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HOVNANIAN ENTERPRISES, INC.
110 West Front Street, P.O. Box 500, Red Bank, N.J. 07701 (732) 747-7800

January 31, 2011
Dear Shareholder:

You are cordially invited to attend the Annual Meeting of Shareholders, which will be held on Tuesday, March 15,
2011, at the offices of Simpson Thacher & Bartlett LLP, 425 Lexington Avenue, New York, New York 10017. The
meeting will start promptly at 10:30 a.m.

In accordance with the Securities and Exchange Commission rule allowing companies to furnish proxy materials to
their shareholders over the Internet, the Company is primarily furnishing proxy materials to our shareholders of Class
A Common Stock and registered shareholders of Class B Common Stock on the Internet, rather than mailing paper
copies of the materials (including our Annual Report to Shareholders for fiscal 2010) to each of those shareholders.
We believe that this e-proxy process will expedite our shareholders’ receipt of proxy materials, lower costs, and reduce
the environmental impact of our annual meeting. If you received only a Notice Regarding the Availability of Proxy
Materials (the “Notice”) by mail or electronic mail, you will not receive a paper copy of the proxy materials unless you
request one. Instead, the Notice will instruct you as to how you may access and review the proxy materials on the
Internet. The Notice will also instruct you as to how you may access your proxy card to vote over the Internet, by
telephone or by mail. If you received a Notice by mail or electronic mail and would like to receive a paper copy of our
proxy materials, free of charge, please follow the instructions included in the Notice.

We anticipate that the Notice will be mailed to our shareholders on or about January 31, 2011, and will be sent by
electronic mail to our shareholders who have opted for such means of delivery on or about January 31, 2011.

All shareholders of record of Class B Common Stock who hold in nominee name have been sent a full set of proxy
materials, including a proxy card. As in the past, shareholders of record of Class B Common Stock held in nominee
name will only be able to vote by returning the enclosed proxy card in the envelope provided for this purpose or by
voting in person at the Company’s 2011 Annual Meeting.

Attached to this letter is a Notice of Annual Meeting of Shareholders and Proxy Statement, which describes the
business to be conducted at the meeting. We will also report on matters of current interest to our shareholders.

It is important that your shares be represented and voted at the meeting. Therefore, we urge you to complete, sign,
date and return the enclosed proxy card or, if applicable, register your vote via the Internet or by telephone according
to the instructions on the proxy card. If you attend the meeting, you may still choose to vote your shares personally
even though you have previously designated a proxy.

We sincerely hope you will be able to attend and participate in the Company’s 2011 Annual Meeting. We welcome the
opportunity to meet with many of you and give you a firsthand report on the progress of your Company.

Sincerely yours,

Ara K. Hovnanian
Chairman of the Board
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PROXY VOTING METHODS

If at the close of business on January 18, 2011, you were a shareholder of record or held shares through a broker or
bank, you may vote your shares as described below or you may vote in person at the Annual Meeting. To reduce our
administrative and postage costs, we would appreciate if shareholders of Class A Common Stock and registered
shareholders of Class B Common Stock would please vote through the Internet or by telephone, both of which are
available 24 hours a day. You may revoke your proxies at the times and in the manners described on page 1 of the
Proxy Statement. If you are a shareholder of record or hold shares through a broker or bank and are voting by proxy,
your vote must be received by 11:59 p.m. (Eastern Daylight Time) on March 14, 2011 to be counted unless otherwise
noted below.

To vote by proxy:

Shareholders of Class A Common Stock and Registered Shareholders of Class B Common Stock:

BY INTERNET
¢ Go to the website at www.proxyvote.com and follow the instructions, 24 hours a day, seven days a week.

¢ You will need the 12-digit Control Number included on your Notice Regarding the Availability of Proxy Materials
to obtain your records and to create an electronic voting instruction form.

BY TELEPHONE

¢ From a touch-tone telephone, dial (800) 690-6903 and follow the recorded instructions, 24 hours a day, seven days a
week.

¢ You will need the 12-digit Control Number included on your Notice Regarding the Availability of Proxy Materials
in order to vote by telephone.

BY MAIL

eRequest a proxy card from us by following the instructions on your Notice Regarding the Availability of Proxy
Materials.

o When you receive the proxy card, mark your selections on the proxy card.
. Date and sign your name exactly as it appears on your proxy card.
. Mail the proxy card in the postage-paid envelope that will be provided to you.
e Mailed proxy cards must be received no later than March 14, 2011 to be counted for the Annual Meeting.

Shareholders of Record of Class B Common Stock held in Nominee Name

e Nominees of shareholders of Class B Common Stock may only appoint proxies by signing, dating and returning the
enclosed proxy card in the envelope provided.
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e Shares of Class B Common Stock held in nominee name will be entitled to ten votes per share only if the beneficial
owner voting instruction card and the nominee proxy card relating to such shares is properly completed, mailed and
received not less than 3 nor more than 20 business days prior to March 15, 2011.

YOUR VOTE IS IMPORTANT. THANK YOU FOR VOTING
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HOVNANIAN ENTERPRISES, INC.

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

NOTICE IS HEREBY GIVEN that the Annual Meeting of Shareholders of Hovnanian Enterprises, Inc. will be held
on Tuesday, March 15, 2011, at the offices of Simpson Thacher & Bartlett LLP, 425 Lexington Avenue, New York,
New York 10017 at 10:30 a.m. for the following matters:

1. The election of directors of the Company for the ensuing year, to serve until the next Annual Meeting of
Shareholders of the Company, and until their respective successors may be elected and qualified;

2.The ratification of the selection of Deloitte & Touche LLP, an independent registered public accounting firm, to
examine the financial statements of the Company for the year ending October 31, 2011;

3. The non-binding advisory vote on approval of compensation of the Company’s named executive officers;

4.The non-binding advisory vote on whether the shareholder votes on the advisory vote on approval of compensation
of the Company’s named executive officers should occur every one, two or three years; and

5. The transaction of such other business as may properly come before the meeting and any adjournment thereof.

The Board of Directors recommends that you vote FOR each of the nominees listed in proposal 1, FOR proposal 2,
FOR proposal 3 and FOR Three Years in proposal 4.

Only shareholders of record at the close of business on January 18, 2011 are entitled to notice of, and to vote at, the
Annual Meeting. Accompanying this Notice of Annual Meeting of Shareholders is a proxy statement, proxy card(s)
and the Company’s Annual Report for the year ended October 31, 2010.

To ensure your shares are voted, if you are a shareholder of Class A Common Stock or a registered shareholder of
Class B Common Stock, you may vote your shares over the Internet, by telephone, or by requesting a paper proxy
card to complete, sign and return by mail. These voting procedures are described on the preceding page and on the
proxy card.

If you are a shareholder of record of Class B Common Stock held in nominee name, you may only appoint proxies to
vote your shares by signing, dating and returning the enclosed proxy card in the envelope provided.

All shareholders are urged to attend the meeting in person or by proxy. Shareholders who do not expect to attend the
meeting are requested to complete, sign and date the enclosed proxy card and return it promptly, or, if applicable, to
register their vote via the Internet or by telephone according to the instructions on the preceding page and the proxy

card.

By order of the Board of Directors,

PETER S. REINHART
Secretary
January 31, 2011
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If you are a shareholder of record and you plan to attend the Annual Meeting, please mark the appropriate box on
your proxy card or, if applicable, so indicate when designating a proxy via the Internet or by telephone. If your
shares are held by a bank, broker or other intermediary and you plan to attend, please send written notice to
Hovnanian Enterprises, Inc., 110 West Front Street, P.O. Box 500, Red Bank, New Jersey 07701, Attention: Peter S.
Reinhart, Secretary, and enclose evidence of your ownership (such as a letter from the bank, broker or other
intermediary confirming your ownership or a bank or brokerage firm account statement). The names of all those
planning to attend will be placed on an admission list held at the registration desk at the entrance to the meeting. If
you do not plan to attend the Annual Meeting, please designate a proxy by mail or, if applicable, via the Internet or
by telephone. If you choose to vote by mail, please complete, sign and date the enclosed proxy card and return it
promptly so that your shares will be voted. If you have received a hard copy of the proxy materials, the enclosed
envelope requires no postage if mailed in the United States.
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HOVNANIAN ENTERPRISES, INC.
110 WEST FRONT STREET
P.O. BOX 500
RED BANK, NEW JERSEY 07701

PROXY STATEMENT

GENERAL

The accompanying proxy is solicited on behalf of the Board of Directors of Hovnanian Enterprises, Inc. (the

“Company”, “we”, “us”, or “our”) for use at the Annual Meeting of Shareholders referred to in the foregoing notice and at any
adjournment thereof.

Shares represented by properly executed proxies, that are received or executed in time and not revoked will be voted
in accordance with the specifications thereon. If no specifications are made in an executed proxy, the persons named
in the accompanying proxy card(s) will vote the shares represented by such proxies for the Board of Directors’ slate of
directors; for the ratification of the selection of Deloitte & Touche LLP, an independent registered public accounting
firm, to examine the financial statements of the Company for the year ending October 31, 2011, for the approval of the
non-binding advisory votes on the compensation of the Company's named executive officers and for the submission of
the advisory vote on the compensation of the Company’s named executive officers every three years, and as
recommended by the Board of Directors, unless contrary instructions are given. Any person may revoke a previously
designated proxy at any time before it is exercised by delivering written notice of revocation to Peter S. Reinhart,
Secretary, by delivering a later-dated proxy, or by voting in person at the Annual Meeting. Please note that attendance
at the Annual Meeting will not by itself revoke a proxy.
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VOTING RIGHTS AND SECURITY OWNERSHIP OF
CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The record date for the determination of shareholders entitled to vote at the meeting was the close of business on
January 18, 2011. As of that date, the outstanding voting securities of the Company consisted of 63,494,586 shares of
Class A Common Stock, each share entitling the holder thereof to one vote, and 14,564,421 shares of Class B

Common Stock, each share entitling the holder thereof to ten votes, or one vote, as the case may be. Other than as set
forth in the table below, there are no persons known to the Company to be the beneficial owners of shares representing
more than 5% of either the Company’s Class A Common Stock or Class B Common Stock.

The following table sets forth as of January 18, 2011 (1) the Class A Common Stock and Class B Common Stock of

the Company beneficially owned by holders of more than 5% of either the Class A Common Stock or the Class B
Common Stock of the Company and (2) the Class A Common Stock, Class B Common Stock and Depositary Shares
of the Company beneficially owned by each Director, each nominee for Director, each executive officer named in the

tables set forth under “Executive Compensation” below and all Directors and executive officers as a group:

Directors, Nominees for Director, Certain
Executive Officers, Directors and
Executive Officers as a Group and
Holders of More Than 5%

Estate of Kevork S. Hovnanian (4)

Ara K. Hovnanian

)

Paul W. Buchanan

(6)

Robert B.

Coutts

Edward A.

Kangas

Joseph A.

Marengi

Thomas J.

Pellerito

Peter S.

Reinhart

Peter S. Reinhart as Trustee of the
Sirwart Hovnanian 1994 Marital Trust (7)
John J.

Robbins

J. Larry

Sorsby

Stephen D.

Weinroth

All Directors and executive officers as a

Class A Common

Stock (1)
Amount and Percent
Nature of of
Beneficial Class
Ownership )

7,567,392 11.92
5,598,044 8.63
70,276 0.11
44,086 0.07
97,769 0.15
54,086 0.09
1,034,999 1.63
78,386 0.12
66,642 0.10
290,552 0.46
138,269 0.22
14,609,784 22.42

%

%

%

%

%

%

%

%

%

%

%
%

Class B Common
Stock (1)
Amount and Percent
Nature of of
Beneficial Class
Ownership  (2)
7,138,646 4901 %
1,082,665 739 %
5,210,091 3577 %
4,500 003 %
13,435,902 91.66 %

Depositary Shares

(H(3)

Amount

and

Nature Percent

of of

Beneficial Class

Ownership(2)
3,000 0.1
5,000 0.1

%

%

10
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group (11
persons)

(1)

The figures in the table with respect to Class A Common Stock do not include the shares of Class B Common
Stock beneficially owned by the specified persons. Shares of Class B Common Stock are convertible at any time
on a share for share basis to Class A Common Stock. Beneficial ownership is determined in accordance with the
rules of the Securities and Exchange Commission and generally attributes ownership to persons who have or
share voting or investment power with respect to the relevant securities. Shares of Common Stock that may be
acquired within 60 days upon exercise of outstanding stock options are deemed to be outstanding. Securities not
outstanding, but included in the beneficial ownership of each such person, are deemed to be outstanding for the
purpose of computing the percentage of outstanding securities of the class owned by such person, but are not
deemed to be outstanding for the purpose of computing the percentage of the class owned by any other person.
Except as indicated in these footnotes, and subject to community property laws where applicable, the persons
named in the table have sole voting and investment power with respect to all securities shown as beneficially
owned by them. Shares of Class A Common Stock subject to options currently exercisable or exercisable within
60 days, whether or not in-the-money, include the following: A. Hovnanian (1,350,000), P. Buchanan (18,750),
R. Coutts (11,667), E. Kangas (18,333), J. Marengi (11,667), T. Pellerito (32,500), P. Reinhart (18,750), J.
Robbins (16,667), J. Sorsby (168,750), S. Weinroth (28,333), and all Directors and executive officers as a group
(1,677,292). Shares of Class B Common Stock subject to options currently exercisable or exercisable within 60
days, whether or not in-the-money, include the following: A. Hovnanian (93,750).

On July 29, 2008, the Company’s Board of Directors declared a dividend of one Preferred Stock Purchase Right
for each outstanding share of Class A and Class B Common Stock. The dividend was paid to stockholders of
record on August 15, 2008. Subject to the terms, provisions and conditions of the Rights Plan, if the Preferred
Stock Purchase Rights become exercisable, each Preferred Stock Purchase Right would initially represent the
right to purchase from the Company one ten—thousandth of a share of Series B Junior Preferred Stock for a
purchase price of $35.00. However, prior to exercise, a Preferred Stock Purchase Right does not give its holder
any rights as a stockholder, including without limitation, any dividend, voting or liquidation rights.

11
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(2) Based upon the number of shares outstanding plus options currently exercisable or exercisable within 60 days
held by each such Director, nominee, executive officer or holder.

(3) Each Depositary Share represents 1/1,000th of a share of 7.625% Series A Preferred Stock.

(4) Includes 7,127,392 shares of Class A Common Stock and 7,138,646 shares of Class B Common Stock held by
the Executors of the Estate of Kevork S. Hovnanian, deceased. Ara K. Hovnanian is special purpose Executor
with respect to investments in the Company, but such shares are not also included in his separate figures of
beneficial ownership. Also, includes 440,000 shares of Class A Common Stock held in the name of Sirwart
Hovnanian, wife of the Company’s deceased Chairman Kevork S. Hovnanian. The business address of each of
the Executors is 110 West Front Street, P.O. Box 500, Red Bank, New Jersey 07701.

(5) Includes 200,000 shares of Class A and 100,000 shares of Class B Common Stock held in a grantor retained
annuity trust (the “AKH GRAT”) for which Ara K. Hovnanian is trustee, 372,116 shares of Class A Common
Stock and 431,394 shares of Class B Common Stock held in family related trusts as to which Ara K. Hovnanian
has shared voting power and shared investment power and 37,374 shares of Class A Common Stock and
142,274 shares of Class B Common Stock held by Mr. Hovnanian’s wife and children. Ara K. Hovnanian
disclaims beneficial ownership of such shares, except to the extent of his potential pecuniary interest in the AKH
GRAT and such other accounts and trusts.

(6) Includes 49,026 shares of Class A Common Stock that are held jointly with Mr. Buchanan’s spouse, Gail R.
Buchanan. Paul W. Buchanan and Gail R. Buchanan share voting and investment power with respect to such
shares.

(7) Includes 4,833,826 shares of Class B Common Stock held by the Kevork S. Hovnanian Family Limited
Partnership, a Connecticut limited partnership (the “Limited Partnership”). Peter S. Reinhart, as trustee of the
Sirwart Hovnanian 1994 Marital Trust (the “Marital Trust”), is the managing general partner of the Limited
Partnership and as such has the sole power to vote and dispose of the shares of Class B Common Stock held by
the Limited Partnership, as well as of the 376,265 shares of Class B Common Stock held directly by the Marital
Trust. Mr. Reinhart disclaims beneficial ownership of the shares held by the Limited Partnership and the Marital
Trust.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), requires the Company’s
executive officers, directors, persons who own more than 10% of a registered class of the Company’s equity securities
and certain entities associated with the foregoing (“Reporting Persons”) to file reports of ownership and changes in
ownership on Forms 3, 4 and 5 with the Securities and Exchange Commission (the “SEC”). These Reporting Persons are
required by SEC rules to furnish the Company with copies of all Forms 3, 4 and 5, and amendments thereto, that they
file with the SEC.

Based solely on the Company’s review of copies of the forms and amendments of forms it has received and written
representations from the Company’s officers and directors, the Company believes that, with respect to the fiscal year
ended October 31, 2010, all the Reporting Persons complied with all applicable filing requirements.

12
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(1) ELECTION OF DIRECTORS

The Company’s Restated By-laws provide that the Board of Directors shall consist of up to eleven Directors who shall
be elected annually by the shareholders. The Company’s Amended Certificate of Incorporation (the “Certificate of
Incorporation”) requires that at any time when any shares of Class B Common Stock are outstanding, one-third of the
Directors shall be independent, as defined therein.

Under the rules of the New York Stock Exchange (the "NYSE"), listed companies that have a controlling shareholder
are not required to have a majority of independent directors, as defined by NYSE rules or to comply with certain other
requirements. Because Mr. Hovnanian, the Limited Partnership established for members of his family and family
trusts hold more than 50% of the voting power of the Company, the Company is a controlled company within the
meaning of the rules of the NYSE. The Company does not avail itself of any of the exemptions afforded to controlled
companies under the NYSE rules. This may, however, change in the future at the Company’s discretion.

The Board of Directors has determined that a Board of Directors consisting of the seven nominees listed below is the
best composition in order to satisfy both the independence requirements of the Company’s Certificate of Incorporation
as well as the rules of the NYSE. The Board of Directors has also determined that Messrs. Coutts, Kangas, Marengi,
Robbins and Weinroth are independent as defined under the Company’s Certificate of Incorporation and the NYSE
rules.

The following individuals are nominated by the Board of Directors to serve as Directors of the Company to hold
office until the next Annual Meeting of Shareholders and until their respective successors have been duly elected and
qualified. In the event that any of the nominees for Director should become unavailable to serve as a Director, it is
intended that the shares represented by proxies will be voted for such substitute nominees as may be nominated by the
Board of Directors, unless the number of Directors constituting a full Board of Directors is reduced. The Company has
no reason to believe, however, that any of the nominees is, or will be, unavailable to serve as a Director. Proxies
cannot be voted for a greater number of persons than the number of nominees shown below.

Board of Directors

Year First
Became

Name Age  Company Affiliation a Director
Ara K. President, Chief Executive Officer, Chairman
Hovnanian 53 of the Board & Director 1981
Robert B.
Coutts 60 Director 2006
Edward A.
Kangas 66 Director 2002
Joseph A.
Marengi 57 Director 2006
John J.
Robbins 71 Director 2001
J. Larry Executive Vice President, Chief Financial
Sorsby 55 Officer & Director 1997
Stephen D.
Weinroth 72 Director 1982

Board of Directors — Composition

13
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The Board of Directors seeks to ensure that the Board of Directors is composed of members whose particular
experience, qualifications, attributes and skills, when taken together, will allow the Board of Directors to satisfy its
oversight responsibilities effectively. As discussed below under “Corporate Governance and Nominating Committee” on
page 7, a slate of Directors to be nominated for election at the annual shareholders’ meeting each year is approved by
the Board of Directors after recommendation by the Corporate Governance and Nominating Committee. In the case of
a vacancy on the Board of Directors (other than one resulting from removal by shareholders), the Board of Directors
approves a Director to fill the vacancy following the recommendation of a candidate by the Chairman of the Board. In
identifying candidates for Director, the Corporate Governance and Nominating Committee and the Board of Directors
take into account (1) the comments and recommendations of board members regarding the qualifications and
effectiveness of the existing Board or Directors or additional qualifications that may be required when selecting new
board members that may be made in connection with the self-examinations described below under “Corporate
Governance and Nominating Committee” on page 7, (2) the requisite expertise and sufficiently diverse backgrounds of
the Board of Directors’ overall membership composition, (3) the independence of outside Directors and other possible
conflicts of interest of existing and potential members of the Board of Directors and (4) all other factors it considers
appropriate. Although the Company has no formal policy regarding diversity, the charter of the Corporate Governance
and Nominating Committee includes a statement that it and the Board of Directors believe that diversity is an
important component of a board of directors, including such factors as background, skills, experience, expertise,
gender, race and culture. As mentioned above, the Corporate Governance and Nominating Committee and the Board
include diversity as one of several criteria that they consider in connection with selecting candidates for the Board.
The Board seeks to ensure that the Board is composed of members whose particular background, expertise,
qualifications, attributes and skills, when taken together, allow the Board to satisfy its oversight responsibilities
effectively.

14
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When considering whether directors and nominees have the experience, qualifications, attributes and skills, taken as a
whole, to enable the Board of Directors to satisfy its oversight responsibilities effectively in light of the Company’s
business and structure, the Corporate Governance and Nominating Committee and the Board of Directors focused
primarily on the information discussed in each of the Directors’ individual biographies set forth below on pages 5 and
6. In particular, with regard to Mr. Coutts, the Board of Directors considered his strong background in the
manufacturing sector, believing that his experience with a large multinational corporation engaged in the manufacture
of complicated products is invaluable in evaluating the multiple integrated processes in the homebuilding business and
also valuable in performance management and other aspects of the Company. With regard to Mr. Kangas, the Board
of Directors considered his significant experience, expertise and background with regard to accounting matters,
including the broad perspective brought by his experience in consulting to clients in many diverse industries. With
regard to Mr. Robbins, the Board of Directors considered his significant experience, expertise and background with
regard to accounting matters, which includes specialization in homebuilding companies. With regard to Mr. Marengi,
the Board of Directors considered his strong background in the technology sector, because new technologies and their
cost and benefit analyses are important factors in the success of the Company. With regard to Mr. Weinroth, the Board
of Directors considered his many years of experience in the investment banking field, which are very valuable to the
Company as it continues to evaluate its debt profile and capital structure and various financing and refinancing
alternatives. With regard to Mr. Hovnanian, our Chief Executive Officer and Chairman of the Board, the Board of
Directors considered his more than thirty years of experience with the Company. With regard to Mr. Sorsby, our Chief
Financial Officer, the Board of Directors considered his more than twenty years of experience with the Company.

Board of Directors — Nominees’ Biographies

Mr. Hovnanian has been Chief Executive Officer since July 1997 after being appointed President in
1988 and Executive Vice President in 1983. Mr. Hovnanian joined the Company in 1979 and has
been a Director of the Company since 1981 and was Vice Chairman from 1998 through November
2009. In November 2009, he was elected Chairman of the Board following the death of Kevork S.
Hovnanian, the chairman and founder of the Company and the father of Mr. Hovnanian.

Mr. Coutts retired from the position of Executive Vice President of Lockheed Martin Corporation
(NYSE), which he held from 2000 to 2008. Mr. Coutts was President and COO of the former
Electronics Sector of Lockheed Martin. He was elected an officer by the Board of Lockheed Martin
in December 1996. Mr. Coutts held management positions with General Electric Corporation
(NYSE) from 1972-1993, and was with GE Aerospace when it became part of Lockheed Martin in
1993. Mr. Coutts is the retired Chairman of Sandia Corporation, a subsidiary of Lockheed Martin
Corp., and is on the Board of Directors of Stanley Black and Decker (NYSE) and is the Chairman of
the Governance and Nominating Committee, as well as the Pall Corporation (PLL), and is also a
member of the Board of Overseers, College of Engineering, Tufts University. He was elected
Director of Hovnanian Enterprises, Inc. in March 2006 and is a member of the Company’s
Compensation Committee.
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Mr. Kangas was Chairman and Chief Executive Officer of Deloitte Touche Tohmatsu from
December 1989 to May 2000, when he retired. He also serves on the Boards of United Technologies
Corp. (NYSE), AllScripts, Inc. (NASDAQ), Tenet Healthcare Corporation, Inc. (NYSE), and Intuit,
Inc. (NASDAQ). He was on the Board of Electronic Data Systems, Inc. (NYSE) from 2004 to 2008.
Mr. Kangas is the past Chairman of the Board of the National Multiple Sclerosis Society. Mr.
Kangas was elected as a Director of Hovnanian Enterprises, Inc. in September 2002, is Chairman of
the Company’s Audit Committee and a member of the Company’s Compensation Committee and
Corporate Governance and Nominating Committee.

Mr. Marengi, since July 2007, serves as a Venture Partner for Austin Ventures. Prior to that date,
Mr. Marengi served as senior vice president for Dell Inc.’s (NASDAQ) Commercial Business Group.
In this role, Mr. Marengi was responsible for the Dell units serving medium business, large
corporate, government, education and healthcare customers in the United States. Mr. Marengi joined
Dell in July 1997 from Novell Inc. (NASDAQ), where he was president and chief operating officer.
He joined Novell in 1989 and moved through successive promotions to become executive vice
president of worldwide sales and field operations. He is also an outside Director for Quantum
Corporation (NYSE) and is a member of the Compensation Committee and serves as Chairman of
the Board for Entorian Technologies, Inc. (NASDAQ). Mr. Marengi was elected Director of
Hovnanian Enterprises, Inc. in March 2006 and is member of the Company’s Corporate Governance
and Nominating Committee.

Mr. Robbins was a managing partner of the New York office of Kenneth Leventhal & Company and
executive committee partner, retiring from the firm in 1992. He was made a partner of Kenneth
Leventhal & Company in 1973. Mr. Robbins was a Trustee of Keene Creditors Trust from 1996
until July 2009. He was Director and the Chairman of the Audit Committee of Raytech Corporation
from May 2003 until March 2007, and was a Director and Chairman of the Audit Committee of
Texas Petrochemicals Inc. from May 2006 until December 2009. Mr. Robbins was elected as a
Director of Hovnanian Enterprises, Inc. in January 2001, and is a member of the Company’s Audit
Committee.

Mr. Sorsby has been Chief Financial Officer of Hovnanian Enterprises, Inc. since 1996, and
Executive Vice President since November 2000. Mr. Sorsby was also Senior Vice President from
March 1991 to November 2000 and was elected as a Director of the Company in 1997.

Mr. Weinroth is a partner in Coral Reef Capital Partners, a private equity fund and was, from 2003
until mid-2008, Managing Member of Hudson Capital Advisors, LLC, a private equity and merchant
banking firm. From 1989 to 2003, he served as co-Chairman and head of the Investment Committee
at First Britannia Mezzanine N.V., a European private investment firm. He is Chairman of the Board
Emeritus of Core Laboratories, N.V. (NYSE), a global oil field service company where he had
previously been Chairman of the Board from 1994 to 2001. He was Vice Chair of the Central Asian
American Enterprise Fund to which he was appointed by the President of the United States, and is
Chairman of its successor, the US Central Asia Education Foundation. He has been Chairman of
four NYSE listed companies and chief executive of three of them. He is also a Trustee and the
immediate past Chairman of The Joyce Theatre Foundation Inc., a Trustee of the Paul Taylor Dance
Foundation, as well as a recently retired Trustee of the Horace Mann School. Mr. Weinroth has been
a Director of Hovnanian Enterprises, Inc. since 1982, is a member of the Company’s Audit
Committee, and Chairman of the Company’s Compensation Committee and Corporate Governance
and Nominating Committee.
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MEETINGS OF THE BOARD OF DIRECTORS AND COMMITTEES OF THE BOARD OF DIRECTORS

During the year ended October 31, 2010, the Board of Directors held four regularly scheduled meetings and four
telephonic meetings. In addition, Directors considered Company matters and had communications with the Chairman
of the Board of Directors and others outside of formal meetings. During the fiscal year ended October 31, 2010, each
Director attended 100% of the meetings of the Board of Directors and at least 75% of the meetings of its Committees
on which such Director served. Directors are expected to attend the Annual Meeting of Shareholders, but the
Company does not have a formal policy with respect to attendance. All of the members of the Board of Directors
attended the Annual Meeting of Shareholders held on March 16, 2010.

Audit Committee

The members of the Audit Committee of the Board of Directors are Messrs. Kangas, Robbins and Weinroth. The
Board of Directors has determined that all of the members of the Audit Committee meet the standards for
independence in our Certificate of Incorporation and the independence requirements mandated by the NYSE listing
standards.

The Audit Committee is currently chaired by Mr. Kangas and is responsible for reviewing and approving the scope of
the annual audit undertaken by the Company’s independent registered public accounting firm and meeting with them to
review the results of their work as well as their recommendations. The Audit Committee selects the Company’s
independent registered public accounting firm and also approves and reviews their fees. During the year ended

October 31, 2010, the Audit Committee met on four occasions and held eight telephonic meetings. The Audit
Committee also authorizes staffing and compensation of the Internal Audit Department. The Vice President of Internal
Audit for the Company reports directly to the Audit Committee on, among other things, the Company’s compliance
with certain Company procedures which are designed to enhance management’s understanding of operating issues and
the results of the Audit Department’s annual audits of the various aspects of the Company’s business. In fiscal 2010, the
Audit Department issued 13 traditional audit reports and performed 23 reviews pursuant to Section 404 of the
Sarbanes-Oxley Act of 2002. For additional information related to the Audit Committee, see “The Audit Committee”
below.

Compensation Committee

The members of the Compensation Committee of the Board of Directors are Messrs. Weinroth, Kangas and Coutts.
The Board of Directors has determined that all of the members of the Compensation Committee meet the standards for
independence in our Certificate of Incorporation and the independence requirements mandated by the NYSE listing
standards.

The Compensation Committee is currently chaired by Mr. Weinroth and is responsible for reviewing salaries, bonuses
and other forms of compensation for the Company’s senior executives, key management employees and non-employee
Directors, and is active in other compensation and personnel areas as the Board of Directors from time to time may
request. For a discussion of the criteria used and factors considered by the Compensation Committee in reviewing and
determining executive compensation, see ‘“The Compensation Committee” and “Compensation Discussion and Analysis”
below. During the year ended October 31, 2010, the Compensation Committee met on five occasions and held no
telephonic meetings.

Corporate Governance and Nominating Committee

The Company has established a Corporate Governance and Nominating Committee, although the Company is not
required to have such committee because it is a controlled company under the rules of the NYSE. The members of the
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Corporate Governance and Nominating Committee of the Board of Directors are Messrs. Weinroth, Kangas and
Marengi. The Board of Directors has determined that all of the members of the Corporate Governance and
Nominating Committee meet the standards for independence in our Certificate of Incorporation and the independence
requirements mandated by the NYSE listing standards.

The Corporate Governance and Nominating Committee is currently chaired by Mr. Weinroth. The Corporate
Governance and Nominating Committee is responsible for corporate governance matters, and reviewing and
recommending nominees for the Board of Directors, succession planning and other Board-related policies. The
Corporate Governance and Nominating Committee also oversees the annual performance evaluation of the Board and
its Committees, the Board’s periodic review of the Company’s Corporate Governance Guidelines (“Guidelines”) and
compliance with the Company’s Related Person Transaction Policy. During the year ended October 31, 2010, the
Corporate Governance and Nominating Committee met on two occasions and held two telephonic meetings.

The Guidelines require that annually each Director prepares an assessment of each Board committee on which he
serves as well as the full Board of Directors as to the effectiveness of each committee and the full Board and any
recommendations for improvement.
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In conducting its nomination function, among other factors, the Board of Directors generally considers the size of the
Board of Directors best suited to fulfill its responsibilities, the Board of Directors’ overall membership composition to
ensure the Board of Directors has the requisite expertise and consists of persons with sufficiently diverse backgrounds,
the independence of outside directors and other possible conflicts of interest of existing and potential members of the
Board of Directors.

The Company does not have a specific policy regarding shareholder nominations of potential directors to the Board of
Directors, other than through the process described under “Shareholder Proposals for the 2012 Annual Meeting”
below. The Corporate Governance and Nominating Committee will consider director candidates recommended by
shareholders. Possible nominees to the Board of Directors may be suggested by any Director and given to the
Corporate Governance and Nominating Committee. The Corporate Governance and Nominating Committee may seek
potential nominees and engage search consultants to assist it in identifying potential nominees. The Corporate
Governance and Nominating Committee adopted an amendment to its charter in November 2009 affirming its belief
that diversity is an important factor to consider in evaluating potential nominees. The Corporate Governance and
Nominating Committee recommends to the Board of Directors a slate of nominees for the Board of Directors for
inclusion in the matters to be voted upon at the Annual Meeting. The Company’s Restated By-laws provide that
Directors need not be shareholders. Vacancies on the Board of Directors, other than those resulting from removal by
shareholders, may be filled by action of the Board of Directors.

As of the 120th calendar day prior to February 1, 2011, the Board of Directors had not received any recommendation
for the nomination of a candidate to the Board of Directors by any shareholder or group of shareholders that at such
time held more than 5% of the Company’s voting stock for at least one year.

VOTE REQUIRED

The election of the nominees to the Company’s Board of Directors for the ensuing year, to serve until the next Annual
Meeting of Shareholders of the Company, and until their respective successors may be elected and qualified, requires
that each director be elected by a majority of the votes cast by the shareholders of Class A Common Stock and Class
B Common Stock, voting together, represented in person or by proxy at the 2011 Annual Meeting. In determining
whether each director has received the requisite number of affirmative votes, abstentions and broker non-votes will
have no impact on such matter because such shares are not votes cast.

Mr. Hovnanian and others with voting power over the shares held by the Estate of Kevork S. Hovnanian, the Limited
Partnership and certain family trusts have informed the Company that they intend to vote in favor of the nominees
named in this proposal. Because of their collective voting power, this proposal is assured passage.

Our Board of Directors recommends that shareholders vote FOR the election of the nominees named in this proposal
to the Company’s Board of Directors.

(2) RATIFICATION OF THE SELECTION OF AN INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

On January 5, 2009, the Audit Committee of the Board of Directors of the Company terminated its relationship with
Ernst & Young LLP as the independent registered public accounting firm for the Company. Ernst & Young LLP’s
reports on the financial statements of the Company for the fiscal years ended October 31, 2007 and 2008 did not
contain any adverse opinion or a disclaimer of opinion, nor were such reports qualified or modified as to uncertainty,
audit scope or accounting principle. During the fiscal years ended October 31, 2007 and 2008, and through January 5,
2009, (1) there were no disagreements with Ernst & Young LLP on any matter of accounting principles or practices,
financial statement disclosure, or auditing scope or procedure, which, if not resolved to the satisfaction of Ernst &
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Young LLP, would have caused Ernst & Young LLP to make reference thereto in its reports on the financial
statements of the Company for such years, and (2) there have been no “reportable events” as defined in Item
304(a)(1)(v) of Regulation S-K.

Also on January 5, 2009, the Audit Committee of the Company’s Board of Directors appointed Deloitte & Touche LLP
as the independent registered public accounting firm for the Company as of and for the fiscal year ending October 31,
2009. This appointment followed a solicitation and review process conducted by the Company’s Audit Committee.

During the fiscal years ended October 31, 2007 and 2008, and through January 4, 2009, (1) Deloitte & Touche LLP
had not been engaged as the principal accountant of the Company to audit its financial statements or as an independent
accountant to audit a significant subsidiary of the Company, and (2) the Company had not consulted with Deloitte &
Touche LLP regarding (a) the application of accounting principles to any completed or proposed transaction, (b) the
type of audit opinion that might be rendered on the Company’s financial statements for such periods, or (c) any other
accounting, auditing or financial reporting matter described in Items 304(a)(2)(i) and (ii) of Regulation S-K.
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The selection of an independent registered public accounting firm to examine financial statements of the Company to
be made available or transmitted to shareholders and to be filed with the SEC for the year ending October 31, 2011 is
submitted to this Annual Meeting of Shareholders for ratification. Deloitte & Touche LLP has been selected by the
Audit Committee of the Company to examine such financial statements. In the event that the shareholders fail to ratify
the appointment, the Audit Committee will consider the view of the shareholders in determining its selection of the
Company’s independent registered public accounting firm for the subsequent fiscal year. Even if the selection is
ratified, the Audit Committee may, in its discretion, direct the appointment of a new independent registered public
accounting firm at any time during the fiscal year if the Audit Committee determines that such a change would be in
the best interests of the Company and our stockholders.

The Company has been advised that representatives of Deloitte & Touche LLP will attend the Annual Meeting of
Shareholders to respond to appropriate questions and will be afforded the opportunity to make a statement if the
representative so desires.

VOTE REQUIRED

Ratification of the selection of Deloitte & Touche LLP as the Company’s independent registered public accounting
firm to examine financial statements of the Company for the year ending October 31, 2011, requires the majority of
the votes cast by the shareholders of Class A Common Stock and Class B Common Stock, voting together, present in
person or by proxy at the 2011 Annual Meeting. In determining whether the proposal has received the requisite
number of affirmative votes, abstentions will have no impact on such matter because such shares are not considered
votes cast.

Mr. Hovnanian and others with voting power over the shares held by the Estate of Kevork S. Hovnanian, the Limited
Partnership and certain family trusts have informed the Company that they intend to vote in favor of this proposal.
Because of their collective voting power, this proposal is assured passage.

Our Board of Directors recommends that shareholders vote FOR ratification of the selection of Deloitte & Touche
LLP as the Company’s independent registered public accounting firm.

(3) ADVISORY VOTE ON EXECUTIVE COMPENSATION

In accordance with the requirements of Section 14A of the Exchange Act (which was added by the Dodd-Frank Wall
Street Reform and Consumer Protection Act (the “Dodd-Frank Act”)) and the related rules of the SEC, we are including
in these proxy materials a separate resolution subject to shareholder vote to approve, in a non-binding vote, the
compensation of our named executive officers as disclosed on pages 13 to 38.

In considering their vote, shareholders may wish to review with care the information on the Company’s compensation
policies and decisions regarding the named executive officers presented in Compensation Discussion and Analysis on
pages 13 to 27, as well as the discussion regarding the Compensation Committee on pages 11 and 12.

The Compensation Discussion and Analysis begins at page 13. As we discuss in Compensation Discussion and
Analysis, the Board of Directors believes that the Company’s long-term success depends in large measure on the
talents of the Company’s employees. The Company’s compensation system plays a significant role in the Company’s
ability to attract, retain and motivate the highest quality associates in a difficult market. The principal underpinnings
of the Company’s compensation system are an acute focus on performance, shareholder alignment, sensitivity to the
relevant market place, and a long-term orientation.
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The Compensation Committee ties increases or decreases in overall compensation with the overall financial
performance of the Company. During fiscal years when the Company’s profitability has been higher, total
compensation has been higher. During more recent years when the Company’s performance has been lower due in part
to the economic downturn and recession particularly in the housing industry, the Compensation Committee’s policies
and actions have significantly lowered overall compensation in recent years relative to profitable periods. These
policies and actions include:
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e Significant reductions in annual bonus opportunity, where, on average, the maximum award for all named executive
officers is approximately 92% lower than the maximum award during the last ten years and approximately 45%
lower than the maximum award during the last three years;

eFocus on lowering net debt levels through a bonus component for our Chairman of the Board, President and Chief
Executive Officer and our Executive Vice President and Chief Financial Officer that is only earned if net debt
performance goals are met;

eFocus on a return to profitability and lowering net debt over a three-year performance period through a long-term
incentive award for all named executive officers in fiscal 2010;

¢ Continued policy of targeting a fixed guideline number of stock options as part of the annual compensation program
(since the guideline number was not increased as stock prices in the homebuilding industry declined, the value of
stock option grants to our named executive officers has declined significantly); and

eReduction in shareholder dilution through Compensation Committee actions to cancel stock options and not return
the cancelled shares to the pool of shares available for new awards under the Amended and Restated 2008
Hovnanian Enterprises, Inc. Stock Incentive Plan.

The text of the resolution in respect of this proposal is as follows:

“Resolved, that the compensation paid to the Company’s named executive officers as disclosed pursuant to Item 402 of
Regulation S-K in the Proxy Statement relating to the Company’s Annual Meeting of Shareholders to be held on
March 15, 2011, including the Compensation Discussion and Analysis, compensation tables, and narrative discussion,
is hereby approved.”

The Board recommends that shareholders vote FOR approval of this resolution.

(4) ADVISORY VOTE ON THE FREQUENCY OF
SHAREHOLDER VOTE ON EXECUTIVE COMPENSATION

In accordance with the requirements of Section 14A of the Exchange Act (which was added by the Dodd-Frank Act)
and the related rules of the SEC, we are including in these proxy materials a separate resolution subject to shareholder
vote to recommend, in a non-binding vote, whether a non-binding shareholder vote to approve the compensation of
our named executive officers (that is, votes similar to the advisory vote in the preceding proposal on pages 9 and 10)
should occur every one, two or three years.

In considering their vote, shareholders may wish to review with care the information presented in connection with the
preceding proposal, the information on the Company’s compensation policies and decisions regarding the named
executive officers presented in Compensation Discussion and Analysis on pages 13 to 27, as well as the discussion
regarding the Compensation Committee on pages 11 and 12.

We believe a three-year frequency is most consistent with our approach to executive compensation. Our reasons
include:

®The homebuilding industry is cyclical in nature and, accordingly, the best way for shareholders to evaluate how
executive compensation relates to our performance is over a multi-year time frame;
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The Committee has focused executives on long-term results through regular awards of stock options, which
generally vest over a multi-year period up to five years and expire only after ten years;

¢ Our recently adopted Long Term Incentive Program is specifically designed to incentivize performance, and to
position the Company for future growth, over a three-year performance period; and

* We do not make significant changes to the structure of our compensation programs frequently, although we tailor
the performance objectives for each executive officer each year to focus on the areas deemed critical to the
Company’s current and future success and long-term shareholder value.

The text of the resolution in respect of this proposal is as follows:

“Resolved, that the shareholders recommend, in a non-binding vote, whether a non-binding shareholder vote to approve
the compensation of the Company’s named executive officers should occur every one, two or three years.”

10
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The Board recommends that shareholders vote for THREE YEARS with respect to how frequently an advisory
shareholder vote to approve the compensation of our named executive officers should occur.

THE COMPENSATION COMMITTEE

The Compensation Committee of the Board of Directors (the “Committee”) is the principal overseer of the Company’s
various policies and procedures related to executive compensation. The Committee meets at least three times a year to
discuss industry trends with regard to overall compensation issues and consults with outside compensation consultants
as needed. The Committee is governed by its Charter which is available on the Company’s public website
(www.khov.com).

Areas of Responsibility

The Committee, in conjunction with the Board of Directors and with management’s input, shapes the Company’s
executive compensation philosophy and objectives. In particular, the Committee is charged with:

eReviewing, at least annually, the salaries, bonuses and other forms of compensation, including stock option grants,
for the Company’s senior executives (which include the Chairman of the Board, President and Chief Executive
Officer (the "CEQ"), the Executive Vice President and Chief Financial Officer (the “CFO”), the Chief Operating
Officer (the “COQO”) and the other named executive officers (“NEOs”) for whom compensation is reported in the tables
below);

. Reviewing, at least annually, compensation paid to the Company’s non-employee Directors;

e Participating in the review of compensation of other key employees of the Company as may be directed by the
Board of Directors or by management;

¢ Periodically reviewing the Company’s policies and procedures pertaining to the Company’s equity award plans and
forms of equity grants to all employees and non-employee Directors, employee benefit plans (for example, the
401(k) plan and deferred compensation plans), the Chief Executive Officer’s severance agreement, executive
perquisites, and forms of equity grants to all employees and non-employee directors;

o Fostering good corporate governance practices as they relate to executive compensation; and
eReviewing, at least annually, as part of the Board's responsibilities, the Company's compensation program to assess
whether there are any compensation risks that are reasonably likely to result in a material adverse effect on the
Company (see "Oversight of Risk Management").
These areas of responsibilities are discussed in more detail below under “Compensation Discussion and Analysis.”
During the fiscal year ended October 31, 2010, the members of the Committee were all independent, non-employee
Directors.

Compensation Review Process for the Named Executive Officers

The Committee, in conjunction with the Board of Directors and with management’s input, is responsible for making
decisions related to the overall compensation of the NEOs.

At least annually, the Committee establishes objective financial measures for determining bonus awards to the NEOs.
The Committee also considers salary, employee benefits and discretionary bonus awards, if any, for the NEOs.
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In determining overall compensation for the NEOs, the Committee may consult with other members of the Board of
Directors, including the CEO and the CFO. These individuals often provide the Committee with insight on the overall
performance of executives, including the achievement of personal objectives, if any, rather than relying solely on the
Company’s financial performance measures in determining their compensation. The Committee also engages an
outside compensation specialist related to various compensation issues.

Outside Compensation Consultant

Since October 2003, the Committee has engaged Pearl Meyer & Partners (“PM&P”) as the Committee’s independent
outside compensation consultant to provide services related to executive and non-employee Director compensation.
PM&P does not provide any other services to the Company unless approved by the Committee and no such services
were provided in fiscal 2010. In fiscal 2010, PM&P assisted the Committee with its review and design of the
Company’s annual bonus and long-term incentive plans for the NEOs in order to reflect modifications and realignment
of priorities in the Company’s objectives due to declining market conditions in the homebuilding industry. The analysis
also included a review of the compensation of chief executive officers and chief financial officers among the
Company’s peer group of 11 publicly-traded homebuilding companies (the “Peer Group”). See ‘“Peer Group
Considerations” in the Compensation Discussion and Analysis below for a list of the companies in the Company’s Peer
Group.

11
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The Committee’s primary objective in engaging PM&P is to obtain advice and feedback related to maintaining
programs that provide compensation opportunities for executives within the median range of the competitive
homebuilder Peer Group for comparable financial performance. The Committee may also instruct PM&P to provide
assistance in fostering an overall compensation program that aligns with its compensation philosophy to guide,
motivate, retain and reward its executives for the achievement of the Company’s financial performance, strategic
initiatives and individual goals, including increased long-term shareholder value in the context of a challenging
business environment. The Company also periodically participates in a homebuilding industry group executive
compensation survey that is conducted by PM&P and which provides valuable information to the Committee in
assessing its competitive pay levels. An abbreviated edition of the homebuilding industry survey was conducted by
PM&P during fiscal 2010 at no charge to any participants, including the Company.

The Committee weighs the information gathered from PM&P and the members of the Board and management it has
consulted in conjunction with its review of other information it considers relevant when making decisions or making
recommendations to the full Board regarding executive compensation.

Board Communication

The Company’s Board of Directors is updated at least quarterly of any compensation decisions or recommendations
made by the Committee and the Committee requests feedback from the Board of Directors regarding specific
compensation issues as it deems necessary.

Compensation Committee Report

The Committee has reviewed and discussed the Compensation Discussion and Analysis provided below with the
Company’s management. Based on its review, the Compensation Committee recommended to the Board of Directors
that the Compensation Discussion and Analysis be included in this proxy statement.

COMPENSATION COMMITTEE

Stephen D. Weinroth, Chair

Robert B. Coutts

Edward A. Kangas

Compensation Committee Interlocks and Insider Participation

During the fiscal year ended October 31, 2010, the members of the Compensation Committee were Messrs. Weinroth,

Kangas, and Coutts. Each of Messrs. Weinroth, Kangas, and Coutts are non-employee Directors and were never
officers or employees of the Company or any of its subsidiaries.

12
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COMPENSATION DISCUSSION AND ANALYSIS
1. EXECUTIVE SUMMARY
Best Practices

e Pay-for-Performance: The Compensation Committee (“Committee”) ties increases or decreases in overall
compensation with the overall financial performance of the Company. During fiscal years when the Company’s
profitability has been higher, total compensation has been higher. During more recent years when the Company’s
performance has been lower due in part to the economic downturn and recession particularly in the housing
industry, the overall compensation has been lower than during profitable periods. The Committee seeks to motivate
management to achieve enhanced financial performance of the Company through bonus plans that reward higher
performance with increased bonus opportunities. In its selection of metrics to measure bonus achievement, the
Committee has selected metrics to correspond to the financial needs of the Company during the relevant period.
During periods of profitability, the bonus metrics were focused on profitability and return on shareholder’s equity
measures. During recent periods when there was little or no likelihood of profits, bonus metrics were focused on
opportunities that would reduce the Company’s debt obligations that would enable the Company to weather the
difficult economic conditions and return to profitability.

eEmphasis on Long-Term Value Creation and Retention: The Committee attempts to align the interests of
management with the long-term interests of the shareholders through the granting of a significant portion of the total
compensation in the form of stock options that increase in value as the Company’s financial performance
improves. The Committee also seeks to retain management through the utilization of compensation methods that
require executives to be employed through various vesting periods in order to receive the full financial benefits of
stock option grants that vest over multiple years, deferred shares as part of an annual bonus and the recently adopted
Long Term Incentive Plan.

eReduction in Dilution: In recent years, the Committee also focused on reducing the dilution of shareholder value by
not returning 2,528,251 cancelled stock options to the pool of shares available for stock options in the Amended and
Restated 2008 Hovnanian Enterprises, Inc. Stock Incentive Plan (the "Stock Incentive Plan").

®Maintaining Appropriate Peer Group: In constructing the Peer Group, the Committee selected those companies that
compete directly with the Company in the homebuilding industry, are of comparable size in operations to the
Company and are generally in the markets where we compete. The Committee reviews the composition of the Peer
Group on an annual basis and makes adjustments, if needed. For example, in fiscal 2010, the Committee
determined that Meritage Homes Corporation should be added to the Peer Group. The Committee reviews the
compensation of the Peer Group companies and seeks to award total compensation opportunity near the median of
the Peer Group.

*No Employment Agreements, Excise Tax Gross-Ups, SERPs or Defined Benefit Plans: The Company does not
maintain employment agreements that provide contractual rights to employees upon termination of employment
(other than upon death or disability), and it does not provide excise tax gross-ups, supplemental executive
retirement plans or pension plans for NEOs.

e Maintenance and Enforcement of Stock Ownership Guidelines: The Board has established stock ownership

guideline’s requiring the CEO and CFO to maintain minimum levels of stock ownership as set forth on pages 26 and
27.
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Perquisites: The Compensation Committee has provided NEOs only a few perquisites in addition to typical
medical, dental and life insurance benefits. The Company limits reimbursement for country club dues and personal
income tax preparation to the CEO. In addition, perquisites are not grossed up for personal income taxes.

Overall Compensation Decisions

eBase Salaries: Three of the four NEOs who were also NEOs for fiscal 2009 received no base salary increase in
fiscal 2010. Our newly appointed COO, upon his promotion at the end of the first quarter of fiscal 2010, received a
base salary increase to compensate him for his elevated set of responsibilities. In addition, based on a review of
external Peer Group data, our CFO received a base salary increase in fiscal 2010, which was intended to bring him
to the median level of the Peer Group.

¢ Annual Bonuses: Consistent with achievement of specified financial and personal objectives, fiscal 2010 bonuses
were paid out to all NEOs.

e Discretionary Bonuses: None were made in fiscal 2010 to any NEO while he was an executive officer.
e[ ong Term Awards, including stock options and participation in the 2011-2013 LTIP: Grants made to NEOs for

fiscal 2010 fell considerably below median Peer Group long-term incentive compensation levels, including the
target value of the Long-Term Incentive Program annualized to the end of its three-year performance period.

13
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2. COMPENSATION PHILOSOPHY AND OBJECTIVES

The Compensation Committee, in conjunction with the Board of Directors and with senior management, has been
instrumental in shaping the Company’s compensation philosophy and objectives because of its responsibilities and
oversight of the Company’s various policies and procedures concerning executive compensation.

The six primary objectives that the Committee considered in making compensation decisions are discussed below. In
making compensation-related decisions, the Committee also considered its role in promoting good corporate
governance practices.

Primary Objectives for the Compensation Program
The Company’s primary objectives for compensating its executives are as follows:

1.To fairly compensate its executives in a manner that is appropriate with respect to their performance, level of
responsibilities, abilities and skills;

2.To offer compensation that guides, motivates, retains and rewards its executives for the achievement of the
Company’s financial performance, strategic initiatives and individual goals;

3. To align the executive’s interests with the interests of the shareholders;

4.To maintain competitive pay opportunities for its executives so that it retains its talent pool and, at the same time,
has the ability to attract new and highly-qualified individuals to join the organization as it grows or in the event of
succession or replacement of an executive;

5.To safeguard that the reward system is appropriately designed in the context of a challenging business
environment; and

6.To ensure that compensation plans do not incentivize a level of risk that is reasonably likely to have a material
adverse effect on the Company.

Tailored Compensation

Consistent with these objectives, the Company’s compensation philosophy also takes into consideration the very
unique roles played by each of the named executive officers for whom compensation is reported in the tables below
(“NEOs”), and seeks to individually tailor their compensation packages to align their pay mix and pay levels with their
contributions to, and positions within, the Company. For example:

¢ CEO: The compensation package of the CEO, Mr. Ara K. Hovnanian, differs from that of the other NEOs due to his
unique role and elevated set of responsibilities. Because the CEO makes executive decisions that influence the
direction, stability and profitability of the Company, his overall compensation is intended to strongly align with
objective financial measures of the Company.

¢ CFO: The Committee recognizes that the role of the CFO, Mr. J. Larry Sorsby, similar to the CEQO, is important in
influencing the direction, stability and profitability of the Company. Therefore, a significant portion of the CFO’s
overall compensation is also aligned with objective financial measures of the Company. Since fiscal 2008, Mr.
Sorsby’s role and contributions as CFO have intensified significantly as a result of the downturn in the homebuilding
industry and the Company’s focus on debt reduction and other actions taken to proactively access the capital markets
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and restructure the balance sheet for future profitability, and his compensation, like that of the CEQ, is intended to
align with debt reduction and ensuring adequate liquidity.

©COO: The compensation package of the COO, Mr. Thomas J. Pellerito, differs from that of the CEO and CFO to
reflect the impact and influence he has on the operational results of the Company’s homebuilding business. His
overall compensation is focused on standardizing best practices among the Company’s operational units to improve
its products and services, gain efficiencies, reduce costs and improve profitability.

¢ Other NEOs: The Company’s Senior Vice President — Chief Accounting Officer, Mr. Paul W. Buchanan, and Senior
Vice President — General Counsel, Mr. Peter S. Reinhart, have, as result of their respective positions, less direct
influence on the Company’s strategic and operational decisions. Therefore, overall compensation levels for these
NEOs reflects both objective financial measures of the Company and the attainment of personal objectives (as
determined by the CFO and the CEO, who may consult with other members of senior management). The
Committee periodically reviews the compensation for these two executives relative to the Peer Group and
broad-based compensation survey data, with consideration of internal pay relationships in years when market
benchmarking is not conducted. The Committee does not consider the specific participants in the broad-based
compensation survey data to be a material factor in its review. The Committee believes that a review of market data
periodically (but not necessarily every year) is sufficient for these positions based on their roles and historical
compensation levels. In fiscal 2010, internal pay relationships and the Committee’s evaluation of each individual’s
performance contributions served as the primary considerations for these two executives because the Committee
maintained the base salary, annual bonus opportunity and stock option grants for these individuals at levels similar
to or less than the past two years.

14

32



Edgar Filing: HOVNANIAN ENTERPRISES INC - Form DEF 14A

Variable Incentive Compensation and Discretionary Awards

The Company’s compensation philosophy emphasizes variable incentive compensation elements (bonus and long-term
incentives) that reflect the Company’s financial and stock performance. For executives who report to the CEO or CFO,
the variable compensation elements also include personal performance objectives. For all executive officers, the
Committee retains the flexibility to adjust incentive awards downward or to consider discretionary bonus awards.
Discretionary awards may be appropriate, for example, to reward progress toward strategic objectives or to reflect
strong leadership while addressing industry-wide market conditions or to serve as a retention bonus for valued
executives.

Peer Group Considerations

As context for setting the compensation levels for the CEO, CFO and COO in fiscal 2010, the Committee considered
the compensation levels and practices of its Peer Group companies. The Company’s Peer Group includes the following
11 publicly-traded homebuilding companies: (1) Beazer Homes USA, Inc.; (2) D.R. Horton, Inc.; (3) KB Home; (4)
Lennar Corporation; (5) M.D.C. Holdings, Inc.; (6) Meritage Homes Corporation; (7) NVR, Inc.; (8) Pulte Homes,
Inc.; (9) Ryland Group, Inc.; (10) The Standard Pacific Corp.; and (11) Toll Brothers, Inc. The companies in the Peer
Group were selected by the Committee, in consultation with PM&P, because of their comparable business profile. In
particular, the Company’s revenue size relative to the Peer Group and the presence of the Peer Group companies in the
Company’s markets were considered the most relevant measure for selection of peer companies within the
homebuilding industry. In January 2010, Centex Corporation was removed from the Peer Group due to its merger with
Pulte Homes, Inc. and Meritage Homes Corporation was added to the Peer Group as the next closest comparator
company. The Committee and PM&P will continue to review the appropriateness of the Peer Group composition. For
the other NEOs, the Committee places equal or greater weight on its consideration of internal pay equity, an
evaluation of individual performance contributions and other factors described in detail below.

Market Conditions Considerations

In determining overall compensation for all the NEOs, the Committee also takes into account leadership abilities and
risk management contributions, which are especially critical during difficult market conditions.

During fiscal 2010, the homebuilding industry continued to be impacted by a lack of consumer confidence, increasing
home foreclosure rates, large supplies of resale and new home inventories, and more restrictive lending standards for
homebuyers. The result has been continued weak demand for new homes, slower sales, higher than normal
cancellation rates, and increased price discounts and other sales incentives to attract homebuyers.

The heightened importance of cash flow and liquidity, as well as the Company’s budget cuts and downsizing, were
considered by the Committee in making executive compensation decisions for fiscal 2010. As a result, the fiscal 2010
annual bonus formulas of the CEO and CFO continued to place a heavier focus on cash flow and liquidity. While the
salary of the CEO remained the same as fiscal 2009, the CFO’s salary was increased to align with the Peer Group, as
discussed in more detail below. At the end of the first quarter of fiscal 2010, the Company appointed Mr. Pellerito as
COO and increased his salary consistent with his increased responsibilities. The salaries of the Chief Accounting
Officer and General Counsel did not increase from the prior fiscal year and their fiscal 2010 bonus formulas remained
the same as fiscal 2009, including payouts made entirely in cash for all NEOs.

The Committee established these compensation levels taking into consideration competitive market pressures, both

within and outside of the homebuilding industry, and the strength of leadership required in this challenging business
environment.
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3. FISCAL YEAR 2010 COMPENSATION ELEMENTS AND COMPENSATION MIX
Compensation Elements at a Glance

There are five main compensation elements that support the Company’s compensation objectives, each of which is
discussed in detail below.

Base salaries;

Annual bonuses;

Stock grants (for example, stock options and restricted stock unit awards);
Long-Term Incentive Plan (defined below) (payable in both cash and stock); and
Various employee benefits, including limited perquisites.

ARl S

Compensation Mix

Fixed vs. Variable Compensation. A significant portion of executives’ “Total Direct Compensation” (which includes
base salary, bonuses and stock grants) opportunity is attributed to variable compensation — that is, the ultimately
realized compensation is dependent on either individual or Company performance. Of the elements of Total Direct
Compensation, base salary is fixed compensation, while bonuses and stock grants are variable compensation. Bonuses
for the CEO and the CFO were based upon objective formulas tied to financial performance goals that include the
Company’s (a) ROACE (as defined below) and (b) net debt reduction. For the COO, the bonus reflects his
responsibilities both before and after his promotion and includes the achievement of tailored personal objectives that
relate to this transition period. For the other NEOs, bonuses were determined based on both the Company’s ROACE
and the achievement of tailored personal objectives. An important part of each NEO’s compensation package also
consists of stock options, the ultimate value of which is tied to the Company’s stock performance. These variable
elements are intended to align the executives’ performance and interests with Company performance and long-term
shareholder value.

The intent of the Committee was to maintain variable compensation opportunity as a significant percentage of Total
Direct Compensation opportunity for all NEOs for fiscal 2010 and to maintain its approximate level from year to year.
In addition, the Committee intends for Total Direct Compensation and the level of variable compensation realized to
align with the Peer Group in years when the Company performs at median levels compared to the Peer Group. In
fiscal 2007, 2008, 2009 and 2010, the percentage of variable compensation received had declined from historical
levels because total bonus amounts ultimately received by NEOs were zero for the CEO for fiscal 2007 and
significantly lower than historical amounts for all NEOs for fiscal 2007, 2008, 2009 and 2010, with fiscal 2010 bonus
amounts, on average, approximately 92% lower than the maximum award during the last ten years. In fiscal 2010, the
Committee also awarded stock grants to each of the NEOs, as discussed below, at continued lower amounts and below
the Peer Group long-term incentive values for the CEO and CFO.

Long-Term vs. Short-Term Compensation. An important portion of each NEO’s Total Direct Compensation is
long-term compensation, which normally includes stock option and/or restricted stock unit awards and deferred share
awards granted in lieu of cash for a portion of total bonus amounts. In fiscal 2010, there were no awards of restricted
stock units or deferred shares to NEOs. In fiscal 2009 and 2010, due to the reduced amount of the bonuses, deferred
share awards were not granted and the total bonus amounts were paid 100% in cash. Short-term compensation consists
of base salary and the cash portion of annual bonus amounts. Long-term compensation consists of stock option awards
and, in prior years, restricted stock unit awards which are intended to foster long-term commitment by the executive,
employee-shareholder alignment and improved long-term shareholder value. In fiscal 2010, the Committee also
adopted a special Long-Term Incentive Plan ("LTIP") for the named executive officers and other key senior
executives of the Company, as discussed below. The Committee does not currently anticipate considering a similar
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LTIP program until after the expiration of the three-year LTIP performance period. The average long-term
compensation amounts (including stock and option grants at their grant date fair value and the LTIP award annualized
at target) as a percent of Total Direct Compensation for fiscal years 2006 through 2010 for the CEO and CFO were
54% and 42%, respectively. The average long-term compensation amount (including stock and option grants at their
grant date fair value and the LTIP award annualized at target) as a percent of Total Direct Compensation for fiscal
2010 for the COO was 41%. The average long-term compensation percentages (including stock and option grants at
their grant date fair value and the LTIP award annualized at target) for Messrs. Buchanan and Reinhart for the same
five-year period were 21% each, reflecting the Committee’s belief that while it is important for these executives to be
compensated in part based on the long-term performance of the Company, they have less direct influence on the
long-term financial success of the Company as compared to the CEO, CFO and COO.
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4. DETAILS OF COMPENSATION ELEMENTS
Base Salaries

Base salaries are intended to reward executives for their day-to-day contributions to the Company. The Committee
believes that base salaries within the competitive median range are necessary to retain the Company’s executive talent
pool, and it determined that the fiscal 2010 base salaries of the Company’s executive officers were necessary to retain
their services.

Base salaries of all the NEOs are reviewed annually by the Committee and are subject to adjustment based on factors
that may include individual performance, change in responsibilities, average salary increases or decreases in the
industry, compensation for similar positions involving the Company’s Peer Group or other comparable companies if
comparable data was unavailable from the Peer Group companies, as well as other factors such as cost of living and
internal pay relationships with other executives. The Committee also consults with PM&P in determining the need for
salary adjustments.

¢ CEO: For fiscal 2007, 2008, 2009 and 2010, the CEO did not receive any adjustments in his existing annual base
salary. Furthermore, the Committee did not increase the CEO’s base salary for fiscal 2011. This is reflective of the
Company’s budget cuts and downsizing due to industry conditions. In addition, based on discussions with PM&P,
the Committee has determined that the CEO’s fiscal 2010 base salary is near the median base salary level of other
chief executive officers at Peer Group companies.

¢ CFO: For fiscal 2010, the CFO received a 20% increase in his base salary to align his base salary closer to the
median base salary level of chief financial officers at Peer Group companies. The Committee desires to position
base salary for the CFO near the Peer Group median and salaries for Peer Group CFOs had increased considerably
more rapidly than at the Company. Based on year-end discussions with PM&P, the Committee had determined that
the CFO’s fiscal 2010 base salary fell at the median. The Committee did not increase the CFO’s base salary for fiscal
2011.

¢COO: In view of Mr. Pellerito’s new responsibilities as COO, the Committee increased his base salary to $500,000,
which is below the median base salary level of other chief operating officers at Peer Group companies. The
Committee determined that Mr. Pellerito’s base salary should fall below the Peer Group median given that he is new
to the role. The Committee did not increase the COQ’s base salary for fiscal 2011.

¢ Other NEOs: For fiscal 2010, Messrs. Buchanan and Reinhart did not receive any increase in their respective base
salaries. However, for fiscal 2011, Messrs. Buchanan and Reinhart each received a 2% salary increase. In making
these determinations, the Committee considered the individual performance of each executive, the merit budget for
employees of the Company generally, and the cost of living.

Bonuses
Regular Bonuses

The Company provides each of the NEOs with an opportunity to earn bonuses, which are intended to reward
executives for the attainment of short-term financial objectives and, in the case of certain NEOs, individual
performance objectives. Fiscal 2010 bonus awards were made pursuant to the Company’s amended and restated
Hovnanian Enterprises, Inc. Senior Executive Short-Term Incentive Plan (the “Short-Term Incentive Plan”) and the
Stock Incentive Plan, each of which is a shareholder approved plan, although no stock awards were paid as part of the
fiscal 2010 bonus awards under either plan.
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Bonus opportunities are intended to be competitive with industry-wide practices in order to retain and attract
executive talent. For fiscal 2010, similar to fiscal 2009, the earned bonuses for the NEOs were paid 100% in cash.
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The regular annual bonus opportunities in fiscal 2010 for each of the NEOs are shown in the following table. The
performance goals for each NEO are discussed below.

CEO CFO COO (1) Chl.e f Accounting General Counsel
Officer
Eztrl:lrmnoor?él thy Z(i coofnfl);izz don $ Bonus based on N/A $ Bonus based on  $ Bonus based on
("ROACE") (2) ROACE ROACE ROACE ROACE
$ Bonus
Net Debt $ Bonusbasedon i onNet  N/A N/A N/A
Net Debt
Debt
. $ Bonus based on  $ Bonus based on  $ Bonus based on
Tailored Personal ) . .
.. N/A achievement of achievement of achievement of
Objectives o o e
specific goals specific goals specific goals
Total award is Total award is Total award is Total award is Total award is
greater of greater of based on coal sum of ROACE  sum of ROACE
ROACE or Net ROACE or Net . £ ... and personal and personal
Formula achievement, with U .
Debt awards, Debt awards, ) objectives awards, objectives awards,
. . . . a maximum of . . . .
with maximum  with maximum $187.500 with maximum of with maximum of
of $949,500 of $350,000 ’ 30% of salary 20% of salary

(1) Discusses only the bonus formula after promotion to an executive officer position.
(2) Based on fiscal 2010 results, the ROACE award component was zero.

Historically, bonuses for the CEO and the CFO were linked solely to a measure of the Company’s return on equity
(ROACEE, as the current example), a common industry practice. For fiscal 2008, bonus formulas for these NEOs were
reoriented by including a net debt reduction component. For fiscal 2009 and 2010, the net debt reduction component
was changed to a net debt amount component. In light of prevailing market conditions, the Committee, in consultation
with PM&P, determined that continuing this additional bonus measure based on specified targets for the reduction of
the Company’s net debt amount provided clarity and was well-aligned with the Company’s focus on cash flow and
liquidity. The Committee considered reduction in costs as a component of the bonus, but determined that the focus on
debt reduction and return on equity were more appropriate in the current economic climate for the Company and cost
savings would be reflected in the ROACE component. Specifically, the bonus formulas for the CEO and the CFO for
fiscal 2010 provided that bonuses would be equal to the greater of (a) the executive’s bonus formula based on the
Company’s ROACE and (b) the new bonus formula based on the Company’s net debt amount. “ROACE” is defined as
“net income” divided by “average common equity” (stockholder’s equity less preferred stock at the beginning of the fiscal
year and at the end of each fiscal quarter during the year divided by five). “Net debt” is defined as the “total debt”
(balances of bank debt, senior secured notes, senior notes, and senior subordinated notes) net of any cash (including
restricted cash) and cash equivalents as of the last day of fiscal 2010. Net debt assumes “debt extinguishment
accounting” and adds back to cash any investments in new joint ventures, newly identified properties above and
beyond the fiscal 2010 original budget, deposits, land purchases, land development costs and work-in-progress home
construction costs. For fiscal 2010, the Committee approved a $250,000 increase in the maximum bonus amount for
the CEO in recognition of his increased responsibilities in assuming the position of Chairman of the Board. The
Committee also approved a $95,200 increase in the maximum bonus amount for the CFO in order to align his
compensation opportunity more closely with the Peer Group median level.

For fiscal 2010, the bonus formula for the COO was based on the achievement of tailored personal objectives since he
was promoted to his current position during the fiscal year.
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For fiscal 2010, the bonus formulas for Messrs. Buchanan and Reinhart remained the same as their fiscal 2009
formulas. Messrs. Buchanan and Reinhart have, as result of their respective positions, less direct influence on the
Company’s strategic and operational decisions compared to the CEO and the CFO and, therefore, their bonus formulas
were not revised to include a net debt amount component. Specifically, these NEOs’ fiscal 2010 bonus formulas
provide, as in fiscal 2009, that bonuses would be based on both (a) a formula based on the Company’s ROACE and (b)
the attainment of tailored personal objectives.

18

40



Edgar Filing: HOVNANIAN ENTERPRISES INC - Form DEF 14A

Fiscal 2010 bonus formulas for each of the NEOs are further tailored as set forth below and are assessed annually. For
all of the ROACE bonus formulas discussed below for each of the NEOs, net income used in calculating ROACE is
after taxes and preferred dividends and, at the Committee’s discretion, excludes land charges.

¢ CEO: The CEQO’s bonus formula for fiscal 2010 provided for a bonus award equal to the greater of (a) a fixed
percentage of pre-tax income based on the Company’s ROACE and (b) a fixed dollar amount based on the
Company’s net debt amount, with his final bonus from both formulas not to exceed $949,500. The methodology
underlying the ROACE portion of the formula was historically designed to yield an annual bonus that would result
in Total Direct Compensation opportunity that falls within the median range of the Peer Group for comparable
financial performance.

FOR THE CEO, THE BONUS FORMULA IS THE GREATER OF:
(a) ROACE Calculation Method*

ROACE % Pre-tax
percentage  Income

0.0% 0.00%
5.0% 1.00%
10.0% 1.25%
15.0% 1.50%
20.0% 2.00%

* The bonus is interpolated between the points shown in the table, and may be extrapolated beyond the maximum
ROACE percentage shown at a rate of 0.10% of pre-tax income per percentage point increase in ROACE, which is
the rate applied between the last two tiers of the above chart, but is subject to a maximum bonus of $949,500, which
is subject to the maximum bonus payable under the Short-Term Incentive Plan.

AND

(b) Net Debt Amount Calculation Method*

Net Debt (millions)
Greater
than
$1,150 $1,150 $1,105
Bonus (thousands) $0 $500.0 $949.5

* The bonus is interpolated between the points shown in the table and capped at $949,500. Prior to fiscal 2009, there
was no imposed cap on the CEO’s bonus. Had there been no cap in fiscal 2010, the bonus could have been as high as
$2,000,000. The Committee intends to consider removing or increasing the cap when the Company returns to
profitability.

Based on the bonus formula above, Mr. Hovnanian earned a cash bonus of $949,500 which was entirely attributed to
the net debt amount calculation method of his bonus formula. For the reason discussed above, this bonus was paid
100% in cash.
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¢ XPO: Tne XPO 6 Bovuc GopLLAN TPOTLIES GOP ¢ fOVVC CLOVVT EBLOA TO TNE YpeaTEP 00 (o) oL YrEed
doArop apovvt Paced ov e Xoumovy o POAXE avd (B) o 01Eed SolAop apovvt Boced ov e
Xoumovy o Vet defT oovvT, @it Mo dvad Bovuc vot to e€xeed 3350,000. Tne POAXE mopTiov 0d Tne
QOPULLAC MOLC NICTOPLYAAALY SECLYVED TO WIEAD OV OVVLAA BOVLG TNOT WOVAS PEGLAT 1V TOTOA AtpeyT
XOUTEVGATIOV OTTOPTUVLTY TNAT QOAAG MLTNLV TNE pedtay povye od tne Ieep I'povn dpop younopore
OLVOVYLOA TEPPOPLLOVYE.

FOR THE CFO, THE BONUS FORMULA IS THE GREATER OF:

(a) ROACE Calculation Method*
Bonus

ROACE percentage (thousands)
0.0% $0

4.7%
5.0%
10.0%
15.0%
20.0%
25.0%

$350.0

* The bonus is interpolated between the points shown in the table and capped at $350,000. The bonus is subject to the
maximum payment under the Short-Term Incentive Plan.

AND
(b) Net Debt Amount Calculation Method*
Net Debt (millions)
Greater
than
$1,150 $1,150 $1,107
Bonus (thousands) $0 $187.5 $350.0

* The bonus is interpolated between the points shown in the table and capped at $350,000. Prior to fiscal 2009, there
was no imposed cap on the CFO’s bonus. Had there been no cap in fiscal 2010, the bonus could have been as high as
$750,000. The Committee intends to consider removing or increasing the cap when the Company returns to
profitability.

Based on the bonus formula above, Mr. Sorsby earned a cash bonus of $350,000 which was entirely attributed to the
net debt amount calculation method of his bonus formula. For the reason discussed above, this bonus was paid 100%

in cash.

For fiscal 2011, for the CEO and CFO, the bonus formula component related to net debt (as described above) will

shift to a calculation based on earnings before interest, taxes, depreciation and amortization (“EBITDA”) improvement
and cash balances. The Committee believes that the goals established for fiscal 2011 support the financial objectives
of the Company and have been set at levels that are challenging, but attainable. Furthermore, the maximum bonus
levels are capped at no more than the actual 2010 bonus amount.
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COO: The COO’s bonus for the first quarter of fiscal 2010 was related to his former position as Group President
while his bonus for the remaining three quarters of fiscal 2010 was based on tailored personal objectives related to
his new role. Mr. Pellerito’s Group President bonus formula was based on profitability, return on inventory,
customer satisfaction and mortgage capture for the Group he managed. There was also a portion that was payable at
the CEO’s discretion. Mr. Pellerito’s Group President bonus formula was designed to challenge him to achieve
increasingly better business results. For example, Mr. Pellerito achieved a bonus based on profitability and return
on inventory only two times during the five-year period from fiscal 2006 through fiscal 2010. In addition, the
performance levels required for customer satisfaction goals during that same five-year period were increased four
times, reflecting the Company’s commitment to its customers. For fiscal 2010, no profitability or return on
inventory bonus was paid under the Group President bonus formula to Mr. Pellerito. Mr. Pellerito did receive a
payment for the customer satisfaction, mortgage capture and discretionary components of his Group President
bonus formula, though the customer satisfaction and mortgage capture payments were reduced by 50% since the
Group for which he was responsible was not profitable. The cash bonus paid to Mr. Pellerito under the Group
President bonus formula in fiscal 2010 was $44,798. Mr. Pellerito’s personal objectives related to his role as COO
were focused on improving the operational results of the Company’s homebuilding business by standardizing best
practices among the Company’s operational units to improve its products and services, gain efficiencies, reduce costs
and improve profitability. The Committee determined that Mr. Pellerito fully met his fiscal 2010 personal
objectives (the “outstanding” category below) and approved a cash bonus of $187,500 which was his maximum for
the portion of time he was COO. In total, for fiscal 2010, Mr. Pellerito received a cash bonus of $232,298 under
both his Group President and COO bonus formulas.
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COO Calculation Method — for Meeting Personal Objectives Measure*

Goals Bonus
Threshold $62.500
Target $125,000
Outstanding ~ $187,500

* “Threshold,” “target,” and “outstanding” levels are determined by the CEO, who may consult with other members
senior management, and are used for internal evaluation purposes only. The amounts represented in the table above
are prorated based on the portion of fiscal 2010 during which Mr. Pellerito served as COO and are subject to the
maximum bonus payable under the Short-Term Incentive Plan and Stock Incentive Plan, as applicable.

of

For fiscal 2011, the COO’s bonus formula will be based on EBITDA improvement and cash balances. The Committee

believes that the goals established for fiscal 2011 are challenging, but attainable. Furthermore, the COO’s maximum
bonus level is capped at $250,000.

¢ Other NEOs: Fiscal 2010 incentive opportunities for Messrs. Buchanan and Reinhart were based on a combination

of Company performance and individual performance factors that were within each of these executives’ control and

that would have a positive impact on the Company. Therefore, the bonus program for these NEOs targets the
achievement of both (a) ROACE financial performance objectives for the Company and (b) personal objectives,
and, for fiscal 2010, was capped at 50% of the maximum percentages of base salary they could otherwise achieve
under the personal objectives portion of their respective bonus formulas.

FOR OTHER NEOs, THE BONUS FORMULA IS BOTH:

(a) Calculation Method — for Achievement of Financial Performance Measure*

ROACE Percentage Paul Buchanan Peter Reinhart
0.0% $0 $0
5.0% 10% of base salary 10% of base salary
10.0% 20% of base salary 20% of base salary
15.0% 40% of base salary 30% of base salary
20.0% 60% of base salary 40% of base salary
25.0% 90% of base salary 80% of base salary

* The bonuses are interpolated between the points shown in the table. The total bonuses payable under both
components are capped at 50% of the maximum percentages of base salary these NEOs could otherwise achieve
under the personal objectives portion of their respective bonus formulas and are subject to the maximum bonus
payable under the Short-Term Incentive Plan and Stock Incentive Plan, as applicable.

21

45



Edgar Filing: HOVNANIAN ENTERPRISES INC - Form DEF 14A

AND

(b) Calculation Method — for Meeting Personal Objectives Measure*

Goals Paul Buchanan Peter Reinhart
Threshold Up t020% of base Up to 20% of base salary
salary
Target Up to 40% of base Up to 30% of base salary
salary
Outstanding Upto Sglzor}(f)f base Up to 40% of base salary

* “Threshold,” “target,” and “outstanding” levels are determined by the CFO and the CEO, who may consult with other
members of senior management, and are used for internal evaluation purposes only. As stated above, the total

bonuses payable under both components are capped at 50% of the maximum percentages of base salary these NEOs
could otherwise achieve under the personal objectives portion of their respective bonus formulas and are subject to

the maximum bonus payable under the Short-Term Incentive Plan and Stock Incentive Plan, as applicable.

Mr. Buchanan’s fiscal 2010 personal objectives included supervising the preparation of the proxy financial schedules,
supporting the implementation of the Company’s enterprise management software platform and enhancements to the
Company’s financial management system, and the management of special projects assigned by the CEO and CFO. Mr.
Reinhart’s fiscal 2010 personal objectives included negotiating the resolution of storm water issues and management
and resolution of significant litigation.

Based on the bonus formulas above and the Committee’s determinations regarding each executive’s personal objectives,
none of these NEOs earned bonuses related to the ROACE calculation method for fiscal year 2010, but each did earn a
cash bonus for meeting his fiscal 2010 personal objectives in full (the “outstanding” category); however, since the
outstanding payouts for meeting personal objectives would exceed the cap described above, the bonuses were reduced
by 50% to comply with the cap, resulting in payments of $86,100 and $61,500 for Mr. Buchanan and Mr. Reinhart,
respectively.

For fiscal 2011, there was no change to the bonus formulas for these NEOs.

Since fiscal 2007, the NEOs have also been offered the opportunity to earn a one-time retention bonus equal to 3% of
such NEQO'’s fiscal year end 2007 base salary if the NEO remains employed with the Company through the end of the
first fiscal year in which the Company’s ROACE returns to 20%. At the end of fiscal 2010, the Company’s ROACE did
not meet this threshold, so there were no resulting retention bonuses paid out in this year.

Discretionary Bonuses

The Committee has the authority to make discretionary bonus awards, which it considers under special circumstances,
including exceptional contributions not reflected in the regular bonus measures, new hire sign-on bonuses and
retention rewards. No discretionary bonus awards were granted to the NEOs in fiscal 2010 for periods in which they
were executive officers.

Stock Grants

The Committee may make grants of stock options, stock appreciation rights, restricted stock and restricted stock units,
unrestricted shares of stock, or stock-based awards settled in cash pursuant to the Stock Incentive Plan. In fiscal 2010,
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the Committee awarded stock options to the NEOs, subject to an election to receive restricted stock units (“RSUs”)
instead for some of the NEOs. No other stock-based awards were made to NEOs in fiscal 2010, aside from the LTIP
grant discussed below.

Stock options are intended to establish a strong commitment to maintain employment with the Company and focus on
creating long-term shareholder value. In addition, stock options are selected over other types of awards because their
design inherently rewards executives only if the stock price increases, which provides a balance with cash incentives
and retention-oriented restricted stock grants.

Because the ultimate value received by stock option holders is directly tied to increases in the Company’s stock price,
stock options serve to link the interests of management and shareholders and to motivate executive officers to make
decisions that will increase the long-term total return to shareholders. Additionally, grants under the Stock Incentive
Plan include vesting and termination provisions that the Committee believes will encourage stock option holders to
remain long-term employees of the Company.

The Committee ultimately approves the size of the grants taking into account the recommendations by the CEO (other
than for his own grant) and other criteria as determined by the Committee. The Committee generally targets a specific
number of options rather than a specific option value. Consequently, in spite of the fact that the stock price has
remained significantly lower than historical levels, each NEO’s option grants have remained relatively consistent, with
the exception of the special performance grant for the CEO and CFO in 2009 and a promotion-based increase for the
COO. The Committee’s determination and rationale for the fiscal 2010 grants is described below.
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Stock options and RSUs generally vest in four equal annual installments, commencing on the second anniversary date
of the grant providing a five-year period before becoming fully vested.

Fiscal 2010 Stock Option Awards

In determining the fiscal 2010 equity awards for the NEOs, the Committee considered, without giving specific weight
to any one factor, then available information on Peer Group equity awards for the NEOs, PM&P guidance regarding
the anticipated range of decline in equity award values across industries, the Company’s available share pool and the
potential impact on shareholder dilution, the Company’s stock performance, the historical equity awards provided to
each NEO, the desire to retain the employment of each NEO, and the desire to continue to link a portion of each
NEO’s compensation with future Company performance. All stock option awards in fiscal 2010 were made in the form
of options to purchase shares of Class A Common Stock, except for the CEO whose award was made in the form of
options to purchase shares of Class B Common Stock because the Committee took into consideration the potential
benefits to the Company previously expressed by the Board of Directors of the continuity of share ownership and
control of the Hovnanian family.

*CEO and CFO. The CEO was granted 375,000 stock options which represented the same level as fiscal 2008 and a
decrease of 375,000 stock options from fiscal 2009. The CFO received a total of 75,000 stock options, which
represented the same level as fiscal 2008 and a decrease of 75,000 stock options from fiscal 2009. As compared to
long-term incentive values granted to Peer Group chief executive officers and chief financial officers, the long-term
values granted to the CEO and CFO (including the option grants and annualized value of the LTIP at target,
discussed below), were considerably below those of the Peer Group chief executive officer and chief financial
officer medians.

¢COO. In recognition of his increased responsibilities, the COO was granted 50,000 stock options which represented
a 43% increase from stock options granted to him in fiscal 2009. As compared to long-term incentive values
granted to Peer Group chief operating officers, the long-term value granted to the COO (including the option grant
and annualized value of the LTIP at target, discussed below), was below that of the Peer Group chief operating
officer medians as he is new to the position. Note that only six of the eleven Peer Group companies report the chief
operating officer position in their proxies.

¢ Other NEOs. Messrs. Buchanan and Reinhart were each granted 15,000 stock options in fiscal 2010, which
represented a decrease of 10,000 stock options each from fiscal 2009 and which were considerably below the Peer
Group Median.

Long Term Incentive Plan

In fiscal 2010, the Company adopted a Long Term Incentive Program (“LTIP”) under its stockholder-approved Stock
Incentive Plan to aid the Company in retaining key employees and to motivate them to exert their best efforts to
promptly return the Company to profitability and lower debt levels by providing rewards at the end of a multi-year
period. The LTIP is intended to incentivize achievement of specified pre-tax profit goals and specified improvements
in the Company’s capital structure through reductions in homebuilding debt.

Each of the NEOs is a participant in the LTIP and their awards, if any, will be determined based on actual
performance for the full 36-month performance period, subject to the vesting requirements over an additional
24-month period described below. This performance period commenced on November 1, 2010 (the beginning of
fiscal 2011) and will end on October 31, 2013 (that is, the performance period covers fiscal 2011, 2012 and 2013).
After the performance period, the awards remain subject to vesting conditions for fiscal 2014 and 2015. The
executive will not receive the full award unless the company achieves the pre-tax profit and homebuilding debt
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performance goals and the executive remains employed for the entire five-year period. The Committee does not
currently anticipate considering a similar LTIP program until after the expiration of the three-year LTIP performance
period.

Pre-tax profit and homebuilding debt were chosen as the performance metrics for the LTIP because they are critical
during this challenging economic cycle. The Committee determined that other goals, such as revenue growth and cost
reductions, would be reflected in pre-tax profit calculations, but in a balanced way with an emphasis on achieving
profitability. The Committee believed that a focus on revenue growth alone would not adequately emphasize
profitability and that a focus on cost-cutting alone could emphasize short-term achievements that may sacrifice future
profitability. The Committee also determined that if the current difficult economic conditions continue during all or
most of the LTIP’s performance period and achievement of pre-tax profit is not attainable, then realization of reduced
homebuilding debt would put the Company in a better financial position to weather such an extended downturn and
return to profitability when the economic conditions ultimately improve.
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Awards, if any, will be based on a specific target multiple of each participant’s base salary in effect on the date the
participant is granted the award (the “Grant Date,” or June 11, 2010 for all NEOs) and, if shares of stock are elected as a
form of payout, the closing price of the Class A Common Stock on the Grant Date, regardless of whether the share
price increases or decreases by the time the Award is determined or distributed. The Committee required that at least
20% of the payout be in the form of cash. All stock awards under the LTIP were made in the form of rights to receive
shares of Class A Common Stock, except for the CEO whose award was made in the form of rights to receive shares

of Class B Common Stock because the Committee took into consideration the potential benefits to the Company
previously expressed by the Board of Directors of the continuity of share ownership and control of the Hovnanian
family. The following describes for each NEO his target multiple of base salary and form of his irrevocable payout
election:

Target Multiple

of Base Salary Payout Method
CEO 3.00 20% cash / 80% shares
CFO 2.00 20% cash / 80% shares
COO 2.00 20% cash / 80% shares
Other NEOs 1.00 50% cash / 50% shares

In the Grants of Plan-Based Awards in Fiscal 2010 table, the cash payout portions of the LTIP grants are reported as
“Non-Equity Incentive Plan Awards” and the share payout portions are reported as “Equity Incentive Plan Awards.” For
purposes of the Summary Compensation Table, the share payout portions are reflected as “Stock Awards” in fiscal 2010
at their grant date fair value under Financial Accounting Standards Board ("FASB") Accounting Standards

Codification Topic 718, Compensation — Stock Compensation ("ASC Topic 718"), which was based on the probable
outcome as of the Grant Date. Conversely, the actual amounts earned on the cash payout portions, if any, will be
reflected in the Summary Compensation Table as “Non-Equity Incentive Plan Compensation” in fiscal 2013 (which
coincides with the end of the performance period) or, if participants achieve a minimum performance payment during

an earlier fiscal year, even though such payment remains subject to subsequent vesting restrictions, then such

minimum payment would be reflected in that earlier fiscal year.

For purposes of the LTIP, “Pre-tax Profit” is defined as earnings (loss) before income tax payments as reflected on our
audited financial statements, excluding the impact of any items deemed to be extraordinary items for financial
reporting purposes. ‘“Homebuilding Debt” is defined as total (recourse) notes payable excluding accrued interest, as
reflected on our consolidated audited balance sheet, less any debt issued after January 2010 that has an equity
component such as debt convertible into equity.
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The following table illustrates the percent of the target award that can be achieved at each performance level. Awards
will be interpolated between performance levels but will not be extrapolated above the maximum performance levels
listed below.

Homebuilding Debt as of 10/31/2013
(in billions)

Greater $1.40 or
than $1.70 $1.65 $1.60 $1.55 $1.50 less

$100 or 100% 125% 150% 175% 200% 250%

of target of target of target of target of target of target
more

award award award award award award

75% 100% 125% 150% 175% 225%
$75 of target of target of target of target of target of target

FY 2013 award award award award award award

Pre-tax 50% 75% 100% 125% 150% 200%
Profit $50 of target of target of target of target of target of target

(in award award award award award award

millions) 25% 50% 75% 100% 125% 175%
$25 of target of target of target of target of target of target

award award award award award award

0% 25% 50% 75% 100% 150%

Less
of target of target of target of target of target of target
than $0
award award award award award award

If the Company reaches breakeven or positive Pre-tax Profit for either of fiscal 2011 or 2012, a participant will be
eligible for a minimum payment equal to 50% of the target award provided that he meets the vesting requirements
described below. This minimum payment is inclusive of and not incremental to any other award granted to the
participant under the LTIP and will not exceed 50% of target award if the Company achieves breakeven or positive
Pre-tax Profit in both fiscal 2011 and 2012.

As a condition of earning each portion of the award, and as a retention inducement, other than in cases of death,
disability or qualified retirement following the performance period, a participant must be employed through the
vesting dates outlined below. The vesting percentages relate to the award value as of October 31, 2013.

1. 50% of the award will become vested on October 31, 2013 and payable in January 2014;
2. 30% of the award will become vested on October 31, 2014 and payable in January 2015; and
3. 20% of the award will become vested on October 31, 2015 and payable in January 2016.

Other Employee Benefits

The Company maintains additional employee benefits that the Committee believes enhance executive safety,
efficiency and time that the executive is able to devote to Company affairs.

In addition to benefits generally provided to employees of the Company, certain NEOs are also eligible to participate
in one or more of the following programs:

e Auto allowance, including car maintenance and fuel expense;
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ePersonal use of the Company’s automobiles (including driver’s compensation) and a fractional share in an aircraft;
eExecutive term life insurance;
¢ Annual Executive Physical Exam Program;

*Golf membership or country club fee reimbursement; and
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ePersonal income tax preparation.

The Committee annually reviews the elements and level of executive perquisites for the NEOs. In particular, in
evaluating the appropriateness of these benefits for the CEO, the Committee took into consideration the degree to
which the CEO is required to travel to various Company locations and business functions on a daily basis. Based on
its review, the Committee requested that the CEO use Company-provided transportation to enhance the efficient use
of his time and due to safety concerns.

The Company’s contributions to the NEOs’ 401(k) plan and executive deferred compensation plan (“EDCP”) accounts
were suspended on February 20, 2009 and continued to be suspended throughout fiscal 2010. However, in fiscal
2010, a one-time Employer Non-Elective Contribution was made to all employees’ 401(k) plan accounts from 2009
401(k) plan unapplied forfeitures.

Specific benefits and the incremental costs of such benefits are described in detail in the footnotes to the Summary
Compensation Table. The Company does not offer any defined benefit pension plans to its employees.

5. TAX DEDUCTIBILITY AND ACCOUNTING IMPLICATIONS

As a general matter, the Committee always takes into account the various tax and accounting implications of
compensation. When determining amounts of equity grants to executives and employees, the Committee also
examines the accounting cost associated with the grants.

The Company’s annual bonus and stock option programs are intended to allow the Company to make awards to
executive officers that are deductible under Section 162(m) of the Internal Revenue Code which otherwise sets limits
on the tax deductibility of compensation paid to a company’s most highly compensated executive officers (with the
exception of the Company’s CFO). The Committee will continue to seek ways to limit the impact of Section 162(m) of
the Internal Revenue Code. However, the Committee believes that the tax deduction limitation should not compromise
the Company’s ability to establish and implement incentive programs that support the compensation objectives
discussed above. Accordingly, achieving these objectives and maintaining required flexibility in this regard may result
in compensation that is not deductible for federal income tax purposes. The bonus and LTIP formulas approved by the
Committee for fiscal 2010 were intended to be established in accordance with the requirements for deductibility as
performance-based compensation under Section 162(m) of the Internal Revenue Code.

6. TIMING AND PRICING OF STOCK OPTIONS

For fiscal 2010, stock options were granted on the second Friday in June for all eligible employees, consistent with

our practice of granting equity awards annually on the second Friday in June. The Company’s practice of setting “fixed”
equity award grant dates is designed to avoid the possibility that the Company could grant stock awards prior to the
release of material, non-public information which is likely to result in an increase in its stock price, or delay the grant

of stock awards until after the release of material, non-public information that is likely to result in a decrease in the
Company’s stock price. Exercise prices of stock options were set at the closing price per share of the Company’s Class
A Common Stock on the NYSE on the date the options were granted.

7. STOCK OWNERSHIP GUIDELINES

The Board of Directors of the Company adopted stock ownership guidelines, recommended by the Committee, which
set forth minimum amounts of stock ownership, directly or beneficially, for certain senior executive officers. On an
annual basis, the Committee reviews adherence to the Company’s stock ownership guidelines, which are incorporated
into the Company’s Corporate Governance Guidelines. The Company believes these guidelines further enhance the
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Company’s commitment to aligning the interests of executive management with those of its stockholders.

In its annual review in 2008, the Compensation Committee determined that once the stock ownership guidelines were
met, they would be deemed satisfied for subsequent annual review periods, regardless of decreases in the Company’s
stock price, so long as the executive or non-employee Director does not sell any portion of the share amounts which
were originally included in determining that the recommended thresholds were met. The Compensation Committee
reviewed this determination in fiscal 2010 and maintained this policy.

As of January 18, 2011 (the record date for the Annual Meeting), all senior executive officers had met the Company’s
stock ownership guidelines.
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Senior Executive Officers

The guidelines provide that the following senior executive officers of the Company are encouraged to achieve and
maintain minimum stock ownership amounts as follows:

Chairman and CEO - 5x current base salary

CFO - 2x current base salary

27

55



Edgar Filing: HOVNANIAN ENTERPRISES INC - Form DEF 14A

EXECUTIVE COMPENSATION

(1) SUMMARY COMPENSATION TABLE

The following table summarizes the compensation for the fiscal years ended October 31, 2010, October 31, 2009 and
October 31, 2008 of the chief executive officer, the chief financial officer, and the next three most highly compensated

executive officers serving as executive officers as of October 31, 2010. These five individuals compose our named

executive officers or “NEQOs.”

Name and
Principal
Position

Ara K.
Hovnanian, (8)
President, Chief
Executive
Officer and
Chairman of the
Board

J. Larry Sorsby,
Executive Vice
President and
Chief

Financial
Officer

Thomas J.
Pellerito,
Chief
Operating
Officer

Paul W.
Buchanan,
Senior Vice

Summary Compensation Table

Bonus
Year Salary (1) 2)

2010 $ 1,092,606 —

2009 $ 1,092,606 —
2008 $ 1,092,606 —

2010 $ 572,308 —

President — Chief

Accounting
Officer

2009 $ 500,000  $ 75,000
2008 $499,023  $75,000
2010 $468,870  $28,750
2010 $ 287,000 —

2009 $ 286,192  $50,000
2008 $ 280,000  $ 50,000

2010 $ 307,500 —

Stock
Awards (3)

$ 2,622,255

$503,641

$ 960,001

$ 183,456

$799,999

$ 143,499

$ 60,480

$ 153,749

Option
Awards (4)

$ 1,413,750

$ 1,380,000
$ 1,256,250

$ 282,750

$ 276,000

$251,250

$ 188,500

$ 56,550

$ 46,000
$ 50,250

$ 56,550

Change
in
Pension
Value

Non-Equity and

IncentiNonqualified
Plan DeferredAll Other
Compdiiempenddtimpen-sation

sation (5)Earnings  (6) Total (7)
$949,500 — $ 188,189 $6,266,300
$699,500 — $ 267,015 $3,439,121
$979,302 — $ 336,344 $4,168,143
$350,000 — $52229 $2,217,288
$254,800 — $58822 $1,164,622
$356,721 — $ 182,059 $ 1,547,509
$203,548 — $38276 $1,727,943
$ 86,100 — $18,506 $ 591,655
$ 86,100 — $34,331 $502,623
$117,600 — $ 46,880 $605,210
$ 61,500 — $29,724  $609,023
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Peter S.

Reinhart,

Senior Vice

President —

General

Counsel 2009 $306,635 $50,000 — $ 46,000 $ 61,500 — $69,461 $533,596
2008 $ 300,000 $50,000 43,200 $ 50,250 $ 84,000 — $ 48,646  $576,096

(1) The “Salary” Column. The effective date of the last base salary increase for both Messrs. Buchanan and Reinhart
was December 1, 2008 which was after the beginning of fiscal 2009 resulting in a prorated base salary for fiscal
2009.

(2) The “Bonus” Column. In accordance with SEC rules, the “Bonus” column discloses discretionary cash bonus awards.
Discretionary cash retention awards were awarded in December 2007 for the CFO in the amount of $150,000 and
for the Chief Accounting Officer and the General Counsel in the amount of $100,000 each, that vested and
became payable 50% in July 2008 and 50% in January 2009. Mr. Pellerito was awarded a discretionary cash
bonus of $28,750 for service performed prior to his becoming an executive officer. The cash portion of bonuses
earned based on the NEOs meeting either financial performance-based measures or personal objectives portions of
their regular bonus programs are reflected in the Summary Compensation Table as “Non-Equity Incentive Plan
Compensation” and described under footnote (5) below.

(3) The “Stock Awards” Column. This column reflects the grant date fair value of LTIP awards, deferred share awards
and restricted stock units granted in the fiscal year indicated, which were computed in accordance FASB ASC
Topic 718. Assumptions used in the calculation of these amounts are set forth in Footnotes 3 and 15 to the
Company’s audited financial statements for the fiscal year indicated in the Company’s Annual Report on Form
10-K for the fiscal year ended October 31, 2010. The grant date fair value of the LTIP awards is based upon the
probable outcome of the performance conditions. The maximum value of the LTIP shares at grant date fair value
is: $6,555,638, $2,400,002, $2,000,000, $358,747 and $384,374 for Messrs. Hovnanian, Sorsby, Pellerito,
Buchanan and Reinhart, respectively. The LTIP award levels above are subject to future performance over a
three-year period (fiscal 2011-2013) and, if earned, awards are subject to vesting restrictions that extend until
October 2015, or a total of five years from grant. There is no assurance that the LTIP awards will be earned at the
levels shown above and actual awards could be zero if the performance goals are not achieved.
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(4) The “Option Awards” Column. Similar to the “Stock Awards” column, this column reflects the grant date fair value of
stock options awarded in the fiscal year indicated, which were computed in accordance with FASB ASC Topic
718. Assumptions used in the calculation of these amounts are set forth in Footnotes 3 and 15 to the Company’s
audited financial statements for the fiscal year indicated in the Company’s Annual Report on Form 10-K for the
fiscal year ended October 31, 2010. Fifty percent of the 2009 stock option awards for Messrs. Hovnanian and
Sorsby were granted in the form of performance-based options. See the footnotes to the Outstanding Equity
Awards at Fiscal 2010 Year-End table for a discussion of the performance criteria.

(5) “Non-Equity Incentive Plan Compensation” Column. This column represents the cash portion of the
performance-based bonus awards earned by the NEOs in the fiscal year indicated.

(6) “All Other Compensation” Column. This column discloses all other compensation for the fiscal year indicated,
including reportable perquisites and other personal benefits.

For fiscal 2010, total perquisites and other personal benefits, and those that exceeded the greater of $25,000 or 10% of
total perquisites and other personal benefits for each NEO, were as follows:

Fiscal 2010 Perquisites (Supplemental Table)
Fiscal 2010 Perquisites that
Exceeded the Greater of $25,000 or

Total Perquisites and Description 10% of Total Perquisites
Personal Use
of Company’s Personal Use
Total Fiscal Types of Fractional of Company’s
2010 Perquisites Aircraft Share Automobiles
Name Perquisites (a) (b) (c)
(1 @)
4 ()
Ara K. Hovnanian $ 185,865 ©6) (7) $ 60,746 $ 80411
(©XC))
J. Larry Sorsby $ 49,904 (5) N/A N/A
3«
Thomas J. Pellerito $ 35,952 5) N/A N/A
XC))
Paul W. Buchanan $ 16,202 5) N/A N/A
3«
Peter S. Reinhart $ 27,400 (5) N/A N/A

(a)(1) Personal use of the Company’s fractional aircraft share; (2) Personal use of the Company’s automobiles; (3)
Perquisites related to executives’ use of their own vehicles; (4) Subsidized medical premiums; (5) Use of the
Company’s Annual Executive Physical Exam Program; (6) Golf/country club membership fees; and (7) Personal
income tax preparation.

(b) The incremental costs of personal use of the Company’s fractional aircraft share are calculated as (1) the total
operating costs (including trip-based management fees) directly associated with personal trips, plus (2) the
allocable share of all other costs of the aircraft for the fiscal year (including depreciation or lease payments) based
upon the percentage of total hours flown during the fiscal year represented by personal trips. No “deadhead” flights
occurred in fiscal 2010.

(c) The incremental costs of personal use of the Company’s automobiles are calculated as the allocable share of all
costs of the automobiles for the fiscal year (including depreciation and the Company's driver's salary and benefits)
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based upon the percentage of total miles driven during the fiscal year represented by personal trips.

In addition to the perquisites and other personal benefits listed above, the NEOs received the following other
compensation in fiscal 2010:

Fiscal 2010 All Other Compensation Other Than Perquisites (Supplemental Table)

Company
Company Contributions to
Contributions to the Executive
Term Life the Executive’s Deferred
Charitable Cash Insurance Retirement Plan Compensation
Name Contribution (a) Premiums (401(k)) (b) Plan (“EDCP”)
Ara K. Hovnanian — $ 473 $ 1,852 —
J. Larry Sorsby $ 75,000 $ 473 $ 1,852 —
Thomas J. Pellerito — $ 473 $ 1,852 —
Paul W.
Buchanan — $ 452 $ 1,852 —
Peter S. Reinhart — $ 473 $ 1,852 —
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(a)In December 2007, the Compensation Committee approved a $175,000 cash contribution in the name of Mr.
Sorsby to the Children’s Hospital of Philadelphia, payable in three installments as follows: $50,000 in 2008,
$50,000 in 2009, and $75,000 in 2010.

(b) This column represents a one-time Employer Non-Elective Contribution made to all employees’ 401(k) plan
accounts from 2009 401(k) plan unapplied forfeitures.

(7)“Total” Compensation Column. This column reflects the sum of all the columns (the Salary, Bonus, Stock Awards,
Option Awards, Non-Equity Incentive Plan Compensation, Change in Pension Value and Nonqualified Deferred
Compensation Earnings, and All Other Compensation columns) of the Summary Compensation Table.

Fiscal 2010 Total Compensation (Supplemental Table). The Fiscal 2010 Total Compensation (Supplemental

Table) below includes the same amounts as the “Salary,” “Bonus,” “Non-Equity Incentive Plan Compensation,” “Change
in Pension Value and Nonqualified Deferred Compensation Earnings,” and “All Other Compensation” columns of the
Summary Compensation Table for fiscal 2010, but values stock awards and option awards for the fiscal year

differently, as explained in footnote (a) below.

The table below is intended to provide additional, supplemental compensation disclosure and not as a replacement for
the Summary Compensation Table.

Fiscal 2010 Total Compensation (Supplemental Table)

Intrinsic
Expense
Value of Change in
Outstanding Pension

Cash Options  Value and
Awards in  Nonqualified All Other Total of All
of Fiscal ~ Stock Fiscal Deferred Compensation Columns of
Fiscal 2010 2010 Awards 2010 Compensation in Fiscal = Supplemental

Name Salary Bonus (a) (b) Earnings 2010 Table
Ara K. Hovnanian $1,092,606 $949,500 - - - $ 188,189 $ 2,230,295
J. Larry Sorsby $572,308  $350,000 - - - $ 52,229 $ 974,537
Thomas J. Pellerito $468,870  $232,298 $3,936 - - $ 38,276 $ 743,380
Paul W. Buchanan $287,000 $86,100 $5,925 - - $ 18,506 $ 397,531
Peter S. Reinhart $307,500  $61,500  $5,925 - - $ 29,724 $ 404,649

(a)"Stock Awards" in this column represent the portion of the RSU awards granted to Messrs. Buchanan and
Reinhart on June 8, 2007 and to Mr. Pellerito on June 13, 2008 which vested and were issued in fiscal 2010 at the
stock price on the date of issue. The value of LTIP awards granted in fiscal 2010 is not represented in the above
table because the performance period had not begun as of the date of the table.

(b) The “Intrinsic Expense Value of Outstanding Options in Fiscal 2010” column is based on the intrinsic
expense value or degree to which the stock option was “in-the-money” of stock option awards granted in
fiscal 2010 at the grant date, instead of the grant date fair values of option awards granted in fiscal 2010,
as discussed under footnotes (2) and (3) above.

(8)For fiscal 2010, the Committee approved a $250,000 increase in the maximum bonus amount for the CEO in
recognition of his increased responsibilities in assuming the position of Chairman of the Board.
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(2) GRANTS OF PLAN-BASED AWARDS IN FISCAL 2010
The following table summarizes both:
€)) The potential equity and non-equity incentive plan awards that could have been or could be earned by each of

the NEOs at the defined levels of “Threshold,” “Target” and “Maximum” based on the performance-based awards granted to
the NEOs in fiscal 2010; and

(@)

All other plan-based awards, such as stock options, granted in fiscal 2010.

Each of the following columns is described in the footnotes below the table.

Grants of Plan-Based Awards in Fiscal 2010

All
Other Exercise
Option or
Awards: Base
Number Price Grant Date
Estimated Future Payouts of of  Fair Value

Under of Stock

Estimated Future Payouts Under
Non-Equity Incentive Plan

Equity Incentive Plan

Securities Option
UnderlyingAwards and Option

Grant Awards Awards (#) Options (#) ($/Sh)  Awards
Date Threshold Target = Maximum ThresholHarget Maximum (4) ®)) (6)
Ara K. (D) — $949,500 N/A N/A N/A
06/11/2010
Hovnanian ) 375,000 $4.73 $1,413,750
06/11/2010
3) — 554,388 1,385,970 $2,622,255
06/11/2010
3 — $655,564 $1,638,909
J.Larry (1) — $350,000 $350,000 N/A N/A N/A
06/11/2010
Sorsby ) 75,000 $4.73 $282,750
06/11/2010
3) — 202,960 507,400 $960,001
06/11/2010
3 — $240,000 $600,000
Thomas J. (1) $7,207 N/A N/A N/A
Pellerito (1) $62,500 $125,000 $187,500 N/A N/A N/A
06/11/2010
2) 50,000 $4.73 $188,500
06/11/2010
3) — 169,133 422,833 $799,999
06/11/2010
3 — $200,000 $500,000
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Paul W. (1) $57,400 $86,100 $86,100 N/A N/A N/A
06/11/2010
Buchanan 2) 15,000 $4.73 $56,550
06/11/2010
3) — 30,338 75,845 $143,499
06/11/2010
3 — $143,500 $358,750

Peter S. (1) $61,500 $61,500 $61,500 N/A  N/A N/A
06/11/2010
Reinhart 2) 15,000 $4.73 $56,550
06/11/2010
3) — 32,505 81,263 $153,749
06/11/2010
3 — $153,750 $384,375

(1)Regular Bonuses for CEO and CFO. As stated above under “Regular Bonuses” in Compensation Discussion and
Analysis, the fiscal 2010 bonus formulas for Messrs. Hovnanian and Sorsby are based on the greater of the
ROACE calculation method and the Net Debt Amount calculation method, provided that their final bonuses do
not exceed $949,500 and $350,000, respectively. These NEOs would not earn any bonus under the Net Debt
Amount calculation method if the “net debt amount” (as defined above under “Regular Bonuses” in the Compensation
Discussion and Analysis) was $1,150,000,000 or greater and would not earn any bonus under the ROACE
calculation method if the ROACE percentage (as defined above under “Regular Bonuses” in the Compensation
Discussion and Analysis) was zero or lower (as was the case in fiscal 2010). Therefore, no values have been
disclosed at the “threshold” level for purposes of the above table for these NEOs.

For purposes of the above table presentation, bonuses earned at the “target” levels for the CEO and the CFO would
be equal to the greater of (a) the ROACE calculation method which has a “target” percentage of 15% in accordance
with the respective bonus formula tables and (b) the amount that could be earned under the Net Debt Amount
calculation at the “target” level or the “mid-point” range of the respective bonus formula tables as described above
under “Regular Bonuses” in Compensation Discussion and Analysis, provided that their final bonuses do not exceed
$949,500 and $350,000 for the CEO and CFO, respectively. Based on the greater of both components of their
respective “target” levels of the bonus formulas, the ROACE portion of the bonus formulas would be greater than
the Net Debt portion for Mr. Sorsby. As a result, the total cash bonus payable to Mr. Sorsby at this level would be
$350,000. Mr. Hovnanian’s ROACE calculation method would provide for a payment of 1.5% of pre-tax income
and, because pre-tax income was not determinable at the time the fiscal 2010 bonus formula was established, no
target amount is reflected for Mr. Hovnanian in the above table.

31

63



Edgar Filing: HOVNANIAN ENTERPRISES INC - Form DEF 14A

The maximum cash bonuses that could be earned by Messrs. Hovnanian and Sorsby for fiscal 2010 under either the
ROACE calculation method or the Net Debt Amount calculation method were $949,500 and $350,000, respectively.

Regular Bonuses for COO. As stated above under “Regular Bonuses” in Compensation Discussion and Analysis, the
fiscal 2010 bonus formula for Mr. Pellerito was based on his Group President role for the first quarter of fiscal 2010
and his COQ role for the remaining three quarters of fiscal 2010. Consequently, the first row for Mr. Pellerito
represents his prorated Group President bonus formula and the second row represents his prorated COO bonus
formula.

Mr. Pellerito’s Group President bonus formula was based on profitability, return on inventory, customer satisfaction
and mortgage capture. For purposes of the above table, Mr. Pellerito’s “threshold” performance level with respect to
his Group President bonus formula is defined as when pre-tax profit is zero or lower and when the customer
satisfaction and mortgage capture results have reached the minimum level required for payment. Based on the
“threshold” level, Mr. Pellerito would have earned a total cash bonus of $7,207. Because Mr. Pellerito’s Group
President bonus formula provided for a payment based on a percentage of pre-tax profit and, because pre-tax profit
was indeterminable at the time the fiscal 2010 bonus formula was established, no target or maximum amount is
reflected for Mr. Pellerito in the above table.

Mr. Pellerito’s COO bonus program was based on tailored personal objectives. For purposes of the above table, Mr.
Pellerito’s “threshold” performance with respect to his COO bonus formula is defined as when the “threshold”
achievement of the personal objectives established upon his appointment to COO is achieved. Based upon the
“threshold” achievement of his personal objectives, Mr. Pellerito would have earned a total cash bonus of

$62,500. For purposes of this table presentation, the “target” level is defined as when the “target” or a “substantial”
percentage of the personal objectives established for Mr. Pellerito is achieved. Based upon the “target” achievement of
his personal objectives, Mr. Pellerito would have earned a total cash bonus of $125,000. For purposes of this table
presentation, the “maximum” level is defined as when all or an “outstanding” level of the personal objectives established
for Mr. Pellerito are achieved. Based upon the “maximum” achievement of his personal objectives, Mr. Pellerito

would have earned a total cash bonus of $187,500.

Regular Bonuses for the Chief Accounting Officer and General Counsel. As stated above under “Regular Bonuses” of
the Compensation Discussion and Analysis, the fiscal 2010 bonus formulas for Messrs. Buchanan and Reinhart are
based on both the ROACE calculation method and the “Meeting Personal Objectives” method, subject to a cap of 50%
of the maximum percentages of base salary they could otherwise achieve under the personal objectives portion of
their respective bonus formulas.

For purposes of the above table presentation, the “threshold” level is defined as when the ROACE percentage is at or
below zero and the “threshold” achievement of the personal objectives established for Messrs. Buchanan and Reinhart
at the beginning of the fiscal year as described above in the Compensation Discussion and Analysis under “Regular
Bonuses” is achieved. Based on the “threshold” level, these NEOs would not have earned a bonus payout for fiscal
2010 based on the ROACE percentage and, based upon the “threshold” achievement of their personal objectives,
Messrs. Buchanan and Reinhart each would have earned bonus payouts of 20% of their base salaries. As a result,

for fiscal 2010, Messrs. Buchanan and Reinhart at “threshold” would have earned total cash bonuses of $57,400 and
$61,500, respectively.

For purposes of this table presentation, the “target” level is defined as when the Company’s ROACE percentage is at
15% and if the “target” or a “substantial” percentage of the personal objectives established for Messrs. Buchanan and
Reinhart at the beginning of the fiscal year is achieved. Since the payouts based on their respective “target” levels
would exceed 50% of the maximum percentages of base salary they could otherwise achieve under the personal
objectives portion of their respective bonus formulas, the bonuses for Messrs. Buchanan and Reinhart at this level
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For purposes of this table presentation, the “maximum” level is defined as the maximum award earned under the
ROACE calculation method and if all or an “outstanding” percentage of the personal objectives established for Messrs.
Buchanan and Reinhart at the beginning of the fiscal year are achieved. The maximum bonus payable under the
ROACE calculation is capped at a 25% ROACE level for Messrs. Buchanan and Reinhart. Since the payouts based

on the maximum level would exceed 50% of the maximum percentages of base salary they could otherwise achieve
under the personal objectives portion of their respective bonus formulas, the bonuses for Messrs. Buchanan and
Reinhart at this level would be capped at $86,100 and $61,500, respectively.

(2)Stock Options Awards. These rows represent the number of stock options (not tied to any financial or personal
objectives performance measure) awarded each NEO in fiscal 2010. Mr. Hovnanian’s stock option award was
granted in the form of options to purchase shares of Class B Common Stock and the stock option awards for the
remaining NEOs were granted in the form of options to purchase shares of Class A Common Stock.
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(3)LTIP. The first row for each NEO represents the share portion of his LTIP award. Mr. Hovnanian’s share award
was granted in the form of rights to receive shares of Class B Common Stock and the share portion of the LTIP
awards for the remaining NEOs were granted in the form of rights to receive shares of Class A Common
Stock. The second row represents the cash portion of each NEO’s LTIP award. As a multi-year plan, the
Committee considered the annualized target value of the LTIP awards of: $996,908, $353,982, $294,985, $84,661
and $90,708 for Messrs. Hovnanian, Sorsby, Pellerito, Buchanan and Reinhart, respectively.

For purposes of the above table presentation, the “threshold” level is defined as when pre-tax profit is less than zero
and when homebuilding debt is greater than $1.7 billion. The “target” level is defined as when pre-tax profit is $50
million and homebuilding debt is $1.6 billion. The “maximum” level is defined as when pre-tax profit is $100
million or greater and homebuilding debt is $1.4 billion or less. The maximum value of the LTIP shares as of the
grant date is: $6,555,638, $2,400,002, $2,000,000, $358,747 and $384,374 for Messrs. Hovnanian, Sorsby,
Pellerito, Buchanan and Reinhart, respectively.

As a condition of earning each portion of the LTIP award, except in the case of death, disability or qualified
retirement (as defined below), the NEO must be employed through the vesting dates. In the event of death prior to
the end of the performance period, the NEO’s beneficiary would be eligible for a pro rata award in January 2014
based on results for the full performance period and the number full months of service during the performance
period. In the event of death following the end of the performance period, the NEO’s beneficiary would be eligible
to receive any unpaid, earned portion of the award. In the event of termination due to disability prior to the end of
the performance period, the NEO would be eligible to receive a pro rata award on the scheduled payout dates
based on results for the full performance period and the number full months of service during the performance
period. In the event of termination due to disability following the end of the performance period, the NEO would
be eligible to receive any unpaid, earned portions of the award on the scheduled payout dates as if there was no
termination of employment. In the event of a qualified retirement following the end of the performance period the
NEO would be eligible to receive any unpaid, earned portions of the award on the scheduled payout dates as if
there was no termination of employment. "Retirement" means termination of employment on or after age 60, or
on or after age 58 with at least 15 years of "Service" to the Company and its subsidiaries immediately preceding
such termination of employment. For this purpose, "Service" means the period of employment immediately
preceding Retirement, plus any prior periods of employment with the Company and its subsidiaries of one or more
years' duration, unless they were succeeded by a period of non-employment with the Company and its subsidiaries
of more than three years' duration.

(4)“Option Awards: Number of Securities Underlying Options” Column. This column discloses the number of stock
options (not tied to any financial or personal objectives performance measure) awarded to an NEO in fiscal
2010. Mr. Hovnanian’s stock option award was granted in the form of options to purchase shares of Class B
Common Stock and the awards for the remaining NEOs were granted in the form of options to purchase Class A
Common Stock.

(5) “Exercise or Base Price of Option Awards” Column. The option exercise price is the closing price per share of the
Company’s Class A Common Stock on the NYSE on the day of the option grant.

(6) “Grant Date Fair Value of Stock and Option Awards” Column. The grant date fair value of the stock option and
LTIP awards was computed in accordance with FASB ASC Topic 718. Assumptions used in the calculation of
these amounts are set forth in Footnotes 3 and 15 to the Company’s audited financial statements for the fiscal year
indicated in the Company’s Annual Report on Form 10-K for the fiscal year ended October 31, 2010. This value
for options was calculated based on the Black-Scholes option pricing model in which the option fair value as of
the grant date (June 11, 2010) was determined to be $3.77. The grant date fair value for LTIP awards is based
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upon the probable outcome of the performance conditions.
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The following table shows all unexercised stock options, unvested deferred shares, and unvested restricted stock units
held at the end of fiscal 2010 by the NEOs.

Name
Ara
Hovnanian

J. Larry
Sorsby

Thomas
Pellerito

Paul
Buchanan

Grant
Date (1)

03/13/01
11/06/01
11/13/02
06/13/08
06/12/09
06/11/10

03/01/01
11/06/01
11/08/02
06/13/08
06/12/09
06/11/10

01/23/02
01/23/03
06/13/08
06/12/09
06/11/10

03/18/02
06/13/08
06/12/09

Outstanding Equity Awards at Fiscal 2010 Year-End

OPTION AWARDS

Equity
Incentive
Plan
Awards:
Number of
Securities

Number of

Securities Securities

Number of

Underlying Underlying Underlying Option
Unexercised Unexercised Unexercised Exercise

Options #  Options #  Unearned
Exercisable Unexercisable Options #

250,000
500,000
600,000
93,750 281,250
— 750,000 (2)
— 375,000

50,000
50,000
50,000
18,750 56,250
— 150,000 (2)
— 75,000

10,000
20,000
10,000
35,000
50,000

15,000
15,000
25,000

Price

$)

$ 635
$ 5.58
$ 15.90
$ 6.46
$ 255
$ 473

$ 535
$ 5.8
$ 16.35
$ 646
$ 255
$ 473

$ 9.99
$ 15.95
$ 646
$ 255
$ 473

$ 12.13
$ 6.46
$ 255

Option
Expiration
Date

03/12/2011
11/05/2011
11/12/2012
06/12/2018
06/11/2019
06/10/2020

02/28/2011
11/05/2011
11/07/2012
06/12/2018
06/11/2019
06/10/2020

01/22/2012
01/22/2013
06/12/2018
06/11/2019
06/10/2020

03/17/2012
06/12/2018
06/11/2019

STOCK AWARDS
Equity
Incentive
Equity Plan
Incentive Awards:
Market Plan Market or
Value Awards: Payout
of Number Value
Shares of of
of  Unearned Unearned
Stock Shares or Shares or
that other other
have  Rights Rights
not that have that have
vested not not
&) vested # vested ($)
— —(3) — 3
— —3) — 3
— —3) — 3
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06/11/10 15,000 — — $ 4.73 06/10/2020 — —3) —(3)
Peter
Reinhart 03/18/02 15,000 — — $ 12.13 03/17/2012 — — —
06/13/08 15,000 — — $ 6.46 06/12/2018 — — —
06/12/09 25,000 — — $ 2.55 06/11/2019 — — —
06/11/10 15,000 — — $ 4.73 06/10/2020 — —(3) —3)

(1) The options listed above that were granted prior to 2007 vest 25% per year beginning on the third
anniversary of the date of grant except for Mr. Pellerito whose options granted prior to 2007 vested
25% per year beginning on the first anniversary of the date of grant. The options listed above that were
granted after 2007 vest 25% per year beginning on the second anniversary of the date of grant;
provided, however, that upon termination due to death, disability or retirement (as defined under “Stock
Grants”), the options, to the extent not previously vested and exercised, shall immediately become fully
vested and exercisable. Currently, Messrs. Pellerito, Buchanan and Reinhart are the only NEOs with
option grants who qualify for accelerated vesting on the basis of retirement. All stock option grants
were made in the form of Class A Common Stock except for the CEO whose grant was made in the
form of Class B Common Stock.

(2)Included in these numbers are 375,000 and 75,000 performance-based options for Mr. Hovnanian and Mr. Sorsby,

34

respectively. These performance-based options follow the same time vesting schedule as standard stock options,
provided that the Committee determines that (1) the Company’s EBITDA for fiscal 2009 is at least $200,000,000
greater than the Company’s EBITDA for fiscal 2008 and (2) the Company’s EBITDA for fiscal 2010 is at least
$300,000,000 greater than the Company’s EBITDA for fiscal 2008. For this purpose, “EBITDA” is defined as the
Company’s consolidated earnings before interest expense, income taxes, depreciation and amortization (but
including inventory impairment loss and land option write-offs and gain on extinguishment of debt), determined in
a manner consistent with the Company’s normal practices for quarterly press release financial reporting purposes.
At the end of fiscal 2009, the Committee determined that the first performance hurdle was achieved since the
Company’s EBITDA for fiscal 2009 was at least $200,000,000 greater than in fiscal 2008. At the end of fiscal
2010, the Committee determined that the second performance hurdle was achieved since the Company’s EBITDA
for fiscal 2010 was at least $300,000,000 greater than in fiscal 2008.
3) Represents the number and value of shares underlying the LTIP awards granted on June 11,

2010. Because the performance period for the LTIP commenced on November 1, 2010, which was

after the date of this table, the number and value of shares underlying the awards are based on

threshold performance. At threshold performance, no shares would be paid out to the NEOs.
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(4) OPTION EXERCISES AND STOCK VESTED IN FISCAL 2010

The following table discloses information with respect to stock options exercised by the NEOs in fiscal 2010 and
stock awards held by them that vested in fiscal 2010:

Option Exercises and Stock Vested in Fiscal 2010

Option Awards Stock Awards
Number of Number of
Shares Value Shares Value

Acquired Realized Acquired Realized
on Exercise  on Exercise = on Vesting on Vesting

Name #) (1) $) (2 (#) $ ©3)

Ara K. Hovnanian 250,000 $376,250 — —

J. Larry Sorsby 40,000 $60,050 — —

Thomas J. Pellerito — — 834 $3,936

Paul W. Buchanan 15,000 $29,831 1,250 $5,925

Peter S. Reinhart 5,000 $8,094 1,250 $5,925
@) All exercised options were Class A Common Stock with expiration dates in fiscal 2010.

(2)Based on the difference between the closing market price of the Company’s Class A Common Stock on the NYSE
on the day of exercise of the option and the exercise price of the option.
(3)Based on the closing market price of the Company's Class A Common Stock on the NYSE on the day of vesting.

(5) NONQUALIFIED DEFERRED COMPENSATION FOR FISCAL 2010

The following table provides a summary of the NEOs’ participation in the Company’s nonqualified executive deferred
compensation plan (“EDCP”) during fiscal 2010. Executives may defer both salary and performance-based bonus award
payments under the EDCP. For Mr. Pellerito, Mr. Buchanan and Mr. Reinhart, the table also provides information
regarding RSUs that were considered to have vested in a prior fiscal year due to their “retirement eligibility” because of
age and/or years of service, but upon which the underlying shares of Class A Common Stock have not yet been
delivered.

Nonqualified Deferred Compensation for Fiscal 2010

Executive Registrant Aggregate
Contributions Contributions  Aggregate Aggregate Balance
in in Earnings in ~ Withdrawals/ at Last
Last Fiscal Last Fiscal Last Fiscal  Distributions Fiscal
Name Year Year Year (1) 2) Year (3)
Ara K. Hovnanian — — $(303,353 ) — $3,085,530
J. Larry Sorsby — — $67341 ) — $684,951
Thomas J. Pellerito — — — — —
— — $1,842 $3,936 $9,771
Paul W. Buchanan — — $(14,394 ) — $146,409
— — $2,350 $5,925 $9,775
Peter S. Reinhart — — — — —
— — $2,350 $5,925 $9,775
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(1)“Aggregate Earnings in Last Fiscal Year” Column. This column represents the unrealized earnings/(losses) of the

35

EDCP’s total “account balance” as described in the narrative below. For Mr. Pellerito, Mr. Buchanan and Mr.
Reinhart, the second row under their names represents earnings/(losses) on the undelivered portion of the shares of
Class A Common Stock underlying their RSUs that had been considered vested in a prior fiscal year, which
earnings/(losses) have been “realized” only to the extent of the shares delivered during fiscal 2010. No such earnings
are considered above-market or preferential and, accordingly, are not included in the Summary Compensation
Table.
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(2)“Aggregate Withdrawals/Distribution” Column. This column represents the payouts or distributions to the NEOs of
vested amounts of deferred compensation pursuant to their elections. For Mr. Pellerito, the second row under his
name represents the value “realized” upon the delivery of the first 25% of the shares of Class A Common Stock
underlying his RSUs that had been considered vested in a prior fiscal year, based upon the closing market price of
the Company’s Class A Common Stock on the NYSE on the date of delivery. For Mr. Buchanan and Mr. Reinhart,
the second row under their names represents the value “realized” upon the delivery of the second 25% of the shares
of Class A Common Stock underlying their RSUs that had been considered vested in a prior fiscal year, based
upon the closing market price of the Company’s Class A Common Stock on the NYSE on the date of delivery.

(3)“Aggregate Balance at Last Fiscal Year” Column. This column represents the net balance of the NEOs” EDCP
accounts as of October 31, 2010 based on an aggregation of all sub-accounts (discussed below). The majority of
such balances reflects executive and Company contributions that were included in Summary Compensation tables
in previous years. For Mr. Pellerito, Mr. Buchanan and Mr. Reinhart, the second row under their names represents
the market value of the remaining undelivered portion of the shares of Class A Common Stock underlying their
RSUs that had been considered vested in a prior fiscal year, based upon the closing market price of the Company’s
Class A Common Stock on the NYSE as of October 29, 2010, the last trading day prior to fiscal year-end. The
grant date fair value of these shares is $16,144 for Mr. Pellerito and $53,625 each for Mr. Buchanan and Mr.
Reinhart. The amounts for Mr. Buchanan and Mr. Reinhart were included in the Summary Compensation Table
in a previous year.

Narrative to the Non-Qualified Deferred Compensation Table for Fiscal 2010
Total Account Balances

The EDCP’s total account balance is equal to the sum of (1) the “Deferral Account” balance, (2) the “Company
Contribution Account” balance and (3) the “Deferred Share Deferral Account” balance. The “Deferral Account” balance
amount includes that portion of a participant’s annual base salary, cash bonus and any “401(k) excess” contribution
amount, as elected by the participant, that is deferred in accordance with the EDCP’s provisions. The “Company
Contribution Amount” balance consists of the annual company matching contribution amounts under the plan. The
“Deferred Share Deferral Account” balance includes the value of vested stock awarded under any Company stock
incentive plan for which shares may have been deferred under the EDCP.

EDCP’s Election Options
In connection with the cash payments deferred under the EDCP, a participant may elect one or more of the

“Measurement Funds” available under the EDCP, for the purpose of crediting or debiting additional amounts to his or
her Account Balance:

Fund Class Measurement Fund

Money Market Vanguard Var Ins Money Market
Intermediate-Term Bond PIMCO VIT Total Return Instl
High Yield Bond Vanguard Var Ins High Yield Bond
Large Value T. Rowe Price Equity Income
Large Growth Vanguard Var Ins Capital Growth
Mid-Cap Growth Invesco V.I. Dynamics I

Mid-Cap Growth T. Rowe Price Mid-Cap Growth
Small Blend Royce Capital Micro-Cap Inv
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Small Growth

Foreign Large Growth
Foreign Small/Mid Value
Moderate Allocation

Vanguard Var Ins Small Co
Growth

T. Rowe Price International Stock
First Eagle Overseas Variable
Vanguard Var Ins Balanced
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(6) POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE-IN-CONTROL TABLE

The following table summarizes payments and benefits that would be payable to each of the NEOs in the event of
their termination of employment or upon the occurrence of a change-in-control (“triggering event”). For purposes of this
table, the effective date of termination is assumed to be October 29, 2010, the last business day of fiscal 2010.

Potential Payments Upon Termination Or Change-In-Control Table

Named Executive Officer
With or
Without
Good
Form of Compensation Reason
Ara K. Hovnanian
Accelerated vesting of cash
performance-based awards
ey
Accelerated vesting of equity
awards (2)
Contractual disability/death
payment (3)
Total

J. Larry Sorsby

Accelerated vesting of

cash performance-based
awards (1)

Accelerated vesting of equity
awards (2)

Contractual disability/death
payment (3)

Total

Thomas J. Pellerito

Accelerated vesting of cash
performance-based awards

(1) $ 232,298
Accelerated vesting of equity

awards (2) $ 44,246
Contractual disability/death

payment (3)

Total $ 276,544

Paul W. Buchanan

Accelerated vesting of cash

performance-based awards

(1) $ 86,100
$ 34,150

Voluntary Termination

$
$

$

$
$

Normal Without
Retirement Cause

—$ 949,500

—$ 949,500

—$ 350,000

-$ 350,000

$232,298 $ 232,298

$44,246 $ 44,246

$276,544 §$ 276,544

$86,100 $ 86,100
$34,150 $ 34,150

With
Cause

$ 44,246

$ 44,246

$ 34,150

Change in

Involuntary Termination

Control

Death or Without
Disability Termination

$ 949,500 —
$ 757,500 —
$ 10,000,000 —
$ 11,707,000
$ 350,000
$ 151,500
$ 501,500
$ 232,298
$ 44,246
$ 276,544
$ 86,100
$ 34,150 —
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Accelerated vesting of equity
awards (2)

Contractual disability/death
payment (3) — — —  — —
Total $ 120,250 $ $120,250 $ 120,250 $ 34,150 $ 120,250 —
Peter S. Reinhart

Accelerated vesting of cash

performance-based awards

(1) $ 61,500 $ $61,500 $ 61,500 — $ 61,500 —
Accelerated vesting of equity

awards (2) $ 34,150 $ 34,150 $ 34,150 $ 34,150 $ 34,150 —
Contractual disability/death

payment (3) — — —  — — —
Total $ 95650 % $95,650 $ 95,650 $ 34,150 $ 95,650 —

For purposes of this table presentation, consideration of the forms of compensation or additional payments or benefits
to an NEO in the event of a triggering event include:

(1) Accelerated vesting of cash performance-based awards. According to the Company’s bonus program’s policies and
procedures, the 2010 performance-based bonus award is considered earned only if he is on the payroll and
employed by the Company on the scheduled date that it is paid. However, if an NEO’s termination were due to
retirement on or after age 58, a reduction in force, position elimination, death or disability, the NEO would be
eligible for a prorated payment through his termination date, less any amounts previously paid. The values in the
table represent 100% of the NEOs’ fiscal 2010 bonuses that were payable no later than January 15, 2011.

(2) Accelerated vesting of equity awards.

¢ Option and Restricted Stock Unit Awards. Under circumstances other than death, disability or qualified retirement,
any unvested stock options are cancelled in accordance with the Company’s stock option and restricted stock unit
agreements. Because Mr. Pellerito, Mr. Buchanan, and Mr. Reinhart have reached certain age and/or service
requirements specified in these agreements, any termination of employment would be considered a qualified
retirement. The amounts in this table are calculated at the closing market price of the Company’s stock on October
29, 2010 ($3.56).
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(3) Contractual Disability and Death Payment.

*Mr. Hovnanian’s contractual arrangement: In February 2006, the Company entered into an agreement with Mr.
Hovnanian, which provides that in the event of his disability or death during his employment with the Company he
(or his designated beneficiary, estate or legal representative) will be entitled to receive a lump sum payment of $10
million. This agreement replaced a pre-existing agreement in which Mr. Hovnanian (or his legal representative or
estate) would have received, in the event of his disability or death during his employment with the Company,
payments equal to the average of the sum of his annual base salary and the annual bonus amount earned by him in
respect of the three full preceding calendar years.

For purposes of this table, the following programs were also considered.
eBase salary continuation plan payments. The Company does not maintain such plans.

eContractual disability/death payments. Only Mr. Hovnanian has this arrangement, which is described under footnote
(3) above.

*Other perquisites and benefits. There are no existing severance arrangements or policies which would extend

perquisites or other benefits to the NEOs upon a triggering event that would not otherwise be also available to any
employee of the Company.
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NON-EMPLOYEE DIRECTOR COMPENSATION

The Committee annually reviews the compensation program for directors who are not employees of the Company and
makes recommendations to the Board of Directors for their approval. The compensation program for non-employee
Directors has not changed since fiscal 2005 except as discussed below. In fiscal 2006, the Committee reviewed a
study of non-employee Director compensation involving the Company’s Peer Group prepared by PM&P. In December
2009, the Board of Directors approved the following non-employee Director compensation for fiscal 2010, which
reflected no changes since fiscal 2005 except as discussed below:

¢ Annual retainer of $40,000 with an additional retainer of $20,000 for each committee on which a Director serves
(each paid 50% in cash and 50% in stock);

® Annual grant of 5,000 stock options with an additional 2,000 stock options for each committee on which a Director
serves (for fiscal 2009 and 2010, additional stock options were granted to non-employee Directors as discussed
below); and

e Meeting fees of $3,000 per board meeting held in person, $2,000 per telephonic board meeting, $5,000 per
committee meeting held in person and $2,500 per telephonic committee meeting.

For fiscal 2009 and 2010, after consideration of the grant date fair value of stock option grants in comparison with
historical grant values and information on general industry director compensation levels, as well as the added value
and guidance the non-employee Directors provided in the strategic decisions concerning the Company’s capital
structure and refinancing of the Company’s debt, the Committee recommended and the Board of Directors approved,
additional stock option grants of 10,000 annual stock options and 4,000 stock options for each committee on which a
Director serves. The total value of stock and stock option awards for fiscal 2010 approximates the median for general
industry companies with similar revenue size.

For fiscal 2011, the Committee engaged PM&P to conduct an independent, comprehensive review of non-employee
Director compensation, including a review of Director compensation for the Peer Group. Based on this review and
after consideration of the compensation philosophy, the historical and marketplace compensation values and practices
for Director compensation, as well as the anticipated Director time commitments and added value activities for fiscal
2011, the Committee recommended and the Board of Directors approved the continuation for fiscal 2011 of the annual
retainers (cash and stock) and meeting fees at the same levels as fiscal 2010. These retainer and meeting fee levels
have remain unchanged since fiscal 2005. The Committee will further review and determine the level of annual and
committee stock option grants closer to the June 2011 grant date.

For additional information related to non-employee Director compensation, please also refer to the “Director
Compensation for Fiscal 2010 table below.

In conjunction with promoting high ethical standards for the distribution of equity-based incentives, the Committee

also established the second Friday in January of each year as the date for payment of the non-employee Director

annual and committee retainers and the date for establishment of the stock price for purposes of calculation of the

stock portion of the non-employee Director annual and committee retainers. The Committee also established the

second Friday in June as the date of the annual stock option grant for all non-employee Directors of the Company,

which is the same as the grant date for all employees. The Company’s practice of setting “fixed” equity award grant dates
is designed to avoid the possibility that the Company could grant stock awards prior to the release of material,

non-public information which is likely to result in an increase in its stock price, or delay the grant of stock awards

until after the release of material, non-public information that is likely to result in a decrease in the Company’s stock
price. Exercise prices of stock options were set at the closing price per share of the Company’s Class A Common Stock
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on the NYSE on the date the options were granted.

The Board of Directors of the Company adopted stock ownership guidelines, recommended by the Committee, which
set forth minimum amounts of stock ownership, directly or beneficially, for the Company’s Directors. The guidelines
provide that non-employee Directors are encouraged to achieve and maintain stock ownership amounts which equal
2x the total value of their annual retainer (which represents $80,000 in total or 4x the cash portion of the annual
retainer) within 5 years after they become subject to the guidelines. On an annual basis, the Committee reviews
adherence to the Company’s stock ownership guidelines, which are incorporated into the Company’s Corporate
Governance Guidelines. The Company believes these guidelines further enhance the Company’s commitment to
aligning the interests of non-employee Directors with those of its stockholders. All non-employee Directors are in
compliance with these stock ownership guidelines.
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The following table summarizes the compensation of the Company’s non-employee Directors related to their services

in fiscal 2010.

Director Compensation for Fiscal 2010

Change in
Pension Value
Fees and Nonqualified
Earned Stock Non-Equity Deferred
or Paidin  Awards Option  Incentive Plan  Compensation All Other

Name Cash (1) 2) Awards (3) Compensation Earnings Compensation
Robert B. Coutts  $ 75,001  $29,999 §$ 79,170 — — —
Edward A.
Kangas $173,003 $49,997 $124,410 — — —
Joseph A.
Marengi $ 65,001 $29,999 $ 79,170 — — —
John J. Robbins ~ $ 80,001 $29,999 $ 79,170 — — —
Stephen D.
Weinroth $175,003 $49,997 $124,410 — — —

Total
$184,170

$347,410

$174,170
$189,170

$349,410

(1) “Fees Earned or Paid in Cash” Column. The amounts in this column represent the combined value of fiscal 2010
annual retainer and meeting fees paid in cash (including approximately 50% of the total annual retainer fee) as shown
below. The remaining approximately 50% of the total annual retainer fee is paid in shares of the Company’s Class A
Common Stock. For a full description of the annual retainer and meeting fees, share awards and stock option awards

to non-employee directors, see the discussion preceding this table.
Total Fees Earned and Paid in Cash (Supplemental Table)

FY10 Annual
Retainer
Fees Cash Payment
(represents 50% of

FY10 the

Meeting total Annual Retainer Cash
Name Fees Fees) (a) Total
Robert B. Coutts $ 45,000 $ 30,001 $ 75,001
Edward A.
Kangas $ 123,000 $ 50,003 $ 173,003
Joseph A.
Marengi $ 35,000 $ 30,001 $ 65,001
John J. Robbins $ 50,000 $ 30,001 $ 80,001
Stephen D.
Weinroth $ 125,000 $ 50,003 $ 175,003

(a) Subject to rounding.

(2) “Stock Awards” Column. The amounts in this column represent the remaining 50% of the total annual retainer fee
paid in shares of the Company’s Class A Common Stock for fiscal 2010 computed in accordance with FASB ASC
Topic 718 as shown in the table below. The assumptions used in the calculation of these amounts are included in
footnotes 3 and 15 to the Company’s audited financial statements for fiscal 2010 included in the Company’s Annual
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Total Annual Retainer (Supplemental Table)

FY10 Annual
Retainer Fees
FY10 Annual Cash Payment
Retainer Fees (represents 50%
Stock Payment of the total Total
(represents 50%  Number Annual Retainer Annual
of the total Fees; also shown
Annual of Shares in Retainer for
Retainer Fees) (a) footnote (1)
Name (b) Represented above) (b) Fiscal 2010
Robert B.
Coutts $ 29,999 7,481 $ 30,001 $ 60,000
Edward A.
Kangas $ 49,997 12,468 $ 50,003 $ 100,000
Joseph A.
Marengi $ 29,999 7,481 $ 30,001 $ 60,000
John J.
Robbins $ 29,999 7,481 $ 30,001 $ 60,000
Stephen D.
Weinroth $ 49,997 12,468 $ 50,003 $ 100,000

(a) Non-employee Director stock awards have no vesting restrictions and are valued as of the closing
market price of the Company's Class A Common Stock on the NYSE on the date of grant.
(b) Subject to rounding.

(3) “Option Awards” Column. The amounts in this column reflect options to purchase shares of Class A Common
Stock awarded in fiscal 2010 and are based on the grant date fair value of the option awards computed in accordance
with FASB ASC Topic 718. Assumptions used in the calculation of these amounts are set forth in footnotes 3 and 15

to the Company’s audited financial statements for fiscal 2010 included in the Company’s Annual Report on Form 10-K
for the fiscal year ended October 31, 2010.
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The following table discloses the grant date fair value (based on Black-Scholes option pricing model) for the total
stock options granted to non-employee Directors in fiscal 2010:

Grant Date Fair Value for the Total Stock Options Granted to Non-Employee Directors in Fiscal 2010 (Supplemental

Table)

Number of Options Option Fair

Granted (as of June 11, Value per

2010 grant date) (a) Share Total Grant

at Grant Date Fair

Non-Employee Director Date Value
Robert B. Coutts 21,000 $3.77 $79,170
Edward A. Kangas 33,000 $3.77 $124,410
Joseph A. Marengi 21,000 $3.77 $79,170
John J. Robbins 21,000 $3.77 $79,170
Stephen D. Weinroth 33,000 $3.77 $124,410

(a) For fiscal 2010, non-employee Directors were granted 15,000 options to purchase shares of Class A Common
Stock for serving on the Company’s Board of Directors and an additional 6,000 options to purchase shares of Class A
Common Stock for each Board committee on which the non-employee director served.

The following table shows the total numbers of all unexercised stock options (exercisable and unexercisable) that each
of the non-employee directors held at the end of fiscal 2010:

Outstanding Option Awards at Fiscal 2010 Year-End (Supplemental Table)

Equity Incentive

Plan Awards:
Number of Number of Number of
Securities Securities Securities

Underlying  Underlying Underlying
Unexercised Unexercised Unexercised  Option  Option

Grant date Options (#)  Options (#) Unearned  Exercise Expiration
Name (a) Exercisable Unexercisable Options (#) Price (§) Date
Robert B. 5332
Coutts 06/13/08 4,668 ’ — $6.46 06/12/18
06/12/09 7,000 14,000 — $2.55 06/11/19
06/11/10 — 21,000 — $4.73 06/10/20
Edward A. Kangas 06/13/08 7,334 3,666 — $6.46 06/12/18
06/12/09 11,000 22,000 — $2.55 06/11/19
06/11/10 — 33,000 — $4.73 06/10/20
Joseph A. Marengi 06/13/08 4,668 2,332 — $6.46 06/12/18
06/12/09 7,000 14,000 — $2.55 06/11/19
06/11/10 — 21,000 — $4.73 06/10/20
st 11/06/01 5,000 — — $5.58 11/05/11
Robbins
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06/13/08
06/12/09
06/11/10

Stephen D. Weinroth 11/06/01
06/13/08
06/12/09
06/11/10

4,668
7,000

10,000
7,334
11,000

2,332
14,000
21,000

3,666
22,000
33,000

— $6.46 06/12/18
— $2.55 06/11/19
— $4.73 06/10/20

— $5.58 11/05/11
— $6.46 06/12/18
— $2.55 06/11/19

$4.73 06/10/20

(a) Stock options vest one-third per year beginning on the first anniversary of the date of grant. If prior to the stock
option termination date the non-employee Director ceases to be a member of the Board of Directors due to death,
disability or Retirement, the stock option, to the extent not previously vested and exercised, immediately becomes
fully vested and exercisable and remains exercisable until the earlier of (1) the stock option termination date and (2)
the first anniversary of the non-employee Director’s death, disability, or Retirement. “Retirement” is defined as
termination as a member of the Board of Directors on or after age 60, or on or after age 58 with at least 15 years of
Service to the Company immediately preceding such termination. All stock option grants were made in the form of

Class A Common Stock.
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THE AUDIT COMMITTEE
Membership, Independence, & Qualifications

Messrs. Kangas, as Chairman, Robbins and Weinroth are the members of the Audit Committee. The Company’s
Board of Directors has determined that each member of the Audit Committee is independent as required by both the
rules of the NYSE and regulations of the SEC, and an “audit committee financial expert” in accordance with SEC
regulations. With regard to Mr. Kangas, the Board of Directors considered his significant experience, expertise and
background with regard to accounting matters, including the broad perspective brought by his experience in
consulting to clients in many diverse industries. With regard to Mr. Robbins, the Board of Directors considered his
significant experience, expertise and background with regard to accounting matters, which includes specialization in
homebuilding companies. With regard to Mr. Weinroth, the Board of Directors considered his many years of
experience as a Managing Member or partner in several merchant and investment banking companies, which are very
valuable to the Company as it continues to evaluate its debt profile and capital structure and various financing and
refinancing alternatives.

Responsibilities of the Audit Committee & Charter

The Audit Committee oversees the Company’s financial reporting process on behalf of the Board of Directors and is
governed by its Charter, which was adopted in March 2000 and last amended on February 6, 2008. The Audit
Committee Charter is available on the Company’s public website, www.khov.com, under “Investor Relations/Corporate
Governance.”

Policies & Procedures Established By Audit Committee

In accordance with SEC regulations, the Audit Committee has established procedures for the appointment,
compensation, retention and oversight of the independent registered public accounting firm engaged to prepare or
issue an audit report or other audit, review, or attest services. The Company’s independent registered public accounting
firm reports directly to the Audit Committee, and the Audit Committee is responsible for the resolution of
disagreements between such firm and management regarding financial reporting.

In fiscal year 2003, the Audit Committee established whistle blowing procedures as required by Section 301 of the
Sarbanes-Oxley Act of 2002 and Section 303A.07(c)(iii) of the NYSE Corporate Governance Rules. These procedures
are discussed in the Company’s Code of Ethics (Section IV.G.) which is available on the Company’s public website at
www.khov.com under “Investor Relations/Corporate Governance.”

Audit and Non-Audit Services Pre-Approval Policy

The Audit Committee has also established procedures for the pre-approval of audit and permitted non-audit services
provided by an independent registered public accounting firm. The Company’s “Audit and Non-Audit Services
Pre-Approval Policy” (“Pre-Approval Policy”’) was most recently reviewed and approved by the Audit Committee at its
meeting held on October 15, 2010.

As set forth in the Pre-Approval Policy, audit services require specific approval by the Audit Committee, except for
certain services that have received general pre-approval by the Audit Committee.

In accordance with the Pre-Approval Policy, the Audit Committee annually reviews and pre-approves the services that

may be provided by the independent registered public accounting firm without obtaining specific pre-approval from
the Audit Committee. Prior to establishing the list of pre-approved services, the Audit Committee determines if the
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Company’s independent registered public accounting firm is an effective provider of services. The Audit Committee
may revise the list of general pre-approved services from time to time, based on subsequent determinations. For fiscal
year 2011, there are four categories of services that have received general pre-approval by the Audit Committee:
Audit, Audit-Related, Tax and All Other Services and the pre-approved dollar amount for such services may not
exceed $100,000 per engagement.

The Audit Committee may delegate to one or more of its members the authority to approve in advance all significant
audit or permitted non-audit services to be provided by the independent registered public accounting firm, so long as
decisions are presented to the full Audit Committee at its next scheduled meeting.

THE AUDIT COMMITTEE REPORT

Management has the primary responsibility for the financial statements and the reporting process, including the
systems of internal controls. In fulfilling its oversight responsibilities, the Audit Committee has reviewed and
discussed the audited financial statements included in the Annual Report on Form 10-K with management. This
review included a discussion of the quality, not just the acceptability, of the accounting principles, the reasonableness
of significant judgments, and the clarity of disclosures in the financial statements.
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The Audit Committee has reviewed with the independent registered public accounting firm, which is responsible for
expressing an opinion on the conformity of those audited financial statements with generally accepted accounting
principles:

sthe overall scope and plans for such accounting firm’s respective audits of the Company,
esuch accounting firm’s judgments as to the quality, not just the acceptability, of the Company’s accounting principles,

esuch accounting firm’s independence from management and the Company, including matters in the written
disclosures and the letter from the independent registered public accounting firm required by Rule 3526 of the
Public Accounting Oversight Board, “Communication with Audit Committees Concerning Independence,” and
received by the Company, and

esuch other matters as are required to be discussed with the Audit Committee under generally accepted auditing
standards and under Statements on Auditing Standards No. 61, as amended (AICPA, Professional Standards Vol. I.
AU Section 380), as adopted by the Public Company Accounting Oversight Board, which we refer to as the
PCAOB, in Rule 3200T, other standards of the PCAOB, rules of the Securities and Exchange Commission, and
other applicable regulations.

The Audit Committee, as part of its Charter, reviews quarterly with management the Company’s financial statements
prior to their being filed with the SEC. In addition, the Audit Committee, in reliance on the reviews and discussions
referred to above, recommended to the Board of Directors that the audited financial statements be included in the
Company’s Annual Report on Form 10-K for the year ended October 31, 2010.

AUDIT COMMITTEE
Edward A. Kangas, Chair

John J. Robbins
Stephen D. Weinroth
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FEES PAID TO PRINCIPAL ACCOUNTANT
Audit Fees

The aggregate fees billed by Deloitte & Touche LLP in each of fiscal 2010 and 2009 for professional services
rendered for the audit of our consolidated financial statements, for the reviews of the unaudited condensed
consolidated financial statements included in our Quarterly Reports on Form 10-Q for the quarterly periods during
fiscal 2010 and 2009, the audit of the effectiveness of the Company’s internal control over financial reporting as of
October 31, 2010 and 2009, or for services normally provided by our independent registered public accounting firm in
connection with statutory or regulatory filings or engagements, including comfort and consent letters in connection
with SEC filings and financing transactions, were $2,511,000 and $2,761,000, respectively. The aggregate fees billed
by Ernst & Young LLP in each of fiscal 2010 and 2009 for these audit services were $70,000 and $370,000,
respectively.

Audit-Related Fees

The aggregate fees billed by Deloitte & Touche LLP in each of fiscal 2010 and 2009 for assurance and related
services that were reasonably related to performance of the audit or review of the Company’s consolidated financial
statements and that are not reported under “Audit Fees” above were $2,000 and $3,000, respectively. These services
consisted of employee benefit plan audits, and accounting consultation. The aggregate fees billed by Ernst & Young
LLP in each of fiscal 2010 and 2009 for these audit-related services were zero and $271,000, respectively.

Tax Fees

The aggregate fees billed by Deloitte & Touche LLP in each of fiscal 2010 and 2009 for professional services
rendered for tax compliance, tax advice and tax planning were $22,000 and $536,000, respectively. The aggregate fees

billed by Ernst & Young LLP in each of fiscal 2010 and 2009 for these tax services were $22,000 and $185,000,
respectively.

All Other Fees

There were no fees billed for products and services provided by Deloitte & Touche LLP or by Ernst & Young LLP in
either of fiscal 2010 and 2009 other than the services described above.

Pre-Approval Policies and Procedures

All of the services covered under the captions “Audit Fees,” “Audit-Related Fees”, “Tax Fees” and “All Other Fees” were
pre-approved by the Audit Committee. For a discussion of the Audit Committee’s pre-approval policies and

procedures, see “The Audit Committee” above.

PRINCIPAL ACCOUNTANT INDEPENDENCE

The Audit Committee has determined that the provision of all non-audit services performed by Deloitte & Touche
LLP and Ernst & Young LLP were compatible with maintaining the independence of each firm.

CORPORATE GOVERNANCE

The Corporate Governance and Nominating Committee is primarily responsible for reviewing the Company’s existing
Corporate Governance Guidelines and further developing such guidelines and other policies and procedures that
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enhance the Company’s corporate governance.

In accordance with promoting strong corporate governance, the Company has adopted a Code of Ethics that applies to
its principal executive officer, principal financial officer, controller and all other associates of the Company, including
its Directors and other officers. The Company has also adopted Corporate Governance Guidelines.

The Company makes available to the public various corporate governance related information on its public website
(www.khov.com) under “Investor Relations/Governance” and to any shareholder who requests such information in
writing. Information on the website includes the Company’s Code of Ethics, Corporate Governance Guidelines
(including the Related Person Transaction Policy) and Charters of the Audit Committee, the Compensation
Committee, and the Corporate Governance and Nominating Committee.

Shareholders, associates of the Company and other interested parties may communicate directly with the Board of

Directors by corresponding to the address below. Correspondence will be discussed at the next scheduled meeting of
the Board of Directors, or as indicated by the urgency of the matter.
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Attn: Board of Directors of Hovnanian Enterprises, Inc.

c/o Mr. Edward A. Kangas, Director & Chairman of the Audit Committee
Privileged & Confidential

Hovnanian Enterprises, Inc.

110 West Front Street

P.O. Box 500

Red Bank, N.J. 07701

The Company’s non-employee Directors meet without management after each regularly scheduled meeting of the
Board of Directors. The presiding Director is selected at each meeting by the directors in attendance. Shareholders,
associates of the Company and other interested parties may communicate directly with non-employee Directors as a
group by corresponding to the address below. Members of the non-employee Director group include: Messrs. Coutts,
Kangas, Marengi, Robbins and Weinroth. All non-employee Directors are “independent” in accordance with NYSE
rules and as defined under the Company's Certificate of Incorporation. Mr. Kangas will report to all non-employee
Directors any correspondence which is received by him as indicated by the urgency of the matter, or at the next
scheduled meeting of non-employee Directors.

Attn: Non-Employee Directors of Hovnanian Enterprises, Inc.

c/o Mr. Edward A. Kangas, Director & Chairman of the Audit Committee
Privileged & Confidential

Hovnanian Enterprises, Inc.

110 West Front Street

P.O. Box 500

Red Bank, N.J. 07701

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

OVERSIGHT OF RISK MANAGEMENT

The Company is exposed to a number of risks and undertakes at least annually an Enterprise Risk Management review
to identify and evaluate these risks and to develop plans to manage them effectively. The Company’s Executive Vice
President and Chief Financial Officer, Mr. Sorsby (who is himself a member of the Board of Directors), is directly
responsible for the Company’s Enterprise Risk Management function and reports both to the President and Chief
Executive Officer and to the Audit Committee in this capacity. In fulfilling his risk management responsibilities, the
CFO works closely with members of senior management, including the Senior Vice President — General Counsel, Vice
President of Risk Management, Senior Vice President of Human Resources, Vice President of Information Services,
Vice President of Audit Services, and others.

On behalf of the Board of Directors, the Audit Committee plays a key role in the oversight of the Company’s
Enterprise Risk Management function. In that regard, the CFO meets with the Audit Committee at least four times a
year to discuss the risks facing the Company, highlighting any new risks that may have arisen since they last met. The
Audit Committee also reports to the Board of Directors on a regular basis to apprise them of their discussions with the
CFO regarding the Company’s Enterprise Risk Management efforts. Finally, the CFO reports directly to the Board of
Directors on at least an annual basis to apprise them directly of the Company’s Enterprise Risk Management efforts.

By design, our compensation program for executive officers does not incentivize excessive risk-taking. Our base

salary component of compensation does not encourage risk-taking because it is a fixed amount. The remaining
elements of executive officer compensation have the following risk-limiting characteristics:
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*We do not provide guaranteed bonuses, nor have we awarded excessively large equity grants with unlimited upside
but no downside risk;

¢In recent years when ROACE bonuses were not attainable, bonuses based on net debt have been capped based on
specific dollar amounts;

* We maintain a balanced portfolio between long-term and short-term; fixed and variable; and cash and equity in our
compensation program;
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o A variety of performance measures are used in our short-term and long-term incentive plans;
. We do not provide lucrative severance packages or any supplemental pension plans;

® A large portion of our compensation program is tied to long-term and sustained company performance, and our
LTIP grant requires a two-year holding period even after awards are earned after a three-year performance period;

¢ Our incentive plans are not tied to formulas that could focus executives on specific short-term outcomes to the
detriment of long-term results;

®The Compensation Committee reserves the right to apply negative discretion to bonus amounts calculated under the
bonus formulas;

¢ Our CEO and CFO are subject to our stock ownership and holding guidelines, discussed on pages 26 and 27; and
® Our compensation programs do not provide high or inappropriate pay opportunities compared to our Peer Group.
LEADERSHIP STRUCTURE

From 1997 to 2009, the Company had separate individuals serving as Chairman of the Board and as Chief Executive
Officer. This structure reflected the continuing strong leadership, energy and passion brought to the Board of
Directors by our founder, Mr. Kevork Hovnanian, and the day-to-day management direction of the Company under
Mr. Ara Hovnanian as President and CEO. Following the death of Mr. K. Hovnanian in September 2009, the Board of
Directors appointed Mr. A. Hovnanian to the additional position of Chairman, believing that his more than 30 years of
service to the Company, vast industry experience and close relationship with our founder uniquely qualified him for
this role. The Board of Directors believes that combining these positions under Mr. A. Hovnanian’s leadership has
enabled him to carry on the tradition of a strong leader that has always marked this family-controlled company and to
successfully navigate the Company through the current challenging economic environment, as well as future
challenges. In the view of the Board of Directors, this leadership structure also enables the Board to better fulfill its
risk oversight responsibilities, as described above under “Oversight of Risk Management.”

Although the Board of Directors has not formally designated a lead independent Director, Mr. Kangas, the chairman
of the Audit Committee, serves as the Director to whom correspondence may be directed on behalf of both the Board
of Directors and the non-employee Directors, as described above under “Corporate Governance” on pages 44 and 45.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The Board has adopted a written Related Person Transaction Policy (the “Related Person Transaction Policy”) to assist it
in reviewing, approving and ratifying related person transactions and to assist the Company in the preparation of

related disclosures required by the SEC. This Related Person Transaction Policy supplements the Company’s other
policies that may apply to transactions with related persons, such as the Company’s Corporate Governance Guidelines
and its Code of Ethics.

The Related Person Transaction Policy provides that all Related Person Transactions (as defined in the Related Person
Transaction Policy) covered by the Related Person Transaction Policy and involving a director, director nominees,
executive officer or greater than 5% shareholder or an immediate family member of any such person are prohibited,
unless approved or ratified by the disinterested members of the Board of Directors or the Corporate Governance and
Nominating Committee. The Company’s employees, directors, director nominees, executive officers and their
immediate family members are required to provide prompt and detailed notice of any purported Related Person
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Transaction to the Company’s General Counsel or Chief Financial Officer, who in turn must promptly forward such
notice and information to the Chairperson of the Board of Directors or the Corporate Governance and Nominating
Committee and will advise the Corporate Governance and Nominating Committee or disinterested directors as to
whether the Related Person Transaction will be required to be disclosed in applicable regulatory filings. The
Company’s General Counsel will document all non-reportable and reportable Related Person Transactions.

In reviewing Related Person Transactions for approval or ratification, the Corporate Governance and Nominating
Committee or disinterested directors will consider the relevant facts and circumstances, including, without limitation:

o the commercial reasonableness of the terms;
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. the benefit and perceived benefit (or lack thereof) to the Company;
. opportunity costs of alternate transactions;

ethe materiality and character of the related person’s direct or indirect interest, and the actual or apparent conflict of
interest of the related person; and

e with respect to a non-employee director or nominee, whether the transaction would compromise the director’s (1)
independence under the NYSE rules and Rule 10A-3 of the Exchange Act, if such non-employee director serves on
the Audit Committee; (2) independence under the Company’s Certificate of Incorporation; (3) status as an outside
director under Section 162(m) of the Internal Revenue Code if such non-employee director serves on the
Compensation Committee; or (4) status as a “non-employee director” under Rule 16b-3 of the Exchange Act if such
non-employee director serves on the Compensation Committee.

The Corporate Governance and Nominating Committee or the disinterested directors will not approve or ratify a
Related Person Transaction unless, after considering all relevant information, it has determined that the transaction is

in, or is not inconsistent with, the Company’s best interests and the best interests of its shareholders.

Generally, the Related Person Transaction Policy applies to any current or proposed transaction in which:

. the Company was or is to be a participant;
o the amount involved exceeds $120,000; and
. any related person had or will have a direct or indirect material interest.

A copy of our Related Person Transaction Policy is available as part of our Corporate Governance Guidelines on our
website at www.khov.com under “Investors Relations/Corporate Governance.”

Related Person Transactions

The related transactions discussed below were entered into prior to the adoption of our Related Person Transaction
Policy and were approved by the Board of Directors.

During the year ended October 31, 2003, we entered into an agreement to purchase land in California for
approximately $31.1 million from an entity that is owned by Hirair Hovnanian, a family relative of our Chairman of
the Board and Chief Executive Officer. As of October 31, 2010, we have an option deposit of $3.1 million related to
this land acquisition agreement. In connection with this agreement, we also have consolidated $8.8 million in
accordance with ASC 810-10 under “Consolidated inventory not owned” in the Consolidated Balance Sheets. Neither
the Company nor the Chairman of the Board and Chief Executive Officer has a financial interest in the relative’s
company from whom the land was purchased.

During the years ended October 31, 2010, 2009 and 2008, an engineering firm owned by Tavit Najarian, a relative of
our Chairman of the Board and Chief Executive Officer provided services to the Company totaling $1.3 million, $1.7
million, and $2.6 million, respectively. Neither the Company nor our Chairman of the Board and Chief Executive
Officer has or had a financial interest in the relative’s company from which the services were provided.

In December 2005, we entered into an agreement to purchase land in New Jersey from an entity that is owned by
Hirair Hovnanian, a family relative of our Chairman of the Board and Chief Executive Officer at a base price of
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$25 million. The land was to be acquired in four phases over a period of three years from the date of acquisition of the
first phase. On June 11, 2008, the parties amended the purchase agreement and closed title to 43 of the 86 lots in phase
one. The purchase of the balance of phase one was deferred, but such purchase must occur simultaneously with the
scheduled closing of phase four. The purchase prices for all phases are subject to an increase in the purchase price of
the phase of not less than 7% per annum from February 1, 2008; a deposit in the amount of $500,000 has been made
by the Company. On November 12, 2009, the parties closed title to 83 lots located in phase two. On June 22, 2010,
the parties closed title to 88 lots located in phase three. As of October 31, 2010 there are 137 lots remaining to be
purchased in phase four. Neither the Company nor the Chairman of the Board and Chief Executive Officer has or had
a financial interest in the relatives' company from whom the land is being purchased.

The following transaction was reviewed and approved by the Corporate Governance and Nominating Committee in
accordance with our Related Person Transaction Policy:

During the year ended October 31, 2010, a real estate development firm owned by Mazin Kalian, a relative of our
Chairman of the Board and Chief Executive Officer, provided consulting services to the Company totaling $155,000,
which amount included significant travel related expenses. The consulting services consisted primarily of
negotiations, community design and cost analysis with respect to a potential joint venture.
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IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE
SHAREHOLDER MEETING TO BE HELD ON MARCH 15, 2011.

Our 2011 proxy statement, the Company’s Annual Report to Shareholders for the year ended October 31, 2010 (which
is not deemed to be part of the official proxy soliciting materials), proxy cards (for Class A Common Stock
shareholders and registered Class B Common Stock shareholders) and any amendments to the foregoing materials that
are required to be furnished to shareholders are available online at www.proxyvote.com.

For information on how to obtain directions to the Company’s 2011 Annual Meeting, please call our Investor Relations
department at 1-800-815-9680.

GENERAL
Solicitation

The solicitation of proxies is being made by our Board of Directors on our behalf primarily through the internet and
by mail, but directors, officers, employees, and contractors retained by us may also engage in the solicitation of
proxies by telephone. The cost of soliciting proxies will be borne by us. In addition, we may reimburse brokers,
custodians, nominees and other record holders for their reasonable out-of-pocket expenses in forwarding proxy
material to beneficial owners.

Voting

Unless otherwise directed, the persons named in the proxy card(s) intend to vote all shares represented by proxies
received by them in favor of the election of the nominees to the Board of Directors of the Company named herein, in
favor of the ratification of the selected independent registered public accounting firm, in favor of the compensation of
the Company’s named executive officers and in favor of the submission of the advisory vote on the compensation of
the Company’s named executive officers every three years, and as recommended by the Board of Directors. All proxies
will be voted as specified.

Each share of Class A Common Stock entitles the holder thereof to one vote and each share of Class B Common
Stock entitles the holder thereof to ten votes (except as provided below). Votes of Class A Common Stock and Class
B Common Stock will be counted together without regard to class for proposals that require the affirmative vote of the
holders of a majority of the votes cast. All votes will be certified by the Inspectors of Election, who are employees of
the Company. Abstentions and broker non-votes will have no effect on the vote for proposals one, three and four
because such shares are not considered votes cast. Abstentions will have no effect on the vote for proposal two
because such shares are not considered votes cast. Brokers may vote shares with respect to proposal two in the
absence of client instructions and thus there will be no broker non-votes with respect to proposal two.

Notwithstanding the foregoing, the Company’s Certificate of Incorporation provides that each share of Class B
Common Stock held, to the extent of the Company’s knowledge, in nominee name by a stockbroker, bank or otherwise
will be entitled to only one vote per share unless the Company is satisfied that such shares have been held
continuously, since the date of issuance, for the benefit or account of the same named beneficial owner of such shares
(as defined in the Certificate of Incorporation) or any Permitted Transferee (as defined in the Certificate of
Incorporation). Beneficial owners of shares of Class B Common Stock held in nominee name wishing to cast ten votes
for each share of such stock must properly complete their voting instruction card, which is specially designed for
beneficial owners of Class B Common Stock. The Company has also supplied nominee holders of Class B Common
Stock with instructions and specially designed proxy cards to accommodate the voting of the Class B Common Stock.
In accordance with the Company’s Certificate of Incorporation, shares of Class B Common Stock held in nominee
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name will be entitled to ten votes per share only if the beneficial owner voting instruction card and the nominee proxy
card relating to such shares is properly completed, mailed, and received not less than 3 nor more than 20 business days
prior to March 15, 2011. Proxy cards should be mailed to Vote Processing, c/o Broadridge Financial Solutions, Inc.,
51 Mercedes Way, Edgewood, N.Y. 11717.
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Additional Matters

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

SHAREHOLDER PROPOSALS FOR THE 2012 ANNUAL MEETING

Under the SEC’s rules and regulations, any stockholder desiring to submit a proposal to be included in our 2012 proxy
statement must submit such proposal to us at our principal executive offices to the attention of our Secretary no later
than the close of business on October 3, 2011.

Our restated bylaws require timely notice of business to be brought before a shareholders’ meeting, including
nominations of persons for election as directors. To be timely, a stockholder’s notice must be delivered to our
Secretary at our principal executive offices not earlier than 120 days prior to the first anniversary of the 2011 annual
meeting (November 16, 2011) but not later than 90 days prior to such anniversary date (December 16, 2011),
provided, however, that in the event that the date of the 2012 annual meeting is advanced by more than 20 days, or
delayed by more than 70 days, from such anniversary date, notice by the stockholder to be timely must be so delivered
not earlier than the 120th day prior to such annual meeting and not later than the close of business on the later of the
90th day prior to such annual meeting or the tenth day following the day on which public announcement of the date of
such meeting is first made. Our restated bylaws have other requirements that must be followed in connection with
submitting director nominations and any other business for consideration at a shareholders’ meeting.

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

Red Bank, New Jersey
January 31, 2011
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