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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

4} Quarterly Report Pursuant To Section 13 or 15(d) ofhe Securities Exchange Act of 193
For the quarterly period ended March 31, 2006
O Transition Report Pursuant To Section 13 or 15(d) bthe Securities Exchange Act of 193

For the transition period from to

Commission File Number 1-32375

Comstock Homebuilding Companies, Inc.

(Exact name of registrant as specified in its @rart

Delaware 20-116434E
(State or other jurisdiction of incorporation oganization) (I.R.S. Employer Identification No

11465 Sunset Hills Road
5t Floor
Reston, Virginia 20190
(703) 883-1700

(Address including zip code, and telephone numhehiding area code, of principal executive offices

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15 (d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastags.

YES M NoO

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer noma-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act. (Check one)

Large accelerated filedl Accelerated file#l Non-accelerated fil&d

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act).
YES O NOM

As of May 10, 2006, 11,263,151 shares of the Cdassmmon stock, par value $.01 per share, and Z083Xhares of Class B common
stock, par value $0.01, of the Registrant weretaoting.
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
UNAUDITED CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share data)

March 31, 200¢  December 31, 20C

ASSETS
Cash and cash equivalel $ 18,178 $ 42,167
Restricted cas 12,84 10,80(
Receivable! 4,65¢ 6,36¢
Note receivable — 1,25(
Due from related partie 3,13¢ 2,89¢
Real estate held for development and 412 51 263,80:
Inventory not owne— variable interest entitie 78,781 89,89(
Property, plant and equipme 1,347 605
Investment in real estate partnerst (62 (35
Deferred income ta — 2,54¢
Other asset 9,99: 11,03
TOTAL ASSETS $ 541,38¢ $ 431,31¢
LIABILITIES AND SHAREHOLDERS' EQUITY
Accounts payable and accrued liabilit 49,19% 59,13:
Due to related partie 40 40
Obligations related to inventory not own 75,14 83,01t
Notes payabli 262,84 142,99
Notes payabl— related partie 663 663
Deferred income ta 6,88¢ —
TOTAL LIABILITIES 394,78: 285,84:
Commitments and contingencies (Note
Minority interest 393 40C
SHAREHOLDERY EQUITY
Class A common stock, $0.01 par value, 77,266,5808es authorize( 117 115
11,478,218 issued and outstand
Class B common stock, $0.01 par value, 2,733,5@6eshauthorizec 27 27
2,733,500 issued and outstand
Additional paic-in capital 127,03 126,46:
Treasury Stock, at cost (70,300 Class A Commonky! (67¢) —
Retained earnings (accumulated defi 19,71: 18,47:
TOTAL SHAREHOLDERY EQUITY 146,21¢ 145,07¢
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT) $ 54138 $ 431,31¢

The accompanying notes are an integral part oktheasolidated financial statements.
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR
UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in thousands, except share data)

Revenue:!
Sale of real esta— Homes
Other revenu

Total revenue

Expense!
Cost of sales of real est:
Cost of sales of othe
Selling, general and administrati

Operating incom:
Other (income) expense, r

Income before minority interest and equity in eagsi of real estate partnersh
Minority interest

Income before equity in earnings of real estaténeaships

Equity in earnings of real estate partners|

Total pre tax incom
Income tax provisiol

Net Income

Basic earnings per she

Basic weighted average shares outstan
Diluted earnings per sha

Diluted weighted average shares outstan

IES

Three Months Ended

March 31,

2006 2005
$36,36¢ $28,46¢
23C 264
36,59¢ 28,72¢
27,16: 17,59:
10 11
7,64¢€ 5,052
1,77¢ 6,07t
(239 (36)
2,011 6,111
) 1
2,01¢ 6,11(
(27) 30
1,991 6,14(
751 2,331
$ 1,24( $ 3,80¢
0.0¢ 0.3<
13,98 11,62
0.0¢ 0.32
14,07: 11,76¢

The accompanying notes are an integral part oktheasolidated financial statements.
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands, except share data)

Three Months Ended March 31,

2006 2005
Cash flows from operating activitie
Net income $ 1,24( $ 3,80¢
Adjustment to reconcile net income to net cash igiexy by operating activitie
Depreciatior 73 39
Loss on disposal of ass¢ — 8
Minority interest @) 1
Equity in earnings of real estate partners| 27 (30
Amortization of stock compensatis 54C 53¢
Deferred income ta (70 (18¢)
Changes in operating assets and liabilii
Restricted cas (2,047 (3,120
Receivable! 1,93¢ 165
Note receivable 1,25( —
Due from related partie (239) (15€)
Real estate held for development and (66,589 (106,889
Other asset 5,25¢ 4,14¢
Accounts payable and accrued liabilit (15,099 (70€)
Income tax payabl — 2,17z
Due to related partie — 1
Net cash (used in) provided by operating activi (73,820 (100,209
Cash flows from investing activitie
Purchase of property, plant, and equipn (747) (55)
Distributions of capital from investments in reatate partnershiy — 30
Acquisition of Parker Chandler Homes, net of casljuaed (9,937 —
Net cash (used in) provided by investing activi (10,689 (25
Cash flows from financing activitie
Proceeds from notes payal 95,60 93,45¢
Proceeds from related party notes pay: — 20C
Payments on notes payal (34,455 (16,336
Payments on related party notes pay: — (2,002
Contribution from minority shareholde — 79
Distributions paid to minority shareholde — (2,409
Distributions paid to shareholde — (2,979
Proceeds from shares issued under employee stockgze plai 38 —
Purchase of treasury sto (6798)
Net cash provided by (used in) financing activi 60,51: 70,01z
Net increase (decrease) in cash and cash equis (23,997 (30,227
Cash and cash equivalents, beginning of pe 42,16° 67,55¢
Cash and cash equivalents, end of pe $ 18,17¢ $ 37,33

The accompanying notes are an integral part oktheasolidated financial statements.
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)

1. ORGANIZATION AND BASIS OF PRESENTATION
Comstock Homebuilding Companies, Inc. (the “Compamas incorporated on May 24, 2004 as a Delawarparation.

Our common stock is traded on the NASDAQ Nationarkét under the symbol “CHCI”. We have no publading history prior to
December 17, 2004.

The consolidated financial statements and notéseo€ompany as of March 31, 2006 and for the threeths ended March 31, 2006 and
2005 have been prepared by management without, pud#uant to rules and regulations of the Seesrdnd Exchange Commission and
should be read in conjunction with the December2BD5 audited financial statements contained irGbmpany’s Annual Report on Form
10-K for the year then ended. In the opinion of agement, all normal, recurring adjustments necgg$eathe fair presentation of such
financial information have been included. The prapan of financial statements in conformity witbcaunting principles generally accepted
in the United States of America requires managertemake estimates and assumptions that affe@rtounts reported in the financial
statements and accompanying notes. Certain infosmand footnote disclosures normally includednn@al financial statements prepared in
accordance with accounting principles generallyepted in the United States of America have beed@used or omitted.

The Company historically has experienced and esgeatontinue to experience variability in quastedsults. The consolidated statement of
operations for the three months ended March 316 2060t necessarily indicative of the results ¢celipected for the full year.

The Company develops, builds and markets singléhfamomes, townhouses and condominiums in the gra&fashington D.C., Raleigh,
North Carolina and Atlanta, Georgia metropolitarrkets. The Company also provides certain managearehadministrative suppc
services to certain related parties.

For purposes of identification and description,axe referred to as the “Predecessor” for the pgriaa to the IPO in December 2004, the
Company for the period subsequent to the IPO, ared™“us,” and “our” for both periods.

2. REAL ESTATE HELD FOR DEVELOPMENT AND SALE

Real estate held for development and sale incllaael land development costs, interest and othestaaction costs and is stated at cost or,
when circumstances or events indicate that theastate held for development or sale is impairedstimated fair value.

Land, land development and indirect land develofroests are accumulated by specific area and afidda various lots or housing units
using specific identification and allocation basgbn the relative sales value, unit or area methdilect construction costs are assigned to
housing units based on specific identification. &aunction costs primarily include direct constroaticosts and capitalized field overhead.
Other costs are comprised of prepaid local goventifiees and capitalized interest and real estagst&elling costs are expensed as incu

Estimated fair value is based on comparable sélesabestate in the normal course of businessuexisting and anticipated market
conditions. The evaluation takes into considerati@ncurrent status of the property, various retsbms, carrying costs, costs of disposition
and any other circumstances which may affect falwe including management’s plans for the propé@tye to the large acreage of certain
land holdings, disposition in the normal coursbuginess is expected to extend over a number of yAawrite-down to estimated fair value
is recorded when the carrying value of the propexigeeds its estimated fair value. These evaluatioe made on a property-
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)

by-property basis. The Company assesses the impaiohesal estate assets whenever events or chamgéesumstances indicate that the
book value may not be recoverable. For the threethsoended March 31, 2006, the Company determimeze twvas no impairment.

Real estate held for development and sale cortistee following:

March 31, December 31

2006 2005
Land and land development co $239,86: $ 119,53(
Cost of construction (including capitalized intdrasd real estate taxe 172,65: 144,27
$412,51. $ 263,80:

3. CONSOLIDATION OF VARIABLE INTEREST ENTITIES

The Company typically acquires land for developnatmharket prices from various entities under fipeide purchase agreements. The
purchase agreements require deposits that mayrfieitdd if the Company fails to perform under tlggeements. The deposits required under
the purchase agreements are in the form of cakgtters of credit in varying amounts. The Comparaynat its option, choose for any reason
and at any time not to perform under these purchgssements by delivering notice of its intent taoacquire the land under contract. The
Companys sole legal obligation and economic loss for failto perform under these purchase agreementgicatly limited to the amount ¢
the deposit pursuant to the liquidated damagesigioovcontained within the purchase agreement. Aesalt, none of the creditors of any of
the entities with which the Company enters intaviand fixed price purchase agreements have recéaitbe general credit of the Company.
The Company also does not share in an allocati@itloér the profit earned or loss incurred by ahtghese entities with which the Company
enters fixed price purchase agreements.

The Company has concluded that whenever it optanmd or lots from an entity and pays a significaom-refundable deposit as described
above, a variable interest entity is created utfteprovisions of FIN 46-R, Consolidation of Vat@lnterest Entities. This is because the
Company has been deemed to have provided subardifinincial support, which refers to variable et that will absorb some or all of an
entity’s expected theoretical losses if they oc@itne Company, therefore, examines the entities witlth the Company enters into fixed
price purchase agreements for possible consolidatiche Company under FIN 46-R. This requiresGbepany to compute expected losses
and expected residual returns based on the praaififuture cash flows as outlined in FIN 46-Rni3 calculation requires substantial
management judgments and estimates. In additimause the Company does not have any contractaaVrership interests in the entities
with which it contracts to buy the land, the Compdnes not have the ability to compel these devatay entities to provide financial or
other data to assist the Company in the performahtiee primary beneficiary evaluation.

The Company has evaluated all of its fixed pricechase agreements and has determined that it [githary beneficiary of some of those
entities. As a result, at December 31, 2005, the@amy has consolidated five entities in the accoming consolidated balance sheet. The
effect of the consolidation at December 31, 2005 thia inclusion of $89,890 in “Inventory not ownedariable interest entities” with a
corresponding inclusion of $83,015 (net of landa¥s paid of $6,875) to “Obligations related t@entory not owned.” During the three
months ended March 31, 2006, the Company consetiden entities in the accompanying consolidatéahica sheet. The effect of the
consolidation at March 31, 2006 was the inclusib§#8,787 in “Inventory not owned—variable interestities” with a corresponding
inclusion of $75,147 (net of land deposits pai$8§640) to “Obligations related to inventory notred.” Creditors, if any, of these variable
interest entities have no recourse against the @agnp




COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)

4. WARRANTY RESERVE

Warranty reserves for houses sold are establishedver potential costs for materials and labohwétgard to warranty-type claims expected
to arise during the one-year warranty period predily the Company or within the five-year statuyamandated structural warranty period.
Since the Company subcontracts its homebuildindkwsarbcontractors are required to provide the Compéth an indemnity and a
certificate of insurance prior to receiving paynsefurr their work. Claims relating to workmanshiplanaterials are generally the primary
responsibility of the subcontractors and produchufiacturers. The warranty reserve is establishélueatime of closing, and is calculated
based upon historical warranty cost experiencecanent business factors. Variables used in theutation of the reserve, as well as the
adequacy of the reserve based on the number ofdstitlaunder warranty, are reviewed on a peridudisis. Warranty claims are directly
charged to the reserve as they arise. The followabte is a summary of warranty reserve activityolhs included in accounts payable and
accrued liabilities for the three months ending éfaB1, 2006 and 2005:

Three Months Ended March 31

2006 2005
Balance at beginning of peri $ 1,20¢ $ 91€
Additions 30C 15¢€
Releases and/or charges incur (199 (1198)
Balance at end of peric $ 1,31C $ 954

5. CAPITALIZED INTEREST AND REAL ESTATE TAXES

Interest and real estate taxes incurred relatingaalevelopment of lots and parcels are capiliageal estate held for development and sale
during the active development period, which gefg@mmences when borrowings are used to acquilesstate assets and ends when the
properties are substantially complete. Intereshjsitalized based on the interest rate applicab$pécific borrowings or the weighted average
of the rates applicable to other borrowings duthmgperiod. Interest and real estate taxes capgthlio real estate held for development and
sale are expensed as a component of cost of satetated units are sold.

The following table is a summary of interesturred and capitalized:

Three Months Ended March 31

2006 2005
Total interest incurre $ 4,76¢ $ 2,651
Beginning interest capitalize 11,59( $ 4,52«
Plus: Interest incurred on notes paye 4,74¢ 2,10z
Plus: Interest incurred on related party notes pis 20 81
Less: Interest expensed as a component of coated (799 (727
Ending interest capitalize $ 15,56: $ 5,98i




COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)
6. EARNINGS PER SHARE

The following weighted average shares andesbquivalents, using the treasury stock methodysed to calculate basic and diluted
earnings per share for the three months ended MN&drch006 and 2005:

Three Months Ended March 31

2006 2005

Basic earnings per she

Net income $ 1,24( $ 3,80¢
Basic weighte-average shares outstand 13,98 11,62:
Per share amoun $ 0.0¢ $ 0.3¢
Dilutive earnings per sha

Net income $ 1,24 $ 3,80¢
Basic weighte-average shares outstand 13,98 11,62:
Stock options and restricted stock gre 90 14¢
Dilutive weighte(-average shares outstand 14,07 11,76¢
Per share amoun $ 0.0¢ $ 0.3C

Comprehensive income

For the three months ended March 31, 20062808, comprehensive income equaled net incomesfibver, a separate statement of
comprehensive income is not included in the accayipg combined consolidated financial statements.

7. INVESTMENT IN REAL ESTATE PARTNERSHIPS

Prior to the Company’s acquisition of Comstock & December of 2004, Comstock Service in 208d invested $41 in North Shore
Investors, LLC (“North Shore”) for a 50% ownersliperest. North Shore was formed to acquire aneldgvresidential lots and construct
single family and townhouse units. In 2002, assallteof recognizing its share of net losses inaitng North Shore, Comstock Service
reduced its investment in North Shore, to $0. Toben@any, as part of the acquisition of Comstock Berwrecorded this investment in North
Shore at $0.

On June 28, 2005 the Company received a capitidiroat North Shore in the amount of $719 so thattN&hore may comply with certain
debt repayments. Because the Company may be adigaprovide future financial support to covertaier debt repayments, the Compan)
recording its share of losses incurred by Northr8lmthe accompanying financial statements iratimeunt of $(27) and $0, for the three
months ended March 31, 2006 and 2005 respectively.

During the third quarter of 2005, the Company, anager of an affiliated entity, exercised its optimghts to purchase the project acquisit
development and construction loan made for thefiieafeNorth Shore. The Company finalized the pwasé of the loans on or about
September 8, 2005, issued a notice of default uth@eacquisition and development loan at matunityseptember 30, 2005 and subsequently
filed suit for collection of the




COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)

loans against one of the individual guarantors atitkeloan on or about October 21, 2005 and imitidbreclosure proceedings on or about
November 1¢2005. On or about December 22, 2005, the individuarantor subject to the earlier suit filed a detsuit against two of the

officers of the Company who were also individuahantors under the acquisition and development [6ae Company, as manager of an

affiliated entity, set and held a foreclosure saleMarch 24, 2006 in which it was the high biddéowever, transfer of title to the property |
been delayed pending judicial resolution of a Bigitl on March 24, 2006 by the non-affiliated 50%rer of North Shore.

As of March 31, 2006 the Company carried the follgramounts in its financial statements relateNaoth Shore:
Investment in real estate partnerst $ (62
Development and construction loan receivz $ 3,07

The Company has evaluated the carrying value @fvisstment in and receivables from North Shorethist time the Company does not
believe an impairment reserve is warranted. Howeves possible this may change in future periddsaddition, based on results of
negotiations, the Company may, in the future beaired to consolidate the North Shore entity.

8. ACQUISITIONS

On January 19, 2006, the Company acquired allefdbued and outstanding capital stock of Parkan@ler Homes, Inc., a homebuilder in
the Atlanta, Georgia metropolitan market, for cpalchase price of $10 million and the assumptiof5#.9 in liabilities. The results of
Parker Chandler Homes are included in the acconpariyancial statements from the period Januar2D®6 to March 31, 2006.

The Company accounted for this transaction in atzoore with SFAS No. 141. “Business Combinationsprdgimately $700,000 of the
purchase price was allocated to intangibles wittemhted average life of 4.6 years. The intangiblesrelated to the Parker Chandler trade
name and employment agreements entered into withiceelling shareholders. The remainder of thelpase price was allocated to real
estate held for development for sale and land o@greements. There was no goodwill recorded.

In February 2006 the Company closed on Carter Lali&&58 unit condominium conversion project in Reskdirginia for $36 million and
entered into a secured $26 million credit facility.

9. INCOME TAX
Income Tax provision consists of the following &dviarch 31:

2006 2005

Current:
Federal $ 80z $ 2,021
State 15C 40E
952 2,42¢

Deferred:
Federal (170 (85)
State (32) (10
(201) (95)
Total income tax expen: $ 751 $ 2,331
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)
Deferred income taxes reflect the net tax effettemporary differences between the carrying anmohissets and liabilities for financial

reporting purposes and the amounts used for in¢armpurposes. Components of the Company’s deféaredssets and liabilities at March
31, 2006 and December 31, 2005 were as follows:

2006 2005
Deferred tax asset
Inventory — $ 2,24¢
Warranty 45¢ 417
Deferred ren 36 27
Accrued expense 78 73
Stock based compensati 98¢ 79C
1,561 3,552
Less—valuation allowanc: (7217) (840
Net deferred tax asse 84C 2,712
Deferred tax liabilities
Inventory $ (7,596 $ —
Investment in Affiliates (8) (8)
Depreciation and amortizatic (124 (159
Net deferred tax liabilitie (7,729 (167)
Net deferred tax assets (liabilitie $ (6,88¢) $ 2,64F

The decrease in deferred tax assets and increasdeimed tax liabilities is due to the recordif@aleferred tax liability in conjunction with
the acquisition of Parker Chandler Homes.

The Company has adequately provided for contingsneilated to income taxes in accordance with SRASS, Accounting for
Contingencies. At March 31, 2006 and 2005, the Gompecorded $927 and $93, respectively in incaredserves. This tax reserve relz
predominately to a potential dispute by taxing atities over tax benefits resulting from additiomadome tax basis in certain residential
housing development projects. The Company hasdermined that a valuation allowance of approxatya$721 and $1,484 as of

March 31, 2006 and 2005, respectively, relateddefarred tax asset of approximately $721 and #1rd8ulting from additional tax basis in
residential real estate development projects. &lyaing the need for the provision of tax continggreserves and the valuation allowance,
management reviewed applicable statutes, ruleslagons and interpretations and established theserves based on past experiences and
judgments about potential actions by taxing jugidns.

10. RESTRICTED STOCK, STOCK OPTIONS, AND OTHER STOCK PLANS

Effective January 1, 2004, the Company adoptedatinealue recognition provisions of SFAS No. 12B(Rhare-Based Payment. Prior to
December 14, 2004 the Company did not sponsortack ased plans. Accordingly, no stock based coisgieon was included for the year
ended December 2003.

On December 14, 2004 the Company adopted the 200¢-Lerm Compensation Plan (the “Plan”). The Plaovides for the issuance of
stock options, stock appreciation rights, or SAfRsiricted stock, deferred stock, dividend equiveebonus stock and awards in lieu of cash
compensation, other stock-based awards and penfmerewards. Any shares issued under the Planymsally over service periods that
range from one to five years. Stock options isswedker the Plan expire 10 years from the date thegmnted.

The Plan provided for an initial authorization ¢530 shares of Class A Common stock for issuarexetimder, plus an additional annual
authorization effective January 1, 2006 equal &lésser of (i) 3% of the Class A Common Stocktantding on the date of determination,
(i) 500,000 shares or (iii) such lesser amounnay be determined by the Company’s Board of Dimscto
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)

The following equity awards were outstandib@larch 31, 2006

Stock options 213,99:
Restricted stock gran 700,79¢
Total outstanding equity awar 914,78t

On March 31, 2006 the following amounts werailable for issuance under the plan:

Shares available for issuance at January 1, 1,05(C
Adjustments 0
Additional shares added to pl 33¢
Restricted stock gran— issued (437)
Shares issued under employee stock purchase 3
Restricted stock gran— forfeitures 10
Shares available for issuance at March 31, : 95¢

At March 31, 2006 the Company had 213,913 optiaristanding with a weighted average exercise prfi¢i8.94. There was no stock opt
activity for the three months ended March 31, 2806 there were no options which were fully vestedfavarch 31, 2006.

A summary of the Company’s restricted share agtigitpresented below:

Weighted averag
fair value at dat

Shares of grant
Restricted shares outstanding at December 31, 273,89 16.4¢€
Granted 437,03! 12.4¢
Vested — —
Forfeited (10,130 16.0(
Restricted shares outstanding at March 31, : 700,79t $ 13.9¢

As of March 31, 2006, there was $7,394 of totakangnized compensation cost related to nonvessdcted stock issuances granted under
the Plan. Of this cost, $4,394 is expected to begrized over a weighted-average period of 1.98syaad $3,000 may vest over a 3 year
period if certain performance and service condgiare met.

Total compensation expense for share based payarmamgements for the three months ended March(B and 2005 was $539 and $536
respectively, of which $71 and $69 was capitalizeckal estate held for development and sale. Gtat deferred tax benefit related to stock
compensation, recorded on the balance sheet aam@h\81, 2006 and December 31, 2005 amounted 1@ &9 $790, respectively.

The Company intends to issue new shares of its aamstock upon vesting of restricted stock grantherexercise of stock options.

11. STOCK REPURCHASE PROGRAM

In February 2006 the Company’s Board of Directartharized the Company to purchase up to 1 millisares of the Company’s Class A
Common stock in the open market or in privatelyatiged transactions. During the
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)

three months ended March 31, 2006, the Companyckased 70,300 shares for an aggregate purchasegh$678,103 or $9.65 per share.
12. COMMITMENTS AND CONTINGENCIES

Litigation

The Company, as manager of an affiliated entitgreigsed its option rights to purchase the projequsition, development and construction
loans made for the benefit of North Shore. The Camysubsequently issued a notice of default urfteeatquisition and development loan at
maturity on September 30, 2005, thereafter fildtifsu collection of the loans against one of thdividual guarantors under the loan on or
about October 21, 2005 The Company, as manager affiiated entity, set and held a foreclosureesat March 24, 2006 in which it was the
high bidder. However, transfer of title to the pedy has been delayed pending judicial resolutiom suit filed on March 24, 2006 by the
non-affiliated 50% owner of North Shore.

On August 11, 2005, the Company was served witlogomto compel arbitration resulting from an aliéign of a loan brokerage fee being
owed for placement of a $147.0 million project Idanthe Potomac Yard project. The claim in theebasiount of $2.0 million plus interest
and costs is based on breach of contract and étpiitamedies of unjust enrichment and quantum rélbe claims have been denied by the
Company.

Other than the foregoing, we are not currently scidjo any material legal proceedings. From timgnte, however, we are named as a
defendant in legal actions arising from our norimainess activities. Although we cannot accurgteddict the amount of our liability, if an
that could arise with respect to legal actionsemity pending against us, we do not expect thatsaich liability will have a material adverse
effect on our financial position, operating resaltcash flows.

We believe that we have obtained adequate insuiameaage or rights to indemnification, or wherprapriate, have established reserves in
connection with these legal proceedings.

In the normal course of its business, the Companyoa its subsidiaries are names as defendantriaic legal actions arising from its
normal business activities. Management believetsnibiae of these litigation matters in which the @amy or any subsidiary is involved
would have a material adverse effect on the codatd financial condition or operations of the Camp

Letters of credit and performance bonds

The Company has commitments as a result of costeattered into with certain third parties to meatain performance criteria as outlinec
such contracts. The Company is required to isdter$eof credit and performance bonds to thesd fharties as a way of ensuring that such
commitments entered into are met by the Companyatch 31, 2006 the Company has outstanding $5r0#2ters of credit and $18,126 in
performance and payment bonds to these third paNie amounts have been drawn against these leftersdit and performance bonds.

Operating leases

The Company leases office space under non-canead@lrating leases. Minimum annual lease paymertsrihese leases at March 31,
2006 approximate:

Year Ended: Amount

2006 871
2007 1,181
2008 1,06¢
2009 85C
2010 11C
Thereaftel —

Operating lease rental expense aggregated $24813&] respectively, for three months ended Marc2806 and 2005.

13. RELATED PARTY TRANSACTIONS

In June 2002, the Predecessor entered intoraigsory note agreement with TCG Fund |, LC todfdevelopment projects. TCG Fund |,
LC, is a related party in which the Company hagsauity investment. The promissory note agreemdanvalfor the Company to borrow up
$4 million. The note which had interest at 12% g@enum was paid in full during June 2005.

In September 2004, the Predecessor enter@d iptomissory note agreement with TCG Fund Il,tc@ind development projects. TCG
Fund II, LC is a affiliate which the company manags a non-member. The promissory note agreemenisahe Company to borrow up to
$10 million. The note which had interest at 12% g@mum was paid in full during November 2005.

In April 2002 and January 2004, the Predecgemsstered into lease agreements for approximat&lhaid 8.8 square feet, respectively, for
its corporate headquarters at 11465 Sunset HiliglRReston, Virginia from Comstock Partners, LaD. affiliate of our Predecessor in which
executive officers of the Company Christopher Cletag
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Gregory Benson, and others are principals. Chif@oglemente owns a 45% interest, Gregory Bensars @\b% interest, an entity which is
owned or controlled by Christopher Clemente’s fathdaw, Dwight Schar, owns a 45% interest, anduarelated third party owns a 5%
interest in Comstock Partners. For nine months éisaptember 30, 2004, total payments made undeletise agreement were $231. On
September 30, 2004 the lease agreements were edrarel replaced with new leases for a total of 2Guare feet with Comstock Asset
Management, L.C., an entity wholly owned by Chpster Clemente. Total payments made under this B@isEment were $142 as of
December 31, 2004. On August 1, 2005 the leaseagmt was amended for an additional 8.4 squarefFeethree months ended March 31,
2006 and 2005 total payments made under this Egreement were $185 and $135, respectively.

In May 2003, the Predecessor hired a construcompany, in which Christopher Clemente’s bratheuis Clemente, serves as the
President and is a significant shareholder, toidegonstruction services and act as a generatamiot at two of the Company’s
developments. The Company paid $748 and $3.4 mitbcthis construction company during the three the®ended March 31, 2006 and
2005, respectively.

Christopher Clemente’s mother-in-law, Janicke®, and Gary Martin each invested $100 as miehareholders in one of our
subsidiaries, respectively, and Judah and Deboahlo\itz, the parents of Bruce Labovitz, loaned apipnately $300 to another of our
subsidiaries. During the first quarter 2005, thenpany repurchased the minority shareholders irtiereerenced above for a approximate
purchase price of $136. In April 2005, the Comppaig the $300 loan in full.

During 2003, the Predecessor entered intoeageats with I1-Connect, L.C., a company in whichdstors Management, LLC, an entity
wholly owned by Gregory Benson, holds a 25% interfes information technology consulting servicegldhe right to use certain customized
enterprise software developed with input from tleenpany. The intellectual property rights associatétl the software solution that was
developed by I-Connect along with any improvememisie thereto by the Company remained the propéitonnect. During the three
months ended March 31, 2006 and 2005, the Compaidy$86 and $105, respectively, to I-Connect.

For the three months ended March 31, 20062808, the Predecessor received revenue of apprtedyr®) and $215, respectively, by
providing administrative and sales support to otketated parties in which Christopher Clemente,gérg Benson, Jim Keena, Lawrence
Golub and Christopher Clemente’s father-in-law, ghtiSchar, are shareholders.

In October 2004, the Predecessor enterechimgreement with Comstock Asset Management IlsM)Cwhere CAM assigned the
Company first refusal rights to purchase a portibtheir Loudoun Station Properties. In partial sideration for the performance in which
Company would provide management services for ®f&20 a month. For the three months ended Mat¢l2306 and 2005 the Company
recorded $60 in revenue. At March 31, 2006 and 26683 redecessor recorded a receivable for $4@@nespectively, from this entity. In
addition, the Company in November 2004, enteredl amt agreement with Comstock Asset Managementltoestain retail condominium
units at Potomac Yard for a total purchase pricglef,500. In connection with this sale, the Compaegived a deposit of $8,000 upon
execution of the agreement. The agreement was mddif 2005, which reduced the deposit amount 0k

During the three months ended March 31, 20062005, the Company provided bookkeeping senticeslated party entities at no chai

14




COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share data)

In August 2004, the Predecessor entered i@ 400 promissory note agreement with Belmont Notd_.C., an affiliate managed by
Investors Management. The note bears an interesofd 2%, which is payable monthly and matureduly 2005. In March 2004, the
Company sold four condominium units to Belmont MedeL.C. under a sale and leaseback arrangeretfour condominium units were
delivered for a total purchase price of $2,000 leaded back at a rate of $20 per month. The Compapgcts the lease to continue for a
period of twenty-four months. As a result of théivdies, the promissory note was reduced by thed fsurchase price. For the three months
ended March 31, 2006 and year ended December 8%,t86@ Company owed $663. Accrued interest onrthiis totaled $7, $23 and $6,
respectively, as of three months ended March 306 2id 2005 and year ended December 31, 2005.

During three months ended March 31, 2006 &@b2the Company entered into sales contractditb@®mes to certain employees of the
Company. The Company, in order to attract, retaia, motivate employees maintains a home ownersrpfti program. Under the home
ownership benefits, an employee receives certahlmnefits provided by us when purchasing a hant@waing one built by us. Sales of
homes to employees for investment purposes areucted at market prices.

In September 2005, Comstock Foundation, imas created. Comstock Foundation is a not-for-pov§janization organized exclusively
for charitable purposes within the meaning of $ec§01(c)(3) of the Internal Revenue Code and iaffillmte of the Company. The affairs of
Comstock Foundation are managed by a five persardbaf directors with Christopher Clemente, Gregdeyson, Bruce Labovitz and Tracy
Schar (employee of the Company and spouse of Gphst Clemente) being four of the five. The Compalsyp provides bookkeeping
services to the affiliate. In October 2005 the Campdonated $100 in cash and the right to use 23 anour Penderbrook condominium
conversion project in Fairfax, VA. The Foundatisrproviding these units to the victims of Hurrica€egrina. The fair market value of the
rental units donated is $237. During the three tm®enhded March 31, 2006 the Company donated $6rustock Foundation.

14. SUBSEQUENT EVENTS

In May 2006, we acquired all of the capital sto€lCapitol Homes, Inc. and its affiliates in the &gh, North Carolina area. This acquisition
added approximately 1,300 lots to our inventorjaafl controlled and approximately 20 employees.paid approximately $34 million for
the acquisition inclusive of the retirement at aigsof approximately $2 million of shareholder ddbtconnection with the acquisition we
entered into employment agreements with two ofseiling principals, Pablo Reiter and Glenn Hartman.

In May 2006, the Company executed a $30 milliongusubordinated note offering with Kodiak WareheulsLC. The note has a 30-year
term with a five year fixed rate of 9.72% and aflog rate of Libor + 420 bps thereafter.

In May 2006, the Company completed a Private Imaest in Public Equity (PIPE) transaction placedesively by J.P Morgan Securities
Inc. whereby the Company sold 2,121,048 sharesi@gistered Class A common stock at a price of3antl concurrently issued 636,316
five-year warrants to purchase Class A common sabei exercise price of $11.32 per share.

Subsequent to March 31, 2006, we have settledefotlowing construction and development projects:
. Post Road Il, a 85 unit single family home subdarisn Atlanta, Georgia for $1.3 millio
. East Capitol Street, a 120 unit condominium projes/ashington, D.C. for $9.0 millic
. Settingdown Creek, a 162 unit single family homledsuision in Atlanta, Georgia for $6.0 millic
. Station View, a 47 unit town home development insWagton, D.C. for $4.7 millio
. Holland Road, a 81 unit single family home subdoisin Raleigh, North Carolina for $1.6 millic

In connection with these closings we have incua@ditional senior secured borrowings.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS AND FACTORS THAT MAY AFECT RESULTS

The following discussion of our financial conditiand results of operations should be read in catijom with the accompanying unaudited
consolidated interim financial statements and thtesithereto appearing elsewhere in the this regattour audited consolidated and
combined financial statements and the notes théoethe year ended December 31, 2005, appearingri\nnual Report on Form 10-K for
the year then ended (the “2005 Form 10-K").

This report includes forwarlboking statements that are made pursuant to fleehsabor provisions of the Private Securitiesdation Reforn
Act of 1995. These forward-looking statements candentified by the use of words such as “anti@gdtbelieve,” “estimate,” “may,”
“intend,” “expect,” “will,” “should,” “seeks” or oher similar expressions. Forward-looking statemargsbhased largely on our expectations
and involve inherent risks and uncertainties, mafnyhich are beyond our control. You should notplandue reliance on any forward-
looking statement, which speaks only as of the datde. Some factors which may affect the accurtlyeoforwardlooking statements apg
generally to the real estate industry, while oflaetors apply directly to us. Any number of impattéactors which could cause actual results
to differ materially from those in the forward-ldaly statements include, without limitation: genexebnomic and market conditions,
including interest rate levels; our ability to seesour substantial debt; inherent risks in invesitrin real estate; our ability to compete in the
Washington, D.C. and Raleigh, North Carolina rest2 and home building markets; regulatory acfifiastuations in operating results; our
anticipated growth strategies; shortages and iserkaosts of labor or building materials; the alality and cost of land in desirable areas;
natural disasters; our ability to raise debt angitgccapital and grow our operations on a profigalbasis; and our continuing relationships \
affiliates. Additional information concerning themed other important risk and uncertainties cafobad under the heading “Risk Factors” in
the 2005 Form 10-K. Our actual results could diffeaterially from these projected or suggested byfohward-looking statements.
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Overview

We engage in the business of residential land dpweént, production home building, high-rise conduo development, condominium
conversion and land sales in the greater Washin@dp. and Raleigh, North Carolina, Myrtle Beachu Carolina and Atlanta, Georgia
markets. Our business was founded in 1985 by Qiptigtr Clemente, our Chief Executive Officer, assidential land developer and home
builder focused on land development and semi-customebuilding in the northern Virginia suburbs o&$tington, D.C. In 1992, we
repositioned ourselves as a finished-lot-optiordpation home builder focused on moderately priceaids in areas where we could more
readily purchase finished building lots throughioptcontracts. In 1997, we entered the RaleighftiNGarolina market. In the late 1990s we
began entitling and developing land once againirartide early 2000s we became active in developraedtconstruction of mixed-use and
urban in-fill projects in the greater Washingtor© Brea. In all of our markets we focus on middleketaproducts for first time, early move-
up and first move-down home buyers. In January 26@6completed the acquisition of Parker Chandiemis, Inc. and expanded into the
Atlanta, Georgia area.

The following table summarizes certain informatietated to new orders, settlements, and backlothtothree month period ended
March 31, 2006 and 2005:

2006 2005
Mid Atlantic Mid South Total Mid Atlantic Mid South Total
Region Region Region Region
New orders 111 68 17¢ 24¢ — 24¢
New order revenue $ 40,37 $ 18,45¢ $ 58,83( $ 103,30( $ — $103,30(
Average new order pric $ 364 $ 271 $ 32¢ $ 42C $ — $ 42C
Settlement: 91 21 112 78 — 78
Settlement revent $ 31,67¢ $ 4,672 $ 36,35: $ 28,50( $ — $ 28,50(
Average settlement pric $ 34¢ $ 22z $ 32t $ 36¢ $ — $ 36%
Backlog units 492 47 54C 61% — 61%
Backlog $ 198,18! $ 13,78¢ $211,97: $ 248,30( $ — $248,30(
Average backlog pric 40z 293 393 404 — 404

At March 31, 2006, we either owned or controlledi@mnoption agreements or non-binding letters arinbver 6,500 building lots including
non-consolidating joint ventures in which we are thanager. We currently have communities underldprreent in multiple counties
throughout the markets we serve. The following thkammarizes certain information for our currerd @ptanned communities as of March
2006:

As of March 31, 200!

Estimated Units ¢ Lots under Optiot

Project Status (1 Completion Units Settlec  Backlog(2) Lots Owned Unsoli Agreement Unsol  Average Sales Pric
Virginia
Barrington Part Active 14¢ 3 14% - $286,56°
Beacon Park at Belmont Bay 8¢ Active 60C - - 112 48€ n/e
Commons at Bellemeac Active 31€ 32 5 27¢ - $215,94.
Blooms Mill TH 22’ Active ALILE 10E 7 1 = $415,97¢
Blooms Mill Carriage Active 91 84 5 2 - $454,05!
Carter Lake Active 25¢ - - 25¢ - n/e
Commons on Potomac ¢ Active 192 - 25 167 - $249,34:
Commons on Williams S Active 18C 67 8 10E = $351,75:
Countryside Active 10z 61 5 36 - $287,71¢
The Eclipse on Center Pa Active 465 - 39¢ 66 - $406,79:
Penderbrool Active 424 197 7 22C - $255,15!
River Club at Belmont Bay Active 84 73 1 10 - $460,36!
Woodlands at Round Hi Active 46 19 6 21 - $750,13¢

Total VA Active and Complete 3,01¢ 63€ 471 1,422 48¢ $375,80(

Total VA Active and Complete

Weighted Avg(3] $328,56¢
Aldie Singles Developmer i3 - - 5 n/e
Blakes Crossin Developmer 13C - 13C - n/e
Brandy Statior Developmer 35C - - 35C n/e
Lake Pelhan Developmer 18¢ - 18t n/e
Loudoun Station Condominiun Developmer 484 - 484 n/e

Total VA Developmen 1,16¢ - - 13C 1,03¢

Total Virginia 4,18: 63€ 471 1,552 1,52z
Maryland

Emerald Farn Active 84 67 6 11 - $452,79¢



Total Maryland 84 67 6 11 -

North Carolina

Allyn’s Landing Active 117 18 2 97 - $218,99:
Kelton at Presto Active 56 3C 5 21 - $307,99:
Wakefield Plantatiol Active 77 31 9 37 - $492,55:
Total North Carolina Active 25C 79 16 58 - $339,84¢
Total North Carolina Active
Weighted Average(Z $323,18-
Holland Roac Developmer 81 - - 81 - n/e
Total North Carolina
Developmen 81 - - 81 -
Total North Carolina 331 7¢ 16 23€ =
Georgia
Allen Creek Active 26 7 4 15 - $211,66¢
Arcanum Active 34 3 5 26 - $397,54:
Brentwood Estate Active 32 4 4 9 15 $131,40°
Falling Water Active 22 - 4 18 - $421,30¢
Gates of Lubero Active 32 - 2 30 - $392,00(
Glenn lvey Active 107 - 3 22 82 $241,82:
Highland Statior Active 10E - 22 83 - $285,52!
Maristone Active 40 - - 40 - n/e
Senators Ridg Active 92 7 3 82 - $242,29!
Traditions Active 22 - - 22 - n/e
Total Georgia Active 512 21 47 347 97 $290,44t
Total Georgia Active
Weighted Average(Z $273,74.
Highland Avenue Developmer 30 - - 30 - n/e
James Roa Developmer 54 - - 54 - n/e
Kelly Mill Road Developmer 28 - - - 28 n/e
McGinnis Ferry SF Developmer 48 - - - 48 n/e
McGinnis Ferry TH Developmer 88 - - - 88 n/e
Post Roac Developmer 59 - - 59 - n/e
Post Road | Developmer 54 - - - 54 n/e
Shiloh Roac Developmer 61 - - 61 - n/e
Stowe Roac Developmer 11C - - - 11C n/e
Tribble Lakes Developmer 20C - - 20C - n/e
Wyngate Developmer 31 - - - 31 n/e
Total Georgia Developmel 765 - - 404 35¢
Total Georgia 1,27¢ 21 47 751 45€
South Carolina
Carolina Waterwa' Active 15 - - 15 - n/e
Total South Carolina Activ 15 - - 15 -
Total South Carolina 15 = = 15 =
TOTAL ACTIVE AND
COMPLETED 3,88( 80t 54C 1,95( 58t
TOTAL DEVELOPMENT 2,00¢ - - 61F 1,39:¢
TOTAL 5,88¢ 80t 54C 2,56t 1,97¢
Joint Ventures
North Shore Condominiurr Active 19¢€ - 7 18¢ - $286,36:
North Shore Townhome Active 162 33 7 12: = $239,10°
Total Joint Venture 35¢ 33 14 31z -
GRAND TOTAL 6,241 83¢ 554 2,871 1,97¢

(1) “Active” communities are open for sales opegted to open in the next 90 days. “Developmentimunities are in the development
process and are not expected to open for salég ingxt 90 days. “Completed” communities haveeetll units during the three
months ended March 31, 20(

(2) “Backlo¢” means we have an executed order with a buyer sivelof lot sales, but the settlement has notajatr place

(3) Weighted average is calculated as total egdchhomes at completion for projects with avessdes prices multiplied by Average sales
price divided by total of estimated homes at corigie(i.e.:>. (estimated homes at completivraverage sales price)2. estimated
homes at completion
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Results of Operations
Three months ended March 31, 2006 compared to three months ended March 31, 2005
Orders and Backlog

New orders for the three months ended March 316 2@@reased $47.5 million, or 43.0%, to $58.3 millon 179 homes, as compare!
$103.3 million on 246 homes for the three monthdeenMarch 31, 2005. This decrease in new ordersagtidlsutable to several factors
including our strategic decision to limit inventdor sale at our Eclipse at Center Park and CommbR®tomac Square condominium
projects until buildings are closer to completi;educed inventory available for sale due to the nempletion of our Blooms Mill projects
and generally slower market conditions in our aoggket of the greater Washington, DC metropolit@aaFor the three months ended
March 31, 2006, new orders included 68 units tota$18.5 million from our acquisition of Parker @déer Homes in Atlanta, Georgia.

The average sale price per new order for the tmaeths ended March 31, 2006 decreased by $91,0882®,000 as compared to $420,000.
The decrease is attributable to the shift in produg from what had been predominantly single fgmaihd town homes to a mixture which
this quarter included lower priced condominiums hotdhes in our Mid-South region, which includes At Georgia, which are on average
lower priced as compared to our Mid-Atlantic regiaich includes the Washington, DC and RaleighitiN@arolina areas. Average new
order prices in our Mid-Atlantic region for the g&rmonths ended March 31, 2006 was $364,000 asatethip our Mid-South average new
order price for the three months ended March 30626 $271,000.

Our backlog at March 31, 2006 decreased $36.3anijllbr 14.6%, to $211.9 million on 540 homes aspanad to our backlog at March 31,
2005 of $248.3 million on 615 homes. Our backloilatch 31, 2006 includes 399 units totaling $168iion at our Eclipse at Center Park
and 47 units totaling $13,786 at our recently asglParker Chandler Homes division.

Revenues

The number of homes delivered for the three moatited March 31, 2006 increased by 43.6% to 112 #®Mmomes for the three months
ended March 31, 2005. For the three months endedhV&d, 2006, we delivered 21 homes in our Mid-8aagion as compared to zero for
the three months ended March 31, 2005, as resaolirofecently acquired Parker Chandler Homes diwisi

Average revenue per home delivered decreased bgxdprately $40,000 to $325,000 for the three momthded March 31, 2006 as
compared to $365,000 for the three months endediMait, 2005. The decrease is due to lower sellilmg® at our condominium conversion
projects and lower priced product offerings in Mid-South division as compared to our Mid-Atlandiiwision.

Home building revenues increased by $7.9 milliar2 68%, to $36.4 million for the three months eshdiéarch 31, 2006 as compared to
$28.5 million for the three months ended MarchZ105. The increase in deliveries and revenuesh®three months ended March 31, 2006
is primarily attributable to increased settlemeatteur condominium conversion projects and 21 deies totaling $4.6 million from our
recently acquired Parker Chandler Homes division.

Other Revenue

Other revenue for the three months ended MarcR@16 decreased by $34,000 from the comparablegarip005. Other revenue for the
three months ended March 31, 2005 includes revasseciated with the Company’s Settlement Title i8esvdivision and management fees
received from Comstock Asset Management Inc. (esudsed in Note 13 to the accompanying financiéstents). During the three months
ended March 31, 2005 other revenue also includezhtee from a mortgage marketing alliance. Duringuday 2006 we terminated our
current mortgage marketing alliance in the Mid-Atla region and are in the process of implemenginglternative primary alliance with
another mortgage
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company.

Cost of sales

Cost of sales for the three months ended Marcl2@15 increased $9.6 million, or 54.4%, to $27.2iaml or 74.7% of homebuilding

revenue, as compared to $17.6 million, or 61.8¥ewénue, for the three months ended March 31, 2D85.12.9 percentage point increase in
cost of sales as a percentage of revenue for the thonths ended March 31, 2006 is primarily tisalteof pricing concessions and increased
costs per unit. Due to current market conditions have extended the sales cycle of many of ouept®jAs a result, we are incurring
additional costs which will increase cost of sales percentage of revenue. These additional icm$tsle interest, real estate tax, insurance
and regional and divisional overhead.

Selling, general and administrative

Selling, general and administrative costs for tire¢ months ended March 31, 2006 increased $2liémdr 51.3% to $7.6 million, as
compared to $5.1 million for the three months enldiedich 31, 2005. Selling, general and administeaéixpenses represented 20.9% of total
revenue for the three months ended March 31, 2896pmpared to 17.6% for the three months endedhvidr, 2005. This increase was the
result of additional staffing and related cost$420,000, media and other marketing related cdsk4%0,000, rents paid under our corporate
office leases of $45,000 and the write-off of ciertdue diligence costs of $900,000 related to abaed corporate transactions. In addition,
our acquisition of Parker Chandler Homes increasedselling, general and administrative expense$a56,000.

Operating income

Operating income for the three months ended Matgt2806 decreased $4.3 million to $1.8 millioncampared to $6.1 million for the three
months ended March 31, 2006. Operating marginhiethiree months ended March 31, 2006 was 4.9%grapared to 21.1% for the three
months ended March 31, 2005. The 16.3 percentaigé gecrease in operating margin is attributableteer gross profit margins on the mix
of inventory we delivered in the three months enliedlch 31, 2006 as compared to the three monthsdeltdrch 31, 2005 and the increases
in selling, general and administrative expensedistsissed above.

Other (income) expense, net

Other (income) expense, net increased by $197@®a6ttincome of $233,000 for the three months emdaxth 31, 2006, as compared to
$36,000 for the three months ended March 31, 200&.increase in other (income) expense is primatifybutable to reduced corporate
interest expense as a result of the payoff of a payable to certain founding shareholders reguftiom the Company’s restructuring
concurrent with its initial public offering in Deader of 2004.

Income taxe:
The provision for income taxes for the three momthded March 31, 2006 and 2005 reflects an effettix rate of approximately 37.8%.

Liquidity and Capital Resources

We require capital to post deposits on new dealputchase and develop land, to construct homdantbrelated carrying costs and overhead
and to fund various advertising and marketing paotg to facilitate sales. These expenditures includgneering, entitlement, architecture,
site preparation, roads, water and sewer linesadtniges and earthwork, as well as the constructists of the homes and amenities. Our
sources of capital include, and

19




COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES
MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CO NDITION AND
RESULTS OF OPERATIONS

we anticipate will continue to include, funds dedvfrom various secured and unsecured borrowimgEations which include the sale of
constructed homes and finished lots, and the $aquoty securities. Our currently owned and colfigbinventory of home sites will require
substantial capital to develop and construct.

In production home building, it is common for b@itd such as us to employ revolving credit fac8itiehereby the maximum funding
available under the facility exceeds the maximunstamding balance allowed at any given time. OuwralN borrowing capacity may be
constrained by loan covenants which limit the rafiour total liabilities to our total equity. Thievolving debt will typically provide for
funding of an amount up to a pre-determined peeggnbf the cost of each asset funded. The baldrtbe éunding for that asset is provided
for by us as equity. The efficiency of revolvingatlén production home building allows us to openattn less overall debt capital than would
be required if we built each project with long-teamortizing debt. At March 31, 2006 we had appratety $262.8 million of debt financing
and $18.2 million of unrestricted cash. We belithat internally generated cash, borrowings aveglaislder our credit facilities and access to
public debt and equity markets will provide us wstifficient capital to meet our existing and expédatapital needs.

Credit Facilities

At March 31, 2006, we had approximately $427.9iomllavailable under existing secured revolving dgwment and construction loans for
planned construction and development expenditdr@sajority of our debt is variable rate, based dBQR or the prime rate plus a specified
number of basis points, typically ranging from 28@75 basis points over the LIBOR rate and 50sasints over the prime rate. As a result,
we are exposed to market risk in the area of isteste changes. At March 31, 2006, the one-molBIOR and prime rates of interest were
4.83% and 7.75%, respectively, and the interessriat effect under our existing secured revolviegadlopment and construction credit
facilities ranged from 6.73% to 9.65%. For inforioatregarding risks associated with our level dftdend changes in interest rates, see
Item 3 “Quantitative and Qualitative DisclosurepabMarket Risk.”

We have generally financed our development andtageton activities on a project basis so that,dach project we develop and build, we
have a separate credit facility. Accordingly, wedaumerous credit facilities. The Company is scidie certain financial covenants which
require the Company to: (1) maintain a minimum thlegnet worth, adjusted for certain items, in #mount of $65.0 million and (2) maint:
a debt to tangible net worth below 3.5:1. As of tkaB81, 2006, we were in compliance with the finahcovenants set forth in our loan
agreements.

From time to time, we employ subordinated and umsstcredit facilities to supplement our capitaagrces or a particular project or group
of projects. Our lenders under these credit faeditvill typically charge interest rates that anbstantially higher than those charged by the
lenders under our senior and secured credit fizsliThese credit facilities will vary with respéatterms and costs. As of March 31, 2006,
annual rate of interest on these facilities ranfgeh 7.0% to 20%. At March 31, 2006, we had apprately $30.7 million outstanding under
these subordinate and unsecured facilities. Wadhte continue to use these types of facilitiea@elected basis to supplement our capital
resources.

We are considering replacing our credit facilitigth one or more larger facilities, which may reduwr aggregate debt financing costs. We
would be the borrower and primary obligor undes thrger facility or facilities, and we anticipatee indebtedness would be secured,
nonrecourse and based on an available borrowirg bas

Cash Flow

Net cash used in operating activities was $73.8anifor the three months ended March 31, 2006oaspared to $100.2 million for the thr
months ended March 31, 2005. For the three momtitiedeMarch 31, 2006, the decrease in cash usqueirations was primarily attributable
to the timing of purchases of real estate heldl®relopment and sale. For the three months endech\8d., 2005, the Company used
approximately $93.1 million for its Penderbrook afilas at Countryside projects.

Net cash used in investing activities was $10. Tionilfor the three months ended March 31, 2006%2%]000 fol
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the three months ended March 31, 2005. The inclieas®sh used from investing activities was attilble to the acquisition of Parker
Chandler Homes.

Net cash provided by financing activities was $6@ibion for the three months ended March 31, 2866 $70.0 million for the three mont
ended March 31, 2005. The decrease in cash fraanding activities was attributable to the payofapproximately $12.3 million in
obligations acquired as a result of the Parker @lartHomes acquisition.

Acquisitions & Subsequent Events

In May 2006, we acquired all of the capital sto€lCapitol Homes, Inc. and its affiliates in the &gh, North Carolina area. This acquisition
added approximately 1,300 lots to our inventorjaafl controlled and approximately 20 employees.paid approximately $34 million for
the acquisition inclusive of the retirement at aigsof approximately $2 million of shareholder debtconnection with the acquisition we
entered into employment agreements with two ofseilking principals, Pablo Reiter and Glenn Hartman.

In May 2006, the Company executed a $30 milliongusubordinated note offering with Kodiak WareheulsLC. The note has a 30-year
term with a five year fixed rate of 9.72% and aflog rate of Libor + 420 bps thereafter.

In May 2006, the Company completed a Private Imaest in Public Equity (PIPE) transaction placediesizely by J.P Morgan Securities
Inc. whereby the Company sold 2,121,048 sharesi@gistered Class A common stock at a price of3antl concurrently issued 636,316
five-year warrants to purchase Class A common sabei exercise price of $11.32 per share.

Subsequent to March 31, 2006, we have settledefotlowing construction and development projects:
In connection with these closings we have incua@ditional senior secured borrowings.
. Post Road Il, a 85 unit single family home subdarisn Atlanta, Georgia for $1.3 millio
. East Capitol Street, a 120 unit condominium projes/ashington, D.C. for $9.0 millic
. Settingdown Creek, a 162 unit single family homledsuision in Atlanta, Georgia for $6.0 millic
. Station View, a 47 unit town home development insWagton, D.C. for $4.7 millio

. Holland Road, a 81 unit single family home subdoisin Raleigh, North Carolina for $1.6 millic

Recent Accounting Pronouncements
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FAS 154, Accounting Changes and Error replace ARBIOn No. 20, and FASB Statement No. 3. Opiniorp2&viously required that most
voluntary changes in accounting principle be recogphby including in net income of the period of thange the cumulative effect of
changing to the new accounting principle. This &taint requires retrospective application to premiqus’ financial statements of changes in
accounting principle, unless it is impracticablelaiermine either the period-specific effects @r¢bmulative effect of the change. When it is
impracticable to determine the period-specific @8ef an accounting change on one or more indaligtor periods presented, this
Statement requires that the new accounting priadiplapplied to the balances of assets and liabilits of the beginning of the earliest period
for which retrospective application is practicahtel that a corresponding adjustment be made topibring balance of retained earnings (or
other appropriate components of equity or net aseghe statement of financial position) for thatiod rather than being reported in an
income statement. When it is impracticable to deitee the cumulative effect of applying a changadnounting principle to all prior periods,
this Statement requires that the new accountingiplie be applied as if it were adopted prospebtifrem the earliest date practicable.

Critical Accounting Policies and Estimates

There have been no significant changes to oucatiticcounting policies and estimates during theetimonths ended March 31, 2006
compared with those disclosed in ItemMiganagement’s Discussion and Analysis of Financiahdition and Results of Operatiomgluded in
our annual report on Form 10-K for the year endeddmber 31, 2005.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Market risk represents the risk of loss that magant our financial position, results of operationgash flows, due to adverse changes in
financial and commodity market prices and interatts. We are exposed to market risk in the aréaterfest rate changes. A majority of our
debt is variable rate based on LIBOR and prime, &atd, therefore, affected by changes in marketeast rates. Based on current operations,
as of March 31, 2006, an increase/decrease irestteates of 100 basis points on our variabledabt would have resulted in a corresponc
increase/decrease in interest actually incurredsbgf approximately $[ ] million in a fiscal year significant portion of which would be
capitalized and included in cost of sales as haaneslelivered. As a result, the effect on net ineavould be deferred until the underlying
units settled and the interest was released toat@giods sold. Changes in the prices of commadihiat are a significant component of home
construction costs, particularly lumber and coregratay result in unexpected short-term increasesristruction costs. Because the sales
price of our homes is fixed at the time a buyeeeninto a contract to acquire a home and we giyeantract to sell our homes before
construction begins, any increase in costs in exoethose anticipated at the time of each sale msyit in lower consolidated operating
income for the homes in our backlog. We attemphitigate the market risks of the price fluctuat@frcommodities by entering into fixed
price contracts with our subcontractors and mdtsuppliers for a specified period of time, genlgrabmmensurate with the building cycle.
These contracts afford us the option to purchagenms at fixed prices but do not obligate usrg apecified level of purchasing.

ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We have evaluated, with the participation of oure€Executive Officer, Chief Financial Officer a@hief Accounting Officer, the
effectiveness of our disclosure controls and praoesi(as defined in Rules 13a-15(e) and 15d-15@)edSecurities Exchange Act of 1934
(the “Exchange Act”) as of December 31, 2005. Basethis evaluation, our Chief Executive Officehi€f Financial Officer and Chief
Accounting Officer have each concluded that oucldsure controls and procedures are effective sairenthat we record, process, summa
and report information required to be disclosedibyn our quarterly reports filed under the ExcleAgt within the time periods specified by
the Securities and Exchange Commission’s ruled@mas and were effective as of March 31, 2006 tsuea that information required to be
disclosed by the Company issuer in the reportsitlfiéés or submits under the Securities ExchaAgeis accumulated and communicated to
the Company’s management, including its princip&loaitive and principal financial officers, or pansgerforming similar functions, as
appropriate to allow timely decisions regardinguiegd disclosure.

Limitations on the Effectiveness of Controls

We do not expect that our disclosure controls atefnal controls will prevent all error and alldch A control system, no matter how well
conceived and operated, can provide only reasonable@bsolute, assurance that the objectiveseo€dntrol system are met. Further, the
design of a control system must reflect the faat there are resource constraints, and the bewéfitsntrols must be considered relative to
their costs. Because of the inherent limitationalirtontrol systems, no evaluation of controls pesvide absolute assurance that all control
issues and instances of fraud, if any, with the gamy have been detected. These inherent limitatimhsde the realities that judgments in
decision-making can be faulty and that breakdovamsaccur because of simple error or mistake. Aaldlitily, controls can be circumvented
by the individual acts of some persons, by collngibtwo or more people or by management overridaecontrols.

The design of any system of controls also is bas@drt upon certain assumptions about the likeléhof future events, and there can be no
assurance that any design will succeed in achiatsngjated goals under all potential future candg; over time, a control may become
inadequate because of changes in conditions atdfeee of compliance with the policies or procedumay deteriorate. Because of the
inherent limitations in a cost-effective controbm, misstatements due to error or fraud may cmedmay not be detected.
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PART Il — OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

The Company, as manager of an affiliated yraitercised its option rights to purchase theqmio@cquisition, development and
construction loans made for the benefit of Nortlerf®h The Company subsequently issued a noticefatitieinder the acquisition and
development loan at maturity on September 30, 20@5eafter filed suit for collection of the loaamgainst one of the individual guarantors
under the loan on or about October 21, 2005. Thagamy, as manager of an affiliated entity, setleld a foreclosure sale on March 24,
2006 in which it was the high bidder. However, sf@n of title to the property has been delayed penpidicial resolution of a suit filed on
March 24, 2006 by the non-affiliated 50% owner afrth Shore.

On August 11, 2005, the Company was serveld avinotion to compel arbitration resulting fromadiegation of a loan brokerage fee
being owed for placement of a $147.0 million projean for the Potomac Yard project. The claimhia base amount of $2.0 million plus
interest and costs is based on breach of contnalcequitable remedies of unjust enrichment and mameruit. The claims have been der
by the Company.

Other than the foregoing, we are not curresdlgject to any material legal proceedings. Fronetio time, however, we are named as a
defendant in legal actions arising from our norimadiness activities. Although we cannot accurgteddict the amount of our liability, if an
that could arise with respect to legal actionsemity pending against us, we do not expect thatsaich liability will have a material adverse
effect on our financial position, operating resaltcash flows.

We believe that we have obtained adequateanse coverage or rights to indemnification, or veheppropriate, have established reserves
in connection with these legal proceedings.

In the normal course of its business, the Caomgand/or its subsidiaries are named as defentaogstain legal actions arising from its
normal business activities. Management believesiibiae of these litigation matters in which the @amy or any subsidiary is involved
would have a material adverse effect on the codatd financial condition or operations of the Camp

ITEM 1A. RISK FACTORS

The Company previously disclosed risk factarder “Item 1A. Risk Factors” in its Annual Report Form 10-K for the year ended
December 31, 2005. There have been no materiabesahese risk factors.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.
None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES.

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS .
None.

ITEM5. OTHER INFORMATION.
None.
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ITEM 6. EXHIBITS

Exhibit Numbe
3.1

3.2

4.1

10.1

10.3

10.4

311

31.2

31.3

Exhibit
Amended and Restated Certificate of Incorporatinoofporated by reference to an exhibit to the Regint's Annua
Report on Form 1-K for the year ended December 31, 20

Amended and Restated Bylaws (incorporated by reéeréo an exhibit to the Registrant’s Annual Reparform
10-K for the year ended December 31, 20

Specimen Stock Certificate (incorporated by refeesto an exhibit to the Registrant’s Amendment 6lto the
Registration Statement on Forr-1 filed with the Commission on December 9, 2004.(BR£-118193)

Stock Purchase Agreement with Parkirandler Homes, Inc. and the Selling Stockholddestified therein, dated
of January 19, 2006 (incorporated by referencentexhibit to the Registrant’s Annual Report on FdioaK for the
year ended December 31, 20(

Loan Agreement, dated January 31, 2006, by anddegt\@omstock Carter Lake, L.C. and Bank of Amefita,.
(incorporated by reference to an exhibit to thei®eant's Annual Report on Form 10-K for the yeaded
December 31, 2005

Guaranty Agreement, dated January 31, 2006, biRégistrant in favor of Bank of America, N.A. (inporated by
reference to an exhibit to the Regist’s Annual Report on Form -K for the year ended December 31, 20!

Certification of Chairman and Chief Executive Offiursuant to Rule 13a-14(a) and Rule 15d-14(¢ajnplgated
under the Securities Exchange Act of 1934, as ast

Certification of Chief Financial Officer pursuawnt Rule 13a-14(a) and Rule 15d-14(a), promulgatettuthe
Securities Act of 1934, as amenc

Certification of Chairman and Chief Executive Officand Chief Financial Officer pursuant to 18 U.S.C
Section 1350, as adopted pursuant to Section 9@&dbarban«-Oxley Act of 200z
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SIGNATURES

Pursuant to the requirements of the Secuiitiehange Act of 1934, the registrant has duly edukis report to be signed on its behalf by
the undersigned thereunto duly authorized.

COMSTOCK HOMEBUILDING COMPANIES,
INC.

Date: May 15, 2006 By: /s/ Christopher Clement
Christopher Clement:
Chairman and Chief Executive Offict

By: /s/ Bruce J. Labovit:
Bruce J. Labovitz
Chief Financial Officer
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EXHIBIT 31.1

CERTIFICATION OF CHAIRMAN AND CHIEF EXECUTIVE OFFIC ER

I, Christopher Clemente, certify that:

1.
2.

5.

| have reviewed this quarterly report on Forn-Q of Comstock Homebuilding Companies, Ir

Based on my knowledge, this report does notatio any untrue statement of a material fact ot torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operet, and cash flows of the registrant as of, amndthe period presented in this rep

The registrant’s other certifying officer anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and we ha

a) Designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatmeg to the registrant, is made known to us theat within that entity, particularly
during the period in which this report is beinggaeed;

b) Designed such internal control over finah@gorting, or caused such internal control ovearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions

about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on such
evaluation; and

d) Disclosed in this report any change in #ggistrant’s internal control over financial repogithat occurred during the registrant’
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrant’s other certifying officer anldave disclosed, based on our most recent evaluafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
function):

a) All significant deficiencies and materialakeesses in the design or operation of internairobaver financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

b) Any fraud, whether or not material, thatoflwes management or other employees who have disagn role in the registrant’s
internal control over financial reporting.

Date: May 15, 2006

/sl Christopher Clemen

Christopher Clemente

Chairman and Chief Executive Officer
(Principal executive officer)
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EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

[, Bruce J. Labovitz, certify that:

1.
2.

5.

| have reviewed this quarterly report on Forn-Q of Comstock Homebuilding Companies, |

Based on my knowledge, this report does notatio any untrue statement of a material fact ot torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operet, and cash flows of the registrant as of, amndthe period presented in this rep

The registrant’s other certifying officer anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, is made known to us theat within that entity, particularly
during the period in which this report is beinggaeed;

b) Designed such internal control over finah@gorting, or caused such internal control ovearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions

about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on such
evaluation; and

d) Disclosed in this report any change in #ggstrant’s internal control over financial repogithat occurred during the registrant’
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;

The registrant’s other certifying officer anldave disclosed, based on our most recent evaluafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
function):

a) All significant deficiencies and materialakeesses in the design or operation of internairobaver financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

b) Any fraud, whether or not material, thatoflwes management or other employees who have disagn role in the registrant’s
internal control over financial reporting.

Date: May 15, 2006

/s/ Bruce J. Labovit
Bruce J. Labovitz

Chief Financial Officer
(Principal financial officer)
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report oniadr0-Q of Comstock Homebuilding Companies, Ince (fGompany”) for the quarter ended
March 31, 2006 as filed with the Securities andHaxme Commission on the date hereof (the “Repa#igh of Christopher Clemente,
Chairman and Chief Executive Officer of the Companyg Bruce Labovitz, Chief Financial Officer of tBempany, certify, to our best
knowledge and belief, pursuant to 18 U.S.C. § 185(&dopted pursuant to § 906 of the Sarbanes-@xiegf 2002, that

(1) The Report fully complies with the requiremts of Section 13(a) or 15(d) of the Securitiestaxge Act of 1934 (15 U.S.C. 78m
(&) or 780(d)); an

(2) The information contained in the Reportljapresents, in all material respects, the finahcondition and results of operations of
the Company

Date: May 15, 200¢ /sl Christopher Clemen
Christopher Clemente
Chairman and Chief Executive Officer

Date: May 15, 200¢ /sl Bruce Labovit:
Bruce Labovitz
Chief Financial Officer

A signed original of this written statemenqueed by Section 906, or other document authetiigaacknowledging, or otherwise adopi
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided to
the Company and will be retained by the Companyfanmdshed to the Securities and Exchange Commissiats staff upon request.



