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May 25, 2007

Dear Stockholders:

It is our pleasure to invite you to attend the Cavco Industries, Inc. 2007 Annual Meeting of Stockholders. The
meeting will be held on Tuiesday, June 26, 2007, at 9:00 a.m. (M.5.T.) at Cavco’s offices, 1001 N. Central Avenue,
Suite 800, in Phoenix, Arizona. The attached Notice of Annual Meeting and Proxy Statement provide information
concerning the business t: be conducted at the meeting and the nominees for election as directors.

Your vote is important. V, hether or not you plan to attend the meeting, please vote your shares using the Internet, by
telephone, or by complet 1g, signing, dating, and returning the accompanying proxy in the enclosed envelope. Your
shares will then be repres: nted at the meeting if you are unable to atiend. You may, of course, revoke your proxy
and vote in person at the | aeeting if you desire.

Thank you for youl: suppirt.

Sincerely,

Oy

Joseph H. Stegmayer
Chairman of the Board « | Directors
President and Chief Exerutive Officer




Notice of Annual Meeting of Stockholders
of Cavco Industries, Inc.

Time:

Place:

Items of Business;

Annual Reports:

Who Can Vote:

Date of Mailing:

¢ 00 a.m. (M.S.T.), Tuesday, June 26, 2007

( avco Industries, Inc.’s (“Cavco”) Offices
101 N, Central Avenue, Suite 800
F*hoenix, Arizona 85004

. To elect one director to serve until the annual meeting of stockholde}s in 2010, or
unti] a successor has been elected and qualified;

2. To vote upon the mtification of the appointment of Emst & Young LLP as Cavco’s

independent registered public accounting firm for fiscal year 2008; and

To transact such other business as may properly come before the meeting or any
adjournment thereof.

‘The 2007 Annual Report to Shareholders, which inciudes the Annual Report on
Jorm 10-K, is enclosed.

‘fou can vote if you were a stockholder of record at the close of business on May 4, 2007.
This Notice and Proxy Statement are first being mailed to stockholders on or about
May 25, 2007.

By Order of the Board of Directors

JAMES P. GLEW
Secretary

To cnsure representatinn of your shares at the annual meeting, you must vote and submit the proxy by
telephone, over the Internet or by mail in the manner described in the accompanying proxy. All stockholders
are encouraged to reviei/ the accompanying proxy statement.
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PROXY STATEMENT

Annual Meeting of Stockholders
to be Held June 26, 2007

INTRODUCTION
The accompanying p 'oXy, mailed together with this proxy statement, is solicited by and on behalf of the board
of directors of Cavco Indistries, Inc., a Delaware corporation (“Caveo”), for use at the annual meeting of
stockholders of Cavco to be held on June 26, 2007, and at any adjournment thereof. The mailing address of Cavco’s

executive offices is 1001 N. Central Avenue, Suite 800, Phocnix, Arizona 85004, This proxy statement and
accompanying proxy are seing mailed 1o stockholders on or about May 25, 2007.

Purposes of the Annua!! Meeting
At the annual meeti-g, action will be taken on the following matters:

(1) Election of one Jirector to serve until the annual meeting of stockholders in 2010, or until a successor has
been elected ar«| qualified;

(2) Ratification of 1he appointment of Emst & Young LLP as Cavco’s independent registered public
accounting firn- for fiscal year 2008; and )

(3) Such other busiaess as may properly come before the meeting.

Our board of directrrs does not know of any matters that may be acted upon at the annual meeting other than
the matters set forth in 1lie following pages. :

Recommendation of the Board of Directors

Our board recomi aends a vote FOR the election of the nominee for director named in the accompanying
proxy and a vote FOR, the ratification of the appointment of Ernst & Youag LLP as Cavco's independent
registered public accotinting firm for fiscal year 2008,

ABOUT THE MEETING

Who Can Vote

Record holders of :ommon stock, par value $.01 per share, of Cavco at the close of business on May 4, 2007
may vote a1 the annual neeting. On that date, the issued and outstanding capital stock of Cavco entitled to vote at
the annual meeting consisted of 6,382,980 shares of common stock. Each holder of common stock will be entitled
to one vote per share ot the election of directors and each other matter that is described above or that may be
properly brought befor:: the meeting. There are no cumulative voting rights.

How You Can Vote
Stockholders can ' ote their shares of common stock at the annual meeting by voting and submitting the

accompanying proxy by telephone, over the Internet, or by completing, signing, dating and retumning the proxy in
the enclosed envelope.

-1-




Shares represented by valid proxies received by telephone, over the Internet or by mail will be voted at the
annual meeting in accci dance with the directions given, If no specific choice is indicated, the shares represented by
all valid proxies receiv:d will be voted FOR the election of the nominees for director named in the proxy and FOR
the ratification of the aj pointment of Emnst & Young LLP as Cavco’s independent registered public accounting firm
for fiscal year 2008.

Our board does nc: intend to present, and has no information that others will present, any business at the annual
meeting other than as i: set forth in the attached notice of the meeting. However, if other matiers requiring the vote
of stockholders come b :fore the annual meeting, the persons named in the accompanying proxy intend to vote the
proxies held by them it accordance with their best judgment in such matters.

How to Revoke Your Proxy

You have the une: nditional right to revoke your proxy at any time prior to the voting thereof by submitting a
later-dated proxy, by ¢. tending the annual meeting and voling in person or by written notice to Cavco addressed to
James P. Glew, Secreti ry, Cavco Industries, Inc., 1001 N. Central Avenue, Suite 800, Phoenix, Arizona 85004, No
such revocation will b effective, however, unless received by us at or prior to the annual meeting. Attending the
meeting does not revol e your proxy.

Quorum and Requirid Vote

The presence at t e annual meeting, in person or by proxy, of a majority of the shares of common stock entitled
to vole at the meeting s necessary to constitule a quorum. Abstentions and, broker non-votes will be counted as
present for the purpos:. of establishing a quorum.

The nominee for «lirector receiving a plurality of the votes cast at the meeting in person or by proxy will be
elected. The ratificati in of the appointment of Ernst & Young LLP as Cavco’s independent registered public
accounting firm will I; 2 approved if the proposal receives the affirmative vote of a majority of the shares entitled to
vote on, and vated for or against, the proposal. Abstentions and broker non-votes will have no effect on the election
of directors or the rat. ication of the appointment of Emst & Young LLP.

Expenses of Selicitinz Proxies
We will bear the ::ost of soliciting proxies for the annual meeting. Solicitation may be made by mail, personal

interview, telephone ( r other electronic means by our officers and other employees, who will receive no additional
compensation therefo -, :

2.
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Management

The foilowing table 15 forth information, as of May 14, 2007, with respect to the beneficial ownership of
shares of Cavco common stock by each director, director nominee and executive officer named in the Summary
Compensation Table und:r “Executive Compensation,” individually itemized, and by all directors, director .
nominees and executive o fficers of Cavco as a group. Except as otherwise indicated, all shares are owned directly, i
and the owner has sole v ting and investment power with respect thereto.

COMUION STOCK OWNERSHIP INFORMATION IS DATED MAY 14, 2007

Cavco Common stock (1)

Number of Shares Percent
Nam: of Beneficlal Owner Beneficlally Owned of Class
Steven G. Bunger 26,875 *
Jacqueline Dout 26,875 *
Jack Hanna 13,375 » I
Joseph H. Stegmaye- . 604,897 9.48% |
Michael H. Thomas. 26,875 * ;
Daniel L. Umess — *
All directors, direct r nominees and executive 698,897 10.95%

officers of Cavco aj a group (6 persons)
*  Lessthan 1%.

(1) Shares covered by stock options that are outstanding under the Cavco Industries, Inc. Stock Incentive Plan
and exercisable on :vay 14, 2007 or within 60 days are included as “beneficially owned" pursuant to the rules
and regulations of T1e Securities and Exchange Commission (the “SEC™). Amounts include the following
shares that may be 1cquired upon exercise of such stock options: Mr. Bunger — 26,875 shares; Ms. Dout -
26,875 shares; Mr. Hanna — 13,375 shares; Mr. Stegmayer — 494,705 shares; Mr. Thomas - 26,875 shares; and
all directors, directir nominees and executive officers of Cavco as a group — 588,705 shares.

_




Principal Stockholder

The following tabl.: sets forth information with respect to the persons, other than Mr. Stegmayer, that have
reporied beneficial ow. ership of more than five percent of the qutstanding shares of Cavco common stock according
1o statements on Sched-le 13D or 13G as filed by such persons with the Sccurities and Exchange Commission on or
before May 14, 2007. |nformation regarding Mr. Stegmayer's beneficial ownership of Cavco commeon stock is set
forth under “Managemi.nt” above.

PRINCIPAL STOCKHOLDER INFORMATION IS DATED MAY 14, 2007

Name and Add: £s8 Amount - Percent
Of Beneficial O voer Beneficially Qwned of Class
GAMCO Invest: rs, Inc. 855,502 (1) 13.42

1 Corporaie Cen-er
Rye, NY 10580.1422

Columbia Wang::r Asset Management LP 749,000 (2) 11.78
227 West Monraq : Street Suite 3000
Chicago, IL 601 16-5016

T. Rowe Price A ssociates, Inc, (MD) 483,640 (3) 7.60
100 East Prau St eet
Baltimore, MD 21202-1009

Neuberger Bermain LLC 470,319 (4) . 7.40
605 Third Aveni e 2nd floor
New York, NY 10158-3698

Wachovia Corp:ration 368,770 (5) 5.80
One Wachovia ¢ enter
Charlotte, NC 2| 288-0137

Royce & Associates LLC 329,282 (6) 5.18
1414 Ave of Tht Americas
New York, NY 0019

(1) Information r :garding GAMCO Investor’s, Inc. (“GAMCOQ") is based solely upon a Schedule 13D filed
with the SEC on .+.pril 19, 2007 by Mario J. Gabelli, and other entities that are directly or indirectly controlled
by Mr. Gabelli or for which he acts as chief investmeni officer. GAMCO reported having sole voting power
over 839,502 shar :s and sole dispositive power over 855,502 shares of common stock. Included in the
Schedule 13D are: Gabelli Funds, LLC, GAMCO Asset Management, Inc., MJG Associales, Inc., and Gabelli
Advisers, Inc.

(2) Information i :garding Columbia Wanger Asset Management, L.P. (“Columbia Wanger”) is bascd solely
upon a Schedule 13G filed with the SEC on Januzry 9, 2007. Columbia Wanger reported having sole voting
power over 679,010 shares and sole dispositive power over 749,000 shares of common stock.

(3) Information 1 2garding T. Rowe Price Associates, Inc. {“Price Associates™} is based solely upon a Schedule
13G filed with thr SEC on February 13, 2007, These securities are owned by various individua) and
institutional inve;:ors including T. Rowe Price Small-Cap Value Fund, Inc. (which owns 400,000 shares,
represeénting 6.20' % of the shares outstanding), for which Price Associates serves as investment adviser with
power 1o direct in vestments and/or sole power to vote the securities. Price Associates reported having sole
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voting and sole dispc iitive power over 483,640 shares of common stock. For purposes of the reporting

requirements of the § scurities Exchange Act of 1934, as amended (the “Exchange Act™), Price Associates is

deemed 10 be a benef cial owner of such securities; however, Price Associates expressly disclaims that it is, in ¢
fact, the beneficial ormer of such securities.

(4) Information reg: rding Neuberger Berman LLC (“Neuberger Berman™} is based solely upon a Schedule l
13G filed with the SI'C on February 13, 2007. Neuberger Berman has sole voting power over 381,299 shares '
and sole dispositive [ower over 470,319 shares of common stock. ’

(5) Information reg: rding Wachovia Corporation (" Wachovia™) is based solely upon a Schedule 13G filed with
the SEC on Februar) 5, 2007. Wachovia has sole voting power over 368,770 shares and sole dispositve power
over 368,666 shares of common stock.

(6) Information reg;irding Royce & Associates LLC (“Royce™) is based solely upon a Schedule 13G filed with
the SEC on January 19, 2007. Royce has sole voling power and sole dispositive power over all 329,282 shares
of common stock.

ELECTION OF DIRECTORS AND RELATED MATTERS

Cavco's restated cer tificate of incorporation and amended and restated bylaws provide for the division of the
board of directors into tf ree classes, with the directors in each class to hold office for staggered terms of three years
each. Each class of dirc :tors is 10 consist, as nearly as possible, of one-third of the total number of directors
constituting the entire biard. There is presently one director in the class whose term expires at the 2007 annual
meeting, two directors i1 the class whose terms expire at the 2008 annua)l meeting, and two directors in the class
whose terms expire at ; € 2009 annual meeting. Each director holds office until his or her successor has been
elected and qualified or until the director’s earlier resignation or removal.

Jacqueline Dout, a nember of the board whose term expires at the annual meeting, will stand for re-election at i
the meeting. Ms. Dout 1as been nominated for continued service as a director by our independent directors and the
full board pursuant to ti e procedures described under “Director Nominating Process™ below. Unless contrary
instructions are indicat+d on the proxy, it is intended that the shares represented by the accompanying proxy will be \
voted for the election ¢ ."this nominee or, if the nominee becomes unavailable (which we do not anticipate), for such ;
substitute nominee as tl e board shall designate. A plurality of votes cast at the annual meeting, in person or by
proxy, is required 1o el¢ ct a board nominee. The board recommends that the stockholders vote FOR the election
of Ms. Dout. Ms. Dou. and the continuing directors furnished to Cavco the biographical information appearing
below.

Our board of direc ors has determined that all the members of the board, other than Joseph H. Stegmayer, who
is an employee of Cavi o, are “independent” in accordance with (1} the applicable requirements of the Exchange
Act, and the rules adoj: ted by the SEC thereunder and (2) the applicable NASDAQ Stock Marketplace Rules (the
“NASDAQ Rules™) an{ Rule 4200(a)(15).

Nominee for Directo: Standing for Election

Jacqueline Dout, 52, is chairperson of our Audit Committee, a member of our Compensation Committee and
has been a member of ur board since 2003. Since April 2002, Ms. Dout has sefved as Senior Vice President, Chief
Financial Officer and |3ecretary for Pella Corporation in Pella, lowa, a retait brand company that produces building
products. She is respe: nsible for corporate development, financial functions, general counsel, shareholder relations
and information techrlogy. Prior to joining Pella, Ms. Dout was President of JJB Enterprises, Inc. of Detroit,
Michigan, and previol sly served as Executive Vice President and Chief Financial Officer of Champion Enterprises,
Inc., a publicly trade¢. manufactured home builder and retailer. She is a member of the lowa State Board of
Education and the lov a College Foundation.




Continuing Director;
Term Expiring in 2008

Joseph H. Stegn ayer, 56, serves as our Chairman of the Board, President and Chief Executive Officer. He has
served as President ar d Chief Executive Officer and as a member of the board of directors of Cavco and its
predecessor since Mu ch 2001. Mr. Stegmayer also served as President of Centex Corporation’s manufactured
housing holding company, Centex Manufactured Housing Group, LLC, from September 2000 until Cavco’s spin-off
from Centex Corpori ion in June 2003, Prior to joining Cavco, Mr. Stegmayer served from January 1998 1o
September 2000 as President ~ Retail Operations and Chief Financial Officer of Champion Enterprises, inc., a
publicly traded comy) iny that builds and seils manufactured homes. From 1993 until January 1998, he served as
President, Vice Chaiiman and Chairman of the Executive Committee of Clayton Homes, Inc., a company that
builds, sells, finance; and insures manufactured homes and operales planned housing communities.

Michael H. Tha mas, 57, is a member of our Audit Committee and Compensation Committee and has been a
member of our board since 2003. Mr. Thomas is a principal of Stonehenge Partners, one of the largest private
equity firms in Centril Ohio. Mr. Thomas is responsible for sourcing, structuring, <losing, and monitoring existing
and new investment: Prior 10 joining Stonehenge Partners in August 1999, Mr. Thomas co-founded and was
Executive Vice President and Treasurer of IMAC, Inc., the private investment company of the McConnell family of
Columbus, Chio. Hi; activities included direct investments in the financial services, publishing, health care, real
estate and manufact; ring sectors. He was also responsible for the family’s financial estate and income tax planning.
Previously, Mr. Thoiaas worked for Emst & Young LLP and served as director of the firm's Columbus, Ohio tax
practice.

Term Expiring 11 2009

Steven G. Bun er, 46, is a member of our Audit Committee and has been a member of our board since April
2004. Since 2001, = has served as Chairman of the Board of Mobile Mini, Inc., the nation’s largest publicly owned
provider of portable storage containers and mobile offices. He is also the President and Chief Exccutive Officer of
Mobile Mini, havin; served in those capacities since 1997. Mr. Bunger joined Mobile Mini in 1983. Since that
time, he has held nt: nerous positions with Mobile Mini, including Vice President of Operations and Marketing and
Executive Vice Pre:i.demt and Chief Operating Officer.

Jack Hanna, € ), is chairman of our Compensation Committee and has been a member of our board since 2003.
Since 1993, Mr. Ha:ina has hosted Jack Hanna'’s Animal Adventures, a nationally syndicated educational and
conservation-orientt d television program. Since 1992, Mr. Hanna has served as Director Emeritus of the Coiumbus
Zoo and Aquarium :n Cofumbus, Ohio, Mr. Hanna is a board member of the Dian Fossey Gorilla Fund.

Director Compens ition

Board member:. who are not employees of Cavco or any of its subsidiaries receive compensation in the amount
of $15,000 per year and $1,000 for each board meeting attended. The chairperson of the Audit Commitiee receives
an additional $4,00) per year for serving as such. In addition, each member of a board committee receives a fee of
$1,000 for each cor imittee meeting attended.

Any new non-: mployee director will also receive, upon commencement of service, a grant of an option to
purchase 10,000 sk ires of common stock. In addition, on an annual basis, each non-employee director receives a
grant of an option 1. » purchase 2,500 shares of commeon stock. The options have a seven-year term, a per share
exercise price equz to the fair market value of a share of common stock of Cavco on the date of grant, and become
exercisable at the 11 te of 25% on the date of grant and an additional 25% on each of the first three anniversaries of
the date of grant. .\ll rights 10 exercise the options terminate within four (4) months of the date that the non-
employee director reases to be a director of Cavco for any reason other than death or disability. However, if the
non-employee dire:tor held the position for at least ten (10) years, the options will vest on the date that the non-
employee director ceases to be a director and all rights to exercise the options will terminate three (3) years
thereafter.




All board members ar: reimbursed for reasonable expenses of attending board and committee meetings.
Directors who are employe :s of Cavco or its subsidiaries receive no compensation for board service.
DIRECTOR COMPENSATION TABLE

The following table p ‘ovides information regarding compensation provided to the Non-employee Directors of
Cavco during fiscal 2007,

Name Fee Stock Option Non-Equity Chbange in All Other Total
Earnu | Awards Awards (§5) Incentive Plan Pension Compensation ()
or (3) (2) Compensation Value and [L3]
Paid i [£3] Nonqualified
Casl) Deferred
(SH(I, Compensation
Earnings
() (b) (e} (d) (e) U] & ()]
Steven G Bunger 25,200 — 78,625 - - — 103,625
Jacqueline Dout 3,400 - 46,200 - - - 77200
Jack Hanna 21,000 — 46,200 -— == — 69,200
Michael H.
Thomas 27,1000 — 46,200 - — - 73,200

(1) Amounts in this colui 1n include the annual retainer and meeting fees camed, regardicss of when paid.

(2) Amounts in this coluian include the compensation cost recognized for financial statement reporting purposes
under Statement of Finan ial Accounting Standards No. 123 (revised 2004) Share-based Payment ("FAS 123R")
with respect 1o awards of sptions (i.c. grant date fair value amortized over the requisite service period, but
disregarding any estimatc: of forfeitures related to service-based vesting conditions). The amounts described include
the fiscal year compensation cost for awards made in fiscal year 2007 and in prior fiscal years, using the FAS 123R
modified prospective tran ition method. We describe the assumptions made in this valuation in the Form 10-K for
the year ended March 31, 2007. These awards are further described in the discussion below. As of March 31, 2007,
each director had the follrwing number of options outstanding: Mr. Bunger — 30,000 shares; Ms. Dout — 32,500
shares; Mr. Hanna — 32,50 shares; Mr. Thomas ~ 32,500 shares. Options are granted on the anniversary date of the
Director’s initial election to the Board.

Board and Committee |\ leetings

During Cavco’s fisc: | year ended March 31, 2007, our board held four regularly scheduled meetings and two
special meetings. Each o our incumbent directors attended at least 75% of the meetings of the board and board
commitiees on which the » served in fiscal year 2007,

All board members :: re expected to attend our annual meetings of stockholders, unless an emergency prevents
them from doing so. At «ur 2006 annua! meeting of stockholders, all directors serving at the time were present.

Director Nominating P1 ocess

Selection by Indepe: dent Directors. The board of directors has adopted resolutions, as required by the
NASDAQ Rules, providing for the nomination of directors by the independent directors of the board. Accordingly,
the board of directors ha: not established a nominating committee. The board's director nominating process
involves independent dir :ctors and the entire board and promotes flexibility and independence. Initially, director
nominees are idemified ¢ nd screened by all independent directors. For any nominee to be placed on Cavco’s ballot
for voting by Cavco’s stt ckholders at any meeting of stockholders of Cavco, such nominee must first be approved
by a majority of the inde sendent directors of Cavco (excluding such nominee), and by a majority of the entire Board
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of Directors (first wit.1 the nominee abstaining, and then with the nominee voting). The board may form a : W
nominating commiti¢:: in the fulure at such ime as the board determines that a committee structure is necessary or
| useful in the director tominating process.

Director Qualifit ations, The independent directors evaluate potential director nominees according to the
following criteria:

» decisions ft - nominating candidates are based on the business and corporate governance needs of Caveo. If
the need for a director exists, then candidates are evaluated on the basis of merit, qualifications,
performanc: and competency;

! ¢ the indepenilent directors consider the composition of the entire board when evaluating individual directors,
including th : diversity of experience and background represented by the board; the need for financial,
business, acidemic, public or other expertise on the board and its committees; and the desire for directors

. working cot peratively to represent the best interests of Cavco, its stockholders and employees, and not any

‘ particular cnstituency;

|

I

|

|

|

|

s  amajority «f our board must be comprised of “independent” directors in accordance with applicable
NASDAQ fules;

¢ we seek dinxctors with the highest personal and professional character and integrity who have outstanding
records of i ccomplishment in diverse fields of endeavor, and who have obtained leadership positions in
their choser business or profession;

e candidates ‘nust be willing and able to devote the necessary time to discharge their duties as a director, and
should havt. the desire to represent and evaluate the interests of Cavco as a whole;

¢ candidates must be free of conflicts of interest that would interfere with their ability to discharge their
duties as a irector or that would violate any applicable law dr regulation; and

* candidates nust also meet any other criteria as determined by the independent directors, which may differ
from time {3 time.

. Nominations b:. Stockholders. Qur bylaws also impose some precedural requirements on stockholders who
| wish to:

. l_nakc: nomi aations for the election of directors;

s propose thi.t a director be removed; or

e  propose any other business to be brought before an annual meeting of stockholders.

Under these prrcedural requirements, in order to bring a proposal before an annual meeting of stockholders, a
stockholder must deliver timely notice of a proposal pertaining to a proper subject for presentation at the meeting to

our corporate secrelary along with, among other specified information, the following:

s adescriptinn of the business or nomination 1o be brought before the meeting and the reasons for conducting
such busin zss at the meeting;

e the stockl.nlder’s name and address;

s the numb«; of shares beneficially owned by the stockholder and evidence of such ownership;




e the names of all persons with whom the stockholder is acting in concert and a description of all
arrangements an; understandings with such persons; and

« the number of strires that such persons benceficially own.
To be timely, a stockiolder must deliver notice:

e inconnection wi h an annual meeting of stockholders, not less than 90 nor more than 180 days prior to the
date on which th.: immediately preceding year’s annual meeting of stockholders was held; or

e in connection with a special meeting of stockholders, not less than 40 nor more than 60 days prior to the
date of the specinl meeting.

In order to submit a romination for our board of directors, a stockholder must also submit information with
respect to the nominee thrt we would be required to include in a proxy statement, as well as other specified
information. Ifa stockholder fails to follow the required procedures, the stockholder’s nominee or proposal will be
ineligible for election or »ther action and will not be voted on by our stockholders. :

Audit Committee

Our Audit Committre is composed of three directors, Ms. Dout and Messrs. Bunger, and Thomas, who satisfy
the independence requirtments set forth in (1) Section 10A(m) of the Exchange Act and the rules adopted by the
SEC thereunder and (2) :pplicable NASDAQ Rules. The Audit Committee functions under a charter, which was
adopted by our board of Jirectors on September 22, 2003. The Audit Committee Charter is posted on our website at

WWWw.cavco.com.

The board of directt rs has determined that one or more of the members of the Audit Committee meets the
definition of “Audit Corimittee financial expert” as such term is defined under SEC rules. Jacqueline Dout, the
chairperson of the Audit Committee, is currently the Chief Financial Officer of Pella Corporation, a large, privately
held company that prodi:ces building products. Prior to that position, Ms. Dout was the Executive Vice President
and Chief Financial Of.cer of Champion Enterprises, Inc., a publicly traded company that builds and sells
manufactured homes. # ccordingly, Ms. Dout is the Chairman of the Audit Committee and has been determined by
the board of directors ¢ meet the qualifications of an “Audit Committee financial expert” in accordance with SEC
rules and similar sophisiication requirements under the NASDAQ Rules.

The Audit Commiriee assists the board in its general oversight of (1) the quality and integrity of Cavco's
accounting, auditing ar..| financial reporting practices and processes, (2) the financial information to be provided to
Cavco stockholders, (3 the systems of internal control established by management, the Audit Committee and the
board, (4) compliance vith Cavco's code of ethics, (5) the independence, qualification and performance of Cavco’s
independent auditors a-d (6} Cavco’s intemnal and external audit process.

The following are vertain key responsibilities of the Audit Commitiee:

e the selection, appointment, compensation, evaluation, retention and oversight of the work of any
independent ¢ 1ditors engaged to issue an audit report or related work or performing other audit, review or
attest services for Caveo, including all audit engagement fecs, and approving all non-audit services;

s establishmen: of procedures for (1) the receipt, retention and treatment of complaints received by Cavco
regarding accounting, internal accounting controls or auditing matters and (2) the confidential, anonymous
submission by* Cavco employees of concerns regarding questionable accounting or auditing matters;

1

e discuss the arnual audited financial statements and quarterly financial statements of Cavco and other
significant fi: ancial disclosures (including press releases and financial information and earnings guidance
provided to enalysts and, if applicable, rating agencies) with management and the independent auditors of
Cavco; ’

9-




* discuss policies with respect to risk assessment and risk management;

o prepare the r.port required to be included in Cavco’s annual proxy statement regarding review of financial
statements and auditor independence (the report for fiscal year 2007 is included below); and

* review and rzassess at least annually the adequacy of the Audit Committee charter and recommend
appropriate «. 1anges to the board.

The Audit Comniittee also reviews Cavco’s corporate compliance program. The Audit Committee meets
separately with the int ependent auditors, outside the presence of Cavco’s management or other employees, to
discuss matters of coti zern, to receive recommendations or suggestions for change and te exchange relevant views
and information.

During the last fi: cal year, the Audit Committee met five times. All of the members attended all of the
meetings.

i Compensation Comittee

The Compensati:n Committee of our Board of Directors reviews and approves, or recommends to the Board for
approval, all salary and other remuneration for our executive officers and oversees matters relating to our employee
compensation and benefit programs. The Compensation Committee is comprised of Jack Hanna, its Chairman,
Jacqueline Dout, and ‘vichael Thomas.

No member of t}-: Compensation Committee is an employee of Cavco. The Compensation Committee operates
pursuant to a written ¢ harter that sets forth its functions and responsibilitics. The Compensation Committee Charter
is posted on our websi'te at www.cavco.com,

The Compensati: n Committee is charged with assisting the Board in:
»  assessing whether the various compensation programs of Cavco are designed 10 attract, motivate, and retain

the senior m:.nagement necessary for Cavco to deliver consistently superior results and are performance
based, marktt driven, and stockholder aligned;

; « its oversight of specific incentive compensation plans adopted by Cavco, with the approval of this
Compensatizn Committee, including stock plans and short term and long term incentive compensation
i plans for me.nbers of senior management of Cavco;

* its approval, review end oversight of benefit plans of Cavco, and,

. » its oversight of the performance and compensation of the Chief Executive Officer of Cavco and the other
! members of the senior management of Cavco.

The Compensatit n Committee met twice during the fiscal year and all members attended each meeting.
Report of the Audit Committee
To the Board of Dire( tors of Cavco Industries, Inc.:

We have rev.ewed and discussed with management Cavco Industries, Inc.'s audited financial statements as
of and for the year ended March 31, 2007.

We have discussed with the independent auditors the matters required to be discussed by Statement on
Auditing Standards I's. 61, Communication with Audit Committees, as amended by Statement on Auditing
Standards No. 90, Av {it Commitree Communications, by the Auditing Standards Board of the American Institute of
Auditors.

I
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We have receive. and reviewed the written disclosures and the letter from the independent auditors
required by Independence Standard No. 1. Independence Discussions with Audit Commitiees, as amended, by the
Independence Standards \'oard, and have discussed with the auditors the auditors’ independence. We have also
considered whether the a.ditors’ provision of non-audit services 1o Cavco Industries, Inc. and its affiliates is
compatible with the auditurs’ independence.

Based on the rev ews and discussions referred to above, we recommend to the Board of Directors that the
financial statements refer-ed to above be included in Caveo Industries, Inc.'s Annual Report on Form 10-K for the
year ended March 31, 20.)7.

Audit Commitiee of the |'oard of Directors

Jacqueline Dout, Chalrp.rson
Steven G. Bunger
Michael H. Thomas

Communicating With (ur Board

You can communicite with any member of our board of directors by sending the communication to Cavco
Industries, Inc., 1001 N. Central Avenue, Suite 800, Phoenix, Arizona 85004, to the attention of the director or
directors of your choice. We relay these communications addressed in this manner as appropriate. Communications
addressed to the attenticn of “The Board of Directors™ are forwarded to the chairperson of our Audit Committee for
review and further handing.

COMPENSATION DISCUSSION AND ANALYSIS

Introduction

The purpose of thiz compensation discussion and analysis is to provide information about each material element
of compensation that vie pay or award to, or that is earned by, our named executive officers. For fiscal year 2007,
our named executive officers were Joseph H. Stegmayer, our Chairman, Chief Exccutive Officer, and President; and
Daniel L. Urness, our Chief Financial Officer, Vice-President, and Treasurer.

Overview

Our executive corpensation program for our named executive officers is relatively uncomplicated, consisting
of cash compensation « omprised of base salary and a cash bonus, as well as awards of options to purchase shares of
our common stock or grants of restricted stock. Generally, we do not offer perquisites to our named execulive
officers. We do not have a defined benefit pension plan or any other similar retirement plan; however our named
executive officers are permitted to participate in Cavco’s 401(k) plan and other health and welfare programs that are
available for all other full-time employees.

Compensation Comuliittee

Our Compensatic 1 Committee of our Board of Directors reviews and approves, or recommends to the Board for
approval, all salary aid other remuneration for our executive officers and oversees matiers relating to our employee
compensation and ber efit programs.

Benchmarking
Market pay leve.: are one of many elements used by Cavco to maintain competitive pay opportunities for our
named executive officers. We consider our compensation peer group for benchmarking the CEO and CFO

compensation to incl.de the following publicly traded manufactured housing companies; Cavalier Homes;
Champion Enterprist:s, Inc.; Fleetwood Enterprises, Inc.; Paim Harbor Homes, Inc.; and Skyline Corporation.
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Role of Compensation Consultants

The Compensation Committee charter provides that the Commitiee may, at its discretion, engage such
independent consultant.: as it deems appropriate. The Committee did not hire a consultant in connection with its
responsibilities in this «r prior fiscal years because of the relatively straightforward and simple characteristics of
Cavco’s executive comensation plans.

Role of Management |2 Establishing and Awarding Compensatton

The Compensation Commitiee or the Board, upon recommendation of the Compensation Committee, makes al]
compensation decision: related to our Named Executive Officers. However, our Chief Executive Officer, with the
assistance of the Human Resources Department and General Counsel, regularly provides information and
recommendations to the Compensation Committee on the performance of the Chief Financial Officer, appropriate
levels and components of compensation, including equity grants, as well as such other information as the
Compensation Commii“ee may request.

Objectives of Cavco's :ompensation programs
Cavco's executive compensation program is structured to achieve the following objectives:

= toafttracl, "ctain and motivate highly qualified, energetic and talented executives nccessary for
Cavco to reliver consistently superior results;

»  tocreate #1incentive to increase stockholder retums by establishing a direct and substantial link
between irdividual compensation and certain financial measures that have a direct effect on
stockhold«r values; and

s+ to create substantial long-term compensation opportunities for individual executive officers based
not onty on long-term corporate performance but also on sustained long-term individual
performar e,

Components of Executive Compensation

In structuring the s:ecific components of executive compensation, Cavco is guided by the following principles:

« compensal on programs should be performance based, market driven and stockholder aligned,;

»  annual conpensation should be set within reasonable ranges of the annual compensation for similar
positions with similarly-sized and similar types of companies that engage in one or more of the
principal husinesses in which Cavco engages;

+  bonus payiaents should vary with the individual’s performance and Cavco’s financial performance;
and

+  a significai portion of compensation should be in the form of long-term, equity-linked incentive
compensalion that aligns the interests of executives with those of the stockholders and that creates
rewards foi long-term sustained company performance and the achievement of Cavco’s strategic
objectives.

The Compensation i(Zommittee attempls to structure its compensalion programs to the named executive officers
as performance-based ¢ompensation thal is tax deductible. However, the Compensation Committee may award
compensation that is or v:ould become non-deductible when such awards are in the best interest of Caveo, balancing
tax efficiency with long- .erm strategic objectives.




Base Salary

The Compensation (. ommittee is responsible for recommending the base salary levels for the named executive
officers. In developing salary amounts, the Compensation Committee reviews the salaries for similar positions in
similarly-sized companits that engage in the manufactured housing business. In setting base salary levels, the
Compensation Committe : also considers the executive's experience level and potential for significant contributions

to Cavco’s profitability.

Mr. Stegmayer’s em >loyment agreement specifies an initial base salary and requires Cavee to review the base
salary at such times as C.ivco regularly reviews the compensation being paid to its executives generally (but no less
frequently than once eac.i year). Upon completion of such review, Cavco may in its sole discretion adjust Mr.
Stegmayer’s current bas: salary; however, Cavco may not decreasc Mr. Stegmayer's then current base salary
without his prior writter: consent. Mr. Stegmayer had a base salary of $236,250 in fiscal year 2007. Mr. Umess,
who does not have an eniployment agreement, had a base salary of $140,000 in fiscal year 2007. Mr, Umess’ base
salary was st by the Conpensation Commitiee based upon the recommendation of our Chief Executive Officer.

See the Summary Comy: :nsation Table on page 15.
Incentive Bonus

Incentive compensi tion for Mr. Stegmayer is derived from his employment agreement and is based solely upon
Cavco’s eamings perfomance. Mr. Stegmayer receives a cash bonus in an amount equal to 3% of the first $2.5
million of pretax incorre for the fiscal year and 6% of pretax income for the fiscal year in excess of such amount.
See the Summary Comjensation Table on page 15.

Incentive Comper..ation for Mr. Urmness consists of two components: specific objectives, and eamings growth.
The specific objectives bonus is paid at the sole discretion of Cavco and is based upon the achievement of objective
individual and corpor:te performance criteria set by the Chief Executive Officer and Compensation Committee,
The earnings growth c/sjectives bonus is paid based upon Caveo reaching a specified percentage increase in income
from continuing operations before taxes over prior year results. On May 17, 2007 Mr. Umess was awarded a bonus
in the amount of $80,100 pursuant to the Vice President and Chief Financial Officer Incentive Compensation Plan
for fiscal year 2007. & e the Summary Compensation Table on page 15.

Long-Term Comg:nsation

The existing stock incentive program of Cavco, which is subject to annual review and may be revised or
superseded in the futu e, is designed to provide incentive to the participants under such program, which include the
named executive offizers, to focus on maximizing Cavco's return to stockholders and to plan and prepare properly
for Cavco’s future. Siock options or grants of restricted stock may be granted under the Cavco Industries, Inc. Stock
Incentive Plan and thi: Cavco Industries, Inc. 2005 Stock Incentive Plan. All outstanding stock options have been
granted under the Ca co Industries, Inc. Stock Incentive Plan.

There were no siuck incentive awards made to Mr. Stegmayer during Fiscal Year 2007.

On August 9, 2006 Cavco awarded to Mr. Umness a total of 923 shares of restricted common stock, subject 1o a
five year pro-rata vesting schedule commencing on the first anniversary of the grant date. See the Summary
Compensation Tabte an page 135.

Perguisites and Other Compensation
Cavco does not offer perquisites. Mr. Stegmayer’s employment agreement does provide for a car allowance;

however, Mr. Stegnisyer has never used this allowance. The named executive officers may participate in Cavco's
401(k) plan and othe: - health and welfare programs that are available for all other full-time employees.
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Employment, Severans::, and Change in Control Agreements

In 2003, our board «f directors approved an employment agreement with Mr. Stegmayer. The agreement
provides for: (a) an initi:| term of three years, which is automatically extended for successive one-year periods
unless the board or Mr. ! tegmayer elects ot to renew the term by notice to the other at least 90 days prior to the end
of the three-year term or any renewal term; (b) an annual base salary of no less than $225,000; (c} an annual cash
bonus in an amount equz| o 3% of the first $2.5 million of pretax income for the fiscal year and 6% of pretax
income for the fiscal yezr in excess of such amount; and (d) certain fringe benefits. During fiscal year 2007, Mr.
Stegmayer declined any fringe benefits that are not generally available 10 salaried employees. On March 26, 2007,
upon the recommendati:. n of the Compensation Committee, the board amended the initial term of Mr. Stegmayer’s
employment agreement ‘o end on September 30, 2008, The purpose of the amendment was to place Mr.
Stegmayer’s annual eva.uation process on a schedule that allows the Compensation Commitiee to evaluate Mr.
Stegmayer’s performance after Cavco's annual audit and in comparison 1o the executive compensation information
disclosed in the proxy statemenits of other industry participants, prior to the expiration of the ninety day period for
giving notice of intent 1ot to renew the existing employment agreement.

Mr. Stegmayer’s Eraployment Agreement includes provisions for certain payments to be made upon his
termination or resignaticn. If Cavco terminates Mr. Stegmayer’s employment for cause, or if he voluntarily resigns
prior to the occurrence «f a Change in Control of Caveo at a 1ime when there is no uncured breach by Cavco of the
agreement, then in either case he is entitled to receive only his then current base salary on a pro rata basis to the date
of such termination or resignation. If Mr. Stegmayer dies, or becomes disabled, or if Cavco temtinates his
employment without ca 1se prior to the occurrence of a change in control, or if he resigns because of a breach by
Cavco of this Agreemen t, then in each case Cavco must continue to pay his base salary for each fiscal year under the
remaining term of the ¢:nployment agreement and the average bonus (as defined in the agreement) for such year(s),
plus an additional year of base salary, and average bonus and health insurance for such additional year. If within
two years after the occ.rrence of a change in control of Cavco (a) Cavco terminates Mr. Stegmayer’s employment
hereunder for any reasc n other than for cause, or (b) he voluntarily resigns his employment hereunder for any
reason, then in ¢ach caze Cavco must pay to him a lump sum termination payment equal to two times the sum of his
then current base salary and average bonus.

We do not have a written or ora} employment, severance or change in control agreement with Mr. Umess. Mr.
Umess® Restricted Stock Award Agreement, dated August 9, 2006, provides for full vesting of all restricted shares
in the event of his terniination of service, other than as & result of: (i) a termination for cause; (i1) a voluntary
resignation when there is no uncured breach by the Company of any obligation or duty owed by the Company to
him; {iii} disability; or /iv) death; however, Mr. Urness must have been in continuous service since the grant date.

Tax considerations

Section 162(ni) of the Internal Revenue Code limits the deductibility of executive compensation paid by
publicly held corporations to $1 million for each executive officer named in this Proxy Statement. The $1 million
limitation generally do s not apply to compensation that is considered performance-based. Non-performance-based
compensation paid to 112¢ Company’s executive officers for the 2007 fiscal year did not exceed the $1 million limit
per employee. The Cumpany believes that its compensation pelicy satisfies section 162(m). As a result, the
Company believes the! the compensation paid under this policy is not subject to limits of deductibility. However,
there can be no assure-tce that the Internal Revenue Service would reach the same conclusion. Moreover, the
Company has change :n control agreements with one of its executive officers, its Chief Executive Officer. The
Company will not be tntitled to a deduction with respect to payments that are contingent upon a change in control if
such payments are desmed to constitute “excess parachute payments” pursuant to Section 280G of the Code and do
not qualify as reasonavle compensation pursuant to that Section; such payments will subject the recipients to a 20%
excise tax. However, ‘he agreements provide for a gross up of severance payments equal 1o the amount of any
excise tax incurred by the officers. '
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Compensation Commiti :¢ Report

The Compensation Committee of Cavco has reviewed and discussed the Compensation Discussion and
Analysis required by ftern 402(b) of Regulation S-K with management and, based on such review and discussions,
thc Compensation Committee recommended to the Board that the Compensation Discussion and Analysis be
included in this Proxy St:lement. '

THE COMPENSATION COMMITTEE
Jack Hanna, Chairman

Michael Thomas

Jacqueline Dout

Compensation Commit!:e Interlocks and lnsider Participation

There were no interlt cking relationships between Cavco and other entities that might affect the determination of
the compensation of our rxecutive officers.

SUMMARY COMPENSATION TABLE"

The table below summarizes the total compensation paid or earned by each of the named. executive officers for
the fiscal year ended Mar:ch 31, 2007,

Neme and Year | Salary Bonus | Stock Awards | Option All Total
Principal 5 (S) 5 Awards Other (s)
Position ($)(2) | Compeasation
NE))
{a) (b) () (d) () U] (g) (b}

Joseph H. Stcgmayer,
Chalrman of the Board,
President aad Chiel Executine Officer 2007 236,250 | 979,620 62,500 | 456981 R 238 1,735,639

Daniel L. Urness,
Vice President, Chief Flnancial Officer
and Tressurer . 2007 140,000 80,000 3.855 —ue 5,385 229,240

(1) Amounts in this coluinn represent the compensation costs recognized for financial statement reporting purposes
under FAS 123R for fiscal year 2007 with respect to awards of restricted stock units (i.c., grant date fair value
amortized over the requis’te service period, but disregarding any estimate of forfeitures relating to service-based
vesting conditions). Grarit date fair value is the closing price on date of grant for stock awards. We describe these
restricted stock unit awarrls in column (i) in the Grants of Plan-Based Awards table.

{(2) Amounts in this colt mn include the compensation cost recognized for financial statement reporting purposes
under FAS 123R with re:ipect to awards of options (i.e. grant date fair value amortized over the requisite service
period, but disregarding any estimate of forfeitures related to service-based vesting conditions). The amounts
described include the fiscal year compensation cost for awards made in fiscal year 2007 and in prior fiscal years,
using the FAS 123R modlified prospective transition methed. We describe the assumptions made in this valuation in
the Form 10-K for the yei r ended March 31, 2007,

(3) All other compensatiun includes 401(k) matching contributions and life insurance premiums paid by Cavco.
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GRANTS OF PLAN-BASED AWARDS TABLE

The following tat:e sets forth certain information with respect to the options and stock granted during or for the
fiscal year ended Mar:h 31, 2007 10 each of our named executive officers listed in the Summary Compensation
Table found on page | 5.

Name Grant Estimated Future Payouts Estimated Future Payouts Under All All Exercise
Daste Under Non-Equity Incentive Equity Incentive Plan Awards Other Other or Base
[ Plan Awards Stock Option Price of
i Awards: Awsrds: Option
Threshold | Target | Maximum | Threshold | Target | Maximum | Number | Number Awards
() (3] ® s $) (S} of Shares of (5/Sh)
of Stoek | Securities
or Units Under-
(1) Lying
Options
L)
(L] ) (c) ()] (U] U] (g} (b} (U] 1)) (¥
Joseph H. .
Stegmaver - . e — = - == — — ~ -
Danfel L. .
| Urness 8/09/06 — - — - — — 923 — —

: (1) This column represents restricted stock unit awards made in fiscal year 2007. Each award represents the

| right to receive the s1me number of shares of our common stock, subject to vesting conditions. We made thesc
restricted siock unit i wards under the Cavco Industries, Inc. Stock Incentive Plan effective June 30, 2003, The
award vests pro rata rnd is subject to a five year vesting schedule commencing on the first anniversary of the grant
| date, Aupust 9, 2006.
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OQUTSTANDING EQUITY AWARDOS AT FIDLCAL YEAR-LNU TABLLE

The following table ir.:ludes certain information with respect to the value of all unexercised options and
restricted stock awards pre riously awarded to the executive officers named above at the fiscal year end, March 31,

2007,
Option Awards Stock Awards
Name Number Number Option Option Number Market
of of Exercise | Expirntion or Velue of
Securities Securitles Price Date Shares Shares or
Underlying Underlying (s} Or Units Units of
Unexercised Unexercised Of Stock Stock
Options Options That That
) ()] have Have
Exercisable Unexercisable Noi Not vested
. m vested ¢
)
(a} (b} {©) ) (O N @®
177,580 — 11.55 12/12/10 — -
Joseph H. Stegmayer
51,000 17,000 20.00 6/22/11 - —
32,750 32,750 21.55 5117112 = —
Daniel L. Urness — — — — 923 32,259

(1) Options vest 25% on jzrant date and 25% on the anniversary date of the grant.

{2) The award of restricte| shares was made to Mr. Urness pursuant to the Vice President and Chief Financial
Officer Incentive Compenration Plan for fiscal year 2007. See Compensation Discussion and Analysis -
Components of Executive “ompensation on page 12. The shares werc awarded on August 9, 2006 and vest as
follows: 20% on 08/09/07, 20% on 08/09/08, 20% on 08/09/09, 20% on 08/09/10, and 20% on 08/09/11.

(3) The Market value of the grant of restricted shares to Mr. Urness is based on a share price of $34.95 on
March 31, 2007,

RATIF ICATION OF APPOINTMENT OF INDEPENDENT AUDITORS

Emst & Young LLP 2::ted as Cavco’s independent registered public accounting firm to audit its books and
records for fiscal year 2007, and the Audit Commitiee has appointed Ernst & Young LLP as Cavco’s independent
registered public accountir g firm for fiscal year 2008, subject to ratification by Cavco stockholders.

If the stockholders do 10t ratify the appointment, the Audit Committee will reconsider whether or not to retain
Emst & Young LLP, but still may retain them. Even if the appointment is ratified, the Audit Committee, in its
discretion, may change the: appointment at any time during the year if it determines that such a change would be in
the best interests of Cavco and our stockholders.

Representatives of Err st & Young LLP are expected to be present at the annual meeting, with the opportunity to
make a statement if they dusire to do so, and will be available to respond to appropriate questions from Cavco
stockholders.
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Recommendation of th:: Board

The board of dire: lors unanimously recommends a vote FOR the ratification of the appointment of Erost
& Young LLP as Cavca's independent registered public accounting firm for fiscal year 2008,

Audit Fees

The Audit Commit:»e has adopted policies and procedures pre-approving all audit and permissible non-audit
services performed by E nst & Young LLP. Under these policies, the Audit Committee pre-approves the use of
audit and specific permi isible audit-related and non-audit services up to certain dollar limits. Services that do not
come under this authority must be pre-approved separately by the Audit Committee. In determining whether or not
to pre-approve services, the Audit Committee determines whether the service is a permissible service under the
SEC’s rules, and, if periissible, the potential effect of such services on the independence of Emst & Young LLP.

The apgrepate fees billed for professional services by Emst & Young LLP in the last two fiscal years are as
follows:

Type of Fees Fiscal 2007 Fiscal 2006
Audit Fee; $ 385,880 $ 380311
Audit-Relited Fees 17918 0
Tax Fees 53,924 67,147
All Other {'ees 1,500 0

Total $ 459202 $ 447458

As used in the forepoing table:

“Audit Fees” z:¢ the aggregate fees billed for each of the last two fiscal years for professional services
rendered by the principal accountant for the audit of annual financial statements, internal controls, and
review of finarni sial statements included in Form 10-Q quarterly reports or services that are normally
provided by thi accountant in connection with statutory and regulatory filings or engagements;

o “Audit-Related Fees” are the aggregate fees billed in each of the last two fiscal years for assurance and
related servicer by the principal accountant that are reasonably related to the performance of the audit or
review of the financial statements, including audits of employee benefit plans and accounting consultations,
due diligence r:lated to mergers, internal control reviews, and attest services that are not required by statute

or regulation;

s “Tax Fees” arv the aggregate fees billed in each of the last two fiscal years fees for professional services
rendered by the principal accountant for tax compliance, tax advice and tax planning; and

e “All Other Fee:” includes the aggregate fees billed in each of the last two fiscal years for products and
services proviced by the principal accountant, including fees for auditing previous year's financial
statements anc| fees for permitted corporate finance assistance and permitted advisory services.

GENERAL

Section 16(a) Beneficirl Ownership Reporting Compliance

Section 16(a) of thr Exchange Act requires Cavco directors and executive officers, and persons who
beneficially own more t1an 10% of a registered class of Cavco’s equity securities, to file initial reports of
ownership, reports of c~anges in ownership and annual reports of ownership with the SEC and NASDAQ. Such
persons are required by SEC regulations to furnish Cavco with copies of all Section 16(a) reports that they file with
the SEC.
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Based solely on its v view of the copies of such reports received by it with respect to fiscal year 2007 or written
representations from certzin reporting persons, Cavco believes that its directors, executive officers and persons who
beneficially own more thi n 10% of a registered class of Cavco's equity securities have complied with all filing
requirements of Section 15(a) for fiscal year 2007 applicable to such persons; however, due to an administrative
oversight by Cavco, opticn grants automatically made to Ms. Dout, Mr. Hanna and Mr. Thomas on September 22,
2006, were not reported :in Form 4 until September 29, 2006.

Certain Relationships 21d Related Transactions

We have entered int.> Change of Contro! Agreements with cerain of our executive officers. See above under :
“Compensation Discussion and Analysis - Employment, Severance and Change of Control Arrangements.” I

Code of Conduct

Cavco has adopted . code of conduct that applies to all Cavco employees, including Cavco's Chief Executive
Officer, Chief Financial Dfficer and Controller. Caveo’s code of conduct is designed to deter wrongdoing and to
promote:

o honest and ethival conduct, including the ethical handling of actual or apparent conflicts of interest between
personzl and p:>fessional relationships;

o full, fair, accurite, timely and understandable disclosure in reports and documents that Cavco files with, or
submits to, the 3EC and in other public communications made by Cavco;

e compliance with applicable governmental laws, rules and regulations;

¢ the prompt intzrnal reporting of violations of the code of conduct 10 an appropriate person or persons
identified in th: code of conduct; and

s accountability for adherence to the code of conduct.

Cavco has posted e text of its code of conduct on its Internet website at www.cavco.com. Cavco’s code of
conduct will remain actessible on its Internet website. However, if Cavco ever desires to remove its code of
conduct from its Intern.t website, then, prior to such removal, Cavco will either file its code of conduct as an exhibit
to its Annual Report or Form 10-K filed with the SEC or will undertake in an Annual Report on Form 10-K to
provide a copy of the cade of conduct to any person without charge.

Form 10-K

Stockholders entitled to vote at the annual meeting may obtain a copy of Cavco’s Aonual Report on
Form 10-K for the flsi :a) year ended March 31, 2007, including the financial statements, required to be filed
with the SEC, withou: charge, upon written or oral request to Cavco Indusiries, Inc., Attention: James P.

. Glew, Secretary, 100. N. Central Avenue, Sulte 800, Phoenix, Arizona, 85004, (602) 256-6263.

Stockholder Proposs's

Cavco's 2008 ann ual meeting of stockholders is scheduled to be held on June 26, 2008. In order to be
considered for inclusic n in Caveo’s proxy material for that meeting, stockholder proposals must be received at
Cavco’s principal executive offices, addressed to the attention of the Secretary, not later than January 26, 2008.

For any proposal “hat is not submitted for inclusion in Caveo’s proxy material for the 2008 annual meeting of
stockholders but is in:tead sought to be presented directly at that meeting, Rule 14a-4(c) under the Exchange Act
permits Cavco’s man:gement to exercise discretionary voting authority under proxies it solicits unless Cavco is
notified about the prc-iosal no earlier than December 28, 2007 and no later than April 11, 2008, and the stockholder
submitting the propos il satisfies the other requirements of Rule 14a-4(c). Cavco’s bylaws further provide that, to be
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considered at the 2008 annual meeting, a stockholder propasal relating to the nomination of a person for election as
a director must be subrmitted in writing and received by the Secretary at the principal executive offices of Cavco no
earlier than December ('8, 2007 and no later than March 28, 2008, and must contain the information specified by and
otherwise comply with Cavco’s bylaws. Any stockholder wishing 10 receive a copy of Cavco’s bylaws should direct
a written request to the Secretary at Cavco's principal executive offices.

Cavco Website

In this proxy staternent, we state that certain information and documents are available on the Cavco website,
These references are mzrely intended to suggest where additional information may be obtained by our stockholders,
and the materials and cther information presented on our website are not incorporated in and should not otherwise
be considered part of tl is proxy statement,

By Order of the Board of Directors

JAMES P. GLEW
Secretary
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TO OUR FELL)W SHAREHOLDERS:

Growth 111 sales and eamings is our primary responsibility to shareholders, and for the
first time in four vears as a public company we were not able to achieve that goal. While not
satisfied with these results, we are grateful to our customers, employees and suppliers for
enabling us to ger erate financial performance that significantly outpaced that of the industry. As
many companies struggled, we recorded respectable profits and further strengthened our financial
condition. In adcl tion, we showed progress in product design, product introductions, market
penetration, quali'y, and service standards.

FINANCIAL RESULTS

For the year ending March 31, 2007 sales decreased 11% to $169.1 million and net
income of $11.5 raillion was 23% lower than the prior year. Eamings per fully diluted share
dipped 22% to $1.74. Eamings declined more than sales as manufactunng efficiencies were
adversely affected by lower production volumes and because of losses generated by the startup of
our new Texas op:ration. Although we sold fewer homes than last year, we were successful in
increasing our whlesale price per home by 3% to $44,641. '

A key eleiaent in a company’s ability to face difficult times is its financial condition.
Cavco’s balance s2aeet is strong. At March 31, 2007 there was no debt outstanding, cash and
short-term invesunents increased almost $5.9 million from one year earlier to $63.9 million, and
shareholders’ equity grew to $138.1 million.

CAVCO AND THE INDUSTRY

We got ol f to a good start with first quarter performance up nicely from the prior year.
However, in July ::006 we indicated that sales were stowing and the California market in
particular was wet kening. For the balance of the fiscal year, housing markets were challenging.
Housing starts we:e down, new and existing home sales dropped and industry shipments of
manufactured hor: es stid 30% from the comparable year earlier period. The last three quarters
werc impacted by these deteriorating conditions.

Our peopli: responded quickly to adjust to the lower sales levels. By careful management
of production rate:, supply logistics and overhead costs, our three established factories were able
to maintain profitubility throughout the year,

The startup of our new Seguin, Texas facility did not progress as planned. To augment
lower than anticip:.ted sales activity we have recently broadened the product offering. Hiring and
training new employees to sell and build these new models has extended the timeline to achieve
profitable operating levels. Still we believe it is in the Company’s best interest to develop home
building capabilitics in Texas. Although this market has experienced very weak conditions in
recent years, it has long been and remains today one of the leading states in the country for .
manufactured hou: ing sales. N

Last year, "his letter described plans to build a new manufacturing facility on land we had
acquired in Phoenix, Arizona. The factory was designed to significantly expand home building
capability in a mocemn plant that would enable further growth in the Southwest market in the
future. At that tim : our existing plants were approaching their production capacities. In light of




the sudden chan;ses in housing sales and consequent reduced utilization of our facilities we
decided to postp ane this project until the outlook for manufactured housing improves. We plan
1o retain owners ip of the undeveloped land that we purchased for this purpose.

We wers pleased with the performance of our park home and vacation cabin business for
the year. While competition is always intense in this field, our extensive product line, custom
building capabil ties, and excellent reputation for product support and service favorably
distinguish Cavio products in their respective markets.

BUSINESS OUTLOOK

The mar.ufactured home industry has been operating at historically low levels throughout
the majority of the current decade. Industry shipments dropped to 118,000 homes in 2006 from
the most recent -yeak of 373,000 units in 1998. Several factors have contributed to the down
cycle, the most nersistent of which has been reduced availability of consumer financing in the
manufactured housing sector.

Conversely, the market for homes built on-site enjoyed tremendous growth during this
same period, fu sled by severa! factors, particularly abundant financing resources and aggressive
lending practiccs. Coincident with the substantial cooling of the site-built housing market, there
have been reports suggesting that site-built lenders have begun to tighten their credit
requirements scmewhat, specifically for buyers seeking sub-prime and minimal or no
documentation oans. A return to more historically typical and reasonable underwriting standards
by the lending iadustry could bencfit manufactured housing if it has the effect of shifting
homebuyers to nore affordably priced homes. However, we have not experienced discemable
benefits thus fzr from any changes that may be taking place in the underwriting practices of
lenders to the site-built housing market.

Althoup:h we are not currently operating in the most favorable industry conditions, we are
situated in arez.; with attractive demographics for our products. Arizona is one of the fastest
growing states n terms of population, and, combined with California and Nevada, the region is a
primary destinztion for traditional working families, empty-nesters, retirces and seasonal
residents, all g:-od market scgments for our homes. Our continuous introduction of new and
exciting home .lesigns, coupled with compelling quality and value provide us with the
opportunity to serve our markets well.

CLOSING RIMARKS

Even i1t the most certain times, forecasting is difficult and given the vast uncertainties in
housing and th: general economy, it is not something we will attempt to do herc. We do have
confidence the" we can and will improvise and adjust as necessary to meet the inevitable
challenges we will encounter. Having thanked other important people in the opening of this
letter, we close with sincere appreciation for the support of our loyal shareholders.

O P

Joseph H. Steg mayer
May 23, 2007
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ITEM 1. BUSINESS
General

Cavco Industries, Inc., a Del-iware corporation, is the largest producer of manufactured homes in Arizona, and a leading producer of
park model homes and vacation :abins in the United States, having made wholesale shipments of 3,612 manufactured housing units
during our fiscal year ended Ma-ch 31, 2007. We are also the 10th largest producer of manufactured homes in the United States in terms
of wholesale shipments, based 112005 data published by Manufactured Home Merchandiser, an industry trade publication. Our
business encompasses manufac;ring operations and wholesale and retail marketing. Also, the terms “Cavco,” “us,” “we,” “our,” the
“Company,” and any other simi.ar terms refer to Cavco Industries, Inc and its subsidiaries, unless otherwise indicated in this Form 10-K.

Our factory-built homes arc yroduced under various trade names and in a variety of floor plans and price ranges. We producc homes
constructed to the building staniiards promulgated by the U.S. Department of Housing and Urban Development, or HUD, and by the
[nternational and Universal Bui.ding Codes as well as park mode} homes and vacation cabins. Qur HUD code homes generally range in
size from approximately 500 to 3,300 square feet and typically include two to five bedrooms, 2 living room, dining room, kitchen and
two or more full bathrooms. Most of these are multi-section homes, although we also produce single-section homes. Qur park model
homes are less than 400 square icet in size and are purchased primarily for use as second homes, vacation homes or for retirement living
and are placed in planned communities or recreational home parks. We also produce camping cabins and commercial structures for a
varicty of purposes, including j:ortable offices and showrooms. :

We currently operate three rnanufacturing plants in the Phoenix, Arizona arca and one manufacturing plant in Seguin, Texas. Our
factories range in size from 79,100 to 203,000 square feet. We construct our homes using an assembly-line process in which each
section or floor is assembled in stages. Our assembly-line process is designed to be flexible enough to accommodate significant
customization as requested by our customers.

We sell manufactured homus through both a network of independent retailers and through Company-owned retail outlets. As of
March 31, 2007, our products «vere offered for sale through approximately 345 independent retail outlets in 25 states. A majority of
these independent retail outlets are located in Arizona, California, New Mexico, Nevada and Texas. As of March 31, 2007, we had a
total of 7 Company-owned retuil outlets, located in Arizona, New Mexico and Texas. We closed 1 of our Company-owned retai) outlets
in fiscal 2007 and we expect ti close less than half of our remaining retail outlets during the next 12 months. We plan to close these
retail outlets because they have under-performed in recent years. We do not anticipate that the closure of these retail outlets will
materially affect the operations of our manufacturing segment as these outlets do not sell a significant amount of products manufactured
by us. Sec "Management's Di+cussion and Analysis of Financial Condition and Results of Operations — Industry and Company

Qutlook.”

Despite a protracted downtumn in the manufactured housing industry, we generated income from continuing operations before income
taxes, which primarily encomjsass three manufacturing plants in Arizona, on¢ manufacturing plant in Texas, and our corporate office, of
$17.4 million, $23.5 million 2nd $15.8 million for fiscal 2007, 2006 and 2005, respectively. We believe that our ability to maintain the
profitability of our continuing operations during the current industry downturn is attributable in significant part to efficient production, a
high value product line, focus..d sales efforts and stringent cost control. '

Industry Overview

General, Manufactured brusing provides an alternative in urban, suburban and rural arcas to other forms of new low-cost housing,
such as site-built housing, par clized homes and condominiums, and to existing housing such as pre-owned homes and apartments.
According 10 statistics published by the Institute for Building Technology and Safety (IBTS), and the United States Department of
Commerce, Burcau of the Ce asus, for the year ended December 31, 2006, manufactured housing wholcsale shipments of HUD code
homes accounted for an estiriated 7% of all new single-family housing starts and 10% of all new single-family homes sold.

Industry wholesale shipm :nts of HUD code homes totated approximately 118,000 homes in 2006 versus 147,000 homes in 2005
according to data reported by the Manufactured Housing Institute (*“MHI”).

We believe the segment of the housing market in which manufactured housing is most competitive includes consumers with
houschold incomes under $41,000. This segment has a high representation of young single persons and young married couples, as well
as seniors and retired person:. The comparatively low cost of fully-equipped manufactured housing attracts these consumers. Persons in
rural areas, where fewer hou: ing alternatives exist, and those who presently live in manufactured homes also make up a significant
portion of the demand for ne-v manufactured housing.




o T T T e T T i S S S5 T R

loml wholesale shlpmcms increased .rom I?l 000 homes in 1991 lo a pcak of 373,000 homes in 1998 accordmg to data repoﬂed by
MHI. This growth was driven by the improved availability of consumer financing, including financing for lower-income and higher-risk
borrowers and the introduction of ne' multi-section designs that appealed to a broader range of customers. In response 1o the increased
demand for manufactured homes du: ng this period, manufacturers expanded production capacity and the number of retail locations
increased.

Since mid-1999, the manufacturs: 1 housing industry has experienced a prolonged and significant downturn. This downturn has
resulted in part from the fact that, be;tinning in 1999, consumer lenders in the sector began to tighten undcrwntmg standards and curtail
credit avallabxllty in response to hlg]1=r than anticipated rates of loan defaults and significant losses upon the repossession and resale of
the homes securing defaulted loans. Jther causes of the downtum include a reduced number of consumer lenders in the traditional
chattel (home-only) lending sector, h gher interest rates on home-only loans and generally unfavorable economic conditions. These
factors resulted in declining wholesa! 2 shipments, excess manufacturing and retail locations and surplus inventory.

As a result of the foregoing factors, based on industry data as of the end of 2006, approximately 57% of all industry retail locations
have closed since the end of 1999 and! the number of active industry manufacturing facilities has dropped by 118 plants over the same
period, representing a 37% reductior.. 1n addition, inventories of new manufactured homes in the retail marketplace declined by
approximately 57% from June 1999 t> December 2006. These industry conditions have adversely affected the resulis of operations of
all of the major produccrs of manufactured homes, including our Company.

The principal regional markets wi, have targeted have also experienced a pronounced downturn. The number of manufactured
housing units shipped in Arizona dec: ined approximately 37% from 1999 10 2006. Even more severe declines were experienced in New
Mexico and Texas, where the number of manufactured housing units shipped declined approximately 75% during the same period.
More recently, the California manufii :tured housing market has suffered a significant downlurn, as the nimber of manufactured housing
units shipped has decreased 23% fror1 2005 to 2006. U.S. wholesale shipments and retail sales of manufactured homes could continue
to experience adverse conditions for the remainder of 2007 due to some or all of the factors described above. We expect industry sales
volumes to be adverscly affected unti , among other factors, consumer and wholesale financing is more readily available.

Business Strategy
- . - - ! - - -

Our marketing strategy is to offer a line of manufactured homes that appeal to a wide range of homebuyers. Qur principal focus is
the mainstream market, which involv.:s the sale of high-value homes to entry-level and move-up buyers. ' We also market to special
niches such as sub-division developers, senior living community operations and vacatios homebuyers,

[

Our production strategy is to deve.op and maintain the resources necessary to build to varied and unigue customer specifications in
an efficient factory production envircaiment. This enables us to attract retailers and consumers who want the flexibility to build homes
to meet their specific needs, but still 5 2ek the value created by building a home on a factory production Ime

We cannot compete based on size, as there are other larger manufacturers with greater resources. Therefore, our competitive strategy
is to build homes of superior quality, offer innovative designs and floor plans, demonstrate exceptional value, provide the engineering
and technical resources to enable cus:om home building and to be responsive and cfficient in servicing the customer after the sale. We
strive to make our size a competitive r.dvantage by reacting more quickly to changes in the markeiplace and 10 the specific needs of our
retailers and consumers.

+

Products

Most of our homes are constructe: in accordance with the National Manufactured Home Construction and Safety Standards
romulgated by HUD. Approximately 62% of the homes we produced in fiscal 2007 were HUD code homes. The remaining homes we
roduce are primarily park model hon es, which are constructed to building standards approved by the American National Standards
nstitute, a private, non-profit organiz: tion that administers and coordinates a voluntary standardization and conformity program. We
Iso produce camping cabins and com. nercial structures built to state and local standards for a variety of purposes, including portable
fTices and showrooms.

We produce a broad range of HUL: code homes under various trade names and brand names and in a'variety of floor plans and price
nges. Substantially all of these hom.:s arc ranch-style homes. Qur HUD code homes generally range in size from approximatcly 500
0 3,300 square feet. In fiscal 2007, v : produced and sold 3,612 homes, of which 2,084 were mulll-sccuon Included in single-section
roduction are park model homes, wh:ch are less than 400 square feet in size and are purchased pnmarlly for use as second homes,
acation homes or retirement living ar.d are placed in planned communities or recreational home parks. '
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central heating and hot water sy stems, kitchen appliances, carpeting and window treatments. Feature upgrades include fireplaces, central
air conditioning, tile roofs, high ceilings, skylights, hardwood floors and cabinetry, granite countertops, and encrgy conscrvation items.
We also offer a varicly of structural and decorative customizations to meet the home buyer's specifications.

During fiscal 2007, our average wholesale home price for a HUD code home was approximately $52,000, excluding delivery.
Approximately 80% of the honi2s we produce are sold in transactions covering both the home and the land on which it is placed. Retail
sales prices of our homes, withcut land, generally range from $32,000 to more than $130,000, depending upon size, floor plan, features
and options.

The homes we manufacture are sold under a variety of registered trademarks, including "Cavco," “Cavco Homes,” "Sunbuilt,”
"Villager,” "Sun Villa," "Cedar Court,” "Westcourt,” "Winrock," "Catalina," "Cavco Gold Key Guarantee,” “Saguaro,” "Elite,” "Desert
! Rose," "Sunburst,” "Cavco Cabins," "AAA Homes," "Litchfield Limited,” "Vantage," "SmartBuilt" and *Cavco Home Center.”

. Our manufactured homes a1 : constructed and equipped at our manufacturing facilities. The finished home is then transported by

| independent trucking companic s either to a retail sales center, planned community, housing development or the customer's site. The
transportation cost is borne by (he retailer. Retailers or other independent installers are responsible for placing the home on site and, in

|  most instances, arranging for ¢ nnections to utilities and providing installation and finish-out services. Although our manufactured
homes are designed to be transy ortable, only a small percentage are ever moved from their original site after installation.

Manufacturing Operations

Our homes are constructed ‘n plant facilities using an assembly-line process employing from 95 to 365 employecs at each facility.
Most of our homes are construzted in one or more sections {also known as floors) on a permanently affixed steel support chassis, Each
section or floor is assembled it stages beginning with the construction of the chassis, followed by the addition of other constructed and
purchased components, and en?ing with a final quality control inspection. The efficiency of the assembly-line process and the benefits
of constructing homes in a coniolled factory environment enable s to produce quality homes in less time and at a lower cost per square
foot than building homes on int ividual sites.

We currenily operate three inanufacturing facilitics in the Phoenix, Arizona area and one manufacturing plant in Seguin, Texas. Our
manufacturing facilities range {rom approximately 79,000 to 203,000 square fect of floor space. The production schedules for our
manufacturing facilitics are ba;=d on wholesale and retail orders reccived from buyers, which fluctuate from week to week. In general,
however, our facilities operate on a one shift per day, five days per week basis, and we cumrently manufacture a typical home in
approximately six days. As of March 31, 2007, our current rate of production was approximately 19 sections per day.

Manufactured housing is a regional business and the primary geographic market for a typical manufacturing facility is within a 350-
mile radius. Each of our Arizana HUD Code manufacturing facilities serves between 120 to 140 retailers and our park model and
vacation cabin facilities serve zpproximately 70 retail distributors along with a large number of one time purchasers. Because we
produce homes to fill existing 1 /holesale and retail orders, our manufacturing plants generally do not carry finished goods inventories,
except for homes awaiting delivery.

The following table sets forth the total number of homes wholesaled from our factories and the number of manufacturing facilities
which produced those homes fir the fiscal years indicated:

Year Ended March 31,
2007 2006 2005
Homes sold: .
Single-section 1,528 1,448 1,251
Multi-section © 2,084 2,803 2,741
Total homes sold 3612 4,251 ) 3,992
Operating manufacturing, facilities at end of period ' 4 3 3

| The principal materials use: 1 in the production of our manufactured homes include wood, wood products, aluminum, steel, pypsum
wallboard, tires, fiberglass ins.lation, carpet, vinyl, fasteners, appliances, electrical items, windows and doors. We buy the majority of
these materials from third-part: - manufacturers and distributors located in Californis, Texas and Arizona. The inability to obtain any
materials used in the productia 1 of our homes, whether resulting from material shortages, destruction of supplier facilities or other
events affecting production of component parts, may affect our ability to meet or maintain production requirements.




ur DRCKIOg 01 Oorders as o1 Marc! a1, sUU7 was approximalely »2.4 milion, Retallers may cancel orders pnor 1o production
without penalty. After production of 1 particular home has commenced, the order becomes noncancelable and the retailer is obligated to
take delivery of the home. Accordingly, untii production of a particular home has commenced, we do not consider our order backlog to
be firm orders. Because of the seasonality of the housing market, the level of our order backlog generally declines during the winter
months,

!
Sales and Distribution '

The following table sets forth the sumber of homes sold by us through independent and Company-owned distribution channels
during the last three fiscal years, as w11 as the number of independent retail outlets and Company—owned retail centers at the end of the
applicable period. The distribution ci-annels are outlined as follows:

Year Ended March 31,

| 2007 2006 2005
; Home sold through: :
| Independent retail outlets 3,467 4,082 3,809
| Company-owned retail cente:s 145 169 183
| Total homes sold ‘ 3,612 4,251 3,992
Number of independent retail o.tlets at the end of the period . 345 3 338
Number of company-owned retail centers at the end l
of the peried ’ 7 8 1

Independent Retailers. As of Maich 31, 2007, we had a network of 345 independent retail outlets, of which there were 138 in
Arizona, 99 in California, 34 in New [ 4exico, 11 in Nevada, 11 in Texas, 10 in Washington, 9 in Utah, 7 in Colorado, 5 in Idaho, 2 in
Alaske, Maryland, Oregon, Wisconsii: and Wyoming and | in each of Florida, lllinois, Indiana, Louisiana, Michigan, Minnesota,
Montana, North Dakota, Nebraska, Ol lahoma and Tennessee. As is common in the industry, our independent retailers typically sell
manufactured homes produced by oth r manufacturers in addition to those we produce. Some independent retailers operate multiple
sales outlets. Factory Direct Housing, Inc. (“FDH") represents a group of independent retailers that affiliate to obtain improved access to
inventory financing. Most FDH retai..:rs existed as entirely independent retailers prior 1o their affiliation with FDH. FDH accounted for
approximately 11.0%, 12.1% and 12.7% of net sales in fiscal 2007, 2006, and 2005, respectively. No other independent retailer
accounted for 10% or more of our mar ufacturing sales during the three-year period. .

We continually seek to increase o:r wholesale shipments by growing sales at our existing independent retailers and by finding new
independent retailers to sell our home:. We provide comprehensive sales training to retail sales associates and bring them to our
manufacturing facilities for product treining and to view new product designs as they are developed. These training seminars facititate
the sale of our homes by increasing the: skill and knowledge of the retail sales consultants. In addition, we display our products in trade
shows and support our retailers throug; 1 the distribution of floor plan literature, brochures, decor boards and point of sale promational
material. .

Independent retailers frequently fizance a portion of their home purchases through wholesale floor plan financing arrangements. In
most ceses, we receive a deposit or a ¢ ymmitment from the retailer's lender for cach home ordered. We then manufacture the home and
ship it at the retailer's expense. Paymet is due from the lender upon the acceptance by the retailer of the product. For a description of
wholesale floor plan financing arrange ments used by independent retailers and our obligations in connection with these arrangements,
see "Financing — Wholesale Financin 3" below.

Company-Owned Retail Sales Centers. As of March 31, 2007, we had a to1al of 7 Company-owned retail centers, located in
Arizona, New Mexico and Texas, of v, hich 5 primarily sold our homes and the remainder sold homes manufactured by other companies.
Over the next |2 months, we plan 1o close certain Company-owned retail centers as these retail outlets have underperformed in recent
years. Each of our Company-owned ri1ail sales centers has a sales office, which is generally a factory-bulll structure, and a variety of
model homes of various sizes, floor plins, features and prices. Customers may purchase a home from an inventory of homes maintained
at the location, including & model homu, or may order a home that will be built at a manufacturing facllny Qur Company-owned sales
centers are generally located on a mair road or highway for high visibility, Model homes may be displayed in a residential sening with
sidewalks and landscaping. Each salet center usually employs a manager and three or four salesperson.sf. As of March 31, 2007,
Company-owned sales centers had an 1 verage inventory of 13 new homes per location. This number of homes in inventory includes
homes delivered to a consumer home ;i te but not yet recorded as a sale. We internally finance our inventories and currently have no
outstanding debt. Our Company-own 1 retail centers employ salespersons who are compensated through a combination of salary and
commission. Retail centers do not have administrative staff, as we perform most administrative functions at our corporate headquarters.
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months. Nonstructura! components of a cosmetic nature are warranted for 120 days, except in specific cases where state laws require
longer warranty terms. Our war ‘anty does not extend to installation and setup of the home, which is generally arranged by the retailer.
Appliances, carpeting, roofing 11 1d certain other components are warranted by their original manufacturer for various lengths of time.

Financing

Wholesale Financing. In ac::ordance with manufactured housing industry practice, approximately 40% of our wholesale sales are to
independent retaiters who finance a portion of their home purchases through wholesale floor plan financing arrangements. Under a
typical floor plan financing arru igement, an independent financial institution specializing in this line of business provides the retailer
with a loan for the purchase price of the home and maintains a security interest in the home as collateral. The financial institution
customarily requires us, as the :nanufacturcr of the home, to enter into a separate repurchase agreement with the financial institution
under which we are obligated, .pon default by the retailer and under certain other circumstances, to repurchase the financed home at
declining prices over the term o the repurchase ageeement (which in most cases is 18 to 24 months). The price at which we may be
obligated to repurchase a home inder these agreements is based upon our original invoice price plus certain administrative and shipping
expenses. Our obligation under these repurchase agreements ccases upon the purchase of the home by the retail customer, The
maximum amount of our contin zent obligations under such repurchase agreements was approximately $28.5 million as of March 31,
2007, without reduction for the resale value of the homes.

Consumer Financing. Conentional lenders provide two basic types of consumer financing in the manufactured housing industry:
« chattel (or home-only) louns for purchasers of a home with no real cstate involved; and
« real estate loans for purch:.scrs of the home and the land on which the home is placed.

Loose credit standards for “ome-only loans in the mid-1990s contributed to the recent high number of industry repossessions.
During the past five years, a number of home-only lenders have exited the market. The remaining lenders have tightened their credit
standards and increased their interest rates, which has reduced the volume of new loans.

Beginning in the late 1990, the number of manufactured housing purchases financed with real estate loans has increased
significantly. There are two types of mortgage loans: conforming and non-conforming. Conforming loans conform to requirements
imposed by FHA, VA, Freddic Mac and Fannie Mac. Generally, conforming loans require foundations installed in accordance with
specified Federal requirements and the borrower must meet certain criteria. Non-conforming loans are financed by a major bank or
lending institution which may niot require a specific foundation type and may have more flexible criteria.

In January 2002, Texas Hoase Bill 1869 was enacted, amending the Texas Manufactured Housing Standards Act to establish

‘ financing and acquisition proc..dures for retailers and consumers of manufactured homes and to provide for notification to consumers of

their responsibilities before pu-chasing a manufactured home. The bill required, among other things, that all manufactured homes that
are acquired with third-party financing in Texas, other than those placed in manufactured home rental communitics or on a lot that is not
titled in the name of the consu ner under a deed or contract for sale, be financed with conventionai financing covering both the land and
home. While this legislation was subsequently repealed in Scptember 2003, chattel financing in Texas was significantly curtailed and
has not recovered. .

Competition

The manufactured housing industry is highly competitive at both the manufacturing and retail levels, with competition based upon
several factors, including pricr, product features, reputation for service and quality, depth of field inventory, prometion, merchandising
and the terms of retail customyr financing. We compete with other producers of manufactured homes, as well as companies offering for
sale homes repossessed from 1vholesalers or consumers. 1n addition, manufactured homes compete with new and ¢xisting site-buill
homes, as well as apartments, lownhouses and condominiums.

1n addition to us, there are a number of other manufacturers competing for a significant share of the manufactured housing market in
the Arizona, California and N :w Mexico areas, including Palm Harbor Homes, Inc., Fleetwood Enterprises, Inc., Clayton Homes, Inc.,
Champion Enterprises, Inc., & cyline Corporation and Chariot Eagle Homes. Based on retail sales in calendar year 2006, we believe that
our business accounted for an approximate 28% share of the Arizona market area, an approximate 8% share of the California market
area, an approximate 4% shar: of the New Mexico market arca and smaller shares of market areas in the other stales in which we do
business. We do not view an'’ of our competitors as being dominant in the industry as a whole or the principal markets in which we
compete, although a number ¢ f our competitors possess substantially greater financial, manufacturing, distribution and marketing
resources.
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Our manufactured homes are subj :ct to a number of federal, state and local laws, codes and regulations. Construction of
manufactured housing is governed by the National Manufactured Housing Construction and Safety Standards Act of 1974, as amended,
or the Home Construction Act. In 197 6, HUD issued regulations under the Home Construction Act establishing comprehensive national
construction standards. The HUD reg-ilations, known collectively as the Federal Manufactured Home Construction and Safety
Standards, cover all aspects of manufi ctured home construction, including structural integrity, fire safety, wind loads, thermal protection
and ventilation. Such regulations prec npt conflicting state and local regulations on such matters, and are subject to periodic change. Our
three manufacturing facilities in the Fioenix, Arizona area and the plans and specifications of the HUD code manufactured homes they
produce have been approved by a HU' D-certified inspection agency and our Texas facility is currently involved in the HUD certification
process. Further, an independent HUI -certified third-party inspector regularly reviews our manufactured homes for compliance with the
HUD regulations during censtruction. Failure to comply with applicable HUD regulations could expose us to & wide variety of
sanctions, including mandated closiny,s of our manufacturing facilities. We believe our manufactured homes are in substantial
compliance with all present HUD requiremers. Our park model homes are not subject to HUD regulations, but we believe that our park
mode] homes meet all present standarils of the American National Standards Institute. |

Manufactured and site-built home: are all typically built with wood products that contain formaldehyde resins. HUD regulates the
allowable concentrations of formaldet vde in certain products used in manufactured homes and requires manufacturers to warmn
purchasers as 10 formaldehyde-associ: ted risks. The Environmental Protection Agency, or EPA, and other governmental agencies have
in the past evaluated the effects of for naldehyde. We use-materials in our manufactured homes that meet HUD standards for
formaldehyde emissions and believe e comply with HUD and other applicable government regulations'in this regard.

The transportation of manufacture.) homes on highways is subject to regulation by various fedéral, state and local authorities, Such
regulations may prescribe size and ro:d use limitations and impose lower than normal speed limits and various other requirements.

We have leased space for-our mar.nfacturing facility in Goodyear, Arizona since 1993. The leased premises is part of what is referred
to as the Phoenix-Goodyear Airport (South) Superfund Site (PGAS), which was designated as a National Priorities List, or NPL, site
under the authority of the Comprehen:ive Environmental Response, Compensation, and Liability Act in 1983. The reason for the site's
NPL designation was because of exter sive soil and groundwater contamination (trichloroethylene or TCE, chromium and cadmium) that

resulted from historic manufacturing :zctivities of the Goodyear Tire and Rubber Company and the Department of Defense.
. )

Pursuant to a consent decree exec. ted with the United States Environmental Protection Agency (EPA) the Goodyear Tire and
Rubber Company, is responsible for taking certain remedial actions at the PGAS site. In September 2005, the EPA completed its five-
year review of the PGAS site and reparted that the contaminant concentrations in groundwater at the site have been reduced, and treated
groundwater from the treatment syste1s has met cleanup goals throughout that period of operation. Nonetheless, groundwater still

contains contaminant levels above spe: :ified cleanup goals as the remediation progresses. The EPA's ﬁvc -year review identified several
issues regarding the ongoing effectiveness of the remedy and several new issues regarding possible presence of trace metals, vapor
intrusion, institutional controls, ecoloyical risks, and migration, all of which the EPA is addressing. ,
I

Qur lease specifically refers to the consent decree with the EPA and provides that as between our Landlord (now JRC Goodyear,
LLC) and us, the Landlord will be resj onsible for any liabilities resulting from the existing contamination at the site and that the
Landlord will indemnify, defend, and hiold us, our directors, our officers, our employees, our agents, and'our successors, harmless for
such liabilities.

During the fourteen years that we |-ave conducted manufacturing operations at the Goodyear, Arizona facility, we have never
received any inquiry or notice from thi: EPA or the Arizona Department of Environmental Quality suggesting that we may be liable for
any costs associated with the remediation of the PGAS site. We do not have any underground storage tanks at our Goodyear, Arizona
facility.

Our manufactured homes are subje 5t to local zoning and housing regulations. in certain cities and c0}mties in areas where our homes
are sold, local governmental erdinances and regulations have been enacted which restrict the placement of manufactured homes on
privately-owned land or which requirc the placement of manufactured homes in manufactured home communities. Such ordinances and
regulations may adversely affect our ability to sell homes for installation in communities where they are in effect. A number of states
have adopted procedures governing thi: installation of manufactured homes. Utility connections are subject to state and local regulations
which must be complied with by the retailer or other person installing the home.

Centain warranties we issue may bt. subject to the Magnuson-Moss Warranty Federal Trade Commnssmn Improvement Act, which
regulates the descriptions of warrantie: on consumer products. In the case of warranties subject to the Magnuson -Moss Warranty Act,
the Company is subject to a number of additional regulatory requirements. For example, warranties that are subject 1o the act must be
included in a single easy-to-read docurient that is generally made available prior to purchase. The act alo prohibits certain atiempts to
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| of an action in federal court in ‘vhich consumers may be able to recover attomeys' fees. The description and substance of our warranties
! are also subject to a variety of :tate laws and regulations. A number of states, including Arizona and New Mexico, require manufactured
home producers to post bonds 1y ensure the satisfaction of consumer warranty claims.

Govemnmental authorities have the power to enforce compliance with their regulations, and violations may result in the payment of :
fines, the entry of injunctions ¢ * both. Although we believe that our operatiens are in substantial compliance with the requirements of all
applicable laws and regulations, these requirements have generally become more strict in recent years. Accordingly, we are unable to
predict the ultimate cost of coripliance with all applicable laws and enforcement policies.

Employees

As of March 31, 2007, we lsad approximately 1,075 employees. We believe that our relationship with our employees is good.

Available Information

i We make availabie free of « harge on or through our internet site, www.cavco.com, the following filings as soon as reasonably

[ practicable after they are electr inically filed with, or furnished to, the SEC: the Annual Report on Form 10-K, the Quarterly Reports on
Form 10-Q, the Current Report; on Form 8-K and amendments to those Reports filed or fumished pursuant to Section 13(a) or 15(d) of
the Securities Exchange Act of 1934,

ITEM 1A. RISK FACTORS

Our business involves a mu.rber of risks and uncertainties. You should carefully consider the following risks, together with the
information provided elsewhen: in this Annual Report. The risks described below are not the only ones facing us. Additional risks that
are currently unknown to us or that we currently consider to be immaterial may also impair our business or adversely affect our

financial condition or results of operations.

! We have incurred net losses itz prior periods and there can be no assurance that we will generate income in the future

Although we generated incrme from continuing operations during the past six fiscal years, we have incurred net losses in prior years,
Net losses in these years were rtiributable in substantial part to the downturn affecting the manufactured housing industry, which is
discussed in detail below. The likelihood that we will generate net income in the future must be considered in light of the difficulties
facing the manufactured housirg industry as a whole, as well as the competitive environment in which we operate and the other risks
and uncertainties discussed in [1is Annual Report. There can be no assurance that we will generate net income in the future,

! We operate in an industry that is currently experiencing a prolonged and significant downturn

Since mid-1999, the manuf:ictured housing industry has experienced a prolonged and significant downtum. This downturn has
resulted in part from the fact th i, beginning in 1999, consumer lenders in the sector began to tighten underwriting standards and curtail
credit availability in response 10 higher than anticipated rates of loan defaults and significant losses upon the repossession and resale of
homes securing defaulted loan::. Other causes of the downtum include a reduced number of consumer lenders in the traditional chatte)
(home-only) lending sector, hif her interest rates on home-only loans and generally unfavorable economic conditions. These factors
resulted in declining wholesal: shipments, excess manufacturing and retail locations and surplus inventory.

| As a result of the foregoing factors, based on industry data as of the end of 2006, approximately 57% of all industry retail Jocations
have closed since the end of 1599 and the number of active industry manufacturing facilities has dropped by 118 plants over the same
period, representing a 37% recuction.

|

I

The availability of consum: r financing for the purchase of manufactured homes continues to be constrained, as discussed below,
Although it is difficult to predi.:1 future industry conditions, the current market environment tends to indicate that a sustained recovery in
the manufactured housing indutry is unlikely te occur in the near term.

If current industry conditions get materially worse, we may incur operating and net losses, and may be required to take steps in an
attempt to mitigate the effect ¢ “unfavorable industry conditions, such as the closure of facilities or consolidation of existing operations.
These steps could impair our avility to conduct our business in a manner consistent with past practice and could make it more difficult
for us to expand our operations if and when industry conditions improve. Furthermore, some of these steps could lead to fixed asset
impairment charges and goodv ill impairment charges,

I




As a participant in the homebuild ng industry, we are subject to market forces beyond our control. These include employment and
employment growth, interest rates, 1n1d availability and development costs, apartment vacancy levels, and the health of the general
economy. Unfavorable changes in ary of the above factors or other issues could have an adverse affect on our sales and eamnings. In
addition, our sales are largely concerr'rated in Arizona and Califonia, which have experienced significant declines in industry shipments
in 2006 and carly 2007, :

A write-off of all or part of our gooil vill could adversely affect our operating results and net worth

A substantial portion of our total :ssets at March 31, 2007 consisted of goodwill, all of which is attributable to our manufacturing
operations. In particular, goodwill a:zounted for approximately 39% of our total assets at March 31, 2007. Effective in fiscal 2002, we
adopted Statement of Financial Acec.nting Standards (“SFAS™) No. 142, Goodwill and Other Intangible Assets. As a result, we no
longer amortize goodwill. Instead, v : review goodwill at least annually to determine whether it has become impaired. If goodwill has
become impaired, we charge the imp: irment as an expense in the period in which the impairment occurred. See "Management's
Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting Policies” and Note 1 to our
Consolidated Financial Statements. {)ur goodwill coutd be impaired if developments affecting our manufacturing operations or the
markets in which we produce manufi :tured homes lead us to conclude that the cash flows we expect to derive from our manufacturing
operations will be substantially reduc:d. A write off of all or part of our goodwill could adversely affect our results of operations and
financial condition,

The cyclical and seasonal nature of the manufactured housing industry causes our revenues and operating results 1o fluctuate, and
we expect this cyclicality and seasorlily to continue in the future

The manufactured housing industry is highly cyclical and seasonal and is influenced by many national and regional economic and
demographic factors, including:

« the availability of consumer fina iwcing for homebuyers;

« the availability of wholesale fin:ncing for retailers;

« seasonality of demand;

« consumer confidence;

* interest rates;

« demographic and employment t! :nds;

* income levels;

* housing demand;

» general economic conditions, including inflation and recessions; and

+ the availability of suitable home: ites.
As a result of the foregoing economic demographic and other factors, our revenues and operating results {luctuate, and we expect them
to continue to fluctuate in the future. Moreover, we may experience operating losses during cyclical downturns in the manufactured

housing market.

Qur liquidity and ability to raise capi tal may be limited

We may neced to obtain additional debt or equity financing in the future. The type, timing and terms of the financing selected by us
will depend on, among other things, o 1r cash needs, the availability of other financing sources and prevailing conditions in the financial
markets. There can be no assurance that any of these sources will be available to us at any time or that they will be available on
satisfactory terms,
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financing market

Consumers who buy our mam: actured homes have historically secured retail financing from third-party lenders. The availability,
terms and costs of retail financing depend on the lending practices of financial institutions, governmental policies and economic and
other conditions, all of which are l:eyond our control. A consumer seeking to finance the purchase of a manufactured home without land
will generally pay a higher interes! rate and have a shorter loan maturity than a consumer seeking to finance the purchase of land and the
home. In addition, home-only finincing is at times more difficult to obtain than financing for site-built homes. Since 1999, home-only
lenders have tightened the credit u tderwriting standards and increased interest rates for loans to purchase manufactured homes, which
has reduced lending volumes whi:h has negatively impacted our sales. In addition, most of the national lenders who have historically
provided home-only loans have exited this sector of the industry. Conseco Finance was historically one of the largest originators of
home-only loans in the manufacti.ed housing industry. In December 2002, Conseco Inc., the parent company of Conseco Finance
Corp., filed for bankruptcy proteciion and ceased its lending activities. In May 2004, JPMorgan Chase Bank N.A., the lender with the
largest loan origination volume in the home-only financing market at that time, announced it was ceasing its manufactured housing

i lending activities. 1f home-only fiaancing were to become further curtailed or unavailable, we would expect to experience retail and
manufacturing sales declines.

The availability of wholesale finuncing for industry retailers is limited due to a reduced number of floor plan lenders and reduced
lending limits

Manufactured housing retailers generally finance their inventory purchases with wholesale floor plan financing provided by lending
institutions. The availability of w"olesale financing is significantly affected by the number of floor plan lenders and their lending limits.
During the past six years, a substa atial number of wholesale lenders have exited the industry or curtailed their floor plan operations.
Conseco Finance was historically the largest floor plan lender, previously providing about 25% of the industry's wholesale financing.
Conseco Finance discontinued aptroving and funding new floor plan loan requests in April 2002 and filed for bankruptcy protection in
December 2002. With Conseco's »xit, Deutsche Financial Services was the largest remaining floor plan lender, providing approximately
20% of the industry's wholesale financing. Deutsche Financial Services discontinued approving and funding new floor plan loan
requests in November 2002 and p oceeded to liquidate its existing floor plan reccivables. The Company’s independent retaiters
currently rely primarily on GE Ciymmercial Distribution Finance, Textron Financial Corporation and 21" Mortgage Corporation, which
are national lending institutions that specialize in providing wholesale floor plan financing to manufactured housing retailers. Reduced
availability of floor plan lending 11ay affect the inventory levels of our independent retailers, their number of retail sales centers and
related wholesale demand, and m:y also have an adverse effect on our access to capital on an ongoing basis.

1
' We have contingent repurchase vbligations related to wholesale financing provided to industry retailers

In accordance with customary business practice in the manufactured housing industry, we have entered into repurchase agreements
with various financial institutions; and other credit sources who provide floor plan financing to industry retailers, which provide that we
will be obligated, under certain ci ‘cumstances, to repurchase homes sold to retailers in the event of a default by a retailer in its obligation
to such credit sources, Under the:e agreements, we have agreed to repurchase homes at declining prices over the term of the agreement
(which in most cases is 18 to 24 rionths). The maximum amount of our contingent obligations under such repurchase agreements was
approximately $28.5 million as o/ March 31, 2007, without reduction for the resale value of the homes. We may be required to honor
contingent repurchasc obligations in the future and may incur additional expense as a consequence of these repurchase agreements.

The manufactured housing industry is highly competitive, and competition may increase the adverse effects of industry conditions

The manufactured housing inilustry is highly competitive. Competition at both the manufacturing and retail levels is based upon

| severa! factors, including price, pr-oduct features, reputation for service and quality, merchandising, terms of retailer promotional
programs and the terms of retail customer financing. Numerous companies produce manufactured homes in our markets. In addition,
our homes compete with reposse: sed homes that are offered for sale in our markets. A number of our manufacturing competitors also
have their own retail distribution systems and consumer finance and insurance operations. The ability to offer consumer finance and
! insurance products may provide some competitors with an advantage. In addition, there are many independent manufactured housing
| retail locations in most areas where we have retail operations. We believe that where wholesale floor plan financing is available, it is
| relatively easy for new retailers to) enter into our markets as competitors. [n addition, our products compete with other forms of low to
| moderate-cost housing, including, new and existing site-built homes, apartments, townhouses and condominiums. 1f we are unable to

compete effectively in this envirinment, our retail sales and wholesale shipments could be reduced. As a result, our growth could be
| limited.
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During fiscal 2007, approximately 96% of our wholesale shipments of manufactured homes were made to independent retail
locations in the United States. As is ommon in the industry, independent retailers may sell homes produced by competing
manufacturers. We may not be able - o establish relationships with new independent retailers or maintain good relationships with
independent retailers that sell our homes. Even if we do establish and maintain relationships with independent retailers, these retailers
are not obligated to sell our homes exclusively, and may choose to sell our competitors’ homes instead. The independent retailers with
whom we have relationships can can :el these relationships on short notice. In addition, these retailers may not remain financiaily
solvent, as they are subject to industry, economic, demographic and seasonal trends similar to the ones we face. If we do not establish
and maintain relationships with solvunt independent retailers in one or more of our markets, sales in those markets could decline.

Our results of operations can be ad'versely affected by labor shortages and the pricing and availability of raw materials

The homebuilding industry has {1om time to tiie experienced labor shortages and other labor related issues. A number of factors
may adversely affect the labor force available to us and our subcontractors in one or more of our markets including high employment
levels, construction market conditior.s and government regulation which include laws and regulations related to workers’ health and
safety, wage and hour practices and mmigration. An overall labor shortage or a lack of skilled labor could cause significant increases in
costs or delays in construction of hcines which could have a material adverse effect upon our sales and profitability.

Our resuhis of operations can be affected by the pricing and availability of raw materials. Although we attempt 10 increase the sales
prices of our homes in response to hrgher materials costs, such increases typically lag behind the escalation of materials costs. Sudden
increases in price and lack of availahility of raw materials can be caused by natural disaster or other market forces, as has occurred in
recent years. Although we have no: experienced any production halts, severe or prolonged shortages of some of our most important
building materials, which include wood and wood products, gypsum wallboard, steel, insulation, and other petroleum-based products,
have occurred. There can be no assurance that sufficient supplies of these and other raw matcerials will continue to be available to us,

If the manufactured housing indusiry is not able 1o secure favorable local zoning ordinances, our sales could decline and our
business could be adversely affectel

Manufactured housing communities and individual home placements arc subject to local zoning ordinances and other local
regulations relating to utility servic: and construction of roadways. [n the past, property owners often have resisted the adoption of
zoning ordinances permitting the Icz:ation of manufactured homes in residential areas, which we believe has restricted the growth of the
industry. Manufactured homes may not achieve widespread acceptance and localitics may not adopt zoning ordinances permitting the
development of manufactured home communities. 1f the manufactured housing industry is unable to secure favorable local zoning
ordinances, our sales could decline .nd our business, results of operations and financial condition could be adversely affected.

The loss of any of our executive o}\icers conld reduce our ability to execute our business strategy and could have a material adverse
effect an our business and results of operations )

We arc dependent to a significent extent upon the efforts of our executive officers, particularly Joseph H. Stegmayer, our Chief
Exccutive Officer, and Daniel L. U ness, our Chief Financial Officer. The loss of the services of onc or more of our executive officers
could impair our ability to execute vur business strategy and have a material adverse effect upon our business, financial condition and
results of operations. We currently have no key man life insurance for our executive officers.

We could be responsible for certar tax liabilities if the Internal Revenue Service challenges the tax-free nature of the distribution

We previously operated as a wl.olly-owned subsidiary ol Centex Corporation (“Centex”). On June 30, 2003, Centex distributed
100% of the outstanding shares of t;ur common stock to the stockholders of Centex. Upon this distribution we became a separate public
company. Centex received a prival 2 letier ruling from the Internal Revenue Service to the effect that the distribution of shares of Cavco
common stock to stockholders of ( zntex was tax-free to its stockholders, cxcept 1o the extent that cash was received in lieu of fractional
shares, and that Centex would not | enerally recognize income, gain or loss for federal income 1ax purposes as a result of the distribution.
The ruling was based on then curre: 1t law and was subject to the accuracy of certain representations made by Centex in its request for the
private letter ruling and cenain assumptions regarding Centex and us that are described in the ruling.

Although Centex and we are nist aware of any facts or circumstances that would cause the representations made by Centex in its
request for the private letter ruling or the assumptions on which the ruling was based to be materially incorrect, no assurance can be
given in this regard. If any of thes. representations or assumptions were materially incorrect, and the [nternal Revenue Service were to
challenge the tax-free nature of the distribution, it is possible that the distribution could be held to be a distribution taxable as a dividend
by Centex of our common stock I¢ the stockholders of Centex for federal income tax purposes.




common stock exceeded the adjisted tax basis of Centex in our common stock at the time of the distribution. In addition, each holder of
Centex common stock who rece:.ved shares of our common stock in the distribution would generally be treated as having received a
taxable dividend in an amount ¢:qual to the fair market value of our common stock received at the time of the distribution (assuming that
Centex had current or accumulzied eamings and profits equal to the total value of the distribution).

Pursuant to the tax sharing uzreement entered into between us and Centex, we have agreed, in certain circumstances, to indemnify
Centex against any tax liability shat is incurred as a result of the failure of the distribution to qualify as a tax-free transaction. 1f we are
required to make this payment i1 1d the amount is significant, the payment could have a material adverse cffect on our financial condition
«  and results of operations.
We may be required to satisfy c.crtain indemnification obligations to Centex, or may not be able to collect on indemnification rights
Jrom Centex

We entered into a distributio 1 agreement with Centex in connection with the distribution, which agreement allocates responsibility
between Centex and us for varir:us liabilities and obligations. For example, the distribution agreement provides that we and Centex will
agree to indemnify one another against claims arising with respect to the indcbtedness, liabilities and obligations that will be retained by
our respective companies. The principal purpose for our indemnification obligations is to provide assurance to Centex that we will bear
all liabilities arising from the Civco business and associated assets. Our ability to satisfy any such indemnification obligations will
depend upon the future financia’ strength of our Company. At the present time, although we cannot determine the amount for which we
may be obligated to indemnify ‘entex, we do not believe that the amount of our potential indemnification obligations is likely to be
material. We also cannot assun: you that we will be successful in collecting on any indemnification obligations that may be owing 10 us
by Centex. 1f we or Centex weri: unable to fund or collect on these indemnification obligations, our financial condition and results of
operations could be adversely affected.

|
| Certain provisions of our orgaizational documents could delay or make more difficult a change in control of our Company

Certain provisions of our ret.ated certificate of incorporation and restated bylaws could delay or make more difficult transactions
involving a change of control o7 our Company, and may have the effect of entrenching our current management or possibly depressing
the market price of our common stock. For example, our restated certificate of incorporation and restated bylaws authorize blank series
preferred stock, establish a stagzered board of directors and impose certain procedural and other requirements for stockholder proposals.
Furthermore, the fact that incontz taxes could be imposed as a result of ownership changes occurring in conjunction with the distnibution
may have the effect of delaying or making more difficult certain transactions involving a change of control of our Company.

Volatility of Stock Price

The price of our common st:ck may fluctuate widely, depending upon a number of factors, many of which are beyond our control.
These factors include the perceived prospects of our business and the manufactured housing industry as a whote; differences between
. our actual financial and operatin  results and those cxpected by investors and analysts; changes in analysts' recommendations or
| projections; changes affecting tl: 2 availability of financing in the wholesale and consumer lending markets; actions or announcements by
competitors; changes in the regulatory environment in which we operate; and changes in general economic or market conditions. In
addition, stock markets generall:* experience significant price and volume volatility from time to time which may adversely affect the
market price of our common stc::k for reasons unrelated to our performance.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.




40 AT A & IRRSE LIV VLS

We currently own or lease and oprrate three manufacturing facilities in the Phoenix, Arizona area and one manufacturing plant in
Seguin, Texas. Except in the case of the Litchficld plant, we own the land on which these facilities are located. We also own
substantially all of the machinery and equipment used at these facilities. We believe that these facilities are adequately maintained and
suitable for the purposes for which they are used. We also own approximately 30 acres of land in Phoenix, Arizona, which is the
intended site of a future manufacturing facility. The following table sets forth certain information with respect to our active
manufacturing facilities:

Date of
Commencement Owned / Square
Location of Operations Leased Feet
Texas plant - Seguin, Texas® 2006 Owned 129,000
Litchfield plant - Goodyear, Atizona (1) 1993 Leased 203,000
Durango plant - Phoenix, Arizana 1978 Owned 79,000
Specialty plant - Phoenix, Arizona 1972 Owned 94,000

(N This lease expires in Felzruary 2013.

Qur Company-owned retail cente:s generally range in size from one acre 1o five acres. All of these locations are eased by vs, Over
the next 12 months, we plan to close oss than one-half of our remaining Company-owned retail centers. The following table sets forth
our 7 current Company-owned retail enters by location.

Lease Term
Location Expiration
Marana, AZ November 30, 2008
Mesa, AZ (1) November 30, 2009
Tucson, AZ (2) (3) February 17, 2008
Yuma, AZ (2)(3) February 17, 2008
Albuquerque, NM (1) (3) June 30, 2008
New Braunfels, TX (1) September 30, 2008
Porter, TX (1) . April 30, 2009
(n The Company has early sermination options ranging from 3 to 6 months for these leases.
(2) The Company has purct:ise options for these leased properties.

€)] The Company has optiors to renew these leases.

We also lease approximately 11,020 square feet of office space in Phoenix, Arizona for our corporate headquarters. Our corporate
cadquarters lcase is scheduled to exprre in 2009.

TEM 3. LEGAL PROCEEDINGS

We are party to certain legal proce:dings that arise in the ordinary course and are incidental to our business. Certain of the claims
ending against us in these proceedings allege, among other things, breach of contract and warranty, product liability and personal
njury. Although litigation is inherenty uncentain, based on past experience and the information currently available, our management
oes not believe that the currently perrling and threatened litigation or claims will have a material adverse effect on the Company’s
onsolidated financial position or restt ts of operations. However, future events or circumstances, currently unknown to management will
etermine whether the resolution of pznding or threatened litigation or claims will ultimately have a matenal effect on our consolidated
inancial position, liquidity or results ¢ f operations in any future reporting periods.

TEM 4. SUBMISSION OF MATTERS TO A YOTE OF SECURITY HOLDERS

None.
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The following is an alphabetical listing of our executive officers as of May 11, 2007; as such term is defined under the rules and
regulations of the Securities an¢ Exchange Commission. Officers are generally clected by the Board of Directors at its meeting
immediately following our annuel stockholders’ meeting, with each officer serving until a successor has been clected and qualified.
There is no family relationship bretween these officers.

Name Age Positions with Cavco or Business Experience

Joseph H. Stegmayer 56 Chairman of the Board, Chief Executive Officer and President
since March 2001; President of Centex Manufactured Housing
Group, LLC from September 2000 to June 2003; President -
Retail Operations and Chief Financial Officer of Champion
Enterprises, Inc. from January 1998 to September 2000; President,
Vice Chairman and Chairman of the Executive Committee of Clayton
Homes, Inc. from 1993 10 January 1998

Daniel L. Umess 38 Vice President, Chief Financial Officer, Treasurer since January
2006; Interim Chief Financial Officer from August 2005 to January
2006; Corporate Controller from May 2005 to Augusi 2005; Financial
Consultant from June 2002 to May 2005; Controller from May 1999
to June 2002; Manager and staff with Deloitte & Touche, LLP from
September 1993 to May 1999

PARTII

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES '

The Company's common t:ock is traded on the NASDAQ Global Select Market under the symbol "CVCO". The following table
sets forth, for each of the periorls indicated, the reported high and low closing sale prices per share on the NASDAQ for the Company’s
common.

Closing Sales Price
High Low

Year ended March 31, 2007

Fourth (uarter $ 35.75 5 31.75

Third Guarter 36.92 30.24

Second Juarter 4490 29.14

First Quarter 48.96 42.97
Year ended March 31, 2006

Fourth (uarter 5 48.59 s 3895

Third (riarter 43,42 35.58

Second QJuarter 36.54 28.15

First Quarter 28.54 23.05

As of May 17, 2007, the Company had 1,014 stockholders of record and approximately 5,200 beneficial holders of its common
stock, based upon information in securities position listings by registered clearing agencies upon request of the Company'’s transfer
agent.

We do not expect to pay any dividends on our common stock in the foreseeable future, The payment of dividends to our stockholders
is subject to the discretion of o'ar board of directors, and various factors may prevent us from paying dividends. Such factors include our
cash requirements and liquidity and the requirements of state corporate and other laws.
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fiscal years ended March 31, 20007 with the NASDAQ index composite and a peer group compo

L =
sed of companies with businesses in one

or more of Cavco’s primary lines of businesses: the production and sale of manufactured homes. The companics comprising the peer
group are weighted by their respuctive market capitalization and include the following: Cavalier Homes, nc. Champion Enterprises,
Inc., Fleetwood Enterprises, Inc.. Liberty Homes, Inc. (Class A Common Stock), Nobility Homes, Inc., Palm Harbor Homes, Inc. and
Skyline Corporation. The compirison assumes $100 was invested on July 1, 2003 in Cavco commen stock and in each of the foregoing

indices.

CAVCO INDUSTRIES, INC.

77112003 3/3172004 | 3/31/2005 | 3/3172006 | 3/31/2007 ]
CAVCO INDUSTRIES INt! 100 $184 5242 $486 $350
NASDAQ INDEX COMPGSITE 100 $121 $122 5144 $149
PEER GROUP 100 $151 $131 $178 $122
Comparison of Cumulative Total Returmn
$600
5500 e e e e s
$400 R
5300 rr mm st e
$200
—0
$100 ﬂé -
$0 v v Y |
7/1/2003 3/31/2004 3/31/2005 3/31/2006 3/31/2007
=O=CAVCO INDUSTRIES INC —0O—NASDAQ INDEX COMPOSITE —=PEER GROUP !
i
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The following table presents selected consolidated financiat data regarding Cavco Industries, Inc. for the fiscal years indicated. The
data sct forth below should be ri:ad in conjunction with, and is qualified in its entirety by reference to, the information presented in
"Management's Discussion and Analysis of Financial Condition and Results of Operations" and the Consolidated Financial Statements
and Notes thereto included clsewhere in this Annual Report.

Year Ended March 31,
2007 2006 2005 2004 2003
{Dollars in thousands, except per share data)
Income Statement Data: .
Net sales $ 169,114 $ 189,503 § 157435 § 128857 § 110,037
Cost of sales 138,813 151,143 127,916 106,230 90,683
Gross profit 30,301 “38,360 29,519 22,627 19,354
Selling, general and adminisiritive expenses 15,311 16,367 14,245 13,583 12,200
Income from operations 14,990 21,993 15,274 9,044 7,154
Interest income (expense), nel ' 2,387 1,479 532 233 (344)
Income from continuing oper:tions -
before income taxes . 17,317 23,472 15,806 9,271 6,810
Income tax expense 5,962 . 8,675 6,229 3,054 -

i Income from continuing operations 11,415 14,797 9,577 6,223 6,810
Loss from discontinued manu{acturing operations - - - - (3,404)
Income (loss) from discontinu:d retail operations 134 252 550 (73) (7,951)

' Net income (loss) $ 11,549 $ 15049 $ 10127 $ 6,150 § (4.543)

Net income (loss) per share (basic): _
Continuing operations $ .79 3 234 § .52 % 0.99
Discontinued operations ‘ 0.02 0.04 0.09 (0.01)
Net income . $ 1.81 § 238 8§ 161 3% 0.98
Net income (loss) per share (di’uted):
Continuing operations 3 172§ 219§ 146 § 0.98
Discontinued operations 0.02 0.04 0.08 (0.01)
Net income $ .74 S 223 § 1.54 § 0.97

. Weighted average shares outstinding:

Basic 6,363,368 _ 6,318.070 5,288,730 6,261,182

¢ Diluted 6,629,580 6,746,356 6,557,819 6311812

Proforma Data (unaudited):

l Income from continuing oper:tions $ 9277 § 6810
Proforma income tax expense (1) (3,711) (2,724)

| Proforma net income from

: continuing operations ) § 5566 § 4086 .
Proforma weighted average commeon .

shares outstanding (basic) () 6,261,182 6.178,538
Proforma net income per sharc

from continuing operations (basic) $ 089 0.66

: Proforma weighted average ci:mmon

shares outstanding (diluted) 6,311,812 6,178,538
Proforma net income per shar

from conlinuing operations (diluted) D.88 0.66
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2007 2006 2005 2004 2003
(In thousands, except per share data)

Balance Sheet Data:

Cash and cash equivalents $ 12976 § 15122 § 46457 § 30,775 § -
Shon-term investments . 50,900 42,900 - - -
Restricted cash i 339 1,223 1,028 827 2,275
Accounts receivable 8,107 11,568 1,545 6,479 5,264
Inventories 13,464 12,733 10,262 10,514 13,995
Prepaid expenses and other curreni assets ’ 2,273 1,446 1,202 1,701 640
Deferred income taxes 3,930 4,040 3,610, 3,570 -
Receivable from Centex (3) - - - - 12,224
Total current assets 91,989 £9,032 70,104 53,866 34,398
Property, plant and equipment - net 12,802 12,344 1,472 8,220 9,161
Goodwill 67,346 67,346 67,346 67,346 67,346
Total assets . .8 172,137 $8 168722 § 144922 § 129432 § 110,905
Total current liabilities $ 21285 § 32653 % 27,522 § 24669 § 18,559
Deferred income taxes 12,760 11,040 9,090 6,830 -
Total stockholders' equity 138,092 125,029 108,310 97,933 92,1346
Total lisbilities and stockholders' exquity $ 172,137 $ 168,722 § 144!922 § 129432 $ 110,905
Other Data:

Depreciation - continuing operatiors $ 692 ) 923 $ 1,053 $ 1,163 5 1,167
Capital expenditures - continuing ¢ perations .8 LIS § 5795 s 575 % 222 3 kYK

" The selected financial data set ferth above includes the accounts of Caveo [ndustries, Inc. and its wholly-owned subsidiary, CRG
Holdings, LLC. We previously operated as a wholly-owned subsidiary of Centex. On June 30, 2003, Centex distributed 100% of the
outstanding shares of our common sl ck to the stockholders of Centex. Upon this distribution we became a separate public company.
Stockholders’ equity has been presented assuming the merger had occurred at the beginning of each fiscal year presented. Pro forma
data for each fiscal year also gives effect to the distribution as if it had occurred at the beginning of the fiscal year.

On January 6, 2005, the Board of Directors of Cavco Industries, Inc. authorized a 2-for-1 split of its common stock in the form of a
100% stock dividend. The dividend was paid on January 31, 2005 to stockholders of record as of January 18, 2005. All information
presented in the selected consolidatex| financial data set forth above is presented as if this stock split had been completed as of the
beginning of the applicable period.

The selected financial data set {i;rth above may not be indicative of our future performance and do not necessarily reflect what our
consolidated financial position and consolidated results of operations would have been had we operated as a separate, stand-alene entity
during the periods presented.

(1) Represents the tax expense assurned to be incurred, at an effective tax rate of 40%, if we had been a taxable entity during the
applicable period.

(2) Represents the numnber of shares of our common stock distributed to the stockholders of Centex. There were no dilutive securities
outstanding prior to April 1, 2003,

{3) Represents funding provided by {Zentex arising from various transactions between Centex and us. In anticipation of the distribution,
Centex contributed the net amounit of the funding obligation through March 31, 2003, as well as an additional amount required to
increase our tangible net worth to $25.0 million.
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OPERATIONS

| lmr_oduction

The following should be read in conjunction with the Company's Consolidated Financial Statements and the related Notes that
appear in Part 1V of this Report. References to “Note™ or “Notes™ refer to the Notes to the Company's Consolidated Financial
Statements.

Overview

Cavco is the largest producer of manufactured homes in Arizona and the 10th largest producer of manufactured homes in the United
States in terms of wholesale shipments, based on 2005 data published by Manufactured Home Merchandiser. The Company isalso a
leading producer of park model homes and vacation cabins in the United States.

1 Headquartered in Phoenix, Ari::ana, the Company designs and produces manufactured homes which are sold to a network of retailers
located primarily in the Southwesic m United States. The retail segment of the Company operates retail sales locations which offer
homes produced by the Company :r1d other manufacturers to retail customers. As of March 31, 2007, the Company operated three

| homebuilding facilities located in Arizona, one manufacturing facility in Texas and seven Company-owned sales centers in three states,

| Homies produced by the Company sre also sold through a network of 345 independent retail outlets in 25 states.

Industry and Company Qutlook

levels, manufacturing capacity, wholesale shipments and overall competition increasing. According to the Manufactured Housing
. Institute, wholesale shipments incrcased from 171,000 homes in 1991 to a peak of 373,000 homes in 1998. One of the major

i During much of the 1990s, the raanufactured home industry expanded significantly with the number of retailers, retail inventory
|
| .
| contributing factors to this expansivn was the level-and availability of retail and wholesale financing.

\

Beginning in 1999, consumer lznders began to tighten underwriting standards and curtail credit availability in response to higher than
anticipated rates of loan defaulis annd significant losses upon the repossession and resale of homes sccuring defaulted toans. Certain
consumer lenders in the traditional :hattel (home-only) lending sector exited the market and interest rates for these home-only loans

| increased. Although a portion of te home-only loans have been replaced by land/home financing that generally provides more
competitive credit terms to the retzil buyer of manufactured housing, the cffort, time and expense associated with closing land/home
transactions is greater. Additionally, effective January 1, 2002, the State of Texas, which historically has been one of the largest states
for consumer purchases of manufactured housing, enacted a law that further restricted the availability of financing. While this
legislation was subsequently repeal =d, chattel financing in Texas was significantly curtailed and has not recovered.

In addition to the changing environment in retail lending, some of the wholesale Jenders providing floor plan financing 1o retailers
have exited the industry. During 20102, Conseco Finance Corp., formerly the industry’s largest floor plan lender and consumer lender,
exited the market. Also in 2002, [t zutsche Financial Services exited the manufactured housing floor plan lending business. Lastly,
competition from sales of reposseszed homes negatively impacted retail sales of new homes. These factors have ultimately resulted in a
prolonged and significant downturr. in the manufactured housing industry since mid-1999 which has resulted in declining wholesale
shipments, the closure of excess mznufacturing and retail locations and surplus inventory that has required years to be reduced to
normalized levels.

As a result of the foregoing factors, based on industry data as of the end of 2006, approximately 57% of all industry retail locations
have closed since the end of 1999 and the number of active industry manufacturing facilities has dropped by 118 plants over the same
period, representing a 37% reductirn. In addition, inventories of new manufactured homes in the retail marketplace declined by
approximately 57% from June 195 to December 2006. According to data reported by MHI, wholesale shipments were 118,000 units
for 2006, a decrease of 20% from L005. This followed an increase of 12% in 2005, a flat year in 2004, and declines of 22%, 13%, 23%
and 28% for 2003, 2002, 2001, an: 2000, respectively.

The principal regional markets ‘we have targeted have also experienced a pronounced downtumn. The number of manufactured
housing units shipped in Arizona d::clined approximately 37% from 1999 to 2006. Even more severe declines were experienced in New
Mexico and Texas, where the number of manufactured housing units shipped declined approximately 75% during the same period.
More recently, the California man.factured housing market has suffered a significant downturn, as the number of manufactured housing
units has decreased 23% from 2005 to 2006.

E—
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2003 to dispose of or close certain of our retail sales centers. As of March 31, 2007, we have a total of 7 Company-owned retail outlets,
located in Arizona, New Mexico and Texas. We closed 1 of our Company-owned sales outlets in fiscal 2007, and we expect to close
less than half of our remaining outlets during the next 12 months. We do not anticipate that the closure of these retail outlets will
materially affect the operations of our manufaciuring segment as the outlets to be closed do not sell a significant amount of products
manufactured by our manufacturing facilities.

Overall, the manufactured housing industry continues to operate at historically low levels, The availability of consumer financing
for the retail purchase of manufactured homes and fioor plan financing for the wholesale purchase of manufactured homes remain key
issues to be resolved before marked emergence from the current forty-six year lows can occur. Progress is also being impeded by
several economic challenges including increased land costs and 2 slowdown in housing demand in general,

These issues are not new 10 Caveo, and the Company has worked diligently throughout this difficult peried to produce strong
financial results. Through fiscal year 2006 and the first quarter of fiscal year 2007, the Company’s eamings showed consistent
improvement. However, beginning in the first quarter of fiscal year 2007 and continuing through the fourth quarter, the Company's
sales activity dramatically slowed, Shipments to Califomia and Nevada dropped considerably and Arizona shipments are also down,
albeit to a lesser extent. The Company has been operating with a minimal backlog throughout the last half of fiscal year 2007.

While we cannot determine th: panticular causes of the slowdown in Caveo’s orders, we can identify market shifis that may have
contributed to the decline and that alse may be affecting our competitors who are generally reporting reduced sales activity as well. A
slowdown in the site-built housiny; industry combined with reported substantial increases in those existing home inventories has
impacted the activity in manufactured housing.

Site built home repossessions .ire also reported to be on the rise. The growth of site-built resale inventory has had an adverse impact
on the contingency contract proce ss, wherein manufactured homebuyers must sell their existing site-built home in order to facilitate the
purchase of a new manufactured L.ome. In addition, many on-site home builders with high inventory levels are offenng attractive
incentives to homebuyers, which inay create added competition for the manufactured housing industry.

There have been reports suggesting that site-built lenders have tightened their credit requirements somewhat, specifically in the sub-
prime and alt-A lending markets. Further tightening of underwriting standards in the sub-prime and alt-A lending markets could benefit
our industry if it has the effect of shifting homebuyers to the manufactured housing market. However, we have experienced no
discernable benefit from any charges that may have occurred in underwriting standards.

As we experienced a downturn in incoming order rates during the year, we have increased our efforts to identify market expansion
opportunities. Company-wide, our products are diverse and tailored to the nceds and desires of our customers. Innovation in housing
design is a forte of the Company itnd we continue 1o introduce new models at competitive price points with expressive interiors and
exteriors that compliment home 3:yles in the areas in which they are 10 be located.

In the face of the current housing environment, we remain optimistic about our long term prospects, because we believe that we are
located in attractive geographic markets, we have an excetlent and diverse line of products and we maintain a conservative cost structure
which enables us to build a great value into cur homes.




(Dollars in thousands)
The following table summarizes certain financial and operating data for fiscal 2007, fiscal 2006 and fiscal 2005.

Year Ended March 31,

2007 2006 2005
Statement of Operations [lata;

Net sales

Manufacturing $ 161,242 § 183,672 § 155,691

Retail 14,807 14,446 9,655

Less: intercompany (6,935) (8,615) (7.911)
Total net sales : 169,114 189,503 " 157,435
Cost of sales . 138,813 151,143 127,916
Gross profit . 30,301 38,360 29,519
Selling, general and administrative €xpenses 15,311 16,367 14,245
Income from operations 14,990 21,993 15,274
Interest income 2,387 1,479 532 |
Income from continuing u perations before income taxes 17,377 23,472 15,806 :
Income tax expense 5,962 8,675 6,229
{ncome from continuing « perations 11,415 14,797 9,571
Income from discontinue! retail operations : 134 252 550
Net income $ 1 1,549 $ 15049 § 10,127

Other Datsa:
Floor shipments - manufi:turing 5,884 1,256 6,884
Home shipments - manufz cturing 3,612 4,251 3,992
B
Home shipments - retail __lﬁ ____ﬂ_ ____B_
Depreciation ' $ 692 $ 923 $ 1,053
Capital expenditures - $ LIs0 § 5795 § 575
I ———————————

Fiscal 2007 Compared to Fiscal 2006
Net Sales. Total net sales cecreased 10.8% to $169,114 in fiscal 2007 from $189,503 in fiscal 2006.

Manufacturing net salcs wore lower by 12.2% to $161,242 in fiscal 2007 from $183,672 in fiscal 2006. The reduction in sales was
attributable to a reduced numb 2r of homes sold, the result of lower incoming order rates for homes. Total homes sold during fiscal 2007
dropped 15.0% to 3,612 wholcsale shipments versus 4,251 last year. The decrease in net sales was partially offset by a 3.3% rise in the
average sales price per home, up $1,434 to $44,641 in fiscal 2007 from $43,207 last year. Wholesale sales prices were higher in fiscal
2007 mainly from a significan: proportion of larger homes with more amenities, as relatively low interest rates have continued to make
higher priced homes more affinrdable and traditional mortgage financing can require mare square footage to meet appraisal
requirements. Wholesale sales; prices were also up modestly to partially offset material cost increases experienced mainly in the first
half of fiscal year 2007. Thes: compensating price increases were more significant in fiscal 2006 and 2005.

Retail net sales rosc slightly by $361 to $14,807 for fiscal 2007 from $14,446 last year. This increase in retail sales was the result of
higher average selling prices, offset by a reduction in the overall number of homes sold.

Gross Profit. Gross profit decreased to $30,301, which was 17.9% of net sales for fiscal year 2007 compared to $38,360 or 20.2% of
net sales last year. The gross rofit percentage has been challenged by lower production volume, a less favorable product mix, and
higher raw material costs whith were not entirely offset by upward sales price adjustments.

Selling, General and Adm nisirative Expenses. Selling, general and administrative expenses wete Jower by 6.5% or $1,056 t0
$15,311 or 9.1% of net sales for fiscal 2007 versus $16,367 or 8.6% of net sales last year. The decrease was primarily the result of
reduced costs associated with compensation programs tied to profitability and a decrease in costs influenced by lower sales volume,
pantialty offset by share-basew: compensation expense of $778 duc to the implementation of FAS 123(R) at the beginning of fiscal year
2007.

20




! For a pomon of the Company 5 shou tenn mvestmems mterest income is camed on a tax-free basis. The increase in interest income in
¢ fiscal year 2007 compared to the pricr fiscal year resulted from the Company's larger balance of investable funds and higher short-term
interest rates.

Income Taxes. The effective income tax rate was approximately 34% for fiscal 2007 and 37% for fiscal 2006. The lower income tax
rate reflects the effects of a larger proportion of tax-free interest income noted above, centain state income tax credits, and deductions
provided in the American Jobs Creation Act.

Discontinued Retaif Operations. The Company has plans to dispose of certain of its retail sales centers and these operations are
classified as discontinued retail operations (see Note 10).

Fiscal 2066 Compared to Fiscal 20(!5
Ner Sales. Total net sales increazed 20.4% to $189,503 in fiscal 2006 from $157,435 in fiscal 2005.

Manufacturing net sales increasad 18.0% to $183,672 in fiscal 2006 from $155,691 in fiscal 2005. These increases in sales were
attributable to increases in wholesalr sales prices and the number of homes sold. The average sales price per home increased 10.8% to
$43,207 in fiscal 2006 from $39,00 last year. Total homes sold during fiscal 2006 increased 6.5% to 4,251 wholesale shipments versus
3,992 last year. Wholesale sales pric::s were increased to offset significant matenial cost increascs experienced since early 2004. In
addition, customers are trending toviard larger homes with more amenities because lower interest rates have made higher priced homes
more affordable and traditional mort zage financing can require more square footage to meet appraisal requirements. The higher volume
of homes sold resulted from our effunis to increase our shipments in Arizona and California to existing and new independent retailers
and expansion of specialty products -0 markets different from those for traditional manufactured homes.

Retail net sales increased $4,791 to $14,446 for fiscal 2006 from $9,655 last year. This increase in retail sales was primarily due to
an improved market environment fram higher traffic in our retail stores.

Gross Profir. Gross profit as a percent of sales increased to 20.2% for fiscal 2006 from 18.7% for fiscal 2005. The increase in gross
profit percentage was due to efficien cies realized through larger production rates offset by higher raw material costs which were not
fully offset by upward sales price a«l ustments and warranty accruals which rose due to increased sales and larger retailer inventories.
Since early 2004, the Company has experienced significant cost increases in substantially all of the major components in the Company’s
products, including lumber and lumt.er-related products, gypsum products, steel, insulation, and other petroleum-based products and
services, including delivery costs. ‘(iross profit increased to $38,360 for fiscal 2006 from $29,519 for fiscal 2005. This increase in gross
profit was due to the overall increasc in net sales and the higher gross profit percentage.

Selling, General and Administrciive Expenses. Selling, general and administrative expenses increased 14.9% or $2,122 to $16,367
or 8.6% of net sales for fiscal 2006 versus $14,245 or 9.0% of net sales in fiscal 2005. This increase was primarily the result of
incentive compensation programs ticd to profitability and start-up costs for the new Texas facility. Included in selling general and
administrative expenses for fiscal 2005 were benefits totaling $470 related to legal and lease reserves reversed upon better than
originally anticipated resolution of ¢ :rtain contingencies.

Interest Income. Interest income represents income earned on short-tertn investments and unrestricted cash and cash equivalents.
For a portion of the Company’s short-term investments, interest income is earned on a tax-free basis. The increase in interest income for
fiscal 2006 compared 1o the prior year resulted from the Company’s larger balance of investable funds and higher short-term interest
rates.

Income Taxes. The effective inceme tax rate was 37% for fiscal 2006 and 39% for fiscal 2005. The lower income tax rates reflected
the effects of tax-free interest incom 2 noted above, certain state income tax credits, and deductions provided in the American Jobs
Creation Act.

Discontinued Retail Operations. The Company has plans to dispose of certain of its retail sales centers and these operations are
classified as discontinued retail operations (see Note 10).
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We believe that cash, cash equivalents and short-term investments on hand at March 31, 2007, together with cash flow from
operations, will be sufficient to fund our operations and provide for growth for the next twelve months and into the foreseeable future.
However, depending on our operating results and strategic opportunities, we may need to seek additional or alternative sources of
financing. There can be no assurance that such financing would be available on satisfactory terms, if at all. 1f this financing were not
available, it couid be necessary for vs to reevaluate our long-term operating plans to make more efficient use of our existing capital
resources. The exact nature of any changes to our plans that would be considered depends on various factors, such as conditions in the
factory-built housing industry and g :neral economic conditions outside of our control.

Based on the solid capital structure and cash position of the Company, and as a cost saving measure, the Company does not intend t0
renew its $15 million revolving line of credit facility (“RLC") with JPMorgan Chase Bank N.A, which expires on July 31, 2007. The
Company has not made any draws under the RLC. The outstanding principal amounts of borrowings under the RLC bear interest at the
Company’s election at cither the prime rate or the London Interbank Offered Rate plus 1.75%. The RLC contains certain restrictive and
financial covenants, which, among uther things, limit the Company’s ability to pledge assets and incur additional indebtedness, and
requires the Company to maintain s certzin defined fixed charge coverage ratio. The Company has always maintained compliance with
the RLC’s financial covenants.

Projected cash to be provided by operations in the coming year is largely dependent on sales volume. Our manufactured homes are
sold mainly through indcpendent reiailers who generally rely on third-party lenders to provide floor plan financing for homes
purchased. In addition, third-party lenders generally provide consumer financing for manufactured home purchascs. Our sales depend
in large part on the availability and cost of financing for manufactured home purchasers and retailers as well as our own retail locations.
The availability and cost of such financing is further dependent on the number of financial institutions participating in the industry, the
departure of financial institutions fiom the industry, the financial institutions' lending practices, the strength of the credit markets
generally, governmental policies an 1 other conditions, ali of which are beyond our control. During 2002, Conseco Finance Comp.,
formerly the industry’s largest floor plan lender, exited the market. Also in 2002, Deutsche Financial Services exited the manufactured
housing floor plan lending business In May 2004, JPMorgan Chase Bank N.A., the lender with the largest loan origination volume in
the home-only financing market at *hat time, announced it was ccasing its manufactured housing lending activities. The exit of these
lenders has had an adverse effect or the manufactured housing industry and may impact the ability of our retailers to obtain financing for
home purchases. In addition, states may classify manufactured homes for both legal and tax purposes as personal property rather than
real estate. As a result, financing fur the purchase of manufactured homes is characterized by shortter loan maturities and higher interest
rates, and in certain periods such firancing is more difficult to obtain than conventional home mortgages. Unfavorable changes in these
factors and the current adverse trer.:| in the availability and terms of financing in the industry may have a material adverse effect on our
results of operations and financial ¢ ondition. '

Operating activities provided $t,376 of cash during fiscal 2007 compared to providing $16,586 of cash during fiscal 2006. Cash
generated by operating activities ir. fiscal 2007 was primarily derived from operating income before non-cash charges and a decrease in
accounts reccivable from lower salus levels, partially offset by decreased accounts payable and accrued liabilities. Lower sales activity
also resulted in reduced vendor pavment volume, wholesale customer deposits, volume rebate accruals, payroll and other accruals. Cash
generated by operating activities iri the prior year was primarily derived from operating income before non-cash charges and an increase
in accounts payable and accrued ex-senses resulting from higher sales levels which also caused increased vendor payment volume,
payroll accruals, volume rebate accuals, and warranty and other accruals, partially offset by higher accounts receivable and inventory
balances.

Investing activities required the use of $9,150 of cash during fiscal 2007 compared to the use of $48,695 of cash during fiscal 2006.
In fiscal 2007, the cash was primarily used to make net purchases of $8,000 of short-term investments as well as modest plant expansion
and normal recurring capital exper.ditures. In fiscal 2006, the cash was primarily used to make net purchases of $42,900 of short-term
investments in order 1o enhance yizlds. The Company also purchased $5,795 of property, plant and equipment which primarily
consisted of a production facility in Texas for $1,550 and land in Arizona for $3,000 on which the Company may biild an additional
production facility.

Financing activities provided $¢:28 in cash in fiscal 2007 resulting from proceeds associated with the issuance of common stock and
related incremental tax benefits upun exercise of stock options under our stock incentive plans.
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The following table summariz#s our contractual obligations at March 31, 2007, consisting of future-payments under non-cancelable
operating lease agreements. For rdditional information related to these obligations, see Note 5 to the consolidated financial statements.
This table excludes long-term obl ‘gations for which there i is no definite commitment period.

Payments Due by Period

Less than 1-3 4.5 After 5
Total ] year Years Years Years
(in thousands)
Commitments for future paj ments
under noncancelable opurating
leases $ 5,620 $ 15T $ 2,229 $ 1,304 $ Si6

The following table summarizes our contingent commitments at March 31, 2007, consisting of contingent repurchase obligations.
For additional information relates to these contingent obligations, see Note 5 to the Consolidated Financial Statements and "Critical
Accounting Policies" below,

Contingent Payments Duc by Period

Less than 1-3 4-5 After 5
Total 1 year Years Years Years
- (In thousands)
Repurchase obligations (1) $28535 $22575 § 590 § - s -

(1) For a complete description ol the contingent repurchase obligation, see "Critical Accounting Policies - Reserve for Repurchase
Commitments” below. Although the commitments outstanding at March 31, 2007 have a finite life, these commitments are
continually replaced as we continue to sell manufactured homes to retailers under repurchase and other recourse agreements with
lending institutions which have provided wholesale floor plan financing to retailers.

Critical Accounting Policies

Our discussion and analysis o our financial condition and results of operations are based upon our Consolidated Financial
Statements, which have been prepared in accordance with accounting principles generally accepted in the United States. The preparation
of these financial statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues
and expenses, and related disclosure of contingent assets and liabilities, Management bases its estimates and judgments on historical
experience and on various other [ictors that are believed to be reasonable under the circumstances, the results of which form the basis
for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results
may differ from these estimates Linder different assumptions or conditions.

Management belicves the follywing critical accounting policies, among others, affect its more significant judgments and cstimates
used in the preparation of its Cou;olidated Financial Statements.

Warranties. We provide the retail home buyer a one-year limited wamanty covering defects in material or workmanship in home
structure, plumbing and electrica! systems. We record a liability for estimated future warranty costs retating to homes sold, based upon
our assessment of historical expe:ience factors and industry trends. Factors we use in the estimation of the warranty liability include the
estimated amount of homes still L.nder warranty including homes in retailer inventories, homes purchased by consumers still within the
twelve-month warranty period, the timing in which work orders are completed, and the historical average costs incurred to service a
home. We have a reserve for estimated warranties of $6.6 million and $6.9 million at March 31, 2007 and 2006, respectively. Although
we maintain reserves for such clzims, based on our assessments as described above, which to date have been adequate, there can be no
assurance that warranty expense |evels will remain at current levels or that such reserves will continue to be adequate. A large number
of warranty claims exceeding our current warranty expense levels could have a material adverse effect on our results of operations.

Reserve for Repurchase Com mitments, Manufactured housing companies customarily enter into repurchase and other recourse
agreements with lending institutions which have provided wholesale floor plan financing to retailers. A significant portion of our sales
are made to retailers located prirnarily in the southwestern United States pursuant to repurchase agreements with lending institutions.
These agreements generally provide that we will repurchase our new products from the lending institutions in the event such product is
repossessed upon a retailer’s default. The risk of loss under repurchase agreements is lessened by certain factors, including the
following:
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» the price that we are obliguted to pay under such repurchase agreements declines based on predetermined amounts over the period
of the agreement (generally 18 1o 24 months); and

» we have historically been nble to resell homes repurchased from lenders.

The Company applies FASE Interpretation No. 45, Guarantor's Accounting and Disclosure Requirements for Guaraniees, Including
Indirect Guaraniees of Indebie:'ness to Others, an interpretation of FASB Statements No. 5, 57, and 107 and a rescission of FASB .
Interpretation No. 34 (“FIN 45’ ) and SFAS No. 5, Accounting for Contingencies (“FAS 5”), to account for its liability for repurchase
commitments. Under the provis.ons of FIN 45, issuance of a guarantee results in two different types of obligations: (1) a non-contingent
obligation to stand ready to perform under the repurchase commitment (accounted for pursuant to FIN 45) and (2) a contingent
obligation to make future paymints under the conditions of the repurchase commitment (accounted for pursuant to SFAS No. 5).
Management reviews the retailcrs’ inventory to estimate the amount of inventory subject to repurchase obligation which is used to
calculate (1) the fair value of th: non-contingent obligation for repurchase commitments and (2) the contingent liability based on
historical information available: at the time. During the period in which 8 home is sold (inception of a repurchase commitment), the
Company records the greater of these two calculations as a liability for repurchase commitments and as a reduction to sales.

(1) The Company cstimates he fair value of the non-contingent portion of its manufacturer's inveniory repurchase commitment under
the provisions of FIN 45 when o home is shipped to retailers whose floor plan financing includes a repurchase commitment. The fair
value of the inventory repurchase agreement is determined by calculating the net present value of the difference in (a) the interest cost to
carry the inventory over the ma cimum repurchase liability period at the prevailing floor plan note interest rate and (b) the interest cost to
carry the inventory over the ma <imum repurchase liability period at the interest rate of a similar type loan without a manufacturer's
repurchase agreement in force.

(2) The Company estimates the contingent obligation to make future payments under its manufacturer's inventory repurchase
commitment for the same pool >f commitments as used in the fair value calculation above and records the greater of the two
calculations. This SFAS No. 5 contingent obligation is estimated using historical loss factors, including the frequency of repurchascs and
the losses expenenced by the Company for repurchased inventory.

Additionaily, subsequent 1o the inception of the repurchase commitment, the Company evaluates the likelihood that it will be called
on ta perform under the inventory repurchase commitments, If it becomes probable that a retailer will defauit and a SFAS No. 5 loss
reserve should be recorded, thea such contingent liability is recorded equal to the estimated loss on repurchase. Based on identified
changes in retailer’ financial conditions, the Company evaluates the probability of default for retailers who are identificd at an elevated
tisk of default and applies a probability of default, based on historicat default rates. Commensurate with this default probability
evaluation, the Company reviews repurchase notifications received from floor plan sources and reviews retailer inventory for expected
repurchase notifications based on various communications from the lenders and the retailers as well as for retailers who, the Company
believes, are experiencing finatcial difficulty. The Company's repurchase commitments for the retailers in the category of elevated risk
of default are excluded from th: pool of commitmenis used in both of the calculations at (1) and (2) above. Changes in the reserve are
recorded as an adjustment to sules,

The maximum amount fo: which the Company was contingenily liable under such agreements approximated $28,535 at March 31,
2007, without reduction for the resale value of the homes. The Company had a reserve for repurchase commitments of $1,100 and
$1,500 at March 31, 2007 and 2006, respectively. The Company has incurred no repurchase expenses during fiscal years 2007, 2006,
and 2005.

Retailer Volume Rebates. The Company's manufacturing operations sponsor volume rebate programs under which certain sales to
retailers and builder/developer.; can qualify for cash rebates generally based on the level of sales attained during a twelve-month period.
Volume rebates are accrued at the time of sale and are recorded as a reduction of net sales.

Impairment of Long-Lived 4ssets. Since the latter part of 1999, the manufactured housing industry has experienced a downturn in
business as discussed above. ue to deteriorating market conditions, during this time, we implemented plans to dispose of or close
certain of our under-performin 3 retail locations, We cvaluate the carrying value of long-lived assets to be held and used, including
goodwill, when events and circumstances warrant such a review, The carrying value of long-lived assets is considered impaired when
the anticipated undiscounted cash flow from such assets is less than its carrying value. In that event, a loss is recognized based on the
amount by which the carrying value exceeds the fair market value of the long-lived assets. Fair market valuc is determined primarily
using the anticipated cash flows discounted at a rate commensuratc with the risk involved. Losses on long-lived asscts to be disposed of
are determined in a similar ma aner, except that the fair market values are based primarily on independent appraisals and preliminary or
definitive contractual arrange:nents less costs to dispose.
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reporting unit, including goodwill, is less than its carrying value. We generally utilize either quoted market values or a discounted cash
flow methodology 10 test for impairment of goodwill. The resuits of discounted cash flow methodology depend upon a number of
estimates and assumptions relating to cash flows, discount rates and other matters. Accordingly, such testing is subject to certain,
uncertainties, which could cause thie fair value of goodwill to fluctuate from period to period.

As of March 31, 2007, all of o ar goodwill is attributable to our manufacturing reporting unit. We performed our annual goodwill
impairment analysis as of March 21, 2007. This analysis used the market value of our outstanding common stock which is primarily
supported by our manufacturing operations and resulied in the conclusion that the goodwill was not impaired.

In the event that we are not abl: to achieve expected cash flow levels, or other factors indicate that goodwill is impaired, we may
need to write off all or part of our goodwill, which would adversely effect our operating results and net worth. See Item 1A, "Risk
Factors."

Other Matiers

Related Party Transactions. /e purchased raw materizls of approximately $3.5 million during fiscal 2007 and $3.6 million during
fiscal 2006 and 2005, from affiliates of Centex. These purchases have been at prices and on terms comparable to those that would be
available in arm's-length transacticns. We expect to continue to purchase these materials on arm's-length terms from these affiliates of
Centex in the future. However, thuse materials are also readily available from other suppliers at market rates, and we are under no
obligation to purchase these materi 1ls from current or former affiliates of Centex.

Impact of Inflation. We believe that the general inflation rate over the past several years has not had a significant impact on our
sales or profitability, but can give ro assurance that this trend will continue in the future. However, sudden increases in specific costs,
such as the increases in material costs we have experienced since early 2004, as well as price competition, can affect our ability to
increase our selling prices and advcrsely impact our results of operations. Therefore, we can give no assurance that inflation or the
impact of rising material costs will not have a significant impact on our sales or results of operations in the future.

Impact of Accounting Statements. In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income
Taxes (“FIN 48™). FIN 48 clarifies the accounting for unceriainty in income taxes recognized in financial statements in accordance with
SFAS No. 109, Accounting for Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute of tax positions
tzken or expected to be taken on a tax return and is effective starting the first fiscal year beginning after December 15, 2006.
Management does not expect that I'1¢ adoption of FIN 48 on April 1, 2007 will have a significant impact on its financial position and
results of operations.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157”), which defines fair value, establishes
a framework for measuring fair val s in accounting principles generally accepted in the United States of America and expands
disclosure about fair value measurements. SFAS 157 is effective for fiscal years beginning afier November 15, 2007, Management is
currently evaluating the impact, if uny; SFAS 157 will have on its consolidated financial position, results of operations and cash flows.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities including
an amendment of FASB Statement No. 115 (“SFAS 159”), which permits an entity to cheose to irrevocably elect fair value on a contract-
by-contract basis as the initial and tubsequent measurement attribute for many financial assets and liabilities and certain other items
including insurance contracts. Ent'ties clecting the fair value option would be required to recognize changes in fair value in eamings and
to expense upfront cost and fees asiociated with the item for which the fair value option is elected. The provisions of SFAS 159 are
effective for fiscal years beginning afler November 15, 2607. Early adoption is permitted as of the beginning of a fiscal year that begins
on or before November 15, 2007, pprovided the entity also elects to apply the provisions of SFAS 157. Management is currently
evaluating the impact, if any; SFA% 159 will have on its consolidated financial position, results of operations and cash flows.

From time to time, new accouliting pronouncements are issued by the FASB and other regulatory bodies that are adopted by the
Company as of the specified effeciive date. Unless otherwise discussed, management believes that the impact of recently issued
standards, which are not yet effective, will not have a material impact on the Company’s Consolidated Financial Statements upon
adoption. '

FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes *‘forward-looking statements,” as that term is defined in Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934, All siatements, other than statements of historical facts, included
or incorporated in this Form 10-K could be deemed forward-looking statements, particularly statements about our plans, strategies and
prospects under the headings “Business”, “Management's Discussion and Analysis of Financial Condition and Results of Operations.”
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“will,” “intends,” “plans,” or “anlicipates,” or by discussions of strategy, plans or intentions. Forward-looking statements are included,
for example, in discussions regarcling: ~

» the manufactured housing industry and market;

« our financial performance ard operating results;

» our operational and legal risls;

« how we may be affected by ;;overnmental regulations and legal proceedings;

» the-expected effect of certain: risks and uncertainties on our business, financial condition and results of operations;
* the availability of favorable sonsumer and wholesale manufactured home financing;

« market interest rates and our investments; and

« the ultimate outcome of ow :ommitments and contingencies.

All forward-looking stateme .its arc subject to risks and uncertaintics, many of which arc beyond our control. As a result, our actual
results or performance may differ materially from anticipated results or performance. Also, forward-looking statements are based upon
management's estimates of fair vrlues and of future costs, using currently available information. Therefore, actual resuits may differ
materially from those expressed cr implied in those statements. Factors that could cause such differences to occur include, but are not
limited to, those discussed under ltem 1A, "Risk Factors," and elsewhere in this Annual Report. We expressly disclaim any obligation to
update any forward-looking statements contained in this Annual Report, whether as a result of new information, future events or
otherwise. For all of these reason;, you are cautioned not to place undue reliance on any forward-looking statements included in this
Annual Report.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk is the risk of loss arising from adverse changes in market prices and interest rates. We may from time to time be
exposed 10 interest rate risk inher :nt in our financial instruments, but are not currently subject to foreign currency or commodity price
risk. We manage our exposure tc these market risks through our regular operating and financing activities. We are not currently a party
to any market risk sensitive instruments that could be reasonably expected to have a material effect on our financial condition or results

of operations.

The Company maintains sho 1-term investments. Short-term investments are comprised of auction rate certificates which are
adjustable-rate securities with dividend rates that are reset by bidders through periodic “Dutch auctions” generally conducted every 7 to
35 days by a broker/dealer on bel-alf of the issuer. The Company belicves these securities are highly liquid investments through the
related auctions; however, the collateralizing securities have stated terms of up to thirty (30) years. The investment instruments are rated
AAA by Standard & Poor’s Ratings Group, or equivalent. The Company’s investments arc intended to establish a high-quality portfolio
that preserves principal, meets lir uidity needs, and delivers an appropriate yield in relationship to the Company’s investment guidelines
and market conditions. Given the short-term nature of these investments, and that we have no borrowings outstanding, we are not subject
to significant interest rate risk, :

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Reference is made to the Ceuisolidated Financial Statements, the Reports thereon, the Notes thereto, and the supplementary data
commencing on page F-1 of this -eport, which Consolidated Financial Statements, Reports, Notes and data are incorporated herein by
reference.

ITEM 9. CHANGES IN AND INSAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND I'ROCEDURES

Evaluation of Disclosure Controls and Procedures
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our management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of
our disclosure controls and proce fures, as defined in Exchange Act Rule 13a-15(¢) and 15d-15(e). Based upon that evaluation, our Chief
Executive Officer and Chief Finuacial Officer concluded that, as of the end of the period covered by this Annual Report on 10-K, our
disclosure controls and procedurts are effective in enabling us to record, process, summarize and report information required to be
included in our periodic SEC filings within the required time period.

Management’s Assessment on In:emal Controls Over Financial Reporting

The Company's managemer:t assessed the effectiveness of the Company’s internal control over financial reporting based on the
criteria in Intemal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.
Based on this evaluation under tt e criteria in Internal Control - Integrated Framework, the Company’s management concluded that the
Company’s internal control over financial reporting was effective as of March 31, 2007. For Management’s Report On Intemal Control
Over Financial Reporting refer to page F-2 of this report. :

Changes in Intcrnal Control over Financial Reporting

There were no significant ¢hanges in our intemal controls over financial reporting identified in connection with this evaluation that
occurred during our last fiscal quarter that have materially affected, or are reasonably likely to materially affect, the Company’s internal
controls over financial reporting;

ITEM 9B. OTHER INFORM.&TION

None.

PART 111
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

For a description of the dire :tors of the Company and other information called for by this ltem 10, see "Election of Directors and
Related Matters," and "General-3ection 16(a) Beneficial Ownership Reporting Compliance” of the Company's Proxy Statement for the
Annual Meeting of Stockhoider:. to be held on June 26, 2007 which is incorporated herein by reference. Also see the information
relating to executive officers of the Company that follows Item 4 of Part 1 of Part A of this Report, which is incorporated in this Item 10
by reference. :

The Company has adopted » Code of Ethics that applies to all directors, officers and employces of the Company. A copy of the
Company’s Code of Ethics is lo:ated on the Company’s website at www.caveo.com or will be mailed, at no charge, upon request
submitted to James P. Glew, Secretary, Caveo Industries, Inc., 1001 North Central Avenue, Suite 800, Phoenix, Arizona, 85004. if the
Company makes any amendme ¢ to, or grants any waivers of, a provision of the Code of Ethics that applies to its principal executive
officer, principal financial officur, principal accounting officer or controller where such amendment or waiver is required to be disclosed
under applicable SEC rules, the Company intends to disclose such amendment or waiver and the reasons therefore on its Internet website
at WWw.cavco.com.

ITEM 11. EXECUTIVE CONIPENSATION

For a description of the Ceinpany's exccutive compensation, see "Election of Directors and Related Matters,", "Compensation
Discussion and Analysis” (other than the "Compensation Committee Report™) of the Company's Proxy Statement for the Annual
Meeting of Stockholders to be |eld on fune 26, 2007, which is incorporated herein by reference.

ITEM 12. SECURITY OWN}.RSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS ‘

For a description of the se:urity ownership of management and certain beneficial owners, see "Stock Ownership” of the Company's
Proxy Statement for the Annuz! Meeting of Stockholders to be held on June 26, 2007, which is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

For a description of certai:: relationships and related transactions of the Company, see "Compensation Discussion and Analysis;
Compensation Committee Inlerlocks and Insider Participation” of the Company’s Proxy Statement for the Annual Meeting of
Stackholders to be held on Jun.: 26, 2007, which is incorporated herein by reference.
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For a description of principal accounting fees and services, see "Ratification of Appointment of Independent Auditors — Audit Fees”
of the Company’s Proxy Statement ['ar the Annual Meeting of Stockholders to be held on June 26, 2007, which is incorporated herein by
reference,

PART 1V
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
Financial Statements and Financizl Statement Schedules

Financial Statements are listed in the Index to Consolidated Financial Statements on page F-1 of this report,

All schedules have been omitted Jecause they are not applicable or the required information is included in the Conselidated Financial
Statements or Notes thereto.

Exhibits

The documents listed below are being filed or have previously béen filed on behalf of the Company and are incorporated herein by

Exhibit

Number Exhibit
3.1 Restated Certificute of Incorporation of Cavco
32 Centificate of Am :ndment to Restated
Centificate of Incorporation of Caveo
33 Amended and Restated Bylaws of Cavco
10.1 Stock Incentive P an of Cavco*
10.1a " Form of stock oplion agreement for Stock
Incentive Plan*
10.2 Employment Agreement, dated June 30, 2003,
between Joseph H, Stegmayer and Cavco*
10.3 Summary of Vice President and Chief Financial
Officer Incentive “ompensation Plan for Fiscal
Year 2007
10.4 Restricted Stock /iward Agreement, dated June
30, 2003, between Joseph H. Stegmayer and
Cavco*
10.5 Credit Agreemeni dated September 17, 2003
between JPMorgia Chase Bank N.A. and Cavco
10.6 Amendment to Cr2dit Agreement dated as of
December 16, 203 between JPMorgan Chase
Bank N.A. and Cuvco
10.6a Amendment to Crzdit Agreement dated
November 10, 2004
10.6b Amendment to Crxdit Agreement dated

October 25, 2005
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reference from the documents indiczted and made a parl hereof. Exhibits not identified as previously filed are filed herewith,

Filed Herewith or

Incorporated by Reference
Exhibit 3.1 of the Annual Report on Form 10-K for the fiscal
year ended March 31, 2004
Exhibit 3.1 of the Quarterly Report on Form 10-Q for the fiscal
quarter ended June 30, 2006
Exhibit 3.2 of the Annual Report on Form 10-K for the fiscal
year ended March 31, 2004
Exhibit 10.6 to the Registration Statement on Form 10/A (File
No. 000-08822) filed by Cavco on April 23, 2003, as amended
by Form 10/A dated May 21, 2003, Form 10/A dated May 30,
2003, Form 10/A dated June 17, 2003, and Form 10/A dated
June 20, 2003
Exhibit 10.1a of the Annual Report on Form 10-K for the fiscal
year ended March 31, 2005
Exhibit 10.2 of the Annual Report on Form 10-K for the fiscal
year ended March 31, 2004
Exhibit 10.1 of the Quarterly Report on Form 10-Q for. the
fiscal quarter ended June 30, 2006

Exhibit 10.4 of the Annual Report on Form 10-K for the fiscal
year ended March 31, 2004

Exhibit 10.1 of the Quarterly Report on Form 10-Q for the
fiscal quarter ended September 30, 2003

Exhibit 10.6 of the Annual Report on Form 10-K for the fiscal
year ended March 31, 2004

Exhibit 10.6a of the Annual Report on Form 10-K for the fiscal
year ended March 31, 2005

Exhibit 10.1 of the Quarierly Report on Form 10-Q for the
fiscal quarter ended September 30, 2005




Limited Consent to Use Centex Trademarks, year ended March 31, 2004
dated June 30, 2003, between Centex
Corporation (*'entex”) and Cavco

10.8 Administrative Services Agreement, dated June  Exhibit 10.8 of the Annual Report on Form 10-K for the fiscal
30, 2003, between Centex Service Company and  year ended March 11, 2004
Cavco !
10.9 Distribution Agreement, dated May 30, 2003, Exhibit 10.9 of the Annual Report on Form 10-K for the fiscal
among Centex, Cavco Industries, LLC, and year ended March 31, 2004
Cavco .
10.10 Tax Sharing Agreement, dated June 30, 2003, Exhibit 10.10 of the Annual Report on Form 10K for the fiscal -
| among Centex, Centex’s Affiliates, and Cavco  year ended March 31, 2004
; 10.11 Cavco Industrics, Inc. 2005 Stock Incentive Exhibit A to the Corporation’s Definitive Proxy Statement for
| Plan* its 2005 Annual Meeting of Stockholders filed by the

| . Corporation with the Sccurities and Exchange Commission on
| . . May 23, 2005, and incorporated by reference herein (this

: Exhibit is filed as an Exhibit to the Corporation’s Registration
Statement on Form S-8 (No. 333-132925), filed with the
Securities and Exchange Commission on April 3, 2006)

21 List of Subsidizries of Cavco Filed herewith

23 Consent of Erniit & Young, Independent Filed herewith
Registered Pub’ic Accounting Firm .

311 Certificate of Joseph H. Stegmayer, Chief Filed herewith

Executive Officer, pursuant to Rule 13a-14(a)
and Rule 15d-14(a) of the Securities Exchange
Act, as amende: 4 :
31.2 Certificate of I3aniel L. Umess, Chief Financial  Filed herewith
Officer, pursuaat to Rule 13a-14(a) and
Rule 15d-14(a) of the Securities Exchange Act,
as amended
32 Certification of Chief Executive Officer and Furnished herewith **
Chief Financizi Officer, pursuant to 18 U.5.C,
Section 1850, us adopted pursuant to Section
906 of the Sarlxanes-Oxley Act of 2002

* Management contract or zompensatory plan or arrangement

b These certifications are 1.0t "filed" for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise
subject to the liability of that section. These certifications are not to be deemed incorporated by reference into any filing under the
-Securities Act of 1933, as amend-:d, or the Securities Exchange Act of 1934, as amended, uniess Cavco specifically incorporates them
by reference.
Copies of any of the exh bits referred to above will be furnished at no cost to security holders who make a written request
therefore to James P. Glew, Secre ary, Cavco Industries, Inc., 1001 North Central Avenue, Suite 800, Phoenix, Arizona, 85004 or via the

Company website (www.cayco.cim).
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Pursuant to the requirements of fection 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized.

CAVCO INDUSTRIES, INC.
{Registrant)

| Date: May 16, 2007 fs/ Joseph H. Stegmayer
| Joseph H. Stegmayer — Chairman,

| President and
Chief Executive Officer
{Principal Executive Officer)

Pursuant to the requirements of :ection 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to i
be signed on its behalf by the undersigned, thereunto duly authorized.

Signature : Title Date
| {5/ Joseph H. Stegmayer__ Chairman of the Board, President May 16, 2007
and Principal Executive Officer
; {s/ Daniel L. Urness Vice President and Chief Financial Officer May 16, 2007
{sf Steven G. Bunger Director ' May 16, 2007
is/ Jacqueline Dout | Director May 16, 2007
i {sf Jack Hanna o Director May 16, 2007
[s! Michael Thomas Director May 16, 2007

30




INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

| Management's Report on Internal Control Over Financial Reporting
Reports of Indzpendent Registered Public Accounting Firm
| Consolidated Halance Sheets as of March 31, 2007 and 2006

Consolidaled Sratements of Operations for the Years Ended
March 31, 2307, 2006 and 2005

Consolidated Statements of Stockholders’ Equity for the Years Ended
March 31, 207, 2006 and 2005

Consolidated Siatements of Cash Flows for the Years Ended
| March 31, 2007, 2006 and 2005

Notes to Conso'idated Financial Statements

F-6

F-7

F-8



To the Shareholders of Caveo Industries, Inc.,

The management of Cavce Ind istries, Inc., is responsible for establishing and maintaining adequate internal control over financiat
reporting, as such term is defin:d in Exchange Act Rules 13a-15(f) and 15d-15(f). Intemal control over financial reporting is a
process designed to provide re: sonable assurance regarding the reliability of financial reponting and the preparation of financial
statements for external purposts in accordance with generally accepted accounting principles. Internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonabie detail, accurately and fairly
reflect the transactions and dispositions of our assets; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in conformity with U.S. generally accepted accounting principles, and that our receipts and
expenditures are being made cnly in accordance with authorizations of our management and directors; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of our assets that could have a
material effect on the financial statements.

Because of its inherent limitations, our controls and procedures may not prevent or detect misstatements. A control system, no matter
how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the controls system are
met. Because of the inherent limitations in all controls systems, no evaluation of controls can provide absolute assurance that all
control issues and instances of fraud, if any, have been detected.

Under the supervision and with the participation of management, we assessed the effectiveness of our internal control over financial
reporting based on the criteria .n Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Basen on our evaluation under the criteria in Internal Control - Integrated Framework, we concluded that our
internal control over financial reporting was effective as of March 31, 2007,

Management's assessment of (iie effectivencss of our internal control over financial reporting as of March 31, 2007 has been audited
by Emst & Young LLP, an independent registered public accounting firm, as stated in their report which is included herein.

Date: May 16, 2007
/s/ Joseph H. Stegmaye
Joseph H. Stegmayer
President and Chief Executive Officer
Cavco [ndustries, Inc.

Date: May 16, 2007 .
Is/ Daniel L. Umess

Daniel L. Umess

Vice President and Chief Financial Officer
Cavco Industries, Inc.




The Board of Directors and Stuckholders
Cavco Industries, Inc.

We have audited management’s assessment, included in the accompanying Management’s Report on Intemal Control Over Financial
Reporting, that Cavco Industrivs, Inc. maintained effective internal control over financial reporting as of March 31, 2007, based on
criteria established in Internal Control—Integrated Framework issued by the Commiltee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria). Cavco Industries, Inc.’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to
express an opinion on manage:nent’s assessment and an opinion on the effectiveness of the company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan ind perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was mainti ned in all material respects. Our audit inctuded obtaining an understanding of internal control over
financial reporting, evaluating management’s assessmeni, testing and evaluating the design and operating effectiveness of internal
control, and performing such sther procedures as we considered necessary in the circumstances, We believe that our audit provides a
reasonable basis for our opinicn.

A company’s internal control ver financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the pre paration of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s inter:al control over financial reporting includes those policies and procedures that (1} pertain to the
maintenance of records that, i1 reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonat:le assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accupted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorization: of management and dircctors of the company; and (3) provide reasonable assurance regarding
prevention or timely detectior of unauthorized acquisition, use, or disposition of the company's assets that coutd have a material effect
on the financial statements.

Because of its inherent limitations, internal contro} over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectivern ess to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree «f compliance with the policies or procedures may deteriorate.

In our opinion, management’s asscssment that Cavco Industries, Inc. maintained effective internal control over financial reporting as
of March 31, 2007, is fairly stuted, in all material respects, based on the COSO criteria. Also, in our opinion, Cavco Industries, Inc.
maintained, in all material resy ects, effective internal control over financial reporting as of March 31, 2007, based on the COsO
criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets as of March 31, 2007 and 2006, and the related consolidated statements of income, stockholders’ equity,
and cash flows for each of the three years in the period cnded March 31, 2007 of Cavco Industries, Inc., and our report dated May 16,
2007 expressed an unqualifie< apinion thereon.

/s/ Emst & Young LLP

Phoenix, Arizona
May 16, 2007




The Board of Directors and Sti;ckholders
Cavco Industries, Inc.

We have audited the accompanying consolidated balance sheets of Cavco Industries, Inc. as of March 31, 2007 and 2006, and the
related consolidated statements of income, stockholders' equity, and cash flows for each of the three years in the period ended March
31, 2007. These consolidated rinancial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {(United States), Those
slandards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, An audit also includes assessing the accounting principles used and significant estimates made by management, as wcl] as
evaluating the overell financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial st:tements referred to above present fairly, in all material respects, the consolidated financial position of
Cavco Industries, Inc. at March 31, 2007 and 2006, and the consolidated results of their operations and their cash flows for each of the
three years in the period endec March 31, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 8 to the ( onsolidated Financial Statements, Caveco Industries, Inc. changed the mecthod of accounting for share-
based payments in accordance with Staiement of Financial Accounting Standards No. 123 (revised 2004) on April 1, 2006.

We also have audited, in accorlance with the standards of the Public Company Accounting Oversight Board (United States), the
effectivencss of Cavco Industrizs, Inc.’s internal control over financial reporting as of March 31, 2007, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our
report dated May 16, 2007 expiessed an unqualified opinion thereon.

/s/ Emst & Young LLP

Phoenix, Arizona
May 16, 2007
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CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

March 31, March 31,
2007 2006
ASSETS
Current assets
Cash and cash equivalents S 12,976 b 15,122
Short-term invesunents . 50,900 42,900
Restricted cash . 339 1,223
Accounts receivat e 8,107 11,568
Inventories 13,464 12,733
Prepaid expenses und other current assets 2,213 1,446
Deferred income 1:ixes . 3,930 4,040
Total current assets 91,989 £9,032
Property, plant and equipment, at cost:
Land 6,050 6,050
Buildings and improvements ) 7,029 6,744
Machinery and equipment . 7,617 6,752
20,696 19,546 |
Accumulated depriciation (7,894) (7,202)
12,802 12,344
Goodwill 67,346 67,346
Total assets . $ 172,137 $ 168,722
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable § 2,868 $ 6,269
Accrued liabilitics 18,417 26,184
Total current liabilities 21,285 32,653
D_eferred income taxes 12,760 - 1,040
Commitments and contingencies
Stockholders' equity : ‘
Preferred Stock, § 01 par value, 1,000,000 shares authorized;

No shares issurd or outstanding - -
Common Stock, $.01 par value; 20,000,000 shares authorized;

Outstanding 6,382,980 and 6,352,980 shares, respectively . 64 | 64
Additional paid-in capital 122,868 121,354
Retained carnings 15,160 3,611

Total stockholders’ equity 138,092 125,029
Total liabilities and stoc:holders’ equity $ 172137 $ 168,722
Sce accompanying Notes to Conselidated Financial Statements
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CONSOLIDATED STATEMENTS OF OPERATIONS

(Dollars in thousands, except per share amounts)

Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Income from operaticns
Interest income
{ncome from continuing oj:crations before income taxcs
Income tax expense
Income from continuing oj:srations
Income from discontinued retail operations
net of income taxes of 456, $148 and $350, respectively
Net income :

Net income per share (basic):
Continuing operations
Discontinued retail operations
Net income

Net income per share (dilurzd):
Continuing operations
Discontinued retail operations
Net income

Weighted average shares cutstanding:
Basic
Diluted

Year Ended March 31,
2007 2006 2005
§ 169114 $ 189,503 $ 157435
138,813 151,143 127,916
30,301 38,360 29,519
15,311 16,367 14,245
14,990 21,993 15274
2,387 1,479 532
17,377 23,472 15,806
5,962 8,675 6,229
11,415 14,797 9,577
. 134 252 550
3 11,549 b 15,049 § 10,127
_— ‘ e
b 1.79 $ 2.34 N 1.52
0.02 0.04 .09
$ 1.81 s 2.38 $ 1.6}
$ 1.72 $ 2,19 b 1.46
0.02 0.04 0.08
$ 1.74 $ 2.23 $ 1.54
6,363,368 6,318,070 6,288,730
6,629,580 6,746,356 6,557,819

All applicable shares and p :r share amounts reflect the retroactive application of the 2-for-1 stock split paid January 31, 2005.
See sccompanying Notes to Consolidaled Financial Statements




COGNSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

I ————————— R ———

{Dcllars in thousands)
Unamortized Rctaincd
Additional value of earnings
Common Stock " paid-in restricted  (accumulated
Shares Amount capital stock deficit) Total

Baiance, March 31, 2004 6,288,730 § 63 $119998 § (563) § (21,565) § 97933
Amortization of restricted stock 250 250
Net income 10,127 10,127
Balance, March 31, 2005 6,288,730 63 119,998 (313) (11,438) 108,310
Amortization of restricted stock 250 250
Stock option exercises and

associated tax benefits 64,250 1 1,419 1,420
Net income 15,049 15,049
Balance, March 31, 2006 6,352,980 64 121,417 (63) 3,611 125,029
Reverse unamortized value of

restricted stock upon adopticn

of SFAS 123(R) (63) 63 -
Stock option exercises and

associated tax benefits 30,000 668 668
Share-based compensation 846 846
Net income 11,549 11,549
Balance, March 31, 2007 6,382,980 3% 64 § 12288 § - $ 15160 § 138092

* Al applicable shares and per share amounts reflect the retroactive application of the 2-for-1 stock split paid January 31, 2005.
See accompanying Notes to Consolidated Financial Statements
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valued at the lower of cost or mzrket, using the specific identification method.

Property, Plant and Equipinent. Property, plant and equipment are carned at cost. Depreciation is calculated using the straight-
line method over the estimated 1 seful lives of each asset. Estimated useful lives for significant classes of assets are as follows:
buildings and improvements 10 :o 30 years, and machinery and equipment 7 to 25 years. Repairs and maintenance charges are
expensed as incurred.

Asset Impairment. The Coripany periodically evaluates the carrying value of long-lived assets to be held and used, when events
and circumstances warrant such a review, The carrying value of a long-lived asset is considered impaired when the anticipated
undiscounted cash flow from suuh asset is less than its carrying value. In that event, a loss is recognized based on the amount by
which the carrying value exceeds the fair market value of the long-lived asset. Fair market value is determined primarily using the
anticipated cash flows discounted at a rale commensurate with the risk involved. Losses on long-lived assels to be disposed of are
determined in a similar manner, except that the fair market values are primarily based on independent appraisals and preliminary or
definitive contractual arrangements less costs to dispose.

Goodwill. The Company a-:counts for goodwill in accordance with the provisions of SFAS No.'142, Goeodwill and Other
Intangibles. As such, the Compuny tests goodwill annually for impairment by reporting unit and records an impairment charge if the
implied fair value of a reporting umit, including goodwill, is less than its carrying value. As of March 31, 2007 and 2006, all of the
Company's goodwill is attributable to its manufacturing reporting unit, The Company performed its annual goodwill impairment
analysis as of March 31, 2007. "his analysis used the market value of the Company’s outstanding common stock which is primarily
supported by the Company’s maaufacturing operations and resuited in the conclusion that the goodwill was not impaired.

Warranties. The Company provides retail homebuyers or builder/developers with a twelve-month warranty for manufacturing
defects from the date of sule to the retail customer. Estimated warranty costs are accrued as cost of sales at the time of sale. The
warranty provision and reserves are based on estimates of the amounts necessary to setile existing and future claims on homes sold as
of the balance sheet date. Factors used to calculate the warranty obligation are the estimated amount of homes still under warranty
including homes in retailer invel:tories, homes purchased by consumers still within the twelve-month warranty period, the timing in
which work orders are completed], and the historical average costs incurred to service 2 home.

Retailer Volume Rebates. The Company's manufacturing operations sponsor volume rebate programs under which certain sales
to retailers and builder/dévelopers can qualify for cash rebates generally based on the level of sales attained during a twelve-month
period. Volume rebates are acci-led at the time of sale and are recorded as a reduction of net sales.

Reserve for Repurchase Corimitment. The Company is contingently liable under terms of repurchase agreements with financial
institutions providing inventory financing for retailers of its products. These arrangements, which are customary in the industry,
provide for the repurchase of praducts sold to retailers in the event of default by the retailer. The risk of loss under these agreements is
spread over numerous retaiters. T'he price the Company is obligated to pay generally declines over the period of the agreement
(typically 18 - 24 months) and is further reduced by the resale value of repurchased homes, The Company applies FASB Interprelation
No. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect Guaramees of Indebtedness to
Others - an interpretation of FAYB Statements 'No. 5, 57, and 107 and a rescission of FASB Interpretation No. 34 (“FIN 45") and
SFAS No. §, Accounting for Contingencies (“*SFAS 5) to account for its liability for repurchase commitments. Under the provisions
of FIN 45, during the period in which a home is sold (inception of a repurchase commitment), the Company records the greater of the
estimated fair value of the non-c.ontingent obligation or a contingent liability under the provisions of SFAS 5, based on historical
information available, as a reduc-ion to sales, Additionally, subsequent to the inception of the repurchase commitment, the Company
evaluates the likelihood that it w1l be called on 1o perform under the inventory repurchase commitments. [f it becomes probable that a
retailer will default and a SFAS 3 loss reserve should be recorded, then such contingent liability is recorded equal to the estimated loss
on repurchase. Changes in the reserve are recorded as an adjustment to sales. Following the inception of the commitment, the recorded
reserve is reduced over the repurchase period in conjunction with applicable curtailment arrangements and is eliminated once the
retailer sells the home.

Insurance. Effective Octobcr 1, 2006, the Company became fully insured for workers’ compensation. The Company is self-
insured for a significant portion «f its general and products liability, auto liability, health, property and workers’ compensation (prior
to October 1, 2006) coverage. Irsurance is maintained for catastrophic exposures and those risks required to be insured by law.
Estimated self-insurance costs ar: accrued for incurred claims and estimated claims incurred but not yet reported.

Advertising. Advertising ccuits are expensed as incurred and were $269, $239 and $173 for the fiscal years ended March 31, 2007,
2006 and 2005, respectively.
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and expense of $6,393, $6,415 und $5,204 for the fiscal years ended March 31, 2007, 2006 and 2005, respectively.

Income Taxes. The Compii 1y accounts for income taxes pursuant to SFAS No. 109, Accounting for Income Taxes (“SFAS 169”)
and provides for income taxes uilizing the asset and liability approach. Under this approach, deferred taxes represent the furure tax
consequences expected to occur when the reported amounts of assets and liabilities are recovered or paid. The provision for income
taxes generally represents income taxes paid or payable for the current year plus the change in deferred taxes during the year,
Deferred taxes result from differences between the financial and tax bases of the Company’s assets and liabilities and are adjusied for
changes in tax rates and tax laws when changes are enacted.

The calculation of tax liabilities involves dealing with uncertainties in the application of complex tax regulations, The Company
recognizes liabilities for anticiprted tax audit issues based on the Company’s estimate of whether, and the extent to which, additional
taxes will be due. If payment of these amounts ultimately proves to be unnecessary, the reversal of the liabilities would result in tax
benefits being recognized in the period when the liabilities are no longer determined to be necessary. If the estimate of tax liabilities
proves to be less than the ultimit:e assessment, a further charge to expense would result,

Net Income Per Share, Basic earnings per common share is computed based on the weighted-average number of common shares
outstanding during the reportiny period. Diluted earnings per common share is computed based on the combination of dilutive
common share equivalents, com irised of shares issuable under the Company's share-based compensation plans and the weighted-
average number of common shares outstanding during the reporting period. Dilutive common share equivalents include the dilutive
effect of in-the-money options 1o purchase shares, which is calculaied based on the average share price for each period using the
treasury stock method. The following table sets forth the compulation of basic and diluted eamings per share:

2007 2006 2005
Net income ) $ 11,549 $ 15049 $ 10,127
Weighted avc -age shares outstanding:
Basic 6,363,368 6,318,070 6,288,730
Add: Effect of dilutive stock options 266,212 428,286 269,089 .
Diluted 6,629,580 6,746,356 6,557,819
Net income pcr share:
Basic $ 1.81 b 2.38 $ 1.61
f—] f=————r———————§ f————— 1
Diluted 5 1.74 3 223, $ 1.54

Anti-dilutive common stock equivalents excluded from the computation of diluted earnings per share for the fiscal year ended
March 31, 2007 were 1,589. No anti-dilutive common stock equivalents were excluded from the computation of diluted eamings per
share for the fiscal years ended i\March 31, 2006 and 2005.

Stock Dividend. On Januarv 6, 2005, Cavco announced that its Board of Directors had authorized a 2-for-1 split of its common
stock in the form of a 100% stock dividend. The dividend was paid on January 31, 2005 to stockholders of record as of January 18,
2005. All applicable information presented in these financial statemenis has been presented as if this stock sphl had been complcted
as of the beginning of the applicrble period.

Recent Accounting Pronouncements. In june 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in
Income Taxes ("FIN 48”). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in financial statements in
accordance with SFAS No. 109, 4ccounting for Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute
of tax positions taken or expected 1o be taken on a tax return and is effective starting the first fiscal year beginning after December 15,
2006. Management does not exjpcct that the adoption of FIN 48 on April 1, 2007 will have a significant impact on its financial
position and results of operations.

In September 2006, the FAS B issued SFAS No. 157, Fair Value Measurements ("SFAS 157"), which defines fair value,
establishes a framework for mea: uring fair value in accounting principles generally accepted in the United States of America and
expands disclosure about fair val 1e measurements. SFAS 157 is effective for fiscal years beginning after November 15, 2007.
Management is currently evalual ng the impact, if any; SFAS 157 will have on its consolidated financial position, results of operations
and cash flows,
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Leases - The Company leases certain equipment and facilities under operating leases with various renewal options. Rent expense
was $2,032, $2,144 and §2,010 for fiscal years ended March 31, 2007, 2006 and 2005, respectively. Future minimum lease
commitments under all noncarcelable operating leases having a remaining term in excess of one year at March 31, 2007, are as

follows:

|

| Fiscal Year
2008 $ 1,571
2009 1,389
2010 : ’ 840
2011 698
2012 and thereafter 1,122

$ 5,620

Legal Matters - The Compuny is party to certain legal proceedings that arise in the ordinary course and are incidental to its
business. Certain of the claim: pending against the Company in these proceedings allege, among other things, breach of contract and
warranty, product liability and personal injury. Although litigation is inherently uncertain, based on past expericnce and the
information currently available, management does not believe that the currently pending and threatened litigation or claims will have a
material adverse effect on the :Zompany’s consolidated financial position, liquidity or results of operations. However, future events or
circumstances currently unknown to management will determine whether the resolution of pending or threatened litigation or claims
will ultimately have a material ¢ffect on the Company’s consolidated financial position, liquidity or results of operations in any future
reporting periods.

6. Valuation and Qualifying Accounts

The following table sets forth certain valuation and qualifying accounts for the fiscal years ended March 31, 2007, 2006 and 2005.

Beginning Ending
Balance Charges Deductions Balance
Reserve for repurchase commilments: i
Fiscal year ended Murch 31, 2007 3 1,500 {400} - b 1,100
Fiscal yearended March 31,2006 $ 1,800 {300) - 3 1,500
| Fiscal year ended March 31, 2005 s 2,000 (200) . S 1,800
Accrual for estimated warranties:
Fiscal year ended Murch 31, 2007 $ 6,850 7,696 (7,956) § 6,590
Fiscal year ended March 31, 2006 - 5,576 8,526 {(1,252) § 6,850
Fiscal yearended M arch 31, 2005. 5 4,596 6,831 {(585) § 5576

7. Income Taxes

The provision for income taxes for the fiscal years ended March 31, 2007, 2006 and 2005 were as follows:

Fiscal Year
Current 2007 2006 2005
Federzal $ 3,51 $ 6,241 $ 3,522
State 637 1,062 837
Total current 4,198 7,303 4,359
Deferred
Federal 1,592 - 1,216 1,762
State 238 304 458
Total deferred 1,830 1,520 2,220
Total provision - 5§ 6,028 $ 83823 $ 6,579
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March 31, 2007, 2006 and 2005 f 35%, 35% and 34%, respectively, to income before income taxes to the total income tax provision
reported in the Consolidated Statements of Operations is as follows:

Fiscal Year
2007 2006 2005 .
Federal income tax at statitory rate $ 6,082 $ 8215 $ 5374
State income taxes, net of federal benefit . 602 888 855
Current:
Tax exempt interest inccine (556) (197)
Deduction for domestic production {82) (181)
Other- (84) (50}
Total provision for continuing operations . 5,962 8,675 6,229
Income tax provision for discontinued operations 66 148 350
Total income tax provis.on ' $ 6,028 $ 8823 $ 6,579
fem —— ———1 ]

Net current deferred tax ass:is and net long-term deferred tax liabilities at March 31, 2007 and 2006 were as follows:

March 31, March 31,
2007 2006
Net current deferred tax assets :
Warranty reserves $ 2570 $ 2,709
Repurchase reserves 429 593
Insurance reserves 382 509
Other 549 229
$ 3,930 $ 4,040
Net long-term deferred tax (liabilitics) assets )
Goodwill $ (13,534) $ (11,575)
Deprecnanon 464 456
Other I 7%

(12,760) § (11,040

8. Stock Options and Incentive Plans

The Company maintains stock incentive plans whereby stock option grants or awards of restricted stock may be made to certain
of our officers, directors and key zmployees. The plans, which are stockholder approved, permit the award of up to 1,350,000 shares
of the Company’s common stock, of which 574,997 shares were still available for grant at March 31, 2007. When options are
exercised, new shares of the Conipany's common stock are issued. Stock options may not be granted below 100% of the fair market
value of the Company’s common stock at the date of grant and generally expire seven years from the date of grant. Stock options and
awards of restricted stock generally vest over a three-year period, with 25% becoming vested on the grant date and the remainder
becoming vested in cumulative 2:1% increments on each of the first three anniversaries of the grant date. The stock incentive plans
provide for accelerated vesting of stock options and remova! of restncuons on restricted stock awards upon a change in control (as
defined in the plans).

Prior to April 1, 2008, the Company accounted for stock options issued under the above plans in accordance with the recognition
and measurement provisions of APB Opinion No. 25, Accounting for Stock Issued to Employees (“APB 257), and its related
interpretations, as permitted by FASB Statement No. 123, Accounting for Stock-Based Compensation (“FAS 123™). Under the
disclosure-only provisions of FAY 123, as amended by FASB Statement No. 148, Accounting for Stock Based Compensation-
Transition and Disclosure, no ogption-based compensation cost was recognized, as all options were granted with an excrt:nse price
cqual to the fair value of the underlying common stock on the date of grant.

Effective April 1, 2006, the Clompany adopted the fair value recognition provisions of FASB Statement No. 123 - revised 2004,
Share-Based Payment (“FAS 123{R)"), and SEC Staff Accounting Bulletin No. 107 (“SAB 107"), using the modified-prospective
transition method. Other than res ricted siock awards, no share-based compensation cost had been reflected in net income prior to the
adoption of FAS 123(R) and the rzsulis for prior periods have not been restated. The recognized compensation costs during the fiscal
year ended March 31, 2007 unde: the modified-prospective transition method include (i) compensation cost for all share-based
payments granted prior to, but ne1 fully vested as of April |, 2006, based on the grant date fair value estimated in accordance with the
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on the grant-date fair value estimated in accordance with the provisions of FAS 123(R). |

The adoption of FAS 123( ) decreased income before income taxes for the fiscal year ended March 31, 2007 by approximately
$778 and decreased net income by approximately $513. Total compensation cost, including costs felated to the vesting of restricted
stock awards, charged against income for the fiscal ycar ended March 31, 2007 was approximatcly $846. Had compcnsation cost for
the Company’s employee stock-based compensation awards been determined based on the fair value at the grant date during the fiscal
years ended March 31, 2006 aud 2005, the Company's net income and net income per share would have been reduced to the pro forma
amounts indicated below:

Fisca! Ycar
2006 2005
Net income, as reported ‘ b 15,049 § 10,127
Less: Stock-based employee compensation determined under fair value based method,
net of tax benefits (557) (445)
Pro forma net income $ 14492 § 9,682
Basic net income per share:
As reported $ 238 8 1.61
IR et—
Pro forma S 229 5 134
Diluted net income per share:
As reported $ 223 § 1.54
_— e
Pro forma $ 215 % 1.48

As of March 31, 2007, to} unrecognized compensation cost related to stock options was approximately $455 and the refated
weighted-average period over which it is expected to be recognized is approximately 1.38 years.

The following table summarizes the option activity within the Company's stock-based compensation plans for the fiscal year
ended March 31, 2007:

Weighted
Weighted Average
Average Remaining Apggrepate
Number Exercise Contractual Intrinsic
of Shares Price Term Value
QOuistanding at March 31, 2006 697330 $ 1540
Granted 12,500 36.15
Exercised (30,000) 12.40
Canceled or forfeited. - -
Outstanding at March 31, 2007 __ 679830 8§ 1592 405 § 12,940
Exercisable at March 31, 2007 583,708 § 14.33 392 $ 12,142
—e——— e e e

The weighted-average estimated fair value of employee stock options granted during the fiscal years ended March 31, 2007, 2006
and 2005 were $12.55, $9.70 and $6.70, respectively. The total intrinsic value of options exercised during the fiscal years ended
March 31, 2007 and 2006 wen: $855 and $1,699, respectively. No options were exercised during fiscal year 2005.

The Company uses the Black-Scholes-Merion option-pricing mode) to determine the fair value of stock options. The
determination of the fair value: of stock options on the date of grant using an option-pricing model is affected by the Company’s stock
price as well as assumptions rgarding a number of complex and subjective variables. These variables include actual and projected
employec stock option exercis: behaviors, the Company’s expected stock price volatility over the expected term of the awards, risk-
free interest rate, and cxpected dividends. The fair values of options granted were estimated at the date of grant using the following
weighted average assumptions:
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2007 2006 2005

Volatility 338% . 28.6% 28.9%
Risk-free interest rat: 4.7% 4.0% 3.7%
Dividend yicld 0.0% 0.0% 0.0%
Expected option life in years ' 4.25 5.00 5.00

Expected term - The Company estimates the expected term of options granted by using the simplified method as prescribed by
SAB 107.

Estimated volatility - The Company estimates the volatility of its common stock taking into consideration its historical stock price
movement, the volatility of stouk prices of companies of similar size with similar businesses to it and its expected future stock price
trends based on known or anti:ipated events.

Risk-free interest rate - Thz Company bases the risk-free interest rate that it uses in the option pricing model on U.S. Treasury
zero-coupon issues with remaining terms similer to the expected term on the options.

Expected dividend - The (. ympany does not anticipate paying any cash dividends in the foreseeable future and therefore uses an
expected dividend yield of zert in the option-pricing model.

Estimated forfeitures - The Company is required to estimate future forfeitures at the time of grant and revise those estimates in
subsequent periods if actual forfeitures differ from those estimates. The Company uses historical data to estimate pre-vesting option
forfeitures and records stock-based compensation cost only for those awards that are expected 10 vest.

Though not required under the adoption provisions of FAS 123(R), the Company has made a policy decision to continue the use
of the straight-line attribution method in order to remain consistent with the previous FAS 123 pro forma disclosures.

The Company also grants zestricled stock awards 1o certain employees. Resiricted stock awards are valued at the closing market
value of the Company’s comm.on stock on the date of grant, and the total value of the award is expensed ratably over the service
period of the employees receiving the grants. A summary of restricted stock activity within the Company's share-based compensation
plans and changes for the fiscal year ended March 31, 2007 is as follows:

Grant-Date

) Shares Fair Value
Nonvested at March 31, 2006 6,887 s 9.07
Granted _ 923 32.49
Vested (6,887} 9.07
Forfeited ' - - .
Nonvesied at March 31, 2007 ) 923 $ 3249

For the fiscal year ended I larch 31, 2007, the adoption of FAS 123(R) resulted in a reclassification to reduce net cash provided by
operating activities with an oflsetting increase in net cash provided by financing activities of $256, related to incremental tax benefits
from stock options exercised during the period,
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The Company operates in tiro busincss segments — Manufacturing and Retail. Through its Manufacturing segment, the
Company designs and manufactures homes which are sold primarily in the southwestern United States to a network of retailers which
includes Company-owned retail locations comprising the Retail segment. The Company's Retail segment derives its revenues from |
home sales to individuals. The nccounting policies of the segments are the same as those described in Note 1, "Summary of
Significant Accounting Policies”. Retail segment results include retail profits from the sale of homes to consumers but do not include
any manufacturing segment prol its associated with the homes sold. Intercompany transactions between reportable operating segments
are eliminated in consolidation. Substantially all depreciation and capitat expenditures are related to the Manufacturing segment.
Each segment's results include corporate office costs that are directly and exclusively incurred for the segmemt. The following table
summarizes information with respect to the Company's business segments for the periods indicated:

Year Ended March 31,
2007 - 2006 2005
Net sales
Manufacturing $ 161,242 § 183,672 § 155,691
Retail 4 : 14,807 14,446 T 9,655
Less: Intercompany (6,935) (8,615) (7,911)
Total consolidated et sales $ 169,114 $ 189,503 $ 157,435
= fonssmmmnmmr e ———————] —
Income (loss) from operalions
Manufacturing $ 19313 s 27421 3 20816
Retail 305 | 235 {926)
Intercompany profit ir. inventory 284 (305) 215
General corporate charzes (4,972) (5,358) (4,831)
Total consolidated income from operations $ 14990 § 21,993 $ 15274
Total assets .
Manufacturing 3 99833 $ 101139 $ B9,358
Retail : 4,424 5,466 5,383
Corporate 67,880 62,117 50,181
Total consolidated #ssets $ 172,137 $ 168,722 $ 144,922

Total Corporate assets are comprised primarily of cash and cash equivalents, short-term investments and deferred taxes.

10. Discontinued Operations

The Company has plans to dispose of certain of its retail sales centers and these operations are classified as discontinued retail
operations. Finished goods inventories to be liquidated in conjunction with the disposal of these retail sales centers approximated
$768, $475 and $1,024 at March 31, 2007, 2006 and 2005, respectively. Income from discontinued retail operations for fisca) 2007
and 2006 resulted from better than anticipated results from liquidating retail inventories at our closed locations. The income in fiscal
2005 was partially offset by an ai:crual for the estimated remaining lease costs for one retail location closed during fiscal 2005. Net
sales for the retail sales centers 1 be disposed of were $5,251, $5,724 and $14,126 for the fiscal years ended March 31, 2007, 2006
and 2005, respectively.

11. Related Party Transactions

During fiscal 2007, 2006, and 20035, the Company purchased raw materials of approximately §3,521, $3,551 and $3,649
respectively, from affiliates of Cimntex. ’

F-18




12. Quarterly Financial Data (Unaudated)

The following tables set forth certain unaudited quarterly financial information for the ycars ended March 31, 2007 and 2006.

First Second Third Fourth
Quarter Quarter Quarter Quarter Total
Fiscal year ended March 31, 2007
Net sales $ 54,050 $ 43,063 $ 38,189 $ 33,812 $ 169,114
Gross profit, 10,619 8,049 6,318 5,315 30,301
Income from continuing operations 4,334 3,217 2,105 1,759 I'1,415
Discontinued operaticns;
Income from discontinued
retail operatior: - - 134 - 134
Net income 4,334 3,217 2,239 1,759 11,549
Net income per share (basic):
Continuing operations $ 068 $ 051 $ 033 $ 028 $ 1.79
Discontinued operations - - (.02 - 0.02
Net income $§ 0.68 $ 051 $ 035 § 028 3 1.81
———————— - e ————]
Net income per share (diluted):
Continuing operations $ 065 $ 049 $ 032 §$ 027 § 1,72
Discontinued operations - - 0.02 - 0.02
Net income $ 065 $ 049 $ 034 $ 027 § 1.74
Fiscal year ended Marck, 31, 2006
Net sales $ 45,876 $ 47,091 $ 45,320 $ 51,216  § 189,503
. Gross profit 9,637 9,609 8,955 10,159 38,360
Income from continui.ig operations 3,542 3,517 3,522 4,216 14,797
Discontinued operatiuns:
Income from discontinued
retail operatior; - - 252 - 252
Net income 3,542 3,517 3,774 4,216 15,049
Net income per share (basic): '
Continuing operations $ 056 & 056 $ 056 $ 066 $ 2.34
Discontinued operatic:ns - - 0.04 - 0.04
Net income $ 0356 $ 0.56 $  0.60 $ 066 $ 2.38
. B — e
Net income per share (di.uted): .
Continuing operations. $ 053 $ 052 -8 052 § 062 % 2.19
Discontinued operatitns - - - 0.04 - 0.04
Net income $ 053 $ 052 $ 0.56 $ 0.62 $ 2.23

——— eee—— e e

Included in net income for the third quarters of fiscal 2007 and 2006 is income from discontinued retail operations of $200 or
$134 net of income tax and $420 or $252 net of taxes, respectively, resulting from better than previously projected results from
liquidating retail inventories al zlosed retail locations.
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