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Statement of the Board of Directors

Dear Shareholders,
In 2005, we have seen positive results from our existing holdings and the initiation of some promising new projects which are described in the
following report. For 2006, we enjoy the continuing strength of the Russian economy, and a property market, undersupplied in all categories of commercial real estate, which still combines some of the world’s highest yields and lowest vacancy rates.
With over $US60 million raised from existing and new shareholders in the first half of 2005, we have built on the opportunities made possible by our
prior investments. Mosmart, Russia’s first domestic hypermarket chain, and the shopping centers which house its first stores, are 10% owned by
EPH. As of this writing, the chain has opened the first of four new stores planned for 2006. Mosmart plans to expand from three stores to seven this
year, and has also signed its first two franchise agreements.
Our initial stake in Mosmart positioned us to be the 26% owner of Hypercenter Investment SA, a joint venture with Switzerland’s Jelmoli Holding AG to
build Mosmart-anchored shopping centers throughout European Russia. Jelmoli brings with it a level of shopping center experience and expertise that it
has been impossible to amass locally in Russia simply due to the limited time that modern retailing has existed in the post-Soviet era. Jelmoli’s arrival in
Russia also represents a very appealing avenue for European retailers to enter one of the world’s fastest growing retail markets with a landlord they know


from Western Europe. The first shopping center in this joint venture will open later this year in Russia’s third largest city, Nizhny Novgorod.
Berlin House, our Prime Class office and retail property on Moscow’s well-known Petrovka Street, contributed to this year’s results with over $6 million
in rental income, and $5 million in capital appreciation. We paid $US46 million for Berlin House in 2004. Rental income from Berlin House has made
possible our second proposed dividend of $US 1.50, up 15% from last year’s $US 1.30 per share.
Ownership of Berlin House also opened the door for our 50% participation in the development of an 18,000 square meter office and retail property
in an optimal central Moscow location. Even using pessimistic rent assumptions, we expect an unleveraged yield on our construction budget of not
far from 20%. The construction permit allowing us to break ground is expected in the first half of this year.
It was our pleasure to welcome Jan Eckert, well-known Swiss property expert, back to the Board of Directors at the end of 2005. At the Annual
Shareholder’s meeting, we will also propose another board candidate prominent in Swiss financial markets.
This year promises a stream of news as the pipeline of projects described above are started, progress, or are completed, and as new projects and
acquisitions are formalized. We look forward to keeping you informed.

The Board of Directors
April 2006

Developments in 2005

Eastern Property Holdings started the year

May – Announcement of Hypercenter

July – Agreement signed to build an

2005 with net assets of US$70.5 million, and

Investment SA joint venture

18,000 sqm commercial property in

through the combination of a capital increase

Eastern Property Holdings purchased a 26%

central Moscow

in the first half of the year, rental and interest

stake in Hypercenter Investment SA, Luxem-

The company, in conjunction with a Moscow-

income, and appreciation from revaluation and

bourg, a newly created real estate development

based developer, will build an 18,000 sqm

development, has doubled in size to US$141.1

company which will continue the development

Class A office and retail property in one of the

million at year end. The most important devel-

of Mosmart Hypercenters. Hypercenter Invest-

most prestigious business districts in the city

opments for the year were as follows:

ment SA is owned 49% by Jelmoli Holding AG,

center. We, and our partner in the project will

a leading Swiss retail and real estate holding

share construction costs and ownership of the

April – Share capital increased by 82%

company listed on the SWX Swiss exchange,

project equally. The permit to start construc-

969,030 common shares were listed on the

26% by EPH, and 25% plus one share by the

tion is expected in the first half of 2006.

SWX Swiss exchange on 25 April, 2005.

majority owners of Mosmart.
September – Official groundbreaking

Shareholders of record were given pre-emptive rights to acquire the new shares at US$

June – Official groundbreaking of

of first regional hypercenter in Nizhny

77, after which remaining shares were sold

Mosmart-anchored hypercenter at

Novgorod

via a public offering in Switzerland, and private

Borovskoye Shosse

Construction started on the first shopping

placement in Europe. At the same time, our

Construction started on the fourth, and by far

center which will be completed by the Hy-

non-voting preferred shares, all of which were

the largest, Mosmart hypercenter at Borovs-

percenter Investment SA joint venture. As

held by ENR Russia Invest SA as a result of a

koye Shosse in Moscow. This center, totaling

the first Mosmart-anchored center to be

July 2004 capital injection, were converted to

over 80,000 square meters will not only house

built with the involvement of Jelmoli Holding,

common shares. Hence we now have only one

a Mosmart hypermarket and over 50 retail

this center, with completion expected late in

class of share outstanding.

tenants, but also includes office space to serve

2006, will be one of Russia’s most modern

as Mosmart’s new headquarters.

shopping venues.

May – Share capital increased by
an additional 6.4% via exercise of
Greenshoe option
102,250 common shares were listed on the
SWX Swiss exchange on 25 May, 2005 thru
exercise of the Greenshoe option connected to
the capital increase completed a month earlier.
The entire block was bought by a listed European property company mandated to invest in
emerging Europe.



Economic Overview

2005 the federal budget surplus more than

access to financial markets and minority own-

2005. This marks the seventh straight year of

doubled to over $60bn. This is despite a 33%

ership rights. In 2005 bi-lateral trade agree-

solid positive growth, over which time nominal

increase in budget expenditures.

ments were concluded with most major WTO

The Russian economy expanded by 6.5% in

GDP has more than doubled in $US terms. Last



member states apart from the United States.
The Russian stabilization fund (an oil revenue

These efforts appear to have produced results

manufacturing output 7.6%. By comparison

tax account) is expected to reach $75-85 bil-

as investment activity in Russia, which lagged

natural resource extraction grew by just 1.5%.

lion by year-end - an equivalent of 10% of

in 2004, rose by a promising 10% in 2005.

Likewise, corporate earnings growth outside the

GDP. By 2008, it is forecasted that this fund

energy sector is expanding at a faster pace than

will have reached an impressive $150bn. It

Foreign direct investment, another barometer

oil and gas companies. This is a trend which is

now appears the Russian Finance Ministry will

of economic stability, rose by 41% in 2005 to

expected to continue over the coming years and

fashion this fiscal war chest along the lines of

a record $18.1bn in 2005. For the first time in

indicates a clear broadening of the economy.

Norway’s oil fund; actively investing in Russian

many years more than half of capital inflows

and foreign corporate bonds and even equities.

were directed outside the energy sector.

year domestic consumption grew by 10.3%, and

The inflation rate in 2005 held stubbornly in the

If these investment returns are anywhere close

low teens, well above the Central Bank’s target

to what Norway’s oil fund has achieved, this

Following a five-year rally in Russia’s equity

level of 9%. Rising wages, food, and fuel costs

would imply annualized capital gains to Russia

markets, the valuation gap versus other emerg-

have each contributed to the upward price pres-

of between $5-10bn, proceeds from which

ing markets has clearly narrowed. This is par-

sure. Numerous and potentially alarming policy

would be used to finance infrastructure proj-

ticularly the case for the large-cap integrated

proposals have been heard, such as imposed

ects and industry development financing.

oil companies which now trade at par with their

food and fuel price controls, or regulating utility

global peers on all but asset multiples.

tariffs. We expect the government to continue

In the aftermath of the Yukos affair, which raised

its record of rational economic policy, and do

serious questions regarding private property

not predict poorly thought-out measures.

rights in Russia, the Kremlin strived to assure
business leaders that there was no nationaliza-

The Central Bank is likely to continue its ac-

tion policy directed towards segments of the

commodative monetary policy in order to

economy and, importantly too, that foreigners

encourage business and household expendi-

are welcome. Added to this were a number

tures. Money supply expanded by 38% in 2005

of domestic initiatives including establishing

and is on track to grow at a similar pace this

a framework for the resolution of back-tax

year. With few other sterilization mechanisms

claims against Russian companies.

at hand we believe that the policy makers will
be forced to allow further ruble appreciation

President Putin has also set-out WTO entry as

if they are to have any impact on the inflation

a political priority, making considerable head-

rate.The federal government’s fiscal resources

way on sensitive issues such as the liberaliza-

have been transformed in recent years. In

tion of the domestic energy markets, foreign

Mosmart Hypermarket



Portfolio Review

Berlin House
Bought in mid-2004, our first investment

prior to its commissioning in June 2002, and,

include an Escada Sport shop, a Lomonosov

property, Berlin House, is a Class A mixed re-

indeed, in the current market climate we believe

porcelain shop, and a number of upmarket

tail and office property which we regard as an

that the departure of tenants would not result in

jewelry and fashion boutiques.

ideal flagship holding. Berlin House combines

extended vacancies, but rather would create an

a distinctive architectural design with modern

opportunity to fill the space at increased rental

Berlin House has also added Citibank as a

engineering systems and state of the art sup-

rates per square meter.

large new retail tenant. As a reflection of Berlin

port facilities. Situated in the heart of Moscow



House’s prime location, Citibank has chosen to

at 5 Petrovka Street, it occupies a prime loca-

Berlin House was constructed by Hochtief AG,

make this branch the first Citibank Gold office

tion at the intersection of two pedestrian shop-

a multinational construction services company.

in Moscow, and will serve only a select high

ping streets, neighboring the Bolshoi Theatre

The building’s 7,775 square meters of total

net worth clientele. Subsequent to the year-

and the TsUM department store. Its central

rentable space is divided between 5,840 square

end, another international bank has leased the

location, proximity to metro stations, and car

meters of office space and 1,935 square me-

last of our second-floor retail space.

parking access make this property attractive

ters of retail space. Of the eight above-ground

for both office and retail occupancy.

floors, six are devoted to office space and two

Due to the leasing of the last retail space, and

are devoted to retail space. One of the three

assumption by our appraisers that any space

We believe that this combination of qualities, as

underground levels contains retail, and the re-

that comes available with the expiry of exist-

well as the limited number of alternative Class

maining two contain 62 parking spaces.

ing leases will be re-let at significantly higher

A buildings in this particular district of Moscow,

rates, Berlin House was valued at US$51 mil-

has contributed to the strong demand for space

The high quality of our tenants reflects the

lion this year; an increase of 10% over 2004.

in Berlin House from prominent Western and

premium class of our property. The office

It is worth noting that in the absence of any

Russian tenants alike. Commitments to lease

space is leased to multi-national corporations

transparent benchmark transaction in 2005,

most of the space in the building were received

Reuters and Alcatel. Our retail tenants

the most recent appraisal assumes virtually no
yield compression over the 12 month period.

Berlin House - 5 Petrovka Street, Moscow



Portfolio Review

Mosmart
Mosmart is the first and only independent Rus-

Mosmart almost doubled sales from US$95

sian-controlled chain of hypermarket stores,

million in 2004 to over US$180 million in

and is designed to compete with foreign-

2005, and is set for a major expansion in

owned hypermarkets in Russia, such as the

2006. The company ended 2005 with three

French chain, Auchan.

stores open and an 82,000sqm companyowned shopping center under construction on

We hold an investment in the Mosmart hyper-

Borovskoye Shosse in Moscow, which will also

markets and real estate operations through

serve as corporate headquarters.

the holding company Sarnatus. Mosmart’s



co-founders, and its management team, have

Between the centers being built by or for

a successful track record in the retail sector

Mosmart and two leased locations, the com-

in both Russia and Europe. The co-founders

pany intends to open four new stores this year,

continue to actively participate in the manage-

and similar numbers each year through 2009.

ment of the group.
The first store in a leased location already
The first of Mosmart’s three operational shop-

opened in Krasnodar in the first quarter of

ping complexes opened in June 2003 on

2006, but two of the new stores are expected

Yaroslavskoye Shosse near Moscow’s MKAD

to open in the fourth quarter, minimizing their

beltway. The next two centers, at Dmitrovs-

contribution to total sales numbers for the

koye Shosse, and MKAD 71, opened in Sep-

year. Still, management expects 2006 sales to

tember and October of 2004. Each complex

surpass US$280 million.

is anchored by a Mosmart hypermarket, which
shelves approximately 50,000 food and nonfood items from over 500 producers. In addition, the Yaroslavskoye Shosse and Dmitrovskoye Shosse complexes are retail centers
which rent space to retailers, banks, restaurants, and other service providers. The MKAD
71 store has its own small trade gallery within
the much larger Waypark retail center.

Mosmart Hypermarket
at Yaroslavskoye Shosse

Hypercenter Investment
In 2005, a joint venture 26% owned by EPH,

For 2005, Hypercenter Investment was kept

Most of the cash & cash equivalents shown

49% owned by Swiss retail and property group

at cost. Completion of the Nizhny Novgorod

on our balance sheet are in fiduciary deposits

Jelmoli Holding, and 25% by the founders of

shopping center, currently expected in Decem-

denominated in US dollars until employed in

Mosmart was created to develop Mosmart-an-

ber, will add to the profitability of 2006 due to

the business, and as of the end of the period

chored shopping centers in Moscow, St. Peters-

the revaluation of the property when it is com-

were earning over 4.2% interest.

burg, Nizhny Novgorod, Volgograd, Samara and

missioned and opens for business.

many other regional cities.

The Board of Directors proposed a dividend of
Financial Highlights

US$ 1.50 per share, which will be voted on at the

The first center to be built by the new joint ven-

In accordance with IFRS, our accounts are

Annual Shareholders Meeting on 16 May, 2006.

ture is currently under construction in Nizhny

kept in Russian rubles, though our reporting

Novgorod and is scheduled for completion in

currency is the US dollar. As a result, cur-

the fourth quarter.

rency fluctuations can create gains or losses,
or require accounting adjustments, such as

Jelmoli Holding, a public Swiss retail and real

the Cumulative translation adjustment under

estate group with over 1,700 retail tenants in

Shareholder’s equity on the balance sheet for

its home country is the largest partner in the

this period. Over the course of the reporting

venture. Jelmoli’s level of expertise and experi-

period, the Russian ruble has depreciated from

ence in retail property development center is

27.77 to the US dollar on 31 December, 2004,

unprecedented in Russia, where virtually all of

to 28.74 on 31 December, 2005, a move of

the country’s modern retailing space has been

roughly 3.5%.

built in the last ten years.
Mosmart, with its proven ability to draw shopper traffic, will anchor each of the shopping
centers to be built by Hypercenter Investment
SA. The company is 25% owned by the founders of Mosmart.

Inside the Yaroslavskoye Hypercenter



Financial statements

Consolidated balance sheet as at December 31, 2005
(with comparative figures as at December 31, 2004 / currency - US Dollars)
Notes
2005
2004
Assets
Non-current Assets
Intangible Assets
6
4’581’663
Investment property
7
51’000’000
46’000’000
Financial investments
8	28’839’884 	22’203’000
Loans and receivables
9	12’968’904
4’205’995
Furniture and equipment	10	12’870 	35’465
Total Non-current Assets		
97’403’321
72’444’460
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Current Assets
Accounts receivable	11	
558’312 	233’290
Advance payment		188’654 	223’777
Other current assets		15’322 	126’998
Prepaid taxes		
441’626
401’214
Cash & cash equivalents	18
52’497’621
5’551’349
Total Current Assets
53’701’535
6’536’628
Total Assets		
151’104’856
78’981’088
Shareholders’ equity
Share Capital	13	199’256’113 	139’238’343
Accumulated deficit		
(72’533’960)
(72’967’054)
Net Profit for the year		16’210’293 	1’568’159
Cumulative translation adjustment		
(1’795’318)	2’697’654
Total Shareholder’s equity		
141’137’128
70’537’102
Liabilities
Non-current liabilities
Long term liabilities	14
992’572 	1’020’571
Provisions for liabilities and charges	15	2’049’530 	1’492’850
Deferred purchase price liability
8
4’598’904
4’205’995
Total Non-current Liabilities		
7’641’006
6’719’416
		
Current liabilities
Accounts payable and accrued expenses		1’903’494 	1’234’931
Provisions for liabilities and charges	15	196’194 	226’398
Property tax		209’554 	257’454
Bank overdraft		17’480
5’787
Total Current Liabilities		
2’326’722
1’724’570
Total Liabilities and shareholders’ equity		

151’104’856

78’981’088

Number of shares outstanding		
Net asset value per Share		

1’683’974
83.81

872’837
80.81

Consolidated income statement for the year ended December 31, 2005
(with comparative figures for the year ended December 31, 2004 / currency - US Dollars)
Notes
2005
2004
Operating income
Rent Income		
6’083’307 	2’940’152
Interest income		1’539’767
705’873
Other incomes		336’127
Net gain from fair value adjustment on investment property
7
6’688’937
Net gain from fair value adjustment on financial investments 8
7’441’649 	3’916’059
Total operating income		
22’089’787
7’562’084
Operating expenses
Net loss from fair value adjustment on investment property
7
- 	1’729’357
Accrued performance fees	17	1’765’246	309’980
Management fees	17	2’017’925	1’074’716
Professional fees		
562’589
463’155
Repair and maintenance costs		145’964
421’770
Other direct property expenses		
884’398
442’458
Salaries and social charges		134’555	11’356
Impairment of intangible assets		
- 	14’282
Other operating expenses		210’626	158’861
Depreciation	10	31’028	11’778
Non-income taxes		1’173’750
504’549
Total operating expenses		
6’926’081
5’142’262
Finance costs		
916’526	395’425
Net operating profit		

14’247’180

2’024’397

Investment income
Net gain / (loss) from foreign currency translation		1’963’113
Total investment income / (loss)		
1’963’113
Net income for the year
16’210’293

-456’238
-456’238
1’568’159

Attributable to:		
Equity holders of the Company		16’210’293 	1’568’159
Weighted average number of outstanding shares		1’413’196
535’463
Earnings per share for profit attributable to equity holders of the Company during the year
Basic
Diluted

5	11.47	2.93
5	11.40	2.90
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Financial statements

Consolidated cashflow statement for the year ended December 31, 2005
(with comparative figures for the year ended December 31, 2004 / currency - US Dollars)
Notes
2005
2004
Cash flows from operating activities
Operating profit		16’210’293 	1’568’159
Net gain / loss from foreign currency transactions		
(1’963’113)
456’238
Net unrealized gain / loss on investment property
7
(6’688’937)	1’729’357
Net gain on financial investments
8
(7’441’649)
(3’916’059)
Depreciation	10	31’028 	11’778
Impairment charges		
- 	14’282
Interest income accrued		
(1’539’767)
(705’873)
Finance costs accrued		398’713 	173’369
Net cash flow before changes in working capital		
(993’432)
(668’749)

12

Increase in payables and other current liabilities		
Decrease in long term and other non current liabilities		
Increase / Decrease in receivables and other current assets		
Cash (used in) / generated from operations		

590’458
775’678
528’681
(218’634)	131’637
(92’927)
238’566

Interest income received		1’141’054
Net cash generated from operating activities		
1’048’127
Cash flows from investing activities
Purchase of investment, net of cash acquired		
Purchase of financial investments		
Net purchase of furniture and equipment		
Loan granted		
Loan repaid		
Net cash generated from investing activities		

705’873
944’439

(4’658’926)
(43’851’518)
(12’966’790)
(9’208)
(8’370’000)
(5’273’210)
- 	1’067’215
(13’038’134)
(61’024’303)

Cash flows from financing activities
Proceeds from issue of ordinary shares	13	
60’356’666
4’269’276
Proceeds from issue of preferred shares	13	
- 	18’874’980
Proceeds from sale of treasury shares	13	
439’049 	11’244’340
Purchase of treasury shares	13	
(836’783)
(737’982)
Dividend paid	13	
(1’135’065)
Proceeds from sale of warrants	13	117’032 	1’845
Purchase of warrants	13	
(58’194)
Net cash generated from financing activities		
58’882’705
33’652’459
		
Net change in cash and cash equivalents		
46’892’698
(26’427’405)
Cash and cash equivalents at beginning of the year		
Net gain / loss from foreign currency translation 		
Cash and cash equivalents at the end of the period

18

5’545’562 	32’861’454
41’881
(888’487)
52’480’141

5’545’562

Mosmart Hypermarket
at MKAD 71
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Financial statements

Consolidated Statements of Changes in equity for the period ended December 31, 2005							
(with comparative figures for the year ended December 31, 2004 / currency - US Dollars)

ordinary
preferred
treasury
share capital
share capital
shares
					

Balance as at December 31, 2003
Correction of prior year error
Transactions in own shares/warrants
Issuance during the year
Net income for the year
Cumulative translation adjustment
Balance as at December 31, 2004
14

Transactions in own shares/warrants
Issuance during the year
Dividend
Net income for the year
Cumulative translation adjustment
Balance as at December 31, 2005

43’242’207
(12’668’393)
- 	2’679’779
9’967’713
4’269’276 	18’874’980
47’511’483
18’874’980
(20’901)
79’231’646
126’743’129

(18’874’980)
-

(338’896)
(359’797)

share
premium
					

currency
accumulated
translation
deficit
adjustment		

cumulative
translation
adjustment

shareholders’
equity

76’801’908
(2’679’779)
540’490
74’662’619

(1’789’838)
(72’967’054)
32’618’830
- 	10’508’203
23’144’256
-	1’568’159
-	1’568’159
-	2’697’654 	2’697’654
(1’789’838)
(71’398’895)
2’697’654
70’537’102

74’662’619

(1’135’065)
-	16’210’293
(1’789’838)
(56’323’667)

(338’896)
60’356’666
(1’135’065)
-	16’210’293
(4’492’972)
(4’492’972)
(1’795’318)
141’137’128
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Financial statements
Notes to the consolidated financial statements as of December 31, 2005 (Currency – US Dollars)

1. Incorporation and activity

2. Summary of significant accounting policies

Eastern Property Holdings Limited (the ‘Company’)
and its subsidiaries (together the “Group”) is a real
estate investment and development company with
a focus on Russia and the CIS. The Company is a
limited liability company pursuant to CAP 291 of the
International Business Company Act of the British
Virgin Islands and is subject to the laws of the British
Virgin Islands. The Company’s registered offices are
located at Euro-American Trust and Management
Services Limited, P.O. Box 3161, Road Town, Tortola,
British Virgin Islands.

Basis of preparation
The consolidated financial statements of the Company have been prepared in accordance with International Financial Reporting Standards (IFRS), which
comprise standards and interpretations approved by
the IASB, and International Accounting Standards
and Standing Interpretations Committee interpretations approved by the IASC that remain in effect, and
the additional rules for listing of real estate companies on the SWX Swiss Exchange.

According to article 4 of the Memorandum of Association, the Company’s mandate is defined as
follows:

16

a. to invest its assets in real estate, both in existing
properties as well as in real estate development
projects, which can be done directly or through
subsidiaries or participation in other companies;
b. to hold participations in all kind of companies with
real estate related activities; and
c. to provide real estate financing, sale and lease
back of real estate, real estate management and
to engage in all other real estate related activities; and
d. to enter into all kind of financial transactions
which it may think conducive to develop all or any
of the above subjects ; and
e. to engage in any other business or in any acts or
activities, which are not prohibited under any law
for the time being in force in the British Virgin
Islands.
Eastern Property Holdings is a holding company
and therefore does not employ any staff of its own.
Its real estate activities are managed by Eastern
Property Management Limited. The wholly owned
subsidiary Connecta KG, as of 31 December 2005,
employed 4 staff members, of which two were parttime. (2 staff members as of 31 December 2004).
The Company has its primary listing on the SWX
Swiss exchange.
The consolidated financial statements as of December 2005 have been approved by the Board of Directors on 27 April 2006.

The consolidated financial statements have been
prepared on a historical cost basis, except for the
measurement at fair value of investment properties,
derivative financial instruments, and financial assets
carried at fair value through profit or loss.
The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires management to
exercise its judgement in the process of applying the
Company’s accounting policies. The areas involving
a higher degree of judgement or complexity, or areas
where assumptions and estimates are significant to
the consolidated financial statements, are disclosed
in Note 4.
Impact of New Accounting Pronouncements: International Financial Reporting Standards
In December 2003 the IASB released a series of new
Standards as well as revisions to certain standards including: IAS 1, “Presentation of Financial Statements”;
IAS 8 “Accounting Policies, Change in Accounting Estimates and Errors”; IAS 21 “The effects of Changes
in Foreign Exchange Rates”; IAS 24, “Related Party
Disclosures”; IAS 32 “Financial Instruments: Presentation and Disclosure”; IAS 33 “Earnings per Share”;
IAS 36 “Impairment of Assets”; IAS 38 “Intangible Assets”; IAS 40 “Investment Property”; IAS 39 “Financial
Instruments: Recognition and Measurement” and IFRS
3 “Business Combinations”. The revised standards apply to annual periods beginning on or after 1 January
2005. IAS 21, IAS 36, IAS 38, IAS 40 and IFRS 3 were
early adopted by the group in 2004 in accordance with
the respective transition provisions. All other new and
revised standards have been adopted by the Group
during the year ended December 31, 2005.
The main impact on the Group’s consolidated financial
statements of adoption of IAS 39 is described below:
In accordance with the transition provisions of IAS
39 (revised), the Group designated financial assets

previously recognised as “available for sale” as “financial assets carried at fair value through profit or loss”.
In previous periods, gains and losses arising from a
change in the fair value of available-for-sale assets
were recognised in the consolidated income statement.
As a result, the designation of those assets as financial
instruments at fair value through profit or loss does not
require restatement of financial results in the comparative information.
The Group reclassified a loan granted to an investee
company from “held-to-maturity investments” to
“Loans and Receivables”.
Early adoption of standards
In 2005, the Group early adopted the IFRS below, which
are relevant to its operations. The 2004 accounts have
been amended as required, in accordance with the relevant requirements.
IAS 39 Amendment – The Fair Value Option
IFRIC 4 – Determining whether an Arrangement contains a Lease
The Group’s early adoption of the above amendments
and interpretations had no material effect on the
Group’s accounting policies.
All changes in the accounting policies have been made
in accordance with the transition provisions in the respective standards. All standards adopted by the Group
require retrospective application.
New accounting standards and interpretations
that are not yet effective
Certain new standards, amendments and interpretations to existing standards have been published that
are mandatory for the Group’s accounting periods
beginning on or after 1 January 2006 or later periods but which the Group has not early adopted,
as follows:
IAS 19 (Amendment), Employee Benefits (effective
from 1 January 2006). IAS 19 is not relevant to the
Group’s operations since it has only 4 employees.
IAS 39 (Amendment), Cash Flow Hedge Accounting
of Forecast Intragroup Transactions (effective from
1 January 2006). This amendment is not relevant
to the Group’s operations, as the Group does not
have any intragroup transactions that would qualify
as a hedged item in the consolidated financial statements as of 31 December 2005 and 2004.

IAS 39 and IFRS 4 (Amendment), Financial Guarantee Contracts (effective from 1 January 2006). This
amendment requires issued financial guarantees,
other than those previously asserted by the entity
to be insurance contracts, to be initially recognised
at their fair value and subsequently measured at the
higher of: (a) the unamortized balance of the related
fees received and deferred, and (b) the expenditure
required to settle the commitment at the balance
sheet date. Management considered this amendment to IAS 39 and concluded that it will have no
material impact for the Group.
IFRS 1 (Amendment), First-time Adoption of International Financial Reporting Standards. This amendment is not relevant to the Group’s operations as the
Group is not a first-time adopter of IFRS.

exchange, plus costs directly attributable to the acquisition. Identifiable assets acquired and liabilities
and contingent liabilities assumed in a business combination are measured initially at their fair values at
the acquisition date, irrespective of the extent of any
minority interest. The excess of the cost of acquisition
over the fair value of the Group’s share of the identifiable net assets acquired is recorded as goodwill. If
the cost of acquisition is less than the fair value of
the net assets of the subsidiary acquired, the Group
reassesses the identification and measurement of the
identifiable assets acquired, and liabilities and contingent liabilities assumed as well as the measurement
of the cost of the combination and recognizes immediately in profit or loss any excess remaining after that
reassessment.

IFRS 7, Financial Instruments: Disclosures, and a
complementary amendment to IAS 1, Presentation of
Financial Statements – Capital Disclosures (effective
from 1 January 2007). IFRS 7 introduces new disclosures to improve the information about financial
instruments. It requires the disclosure of qualitative
and quantitative information about exposure to risks
arising from financial instruments, including specified minimum disclosures about credit risk, liquidity
risk and market risk, including sensitivity analysis to
market risk. It replaces IAS 30, Disclosures in the
Financial Statements of Banks and Similar Financial
Institutions, and disclosure requirements in IAS 32,
Financial Instruments: Disclosure and Presentation.
The amendment to IAS 1 introduces disclosures
about the level of an entity’s capital and how it manages capital. Management is currently assessing the
impact of IFRS 7 on the Group’s operations

Inter-company transactions, balances and unrealized
gains on transactions between group companies are
eliminated. Unrealized losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred. Accounting policies of
subsidiaries have been changed where necessary to
ensure consistency with the policies adopted by the
Group.

Basis of consolidation

The Group’s investment in associates includes
goodwill (net of any accumulated impairment loss)
identified on acquisition.

(a) Subsidiaries

Subsidiaries are all entities (including special purpose entities) over which the Group has the power to
govern the financial and operating policies generally
accompanying a shareholding of more than one half
of the voting rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether
the Group controls another entity.
Subsidiaries are fully consolidated from the date on
which control is transferred to the Group. They are
de-consolidated from the date that control ceases.
The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group.
The cost of an acquisition is measured as the fair
value of the assets given, equity instruments issued
and liabilities incurred or assumed at the date of

(b) Associates

Associates are all entities over which the Group has
significant influence but not control, generally accompanying a shareholding of between 20% and
50% of the voting rights. Investments in associates
are accounted for by the equity method of accounting
and are initially recognised at cost.

The Group’s share of its associates’ post-acquisition profits or losses is recognised in the income
statement, and its share of post-acquisition movements in reserves is recognised in reserves. The cumulative post-acquisition movements are adjusted
against the carrying amount of the investment.
When the Group’s share of losses in an associate
equals or exceeds its interest in the associate, including any other unsecured receivables, the Group
does not recognise further losses, unless it has incurred obligations or made payments on behalf of
the associate.
Unrealised gains on transactions between the Group
and its associates are eliminated to the extent of
the Group’s interest in the associates. Unrealised
losses are also eliminated unless the transaction

provides evidence of an impairment of the asset
transferred. Accounting policies of associates have
been changed where necessary to ensure consistency with the policies adopted by the Group.

(c) Joint Ventures

The Group accounts for its interests in a jointly controlled entities using the equity method of accounting. Such interests are initially recognised at cost.
The Group’s share of its jointly controlled entities’
post-acquisition profits or losses is recognised in the
income statement, and its share of post-acquisition
movements in reserves is recognised in reserves. The
cumulative post-acquisition movements are adjusted
against the carrying amount of the investment. When
the Group’s share of losses in a jointly controlled entity
equals or exceeds its interest in the jointly controlled
entity, including any other unsecured receivables, the
Group does not recognise further losses, unless it has
incurred obligations or made payments on behalf of
the jointly controlled entity.
Unrealised gains on transactions between the Group
and its jointly controlled entities are eliminated to the
extent of the Group’s interest in the jointly controlled
entities. Unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred. Accounting policies of
jointly controlled entities have been changed where
necessary to ensure consistency with the policies
adopted by the Group.
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Functional and reporting currency
Items included in the financial statements of each
of the Group’s entities are measured using the currency of the primary economic environment in which
the entity operates (the ‘functional currency’). Substantially all of the Group’s assets are located in Russia, whilst the majority of revenues and expenses
are denominated in Russian Rubles and settled in
Russian Rubles. Therefore, the functional currency
of the parent company and its major subsidiaries is
the Russian Ruble.
The company’s shares are listed on the Swiss stock
exchange in US dollars. Therefore the Group uses
the US dollar as its presentation currency.
Foreign currency translation
Transactions in foreign currencies are translated into
the functional currency using the exchange rates
prevailing at the date of the transaction.
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Foreign exchange gains and losses resulting from
the settlement of such transactions and from the
translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognized in the income statement.
The results and financial position of all the group entities (none of which has the currency of a hyperinflationary economy) that have a functional currency
different from the presentation currency are translated into the presentation currency as follows:
- assets and liabilities for each balance sheet presented are translated at the closing rate at the
date of that balance sheet;
- income and expenses for each income statement
are translated at average exchange rates (unless
this average is not a reasonable approximation
of the cumulative effect of the rates prevailing on
the transaction dates, in which case income and
expenses are translated at the dates of the transactions); and
- all resulting exchange differences are recognized
as a separate component of equity.

On consolidation, exchange differences arising from
the translation of the net investment in foreign entities, and of borrowings and other currency instruments designated as hedges of such investments,
are taken to shareholders’ equity. When a foreign
operation is sold, such exchange differences are
recognized in the income statement as part of the
gain or loss on sale.
Goodwill and fair value adjustments arising on the
acquisition of a foreign entity are treated as assets
and liabilities of the foreign entity and translated at
the closing rate.
Financial assets
The Group classifies its financial assets in the following categories: at fair value through profit or loss,
loans and receivables, and available for sale. The
classification depends on the purpose for which the
financial assets were acquired. Management determines the classification of its financial assets at
initial recognition and re-evaluates this designation
at every reporting date.

(a) Financial assets at fair value
through profit or loss

This category has two sub-categories: financial assets held for trading, and those designated at fair
value through profit or loss at inception. A financial
asset is classified as held for trading if acquired
principally for the purpose of selling in the short
term. Financial assets designated as at fair value
through profit or loss at inception are those that are
managed and their performance is evaluated on
a fair value basis, in accordance with a documented
Group’s investment strategy. Information about
these financial assets is provided internally on a fair
value basis to the Group entity’s key management
personnel. Assets in this category are classified as
current assets if they are either held for trading or
are expected to be realised within 12 months of the
balance sheet date.

(b) loans and receivables

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that are
not quoted in an active market. They are included
in current assets, except for maturities greater than
12 months after the balance sheet date. These are
classified as non-current assets.
Regular purchases and sales of investments are
recognised on trade -date – the date on which
the Group commits to purchase or sell the asset.
Investments are initially recognised at fair value plus
transaction costs for all financial assets not carried
at fair value through profit or loss. Financial assets
carried at fair value through profit or loss are initially
recognised at fair value and transaction costs are
expensed in the income statement. Investments are
derecognised when the rights to receive cash flows
from the investments have expired or have been
transferred and the Group has transferred substantially all risks and rewards of ownership. Availablefor-sale financial assets and financial assets at fair
value through profit or loss are subsequently carried
at fair value. Loans and receivables are carried at
amortised cost using the effective interest method.
Gains or losses arising, from changes in the fair value of the ‘financial assets at fair value through profit
or loss’ category, including interest and dividend income, are presented in the income statement within
“Net gain from fair value adjustment on financial
investments” in the period in which they arise.
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Investment property
Investment properties that are held for long-term
rental income or dividend yields or for capital appreciation or both are classified as Investment Property.
Other than a small office space in Moscow, none of
the investment properties are occupied by the group.

Depreciation, based on a component approach, is
calculated using the straight-line method to allocate
the cost over the asset’s estimated useful lives, as
follows :

Investment Property is measured initially at its cost,
including related transaction costs.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at least each
financial year-end.

After initial recognition, Iinvestment Pproperty is carried at fair value. Fair value is based on active market
prices, adjusted, if necessary, for any difference in
the nature, location or condition of the specific asset.
If this information is not available, the Group uses
alternative valuation methods such as recent prices
on less active markets or discounted cash flow projections.
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The fair value of Investment Property reflects, among
other things, rental income from current leases and
assumptions about rental income from future leases
in the light of current market conditions.
The fair value also reflects, on a similar basis, any
cash outflows that could be expected in respect of
the property. Some of those outflows are recognized as a liability, including finance lease liabilities
in respect to land classified as Investment Property;
others, including contingent rent payments, are not
recognized in the financial statements.
Knight Frank, Moscow, has been commissioned by
the Company to perform a valuation of the Company’s
real estate investments. The result of Knight Frank’s
valuation have been reviewed and approved by the
Board of Directors as representing the fair values of
those assets as per 31 December 2005.
Subsequent expenditure is charged to the assets carrying amount only when it is probable that future economic benefits associated with the item will flow to
the Group and the cost of the item can be measured
reliably. All other repairs and maintenance costs are
charged to the income statement during the financial
period in which they are incurred.
Changes in fair values are recorded in the income
statement.
Furniture and equipment
All furniture and equipment is stated at historical
cost less depreciation. Historical cost includes expenditure that is directly attributable to the acquisition of the items.

- fixtures and fittings: 4-5 years		

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount.
Gains and losses on disposals are determined by
comparing proceeds with carrying amount. These
are included in the income statement.
Leases
Operating lease – properties leased out under operating leases are included in investment property in the
balance sheet.
Intangible Assets
Intangible assets are shown at historic cost. These
have a finite useful life and are carried at cost less
accumulated amortisation. Amortisation is calculated
using the straight-line method to allocate the cost of
the intangible assets over the estimated useful life of
the building.
Impairment of assets
Assets including goodwill that have an indefinite
useful life are not subject to amortization and are
tested annually for impairment. Assets that are subject to amortization or depreciation are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may not
be recoverable. An impairment loss is recognized for
the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable
amount is the higher of an asset’s fair value less
costs to sell and value in use. For the purposes of
assessing impairment, assets are grouped at the
lowest levels for which there are separately identifiable cash flows (cash-generating units).
Current assets and liabilities
Current assets and liabilities are stated at cost due
to their relatively short-term maturities and insignificant transaction costs. A provision for impairment
is established when there is objective evidence that
the Group will not be able to collect all amounts due
according to the original terms of receivables. Tenant deposits, which are long-term in nature, are not
interest bearing and carried at face value.

Cash and cash equivalents
Cash and cash equivalents comprise cash at bank and
in hand and short-term deposits with an original maturity of three months or less, net of bank overdrafts.
Bank overdrafts are shown separately in the current
liabilities on the balance sheet.
Treasury shares
As treasury shares are purchased, the amount of
consideration paid is recognized as a charge to equity and reported in the balance sheet as treasury
shares at the consideration paid for such shares.
The subsequent resale of treasury shares does not
give rise to a profit or loss for the Company.
Warrants:
Purchased warrants on Eastern Property Holding’s
shares are recognized at cost and deducted from
equity. Any profit and loss from subsequent transactions with these instruments is also recorded in
equity
Revenue recognition
Rental income arising from operating leases is
recognised on a straight-line basis over the lease
term on ongoing leases.
Interest income is recognised as the interest accrues (taking into account the effective yield on the
asset).
Dividend distribution
Dividend distribution to the Company’s shareholders
is recognised as a liability in the Group’s financial
statements in the period in which the dividends are
approved by the Company’s shareholders.
Segment reporting
A business segment is a group of assets and operations engaged in providing products or services
that are subject to risks and returns that are different from those of other business segments. A geographical segment is engaged in providing products
or services within a particular economic environment that are subject to risks and returns that are
different from those of segments operating in other
economic environments.
As of 31 December 2005 the Group owns and manages a mixed office and retail property in Russia,
and a 10% equity stake in a Russian company which
operates hypermarkets in Moscow, and is active in
developing further property sites for new hypermarket complexes and office premises in Russia.
Therefore, the company considers commercial real
estate as its only business segment and Russia its
only geographic segment.

3. Risk management
The Group’s activities expose it to a variety of financial risks: currency risk, price risk, credit risk, liquidity risk and interest rate risk.
Risk management is carried out by the Management
Committee and supervised by the Board of Directors.
Currency Risk
The Group operates internationally and is exposed to
foreign exchange risk arising from various currency
exposures, primarily with respect to the Russian
Ruble / US dollar exchange rate. Foreign exchange
risk arises from future commercial transactions,
recognized monetary assets and liabilities and net
investments in foreign operations.
Price risk
The Group is exposed to property price and property
rentals risk.
Liquidity risk
Prudent liquidity risk management implies maintaining sufficient cash and marketable securities, the
availability of funding through an adequate amount
of committed credit facilities and the ability to close
out market positions. Due to the nature of the underlying business, liquidity is maintained at an appropriate level to meet day-to-day funding needs
while at the same time committed credit lines are
kept available.
The Group has the following undrawn borrowing
facilities:
- Variable rate
- expiring within one year
CHF 2,500,000
- expiring beyond one year
CHF 23,000,000
Credit risk
The Group has no significant concentrations of
credit risk other than those positions shown as loans
and receivables. It has policies in place to ensure
that rental contracts are made with customers with
an appropriate credit history. Cash transactions are
limited to high-credit-quality financial institutions.

Interest rate risk
Currently, the Group does not have any significant
exposure to interest rate risk. However, the Group
may take on exposure to the effects of fluctuations
in the prevailing levels of market interest rates on
its financial position and cash flows. Interest costs
may increase as a result of such changes. They may
reduce or create losses in the event that unexpected
movements arise.
4. Critical accounting estimates and
assumptions
The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition, seldom equal the related
actual results. The estimates and assumptions that
have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year are discussed below.
Estimate of fair value of investment properties
The best evidence of fair value is current prices in an
active market for similar lease and other contracts.
In the absence of such information, the Group determines the amount within a range of reasonable fair
value estimates. In making its judgement, the Group
considers information from a variety of sources including:
i) current prices in an active market for properties
of different nature, condition or location (or subject to different lease or other contracts), adjusted to reflect those differences;
ii) recent prices of similar properties in less active
markets, with adjustments to reflect any changes
in economic conditions since the date of the transactions that occurred at those prices
iii) discounted cash flow projections based on reliable estimates of future cash flows, derived
from the terms of any existing lease and other
contracts and (where possible) from external evidence such as current market rents for similar
properties in the same location and condition,
and using discount rates that reflect current market assessments of the uncertainty in the amount
and timing of the cash flows.

Principal assumptions for management’s
estimation of fair value
If information on current or recent prices for investment properties are not available the fair values of investment properties are determined using discounted
cash flow valuation techniques. The Group uses assumptions that are mainly based on market conditions existing at each balance sheet date.
The principle assumptions underlying management’s
estimation of fair value are those related to: the receipt of contractual rents; expected future market
rents; void periods; maintenance requirements; and
appropriate discount rates. These valuations are
regularly compared to actual market yield data, actual
transactions by the Group, and those reported by the
market.
The expected future market rents are determined on
the basis of current market rents for similar properties
in the same location and condition.
5. Earnings per share
Basic earnings per share is calculated by dividing
the net income for the year by the weighted average number of shares outstanding during the year.
Diluted earnings per share is calculated by dividing
the net income for the year by the weighted average number of shares outstanding during the year,
adjusted for the effect of dilutive warrants.
6. Intangible assets
The Group has paid the amount of US$ 4,3 million to
its joint venture partner in conjunction with the development of an 18,000 square meter office and retail
building in the central business district of Moscow.
This payment is to compensate the joint venture
partner for site acquisition and pre-development
costs. In addition the Group also incurred various
expenses to enter into the joint venture agreement,
totalling US$ 281’663, which have been capitalised.
The intangible asset will be incorporated into the
cost of acquisition of the joint venture investment as
soon as the building will be completed. Until such
time the intangible asset will be tested annually for
impairment.

Earnings per share basic / diluted
31.12.2005 31.12.2004
Net profit attributable to shareholders
16’210’293 1’568’159
Weighted average number of ordinary shares in issue	1’413’196
535’463
Dilutive effect of warrants
9’233
6’015
Adjusted weighted average number of shares on diluted basis	1’340’304
541’478
Basic earnings per share ($ per share)
11.47
2.93
Diluted earnings per share ($ per share)
11.40
2.90
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7. Investment property
Beginning of the year
“Berlin House” - Addition
“Berlin House” - Reevaluation
End of year
Berlin House
Berlin House is a 13,348 square meter commercial
property constructed by Hochtief AG, a multinational
construction services company, and commissioned
in June 2002. The building’s 7,775 square meters
of total rentable space is divided between 5,840
square meters of office space and 1,935 square
meters of retail space. Of the eight above-ground
floors, six are devoted to office space and two are
devoted to retail space. One of the three underground levels contains retail space, and the remaining two contain 62 parking spaces.
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The building is located at Petrovka Street 5, Moscow.
As of 31 December, 2005, the vacancy rate as a
percentage of total rentable space was, for office
space, 0%, and for retail space, 4%. Rental income
for the property for the financial year under review
was US$ 6.1 million. The following table indicates
the exposure to non-renewals of existing leases over
the periods indicated:

31.12.2005 31.12.2004
USD
USD
46’000’000
- 46,000,000
5,000,000
51,000,000 46,000,000
Operating leases
The future minimum lease payments receivable under
non-cancellable operating leases are as follows:
2005		
2004
No later than 1 year
88,340		166,430
Later than 1 year and no later than 5 years 	1,836,137		1,716,218
Later than 5 years 	3,960,606		3,807,781

There were no contingent-based rents recognised in
the income statement.
As of 31 December, 2005, the top five tenants in the
building, by net rent paid are Reuters, Alcatel, Yakhont Centre, MFK Jamilco and Elikon ZAO. These
top five tenants account for approximately 84% of
the annual net rent.

Remaining lease term
Percentage of space
Net rent as a
		
percentage of total
Office
Retail
Office
Retail
Less than one year
0%
7%
0%
7%
One to five years 	37% 	13% 	37% 	24%
More than five years
63%
80%
63%
69%

The market value of Berlin House was determined
by the Board of Directors to be US$ 51 million as at
31 December 2005, based on an independent valuation prepared by Knight Frank, Moscow. The valuation was based on discounted cash flow projections,
using a discount rate of 12% on net income. The
valuation includes a 2% void allowance for vacancies / granting of rent free periods.
Berlin House is held via the subsidiary company
Connecta GmbH & Co. KG. As this subsidiary uses
the Russian Rubble as its functional currency, and
due to the movements in the USD/RUB from January
1st to year-end, the fair value of the property has increased by US$ 1,688,937 as a result of exchange
rate movements and by a fair value appreciation for
the year of US$ 5,000,000. The resulting net unrealised gain of US$ 6,688,937 has been recognized
in the income statement of the Group as at 31 December 2005 (2004: loss of 1,729,357).

8. Financial Investmets
EPH Real Estate Ltd
During 2005, the company entered into a joint venture agreement with Vincennes Estates Ltd for the
development of an 18,000 square meter office and
retail building in the central business district of Moscow. By virtue of this agreement, EPH sold a 50%
interest into its wholly owned subsidiary EPH Real
Estate Ltd, and acquired the right to a 50 % ownership in the development project. Since the joint venture is at an early stage the group cannot reasonably
ascertain its fair value at year-end. Therefore the investment in EPH Real Estate Ltd is carried at cost.
Hypercenter Investment SA
The Group made a capital contribution to Hypercenter Investment SA which will be the exclusive
development partner for new Mosmart-anchored
shopping centers. Eastern Property Holdings owns
26% of Hypercenter Investment SA. The investment
in this associate is accounted for using the equity
method as at 31 December 2005.
Financial assets at fair value through profit
or loss
On 1 July 2004, the Company acquired a 10% equity stake in Sarnatus Trading Ltd and was assigned
a loan for a total consideration of US$10 million. According to the share purchase agreement, the US$
10 million consideration was for the shares, and for
the assignment and transfer of the seller’s rights and
obligations under the loan assigned. Further capital
contributions for a total of US$8.2 million were made
until 31 December 2005.
The capital contributions have not had a dilutive
effect on the shareholding of the Company in Sarnatus. Additional capital contributions amounting to
US$ 4,598,904 (on a discounted cash flow basis)
remain payable at 31 December 2005 and have
been recognised as a deferred purchase price liability (2004: US$ 4,205,995). This amount includes interest of US$ 392,909 charged to the profit and loss
account during the year. Both the equity investment
and the loan have been recognized in the books of
the company in accordance with the accounting
policies described in Note 2 to the consolidated financial statements.
The fair value of the equity investment in Sarnatus
amounts to US$ 28,800,000 at 31 December 2005
(2004: US$ 22,203,000). The net gain from the
revaluation of the investment in Sarnatus amounts
to US$ 7,441,649 (2004: loss of US$ 3,916,059).
This includes foreign exchange gain of US$ 844,649
recorded during the year.

The value of Sarnatus has been estimated by the
Company based on a sum of the parts approach.
As of December 31, 2005, the value of Sarnatus is
composed of the following elements:
- Hypermarket Business: at 31 December 2005, Sarnatus operates 3 hypermarkets in the suburbs of
Moscow and plans to open four more during 2006.
The company plans to open additional hypermarkets
but those have not been considered for the purpose
of the valuation.
- Real estate Business: at 31 December 2005, Sarnatus is the owner of 3 operational commercial centers and one center in the progress of construction.
Each center includes a hypermarket operated by a
subsidiary of Sarnatus, and the remaining area is
rented to other shops.
- Non-operating assets and the net debt position of
Sarnatus at 31 December 2005 (on an unaudited
basis) were taken into consideration
- In order to value its 10% stake, Eastern Property
Holdings used its own projections for the valuation
of the Hypermarket Business and an independent
real estate consultant (Knight Frank) for the valuation of the Real Estate Business. Both valuations are
based on discounted cash flows.
- The net debt position was estimated by the Company on basis of the unaudited financial statements
of Sarnatus as of December 31, 2005.
The above investment was classified as an available
for sale investment in the financial statements for the
year ended December 31, 2004, however, during
2005 IAS 39 (revised) became applicable and following changes made in that standard, the company has
elected to classify this investment as a financial asset
held at fair value through profit and loss.

Sarnatus Ltd
In 2004, the company had classified the loan to
Sarnatus as a “Held to maturity investment” as that
was the most appropriate classification under IAS
39 as applicable in 2004. However, during 2005
IAS 39 (revised) has became applicable and following the changes made in that standard, the loan to
Sarnatus is more appropriately classified as “loans
and receivables” , and therefore, the company has
reclassed the loan to this category. The change from
“held to maturity investment” to “loans and receivable” did not result in any change in the accounting
treatment applicable to the loan.
The fair value of the loan amounts to US$ 4,598,904
at 31 December 2005 (2004: US$ 4,205,995). The
fair value is calculated using future cash flows
discounted at a rate of 12.0%. An amount of US$
392,909 was recorded as interest income on this
loan during the year ended December 31, 2005
(2004: US$ 632,785). The loan expires on 31 December 2006, at which point the company will receive one ordinary share in Sarnatus Trading Ltd.
During the year under review, a loan of USD 600’000
has been made to Sarnatus with the intention that
this loan will be converted into equity. The other
shareholders of Sarnatus have also made loans to
the company in proportion to their ownership
Hypercenter Investment SA
During the second half of 2005, the group made
contributions to Hypercenter Investment SA in the
form of short term loans to be converted into equity. The other shareholders of Sarnatus have also
made loans to the company in proportion to their
ownership.

Changes in fair values of other financial assets at fair
value through profit or loss are recorded in Net gain
from fair value adjustment on financial investments
in the income statement.
Financial assets designated as at fair value through
profit or loss at inception are those that are managed
and whose performance is evaluated on a fair value
basis, in accordance with a documented Group’s investment strategy. Information about these financial
assets is provided internally on a fair value basis to
the Group entity’s key management personnel.
9. Loans and receivables

31.12.2005
USD
Sarnatus Ltd		 4’598’904
Sarnatus Ltd - Interest-free loan
600’000
Hypercenter Investment SA - Interest-free loan
7’770’000
	12’968’904

31.12.2004
USD
4’205’995
4’205’995
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10. Furniture and equipment

Historic cost
		
Balance at beginning of the year
51’262
Acquisition of subsidiary company
9’625
Additions
-417
Depreciation charge
Exchange rate difference
-1’774
Year end balance
58’696
11. Accounts receivable
As of year end, Accounts receivable with the affiliate Hypercenter Investment SA (26% ownership)
amount to USD 318,973 (2004: Nil).
12. taxation
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The Company is an International Business Corporation, which is tax exempt in the British Virgin Islands.
Therefore, profits can be paid out and accumulated
free of any corporate tax or withholding tax.
The Company owns Berlin House through Connecta
KG, a German special purpose vehicle.
Taxation of Connecta in Germany
- As a limited partnership Connecta KG is «tax
transparent» and therefore not chargeable to income tax.
- Connecta KG in general is subject to trade tax.
However, since the only income generating asset
is located and managed exclusively in Russia,
the basis for the trade tax potentially payable in
Germany according to the German permanent
establishment guidelines amounts to nil.
- Tax would become payable in Germany for EPH
as Connecta KG’s foreign limited partner, if the
administration of Berlin House by Connecta KG
entailed that the owner of Connecta KG maintains a permanent establishment in Germany.
However, the fact that the property is located in
Russia and is managed by a Russian permanent
establishment entails that income generated by
Berlin House is taxable only in Russia and that
Connecta KG cannot be regarded as a German
permanent establishment of its shareholder(s).

Accumulated
Depreciation
-15’797
-31’028
999
-45’826

Book Value
35’465
9’625
-417
-31’028
-775
12’870

Taxation in Russia
The permanent establishment of Connecta KG is liable for the following taxes in the Russian Federation
(save for the payroll taxes, if any):
- 	24 per cent payable on the taxable profit calculated as the difference between rental income and
tax deductible expenses incurred by Connecta KG
in connection with the permanent establishment;
- 	2.2 per cent property tax on the book value of the
Berlin House.
Connecta incurred a loss in 2005 so its rent income
was not subject to taxation.
The tax on the Group’s profit before tax differs from
the theoretical amount that would arise using the
weighted average tax rate applicable to the profits of
the consolidated companies as follows:
2005
2004
Profit before income tax	16’210’293	1’568’159
Tax calculated at the domestic tax rates applicable
to the profits of the respective countries		
Income not subject to tax
Income subject to 24% tax
-1’960’457
-563’304
Tax losses for which no deferred income tax asset was recognized
-1’960’457
563’304
Tax charge
-

Tax losses amounting to USD 2’523’761 have not
been recognised as a deferred income tax asset as
it is not probable that taxable profit will be available
against which the unused tax losses can be utilised.
As of 31 December 2005, the available tax losses
capable of being carried forward can be offset
against taxable profits for the next 10 years. The
offset in any given year cannot exceed 50% of the
profits of that year.

13. Shareholders’ equity
By resolution of the extraordinary general meeting held on 29 June 2004, the Company decided
to change the par value of its ordinary shares to
shares without par value (previously par value of
CHF 100 per share). A second share class in the
form of series A preferred shares (with no par value)
was introduced by resolution of the extraordinary
shareholders meeting held on 19 November 2004.
The series A preferred shares have no voting rights
and are convertible into ordinary shares on a one
to one basis at the event of an offering of new ordinary shares of more than 10% of the Company’s
outstanding ordinary shares.

Authorised Capital
Article 8 of the Company’s Memorandum of Association, as amended by the resolutions passed
at the extraordinary shareholders meeting of 29
June 2004, 19 November 2004 and 7 March 2005
provides for an authorised capital which entitles the
Board of Directors to issue a total of 3,000,000
registered ordinary Shares without par value and
1,000,000 registered Series A preferred shares
without par value.
Article 14 sec. 2 of the Articles of Association foresees that the Existing Shareholders shall, in principle, be entitled to their subscription rights in the
context of an authorised capital increase.
Increase of Capital
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Authorised capital
31.12.2005
31.12. 2004
Number of
Number of
ordinary
ordinary
shares
shares
			
Opening balance
1’380’903
1’437’183
Increase
1’000’000
Utilisation capital increase
-1’071’280
-56’280
Conversion to ordinary shares
Closing balance
1’309’623
1’380’903

31.12. 2005
Number of
series A
preferred
shares
745’970
	254’030
1’000’000

31.12. 2004
Number of
series A
preferred
shares
1’000’000
-254’030

31.12. 2005
Number of
series A
preferred
shares
254’030
-254’030
-

31.12. 2004
Number of
series A
preferred
shares
254’030
254’030

745’970

Issued share capital
31.12.2005
31.12. 2004
Number of
Number of
ordinary
ordinary
shares
shares
			
Opening balance
619’097
600’000
Adjustment of previous year
-37’183
Capital increase
1’071’280
56’280
Closing balance
1’690’377
619’097

Financial statements
Notes to the consolidated financial statements as of December 31, 2005 (Currency – US Dollars)

Treasury shares
			
			
			
Opening balance
			
Adjustment of
previous years
			
Purchase			
Sales
		
Closing balance

		

31.12.2005
Number of
shares
290

31.12.2004
Number of
shares
175’779

11’113
-5’000

-37’183
9’717
-148’023

6’403

290

On 22 April 2005, the Company increased its ordinary share capital by 969,030 shares, including 715,000
new ordinary shares sold in a public offering and 254,030 ordinary shares from the conversion of outstanding
preferred shares on a 1:1 basis. In May 2005, the company sold an additional number of 102,250 ordinary
shares pursuant to a greenshoe option. The related transaction costs amounting to US$ 1,508,560 have been
netted off with the proceeds received.
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Treasury shares do not participate in profits of the company and do not carry any voting rights. All outstanding
shares rank equally as to dividends and all other pecuniary rights associated with share ownership. Common
shares are entitled to one vote each. Preferred A shares are not entitled to vote.
On 10 March 2005, the Company paid out a dividend of US$ 1.30 per ordinary and preferred share.

Warrants
			
			
			
Opening balance
Purchase			
Sales			
Total warrants outstanding at the end of the year		
Exercise price		

31.12.2005
Number of
warrants
843’724
-59’632
79’500
863’592
US$73.08

31.12.2004
Number of
warrants
842’724 -34
1’034
843’724
US$ 73.08

Exercise ratio			10 warrants	10 warrants
			
per
per
			1 ordinary share 	1 ordinary share
Expiry date			11.10.2006	11.10.2006
Transactions in treasury shares during the year
Month

Number of shares		
purchased
Currency
April
113
USD
May
11’000
USD
		

Average
price
77.91	
75.27

Amount
purchase
8’804
827’979

Month

Average
price
91.10
82.68

Amount
sold
273’312
165’737

November
October

Number of shares		
sold
Currency
3’000
USD
2’000
USD

14. Long term liabilities
2005
2004
992’572	1’020’571	
992’572	1’020’571

Rental bonds deposits (interest free)

15. Provisions for liabilities and charges

Performance fee
Tax risks
		
At 1 January 2005
309’980
1’182’870
Currency exchange difference			
Additional provisions
1’739’550
Dissolution
-1’182’870
At 31 December 2005
2’049’530
Analysis of Total Provisions		
- Non-current
		
- Current
		
Total		

Others

Total

226’398
-7’833
196’194
-218’565
196’194

1’719’248
-7’833
1’935’744
-1’401’435
2’245’724

2005
2004
2’049’530 	1,492,850
196’194 	226,398
2’245’724 	1,719,248

Provisions are recognized when: the Group has a present legal or constructive obligation as a result of past
events; it is more likely than not that an outflow of resources will be required to settle the obligation; and the
amount has been reliably estimated.
Performance fees are to be paid to Eastern Property Management Ltd if there is a cash event involving a
holding which has appreciated in value.

16. Controlled subsidiaries

The consolidated financial statements comprise the following subsidiaries:
Name of subsidiary

Incorporated in

Share capital Consolidated since % Holding

Wospin B.V.
Connecta GmbH
& Co KG
Redhill Ltd.
EPH Real Estate Ltd.

Delft, the Netherlands

EUR 18’000

Berlin, Germany
Nicosia, Cyprus
Nicosia, Cyprus

EUR 17’867’095 Full period	100%
CYP 5’000
Full period	100%
CYP 10’000
carried at cost
50%

Full period	100%

The financial statements of the Company and the subsidiaries are drawn up to December 31, 2005
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17. Real estate manager
Eastern Property Management Limited acts as the
Company’s Real Estate Manager. In consideration
for its management services, the Real Estate Manager is entitled to a management fee of 2% on the
Company’s adjusted net asset value. The adjustment
to the net asset value relates to an addition of the
nominal amount of all outstanding debt convertible
into shares of the Company, if any. Furthermore, the
Real Estate Manager is entitled to a performance fee
of 15% of the appreciation of the Company’s properties, property developments and other assets. Some
directors of the company are also directors of the
Real Estate Manager and its related parties.
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For the year 2005, the management fees paid by
the Company to the Real Estate Manager amount
to USD 2,017,925. Management fees payable at
year-end amount to USD 663,144. In addition, the
amount of USD 1,739,550 has been provisioned in
the concept of performance fees. The performance
fee is only payable in case of a sale or refinancing of
an appreciated asset.
Furthermore, MCT International Ltd, a related
party of Eastern Property Management Limited has
charged office rent of USD 79,255 to the Group in
relation to space occupied by the center management of Berlin House.

Mosmart at MKAD 71
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18. Cash and cash equivalents
Cash and bank overdrafts include the following for the purposes of the cash flow statement :

Cash at bank and in hand
Fiduciary deposits
Bank overdraft
Cash and cash equivalents*

31.12.2005 31.12.2004
USD
USD
5’497’621 5’551’349
47’000’000
-17’480
-5’787
52’480’141 5’545’562

* included in cash and cash equivalents is an amount of US$ 4 Million (2004: Nil) which has been deposited by
the company in an escrow account with its bank for the benefit of Vincennes Estates Ltd. under the
investment and shareholders agreement dated July 5, 2005.
19. Concentration of business risk

20. POTENTIAL CONFLICTS OF INTEREST

Substantially all of the Group’s real estate properties and projects relate to commercial properties in
Moscow or the Moscow region. As a result of this
geographic and sectoral concentration, any change
in the Russian political or regulatory environment,
any decline in economic activity in Russia generally
or Moscow in particular, and any downturn or weakness in the local real estate market due to changes
in the level of demand for or supply of commercial
space or otherwise, may each adversely affect the
Group’s results of operations, financial condition
and the value of its properties. In addition, each of
the Group’s current investments corresponds to a
large proportion of its assets due to the limited operating history of the Group.

The investment process has been designed to exclude, as far as is possible, conflicts of interest. It is
nevertheless possible that conflicts of interest may
arise between the investment manager, Eastern
Property Management Ltd (EPML), the members of
the Management Committee and the Group. They
may, for example, make investments for other clients
(including funds that they manage) or on their own
behalf or on behalf of third parties, without making
the same investments available to the Group. EPML
will, in such event, have regard to its obligations under the Real Estate Management Agreement and, in
particular, to its obligations to act in the Group’s best
interests, as far as practicable and having regard to
its obligations to other clients, when potential

conflicts of interest may arise. Neither EPML nor the
Management Committee will, in relation to any of
the Group’s investments or proposed investments,
deal with the Group as principal or agent, except
in circumstances where it is able to show that the
terms of the dealing are at arms length, or, if the
circumstances do not make it feasible to show that,
where the Board of Directors gives its consent. The
arrangement of allocating a performance fee to
EPML may create an incentive to make investments
that are riskier or more speculative than would be
the case in the absence of such an arrangement.
EPML may receive compensation based on unrealised appreciation of the Group’s assets as well as
on realised gains.

In particular:
- The members of the Management Committee will
not work exclusively for the Group and some
members will continue to independently manage
assets for other institutional and/or private clients;
- Members of the Board of Directors and the Management Committee are not precluded from
privately investing in properties or companies in
which the Group is invested or in which it may
consider investing.
21. Contingencies
Russian Federation Tax and Regulatory Environment
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Whilst there have been improvements in economic
trends in the country, the Russian Federation continues to display certain characteristics of an emerging market. These characteristics include, but are
not limited to, the existence of a currency that is not
freely convertible in most countries outside of the
Russian Federation, restrictive currency controls,
and relatively high inflation. The tax, currency and
customs legislation within the Russian Federation
is subject to varying interpretations, and changes,
which can occur frequently. These changes are
characterized by poor drafting,different interpretations and arbitrary application by the authorities. In
particular, taxes are subject to review and investigations by a number of authorities enabled by law
to impose fines and penalties. While the Group believes it has provided adequately for all tax liabilities
based on its understanding of the tax legislation,
the above facts may create tax risks for the Group.
22. Contingencies
As a result of its investment and development activities, the group has entered into commitments
totalling USD 48 million as of 31 December 2005:
a. Sarnatus Ltd: follow-on investments of USD 10
million, subject to Sarnatus reaching certain prog
ress in its real estate developments;
b. Hypercenter Investment SA: follow-on investments
of USD 31 million;
c. EPH Real Estate Ltd: USD 7 million equity contribution for construction in the context of an office
development in the central business district of Moscow. Moreover, if the Group is not able to arrange
for debt financing for the developer of the project
then the company would be required to advance
a loan up to US$ 7.1 Million.

Independent Auditor’s Report
to the general meeting of Eastern Property Holdings Ltd Tortola, British Virgin Islands

Geneva, 28 April 2006
As auditors of the group, we have audited the consolidated financial statements (balance sheet, income statement,
statement of cash flows, statement of changes in equity and notes, pages 10 to 30 of Eastern Property Holdings Ltd
for the year ended 31 December 2005.
These consolidated financial statements are the responsibility of the board of directors. Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We confirm that we meet the legal
requirements concerning professional qualification and independence.
Our audit was conducted in accordance with International Standards on Auditing, which require that an audit be
planned and performed to obtain reasonable assurance about whether the consolidated financial statements are free
from material misstatement. We have examined on a test basis evidence supporting the amounts and disclosures in
the consolidated financial statements. We have also assessed the accounting principles used, significant estimates
made and the overali consolidated financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.
Without qualifying our opinion, we draw attention to Note 8 to the consolidated financial statements. As indicated in
Note 8, the consolidated financial statements include unquoted investments stated at their fair value of CHF 28.8
million. Because of the Inherent uncertainty associated with the valuation of su ch investments and the absence of a
liquid market, these fair values may differ from their realisable values, and the difference could be material. The fair
values of these investments have been determined by the Board of Directors and have been disclosed in Note 8. We
have reviewed the procedures applied by the Board of Directors in valuing such investments and have viewed the underlying documentation. While in the circumstances the procedures appear to be reasonable and the documentation
appropriate, the determination of fair values involves subjective judgment which cannot be independently verified.
ln our opinion, the consolidated financial statements give a true and fair view of the financial position, the results of
operations and the cash flows in accordance with the International Financial Reporting Standards (IFRS) and article
13 of the Additional Rules for the Listing of Real Estate Companies of the SWX Swiss Exchange.

PricewaterhouseCoopers SA

Christian Soguel				

Amin Qureshi
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1 Group Structure
1.1 Group Structure

1.2 Significant shareholders

Eastern Property Holdings is a real estate

The shares of the company are widely

holding company. Its investments are held

spread between institutional and private

either directly or through subsidiaries. The

investors. ENR Russia Invest SA, an invest-

management is provided by Eastern Prop-

ment company listed on the SWX Swiss

erty Management, which is a wholly owned

Exchange, is holding 310,310 shares of

subsidiary of OZ Holding AG. The Company’s

Eastern Property Holdings Ltd. The invest-

object is detailed in note 1 to the consolidated

ment manager of ENR is also a subsidiary of

financial statements.

OZ Holding AG. As Eastern Property Holdings
is not domiciled in Switzerland, its shareholders are not subject to the disclosure

Eastern Property Holdings Limited

obligations as laid down in art. 20 f SESTA.
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100%
Redhill Investments
Limited
(Cyprus)
Intercompany
financings

100%
Connecta GmbH & Co
KG
(Germany)
Owns Berlin
House

10%
Sarnatus Trading Ltd.
(Cyprus)

100%
Mosmart
(Russia)
Operates Mosmart
retail operation

50%
EPH Real Estate
(Cyprus)

100%
ZAO
Hypercenter
(Russia)
Owns and develops
Mosmart properties

26%
Hypercenter
Investments
SA (Luxemburg)
Owns and develops
shopping centers

100%
EPH ONE
(Russia)
To develop commercial
property in central Moscow

Eastern Property Holdings Ltd is listed on the

1.3 Cross-shareholdings

SWX Swiss exchange. Its shares are traded

The company is not aware of any cross-

in USD.

shareholdings.

Domicile

P.O. Box 3161,
Road Town, Tortola, 		
British Virgin Islands

Swiss security number	1673866
ISIN number
VGG290991014
Market capitalization USD 151.5 million
as of December 31,
	2005

2. Capital Structure
2.1 Capital
As of December 31, 2005, the Company’s
share capital consists of 1,690,377 registered shares without par value and one
vote per share. The shareholders register is
maintained and administered by SAG SIS Aktienregister AG, Baselerstrasse 90, CH 4600

The subsidiaries of the Company are not

Olten. Note 13 to the Company’s Consolidated

listed and do not hold any shares in Eastern

Financial Statements contains a detailed de-

Property Holdings Limited.

scription of the Company’s capital structure
including all transactions in treasury shares.

2.2 Authorized and conditional capital

which are listed on the SWX Swiss exchange

Serge de Pahlen is Chairman of Fiat Russia

A change in the Company’s authorised capital

in USD. 10 Warrants bear the right to buy

and a board member of Fiat Auto (France)

must be approved by majority vote of the

1 Share of the Company at USD 73.08 per

and New Holland (France). He has been work-

shareholders meeting. A capital increase by

share until 10 November 2006.

ing with the Fiat group since 1985, where he

the exercise of option or conversion rights

covered different executive positions on an

must also be covered by the authorised capi-

3. Board of Directors

international level, including the position of

tal as the Company’s articles do not foresee

3.1 Members of the Board of Directors

managing director for the C.I.S. and Eastern

a conditional capital. The status of the au-

As of December 31, 2005, the Board of Direc-

Europe. Mr. de Pahlen is a graduate of the

thorised capital is detailed in note 13 to the

tors is composed of the following members:

Polytechnical University of Zurich.

Gustav Stenbolt, Executive Member

Kay Reddy, Non-Executive Member

2.3 Change in capital

(since March 2003)

(since 1999)

Changes in capital over the last 3 years are

(Norwegian citizen, Swiss resident)

(British citizen, BVI resident)

summarised in the consolidated statement of

Gustav Stenbolt is the Chairman of MCT Asset

Kay Reddy is managing director of Euro-Ameri-

change in equity.

Management SA and MCT Wealth Manage-

can Trust & Management Services Limited,

Consolidated Financial Statements.

ment SA, Vice Chairman of OZ Holding AG,

BVI. She has resided in the British Virgin Is-

2.4 Shares and participation certificates

and President of the Executive Committee of

lands since 1998, where she previously held

Note 13 to the Consolidated Financial State-

Jelmoli Holding AG. Prior to founding MCT

the position of a managing director of Barclays

ments contains a detailed description of the

in the mid 1990s, he headed the investment

Private Bank and Trust (BVI) Limited and, prior

Company’s shares. No participation certifi-

management department of Unifund, a private

to that worked as a consultant for Deloitte &

cates have been issued.

Swiss-based investment company, where he

Touche and Ansbacher (BVI) Limited. She holds

was responsible for that company’s expan-

a degree in mathematics, operations research,

2.5 Profit sharing certificates

sion into Asia, Latin America, Eastern Europe

statistics and economics from Warwick Univer-

The Company has not issued any profit shar-

and the former Russian Republics, actively

sity, Coventry, UK

ing certificates.

participating in privatization programmes in
these regions. Mr Stenbolt also serves on the

Philipp LeibundGut, Executive Member (since

2.6 Limitations on transferability and nominee

boards of OZ Bankers AG, Jelmoli Holding AG

March 2003)

registration

and a number of Jelmoli Group companies,

(since March 2003)

IIn order to exercise their voting rights, share-

ENR Russia Invest, Pelham Investments SA,

(Swiss citizen, Swiss resident)

holders must register their shareholdings in

Anglo Chinese Group and the investment

Mr. LeibundGut is a member of the invest-

the Company’s shareholders register. The

funds MCRussian Market Fund and MCPre-

ment committee of ENR and a partner at MCT.

Company’s articles of association do not fore-

mium. He is a graduate in economics from

Before joining MCT he was in charge of the

see any restrictions regarding the registration

Fribourg University. Mr. Stenbolt is also a

Russian investment activities of Hansa AG.

of shareholders in the register.

member of the Management Committee.

Prior to assuming his tasks at Hansa AG he
worked as a broker for Credit Suisse on the

2.7 Convertible bonds and warrants/options

Serge de Pahlen, Non-Executive member

Basel Stock Exchange. He is a graduate in

The Company has issued 1,000,000 warrants

(since April 2004)

business economics from the Basle University

33

Corporate Governance

of applied sciences (FHBB). Mr. LeibundGut is

3.2 Other activities and functions

3.6 Definitions of areas of responsibility

also a board member of Pelham Investments

See section 3.1

The Board of Directors is responsible for man-

SA and MCPremium SICAV. During his profes-

aging the business affairs of the Company in

sional career Mr. LeibundGut has gained broad

3.3 Cross involvement

accordance with the Company’s memoran-

investment experience with private and public

See section 3.1 regarding Gustav Stenbolt.

dum and articles of association. The day to

companies in Russia. Mr. LeibundGut is also a
member of the Management Committee.
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day management, however, has been del3.4 Election and term of office

egated to Eastern Property Management Ltd,

The Directors are elected by the general

which appoints and provides the Company’s

Jan Eckert, Non Executive Member (since De-

meeting of Shareholders for such terms as

management committee. Therefore, the main

cember 2005)

the shareholders meeting may determine.

function of the Board of Directors is the su-

(Swiss citizen, Swiss resident)

Currently, all Directors have been elected

pervision of the Company’s management and

Jan Eckert is Managing Director of Sal.Op-

for an undetermined period. The year of first

investments.

penheim jr. & Cie. (Schweiz) AG in charge of

election is detailed in section 3.1.

real estate investment advisory and real es-

3.7 Information and control instruments

tate investment banking. Previously, Mr. Eck-

3.5 Internal organizational structure

The management committee reports to the

ert, as an Arthur Andersen partner, founded

Board meetings take place as often as busi-

Board of Directors on a regular basis and

Andersen Real Estate in Switzerland, which

ness requires and generally once per quarter

provides an update on the development of

was then successfully integrated into Ernst

at such place the directors shall decide. Such

investments and new investment targets.

& Young. As a partner at Ernst & Young, Mr.

meetings may take place by conference call.

Furthermore, the investment strategy, as laid

Eckert was head of the real estate practice

Their duration depends on the list of items on

down in the Company’s investment guide-

in Zurich and a member of Ernst & Young’s

the agenda. As the Company’s investment

lines, is reviewed on the level of the Board

Global Real Estate Leadership Team.

guidelines foresee that all investments above

of Directors. As explained in section 3.5, all

CHF 5 million must be approved by the Board

mayor investments need to be approved by

He acted as strategic advisor to institutional

of Directors, all significant investment proposals

the Board of Directors.

investors and real estate companies, advised

are discussed on the Board level.

on valuation, structuring, analysis and performance measurement of real estate portfolios

As of December 31, 2005, the Board of Direc-

and acted as financial advisor with regards to

tors has not formed any committees.

real estate mergers & acquisitions and initial
public offerings. Furthermore, Mr. Eckert has

At the beginning of each meeting, a Chairman is

written numerous publications in the area of

elected by the members. According to article 70

real estate investments. Mr. Eckert is a Swiss

of the Company’s articles of association, ques-

Chartered Public Accountant, an MRICS of

tions arising at any meeting shall be decided by

the Royal Institute of Chartered Surveyers

a majority of votes. In case of any equality of

(R.I.C.S) and holds a post graduate degree in

votes, the chairman will have a casting vote.

real estate economics from European Business School, Germany
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4. Management Committee

Alexander Nikolaev

of Georgia and has further studied the trans-

4.1 Members of the Company’s management

Alexander Nikolaev is Managing Direc-

formation of Eastern Europe and Russia at

committee

tor of MCT Management’s Russia and CIS

Georgia State University.

As of December 31, 2005, the Company’s man-

operations. After graduating from Moscow

agement Committee is composed as follows

State University for Foreign Affairs he was

4.2 Other activities and vested interest

Gustav Stenbolt

Head of Russian and CIS operations for Smith

See section 4.1.

See section 3.1.

Management LLC, a U.S. private investment
corporation. He has over eight years of ex-

4.3 Management Contracts

Philipp LeibundGut

perience managing investments in private

Pursuant to this agreement entered into on

See section 3.1

and public equity as well as real estate. Mr.

15 September 2003, Eastern Property Man-

Nikolaev is a member of the Investment Com-

agement Limited, with the advice of its Man-

Terry Olin

mittee of ENR Russia Invest S.A. He is also a

agement Partners, provides the day-to-day

Terry Olin is responsible for corporate finance,

Member of the Board of Investor Protection

management of the Company’s real estate

investment management, and investor rela-

Association (IPA).

business, in particular the search and identifi-

tions at Eastern Property Holdings. He has

cation of properties for investment purposes,

twelve years of Russian investment experi-

Mark Stiles

the acquisition and disposal of properties, the

ence, of which 8 years were spent living and

Mark Stiles is a founding partner of Stiles

management and supervision of the Com-

working in Moscow. Mr. Olin is a former direc-

& Riabokobylko Limited, a commercial real

pany’s properties and other assets and the

tor at Russian investment bank Troika Dialog.

estate services firm which was purchased

sourcing and management of development

Prior to joining MCT Group in 2002 he was

by Cushman & Wakefield Healey & Baker in

projects on behalf of the Company. The Real

a partner at Brunswick Emerging Markets in

2004 and provides real estate advisory ser-

Estate Manager also manages all related fi-

Stockholm, Sweden, responsible for emerging

vices to EPML. Prior to moving to Moscow in

nancing activities.

European markets.

1994 Mr. Stiles gained in-depth experience
in commercial real estate when he worked

The Real Estate Management Agreement

Volker Hemprich

with Adams-Cates / Grubb & Ellis from 1988

has been concluded for an indefinite period

Volker Hemprich is a manager and director at

to 1994. During his professional career, Mr.

of time. It may be terminated by thirty days

MCT. Before joining MCT, he was a director at

Stiles has developed, coordinated and exe-

notice prior to the end of any calendar quarter.

German fund management group VMR, where

cuted project feasibility studies, leasing strat-

In the event of its termination by the Company,

he was in charge of private equity invest-

egies, development of pro-formas, market

Eastern Property Management Limited may

ments and a member of the company’s in-

analyses, positioning strategies, build-to-suits

be entitled to material compensation.

vestment committee. Prior to that, he worked

and acquisition and disposition strategies for

for KPMG where he focused on advising mul-

both owners and users. Mr. Stiles holds the

Under the terms of the Real Estate Management

tinational companies in direct investments in

following professional designations: Corpo-

Agreement, the Real Estate Manager is entitled

South America. Mr. Hemprich has 10 years of

rate Commercial Investment Member (CCIM),

to a Management Fee of 2% of the Company’s

investment and advisory experience. He stud-

International Affiliate Member of the Society of

adjusted Net Asset Value, payable quarterly. The

ied business administration in Germany, the

Industrial and Office Realtors (SIOR), member

adjustment to the Net Asset Value relates to an

U.K. and South America and graduated from

of the International Council of Shopping Cen-

addition to the nominal amount of all outstand-

European Business School, Germany.

tres (ICSC). Mr. Stiles concentrated his studies

ing debt convertible into Shares of the Com-

on real estate and economics at the University

pany, if any. The Management Fee includes the

remuneration for the Management Committee

5. Compensations, Shareholdings

5.5 Share ownership

and the Management Partners.

and Loans

The members of the Company’s Board of Di-

Costs not included in the Management Fee

5.1 Content and method of compensation

rectors, the members of the Company’s man-

are costs of third parties, out-of-pocket ex-

All directors are remunerated by means of

agement committee and parties closely linked

penses incurred by the Real Estate Manager

a fixed compensation, payable once a year.

to such persons did not hold any shares in the

or its Management Partners in carrying out

There are no share-ownership programmes

Company as of December 31, 2005.

the investigative and due diligence analysis

or stock option plans in place. Furthermore, it

required in pursuing likely investment op-

is the Company’s policy not to pay remunera-

5.6 Options

portunities, in negotiating, signing and clos-

tion to directors which are also officers of the

The members of the Company’s Board of Di-

ing investment contracts, and in monitoring

Real Estate Manager.

rectors, the members of the Company’s man-

existing investments and costs relating to the

agement committee and parties closely linked

general administration of the Company, which

5.2 Compensations for acting members of

to such persons did not hold any options on

is provided by the company secretary & ad-

governing bodies

shares of the Company as of December 31,

ministrator.

During the year under review, no compensa-

2005.

tion (2004: USD 20,000) was paid to memThe Real Estate Manager shall be entitled to

bers of the Board of Directors.

5.7 Additional fees and remunerations
No Additional fees and remunerations were

receive a Performance Fee equal to 15% of
the value appreciation of the Company’s prop-

The Company’s management is remunerated

paid to members of the board of directors

erties and property developments over the

by Eastern Property Holdings Limited or its re-

during the year under review.

financial year, based on the valuation under-

spective Management Partners. In 2005, a to-

lying the audited annual financial statements

tal amount of USD 2,017,925 was paid to the

5.8 Loans to members of governing bodies

of the Company in accordance with IFRS. The

Company’s real estate manager (see also note

The Company did not grant any loans to

Performance Fee is calculated separately for

17 to the consolidated financial statements).

members of the Board of Directors.

There were no severance payments made to

5.9 Highest total compensation

persons who gave up their functions during

nil

each property and is payable only upon sale
or refinancing of the appreciated property.
If a property is sold at a loss, the loss will have

the year.
6. Shareholders’ Participation

to be recovered before any Performance Fee
is due to the Real Estate Manager (High Wa-

5.3 Compensations for former members of

6.1 Voting rights

ter Mark). The Company’s auditors will verify

governing bodies

Each fully paid up registered share carries one

the calculations of the Management Fee and

There were no compensation paid to former

vote at shareholders’ meetings. The share-

of the Performance Fee in the course of their

members of governing bodies during the

holders register is maintained and adminis-

audit of the Company’s consolidated annual

year 2005.

tered by SAG SIS Aktienregister AG, Basler-

financial statements.

strasse 90, CH-4600 Olten. According to
5.4 Share allotment in the year under review

article 22 of the articles of the Memorandum

The company did not allot any shares in the

and Articles of Association, treasury shares do

year under review.

not confer the right to vote. In order to exercise their voting right, shareholders must be
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registered into the shareholders register.

called as often as necessary and shall also be

Shareholders may either represent their

held in London, UK. The directors shall con-

subject to SESTA rules.

shares in person or have them represented

vene an extraordinary shareholders’ meet-

7.2 Clauses on change of control

by another shareholder. Institutional investors

ing upon the written request of the members

The Company has entered into agreements

may have their shares represented by the

holding more than 10% of the outstanding

which trigger financial consequences in the

proxy of their choice.

voting shares in the Company.

case of a change of control.

6.2 Statutory quorums

6.4 Agenda

8. Auditors

A resolution of the general shareholders’

Shareholders holding more than 10% of the

8.1 Duration of the mandate and term

meeting approved by at least two thirds of the

votes of the outstanding shares in the Com-

of office

represented share votes is required for:

pany may request in writing that additional

PriceWaterhouseCoopers SA are the statutory

1. A change of the purpose of the Company

items are added to the proposed agenda.

auditors of the Company since the year 2004.

6.5 Inscriptions into the share register

8.2 Auditing fees

2. 2. The dissolution of the Company followed
38

by liquidation

The deadline for the inscription of registered

For the financial year 2005, the amount of USD

6.3 Convocation of shareholders meetings

shares into the shareholders register in view

105,616 was paid to the Company’s auditor.

The Company is required to hold an annual

of their participation in the general meeting

general shareholders’ meeting in London,

of shareholders is 20 days prior to the day of

8.3 Additional fees

UK. The convening of the general meeting of

the meeting.

During the year under review, there were no

shareholders shall take place by giving notice

additional fees billed by the auditors to the

at least 20 days prior to the day of the meet-

7. Change of Control and Defense

ing, and specifying the place, the day and the

Measures

hour of the meeting. The convening notice

7.1 Duty to make an offer

8.4 Supervisory and control instruments

shall state the agenda as well as the share-

The Company’s Memorandum & Articles of

The auditors are supervised by the Company’s

holders’ proposals.

Association do not provide for rules on take-

Board of Directors, and delegates of the Board

Extraordinary shareholders’ meetings shall be

over. As a foreign entity, the Company is not

of Directors are in contact with the auditors

Company.

on an ongoing basis. Furthermore, it is the
Company’s policy to hold a formal audit meeting between the Board of Directors and the
auditor in charge once a year.
9. Information Policy
Financial statements can be requested in written free of charge from the following address:
Eastern Property Holdings Limited
Investor Relations
MCT Asset Management
2-4 Place du Molard
CH 1201 Geneva
Switzerland
Phone: +41 22 716 1000
Fax: +41 22 716 1001

Furthermore, recent financial statements,
press releases and the Investment Guidelines are available on the Company’s website
www.easternpropertyholdings.com. Audited
reports are published on an annual basis per
December 31. In addition, the Company publishes an un-audited half year report.
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