








Independent Auditor’s Report

Report on the Review of condensed consolidated interim financial information to the Board of Directors of
Eastern Property Holdings Limited, Tortola, British Virgin Islands

Introduction
We have reviewed the accompanying condensed consolidated interim financial information (condensed consolidated interim balance sheet, 
condensed consolidated income statement, condensed consolidated cash flow statement, condensed consolidated statement of  
changes in equity and selected notes to the consolidated financial statements) of Eastern Property Holdings Limited for the period ended 
30 June 2008. The Board of Directors is responsible for the preparation and presentation of this condensed consolidated interim  
financial information in accordance with International Accounting Standard 34 “Interim Financial Reporting”. Our responsibility is to 
express a conclusion on this interim financial information based on our review.

Scope of Review
We conducted our review in accordance with International Standard on Review Engagements 2410, “Review of Interim Financial Informa-
tion Performed by the Independent Auditor of the Entity”. A review of interim financial information consists of making inquiries,  
primarily of persons responsible for financial and accounting matters, and applying analytical and other review procedures. A review is 
substantially less in scope than an audit conducted in accordance with International Standards on Auditing and consequently does  
not enable us to obtain assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly, 
we do not express an audit opinion.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the accompanying condensed consolidated interim 
financial information is not prepared, in all material respects, in accordance with International Accounting Standard 34 “Interim Financial 
Reporting”.

Without qualifying our opinion, we draw your attention to Note 9 to the condensed consolidated interim financial information.  
As indicated in Note 9, the consolidated financial information include unquoted investments stated at their fair value of USD 84.28 million. 
Because of the inherent uncertainty associated with the valuation of such 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 9. 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.

PricewaterhouseCoopers SA

Alex Astolfi Isabel Chung
Auditor in charge

Geneva, 30 September 2008
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Condensed Consolidated Interim Balance Sheet as of 30 June 2008

in US$  

   Note 30.06.2008 31.12.2007 

Assets     
 Non-current assets     
  Investment properties 6 212,887,443 205,325,921 
  Land 7 – 16,511,716 
  Financial investments 9 84,277,732 81,242,005 
  Investments in associates 10 92,869,632 27,889,587 
  Advance payment 8 26,311,140 19,725,721 
  Loans and receivables 11 16,630,070 13,242,126 
  Furniture and equipment  27,333 42,505 
 Total non-current assets  433,003,350 363,979,581 
 Current assets     
  Accounts receivable 11 36,507,415 810,041 
  Advance payment 8 555,685 16,569,177 
  Loans and receivables 11 92,101,868 60,704,251 
  Other current assets  16,842 45,146 
  Prepaid taxes  1,494,438 2,500,318 
  Cash & cash equivalents 20 46,041,445 150,912,220 
 Total current assets  176,717,693 231,541,153 
 Total assets  609,721,043 595,520,734 
       
  Shareholders’ equity     
  Share capital  414,418,955 414,418,955 
  Treasury shares  – 15,645,708 – 8,170,834 
  Share premium  74,761,596 74,662,619 
  Retained Earnings/(Accumulated deficit)  39,389,772 29,517,766 
  Other reserves  718,340 718,340 
  Cumulative translation adjustment  22,370,003 15,996,401 
 Total shareholders’ equity  536,012,958 527,143,247 
       
Liabilities     
 Non-current liabilities     
  Long-term liabilities  44,126,380 44,811,193 
  Provisions for long term liabilities and charges 13 8,326,828 12,220,561 
 Total non-current liabilities  52,453,208 57,031,754 
 Current liabilities     
  Short-term liabilities  3,425,091 – 
  Accounts payable and accrued expenses  11,585,128 7,336,808 
  Provisions for liabilities and charges 13 5,947,119 3,719,583 
  Property tax  297,539 285,707 
  Bank overdraft 20 – 3,635 
 Total current liabilities  21,254,877 11,345,733 
 Total liabilities and shareholders’ equity  609,721,043 595,520,734 

*  The notes are an integral part of these condensed interim financial statements.



Condensed Consolidated Income Statement for the half year ended 30 June 2008

16   |   17    Financial Report

in US$  

   Note 30.06.2008 30.06.2007 

       
Rental income     
  Gross rental income  10,010,081 8,658,221 
  Ground rents paid  – 146,742 – 135,508 
  Service charge income on principal basis  1,257,769 175,753 
  Service charge expenses on principal basis  – 1,847,636 – 1,616,738 
  Property operating expenses  – 654,908 – 533,216 
  Repair and maintenance costs  – 403,860 – 209,639 
  Non-income taxes  – 653,591 – 556,219 
 Net rental income  7,561,113 5,782,654 
       
Administrative expenses     
  Performance fees  1,806,267 845,952 
  Management fees  5,315,781 3,257,724 
  Professional and administration fees  613,058 477,370 
  Salaries and social charges  170,229 204,002 
 Total administrative expenses  7,905,335 4,785,048 
       
Other income / (expenses)     
  Interest income  6,520,013 2,988,126 
  Other income  1,445,610 5,878 
  Other operating expenses  – 258,709 – 312,961 
  Depreciation  – 16,686 – 15,190 
  Net gain from foreign currency translation  8,695,049 2,164,434 
 Net other income  16,385,277 4,830,287 
       
Valuation movements     
  Net gain from fair value adjustment on financial investments 9 163,287 4,444,618 
  Net (loss)/ gain from fair value adjustment on investment property 6 – 1,145,899 2,073,642 
 Valuation movements  – 982,612 6,518,260 
       
 Net operating profit before finance cost  15,058,443 12,346,153 
  Finance costs  – 1,929,492 – 310,703 
       
 Share of associates’ gain/ (loss)  705,748 – 548,054 
       
 Profit before tax  13,834,699 11,487,396 
  Income taxes  – 368,724 – 259,664 
       
 Net Profit for the period  13,465,975 11,227,732 
       
       
 Earnings per share for profit attributable to equity holders of the Company during the year     
       
  Basic 5 2.81 3.32 
  Diluted 5 2.81 3.32 

*  The notes are an integral part of these condensed interim financial statements.



Condensed Consolidated Cash Flow Statement  
for the Half Year Ended 30 June 2008

in US$  

   Note 30.06.2008 30.06.2007 

Cash flows from operating activities     
 Net profit for the year  13,465,975 11,227,012 
 Net (gain) from foreign currency translation  – 8,695,049 – 2,164,434 
 Net unrealized loss/ (gain) on investment property 6 1,145,899 – 2,073,642 
 Net unrealized gain on financial investments 9 – 163,287 – 4,444,618 
 Depreciation  16,686 15,910 
 Interest income accrued  – 6,520,013 – 2,988,126 
 Share of associates’ gain/ (loss) 10 – 705,748 548,054 
 Finance costs accrued  1,929,492 310,703 
 Cash generated from operations  473,955 430,859 
       
 Increase / decrease in receivables and other current assets     
  Increase in payables and other current liabilities  5,022,781 10,991,619 
  Decrease in long term and other non current liabilities  – 4,178,546 – 8,727,152 
  Increase in receivables and other current assets  – 2,506,982 – 5,100,925 
 Cash used in operations  – 1,188,792 – 2,405,599 
       
 Interest income received  1,796,529 2,536,009 
 Income tax paid  – – 428,025 
 Net cash used in operating activities  607,737 – 297,615 
       
Cash flows from investing activities     
 Purchase of investment in associate 10 – 58,422,861 – 
 Purchase of financial investments 9 – 2,503,440 – 3,553,385 
 Net purchase of furniture and equipment  – – 16,200 
 Investments in development property 8 – 6,585,419 – 9,149,415 
 Loans granted 11 – 24,056,909 – 24,002,403 
 Interest-free loan granted to associate 10 – 5,180,000 – 
 Net cash used in investing activities  – 96,748,629 – 36,721,403 
       
Cash flows from financing activities     
 Finance costs  – 365,608 – 172,552 
 Purchase of treasury shares  – 7,474,874 – 
 Repayment of borrowings  – 400,000 – 
 Dividend paid  – 3,593,969 – 5,921,492 
 Net cash generated from financing activities  – 11,834,451 – 6,094,044 
       
 Net change in cash and cash equivalents  – 107,975,343 – 43,113,062 
 Cash & cash equivalents at beginning of the year  150,908,585 127,587,076 
 Net gain from foreign currency translation  3,108,204 1,625,537 
 Cash & cash equivalents at the end of the period 20 46,041,445 86,099,551 

*  The notes are an integral part of these condensed interim financial statements.
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Condensed Consolidated Statement of Changes in Equity  
for the Period Ended 30 June 2008

in US$     

  Share capital Treasury shares Share premium
Retained Earnings/ 

(Accumulated deficit)

Balance as at January 1, 2007 270,856,515 – 12,170 74,662,619 – 31,897,106
 Cumulative translation adjustment – – –  - 
 Net income for the period – – – 11,227,012
 Total recognized expense as at June 30,2007 – – – 11,227,012
 Issuance during the period – – 128,617  - 
 Share of associates’ reserves – – – –
 Dividend relating to 2006  - – – – 5,921,492
Balance as at June 30, 2007 270,856,515 – 12,170 74,791,236 – 26,591,586
      
 Cumulative translation adjustment  -  -  -  - 
 Net income for the period  -  -  - 56,109,352
 Total recognized income as at December 31,2007  -  -  - 56,109,352
 Issuance during the period 143,562,440 – 8,158,664 – 128,617  - 
 Share of associates’ reserves  -  -  -  - 
 Dividend relating to 2006  -  -  -  - 
Balance as at December 31, 2007 414,418,955 – 8,170,834 74,662,619 29,517,766
      
 Cumulative translation adjustment –  -  -  - 
 Net income for the period  -  -  - 13,465,975
 Total recognized income as at June 30, 2007  -  -  - 13,465,975
 Issuance during the period  - – 7,474,874 98,977  - 
 Share of associates’ reserves  -  -  -  - 
 Dividend relating to 2007  -  -  - – 3,593,969
Balance as at June 30, 2008 414,418,955 – 15,645,708 74,761,596 39,389,772

in US$     

 
  Other reserves

Currency translation 
adjustment Shareholders’ equity

Balance as at January 1, 2007  1,700,585 7,412,761 322,723,204
 Cumulative translation adjustment   - 661,388 661,388
 Net income for the period   -  - 11,227,012
 Total recognized income as at June 30,2007   - 661,388 11,888,400
 Issuance during the period   -  - 128,617
 Dividend relating to 2006   -  - – 5,921,492
Balance as at June 30, 2007  1,700,585 8,074,149 328,818,729
       
 Cumulative translation adjustment   - 7,922,252 7,922,252
 Net income for the period   - – 56,109,352
 Total recognized income as at December 31,2007   - 7,922,252 64,031,604
 Issuance during the period   - – 135,275,159
 Share of associates’ reserves  – 982,244 – – 982,244
Balance as at December 31, 2007  718,340 15,996,401 527,143,247
      
 Cumulative translation adjustment   - 6,373,602 6,373,602
 Net income for the period   - – 13,465,975
 Total recognized income as at June 30,2008   - – 19,839,577
 Issuance during the period   - – – 7,375,897
 Dividend relating to 2007   - – – 3,593,969
Balance as at June 30, 2008  718,340 22,370,003 536,012,958

*  The notes are an integral part of these condensed interim financial statements.



1. Incorporation and Activity

Eastern Property Holdings Limited (the “Company”) and its subsidiaries 
(together the “Group”) is a real estate investment and develop-
ment company with a focus on Russia, the CIS, and other formerly 
socialist countries or their successors in Central or Eastern Europe.  
The Company is a limited liability company pursuant to the BVI 
Business Company Act 2004 of the British Virgin Islands and is  
subject to the laws of the British Virgin Islands. The Company’s 
registered offices are located at Blenheim Trust (BVI) Limited,  
P.O. Box 3161, Road Town, Tortola, British Virgin Islands.

The Company’s mandate is defined as follows:

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;
to hold participations in all kind of companies with real estate 
related activities; and
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 
to enter into all kind of financial transactions which it may 
think conducive to development of all or any of the above 
subjects; and
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.

The condensed consolidated financial statements as of 30 June 
2008 have been approved by the Board of Directors on 30 Septem-
ber 2008.

2. Basis of Preparation

This condensed consolidated interim financial information for 
the six months ended 30 June 2008 has been prepared in 
accordance with IAS 34, ‘Interim financial reporting’. The 
condensed consolidated interim financial information should be 
read in conjunction with the annual financial statements for the 
year ended 31 December 2007, which have been prepared in 
accordance with IFRS.
 

3. Accounting Policies

Except as described below, the accounting policies applied are 
consistent with those of the annual financial statements for the 
year ended 31 December 2007, as described in those annual 
financial statements.

Taxes on income in the interim periods are accrued using the tax 
rate that would be applicable to expected total annual earnings.

Functional and reporting currency
The functional currency of the parent company is the US dollar. The 
functional currency of the Group’s major subsidiaries is the Russian 
ruble. 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 Company’s shares are listed on the SWX Swiss Exchange in US 
dollars. Therefore, the Group uses the US dollar as its presentation 
currency.

New standards, amendments and interpretations 
The following new standards, amendments to standards and 
interpretations are mandatory for the first time for the financial 
year beginning 1 January 2008 but are not currently relevant for 
the Group:

IFRIC 11, ‘IFRS 2 - Group and treasury share transactions’.
IFRIC 12, ‘Service concession arrangements’.
IFRIC 14, ‘IAS 19 - The limit on a defined benefit asset, minimum 
funding requirements and their interaction’ as none of the 
Group‘s Companies have any defined benefit scheme. 

The following new standards, amendments to standards and 
interpretations have been issued but are not yet effective for the 
financial year beginning 1 January 2008 and have not been early 
adopted:

IFRS 8, ‘Operating segments’, effective for annual periods begin-
ning on or after 1 January 2009. IFRS 8 replaces IAS 14, ‘Seg-
ment reporting’, and requires a ‘management approach’ under 
which segment information is presented on the same basis as 
that used for internal reporting purposes. The expected impact 
is still being assessed in detail, but it appears that the number 
of reported segments may increase.
IAS 23 (amendment), ‘Borrowing costs’, effective for annual 
periods beginning on or after 1 January 2009. Management is 
assessing the impact of the revision and believes that it would 
not result in a material impact.
IFRS 2 (amendment), ‘Share-based payment’, effective for annual 
periods beginning on or after 1 January 2009. This amendment 
is not relevant to the Group, as none of the Group’s companies 
have ‘share-based payment’ transactions.
IFRS 3 (amendment), ‘Business combinations’ and consequential 
amendments to IAS 27, ‘Consolidated and separate financial 
statements’, IAS 28, ‘Investments in associates’ effective pro-
spectively to business combinations for which the acquisition 
date is on or after the beginning of the first annual reporting 
period beginning on or after 1 July 2009. Management is assess-
ing the impact of the new requirements regarding acquisition 
accounting, consolidation and associates on the Group.
IAS 1 (amendment), ‘Presentation of financial statements’, ef-
fective for annual periods beginning on or after 1 January 2009. 
Management is in the process of developing proforma accounts 
under the revised disclosure requirements of this standard.
IAS 32 (amendment), ‘Financial instruments: presentation’, effec-
tive for annual periods beginning on or after 1 January 2009. 
This is not relevant to the Group, as the Group does not have 
any puttable instruments.
IFRIC 13, ‘Customer loyalty programmes’, effective for annual 
periods beginning on or after 1 July 2008. This amendment is 
not relevant to the Group’s operations because none of the 
Group’s companies operate any loyalty programmes.

–
–
–

–

–

–

–

–

–

–

Selected Notes to the Consolidated Financial Statements as of 30 June 2008



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 30 June 2008 the Group’s assets consist of:

99.9% of two commercial properties in Russia
90% of a land plot in Russia for development
90% of a commercial property in Moscow, Russia
50% of a joint venture which will acquire a commercial prop-
erty in Moscow when completed
50% of a company with certain rights to the development of 
parking garages in Moscow
45% of a joint venture to develop two mixed-use properties in 
Moscow
26% of a joint venture which develops commercial real estate 
in Russia
10% of a company which owns commercial properties and a 
food retailer in Russia 

Therefore, the Company considers real estate its only business 
segment and Russia its only geographical segment. 

4. Use of Estimates

The preparation of interim financial statements requires Management 
to make judgments, estimates and assumptions that affect the 
application of accounting policies and the reported amounts of 
assets and liabilities, income and expenses. Actual results may differ 
from these estimates.

In preparing these condensed consolidated interim financial 
statements, the significant judgments made by Management in 
applying the Group’s accounting policies and the key sources of 
estimation uncertainty were the same as those applied to the 
consolidated financial statements as at and for the year ended 31 
December 2007.

5. Earnings per Share  

Basic earnings per share is calculated by dividing the net income 
for the period under review by the weighted average number of 
shares outstanding during the period. 

in US$   

  30.06.2008 30.06.2007

Earnings per share   
 Net profit attributable to shareholders 13,465,975 11,227,732

 
Weighted average number  
of ordinary shares outstanding 4,791,979 3,383,729

Earnings per share (US$ per share) 2.81 3.32

–
–
–
–

–

–

–

–

6. Investment Properties

in US$   

  30.06.2008 31.12.2007

Berlin House   
 Beginning of the period 103,465,002 68,100,000
 Addition – –
 Revaluation 4,063,264 34,942,377
 Land lease obligations – 110,025 422,625
 End of period 107,418,241 103,465,002

Berlin House
Berlin House is a 13,000 square meter commercial property 
located at Petrovka Street 5 in Moscow. The building’s 7,800 
square meters of net rentable space is divided between 5,760 
square meters of office space and 2,040 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.  Berlin House was commissioned in 
June 2002.

As of 30 June 2008, the vacancy rate as a percentage of total 
rentable area was, for office space, 0%, and for retail space, 0%. 
Rental income for the property for the period under review  
was US$ 4.08 million (June 2007: US$ 3.16 million). The 
following table indicates the exposure to non-renewals of 
existing operating leases over the periods indicated:

in US$   

  30.06.2008 31.12.2007

Berlin House (undiscounted amounts)
 No later than 1 year 8,037,660 8,093,418
 Later than 1 year and no later than 5 years 23,166,764 26,441,901
 Later than 5 years – –

As of 30 June 2008, the top five tenants in the building, by net 
rent paid are Reuters, UFG, Terra LLC, MFK Jamilco and Elikon 
ZAO. These top five tenants account for approximately 80% of 
the annual net rent (June 2007: 83%).

Berlin House     

 Remaining lease term Percentage of space
Net rent as a  

percentage of total

  Office Retail Office Retail

 Less than one year 7% 3% 6% 4%
 One to five years 93% 97% 94% 96%
 More than five years 0% 0% 0% 0%

The fair value of Berlin House was determined to be US$ 107.42 
million as of 30 June 2008 (2007: US$ 103.47 million), based on an 
independent valuation prepared by Knight Frank, Moscow, and 
adjusted for outstanding land lease obligations. The valuation 
was based on discounted cash flow projections, using a discount 
rate of 8.75% on net income (2007: 8.5%).
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Berlin House is held via the subsidiary company Connecta GmbH & 
Co. KG. which uses the Russian ruble as its functional currency and 
the US$ as its presentation currency,  The property is appraised in 
US$, then converted to rubles for comparison with the prior 
period.  The US$ fair value of the property increased during the 
period by US$ 3,953,239 (June 2007: increased by US$ 2,260,000), 
while due to the movements in the US$/RUB exchange rate from  
1 January 2008, the ruble fair value of the property has decreased 
by US$ 4,389,100 (June 2007: US$ 1,539,958). The resulting net 
unrealized loss of US$ 435,861 has been recognized in the income 
statement of the Company as at 30 June 2008 (June 2007: US$ 
720,042).

As of 30 June 2008, Connecta had registered one mortgage on the 
building which served as collateral for a credit facility in the 
amount of US$ 40.00 million from Aareal Bank AG, Germany. 

in US$   

  30.06.2008 31.12.2007

Petrovsky Fort   
 Beginning of the period 101,860,919 72,500,000
 Addition – –
 Revaluation 3,270,312 26,971,751
 Land lease obligations 337,971 2,389,168
 End of period 105,469,202 101,860,919

Petrovsky Fort
Petrovsky Fort is a 49,000 square meter Class B office and retail 
building located at Finlyandsky Prospect 4 in central St. Petersburg. 
The building has nine office and two retail levels and a large 
central atrium. Of the net rentable space, 16,000 square meters 
are designated for office use and about 7,000 square meters as 
retail space. The building has an underground parking facility with 
110 parking spaces and an above-ground car park with 33 parking 
spaces.

As of 30 June 2008, the vacancy rate as a percentage of total 
rentable space was, for office space, 1%, and for retail space, 14%. 
Rental income for the property for the period under review was 
US$ 5.93 million (June 2007: US$ 5.50 million). The following table 
indicates the exposure to non-renewals of existing operating leases 
over the periods indicated:

in US$   

  30.06.2008 31.12.2007

Petrovsky Fort (undiscounted amounts)
 No later than 1 year 9,038,230 7,707,533
 Later than 1 year and no later than 5 years 10,683,435 5,630,047
 Later than 5 years 1,548,698  - 

As of 30 June 2008, the top five tenants in the building, by net rent 
paid are KIT Finance, Crystal Service, Yandex, Nevskaya and Port 
Visotskiy. These top five tenants account for approximately 25% 
of the annual net rent (June 2007: 38%).

Petrovsky Fort     

 Remaining lease term Percentage of space
Net rent as a  

percentage of total

  Office Retail Office Retail

 Less than one year 52% 19% 39% 57%
 One to five years 37% 81% 37% 43%
 More than five years 11% 0% 24% 0%

The fair value of Petrovsky Fort was determined to be US$ 105.47 
million as at 30 June 2008 (2007: US$ 101.86 million), based on an 
independent valuation prepared by Knight Frank, Moscow, and 
adjusted for outstanding land lease obligations. The valuation was 
based on discounted cash flow projections, using a discount rate of 
10.75% on net income (2007: 10.5%).

Petrovsky Fort is held via the subsidiary company Romsay Properties 
Limited which uses the Russian ruble as its functional currency and 
the US dollar as its presentation currency.  The property is appraised 
in US$, then converted to rubles for comparison with the prior 
period. The US$ fair value of the property increased during the 
period by US$ 3,608,283 million, while due to movements in US$/ 
RUB exchange rate from January 2008, the ruble fair value of the 
property has decreased by US$ 4,318,321 (June 2007: decreased by 
US$ 1,646,400).  The net unrealized loss of US$ 710,038 has been 
recognized in the income statement of the Company as at 30 June 
2008 (2007: US$ 1,353,600).

The fair values of investment properties are based on their market 
value determined by an independent appraiser, Knight Frank, who 
holds a recognised and relevant professional qualification and who 
has recent experience in valuation of properties of similar location 
and category.

In valuing the investment properties, Knight Frank has utilized the 
term and reversion method based on certain assumptions with 
respect to the rental rates which would be used upon the 
expiration of the current leases and the yield (‘capitalization rate’).

7. Land 

Petrovsky Fort LLC
On 28 May 2007, the Group signed two agreements to acquire 
three land plots for development with a total area of 103 hectares 
near St. Petersburg.

As of 31 December 2007, the Group had registered its property 
right for two land plots for development with a total area of 
554,000 square meters. The costs related to the acquisition of 
these land plots of US$ 16,511,716 were accounted for as ‘Land for 
development’.

The property right of the third land plot with a total area of 
482,711 square meters had not been registered in the name of the 
Group as of 31 December 2007. Accordingly, payment for this land 
plot of US$ 16,103,257 was accounted for as short-term Advance 
Payment. The estimated fair value of advances for Land for 
development as at 31 December 2007 was US$ 15,992,603. On 29 
January 2008, the property right to the third land plot was 
registered in the name of the Group.

During the period under review, the Group sold the three land plots 
to Idelisa Limited, a wholly owned subsidiary of Eastern Property 
Partners LP (see Note 9). This results in an increase of the amount 
of Accounts Receivable as of 30 June 2008 to US$ 36.5 million (see 
Note 11).



8. Advance Payment

EPH Real Estate Limited
In 2005, the Company entered into a joint venture agreement with 
Vincennes Estates Limited for the development of the Geneva 
House project, a 18,000 square meter office and retail building in 
the central business district of Moscow. By virtue of this agree-
ment, EPH sold a 50% interest in its wholly owned subsidiary EPH 
Real Estate Limited, and acquired the right to a 50% ownership in 
the development project. At its current stage of development, the 
Group cannot reasonably ascertain its fair value at period-end.

During the period under review, the Group contributed its interest 
in EPH Real Estate Limited to Geneva House LP, a Cayman limited 
partnership of which EPH is the only limited partner. 

A total of US$ 26.3 million has been recognised as Advance 
Payment related to the Company’s Geneva House project (2007: 
US$ 19.7 million). During 2005 and 2006, the Group paid US$ 6.3 
million to its joint venture partner for site acquisition and 
predevelopment costs. In addition, during 2006 the Group also 
incurred various expenses totaling US$ 1.16 million. Additional 
expenses of US$ 12.27 million and US$ 6.57 million have been 
incurred in 2007 and during the period under review, respectively.

9. Financial Investments 

Management classified the Group’s financial investments as 
financial assets at fair value through profit or loss. As at 30 June 
2008, the total value of financial assets at fair value through profit 
or loss is US$ 84.2 million (2007: US$ 81.2 million)

Financial assets at fair value through profit or loss

Sarnatus Trading Limited
On 1 July 2004, EPH acquired a 10% stake in Sarnatus Trading 
Limited, a holding company with subsidiaries developing shopping 
centers and operating hypermarkets under the name “Mosmart”. The 
Company also committed to additional contributions triggered by 
the opening of new shopping centers. The Company’s remaining 
obligation under the Shareholders Agreement is a contribution of 
US$ 2.22 million (see Note 14).

The equity investment in Sarnatus has not been revalued as of 30 
June 2008, and remains unchanged since 31 December 2007 at 
US$ 54.03 million. The completion of an 18,000 sqm office building 
adjacent to Sarnatus’s Borovskoye Shosse shopping center, 
increased rental income in the company’s four shopping centers, 
and opening of 13% more Mosmart retail space since end-2007 
have created additional value for Sarnatus.  At the same time, 
increased yields being demanded by prospective buyers of retail 
centers, and lower share prices for Mosmart’s listed peers would 
indicate offsetting negative factors.  Management believes the net 
effect of these offsetting factors is that the value of the asset has 
not changed by any significant amount.  For year-end Sarnatus will 
be revalued using the same “sum of the parts” methodology as for 
year-end 2006 and 2007. Because its investment in Sarnatus has not 
been revalued this period, the Company recognizes no net gain or 

loss from fair value adjustment of its investment in Sarnatus as at 
30 June 2008 (2007: US$ 4.36 million).

At 31 December 2007, the value of Sarnatus was calculated by 
adding the equity value of its Mosmart retail operations and its real 
estate holdings net of debt. The amount of net debt applicable to the 
real estate holdings is taken from Sarnatus’s unaudited management 
accounts as of year-end.  

The equity value of Mosmart at year-end 2007 was calculated 
using average valuation multiples of publicly traded Russian food 
retailers with similar businesses, specifically Enterprise Value to 
EBITDA, and Enterprise Value to Sales. This methodology involved 
the assumption that one of the peer group companies, all of which 
are significantly larger than Mosmart, would be willing to acquire 
the company at a valuation similar to their own in order to benefit 
from added selling locations and volumes, or that the public itself 
would value the Mosmart similarly to its peer group if it were listed 
on an exchange, In the case that peer companies would only be 
interested in buying Mosmart at a significant discount to larger 
companies, the value of the company could be lower. Applying a 
20% discount to the valuation of Mosmart would result in a 
reduction of US$ 5.9 million in the value of our 10% stake in 
Sarnatus.

The real estate holdings of Sarnatus, namely four shopping centers 
and an office building in Moscow, were valued by Knight Frank at 
31 December 2007.  An appraiser makes certain assumptions when 
valuing retail properties, namely the rents at which current leases 
would be renewed upon expiration, and more significantly, the rent 
yield a potential buyer of the property would demand or ‘capital-
ization rate’. The initial yield used for calculating the value of the 
real estate at year-end was approximately 9%. If the capitalization 
rate used had been 1% higher, it would result in a reduction of US$ 
3.9 million in the value of our 10% stake. If the capitalization rate 
used had been 1% lower, it would have added US$ 4.9 million to 
the value of our 10% stake.

Floating rate note
On 7 June 2007, the Company purchased an asset-backed floating 
rate note for GBP 1.78 million including accrued interest. Quarterly 
payments of principle and interest have been received since that 
time. The fair value of the note as of 30 June 2008 is equal to US$ 
1.95 million (2007: US$ 2.75 million).

Limited Partnerships
Eastern Property Partners LP
1.    Housefar Limited
On 3 July 2007, the Company made an initial capital contribution in 
the amount of US$ 21.15 million to the exempted limited partner-
ship Eastern Property Partners LP (“EPP”). This amount represented 
90% of the capital used by EPP to acquire Housefar Limited, which 
owns the Magistral’naya office complex via its 100% owned 
subsidiary Inspetsstroy LLC. The remaining 10% was contributed by 
Valartis International.  
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2.    Bluestone Investments Limited
During 2007 and 2008, the Group provided certain loans to EPP 
which were used by EPP to acquire, through its subsidiaries,  
the rights for certain development and construction projects in 
Moscow and for further construction financing. 

3.    Idelisa Limited
On 8 May 2008, Eastern Property Partners LP acquired three land 
plots for development with a total area of 103 hectares near  
St. Petersburg from an indirectly held subsidiary of EPH (see Note 
7). As of 30 June 2008, payment of RUB 832.31 million from the 
partnership to Petrovsky Fort LLC as purchase price for the land is 
still outstanding (see Note 11).

On 8 April 2008, EPP used additional capital contributions provided 
by the partners to make two loans of RUB 46 million and US$ 814 
thousand to Idelisa Limited for financing of the development on 
the land near St. Petersburg.

As EPH does not have the power to govern the financial and 
operating policy of the partnership, and is not the only significant 
limited partner, Eastern Property Partners is accounted for as a 
financial investment.

As of 30 June 2008, the fair value of the financial investment in 
EPP was equal to US$ 28.30 million (2007: US$ 24.46 million). The 
fair value of the financial investment in EPP does not include the 
amount of the loan of US$ 75.94 million, shown separately under 
Loans and Receivables in Note 11.

10. Investments in Associates

in US$

 30.06.2008 2007

Hypercenter Investment SA   
Beginning of year 27,889,587 18,658,250
Share of associates’ profits/ (losses) 724,164 949,915
Exchange differences 673,203 716,667
Other equity movements – – 982,245
Additional contribution 5,180,000 8,547,000
Closing balance 34,466,954 27,889,587
   
Vestive Limited   
Beginning of year – –
Share of associates’ profits/ (losses) – 18,416 –
Exchange differences – 1,767 –
Other equity movements   -  –
Additional contribution 58,422,861 –
Closing balance 58,402,678 –

Hypercenter Investment SA
In 2005, the Company made a capital contribution to Hypercenter 
Investment SA which will be the exclusive development partner for 
new Mosmart-anchored shopping centers. EPH owns 25.9% of 
Hypercenter Investment.

From 2005 to 2008, the Company made contributions to 
Hypercenter Investment SA in the form of interest-free loans. The 
other shareholders of Hypercenter Investment have also made 
loans to the company in proportion to their ownership.

Hypercenter Investment SA is an unlisted company incorporated in 
Luxembourg.

Vestive Limited
On 16 January 2008, EPH made an initial capital contribution of 
US$ 9.00 thousand to the exempted limited partnership Eastern 
Property Partners II LP (EPP II).  Throughout the period under 
review, EPH made additional capital contributions totaling US$ 
64.38 million to EPP II. EPP II used US$ 49.42 million of these funds 
to acquire 50% of the share capital of Vestive Limited, a company 
registered in Cyprus, and US$ 9.00 million as an equity contribu-
tion to the company. Also, US$ 6.03 million was provided as a loan 
to Inkonika LLC through Redhill Investment Limited (see Note 11).

Vestive is the 100% owner of Inkonika LLC, a Russian company 
with certain rights to the development of parking garages in 
central Moscow. EPP II finances construction of these by providing 
loans to the Russian company.

EPH owns almost 100% of the limited partnership interests of EPP 
II. Valartis International Limited and Eastern Property Management 
Limited, as General Partner, have nominal shares in the partnership. 
As EPH is the limited partner with almost 100% in EPP II, the 
partnership was consolidated into the Group.

The cost at the time of acquisition was used for the disclosure of 
Vestive’s summary financial information.

in US$   

  30.06.2008 2007

Hypercenter Investment SA   
 Assets 154,289,000 121,908,145
 Liabilities 141,366,000 114,424,880
 Profit/ (loss) 2,796,000 3,667,627
Interest held 25.9% 25.9%
          
Vestive Limited         
 Assets 41,465,878 –
 Liabilities 23,575,851 –
 Profit/ (loss) – 36,832 –
Interest held 50.0% –



11. Loans and Receivables

in US$

  30.06.2008 31.12.2007

Loans (non current)
 EPH Real Estate Limited 16,630,070 13,242,126
Loans (current)
 Vincennes Estates Limited – 5,026,137
 Mr Alexander Korolev 6,726,667 2,000,000
 Eastern Property Partners L.P. 75,935,699 53,678,114
 Vestive Limited 9,439,502 –
  108,731,938 73,946,377

Loans
EPH Real Estate Limited
On 9 February 2007, the Group made a RUB 185.5 million loan to 
EPH Real Estate Ltd, a 50% owned joint venture company. On 16 
April 2007, the Group made a US$ 39.3 million loan to the joint-
venture company. The Company also made an interest-free US$ 2.50 
million loan to EPH Real Estate. Beginning 2007, according to IAS 
31, the joint venture is partially consolidated by integration of 
50% of its balance sheet and income statement.

Vincennes Estates Limited
On 17 December 2007, the Group made a RUB 122.5 million loan to 
its joint venture partner, Vincennes Estates Limited. The joint 
venture partner subsequently lent this money to Geneva House 
LLC, a subsidiary of the joint venture company Bluestone Invest-
ments Limited, a Cyprus entity owned 50% by Eastern Property 
Partners LP and 50% by Vincennes Estates Limited.

On 30 June 2008, Vincennes Estates Limited liquidated a debt to 
the Group by an offset of claims.

Mr. Alexander Korolev
On 17 December 2007, the Company signed a US$ 5.00 million loan 
agreement with Mr. Alexander Korolev, which has been further 
increased to US$ 6.50 million on 28 May 2008. The Company and 
the borrower have been in negotiations regarding to participation 
in the development of a hotel and business center in the center of 
Moscow.

Eastern Property Partners LP
1.    Bluestone Investments Limited
On 4 July 2007, the Group made a RUB 746.79 million loan to 
Geneva House LLC, a subsidiary of Bluestone Investments Limited, 
which is owned 50% by Eastern Property Partners LP and 50% by 
Vincennes Estates Limited. On 17 December 2007, the Group made 
an additional loan to Geneva House LLC in the amount of RUB 
122.5 million. The purpose of these loans was the acquisition of a 
construction and development project of certain assets in Moscow.  
On 28 August 2007 and on 30 June 2008, the Group made loans in 
the amount of RUB 174.05 million and RUB 210.4 million to Geneva 
House LLC for the acquisition of additional rights in relation to the 
same project.
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On 8 October 2007, the Group made a loan of RUB 395.00 million 
to CJSC IC Otdelstroy, a wholly owned subsidiary of Geneva House 
LLC to finance construction of the above-named project.

2.    Housefar Limited
On 21 December 2007, the Group made a RUB 60.00 million loan to 
CJSC Inspetsstroy, a wholly owned subsidiary of Housefar Limited. 
Housefar is 100% owned by Eastern Property Partners LP.

3.    Idelisa Limited
In 2007, the Company’s indirectly owned subsidiary Petrovsky Fort 
LLC made a short-term RUB 50 thousand loan to Idelisa Limited, a 
wholly owned subsidiary of Eastern Property Partners LP. On 4 
March 2008, Petrovsky Fort LLC made an additional short-term 
RUB 150 thousand loan to Idelisa Limited. These loans cover the 
costs associated with the registration of land titles and the 
opening of a St. Petersburg branch in the name of Idelisa.

Vestive Limited
On 12 February 2008, the Group made a loan of RUB 73.00 million 
to LLC Inkonika, a 100% subsidiary of Vestive Limited. Vestive is a 
joint venture company 50% owned by Eastern Property Partners II 
LP. On 18 March 2008, the Group made an additional loan of RUB 
141.45 million to Inkonika LLC. Inkonika uses the proceeds of these 
loans to finance the construction of parking garages in the center 
of Moscow.

Accounts receivable
Idelisa Limited
During the period under review, the Group sold three land plots for 
development near St. Petersburg to Idelisa Limited, a wholly owned 
subsidiary of Eastern Property Partners LP. Due to this, the amount 
of Accounts Receivable as of 30 June 2008 was US$ 36.5 million.



12. Shareholders’ Equity 

Authorized capital
Art. 5 of the Company’s Memorandum, as amended by the 
resolutions passed at the Extraordinary Shareholders Meeting of 
29 June 2004, 19 November 2004 and 7 March 2005, and the 
General Meeting of Members of 16 May 2006, 3 May 2007 and 
24 June 2008 provides for an authorized capital which entitles the 
Board of Directors to issue a total of 9,000,000 registered 
ordinary shares without par value and 1,000,000 registered Series 
A preferred shares without par value.

Art. 3.4 of the Articles of Association foresees that the existing 
shareholders shall, in principle, be entitled to their subscription rights 
in the context of an authorized capital increase.

Increase of capital

in US$

Authorized capital
  Number of ordinary shares Number of series A preferred shares

  30.06.2008 31.12.2007 30.06.2008 31.12.2007

 Total authorized capital 9,000,000 9,000,000 1000000 1,000,000
 Opening balance unissued authorized capital 3,661,868 1,109,868 1,000,000 1,000,000
 Increase – 4,500,000  -  - 
 Utilization for capital increase  - – 1,948,000  -  - 
 Conversion to ordinary shares  -  -  -  - 
 Closing balance unissued authorized capital 3,661,868 3,661,868 1,000,000 1,000,000
      
Issued share capital
  Number of ordinary shares Number of series A preferred shares

  30.06.2008 31.12.2007 30.06.2008 31.12.2007

 Opening Balance 5,338,132 3,390,132  -  - 
 Capital increase  - 1,948,000  -  - 
 Closing balance 5,338,132 5,338,132  -  - 
      
Treasury shares
  30.06.2008 31.12.2007

  Number of shares Number of shares

 Opening Balance 448,903 6,403
 Issued to treasury  - 548,000
 Purchase 97,250 –
 Sales  - 105,500
 Closing balance 546,153 448,903

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 27 June 2008, the Company paid a dividend of US$ 0.75 per 
ordinary share based on the 2007 results.



13. Provisions for Liabilities and Charges

in US$

30.06.2008
  Performance fee Others Total

 Opening balance 15,839,026 101,118 15,940,144

 
Currency exchange  
difference – – –

 
Additional  
provisions 1,806,267 146,001 1,952,268

 Dissolution – 3,618,465 – – 3,618,465
 Closing balance 14,026,828 247,119 14,273,947
     
Analysis of total provisions
  30.06.2008 31.12.2007

 Non-current 8,326,828 12,220,561
 Current 5,947,119 3,719,583
 Closing balance 14,273,947 15,940,144

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 appreci-
ated in value.

14. Commitments and Contingencies

As a result of its investment and development activities, the 
Company has entered into commitments totaling US$ 12.88 million 
as of 30 June 2008:

Sarnatus Trading Ltd: follow-on investments of US$ 2.22 
million, which may be called by agreement of the sharehold-
ers at any time, as all milestones for the contribution have 
already been met;
Bluestone Investments Ltd: on 30 June, the Group signed an 
additional loan agreement for an amount of RUB 24.00 mil-
lion with the Russian subsidiary of Bluestone Investments 
Limited, Eastern Property Partners’s joint venture company 
with Vincennes Estates Limited;
EPH Real Estate Ltd: undrawn facility of US$ 0.39 million;
EPH One LLC: undrawn loan amount of US$ 9.24 million.

1.

2.

3.
4.

15. Seasonality of Interim Operations

The Group’s operating income is due to rent income from real 
estate assets, or interest income from loans and cash on deposit. 
As such, Management of the Group does not believe interim 
operations are subject to seasonality. Operations are subject to 
long-term cyclical patterns in rent and interest rates.

16. Subsequent Events
 

On 11 July, the Group made an additional loan of RUB 
103.00 million to an indirectly owned subsidiary of our joint 
venture company Bluestone Investments Limited, CJSC IC 
Otdelstroy. The loan will be used for further construction 
financing of the Arbat project.
On 14 July, the Group made an additional loan of US$ 6.58 
million to the wholly owned subsidiary of EPH Real Estate 
Limited, EPH One LLC. The loan will be used for further con-
struction financing of Geneva House.
On 31 July, EPH signed a loan agreement with ZAO Stroitel-
no-Investitsionnaya Kompaniya “KONKOR” for US$ 3.20 
million.
On 18 August, the Russian subsidiary of Vestive Limited, 
which is owned 50% by Eastern Property Partners II LP, fully 
repaid a loan of RUB 73.00 million, received from the Group 
on 13 February 2008.

17. Taxation

Please note that the Management of the Group needs to use  
an estimate of the annual tax rate to calculate and recognize an 
interim period tax charge, as required by IAS 34.30 (c).

18. Related Party Transactions

The Group owns almost 100% of Eastern Property Partners II and 
Geneva House LP, through which it holds 50% stakes in Vestive and 
EPH Real Estate, respectively.  Through its ownership of over 90% of 
the limited partnership interests in Eastern Property Partners, the 
Group holds stakes in Geneva House LLC, Housefar, and Idelisa.  The 
Group also owns 25.9% of Hypercenter Investment SA and 10% of 
Sarnatus Trading Limited. As such, each of these companies are to 
be considered related parties. The Group’s transactions with these 
companies in the period under review, subsequent to the period’s 
close, and planned in the future are described in Notes 7,8,9,10,11 
and 16.

Eastern Property Management Ltd (EPML), a 100%-owned 
subsidiary of Valartis Group, manages EPH. The General Partner of 
Eastern Property Partners, Eastern Property Partners II and Geneva 
House LP is also EPML. Employees of the Valartis group companies 
are members of the Management Committee and Board of 
Directors of the Company. The Company pays management and 
performance fees to Eastern Property Management Ltd. For the 
period under review, US$ 5.32 million was paid or will be paid as 
management fees, and US$ 1.81 million has been accrued for 

1.

2.

3.

4.
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payment of performance fees based on the current values of the 
Company’s financial investments and real estate assets.

As of 30 June 2008, Valartis International Limited held 224,434 
shares of the Company. Valartis Bank AG held 87,579 shares of the 
Company. Valartis International and Valartis Bank are subsidiary 
companies of Valartis Group AG, the 100% owner of Eastern 
Property Management Limited. Eastern Property Management is 
the investment manager of Eastern Property Holdings Limited. 
Valartis International is the investment manager of MCT Global 
Opportunities Fund, which held 100,000 shares of EPH.

19. Business Combinations

On 19 March 2008, the Group acquired 50% of the share capital of 
Vestive Limited, a company with certain rights to the development 
of parking garages in Moscow, for a cash consideration of US$ 
49.42 million. The Group also made an equity contribution to 
Vestive Limited in the amount of US$ 9.00 million (see Note 10). 
The Group has recognised US$ 58.4 million as Investment in 
associate.

At the date of acquisition, Vestive Limited’s major asset is its 
investment in Inkonika LLC at a cost of US$ 212 thousand.  Such 
investment is mainly financed by third party loans.

Vestive Limited contributed a net loss of US$ 20 thousand to the 
Group for the period from acquisition to 30 June 2008.  If the 
acquisition had occurred on 1 January 2008, consolidated profit 
for the six months ended 30 June 2008 would have been reduced 
by US$ 107 thousand.  Until 30 June 2008, Vestive Limited has no 
revenue.

20. Cash and Cash Equivalents

in US$ 30.06.2008 31.12.2007

 Valartis Bank* Others Valartis Bank* Others

Cash at bank  
and in hand 7,382,176 5,858,891 432,141 8,911,898
Fiduciary deposits – 32,757,652 – 141,243,463
Money market 
instruments  - 42,726 – 324,718
Bank overdraft  - – – 3,635 –
Cash and  
cash equivalents 7,382,176 38,659,269 428,506 150,480,079
Total cash  
and cash equivalents 46,041,445 150,908,585

*  Valartis Bank is a group related party

In order to receive interest on US$ denominated cash holdings, the 
Group often purchases US$ fiduciary deposits with fixed maturities 
from rated financial institutions.  For the period ended 31 
December 2007 the Group’s fiduciary deposits were represented as 
an exposure to Valartis Bank.  As Valartis Bank has only acted as 
agent in purchasing fiduciary deposits from unrelated financial 
institutions for the Group both the 31 December 2007 and 30 June 
2008 fiduciary deposits have now been categorized as Others.  
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