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Highlights

Atlas Estates Limited (“Atlas” or the “Company”) is a closed-ended investment company
incorporated in Guernsey. The Company began trading and was admitted to the AIM market
of the London Stock Exchange on 1 March 2006. On 12 February 2008 the Company was

also admitted to the Warsaw Stock Exchange and share trading commenced.

The Company and its subsidiary undertakings (the “Group”) invest in real estate assets in
Central and Eastern Europe (“CEE”) excluding the former USSR. The Group currently
operates in the Polish, Hungarian, Slovakian, Romanian and Bulgarian real estate markets.

The Company’s assets are managed by Atlas Management Company Limited ("AMC”), a
company whose sole purpose is to manage the Company property portfolio. AMC provides
the Company with a management team with vast experience and knowledge of real estate
investment and development. In particular AMC can demonstrate a good track record of
investment, development and management of property in CEE markets.

Year ended Year ended
31 December 31 December
2008 2007
Selected Consolidated Financial ltems €000 €000
Revenues 51,875 27,375
Gross profit 16,591 6,727
(Decrease)/increase in value of investment properties (4,495) 36,160
(Loss)/profit from operations (3,902 17,076
(Loss)/profit before tax (40,850) 11,351
(Loss)/profit for the year (89,697) 8,256
(Loss)/profit attributable to equity shareholders (39,694) 8,196
Net cash outflow from operating activities (29,140) (16,230)
Cash flow from investing activities (2,099) (119,827)
Cash flow from financing activities 18,823 110,873
Net decrease in cash (19,573) (27,811)
Non-current assets 337,053 362,393
Current assets 178,981 169,107
Total assets 516,034 531,500
Current liabilities (149,560) (81,336)
Non-current liabilities (192,635) (226,048)
Total liabilities (342,195) (807,384)
Net assets 173,839 224116
Shareholders’ equity attributable to equity holders of the Company 172,566 223,377
Number of shares outstanding 46,852,014 44,978,081
(Loss)/earnings per share basic (eurocents) (86.6) 17.0
Basic net asset value per share (€) 3.68 4.98
Adjusted net asset value (€°000)' 206,981 285,969
Adjusted net asset value per share (€) 4.42 6.36

1 “Adjusted net asset value” includes valuation gains net of deferred tax on development properties held in inventory
and land held under operating lease, but not recognised at fair value in the balance sheet.
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Business Review

Chairman’s Statement

Dear shareholders,

| am pleased to announce the consolidated
financial results for Atlas Estates Limited
(“Atlas” or “the Company”) and its
subsidiary undertakings (“the Group”) for
the year ended 31 December 2008. Against
a backdrop of very challenging ongoing
conditions in the global markets, the
Company has been able to achieve certain
key objectives.

In the second half of 2008, the well-
documented knock-on effects of the global
economic downturn and credit crunch
accelerated particularly in the aftermath of
the collapse of Lehman Brothers. Inevitably,
the Company’s activities have not been
immune. In our home markets, as is the
case elsewhere in Europe, the impact has
been demonstrated through low
transactional volumes, a significant
reduction in the availability of credit and
reductions in GDP growth.

The results for the year 2008 have been
adversely impacted by the effects of the
depreciating currencies in the Central and
Eastern European markets. For the
Company’s investments in Poland, its major
market, the Polish Zloty has depreciated by
16.5% from the 31 December 2007 rate of
exchange to 31 December 2008 rate of
exchange. The fall in value of the functional
currencies has resulted in foreign exchange
losses of €22.2 million in the income
statement (2007: gain of €0.5 million) and
€17.9 million (2007: gain of €11.7 million) in
reserves for the year ended 31 December
2008. Of the loss in the income statement,
€24.5 million (2007: gain €1.9 million) is
unrealised. It has arisen on monetary assets
and liabilities denominated in foreign
currencies, for example bank loans, which
are translated at the rates prevailing on the
balance sheet date.

Recently, the Company has had to refinance
several of its properties with its banks.
Negotiations have been more difficult, which
reflects the pressures being faced by
international banks, but the Company has
been successful in refinancing many of its
loans, as detailed below.

The Directors continue to adopt the going
concern basis in preparing the consolidated
financial statements for the year ended 31
December 2008. Disclosure of the going
concern basis of preparation of the
consolidated financial statements for the
year ended 31 December 2008 is included
in the Directors’ Report and in the
statement of accounting policies.

Strategy

The Group’s strategy is to invest in the
developing markets of Central and Eastern
Europe (“CEE”) excluding the former Soviet
Union and since IPO the Company has
developed a significant portfolio of assets.
The economies of Poland, Hungary,
Slovakia, Romania and Bulgaria, in which the
Group operates, have been impacted by the
adverse effects of the global economic
crisis. Although Poland, where 64% of the
Company’s assets are located, appears the
most resilient economy in the region,
Hungary, in which the Company also has
interests (13%), has had to seek financial
support from the International Monetary
Fund (“IMF”). Despite the challenging
environment, the projects that the Company
is currently developing are well placed to
meet the ongoing demand for quality
residential, office and retail properties.

The Company’s strategy, since its IPO in
London in 20086, has been to invest the
funds raised in acquiring quality assets that
have the potential for growth. These initial
targets have been achieved within the
timeframe stated at IPO. Over the next three
to five years, taking account of more
uncertain market conditions, the Company
will be seeking to realise value through
property disposals and the completion of its
ongoing development projects.
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Chief Executive Officer (“CEO”) of
Atlas Management Company Limited
(“AMC” or the “Property Manager”)

In April 2008, the Company announced that
Mr. Amos Pickel, the Chief Executive Officer
of AMC, the Company’s property manager,
had resigned. He was replaced in
September 2008 by Mr. Nahman Tsabar, a
civil engineer, who brings to the Company
more than 30 years of experience in
construction and development, which
includes significant expertise in planning,
procurement and project management,
gained across a number of sectors and
geographies, including infrastructure,

civil works programmes and aviation,
particularly within the emerging markets.
Since his appointment Mr. Tsabar has
quickly been able to provide the leadership
that the Group requires in these difficult
economic conditions.

Refinancing and construction loans

In the current financial market conditions,
gaining access to capital has become more
difficult and, as highlighted in the quarterly
announcements during 2008, enhancing
liquidity and the retention of cash is a key
priority. Both of these objectives are vital for
operations as they will underpin our drive to
progress the projects we currently have
under development through to completion,
whilst at the same time supporting growth.

The completion of the refinancing of the
Hilton Hotel, Warsaw and securing of a new
construction loan to complete the Platinum
Towers development were significant
achievements for the Company and
particularly notable within the context of the
current difficult conditions in the financial
markets. On 25 July 2008, the Company
refinanced the loan secured against its
Hilton Hotel and Conferencing Centre asset
in Warsaw, extending its facility with



Investkredit Bank AG from €51.4 million to
€65 million. The additional funding is being
deployed in progressing the Group’s
development pipeline. Additionally, on 12
August 2008, the Company obtained a
Polish Zloty 174 million (circa €37 million)
facility relating to the construction of its
Platinum Towers residential development in
the Wola district in Warsaw. The loan is
provided by Raiffeisen Bank Polska S.A.
and is secured against its Platinum Towers
residential asset. It is being deployed in the
construction of the development.

All land and building assets and associated
debts are ring-fenced in unique, specific,
corporate vehicles. In all cases the market
values of the assets held exceed the
external debt. In spite of the successful
refinancing of certain facilities as described
in the previous paragraph, the Directors
recognise that economic difficulties facing
some of the banks could have an adverse
impact on the individual corporate vehicles’
ability to obtain the ongoing funding they
require. This being the case, any

repossession by the bank on default of loan

terms would clear the outstanding debt and
not result in additional finance liabilities for
the Company or for the Group; however,
any such repossessions could deprive the
Group of its equity investment in specific
corporate vehicles. There are
unencumbered assets which could
potentially be leveraged or sold (given time
in the present difficult markets) to raise
additional finance to mitigate such risks.

Net Asset Value (“NAV”) and Adjusted
Net Asset Value (“Adjusted NAV”)

In the 12 months to 31 December 2008,
NAV per share, as reported in the
consolidated financial statements which
have been prepared in accordance with
International Financial Reporting Standards
(“IFRS”), has decreased by 26.1% to €3.68
per share. The Adjusted NAV per share,
which includes valuation gains, net of
deferred tax on development properties
held in inventory and land held under
operating lease, but not recognised at fair
value in the balance sheet, has decreased
by 30.5% to €4.42 per share.

An independent valuation of the entire
property portfolio is carried out on a
semi-annual basis between Cushman &
Wakefield and Colliers International acting
as independent experts. This assessed the
total value added during the financial year
and is included in the basis for the Property
Manager’s performance assessment and
fee calculations.

The change in value of the development land
holdings over their book cost reflects the
latent value within the project, which is over
and above the book cost. These land
holdings are valued on a residual value and
comparative basis. Profit is taken upon
completion of the project and when the risks
and rewards of ownership of an apartment
or property are transferred to the client.

A key indicator of performance is the net
asset value of the Group. The following
table sets out the impact on NAV per share
of the revaluation of land assets that cannot
be reflected in the reported balance sheet
due to accounting standards.

Book cost to ‘Independent’
Group as value at
shown in the 31 December Movement
balance sheet 2008 in value
€000 €000 €000
Development land assets and land held under operating lease included in
total assets at cost to the Group 172,195 215,258 43,063
Attributable to minority interest partners (1,867) (2,554) (687)
Company share of increase in valuation of development land and
land held under operating lease 170,328 212,704 42,376
Deferred tax on increase in valuation of development land and
land held under operating lease at local rates (7,961)
Basic net asset value per balance sheet 172,566
Adjusted net asset value 206,981
Number of ordinary shares in issue at 31 December 2008 46,852,014
Adjusted net asset value per share as at 31 December 2008 4.42
Adjusted net asset value per share as at 31 December 2007 6.36
Net asset value per share at IPO (after costs) 4.73

Further analysis of the Company’s NAV is contained in the Property Manager’s review on the next page.
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Business Review

Chairman’s Statement

continued

(44

Against a backdrop of very
challenging ongoing
conditions in the global
markets, the Company has
been able to achieve
certain key objectives.”

AMC performance fee payment

AMC’s performance fee in respect of the
financial year ended 31 December 2007 was
agreed by the Board at €7.037 million. The
first €2.5 million of this amount was paid in
cash by the Company to AMC in April 2008.
As approved by shareholders at the Annual
General Meeting on 27 June 2008, AMC
received 1,430,954 new ordinary shares

in settlement of the balance of the
performance fee. These shares were

issued on 11 July 2008.

AMC'’s performance fee in respect of the
financial year ended 31 December 2008 will
be €nil.

Extraordinary General Meeting (“EGM”)
On 30 December 2008 the Company held
an EGM on the cancellation of admission of
all of the Company’s shares to trading on
the AIM market of the London Stock
Exchange PLC. The resolution was not
passed. This was part of the Company’s
objective to reduce its cost base and to
focus efforts in its major market in Warsaw.

Millennium Plaza disposal

On 1 December 2008 the Company
announced that the agreement regarding
the sale of the Millennium Plaza, Warsaw,
expired. The sale agreement was originally
concluded on 11 January 2008 and
amended on 1 October 2008. It was a
preliminary agreement regarding the sale of
100% of the shares in Atlas Estates
(Millennium) Sp. z 0.0., the owner of the
Millennium Plaza building, to Portfolio Real
Estate 16 Sp. z 0.0., a subsidiary of Akron
Management CEE GmbH. The expiry
occurred because the purchaser did not
exercise his option to complete by 30
November 2008.
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Dividend and dividend policy

On 3 March 2008, the Board announced
that it had resolved to pay to shareholders a
second dividend of 16.68 eurocents per
share (“2007 Dividend”) for the year ended
31 December 2007. As approved by
shareholders at the AGM on 27 June 2008,
the Board offered shareholders the choice
of receiving the whole or part of the 2007
Dividend in new fully paid ordinary shares in
the Company instead of cash (“the Scrip
Dividend Offer”). The Board received
acceptances for the Scrip Dividend Offer
from holders of 7,478,694 ordinary shares in
the Company, which resulted in the issue of
442,979 new ordinary shares (representing
0.945% of the current issued share capital
of the Company, excluding shares held in
treasury). These shares have been admitted
to trading on AIM and WSE.

The changes in global economic conditions
during 2008, particularly in the property
and financial markets, are well documented.
However, specifically, and of critical
importance, is the effect that these changes
are having on access to capital, which
continues to be difficult. In order for the
Company to achieve its strategic objectives,
it is important that the Company is able to
complete its development activity and to
invest in market opportunities in an effective
manner, without cash constraints. The
Board therefore considers that it is in the
Company’s best interests to retain cash.

As previously announced, the Board has
decided not to declare any dividend for
2008, believing that it is more prudent to
invest its cash resources in bringing forward
and completing its development
programme in order to realise the value in
these projects. The Company also aims to
ensure that it is positioned to take
advantage of opportunities that arise as a
result of market conditions.



As previously stated, the Board will, in
future years, determine the payment of
dividends after taking account of the
Company’s distributable profits, sustainable
cash flow (based on rental income, sales of
residential developments units and sales of
investment assets), the Company’s debt,
market conditions and the investment
opportunities available to the Company.
This will enable Atlas to pursue its strategic
objectives and to maximise the value it can
return to its shareholders.

Central and Eastern Europe

Our chosen area of investment continues to
be CEE. GDP growth throughout CEE in
recent years has outperformed that of
Western Europe, with the exception of the
Republic of Ireland and Greece. As stated
above, the difficult market conditions have
spread from Western Europe to CEE
throughout 2008, accelerating towards the
end of the year. GDP growth rates have
slowed as the availability of credit has
become very restricted and, as a result,
investment and development activity in the
real estate market has significantly reduced.

The Company has prudently managed its
current investments in the region and
continually monitors risks associated with
its portfolio so that it is appropriately
positioned in the context of the ongoing
economic conditions. In the second half of
2008, yields on investment properties
increased for the first time in many years,
resulting in falling valuations. Yields on
investment properties had compressed
over many years in the CEE region, but still
remain above those of comparable assets
in Western Europe.

Prospects

During 2008, the global economic crisis has
had a very significant impact on the
economies and prospects in the CEE
region. Economic growth has slowed as
access to funding has become increasingly
restricted and the ongoing economic
uncertainty has affected investment.

It is not certain how the evolving financial
crisis in the global markets will affect the
economies where the Company is active in
2009. Management is constantly reviewing
the economic conditions in each of its
markets, in order to identify and analyse the
measures required to mitigate the effects of
potential risks to its activities. We believe,
however, that the economic fundamentals
in the region remain strong, particularly with
regard to the demand for the quality office,
residential and retail space that Atlas is
currently developing and for which it has
zoning and permissions in place for its land
bank. It is these important market
fundamentals that underpin our ongoing
strategy and continued investment.

The Property Manager’s review below
details the progress that we are making in
executing our development plans and in
securing returns from our yielding assets. |
would like to take the opportunity to thank
my fellow Board members, the Directors
and staff of the Property Manager and our
team of advisors for their continued
enterprise and skill in maintaining our
operating base and moving the Company
forward, particularly under the current
difficult conditions.

Quentin Spicer
Chairman
20 March 2009
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Business Review

Property Manager’s Report
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In this review we present the financial and
operating results for the 12 months ended
31 December 2008. AMC is the Property
Manager appointed by the Company to
oversee the operation and management of
Atlas’ portfolio, advice on new investment
opportunities and to implement the
Company’s strategy. AMC, in line with the
Company’s original timetable, has fully
invested the funds raised at IPO within 18
months of admission to trading on AIM and
has actively managed this portfolio since
then to optimise and preserve value.

The property portfolio is constantly
reviewed to ensure it remains in line with the
Company’s stated strategy of creating a
balanced portfolio that will provide future
capital growth, the potential to enhance
investment value through active and
innovative management programmes

and the ability to deliver strong
development margins.

Changes in ownership structure of
Property Manager

On 4 March 2008, the Board of AMC
announced that Elran (D.D.) Real Estates
Ltd (“Elran”) had entered into an agreement
with RP Capital Group (“RP”) and BCRE
|zaki Properties (“Izaki Group”), AMC’s other
shareholders, for the sale of Elran’s 37.5%
stake in AMC. As a result, RP now holds
51% and Izaki Group holds 49% of AMC.
Gadi Dankner and Dori Dankner resigned
their positions as directors of AMC and
members of the Investment Committee on
completion of the sale.

Rafael Berber, Roni Izaki and Saradhi Rajan
remain as directors of AMC. Rafael Berber

and Roni Izaki remain as members of the
Investment Committee.

Financial review

The management team continuously
monitors the territories in which the
Company is invested, analysing the
economics of the region and the key
measures of the sectors in which it
operates, to ensure that it does not become
over exposed to, or reliant on, any one
particular area. AMC continually evaluates
the risks and rewards associated with a
particular country, sector or asset class, in
order to optimise its return on investment
and therefore the return that the Company
is able to deliver to shareholders over the
longer term.

2008 has been a very challenging year for
the Company given the instability in the
global economic environment. In the first
half, the valuation of the Group’s portfolio
increased. However, those gains have been
subsequently reversed in the second half of
2008 as the effects of increasing yields,
restricted bank lending and instability in the
CEE and global economies took effect.

Admission to WSE

In February 2008, the Company completed
a listing on the Warsaw Stock Exchange. In
completing this listing, the Company has
broadened its shareholder base and
increased the liquidity of its shares. As 2008
progressed and the impact of the collapse
in the global capital markets became more
pronounced, access to funding has
become significantly more difficult.
However, AMC believes that over time,
when greater clarity and stability returns to
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the capital markets, this listing may provide
the Company with the opportunity to
access additional capital, with which to
further develop the business.

Portfolio valuation and valuation
methods

An independent valuation of the entire
property portfolio is carried out on a
semi-annual basis (June and December) by
independent experts. The year end
valuation process has been undertaken by
two external valuation experts, Cushman &
Wakefield and Colliers International,
independent international companies of real
estate advisors. The gross market value of
the property assets within the Company’s
portfolio, including valuation gains on
development properties held in inventory
and land held under lease but not
recognised at fair value in the balance
sheet, and including minority interest, was
€558 million as at 31 December 2008. This
compares to the valuation at 31 December
2007 of €555 million and at 30 June 2008
of €600 million.

As at 31 December 2008, the Company
held a portfolio of 23 properties comprising
12 investment properties of which eight are
income yielding properties and four are held
for capital appreciation, two hotels and nine
development properties.

» Investment properties were valued at
€197 million at 31 December 2008,
excluding minority interest and the share
of joint venture partners, compared to
€215 million at 31 December 2007 and
€218 million at 30 June 2008. The fall in
the second half 2008 was 10%,



%
/ JU(U(WM

N

Loans Valuation Loan to value Loans Valuation Loan to value
2008 2008 Ratio 2008 2007 2007 Ratio 2007

€000 €000 €000 €000
Investment property 116,325 196,745 59.1% 116,300 214,865 54.1%
Hotels 67,648 116,580 58.0% 47,989 125,040 38.4%
Development property in construction 30,969 109,614 28.3% 22,919 69,700 32.9%
Other development property 32,743 92,390 35.4% 31,280 99,107 31.2%
247,685 515,329 48.1% 218,488 508,712 42.9%

reflecting the effect of increasing yields.
In Poland the yields applied in the
valuations increased by 1% to 8-8.5%
and in Hungary by 1% to 9-9.5%.

» Hotel properties were valued at €117
million at 31 December 2008, excluding
minority interest and the share of joint
venture partners, compared to €125
million at 31 December 2007 and €136
million at 30 June 2008. The fall in the
second half 2008 was 14%, reflecting
the effect of increasing yields.

» Development properties were valued at
€202 million at 31 December 2008,
excluding minority interest and the share
of joint venture partners, compared to
€169 million at 31 December 2007 and
€187 million at 30 June 2008. There has
been an increase in value over the year
of 20% reflecting the effect of the added
value generated through the
construction works and sales on the
development properties in Warsaw.

Loans

As at 31 December 2008, the Company’s
share of bank debt associated with the
portfolio of the Group was €248 million (31
December 2007: €218 million). The increase

in debt has arisen principally from the
utilisation of construction loans in the
development of the Platinum Towers and
Capital Art Apartments properties in
Warsaw. The loan on the Hilton Hotel was
refinanced also during the year to €65
million. Total facilities were €290 million (31
December 2007: €243 million). Loans and
valuations for those periods in which
valuations were undertaken, are given in the
table above.

The valuations in the table above differ from
the values included in the consolidated
balance sheet as at 31 December 2008 due
to the treatment under IFRS of land held
under operating leases and development

property.

Loans maturing within one year have
increased to €96 million at 31 December
2008 from €30 million at 31 December
2007. The increase has arisen from the
natural ageing of debts and from the
reclassification of two loans with covenant
breaches. The banks are aware of the
technical breaches and have not asked for
repayment of the loans. In relation to the
most material loan, the Group has received
a written covenant waiver from its lender
after the year end and the lender will

continue to extend the €63.1 million facility.
The breaches arise from lower valuations
resulting in the breach of loan to value ratio
covenants and from lower occupancy levels
resulting in the breach of debt service
coverage ratios.

Cash at bank and in hand was €15 million
at 31 December 2008 (31 December 2007:
€35 million). The gearing ratio is 135%,
based upon net debt as a percentage of
equity attributable to shareholders and is
57.4% based upon net debt as a
percentage of total capital (net debt plus
equity attributable to equity holders).

Review of the Year Ended 31 December
2008 and Valuation of Assets

The financial analysis of the income
statement set out on the next page reflects
the monitoring of operational performance
by segment as used by management.
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Business Review

Property Manager’s Report

continued

Review of the year ended 31 December 2008

Year ended Year ended

Property Residential Hotel 31 December 31 December

Rental Sales Operations Other 2008 2007

€000 €000 €000 €000 €000 €000

Revenue 17,094 12,961 21,435 385 51,875 27,375
Cost of operations (6,921) (12,744) (14,982) (637) (35,284) (20,648)
Gross profit/(loss) 10,173 217 6,453 (252) 16,591 6,727
Administrative expenses (1,055) (2,135) (2,485) 9,731) (15,406) (23,284)
Gross profit/(loss) less administrative expenses 9,118 (1,918) 3,968 (9,983) 1,185 (16,557)
Gross profit % 60% 2% 30% n/a 32% 25%
Gross profit less administrative expenses % 53% n/a 19% n/a 2% n/a

Revenue

Total revenue for the year ended 31
December was €51.9 million compared to
€27.4 million for the year ended 31
December 2007. The Company'’s principal
revenue streams are rental income, sales
from its hotel operations, and income from
the sale of the residential apartments that
the Company develops. As the Company
maintains a diversified portfolio of real
estate investments, seasonality or cyclicality
of yielded income or results is also highly
diversified. The available portfolio of assets
for lease, the systematic execution and sale
of residential projects and the geographical
reach of the Company’s portfolio has, to a
significant extent, resulted in stable levels of
income being earned.

Development properties

To date, the Group has signed preliminary
contracts to deliver 727 apartments with a
total value of €109 million at its Platinum
Towers and Capital Art Apartments projects
in Warsaw and its Atrium Homes project in
Budapest. Of these preliminary contracts,
85 were signed in the 12 months ended 31
December 2008 (23 in the three months
ended 31 December 2008), and 99 were
handed over to new owners in the last
quarter of 2008.

Following the completion of construction
works on stage 1 at Capital Art Apartments
in the fourth quarter of 2008, the Company
is recognising revenue on its development
properties for the first time. These buildings
include 219 apartments, of which 216 have
been pre-sold. By 31 December 2008, 99
of these apartments had been handed over
to new owners, with the full price of the

apartment received by the Company. As a
result, the economic risks and rewards have
been transferred to the new owner and in
accordance with the Group’s accounting
policy the revenue and associated costs of
these apartment sales are recognised in the
income statement. For the year ended 31
December 2008, revenue of €13 million and
gross profit of €2.2 million have been
recognised on the sales of the 99
apartments delivered for stage 1 of Capital
Art Apartments.

Income producing assets

Revenue from income producing assets has
increased to €17.1 million for the year ended
31 December 2008, from €13.9 million for
2007. The increase principally represents
the effect of acquisitions made during 2007,
which have been in operation for a full year
in 2008. These acquisitions included the
Millennium Plaza in Warsaw, Poland in
March 2007, Sadowa Business Park in
Gdansk, Poland in June 2007 and Atlas
House in Sofia, Bulgaria in October 2007.
The growth in gross profit less
administrative expenses of properties held
for the full 12 months throughout 2007 and
2008 was 20%.

Hotels

Revenue from hotels increased to €21.4
million for the year ended 31 December
2008 from €13.2 million for 2007. The two
hotels were opened and acquired during
2007 — the Warsaw Hilton opened on 19
March 2007 and the Golden Tulip,
Bucharest, was acquired in March 2007.
The increase in revenues for the 12 months
results from the operation of these hotels
for a full year in 2008.

08 Atlas Estates Limited Annual Report & Accounts 2008

The Hilton in Warsaw has performed ahead
of expectations in its second year of
operation, with occupancy levels at 65%.
The hotel’s revenues are enhanced by
income from the conferencing and
banqueting facilities, together with the high
quality Holmes Place fitness centre and the
casino. The hotel is regarded as an ideal
venue for corporate events in Central and
Eastern Europe, with competitive room
rates being offered in comparison to other
countries in the region. For example, on

25 February 2009, the hotel hosted the
Financial Times’ Central and Eastern
European Property Conference, which
attracted more than 1,000 delegates.

The Golden Tulip Hotel in Bucharest,
Romania had a difficult first quarter in 2008.
Since then, however, performance has
improved in the second half, following
managerial changes. Average occupancy
rates in 2008 were 65%.

Cost of operations

Cost of operations has been reclassified in
2008 to include all costs directly attributable
to revenue generation. The following costs
are included:

» For income producing assets, all costs
that directly relate to the property and/or
that are covered by service charge and
other income;

» For hotels, all costs that directly relate to
occupancy; and

» For development properties, all costs
directly relating to sales, including sales
costs and direct advertising expenditure.



Polish Zloty ~ Hungarian Forint

Current rate
19 March 2009

Closing rates

31 December 2008
31 December 2007
% Change

30 June 2008

% Change

Average rates
Year 2008
Year 2007
% Change

4.5352 298.93
41724 264.78
3.56820 2563.35
(16.5%) (4.5%)
3.3542 237.03

6.4% 6.4%
3.5166 251.25
3.7829 251.40

7.0% 0.1%

Romanian Lei  Slovakian Crown Bulgarian Lev
Euro entry

4.2948 30.126 1.95583
3.9852 30.126 1.95583
3.6102 33.603 1.95583
(10.4%) 10.3% n/a
3.6475 30.312 1.95583
(1.0%) 9.8% n/a
3.6827 31.291 1.95583
3.3395 33.781 1.95583
(10.3%) 7.4% n/a

Administrative expenses

Administrative expenses have been
reclassified in 2008. The cost items
included in administrative expenses include
the following:

» For income producing assets, all costs
that do not directly relate to tenants;

» For hotels, costs that are incurred
whether the hotel is occupied or not;

» For development properties, all costs
not directly related to sales; and

» Central overheads.

Other operating income and expenses
Other operating income and expenses are
items that do not directly relate to the
day-to-day activities of the Group. Such
items include: the costs associated with the
Warsaw listing (€0.3 million for the year
ended 31 December 2008, and €3.1 million
for the year ended 31 December 2007);
income and expenses for items that are
recharged to contractors and other
suppliers at cost; income and expenses
relating to purchases and sales of
subsidiaries that are not included in any
other category; and other such items.

Finance income and costs

The income statement includes finance
costs of €16.2 million for the year ended 31
December 2008, compared with €8 million
in 2007, reflecting the effect of the
increased external debt finance used to
acquire new investment properties.

Foreign exchange

There have been significant changes in
exchange rates in the underlying currencies
in the countries in which the Group
operates and owns assets. A summary of
exchange rates by country for average and
closing rates against the reporting currency
as applied in the financial statements are
set out above.

The above demonstrates the weakening in
the underlying currencies during the second
half of 2008, as the effects of the global
financial crisis spread into the CEE region.
The current rates of exchange indicate a
further weakening in the CEE region
currencies. Slovakia entered the Eurozone
in January 2009.

Property valuations have been adversely
effected by these currency movements, in
particular in the development assets which
are predominately based in local currency.
The large foreign exchange losses in the
income statement represent exchange
losses on bank loans denominated in
Euros, which are recorded in the local
functional currencies of the individual Group
companies and then translated into Euros
for consolidated financial reporting
presentational purposes only.

The change in value of investment properties
recorded in the consolidated income
statements for the year ended 31 December
2008 of €4.5 million represents the effect of
increasing yields across the region.

Other than as detailed above, there were no
factors or events that significantly impacted
the year ended 31 December 2008.

Net Asset Value

The Group’s property assets are
categorised into three classes, when
accounted for in accordance with IFRS.
The recognition of increases in value from
each category is subject to different
treatment as follows:

» Yielding assets let to paying tenants —
classed as investment properties with
valuation movements being recognised
in the Income Statement;

» Property, plant and equipment operated
by the Group to produce income, such
as the Hilton hotel or land held for
development of yielding assets (PPE) —
revaluation movements are taken direct
to reserves, net of notional tax; and

» Property developments, including the
land on which they will be built — held as
inventory with no increase in value
recognised in the financial statements.

The Company sets out on the next page
the key measures relating to NAV per share.
This includes the NAV per share per the
financial statements and the Adjusted NAV
per share as defined at IPO and previously
disclosed by the Company.
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NAV NAV per share NAV NAV per share
2008 2008 2007 2007
€ millions € € millions €
Basic NAV 172.6 3.68 2241 4.98
Development land valuation increase 42.4 75.7
Deferred tax (8.0) (13.8)
Adjusted NAV 207.0 4.42 286.0 6.36

Notes:

The number of shares in issue as at 31 December 2008 is 46,852,014 (31 December 2007: 44,978,081).
The number of warrants outstanding at 31 December 2008 and 2007 are 5,448,118.

Included in the income statement is a sum
of €4.5 million arising from the revaluation of
the Group’s investment properties. The total
revaluation reserve of €15.6 million
represents the revaluation of the Hilton
Hotel and the Golden Tulip Hotel.

The Property Manager’s basic and
performance fees are determined by the
Adjusted NAV. For the 12 months to 31
December 2008 the combined fee payable
to AMC was €5.7 million (€12.2 million to 31
December 2007).

Operational highlights

» The proceeds from the AIM IPO are now
fully invested in a diverse portfolio of
assets in Central and Eastern Europe.
This equity, combined with bank debt,
has resulted in gross assets of €515
million being attributable to the
Company, based upon the latest
independent valuation.

» Properties have been acquired in five
countries: Poland, Hungary, Slovakia,
Romania and Bulgaria. Our main focus
has been in acquiring properties in the
respective capital cities of Warsaw,
Budapest, Bratislava, Bucharest and »
Sofia. The Company has also made an
investment in Kosice, the second largest
city in Slovakia. Additionally, two
properties were acquired in Gdansk,
Poland. These acquisitions were in line
with the secondary objective of acquiring
assets in cities other than capital cities.

» The Company completed its first
development with the construction of the
Hilton Hotel in the Wola district of
Warsaw. During 2008 the hotel has
performed ahead of expectation. The
residential units in construction at the
Platinum Towers development, located
adjacent to the Hilton have attracted

significant demand. Pre-completion
apartment sales have exceeded
expectations, with 327 apartments sold
subject to completion. The development
will be completed in phases during the
fourth quarter of 2009 and the first
quarter of 2010, when revenue from
sales will be recognised. In February
2009, the Company topped out the two
towers that comprise the residential
element of the development, on time and
to budget.

At the Capital Art Apartments
development in Warsaw, the Company
has commenced construction of the first
and second stages with sold and
pre-sold apartments of 216 out of 219 in
stage 1 and 117 apartments out of 300
apartments in stage 2. This project is
being developed in three stages. The
first stage was completed in the fourth
quarter of 2008. Sales of 99 apartments
were recognised as income for the first
time. The Company also holds valuable
land assets in Warsaw, for which it is
acquiring zoning and permits for further
development.

In Hungary the Company has seven
properties, all of which are located in
Budapest. Four are income producing
assets, including the Ikarus Industrial
Park. It is anticipated that some of these
properties may be redeveloped in the
future. In February 2008 a new zoning
plan was obtained for the Ligetvaros and
Varosliget sites, allowing the
development works to begin on these
mixed-use projects. The Atrium Homes
development property is a two-stage
development. The construction of stage
1 has been delayed due to current
economic conditions.
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» In Slovakia the Group owns three
development sites, one in Bratislava and
two in Kosice. In Bratislava, the Group is
awaiting approvals for rezoning of the
land and is pleased with the progress
being made on discussions with the
local authorities. In Kosice, design works
for a residential and office development
are currently under way.

» The Company has three properties in
Romania, including the Golden Tulip
Hotel and two significant land banks
which are now planned for
redevelopment.

Ongoing activities

The Company'’s property portfolio is
constantly reviewed to ensure it remains in
line with its stated strategy of creating a
balanced portfolio that will provide future
capital growth over the longer term, the
potential to add value through active and
innovative asset management programmes
and the ability to deliver strong
development margins.

The management team continuously
monitors the territories in which the
Company is invested, analysing the
economics of the region and the key
measures of the sectors in which it
operates to ensure that it maintains its
strategy and does not become over-
exposed to, or reliant on, any one particular
area. At the same time, it evaluates the risks
and rewards associated with a particular
country, or sector, in order to maximise
return on investment and therefore the
return it can deliver to shareholders.

A key management objective is controlling
and reducing construction costs and
schedules at its development projects,
particularly in the light of global variations in
commodity prices and the increase of



labour costs in the region. Another key
strategy that it continues to progress is the
refinancing of the portfolio, the securing of
construction loans and the evaluation of
various fund raising opportunities.

Financial management, operational
management and material risks

The Company has completed almost three
years as a quoted company and its first as
a dual-listed entity in Warsaw and London.
In continuing to fulfil its obligations to its
shareholders and the markets, together
with maintaining its policy of maximum
disclosure and timely reporting, it is
continually improving and developing its
financial management and operational
infrastructure and capability. Finance teams
are operating in each of its major territories,
with support across all countries provided
by an experienced Group finance team.
Experienced operational teams are in place
in each country and a central operational
team and investment committee monitor
and control investments and major
operational matters. As such, the
management team continually reviews its
operating structures to optimise the
efficiency and effectiveness of its network,
which is particularly important given the
current environment.

We continue to enhance our internal control
and reporting procedures and IT systems in
order to generate appropriate, timely
management information for the ongoing
assessment of the Group’s performance.
For this year’s results we have used a new
financial reporting system. This has been
successfully implemented and it provides
the Group with the required reporting
systems, financial management and internal
control. It is intended to extend this system
in 2009 from financial reporting into
management reporting, business planning
and forecasting. As a result, the Company
will have a fully integrated financial reporting
and management reporting system.

Global economic conditions

The Board and AMC closely monitor the
effects that the current global economic
conditions have on the business and have
and will continue to take steps to mitigate, as
far as possible, any adverse impact that may
result for the business. The main financial
risks that have affected the Company in
2008 are the effect of the global liquidity

crisis on the Company’s ability to access
capital and to realise value from forced
property disposals amid weakening in the
economies in the CEE region.

Among the demonstrations of the
weakening conditions are the rapidly
weakening exchange rates of countries in
the region, together with a reduction in
demand for new apartments in Poland and
Hungary, where we have projects under
construction and transactions are taking
longer to reach completion. AMC has been
advising the Board on a regular basis with
respect to financial performance and the
effect of external factors on the business.

The Board, through AMC, also regularly
review construction costs and the effect on
development project profits, particularly
given the global variations in commodity
prices and the increase of labour costs

in the CEE region. The Company is
constantly seeking ways to control costs
and minimise increases.

Financing and liquidity

Management is experiencing a change in
the approach and requirements of lenders
for financing in the CEE region which has
been reflected in the covenants that are
applied to facilities, such as a reduction of
loan to value ratio, increasing margins and
an increase in levels of required pre-sales
on development projects. Negotiation and
completion of financing agreements is also
taking longer than previously experienced.
Although recent news regarding the
willingness of banks in the CEE region to
finance projects has been negative, AMC’s
management team, through its strong
relationship management and connections,
has been able to secure financing
opportunities in the region. However, the
management team see this as a potential
risk to the ongoing development of the
Company and as a result are devoting
significant resource to the management of
banking relationships and the monitoring of
risk in this area.

Despite the difficult conditions in the
financial markets the Company has been
able to refinance part of its portfolio and
secured loans for the construction phase of
its development projects. Cash is managed
both at local and head office levels,
ensuring that rent collection is prompt,

surplus cash is suitably invested or
distributed to other parts of the Group, as
necessary, and balances are held in the
appropriate currency. The allocation of
capital and investment decisions are
reviewed and approved by local operational
management, the executive team, the
central finance and operational teams, by
the investment committee of AMC and,
finally, by Atlas’ Board. This approach
provides the Company with a rigorous risk
management framework. Where possible,
the Company will use debt facilities to
finance its projects, which the Company will
look to secure at appropriate times and
when available, depending on the nature of
the asset - yielding or development.

As at 31 December 2008, the Company’s
share of bank debt associated with the
portfolio was €247.7 million, with cash at
bank and in hand of €15.3 million. The
gearing ratio is 135%, based upon net debt
as a percentage of equity attributable to
shareholders and is 57.4% based upon net
debt as a percentage of total capital (net
debt plus equity attributable to equity
holders). Where possible, we refinance
properties where valuations have increased,
thereby releasing equity for further
investment.

Currency and foreign exchange

Foreign exchange and interest rate
exposures are continually monitored.
Foreign exchange risk is largely managed at
a local level by matching the currency in
which income and expenses are transacted
and also the currencies of the underlying
assets and liabilities.

Most of the income from the Company’s
investment properties is denominated in
Euros and our policy is to arrange debt to
fund these assets in the same currency.
Where possible, the Company looks to
match the currency of the flow of income
and outgoings. Some expenses are still
incurred in local currency and these are
planned for in advance. Development of
residential projects has created receipts
largely denominated in local currencies and
funding facilities are arranged accordingly.
“Free cash” available for distribution within
the Company is identified and appropriate
translation mechanisms put in place.
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The results for the year ended 31
December 2008 have been adversely
impacted by the effects of the depreciating
currencies in the Central and Eastern
European markets. For the Company’s
investments in Poland, its major market, the
Polish Zloty has depreciated by 16.5% from
the 31 December 2007 rate of exchange to
31 December 2008 rate of exchange. The
fall in value of the functional currencies has
resulted in foreign exchange losses of €22.2
million in the income statement (2007: gain
of €0.5 million) and €17.9 million (2007: gain
of €11.7 million) in reserves for the year
ended 31 December 2008.

Conclusions

AMC’s key strategic objective is the
maximisation of value for the Company’s
shareholders, which it continues to work
towards, despite the very challenging
economic backdrop. Its teams located
across its network of regional offices are
very experienced in the active management
of investment and development property
and provide the Company with a great deal
of valuable local market knowledge and
expertise. Good progress continues to