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INDEPENDENT AUDITORS’ REPORT

TO THE SHAREHOLDERS
OF BULGARIAN REAL ESTATE FUND

We have audited the accompanying financial statements of BULGARIAN REAL ESTATE FUND, which
comprise the balance sheet as at 31 December 2007, and the income statement, statement of changes in equity
and cash flow statement for the year then ended, and a summary of significant accounting policies and other
explanatory notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards, as endorsed by the European Unijon (EU). This responsibility
includes: designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.
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Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on cur audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with
ethical requirements and plan and perform the audit to cobtain reasonable assurance whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors' judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considess internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit also includes
evatuating the appropriateness of accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of BULGARIAN
REAL ESTATE FUND as at 31 December 2007, and of its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards, as endorsed by the EU.
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Sofia, Bulgaria

24 March 2008

A Member of Ernst & Young Global
Emat & Young Audit Q0D s rezistered under company nle 2R2%3:2002 with Sofia City Caart. with seat and address of management 1n Soha Maladest distnet, comples Miadnal $, Business Pack Sofia, Building 10, Floor 2,
RULSTAT 1305972874, lax #122016 2660 and bank acooust 4100110161 5 witk IND kank
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BULGARIAN REAL ESTATE FUND
INCOME STATEMENT
For the year ended 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

Revenue
Proceeds from sale of investment property

Interest income
Net gains from fair value adjustments to investment and
development properties

Rental income
Net gain on available for sale investments
Gain on derivative financial instrument

Total revenue

Expenses

Carrying amount of investment properties sold
Interest expenses

Management and success fees

Directors’ fees and Board expenses

Employee benefit costs

Loss on derivative financial instrument
Foreign exchange loss

Other expenses

Total expenses

Profit for the year

Earnjngs per share — basic and diluted

Nikolay Skarlato

Notes 2007 2006
2,141 3
517 499
4 15,115 1,844
3.1 1,247 286
3.2 - 100
14 136 -
19,156 2,732
(1,764) (4)
(1,061) 3)
17.1 (841) 11
172 (11) 9)
(7 6)
14 - (10)
3) -
33 (559) (185)
(4,246) (628)
14,910 2,104
18 €0.247 €0.048

Preparer
Alexander Georgieyv

The accompanying notes to the financial statements on pages 6 to 36 form an integral part of these financial

statements.
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BULGARIAN REAL ESTATE FUND
BALANCE SHEET
As at 31 December 2007

(All amounts in EUR thousand unjess otherwise stated)

Notes 2007 2006
ASSETS
Non-current assets
Investment property 4.1 37,139 15,943
Development property 42 8,426 11,854
Furniture and fixtures 8 5
Intangible assets 6 1 1
Available for sale financial assets 7 12 15
Derivative financial instrument 14 126 -
Restricted deposit 13.1 9,817 -
55,529 27,818
Current assets :
Investment property held for sale 43 27,655 1,733
Value added tax receivable 726 909
Amounts due from brokers 8.1 98 467
Interest and rental income receivable 9 152 47
Prepayments 10 88 202
Cash and short-term deposits 11 1,596 14,310
30315 17,668
TOTAL ASSETS 85,844 45,486
EQUITY AND LIABILITIES
Equity
Share capital 12.1 30,507 30,907
Share premium 12.2 5,016 5,016
Net unrealized gains reserve 3.2 (6) 3)
Retained earnings 16,226 2,091
Total equity 52,143 38,011
Non-current liabilities
Interest bearing loans 132 26,430 6,987
Derivative financial instrument 14 - 10
26,430 6,997
Current liabilities
Advances received 43 4,230 -
Interest bearing foans 132 1,270 -
Management and success fee payable 17.1 707 122
Amounts due to brokers 82 1 20
Provision for dividends due 16 775 227
Other payables 15 288 109
7271 478
Total liabilities 33,701 7,475
TOTAL EQUITY AND L]AB S 85,844 45,486
Executive Director Preparer
Nikolay Skarlatov Alexander Geprgiev
The accompanying notes to the financial statements on pages 6 to 36 form an integral part of,
statements,
3




STATEMENT OF CHANGES IN EQUITY

:5 BULGARIAN REAL ESTATE FUND
b For the year ended 3| December 2007

1]
5 (All amounts in EUR thousand unless otherwise stated)

Net
unrealized
Share Share gains
capital premium reserve Retained

(Note 12.1) (Note12.2) (Note32) carnings _ Total

E At 1 January 2006 10,303 - - 214 10,517
T Payment of capital 20,604 5,151 - - 25,755
‘ Transaction costs for capital increase - (135) - - (135)
ﬁ Net loss on available for sale
T investments (Note 3.2) ‘ - - 3) - 3)
% Profit for the year - - - 2,104 2,104
% Equity dividends (Note 16) - - - (227) (227)
% At 31 December 2006 30,907 5,016 3) 2,091 38,011
At 1 Jannary 2007 30,907 5,016 ) 2,091 38,011
Net loss on available for sale
. investments (Note 3.2) - - 3) - 3)
Profit for the year - - - 14,910 14,910
Equity dividends (Note 16) - - - (775) (775)
g At 31 December 2007 30,907 5,016 (6) 16,226 52,143
Executive Director Preparer
Nikolay Skarlatov Alexander Georgiev

The accompanying notes to the financial statements on pages 6 to 36 form an integral part of these financial
statements.
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' CASH FLOW STATEMENT

L—; For the year ended 31 December 2007

E (All amounts in EUR thousand unless otherwise stated)

Notes 2007 2006

E CASH FLOWS FROM OPERATING ACTIVITIES

5 Profit for the year 14,910 2,104

Adjustments to reconcile profit for the year to net cash flows
§ Non-cash:
Net gains from fair value adjustments to investment and
: development properties 4 (15,113) (1,844)
[nterest income (517) (499)
— [nterest expense 1,061 3
Net gain on available for sale investments 32 - (100)
—] (Gain)/loss on derivative financial instrument 14 (136) 10
(Gain)/Loss on disposal of investment property 377 1
o | Depreciation and amortisation expense 5,6 1 1
Doubtful debt allowance 9 12 -
== Working capital adjustments:

, Increase in rental income receivables (99) (43)
= Decrease/(Increase) in amounts due from brokers 369 4s1)
a Increase in payables 745 202
B Decrease/(Increase) in prepayments 4 (23)
a Decrease/ (Increase) in value added tax receivable 183 (909)

Net cash flows from/(used in) operating activities 1,041 (1,548)
§ CASH FLOWS FROM INVESTING ACTIVITIES
; Purchases of investment properties (23,957) (14,899)
Purchase of development properties 4.2 (6,272) (11,052)
: Purchase of furniture and fixtures 5 “) (5)
Purchase of intangible assets - 2)
= Restricted deposit 13.1 (9,817) -
Purchase of available for sale investments 7 - (173)
E Proceeds from sale of investment properties 2,141 3
Interest received 499 559
§ Advances received 4,230 -
a Net cash flows used in investing activities (33,180) (25,569)
a CASH FLOWS FROM FINANCING ACTIVITIES
B Proceeds from borrowings 23,738 7,000
: Repayment of borrowings (2,997) -
Interest paid (1,089) (16)
; Proceeds from share capital ) - 25,620
Equity dividends paid (227) -
? Net cash flows from financing activities 19,425 32,604
% Net (decrease)/increase in cash and cash equivalents (12,714) 5,487
: Cash and cash equjvalents at I January 14,310 8,823
Q Ca alents at 31 December 11 1,596 14,310

]

? Exe e Directo Preparer
§ Nikolay Skarlatov Alexander Georgiev

The accompanying notes to the financial statements on pages 6 to 36 form an integral part of these fina

Z statements.

5
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

1. Corporate Information

Bulgarian Real Estate Fund (BREF or the Fund) was incorporated on 11 December 2004 under the Act on
Special Investment Purpose Companies (ASIPC) for a duration of 15 years. This term can be extended by
shareholders’ decision.

The registered office of the Fund is located at 10, Lege Str., Sofia, Bulgaria.

BREF is a Real Estate Investment Trust (REIT) investing in diversified portfolio of office, retail, industrial,
residential and agricultural real estate on the territory of Bulgaria.

The authorized capital of the Fund is comprised of ordinary shares. The shares are listed on the Bulgarian Stock
Exchange — Sofia (BSE).

The investment objective of BREF is to achieve capital appreciation by investing in high-quality retail, office,
industrial and multi-family residential properties at all stages of development.

The Fund employs one individual who deals with investors’ relations. The Fund’s Board consists of four
directors. The Fund’s operations are managed by a management company, a related party, in accordance with the
requirements of ASIPC and management agreement as disclosed in Note 17 below.

The financial statements of the Fund for the year ended 31 December 2007 were authorized for issue in
accordance with a resolution of the Board of Directors on 24 March 2008.

2.1. Basis of preparation

The financial statements have been prepared on a historical cost basis, except for investment properties,
derivative financial instruments and available for sale investments that have been measured at fair value.

The financial statements are presented in Euro (EUR or €) and all values are rounded to the nearest thousand
(EUR thousand) except when otherwise indicated.

Statement of compliance

The financial statements of Bulgarian Real Estate Fund have been prepared in accordance with the International
Financial Reporting Standards (IFRS), as endorsed by the European Union.

2.2. Changes in accounting policy and disclosures
New and amended standards and interpretations effective for reporting periods ended 31 December 2007
The accounting policies adopted are consistent with those of the previous financial year except as follows:

BREF has adopted the following new and amended 1FRS and International Financial Reporting Interpretations
Committee (IFRIC) interpretations during the year. Adoption of these revised standards and interpretations did
not have any effect on the financial performance or position of the Fund. They did however give rise to
additional disclosures:

o |FRS 7 Financial Instruments: Disclosures

¢ International Accounting Standard (TAS) 1 Amendment — Capital Disclosures

o [FRIC 7 Applying Restatement Approach under IAS 29 Financial Reporting in Hyperinflationary

Economies

o [FRIC 8 Scope of TFRS 2

s [FRIC 9 Reassessment of Embedded Derivates

s IFRIC 10 Interim Financial Reporting and Impairment
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

2.2, Changes in accounting policy and disclosures (continued)

New and amended standards and interpretations effective for reporting periods ended 31 December 2007
(continued)

The principal effect of these changes are as follows:

IFRS 7 Financial Instruments: Disclosures

This standard requires disclosures that enable users of the financial statements to evaluate the significance of the
Fund's financial instruments and the nature and extent of risks arising from those financial instruments. The new
disclosures are included throughout the financial statements. While there has been no effect on the financial
position or results, comparative information has been revised where needed.

IAS 1 Amendment — Capital Disclosures

This amendment requires disclosures to enable users of the financial statements to evaluate the Fund's
objectives, policies and processes for managing capital. These new disclosures are shown in Note 20.

IFRIC 7, Applying the Restatement Approach under IAS 29 Financial Reporting in Hyperinflationary
Economies

IFRIC 7 requires entities to apply IAS 29 Financial Reporting in Hyper-inflationary Economies in the reporting
period in which an entity first identifies the existence of hyperinflation in the economy of its functional currency
as if the economy had always been hyperinflationary. IFRIC 7 is not relevant to the Fund’s operations and did
not have an effect on the financial statements.

1FRIC 8 Scope of IFRS 2

This interpretation requires IFRS 2 Share-Based Payments to be applied to any arrangements in which the entity
cannot identify specifically some or all of the goods received, in particular where equity instruments are issued
for consideration which appears to be less than fair value. As the Fund does not have any share-based payments,
the interpretation had no impact on its financial position or performance.

IFRIC 9 Reassessment of Embedded Derivatives

IFRIC 9 states that the date to assess the existence of an embedded derivative is the date that an entity first
becomes a party to the coatract, with reassessment only if there is a change to the contract that significantly
modifies the cash flows. As the Fund has no embedded derivative requiring separation from the host contract,
the interpretation had no impact on its financial position or performance.

IFRIC 10 Interim Financial Reporting and Impairment

This interpretation requires that an entity must not reverse an impairment loss recognised in a previous interim
period in respect of goodwill or an investment in either an equity instrument or a financial asset carried at cost.
As the Fund had no impairment losses previously reversed, the interpretation had no impact on the financial
position or performance of the Fund.



P ooy adadddaaddd

BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

2.3. Significant accounting judgments, estimates and assumptions

Judgments

In the process of applying the Fund’s accounting policies, management has made the following judgments, apart
from those involving estimations, which bas the most significant effect on the amounts recognised in the
financial statements:

Operating Lease Commitments—Fund as a Lessor

The Fund has entered into commercial property leases on two of its investment properties. The Fund has
determined that it retains all the significant risks and rewards of ownership of these properties and so accounts
for them as operating leases. Details are provided in note 19.

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet
date, that have a significant risk of causing a material adjustment to the carrying amount of assets within the next
financial year are discussed below.

Fair Value of Investment and Development Properties

The investment and development properties have been fair valued by accredited external valuer based on market
evidence which represented the amount for which the properties could be exchanged between a knowledgeable
willing buyer and a knowledgeable willing seller in an arm’s length transaction at the date of valuation. The fair
value of the investment and development properties, and properties held for sale at 31 December 2007 was EUR
73,220 thousand (2006: EUR 29,530 thousand). Details are provided in Note 4.

Provision for impairment of receivables

Management maintains an allowance for doubtful receivables to account for estimated losses resulting from the
inability of lessees of agricultural land plots to make required rental payments. When evaluating the adequacy of
an allowance “for doubtful receivables, management bases its estimates on the ageing of accounts receivable,
specific economic conditions of the lessee's region and changes in the agricultural business environment. If the
financial condition of lessees were to deteriorate, actual write-offs might be higher than expected.

2.4. Summary of significant accounting policies
Foreign currency transiation

The financial statements are presented in Euros while the functional currency of the Fund is Bulgarian Lev
(BGN). The Fund uses the Euro as a presentation currency due to the wide range of users of the financial
statements.

As at the reporting date, the assets, liabilities, equity, revenue and expenses of the Fund are translated into the
presentation currency at the fixed rate of BGN/EUR of 1.95583 or EUR/BGN of 0.51129 quoted by the
Bulgartan National Bank. BGN is pegged to the EUR at the exchange rate of 1.95583 as from 1 January 2002.

Transactions in foreign currencies are initially recorded in the functional currency rate ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are retransiated on a monthly basis
by applying the exchange rate published by the Bulgarian National Bank for the last working day of the
respective month. All differences are taken to profit or loss. Non monetary items that are measured in terms of
historical cost in a foreign currency are translated using the exchange rate as at the dates of initial transactions.
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

2.4. Summary of significant accounting policies (continued)
Investment properties

Investment property is property held to earmn rentals or for capital appreciation or both. Investment properties
include also existing investment properties under development i.e. development properties. Investment
properties are measured initially at cost, including transaction costs. The carrying amount includes the cost of
replacing part of an existing investment property at the time that cost is incurred if the recognition criteria are
met; and excludes the costs of day to day servicing of an investment property. Subsequent to initial recognition,
investment properties are stated at fair value, which reflects market conditions at the balance sheet date. Gains or
losses arising from changes in the fair values of investment properties are included in the income statement in
the year in which they arise.

Investment properties are derecognised when either they have been disposed of or when the investment property
is permanently withdrawn from use and no future economic benefit is expected from its disposal. Any gains or
losses on the retirement or disposal of an investment property are recognised in the income statement in the year
of retirement or disposal.

The Fund transfers a property from investment property to inventories when, and only when, there is a change in
use, evidenced by commencement of development with a view of sale.

For a transfer from investment property to inventories, the deemed cost of property for subsequent accounting is
its fair value at the date of change in use. For a transfer from inventories to investment property, any difference
between the fair value of the property at that date and its previous catrying amount is recognised in the income
statement. When the Fund completes the construction or development of a self constructed investment property,
any difference between the fair value of the property at that date and its previous carrying amount is recognised
in the income statement. If the Fund begins to redevelop an existing investment property for continued use as
investment property, the property remains an investment property during the redevelopment. When the Fund
decides to dispose of an investment property without development, the property is classified as held for sale and
measured at fair value.

Furniture and fixtures

Furniture and fixtures are stated at cost, less accumulated depreciation and accumulated impairment in value.
Such cost includes the cost of replacing part of the furniture and fittings when that cost is incurred, if the
recognition criteria are met. All repair and maintenance costs are recognized in profit or loss as incurred.
Depreciation is calculated on a straight line basis over the useful life of the assets.

An item of furniture and fixtures is derecognised upon disposal or when mo future economic benefits are
expected from its use or disposal. Any gain or loss arising on derecognition of the asset (calculated as the
difference between the net disposal proceeds and the carrying amount of the asset) is included in the income

statement in the year the asset is derecognised.

The asset’s residual values, useful lives and methods of depreciation are reviewed, and adjusted if appropriate, at
each financial year end.

Borrowing costs

Borrowing costs are recognised as an expense when incurred.
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

2.4. Summary of significant accounting policies (continued)
Intangible assets

Intangible assets are measured on initial recognition at cost. Following initial recognition, intangible assets are
carried at cost less any accumulated amortisation and any accumulated impairment losses.

The useful lives of intangible assets are assessed to be finite.

Intangible assets with finite lives are amortised over the useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be impaired. The amortisation period and the
amortisation method for an intangible asset with a finite useful life is reviewed at least at each financial year end.
Changes in the expected useful life or the expected pattern of consumption of future economic benefits
embodied in the asset is accounted for by changing the amortisation period or method, as appropriate, and treated
as changes in accounting estimates.

Gains or losses arising from derecognition of an intangible asset are measured as the difference between the net
disposal proceeds and the carrying amount of the asset and are recognised in the income statement when the
asset is derecognised.

Tmpairment of non-financial assets

The Fund assesses at each reporting date whether there is an indication that an asset may be impaired. If any
such indication exists, or when annual impairment testing for an asset is required, the Fund makes an estimate of
the asset’s recoverable amount An asset’s recoverable amount is the higher of an asset’s or cash-generating
unit’s fair value less costs to sell and its value in use and is determined for an individual asset, unless the asset
does not generate cash inflows that are largely independent of those from other assets or groups of assets. Where
the carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired and is written
down to its retoverable amount. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time value of money
and the risks specific to the asset. n determining fair value less costs to sell, an appropriate valuation model is
used. These calculations are corroborated by valuation multiples or available fair value indicators.

Impairment {osses are recognised as other expenses in the income statement.

For non-financial assets, an assessment is made at each reporting date as to whether there is any indication that
previously recognised impairment losses may no longer exist or may have decreased. If such indication exists,
the Fund makes an estimate of recoverable amount. A previously recognised impairment loss is reversed only if
there has been a change in the estimates used to determine the asset’s recoverable amount since the last
impairment [oss was recognised. If that is the case the carrying amount of the asset is increased to its recoverable
amount. That increased amount cannot exceed the carrying amount that would have been determined, net of
depreciation, had no impairment loss been recognised for the asset in prior years. Such reversal is recognised in
the income statement.
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(Alt amounts in EUR thousand unless otherwise stated)

2.4. Summary of significant accounting policies (continued)
Investments and other financial assets

Financial assets within the scope of IAS 39 are classified as either financial assets at fair value through profit or
loss, loans and receivables, held to maturity investments, and available for sale financial assets, as appropniate.
When financial assets are recognmised initially, they are measured at fair value, plus, in the case of investments
not at fair value through profit or loss, directly attributable transaction costs. The Fund considers whether a
contract contains an embedded derivative when the entity first becomes a party to it. The embedded derivatives
are separated from the host contract which is not measured at fair value through profit or loss when the analysis
shows that the economic characteristics and risks of embedded derivatives are not closely related to those of the
host contract.

The Fund determines the classification of its financial assets after initial recognition and, where allowed and
appropriate, re-evaluates this designation at each financial year end.

All regular way purchases and sales of financial assets are recognised on the trade date, which is the date that the
Fund commits to purchase the asset. Regular way purchases or sales are purchases or sales of financial assets
that require delivery of assets within the period generally established by regulation or convention in the
marketplace.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. After initial measurement loans and receivables are subsequently carried at amortised
cost using the effective interest method less any allowance for impairment. Amortised cost is calculated taking
into account any discount or premium on acquisition and includes fees that are an integral part of the effective
interest rate and transaction costs. Gains and losses are recognised in the income statement when the loans and
receivables are derecognised or impaired, as well as through the amortisation process.

Available-for-sale financial investments

Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-
sale or are not classified in any of the three preceding categories. After initial measurement, available for sale
financial assets are measured at fair value with unreatised gains or losses being recognised directly in equity in
the net unrealised gains reserve. When the investment is disposed of, the cumulative gain or loss previously
recorded in equity is recognised in the income statement. Interest earned or paid on the investments is reported as
interest income or expense using the effective interest rate. Dividends earmed on investments are recognised in
the income statement as *Dividends received’ when the right of payment has been established.

Fair value

The fair value of investments that are actively traded in organised financial markets is determined by reference to
quoted market bid prices at the close of business on the balance sheet date. For investments where there is no
active market, fair value is determined using valuation techniques. Such techniques include using recent arm’s
length market transactions; reference to the current market value of another instrument, which is substantially the
same; discounted cash flow analysis or other valuation models.

11
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(Al amounts in EUR thousand unless otherwise stated)

2.4. Summary of significant accounting policies (continued)
Impairment of financial assets
The Fund assesses at each balance sheet date whether a financial asset or group of financial assets is impaired.

Assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has been
incurred, the amount of the loss is measured as the difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding future expected credit losses that have not been incurred)
discounted at the financial asset’s original effective interest rate (i.e. the effective interest rate computed at initial
recognition). The carrying amount of the asset is reduced through use of an allowance account. The amount of
the loss shall be recognised in the income statement.

The Fund first assesses whether objective evidence of impairment exists individually for financial assets that are
individually significant, and individually or collectively for financial assets that are not individually significant.
If it is determined that no objective evidence of impairment exists for an individually assessed financial asset,
whether significant or not, the asset is included in a group of financial assets with similar credit risk
characteristics and that group of financial assets is collectively assessed for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is or continues to be recognised are not
included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognised, the previously recognised impairment
loss 1s reversed. Any subsequent reversal of an impairment loss is recognised in profit or loss, to the extent that
the carrying value of the asset does not exceed its amortised cost at the reversal date.

Available-for-sale financial investments

If an available-for-sale asset is impaired, an amount comprising the difference between its cost (net of any
principal payment and amortisation) and its current fair value, less any impairment loss previously recognised in
the income statement, is transferred from equity to the income statement. Reversals in respect of equity
instruments classified as available for sale are not recognised in the income statement. Reversals of impairment
losses on debt instruments are reversed through the income statement, if the increase in fair value of the
instrument can be objectively related to an event occurring afier the impairment loss was recognised in the
income statement.

Cash and cash equivalents

Cash and short term deposits in the balance sheet comprise cash at banks and at hand and short term deposits
with an original maturity of three months or less.

For the purpose of the cash flow statement, cash and cash equivalents consist of cash and short-term deposits as
defined above. :

[nterest bearing loans and borrowings

All Joans and borrowings are initially recognised at the fair value of the consideration received less directly
attributable transaction costs.

After initial recognition, interest bearing loans and borrowings are subsequently measured at amortised cost
using the effective interest method.

Gains and losses are recognised in the income statement when the liabilities are derecognised as well as through
the amortisation process.

12
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

{All amounts in EUR thousand unless otherwise stated)
2.4. Summary of significant accounting policies (continued)

Interest bearing loans and borrowings (continued)

Financial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss includes financial liabilities held for trading and financial
liabilities designated upon initial recognition as at fair value through profit and loss.

Financial liabilities are classified as held for trading if they are acquired for the purpose of selling in the near
term. Derivatives, including separated embedded derivatives are also classified as held for trading unless they are
designated as effective hedging instruments. Gains or losses on liabilities held for trading are recognised in the
income statement.

Where a contract contains one or more embedded derivatives, the entire hybrid contract may be designated as a
financial liability at fair value through profit or loss, except where the embedded derivative does not significantly
modify the cash flows or it is clear that separation of the embedded derivative is prohibited.

Financial liabilities may be designated at initial recognition as at fair value through profit or loss if the following
criteria are met: (i) the designation eliminates or significantly reduces the inconsistent treatment that would
otherwise arise from measuring the liabilities or recognising gains or losses on them on a different basis; (ii) or
the liabilities are part of a Fund of financial liabilities which are managed and their performance evaluated on a
fair value basis, in accordance with a documented risk management strategy; (iii) or the financial liability
contains an embedded derivative that would need to be separately recorded. As at 31 December 2007, no
financial liabilities have been designated as at fair value through profit and loss (2006: Nil).

Derivative financial instruments

The Fund uses derivative financial instruments such as interest rate swaps to hedge its risks associated with
interest rate. Such derivative financial instruments are initially recognised at fair value on the date on which a
derivative contract is entered into and are subsequently remeasured at fair value. Derivatives are carried as assets
when the fair value is positive and as liabilities when the fair value is negative.

Any gains or losses arising from changes in fair value on derivatives during the year are taken directly to the
income statement.

The fair value of interest rate swap contracts is determined by reference to market values for similar instruments.
Derecognition of financial assets and liabilities

Financial assets
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is
derecognised when:
o the rights to receive cash flows from the asset have expired; :
o the Fund retains the right to receive cash flows from the asset, but has assumed an obligation to pay
them in full without material delay to a third party under a ‘pass through’ arrangement; or
e the Fund has transferred its rights to receive cash flows from the asset and either (a) has transferred
substantially all the risks and rewards of the asset, or (b) has neither transferred nor retained
substantially all the risks and rewards of the asset, but has transferred control of the asset.

Where the Fund has transferred its rights to receive cash flows from an asset and has neither transferred nor
retained substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is
recognised to the extent of the Fund’s continuing involvement in the asset. Continuing involvement that takes the
form of a guarantee over the transferred asset is measured at the lower of the original carrying amount of the
asset and the maximum amount of consideration that the Fund could be required to repay.

I3
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

2.4. Summary of significant accounting policies (continued)
Derecognition of financial assets and liabilities (continued)

Financial assets(continued)

Where continuing involvement takes the form of a written and/or purchased option (including a cash settled
option or similar provision) on the transferred asset, the extent of the Fund’s continuing involvement is the
amount of the transferred asset that the Fund may repurchase, except that in the case of a written put option
(including a cash settled option or similar provision) on an asset measured at fair value, the extent of the Fund's
continuing involvement is limited to the lower of the fair value of the transferred asset and the option exercise
price.

Financial liabilities .
A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

Where an existing financial liabtlity is replaced by another from the same lender on substantially different terms,
or the terms of an existing liability are substantially modified, such an exchange or modification is treated as a
derecognition of the original liability and the recognition of a new liability, and the difference in the respective
carrying amounts is recognised in the income statement.

Provisions

General

Provisions are recognised when the Fund has a present obligation (legal or constructive) as a result of a past
event, it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation and a reliable estimate can be made of the amount of the obligation. Where the Fund expects some or
all of a provision to be reimbursed, for example under an insurance contract, the retmbursement is recognised as
a separate asset but only when the reimbursemment is virtually certain. The expense relating to any provision is
presented in the income statement net of any reimbursement. If the effect of the time value of money is material,
provisions are discounted using a current pre tax rate that reflects, where appropriate, the risks specific to the
liability. Where discounting is used, the increase in the provision due to the passage of time is recognised as a
finance cost.

Provision for dividends due

According to the Act on Special Investment Purpose Companies, the Fund is obliged to distribute at least 90% of
its annual net profits as adjusted by the effects of all transactions with investment properties carried out
throughout the year. Such effects inclusive of fair value adjustments for investment properties are restricted in
relation to distribution to shareholders. Based on the Fund’s financial performance for the reporting year,
consideration has been given to dividend distribution based on operational and legal considerations. As a result,
the Fund recognised provision for dividends due for its present legal obligation to distribute dividends at the
balance sheet date.

Leases

The determination of whether an arrangement is, or contains a lease is based on the substance of the arrangement
at inception date of whether the fulfilment of the arrangement is dependent on the use of a specific asset or assets
or the arrangement conveys a right to use the asset. A reassessment is made after inception of the lease only if
one of the following applies:

a) There is a change in contractual terms, other than a renewal or extension of the arrangement;

b) A renewal option is exercised or extension granted, unless the term of the renewal or extension was

initially included in the lease term;
¢) There is a change in the determination of whether fulfilment is dependant on a specified asset; or
d) There is a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from the date when the change in
circumstances gave rise to the reassessment for scenarios a), ¢) or d) and at the date of renewal or extension
period for scenario b).

14
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 3] December 2007

(All amounts in EUR thousand unless otherwise stated)

2.4. Summary of significant accounting policies (continued)
Leases (continued)

Fund as a lessee
Operating lease payments are recognised as an expense in the income statement on a straight line basis over the
lease term.

Fund as a lessor

Leases where the Fund does not transfer substantially all the risks and benefits of ownership of the asset are
classified as operating leases. Initial direct costs incurred in negotiating an operating lease are added to the
carrying amount of the leased asset and recognised over the lease term on the same bases as rental income.
Contingent rents are recognised as revenue in the period in which they are earned.

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Fund and the
revenue can be reliably measured. Revenue is measured at the fair value of the consideration received, excluding
discounts, rebates, and other sales taxes or duty. The following specific recognition criteria must also be met
before revenue is recognised:

Interest income

Revenue is recognised as interest accrues (using the effective interest method that is the rate that exactly
discounts estimated future cash receipts through the expected life of the financial instrument to the net carrying
amount of the financial asset).

Rental income

Rental income arising from operating leases on investment properties is accounted for on a straight line basis
over the lease terms.

Expenses

Expenses are accounted for on an accrual basis. Expenses are charged to the income statement except for
expenses incurred on the acquisition of an investment and other properties that are included in the cost of that
property and transaction costs for share capital increase which are deducted directly from equity.

Earnings per share

Basic eamnings per share are calculated by dividing the net profit or loss for the year attributable to the
shareholders by the weighted average number of shares outstanding during the year,

Share capital

Share capital represents the par value of shares issued and paid by the shareholders Any proceeds in excess of
par value are recorded in share premium.
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

2.4. Summary of significant accounting policies (continued)
Taxes

Income tax
The Fund being a Real Estate Investment Trust is not subject to corporate income tax in accordance with the
Bulgarian Corporate Income Tax Act.

Value Added Tax
Revenues, expenses and assets are recognized net of the amount of Value Added Tax (VAT) except :

- where the VAT incurred on a purchase of assets or services is not recoverable from the taxation authority,
in which case the VAT is recognized as part of the cost of acquisition of the asset or other operating
expense; and .

- receivables and payables that are stated with the amount of VAT included.

The net amount of VAT recoverable from, or payable to, the taxation authority is included as part of the
receivables or payables in the balance sheet.

2.5. Future changes in accounting policies
Standards, interpretations and amendments issued but not yet effective

Certain new standards, amendments and interpretations to existing standards have been published that are
mandatory for accounting periods beginning on or after 1 January 2008 or later periods but which the Fund has
not early adopted, as follows:

IAS 1 Revised Presentation of Financial Statements

The revised 1AS 1 Presentation of Financial Statements was issued in September 2007 and becomes effective
for financial years beginning on or after 1 January 2009. The Standard separates owner and non-owner changes
in equity. The statement of changes in equity will include only details of transactions with owners, with all non-
owner changes in equity presented as a single line. In addition, the Standard introduces the statement of
comprehensive income: it presents all items of income and expense recognised in profit or loss, together with all
other items of recognized income and expense, either in one single statement, or in two linked statements. The
Fund is in the process of assessing the impact this revised standard will have on its financial statements.

IAS 23 Borrowing Costs

A revised 1AS 23 Borrowing costs was issued in March 2007 and becomes effective for financial years
beginning on or after | January 2009. The standard has been revised to require capitalisation of borrowing costs
when such costs relate to a qualifying asset. A qualifying asset is an asset that necessarily takes a substantial
period of time to get ready for its intended use or sale. The Fund will be required to change its accounting policy
from | January 2009 to capitalise borrowing costs on qualifying assets prospectively from that date. In
accordance with the transitional requirements in the Standard, the Fund will adopt this as a prospective change.
Accordingly, borrowing costs will be capitalised on qualifying assets with a commencemnent date after 1 January
2009. No changes will be made for borrowing costs incurred to this date that have been expensed. The revised
standard has not been adopted yet by EU.
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

2.5. Future changes in accounting policies (continued)

Standards, interpretations and amendments issued but not yet effective (continued)
IFRS 2 Share-based Payments — Vesting Conditions and Cancellations

This amendment to IFRS 2 Share-based Payments was issued in January 2008 and becomes effective for
financial years beginning on or after 1 January 2009. The Standard restricts the definition of “vesting condition”
to a condition that includes an explicit or implicit requirement to provide services. Any other conditions are non-
vesting conditions, which have to be taken into account to determine the fair value of the equity instruments
granted. In the case that the award does not vest as the result of a failure to meet a non-vesting condition that is
within the control of either the entity or the counterparty, this must be accounted for as a cancellation. The Fund
has not entered into share-base payment schemes with non-vesting conditions attached and, therefore, does not
expect significant implications on its accounting for share-based payments. This amendment has not been
adopted yet by EU.

1FRS 3 Business Combinations (Revised) and IAS 27 Consolidated and Separate Financial Statements (Revised)

The revised standards were issued in January 2008 and become effective for financial years beginning on or
after 1 July 2009. The revised IFRS 3 introduces a number of changes in the accounting for business
combinations that will impact the amount of goodwill recognised, the reported results in the period that an
acquisition occurs, and future reported results. The revised IAS 27 requires that a change in the ownership
interest of a subsidiary is accounted for as an equity transaction. Therefore, such a change will have no impact
on goodwill, nor will it give raise to gain or loss. Furthermore, the amended standard changes the accounting for
losses incurred by the subsidiary as well as the loss of control of a subsidiary. The changes introduced by the
revised IFRS 3 and the revised IAS 27 must be applied prospectively and will affect future acquisitions and
transactions with minority interests. The revised standards have not been adopted yet by EU.

Amendments to TAS 32 and IAS 1 Puttable Financial Instruments

Amendments to TAS 32 and TAS 1 were issued in February 2008 and become effective for annual periods
beginning on or after 1 January 2009. The amendment to IAS 32 requires certain puttable financial instruments
and obligations arising on liquidation to be classified as equity if certain criteria are met. The amendment to IAS
1 requires disclosure of certain information relating to puttable instruments classified as equity. The Fund does
not expect these amendments to impact its financial statements. The amended standards have not been adopted
yet by EU.

IFRS 8 — Operating segments

IFRS 8 replaces IAS 14 Segment Reporting and is effective for periods beginning on or after 1 January 2009.
IFRS 8 adopts a management approach to segment reporting. The information reported would be that which
management uses internally for evaluating the performance of operating segments and allocating resources to
those segments. This information may be different from that reported in the balance sheet and income statement
and entities will need to provide explanations and reconciliations of the differences. As the Fund does not report
any operating segment, this standard will have no impact on it.
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

2.5. Future changes in accounting policies (continued)

Standards, interpretations and amendments issued but not yet effective (continued)

IFRIC 11, IFRS 2-Group and Treasury Share Transactions

IFRIC 11 becomes effective for financial years beginning on or after | March 2007. This Interpretation requires
arrangements whereby an employee is granted rights to an entity's equity instruments to be accounted for as an
equity-settled scheme by an entity even if the entity chooses or is required to buy those equity instruments from
another party, or the shareholders of the entity provide the equity instruments needed. The Interpretation also
extends to the way in which subsidiaries, in their separate financial statements, account for schemes when their
employees receive rights to equity instruments of the parent. TFRIC 11 is not relevant to the Fund’s operations.

IFRIC 12 Service Concession Arrangemenis

TFRIC Interpretation 12 was issued in November 2006 and becomes effective for annual periods beginning on or
after 1 January 2008. This Interpretation applies to service concession operators and explains how to account for
the obligations undertaken and rights received in service concession arrangements. As the Fund is not an
operator, this Interpretation will have no impact on it. This Interpretation has not been adopted yet by EU.

IFRIC 13 Customer Loyalty Programmes

TFRIC Interpretation 13 was issued in June 2007 and becomes effective for annual periods beginning on or after
1 July 2008. This Interpretation requires customer loyalty award credits to be accounted for as a separate
component of the sales transaction in which they are granted and therefore part of the fair value of the
consideration received is allocated to the award credits and deferred over the period that the award credits are
fulfilled. This interpretation is not relevant for the Fund's financial statements. This Interpretation has not been
adopted yet by EU.

IFRIC 14 IAS 19 - The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaclion

IFRIC Interpretation 14 was issued in July 2007 and becomes effective for annual periods beginning on or after
1 January 2008. This Tnterpretation provides guidance on how to assess the limit on the amount of surplus in a
defined benefit scheme that can be recognised as an asset under IAS 19 Employee Benefits. The Fund expects
that this Interpretation will have no impact on its financial position or performance as it does not operate funded
defined benefit schemes. This Interpretation has not been adopted yet by EU.

18
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BULGARIAN REAL ESTATE FUND

NOTES TO THE FINANCIAL STATEMENTS

As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

3. Revenues and expenses

3.1. Rental income

2007 2006
Income from rent of agriculturai land 165 41
Operating lease income from commercial land and buildings 1082 245

1,247 286
3.2. Net gain/loss on available for sale investments

2007 2006
Net realised gains reported in income statement - 100
Net unrealised losses reported in equity 3) 3)

The available for sale investments include compensatory notes as disclosed in Note 7.

For 2007 the Fund has not reported any realized net gains/losses through income statement from the available for
sale investments. For 2006, the net realized gains from the available for sale investments resulted from exchange
of compensatory notes of EUR 155 thousand for investment property at fair value of EUR 255 thousand (Note
7.

The net unrealized losses on the fair value changes of available for sale investments are recorded in net
unrealised gains reserve in equity.

3.3. Other expenses

2007 2006
Property taxes (297) (63)
Value added tax not subject to refund, net 33 (39)
Fees for sundry services (103) 31
Business trip expenses : - (10)
Consumables (20) (10)
Bank charges a3y %)
Investment property appraisal fees 3) 4)
Depreciation (Note 5) (1) -
Amortization (Note 6) - (1)
Doubtful debts allowance (Note 9) (12) -
Agency fees (49) -
Marketing and advertising fees 28) -

(559) (185)
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

4. Propertics
4.1. Investment property
Non-
agricultural
Agricultural land and
land buildings Total

At 1 January 2006 627 870 1,497
Additions 4,406 10,735 15,141
Net gains/(losses) from fair value adjustments (116) 1,158 1,042
Transfer to investment properties held for sale (Note 4.3) - (1,733) (1,733)
Disposals 4) - 4)
At 31 December 2006 4913 11,030 15,943
At 1 January 2007 4913 11,030 15,943
Additions 407 23,660 24,067
Net gains from fair value adjustments 153 11,382 11,535
Transfer from development property (Note 4.2) - 1,924 1,924
Transfer to non-agricultural land (67) 67 -
Transfer to investment properties held for sale (Note 4.3) - (16,322) (16,322)
Disposals (8) - 8)
At 31 December 2007 5,398 31,741 37,139

The Fund engaged Hlian Kuzmanov, an accredited external valuer, to fair value its investment properties. Fair
value is determined by reference to market-based evidence which represented the amount for which the
properties could be exchanged between a knowledgeable willing buyer and a knowledgeable willing seller in an
arm’s length transaction at the date of valuation. Any fair value adjustments are included in the income
statement. The effective date of the valuation was 31 December 2007.

Investment properties with fair value of EUR 17,767 thousand (2006: EUR 10,419 thousand) are subject to [irst
mortgage to secure the Fund’s interest bearing bank loans (Note 13.2).

Agricultural land plots with fair value of EUR 23 thousand (2006: EUR nil) are subject to legal claims on their
ownesship title, An analysis of the Fund’s legal advisors shows that there are equal chances for favorable and
unfavorable outcome of the litigation. Until the disputes are finally resolved, the Directors consider that it is
probable that future economic benefits associated with these plots will flow to the Fund. Thus these land plots
coatinue to be carried as assets (investment properties) in the balance sheet as at 31 December 2007.

20
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BULGARIAN REAL ESTATE FUND

NOTES TO THE FINANCIAL STATEMENTS

As at 31 December 2007

{All amounts in EUR thousand unless otherwise stated)

4. Properties (continued)

4.2. Development property

Land for Construction in
development progress Total
At 1 January 2006 - - -
Addittons 10,562 490 11,052
Net gains from fair value adjustments 802 - 802
At 31 December 2006 11,364 490 11,854
At 1 January 2007 ' 11,364 490 11,854
Additions - 6,272 6,272
Net gains from fair value adjustments 2,662 918 3,580
Transfer to investment property (1,924) - (1,924)
Transfer to investment propenties held for sale (note 4.3) (5,123) (6,210) (11,333)
Disposals (23) - (23)
At 31 December 2007 6,956 1,470 8,426

Construction in progress is carried at cost, which, considering the initial stage of construction works, represents
the best approximation of its fair value.

The Fund engaged lllian Kuzmanov, an accredited external valuer, to fair value its Jand for development. Fair
value is determined by reference to market-based evidence which represented the amount for which the land
could be exchanged between a knowledgeable willing buyer and a knowledgeable willing seller in an arm’s
length transactjon at the date of valuation. Any fair value adjustments are included in the income statement. The
effective date of the valuation was 31 December 2007.

Development properties with fair value of EUR 4,430 thousand (2006: EUR nil) are subject to first mortgage to
secure the Fund’s interest bearing bank loans (Note 13.2).

4.3. Investment properties held for sale

Development
properties held for Non-agricultural
sale land held for sale Total
At | January 2006 - - -
Transfer - 1,733 1,733
Disposals - ’ - -
At 31 December 2006 - 1,733 1,733
At | January 2007 - 1,733 1,733
Transfer 11,333 16,322 27,655
Disposals - (1,733) (1,733)
At 31 December 2007 11,333 16,322 27,655

As at 31 December 2007 the Fund has signed preliminary agreements for the sale of investment properties for a
total consideration of EUR 28,650 thousand and is in the process of finalization of preliminary sale agreements
for EUR 20,900 thousand (Note 22).
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)
4. Properties (continued)

4.3. Investment properties held for sale (continued)

Development properties held for sale are carried at deemed cost which is the fair value at the date of change in
use. The latter was determined by an accredited valuer, Ilian Kuzmanov, by reference to market-based evidence
(including preliminary sale agreements) and stage of completion of construction works at the date of change in
use, to the extent it could be reliably estimated.

Non-agricultural land held for sale (not subject to development prior to sale) is carried at fair value. It is
determined by an accredited valuer, Ilian Kuzmanov, by reference to market-based evidence as at the balance
sheet date.

As at 31 December 2007 the Fund has received advances of EUR 4,230 thousand (2006: EUR nil) related to the
preliminary agreements for the sale of investment properties. Included in the advances received are EUR 2,230
thousand related to development property held for sale and EUR 2,000 thousand related to non-agricultural land
held for sale.

Investment properties held for sale with fair value of EUR 11,333 thousand (2006: EUR nil) are subject to first
mortgage to secure the Fund’s long term bank loans (Note 13.2).

5. Furniture and fixtures

2007 2006
Cost: .
At 1 January 5
Additions 4 5
Disposals - -
At 31 December 9 5
Depreciation and impairment:
At 1 January - -
Depreciation charge for the year H -
Disposals - -
At 31 December 1) -
Net book value: .
At 1 January 5 -
At 31 December 8 5

Impairment of furniture and fixtures

The management has assessed that there are no indications that the assets may be impaired as at
31 December 2007.

Useful lives
The useful lives of the assets are estimated as follows:
2007 2006
Furniture and fixtures 5 years 5 years
22
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

6. Intangible assets

2007 2006
Cost:
At 1 January 2 -
Additions - 2
Disposals - R
At 31 December 2 2
Amortisation and impairmeht:
At | January (1) -
Amortisation charge for the year - )
Disposals - -
At 31 December nH 1)
Net book value:
At | January 1 -
At 31 December 1 1

The intangible assets of the Fund comprise of software.
Impairment of intangible assets

The management has assessed that there are no indications that the assets may be impaired as at
31 December 2007.

Useful lives

The useful lives of the assets are estimated as follows:

2007 2006
Software 2 years 2 years
23
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

7. Available for sale financial assets

2007 2006
At 1 January 15 -
Purchased - 173
Exchanged for investment property - (155)
Fair value adjustments reported in equity (Note 3.2) 3) 3)
At 31 December 12 15

As at 31 December 2007 the Fund held 54,650 compensatory notes at fair value of EUR 0.22 each
(2006: EUR 0.28 each). The fair value was determined by reference to the bid price quotations of the Bulgarian
Stock Exchange. The Fund’s management intents to hold the investment for the next twelve months following
the balance sheet date and therefore they are presented as non-current assets.

8. Amounts due to/ from brokers

8.1. Amounts due¢ from brokers

Bulgarian Real Estate Fund has hired a real estate broker to purchase agricultural land on behalf of the Fund. As
at 31 December 2007 the balance due from the broker is EUR 98 thousand (2006: EUR 467 thousand).

The outstanding amount relates to cash disbursements made to him for the purchases of agricultural land which
were not concluded at the balance sheet date.

8.2. Amounts due to brokers

According to an agreement with the real estate broker, the Fund is obliged to pay him a commission for securing
agricultural land rent contracts. The amount due for this service as at 31 December 2007 is EUR 1 thousand
(2006: EUR 20 thousand).
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

9. Interest and rental income receivable

Accrued interest on deposits

Rental income receivable, gross
Less: Doubtful debt allowance

Rental income receivable, net

2007 2006
21 3
143 44
(12) -
131 44
152 47

As at 31 December 2007, rental income receivables at nominal value of EUR 15 thousand (2006: EUR nil) were
provided for impairment following receivable collectability analysis performed by the Fund’s management.
Movements in the allowance for impairment of recetvables were as follows:

At | January 2007

Doubtful debt allowance

Charge for the year (Note 3.3) (12)
Utilised -
At 31 December 2007 (12)
As at 31 December 2007 and 2006, the ageing analysis of rental income receivables is as follows:
Past due but not impaired
Neither past due nor 30-60 60-90 90-120 >120
Total impaired < 30 days days days days days
2007 131 35 2 - 56 28 10
2006 44 33 11 - - - -
10. Prepayments
2007 2006
Purchase of non-agricultural land 67 154
Deposits for participation in property auctions 2 24
Prepaid commissions 21
Deferred insurance expenses 2 3
Other services 17 )
88 202
25
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

11. Cash and short-term deposits

Cash at bank and in hand
Short-term deposits

2007 2006
1,585 7276

11 7,034
1,596 14,310

Cash at banks earns interest at floating rates based on daily bank deposit rates. Short-term deposits are made in
Bulgarian Leva, for varying periods of between seven days and six months depending on the immediate cash and
investment requirements of the Fund, and earn interest at the respective short-term fixed deposit rates of 3% -
5.3% per annum (2006: 2.75% - 7% per annum). These deposits can be withdrawn at the option of the Fund at

any time.

12. Share capital and share premium

12.1. Share capital

Authorized and fully paid

Ordinary shares of EUR 0.51] each (BGN 1 each)

Ordinary shares

Authorized, issued and fully paid
At 1 January 2006

[ssued on 10 May 2006 for cash
[ssued on 20 May 2006 for cash
[ssued on 31 May 2006 for cash
Issued on 5 June 2006 for cash
At 31 December 2006

At 31 December 2007

2007 2006

30,907 30,907

30,907 30,907
Number of

shares

(thousand) Amount

20,150 10,303

144 73

133 68

27,743 14,184

12,280 6,279

60,450 30,907

60,450 30,907

During 2007 the Fund did not increase its capital by means of a public offering on the Bulgarian Stock Exchange

(2006: the Fund increased its capital by means of four public offerings).
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(All amounts in EUR thousand unless otherwise stated)

12. Share capital and share premium (continued)

12.1. Share capital (continued)

The structure of the authorized, issued and fully paid share capital of the Fund as at 31 December 2007 is as
follows:

Number of
shares Shareholding
(thousand) percentage
Hansapank, Estonia 18,307 30%
Hansapank Clients, Estonia . 13,595 23%
Skand Enskilda Banken 4,616 8%
Danske Bank Investment Funds 3,910 7%
Zao Citibank Clients 1,700 3%
Bank of New York — Omnibus account 1,417 3%
Bank Austria Creditanstalt AG 1,389 2%
DPF Allianz Bulgaria 1,292 2%
Balkan Holdings (Cyprus) Limited 850 1%
ZYPF Allianz Bulgaria 845 1%
First Investment Bank AD 791 1%
DF DSK Growth 782 1%
Raiffeisen Zentralbank Osterreich AG 750 1%
ID Benchmark Fund-2 AG 746 1%
Shareholdings of less that 1% interest 9,460 16%
60,450 100%

12.2. Share premium

As at 31 December 2007 share premium amounts to EUR 5,016 thousand (2006: EUR 35,016 thousand),
representing the excess of the proceeds of the issue of new shares in 2006 over their nominal value.

13. Restricted deposit and interest bearing loans

13.1. Restricted deposit

Since June 2007 the Fund has a restricted deposit made in Bulgarian Leva for the amount of EUR 9,817
thousand used as a guarantee for its short and long term interest bearing bank loans (Note 13.2). The term of the
deposit is three months and it is automatically renewable by the bank until the date when repayment of all
indebtness on secured bank loans is made. Under the guarantee agreement, until that date, the Fund has no right
to withdraw the deposit. The restricted deposit has fixed deposit rate of 4% - 5.25% per annum.
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

13.2. Interest bearing loans

Current
(1) EUR 2,900 thousand overdraft facility, at nominal
value

Interest payable

Accrued fees

(2) EUR 7,000 thousand investment bank loan, at nomina)
value

Interest payable

(3) EUR 2,000 thousand investment bank loan, at nominal
value

Interest payable

(4) EUR 18,162 thousand investment bank loan, at
nominal value

Interest payable

Total current’interest bearing loans

Non-current
(2) EUR 7,000 thousand investment bank loan, at nominal
value

Adjustment to amortized cost

(3) EUR 2,000 thousand investment bank [oan, at nominal
value

(4) EUR 18,162 thousand investment bank loan, at
nominal value

Adjustment to amortized cost

Total non-current interest bearing loans

Nominal
interest rate %  Maturity 2007 2006
3 month March 579 -
Euribor+1.65% 2008
5 -
&) -
579 -
1-3 month December 615 -
Euribor +1.6% 2008
3 -
618 -
3 month December 41 -
Euribor+1.65% 2008
3 -
44 -
3 month June 2014 - -
Euribor+1.65%
29 -
29 -
1,270 -
1-3 month December 6,385 7,000
Eurtbor +1.6% 2016
(18) 13)
6,367 6,987
3 month November 1,959 -
Euribor+1.65% 2012
1,959 -
3 month June 2014 18,162 -
Euribor+1.65%
(58) -
18,104 -

26,430 6,987
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13.2. Interest bearing loans (continued)

(1) EUR 2,900 thousand overdraft facility

The facility is secured by a mortgage over investment properties with fair value of EUR 2,627 thousand, a
restricted deposit of EUR 9,817 thousand and promissory notes to the amount of EUR 2,900 thousand together
with the interest at 9% on this amount. The effective interest rate is 3 month euribor + 1.65%. Analysis of the
repayment schedule for the loan is provided in Note 20.

(2) EUR 7,000 thousand investment bank loan

The purpose of the loan is to finance the acquisition of two commercial investment properties. The loan is
secured by mortgage over investment properties with fair value as at 31 December 2007 of
EUR 10,988 thousand (2006: EUR 10,419 thousand), present and future receivables under operating lease
agreements of commercial properties and promissory notes to the amount of EUR 7,000 thousand together with
the interest at 5% on this amount. The loan is repayable in monthly installments due on 14™ of each month. The
effective interest rate of the loan is 5.75%. Analysis of the repayment schedule for the loan is provided in Note
20.

(3} EUR 2,000 thousand investment bank loan

The purpose of the loan is to finance the acquisition of investment property and repayment of a short-term bank
loan of EUR 1,000 thousand concluded on 27 September 2007 to finance the acquisition of investment property.
The loan is secured by a restricted deposit of EUR 9,817 thousand and a promissory note to the amount of EUR
2,000 thousand together with the interest at 7% on this amount. The effective interest rate of the Ioan is 5.91%.
Analysis of the repayment schedule for the loan is provided in Note 20.

(4) EUR 18,162 thousand investment bank loan
The purpose of the loan is to finance the acquisition of investment properties. The loan is secured by mortgage
over investment properties, investment properties held for sale and development properties with fair value of
EUR 19,915 thousand, a restricted deposit of EUR 9,817 thousand and promissory notes to the amount of
EUR 18,162 thousand together with the interest at 6% on this amount. The effective interest rate of the loan is
5.94%. The tong term investment loan may become payable on demand when any of the specified contract
covenants is not met. The most important covenants are listed below:

e  The total amount of all non-current and current liabilities, divided by the equity per annum shall not

exceed the coefficient 1X;

e  The annual operating profit shall be no less than 40%,;

s  The net sales per annum shall be no less than EUR 4,000 thousand,
The Fund is compliant with the stated covenants as at 31 December 2007. Analysis of the repayment schedule
for the loan is provided in Note 20.

On 20 December 2007 BREF concluded a loan contract used for the refinancing of EUR 18,162 thousand
investinent bank loan. The new loan is concluded for the same amount and under the same conditions as the
EUR 18,162 thousand investment bank loan. As at 31 December 2007, the Fund has not utilized the new
EUR 18,162 thousand loan (refer to Note 22).

During 2007 the Fund received two short-term borrowing facilities for the total amount of EUR 2,997 thousand
used for investment property auction deposit and for financing of the acquisition of investment property. The
effective interest rate on the two loans was 3 month Euribor + 1.65% per annum. The borrowing facilities were
fully repaid in 2007.
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BULGARIAN REAL ESTATE FUND
NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2007

(All amounts in EUR thousand unless otherwise stated)

14. Derivative financial instrament

2007 2006
Asset/(liability) on interest rate swap reported in the balance sheet 126 (10)
2007 2006
Unrealised gain/(loss) on interest rate swap reported in income statement 136 (10)

The interest rate swap agréement concluded with a bank on 15 December 2006 is maturing on
14 December 2016. The notional amount is EUR 7,000 thousand. The Fund shall pay a fixed interest at 4.04%
and receive a variable interest at 1 month Euribor. The fair value of the interest rate swap is determined by
reference to the market value of similar derivative financial instruments.

In January 2007, the Fund concluded a contract to secure its contingent obligations under the interest swap
agreement up to the amount of EUR 700 thousand, with the same bank. This contract has the same term as the
underlying interest swap agreement.

15. Other payables
2007 2006
Payables to suppliers 283 85
Other payables 3 [1
Property taxes 1 7
Payable for investment property appraisal fees | 6
288 109
16. Provision for dividends due
2007 2006
Provision for dividends due 738 213
Provision for withholding tax 37 14
775 227
Dividend per share, net of withholding tax (in Euro) € 0.0122 € 0.0035

According to the Act on Special Investment Purpose Companies, the Fund is obliged to distribute at least 90% of
its annual net profits as adjusted by the effects of all transactions with investment properties carried out
throughout the year, Such effects inclusive of fair value adjustments for investment properties are restricted for
distribution.

Based on the Fund’s financial performance for the year ended 31 December 2007 and 2006, dividend

distribution was considered on the basis of operational and legal considerations. As a result, the Fund recognised
provision for dividends due for its present legal obligation to distribute dividends at the balance sheet dates.
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As at 31 December 2007
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17. Related party disclosures

During the year, the Fund entered into transactions with related parties. These transactions along with the related
balances as at 31 December 2007 and 2006 are presented below. Related parties are considered to be a party that
has the ability to control the Fund or exercise significant influence over the Fund in making financial or
operational decisions.

The related parties of BREF are Real Estate Management (MNT) Company OOD and First Financial Brokerage
House AD, where the key management personnel are members of the Board of Directors of the Fund.

17.1. Fees and payables to Management Company

Real Estate Management Company (Management company) has been appointed by the Board of Directors of the
Fund as a management company of the Fund under the terms of an agreement dated 11 January 2005. The
Management company is a partnership incorporated in Bulgaria. It is responsible for the daily management,
including investment management of the Fund and rendering of advisory services. The Management company
may, subject to the approval of the Board of Directors, appoint at its own costs one or more investment
advisor(s) who shall supply the Management company with recommendations and advice with respect to the
Fund’s investment policy as described in the Prospectus, and who may have discretion on a day-to-day basis and
subject to the overall control of the Management company, to purchase and sell investment properties as agent
for the Fund, as appropriate, and otherwise to manage the investments of the Funds for the account and in the
name of the Fund, as appropriate, in relation to specific transactions, under the terms of the agreement dated 11
January 2005 and final annex dated 27 February 2006.

Real Estate Management Company is entitled to receive management fees. These fees are based on an aggregate
of 2% per annum on the Net Asset Values of the Fund. Management fees are payable monthly in arrears.
Effective 12 June 2006 the annual aggregated fee was reduced to 1.5%, as per the signed annex from the same
date.

The Management Company is entitled to receive success fees for the sale of investment property amounting to
15% on the positive difference between the selling price of every property sold and the book value of that
property (including the direct current expenses and the related part of the overhead expenses for the period of
owning the property).

As per the Articles of Association of the Fund the total amount of the annual fees payable/paid to the
Management Company, directors, auditors, valuers and depository bank can not exceed 8% of the total assets of
the Fund.

For the year ended 31 December 2007 management fees charged were EUR 600 thousand
(2006: EUR 367 thousand) while payables to the Management company as at 31 December 2007 were
EUR 466 thousand (2006: EUR 122 thousand).

For the year ended 31 December 2007 success fees charged were EUR 241 thousand (2006: EUR 44 thousand)
and payables to the Management company as at 31 December 2007 were EUR 241 thousand (2006: EUR nil).

17.2. Directors’ fees and Board expenses

The Directors are entitled to remuneration for their services at rates determined by the General Meeting of
Shareholders. In addition, Directors are reimbursed for reasonable traveling, hotel and other incidental expenses
in respect of attending meetings of the Directors or General Meetings of the Fund. The Director’s fees vary from
one to ten minimal monthly salaries for Bulgaria. For the year ended 31 December 2007 Director’s fees were
EUR 11 thousand (2006: EUR 9 thousand).
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18. Earnings per share

Basic earnings per share amounts are calculated by dividing the profit for the year by the weighted average
number of ordinary shares outstanding during the year.

The following reflects the income and share data used in the basic eamnings per share computations:

2007 2006
Profit for the year 14.910 2.104
Weighted average number of ordinary shares (in thousand) 60.450 43.686
Basic earnings per share (in Euro) € 0.247 €0.048

There have been no other transactions involving ordinary shares or potential ordinary shares between the balance
sheet date and the date these financial statements have been authorised for issue.

19. Commitments

Operating [ease commitments — Fund as a lessor

Lease of agricultural land

The Fund has entered into operating lease agreements of agricultural land. These leases have terms between 1

and 10 years. Future minimum rentals receivable under non-cancellable operating leases of agricultural land as at
31 December are as follows:

2007 2006
Within one year 140 78
After one year but not more than five years 373 339
More than five years 5 8

518 425

Lease of commercial properties

The Fund has entered into two commerciat property leases. These leases have a term of 10 years. The lease
agreements include a clause to enable upward revision of the rental charge according to prevailing market
conditions. The leases have terms of renewal and sale whereas the Fund is obliged to offer these first to the
lessee at market conditions. To secure its receivables under the lease agreements the Fund has received one year
revolving guarantees for good performance from the lessee in the amount of annual rents due.

Future minimum rentals receivable under non-cancellable operating leases as at 31 December are as follows:

2007 2006
Within one year 1,082 1,082
After one year but not more than five years 5,409 5,409
More than five years 3,003 4,084
9,494 10,575

The Fund’s present and future receivables under operating lease agreements are subject to pledge to secure
investment bank loan as disclosed in Note 13.2.
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19. Commitments (continued)

Development property commitments

The Fund has commitments of EUR 2,113 thousand for construction works related to its development properties
(2006: EUR 4,746 thousand).

20. Financial risk management objectives and policies

The Fund is exposed to market risk on investment properties, interest rate risk, credit risk, liquidity risk and
currency risk arising from the financial instruments and investment properties it holds.

The Fund has investment guidelines that set out its overall business strategies, its tolerance for risk and its
general risk management philosophy and has established processes to monitor and control investment
transactions in a timely and accurate manner. These guidelines are reviewed annually by the Board of Directors
and weekly reviews are undertaken to ensure that the Fund's guidelines are adhered to.

Market risk on investment properties

The Fund’s investment properties are susceptible to market price risk arising from uncertainties about future
prices. The positions held by the Fund at the year end are disclosed in Note 4.

Interest rate risk

The Fund’s exposure to the risk of changes in market interest rates relates primarily to its short-term and long-
term debt obligations with floating interest rates. The Fund's policy is to manage its interest cost through
continuous negotiations with financial institutions (banks) aimed at achieving the most favourable terms and
conditions that are on offer. Further more the Fund has entered into interest rate swap agreement, in which the
Fund agrees to exchange, at specified intervals, the difference between fixed and variable rate interest amounts
calculated by reference to an agreed-upon notional principal amount equal to the borrowed amount on the EUR
7,000 thousand investment bank loan.

The following table demonstrates the sensitivity to a reasonably possible change in interest rates, with all other
variables held constant, of the Fund’s profit (through the impact on the floating rate borrowings — the EUR 7,000
thousand investment loan is excluded from the analysis as the interest rate risk is minimized by the contracted
swap agreement). There is no impact on the Fund’s equity.

Increase/ Effect on
decrease in profit
. basis points before tax
2007
Loans in EUR +50 (51)
Loans in EUR -100 103
2006
Loans in EUR +50 -
Loans in EUR -100 -
13
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20. Financial risk management objectives and policies (continued)

Liquidity risk

The Fund’s investments in deposits are realizable on demand. The investment properties are considered to be
actively traded on the Bulgarian real estate market. The Fund has the ability to borrow in the short-term to ensure

settlement and such borrowings arose during the year.

The table below summarises the maturity profile of the Fund’s financial liabilities at 31 December 2007 based on

contractual undiscounted payments.

Year ended 31 December 2007

Less than 3 3t012 1to$s
Ondemand  months months years > 5 years Total

EUR 2,900 thousand overdraft - 579 - - - 579
facility
EUR 7,000 thousand - 151 465 2,837 3,547 7,000
investment bank loan
EUR 2,000 thousand - - 41 1,959 - 2,000
investment bank loan
EUR 18,162 thousand - - - 13,200 4,962 18,162
investment bank loan
Management fee payable - 707 - - - 707
Other payables - 288 - - - 288
Amounts due to brokers - [ - - - l

- 1,726 506 17,996 8,509 28,737
Year ended 31 December 2006

Less than 3 3to 12 1to5
Ondemand  months months years > 5 years Total

EUR 7,000 thousand - - - 2,683 4,317 7,000
investment bank loan
Management fee payable - 122 - - - 122
Other payables - 109 - - - 109
Amounts due to brokers - 20 - - - 20

- 251 - 2,683 4317 7,251

Foreign currency risk

The Fund's exposure to foreign currency risk is minimal due to the fact that the majority of foreign currency
transactions relating to borrowings are denominated in euro, which is currently fixed at BGN 1.95583 for 1

EUR.
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20. Financial risk management objectives and policies (continued)
Credit risk

Credit risk is the risk that an issuer or counterparty will be unable to meet a commitments that it has entered into
with the Fund. 1t is the Fund’s policy to enter into financial instruments with a diversity of creditworthy
counterparties. Therefore, the Fund does not expect to incur material credit losses on its financial instruments.

The Fund’s maximum exposure to credit risk in the event the counterparties fail to perform their obligations as at
31 December 2007 in relation to each class of recognized financial assets is the carrying amount of those assets
as indicated in the balance sheet.

Capital management

The primary objective of the Fund’s capital management is to ensure that it maintains a strong credit rating and
healthy capital ratios in order to maximize its shareholders” value.

The Fund manages its capital structure and makes adjustments to it, in light of changes in economic conditions.
To maintain or adjust the capital structure, the Fund issues new shares, borrows or repays bank loans. The Fund
monitors its market capitalization which has direct impact on its shareholders value. It also monitors total equity
and long-term and short-term debt, equity to debt ratio and investment and development properties to equity
ratio.

Since June 2007 the Fund is subject to externally imposed debt capital requirements as a result of the signed
contract for EUR 18,162 thousand investment bank loan. Following the loan facility terms and conditions, the
Fund has to comply with centain covenants related to as disclosed in Note 13.2. The Fund complies with all Joan
covenant requirements as at 31 December 2007.

2007 2006
Share capital ) 30,907 30,907
Share premium 5,016 5,016
Net unrealized gains reserve (6) 3)
Retained eamings 16,226 2,091
Total equity 52,143 38,011
Long-term interest bearing loans 26,430 6,987
Short-term interest bearing loans 1,270 -
Equity to long-term debt 1.97 5.44
Equity to long-term and short-term debt - 1.88 5.44
Investment and development properties, including held 1.40 0.78
for sale to equity
Market capitalization 64,597 41,725
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21. Financial instruments
Fair values

Set out below is a comparison by category of carrying amounts and fair values of all of the Fund’s financial
instruments that are carried in the financial statements:

Carrying amount Fair value

2007 2006 2007 2006
Financial assels
Available for sale financial assets 12 15 12 15
Derivative financial instrument 126 - 126 -
Restricted deposit 9,817 - 9,817 -
Interest and rental income receivable 152 47 152 47
Cash and short-term deposits 1,596 14,310 1,596 14,310
Financial liabilities
[nterest bearing loans 27,700 6,987 27,700 6,987
Derivative financial instrument - {0 - 10
Management fee payable 707 122 707 122
Amounts due to brokers 1 20 1 20
Other payabies 288 109 288 109

22. Events after the balance sheet date

In January 2008 the process of negotiating a preliminary contract for the sale of development property held for
sale (Note 4.3) for a total consideration of EUR 20,900 thousand was finalized.

[n March 2008 the Fund concluded a preliminary contract for the sale of development property with fair value as
of 31 December 2008 of EUR 4,430 thousand for a total consideration of EUR 17,500 thousand.

in January 2008 the Fund utilized a loan of EUR 18,162 thousand under the agreement dated 20 December 2007
to refinance a loan of the same amount outstanding as at 31 December 2007.

Since the year end, the Fund concluded purchases of investment properties for approximately EUR 54 thousand.

There are no other events between the balance sheet date and the date these financial statements have been
authorised for issue that would require adjustment and/or disclosure the financial statements.
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