To the

Athens Exchange

10 Sofokleous Street

105 59 Athens



 




     Athens, 23rd September 2004
Dear Sirs

Re: Notification under article 4 of the Decision 5/204/14.11.2000 of the Capital Market Commission and of article 281 of the Athens Exchange Regulation (Capital Market Commission decision 1/304/10.06.2004).

1.
Introduction

In accordance with article 4 of the Decision 5/204/14.11.2000 of the Hellenic Capital Markets Commission and article 281 of the Athens Exchange Regulation (Capital Market Commission decision 1/304/10.06.2004), we would like to inform you that our company, Babis Vovos International Construction S.A. (the “Company”), 
1. 
in view of its preparations for the implementation of IFRS financial reporting in 2005, has prepared a set of proforma consolidated Balance Sheets and Income Statements for the years ended 31 December 2001, 2002 and 2003 and the 6 month period ended 30 June 2004 (the “Proformas”) in order to highlight certain material differences between Greek GAAP and IFRS.

Specifically, the Company has made certain adjustments to its statutory consolidated financial statements to show the impact of IFRS implementation on the areas of:
· Sale & Leaseback transactions

· 
· Revenue recognition
· Valuation of properties.
· 
In order to make appropriate decisions about the accounting treatment to be adopted, the Company has taken a view and made certain assumptions based on its knowledge of the business and the nature of the contractual arrangements of the Company and its subsidiary undertakings (the “Group”).

We emphasise that as the Proformas were prepared by selective application of certain IAS and IFRS, based on key assumptions and by performing specific adjustments to the statutory figures for items that were considered material, they do not comply with all the requirements of all applicable standards and interpretations of IFRS.  The Proformas have not been formally audited or reported upon by auditors.
Furthermore, we note that there are other differences between IFRS and Greek GAAP, which were not taken into consideration in the preparation of the Proformas, which are likely to have a significant impact on the results and the Net Asset Value of the Company.

The actual effect of the adjustments made by the Company on the statutory Group Net Asset Value as at 30 June 2004, in order to extract the Proformas, are summarised as follows:

	Group Net Asset Value as per Statutory accounts (as at 30.6.04)
	                 Eur 
           139,676,363 

	 (+) Adjustments for revaluation of property
	            598,255,128 

	 (-) Adjustments for Sale & Leaseback
	           (141,734,935)

	 (-) Adjustments for revenue recognition
	           (28,378,103)

	 Proforma Group Net Asset Value (as at 30.6.04)
	            567,818,453 


The table below sets out the impact of these adjustments on a per share basis:

                                                                                          
     Eur    
	Group Net Asset Value as per Statutory accounts (as at 30.6.04)

	       4.12

	 (+) Adjustments for revaluation of property

	        17.63

	 (-) Adjustments for Sale & Leaseback

	        (4.18)

	 (-) Adjustments for revenue recognition

	        (0.84)

	Proforma Group Net Asset Value (as at 30.6.04)

	       16.73
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2.
Valuation of properties

Ernst & Young Finance S.A. have prepared a valuation report assessing the fair market value of the Group’s property portfolio as at 31st May 2004.  We set out below the Executive Brief of their valuation report:
“In accordance with the Client’s instructions, we have conducted a valuation of their real estate assets, including land and buildings (the “Assets”) belonging to Babis Vovos International Construction S.A. (BVIC) and certain subsidiaries (the “Company”) in Attiki, Greece.
The purpose of this Executive Brief is to express our opinion of the current “Fair Market Value” of the Assets. The function of the valuation is to provide information to the management of BVIC about the market value of the Assets in order to support their decision making process.

For the purpose of the report, we have defined “Fair Market Value” as the price at which property would change hands between a willing buyer and a willing seller, neither being under any compulsion to buy or to sell, with both having reasonable knowledge of the relevant facts.

We have performed no test of earnings and cash flows to verify whether there is a sufficient return on and return of investment in the Assets. 

On the basis of our research, study, inspection, investigation and analysis as set forth in the appraisal report, it is our opinion that the Assets have an estimated “Fair Market Value” as of May 31st 2004 of:

	Property Category
	Estimated Fair Market Value (€) (rounded)

	Horizontal Ownerships
	30,253,000

	Land Plots
	60,275,000

	Under Construction Properties
	62,828,000

	Build Operate Transfer Agreement
	77,413,000

	Transfer of Building Coefficient 
	55,643,000

	Sub Total
	286,412,000


	Sale & Leaseback Portfolio
	Estimated Fair Market Value (€) (rounded)

	Value of  the Sublease Agreements with 3rd Party tenants 
	144,850,000

	Present Value of the Residual Interest of the Sale & Leaseback Portfolio
	237,718,000

	Gross Value of the Sale & Leaseback Portfolio 
	382,568,000

	Value of the Sale & Leaseback Obligations to the Leasing Companies
	(156,649,000)

	Net Value of the Sale & Leaseback Portfolio 
	225,919,000


These values produce an estimated Total Fair Market Value as of 31 May 2004 of:

	Property Category
	Estimated Fair Market Value (€) (rounded)

	Other Property Categories (as above)
	286,412,000

	Gross Value of the Sale & Leaseback Portfolio
	382,568,000

	Total Gross Value of the Portfolio 
	668,980,000

	Less: Value of the Sale & Leaseback Obligations to the Leasing Companies 
	(156,649,000)

	Total Net Value of the Portfolio 
	512,331,000


Our study was conducted in accordance with generally accepted appraisal standards, as set out by the American Society of Appraisers (the “ASA”). The valuation report is prepared in conformity with the Uniform Standards of Professional Appraisal Practice of the Appraisal Foundation and the Principles of Appraisal Practice and Code of Ethics of the ASA and RICS (the “Royal Institution of Chartered Surveyors”).

Assets Valued

The assets valued are those set out in listings provided by BVIC. 

Horizontal Ownerships

Horizontal Ownerships refer to individual floors or parts thereof that are owned within a building corresponding to a percentage of ownership of the land and car parking spaces. The Horizontal Ownerships and the corresponding percentage of ownership of the land, is transferable to a third party. The Horizontal Ownerships have been valued at market value using comparable sales data and the direct capitalisation approach.  Almost 35% of the total Horizontal Ownerships’ value pertains to the properties of 10-12 Kifissias Avenue and 4 Vasilisis Sofias Avenue. 

Land Plots











This refers to land on which no improvements have been made and no construction activity had taken place as of 31 May 2004. Land may be either within the town planning or out of the city-zoned area. The Land Plots have been valued at market value using, amongst other methods, comparable sales data.  It is noted that over 75% of the value in this category pertains to the Sounio plot (value of €45.9 million). 
Under Construction Properties








This category refers to land where construction activity has already begun. This category has been valued as the  market value of the land plus the % completion multiplied by the forecast total cost of construction. It is noted that in this category the largest value is in the Delta Falirou property with over 65% of the total land and estimated Fair Market Value allocated to this property (value of €41.5 million). Almost 80% of the value of Under Construction Properties is underpinned by the market value of the land.

Build Operate Transfer (BOT) Agreement
The Company has entered into a Build Operate Transfer Agreement for 48 years with the Russian Federation (owner of the land). The Company has undertaken the development of two Projects on the site. The Projects are as follows: 

Project A – Building Complex I: a mixed use development on site A, was constructed by the Company in return for the use of the office building complex developed on site B (Building Complex II). 

Project B – Building Complex II: a luxury office building complex on site B, was constructed by the Company. The entire complex area will be operated by the Company for 48 years and has been subleased to Vodafone for an initial period of 18 years. The Company has entered into a securitisation type of transaction, whereby it has assigned its rights to the rental payments from Vodafone from year 1 to the end of year 16. The termination of the Company’s involvement will occur at the return of the operation of Project B to the Russian Federation after the end of the leasing contract period.
The complex has been valued on an assumed income stream from Building Complex II from year 17 to year 48.
Transfer of Building Coefficient

According to Law 3044 - Government Gazette 197/ 27 August, 2002, as well as the amendment published in the Government Gazette 308/ 31 December, 2003 - Article 14, the transfer of the building coefficient (transfer of equivalent commercial value) is permitted under certain circumstances (listed buildings, properties with buildings, which have been characterized as monuments, archaeological sites, or those, defined as cultural heritage sites, properties defined by the authorities as common use area etc). The areas which are permitted to receive the right of use of the fixed space transfer, otherwise named the ‘Zones of Acceptance’, are required to be either street planned properties or outside of historically designated borders, archaeological areas; traditional settlements; environmentally protected areas; specially characterised areas; on plots with less than a 20% slope; at least 2 blocks away from the seashore, etc.

The implementing decree was drawn up by the Ministry of the Environment, Town Planning and Public Works (“YPEHODE”) reviewed by the Council of State and then redirected to YPEHODE to be duly corrected. The Company is awaiting limited changes in the wording of the Decree and the necessary ministerial decisions that allow the Law to take effect. 

The Company expects that by early 2005, the Law will take effect and they have already planned the allocation of the value of the fixed floor space from property with legally enforceable title, into under construction or existing buildings or adjacent land. 

It is noted that approximately 70% of the value being transferred originates from 1-3 Kifissias and Alexandras Avenue.

Sale & Leaseback Portfolio 








The Company has entered into several Sale & Leaseback agreements with various Greek Leasing Companies. The Sale & Leaseback Agreements allow the Company to transfer the asset’s ownership while having the right to use or grant subleases of the Asset. The Company retains a call option over the properties so, at the end of the lease term, the property may revert to the Company usually at a nominal cost.

The value of the Sale & Leaseback portfolio consists of: 

1. The Value of the Sublease Agreements with 3rd party tenants

2. Present Value of the Residual Interest of the Sale & Leaseback portfolio

3. Value of the Sale & Leaseback obligations to the Leasing Companies.
Value of the Sublease Agreements with 3rd party tenants



The majority of the properties sold and leased back by the Company have been sub-let to 3rd party tenants as per the agreement of the original Sale & Leaseback contracts. These sub-leases are of various duration, but are usually as long, if not longer than, the leasing agreements with the Greek leasing companies.

For the purpose of the valuation, we estimated the prospective cash flows of the existing sub-leases for each property and also valued the 3 properties not currently leased out by the company but part of the Sale & Leaseback Portfolio, using market rates to reflect their income generating capability.

Present Value of the Residual Interest of the Sale & Leaseback portfolio
 
The premise of this valuation is that all properties sold and leased back by the Company in the subject Sale & Leaseback portfolio, will be transferred back to the Company after the termination of the Sale & Leaseback Agreements as per the option available in those agreements. Thereafter, the properties will most likely continue to be leased to tenants in accordance with the terms and conditions of the agreement of the original Sublease contracts, although the leases will no longer be defined as sub-leases. 

Value of the Sale & Leaseback obligations to the Leasing Companies
 
We have valued the associated obligations to the Leasing companies in accordance with International Accounting Standards (IAS 17)”. 










3.
Deviations from IAS

In the course of the selective application of IAS for the purposes of the Proformas, the Company has decided to make certain deviations, other than those mentioned above, from the standards that it has selected to apply.

Specifically, we would draw your attention to the following deviations from IAS:

· Some of the properties for which the Group has entered into preliminary agreements for their sale to third parties are disclosed on the balance sheet as Inventories at their estimated fair value. According to IAS 2 – “Inventories”, these should be carried at the lower of cost and net realisable value.

· The Company has incorporated in its Proformas the fair value of certain rights that it owns to transfer building coefficients to existing properties. Since the relevant legislation that would allow the Group to use such rights has not yet been effected, and some of these rights are Intangible Assets in nature, IAS prohibit their recognition on the Balance Sheets at fair value and they should be carried at cost.  The Company believes that the relevant legislation will be enacted early in 2005 and therefore considers it appropriate to adopt a fair market value approach for these rights for the purpose of the Proformas.
4.
Deferred tax

The Proformas have not been adjusted for the effects of deferred tax in accordance with IAS 12: Income Taxes.

On the basis of the adjustments made to the statutory financial statements for the preparation of the Proformas, deferred tax calculations should as a minimum, include a deferred tax liability on the Proforma balance sheet in respect of the revaluation surplus on properties that have been revalued at fair value and a deferred tax asset for the lease obligations that have been included on the Proforma balance sheets on the sale and leaseback reversal adjustments.

The Company has calculated the impact of the adjustments made to its statutory financial statements for the preparation of the Proformas on deferred tax and estimated the level of deferred tax asset and liabilities that would have arisen under two different assumed rates of tax, being 25% and 35%.

On the basis of these calculations, had the Company provided for deferred taxation as required by IAS 12, a net deferred tax liability of between Euro 107 million and Euro 150 million would need to have been recognised on the Proforma balance sheet. 
It is noted that the rates used for the calculation reflect the current corporate tax rate in Greece of 35%. However, it is widely expected that the tax rate will fall to 25% within the next 4 years.

The Group has not provided for the net deferred tax liability, as it arises mainly from the fair value surpluses of the investment properties. As the Company currently and for the foreseeable future does not intend to dispose of all such investment property, and cannot dispose of investment properties currently held under sale & leaseback arrangements for at least 12 years, the net deferred tax liability has not been recognised in the Proformas.
We remain at your disposal for any further clarification or query in connection with the present notification.

Yours faithfully,
On behalf of the Company
Aris Vovos
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