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Since 1998, ACPT has employed a unigue business strategy, with the objective of fusing the value of award-winning,
large-scale planned communities with the stability provided by broad and diverse property management holdings. The result
has been steady growth in assets and equity, and a share price that grew by nearly 50% in 2004.

The cornerstones of this strategy are our community development projects in the United States and Puerto Rico.

These communities combine a broad mix of residential development with the high-quality commercial and industrial

development that is necessary to sustain their long-term success. Residents choose ACPT planned communities so they can
live close to work while enjoying lifestyle amenities that include excellent restaurants, first-class shopping, a broad range of
recreational opportunities, and enrollment in neighborhood-based schools. Because these communities are planned and
developed over years and decades, not weeks and months, these amenities can be provided while open space and natural
resources are preserved for future generations. ACPT'’s land development process is geared to develop dynamic communities
that are attractive to everybody, from someone looking for their first apartment to young families to those who are ready to
enjoy their retirement.

At ACPT, our land development operations are linked with the professional management of more than 8,000 units
owned and or managed by the Company. Like our planned developments, these holdings are diverse in style, type, and location,
helping to foster a broader, stronger base of operations. A core component of our long-term business strategy is to seek to
maximize this aspect of our operations through the development of investment office properties in Puerto Rico and the
purchase of attractive apartment facilities in the United States.

The clear goals and objectives ACPT has for its property management portfolio and community development
operations provide clear results for the Company's shareholders. Investors in ACPTcan have confidence that 6ur experienced
management team will work with leading architects, engineers, land planners, real estate professionals, and local officials to
utilize the Company’s holdings in the most effective manner possible. In that process, we will seek to craft the development of
our communities in a way that accommodates market demand, increases the value of our remaining land holdings, and
identifies broperties that will add value to our property management portfolio. We believe this will result in increased returns for
our shareholders. | ‘

ACPT will continpé to strivé to (ealize smart growth planned communities that unlock the value of our property

holdings, andpiversify.théjholdin'gs in”‘our property management portfolio, for the benefit of our investors, and our residents.
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Financial Highlights

(in thousands, except per share amounts) 2004 2003 (restated) 2002 (restated)
Revenues $ 49,011 $ 55,506 $ 36,902
Pretax income $ 4515 $ 4,075 $ 4,917
Net income $ 3,454 $ 2862 $ 3,005

Earnings per share

Basic $ .67 $ .55 $ 58
Diluted $ .67 $ .55 $ 57
Shareholders’ equity $ 34,187 $ 32,506 $ 31,323
Total assets at year end $ 184,027 $ 142,497 $ 136,067
Closing common share price per share
at December 31, $ 12.15 $ 8.18 $ 5.49
Share Price Shareholders’ EQuIty (restateq)
closing price per share at December 31, e in millions. g
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Lefter fo our Shareholders

Since 1998, ACPT's corporate strategy has been to implement and build diverse lines of business that result in growth

and equity for our shareholders. By following that successful strategy, we are glad to report thatin 2004ACPT:

« reported netincome of $3.5 million;

. issued fourquarterly dividends to our shareholders, totaling $.35 per share;

« increased total assets by $42 million;

« increased ourinvestmentin commercial office construction, and apartment acquisition;

« continued to take ad\)antage of the low interest rates by refinancing selected apartment properties. -

These results reflect the impact of the Company's previously announced restatement of its financial statements for the
fiscal years ended December 31, 2002 and 2003. The information is presented on a restated and consistent basis for all
periods. Those statements are included in this report.

These adjustments have no effect on the value of the Company's real estate holdings, the Company's ability to meet
cash flow requirements, or our ability to pay dividends. Demand for rental housing, as well as residential and commercial lots in
both St. Charles and Parque Escorial, remains strong. We believe agreements and projects initiated by ACPT in 2004 will
enable us to meet that demand and build long-term value for our investors.

In the United States, the Company made the first delivery of lots to Lennar Corp. under an agreement, completed in
March, in which Lennar will purchase the balance of 1,950 single family and townhome lots in the Sheffield and Gleneagles
neighborhoods of St. Charles' Fairway Village. Under the terms of the agreement, sales of the lots are expected to continue
overthe next several years.

ACPT also finalized an agreement with Lennar Corp., one of the country's leading homebuilders, to jointly develop an
active adult community in Fairway Village. Under the operating agreement, a jointly held company, &. Charles Active Adult
Community LLC, will develop the 352-unit community, then sell the lots to Lennar Corp. The project broke ground in December
2004, and lot sales are projected to commence in the third quarter of 2005. We are excited about Lennar's participation in St.
Charles, and believe theirinvolvement will only add to the reputation and quality of our flagship planned community.

ACPT also continued to seek opportunities to expand its rental property investment and management portfalio in the
United States. In October, the Company completed the acquisition of two apartment properties totaling 307 units near
Baltimore, Maryland, for approximately $20 mitlion. ACPT also refinanced Brookmont, a 104-unit St. Charles apartment
property. Previously operated under the Section 236 program, apartments in this community have been converted to fair
market rent, improving the Company's ability to meet the strong demand for fair market rental housing in Charles County.

Similar progress was achieved in our Puerto Rico operations. In Parque Escorial, our planned community in San
Juan, the Company completed sales of units in our Brisas de Escorial condominiums. The Company's homebuilding
operations constructed and sold the remaining fifty-five units in 2004, contributing over $9.8 million in revenue. In April, the
Company initiated the construction of the 160-condominium unit complex, Torres del Escorial.

Commercial partnerships in Puerto Rico also performed impressively for ACPT in 2004. In April, the Company
purchased a 50% limited partnership in EI Monte Properties, owners of a 169,000 square foot rental property. The property
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was sold in November providing the Company with $4 million in cash and receivables.

These accomplishments, we believe, will maintain our strong financial performance in 2005. In St. Charles, we will
continue executing our |ot sales agreement in Sheffield neighborhood with Lennar Corp. The Company begins the year with
$2.7 million in commercial sales under contract in the United States, and nearly $10.4 million in Puerto Rico. Overall,
occupancy rates in our United States apartment properties, and particularly in St. Charles, are very strong. Capitalizing on
strong demand for rental units, the Company will begin construction of Sheffield Greens, our newest St. Charles rental
property. Moreover, road construction and infrastructure projects initiated in 2004 will advance the planning for development of
St. Charles’ two remaining villages.

Similar advances are expected in our Puerto Rico operations. Construction of a 57,000 square foot office building in
Parque Escorial is nearly complete, and we expect to have it ready for occupancy at the beginning of the third quarter.
Capitalizing on the success of our Brisas project, we project offering the first units in Torres del Escorial for sale in the third
quarter.

Since the establishment of our Company in 1998, our primary business strategy has been to
strategically invest capital and human resources so that good ideas, well-planned and well-executed,

will produce the maximum return on equity. Inthattime, our total assets have increased from $118
million to more than $180 million, and shareholders' equity has risen by $17 million. We're proud of
that record, and we will continue to work to reward the faith and confidence of ourinvestors.

As 2005 progresses, we will continue to implement our long-term strategy of making
investments in our apartment holdings to ensure their long-term appeal and viability; investing in
infrastructure improvements that will increase the value of our remaining land holdings; and
seeking to acquire undervalued properties that will add to our total assets and investment
portfolio. ‘

in our annual report, you'll see our commitment to building the value of our distinctive
planned communities and investment properties. This commitmentis shared by our Trustees, our
management team, our excellent and dedicated employees, and of course our shareholders. We
hope you will continue to place your trustin ACPT.

e 27 Y

J. Michael Wilson Edwin L. Kelly
Chairman and CEO President and COO
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In 2004, ACPT committed to donating $150,000 to the College of Southern Maryland
Children's Learning Center. The Center will provide quality daycare services to students
attending the college, and the funding underlines ACPT's commitment to helping to build a
prosperous future for the residents of St. Charles. From left: J. Michael Wilson, CSM
Foundation Chair Evelyn Hungerford, CSM President Dr. Elaine Ryan, Edwin L. Kelly.
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SELECTED FINANCIAL DATA

The following table sets forth selected consolidated financial and operating data of the Company for the five years
ended December 31, 2004. The selected financial data as of and for the years ended December 31, 2003, 2002, 2001
and 2000 is derived from previously issued financial statements adjusted for revisions related to the restatements
discussed below.

‘The Company corrected its accounting for cash distributions received from unconsolidated limited
partnerships in which the Company is a general partner. Previously, the Company recorded cash
distributions received from limited partnerships financed with non-recourse mortgages that were in excess
of our investment basis as income. As part of the restatement and for future distributions, the Company
will defer recognition of distributions received in excess of basis from limited partnerships in which the
Company is the general partner.

The Company commenced recording minority interest expense for cash distributions paid to the minority
limited partners in our consolidated partnerships when those partners no longer had any basis in those
consolidated partnerships. Previously, the distributions reduced the aggregate minority interest obligation
recorded by the Company.

The Company changed its accounting method for its general partner interest in Crossland Associates
Limited Partnership ("Crossland"). Prior to the restatement, our investment in Crossland had been recorded
under the equity method due to certain important rights previously held by the limited partners. One of
those rights expired in a year prior to the restatement period. As a result, the Company became the
controlling partner and was required to consolidate the partnership. The adjustment to consolidate
Crossland will reflect the effects of excess cash distributions previously recognized as income and the
expensing of excess distributions to minority partners as described above.

Refer to Note 14 to the Consolidated Financial Statements for further discussion of the restatement

adjustments. The information in the following table should be read in conjunction with Management's Discussion
and Analysis of Financial Condition and Results of Operations and the Financial Statements included in this Annual

Report.

Year Ended December 31,

2004 2003 2002 2001

2000

(Restated) (Restated) (Restated) (Restated)
(In thousands, except per share and operating data)

Income Statement Data:

Land sales $ 9675 $ 6893 $ 9974 $ 16991 §$
Home sales 9,861 21,560 5,012 -
Rental property revenues 19,007 17,106 11,965 11,214
Management and other fees 3,591 3,317 3,772 3,775
Reimbursement of expenses related to managed entities 6,877 6,630 6,179 5,738
Total operating revenues 49,011 55,506 36,902 37,718
Cost of land sales 6,383 4,936 6,985 11,922
Cost of home sales 7,474 16,728 4,028 -
General, administrative, selling and marketing 9,149 8,116 6,421 6,497
Expenses reimbursed from managed entities 6,877 6,630 6,179 5,738
Depreciation and amortization 3,328 2,920 2,004 1,943
Other operating expenses 7,721 8,390 5,113 4,779
Total operating expenses 40,932 47,720 30,730 30,879
Operating income 8,079 7,786 6,172 6,839
Interest and other income 528 309 681 902
Equity in earnings from unconsolidated entities 2,676 1,196 1,244 1,517
Interest expense (5,483) (4,012) (2,881) (4,823)
Gain from expropriation ‘ - - - 630
Minority interest in consolidated entities (1,285) (1,204) (299) (307)
Income tax provision 1,061 1,213 1,912 1,549
Net income 3,454 2,862 3,005 3,209

Earnings per share

Basic

$0.67 30.55 $058 § 062 §

Diluted $0.67 80.55 3057 § 061 §
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13,576
10,601
4,175
5,514
33,866
8,783

6,357
5,514
2,135
4,246
27,035
6,831
1,185
2,576
(4,686)
(290)
1,910
3,706

0.71
0.71




SELECTED FINANCIAL DATA
Year Ended December 31,

2004 2003 2002 2001 2000

(Restated) (Restated) (Restated) (Restated)
(In thousands, except per share and operating data)

Balance Sheet Data: ;
Assets related to investment properties $ 91,422 $ 66,026 $ 52,098 $ 49,506 $ 51,673
Assets related to community development 60,258 53,338 54,819 59,442 63,558
Assets related to homebuilding 19,675 6,010 13,891 6,929 211
Cash and other assets : 21,672 17,123 15,259 9,081 10,351

Total assets 184,027 142,497 136,067 124,958 125,793
Debt related to investment properties

Recourse \ 1,896 1,951 - 427 © 602

Non-recourse ‘ j 98,879 70,979 44,205 39,032 39,663
Debt related to community development ‘ .

Recourse ! , 16,504 22,661 32,052 37,327 45,855
Debit related to homebuilding p o L

Recourse , 8,792 22 11,154 6,194 -
Cther liabilities "1 ‘ 23,789 14,378 17,333 13,660 14,554

Total liabilities f . 149,860 109,991 104,744 96,640 100,674
Shareholders’ equity ‘ L 34,167 32,506 31,323 28,318 25,119
Cash dividends paid per common share _ 0§ 035 - - - -
Operating Data:
Rental apartment units managed at end of period (includes . :

remaining units under condominium éonversiqn) ‘ Co 7,400 7,747 7,747 7,747 7,756
Rental units converted to condominiums and sold o R - - 9 299
Community Development ; ‘ C

Residential lots sold i Co 76 88 161 333 438

Residential lots transferred to homebuilding 165 - - 208 -

Residential lots transferred to joint venture . f 352 - - -

Commercial and business park acres sold ‘ : 3 8 13 59 5
Homebuilding ‘ ‘

Homes sold ) 55 124 29 - -
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MANAGEMENT DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS

The following discussion should be read in conjunction with the consolidated financial statements and
notes thereto appearing in this report. Historical results set forth in Selected Financial Information, and the Financial
Statements should not be taken as indicative of our future operations.

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. These include statements about our business outlook, assessment of
market and economic conditions, strategies, future plans, anticipated costs and expenses, capital spending, and any
other statements that are not historical. The accuracy of these statements is subject to a number of unknown risks,
uncertainties, and other factors that may cause our actual results, performance or achievements of the Company to
differ materially from any future results, performance or achievements expressed or implied by such forward-
looking statements. Such factors include, among others, the following:

e National, regional and local economic and business conditions that will, among other things, affect:
Demand for residential lots, commercial parcels and multifamily housing

e The real estate industry is sensitive to changes in economic conditions such as the level of
employment, consumer confidence, availability of financing and interest rate levels as well as
other market conditions such as oversupply or reduction in demand for commercial, industrial
or multifamily properties. Adverse changes in any of these conditions generally, or in the
market regions where we operate, could decrease demand for our residential lots, commercial
parcels and homes, which could adversely affect our revenues and earnings.

The ability of the general economy to recover timely from an economic downturn
o  Although the real estate business historically has been cyclical, it has not undergone an
economic down cycle in a number of years. This has led some people to assert that real estate
prices may be inflated and may decline if demand weakens. A decline in the prices for real
estate could adversely affect our home and land sales revenues and margins.

Availability and creditworthiness of tenants

e We are exposed to customer risk. Our performance depends on our ability to collect rent from
our customers. General economic conditions and an increase in unemployment rates could
cause the financial condition of a large number of our tenants tc deteriorate. While no tenant
in our wholly owned portfolio accounted for a significant amount of the annualized rental
revenue of these respective properties at December 31, 2004, our financial position may be
adversely affected by financial difficulties experienced by our tenants, including bankruptcies,
insolvencies or general downturns in business.

The availability of financing for both our customers and us

¢ Our business and earnings are also substantially dependent on the ability of our customers to
finance the purchase of our land or homes. Limitations on the availability of financing or
increases in the cost of such financing could adversely affect our operations. Our business
and earnings is also substantially dependent on our ability to obtain financing for our
development activities as well as refinancing our properties’ mortgages. Increases in interest
rates, concerns about the market or the economy, or consolidation or dissolution of financial
institutions could increase our cost of borrowing, reduce our ability to obtain the funds
required for our future operations, and limit our ability to refinance existing debt when it
matures. Changes in competition, availability of financing, customer trends and market
conditions may impact our ability to obtain loans to finance the development of our future
communities.

e  Adverse changes in the real estate markets, including, among other things:
Competition with other companies
e We operate in a very competitive environment, which is characterized by competition from a
number of other land developers. Actions or changes in plans by competitors may negatively
affect us.

7 2004 ANNUAL REPORT




MANAGEMENT DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Risks of real estate acquisition and development (including our ability to obtain governmental approvals
for development projects and to complete our current development projects on time and within budget)

e Qur plans for future development of our residential communities can be affected by a number of
factors including time delays in obtaining necessary government penmts and approvals and legal
challenges to our planned communities.

e The agreements we execute to acquire properties generally are subject to customary conditions to
closing, including completion of due diligence investigations which may be unacceptable;
acquired properties may fail to perform as we expected in analyzing our investments; our
estimates of the costs or repositioning or redeveloping acquired properties may be inaccurate; the
development opportunity may be abandoned after expending significant resources. In connection
with our development occupancy rates and rents at the newly completed property may not meet
the expected levels and could be insufficient to make the property profitable.

o The development of our residential communities may be affected by circumstances beyond our
control, including weather conditions, work stoppages, labor disputes, unforeseen engineering,
environmental or geological problems and unanticipated shortages of or increases in the cost of
materials and labor. Any of these circumstances could give rise to delays in the completion of, or
increase the cost of, developing one or more of our residential communities.

e  Ability to renew HUD subsndy contracts and availability of federal funds on a timely basis to service
these contracts
As of December 31, 2004, we owned an equity interest in and managed for third parties and affiliates
properties that benefit from governmental programs intended to provide housing to people with low or
moderate incomes. These programs, which are usually administered by HUD or state housing finance
agencies, typically provide mortgage insurance, favorable financing terms or rental assistance payments to
the property owners. As a condition of the receipt of assistance under these programs, the properties must
comply with various requirements, which typically limit rents to pre-approved amounts. If permitted rents
on a property are insufficient to cover costs, our cash flow from these properties will be negatively
impacted, and our management fees may be reduced or eliminated.

®  Ability to obtain insurance at @ reasonable cost
We may experience economic harm if any damage to our properties is not covered by insurance. We carry
insurance coverage on our properties of the type and in amounts that we believe is in line with coverage
customarily obtained by owners of similar properties. We believe all of our properties are adequately
insured. However, we cannot guarantee that the limits of our current policies will be sufficient in the event
of a catastrophe to our properties. We may suffer losses that are not covered under our comprehensive
liability, fire, extended coverage and rental loss insurance policies. If an uninsured loss or a loss in excess
of insured limits should occur, we could lose capital invested in a property, as well as any future revenue
from the property. We would nevertheless remain obligated on any mortgage indebtedness or other
obligations related to the property.

e Environmental and safety requirements
Our properties may contain or develop harmful mold, which could lead to liability for adverse health
effects and costs of remediating the problem. When excessive moisture accumulates in buildings or on
building materials, mold growth may occur, particularly if the moisture problem remains undiscovered or is
not addressed over a period of time. Some melds may produce airborne toxins or irritants. Concern about
indoor exposure to mold has been increasing as exposure to mold may cause a variety of adverse health
effects and symptoms, including allergic or other reactions. As a result, the presence of significant mold at
any of our properties could require us to undertake a costly remediation program to contain or remove the
mold from the affected property. In addition, the presence of significant mold could expose us to liability
from our tenants, employees of our tenants and others if property damage or health concerns arise. In
addition, we are required to operate our properties in compliance with fire and safety regulations, building
codes and other land use regulations, as they may be adopted by governmental agencies and bodies and
become applicable to our properties. We may be required to make substantial capital expenditures to
comply with those requirements and these expenditures could have a material adverse effect on our
operating results and financial condition, as well as our ability to make distributions to shareholders.

AMERICAN COMMUNITY PROPERTIES TRUST 8



s Other
We could be hurt by the loss of key management personnel. Qur future success depends, to a significant
degree, on the efforts of our senior management. Our operations could be adversely affected if key
members of senior management cease to be active in our company.

ACPT and its representatives may from time to time make written and oral forward looking statements,
including statements contained in press releases, in its filings with the Securities and Exchange Commission, in its
reports to shareholders and in its meetings with analysts and investors.

The words "believes", "expects", "estimates", "anticipates” and other similar expressions are intended to
identify forward-looking statements. Although the Company believes the expectations reflected in such forward-
looking statements are based on reasonable assumptions, it can give no assurance that its expectations will be
attained. Such forward-looking statements are based on current expectations and speak only as of the date of such
statements. The Company undertakes no obligation to publicly update or revise any forward-looking statement,
whether as a result of future events, new information or otherwise. Given these uncertainties, readers are cautioned
not to place undue reliance on such statements.

GENERAL

American Community Properties Trust ("ACPT" or the "Company") is a self managed holding company
that is primarily engaged in the investment in apartment and commercial rental properties, property management
services, community development, and homebuilding through its consolidated subsidiaries. The operations are
managed out of two primary offices: St. Charles, Maryland, which also houses the executive offices, and San Juan,
Puerto Rico.

The U.S. operations are managed through American Rental Management Company ("ARMC"). This
includes the management of apartment properties in which we have an ownership interest, apartment properties
owned by third parties including our founder's family ("Wilson Family") as well as our community development
operations. American Land Development U.S. Inc. ("ALD") and its subsidiary own and develop our land holdings in
St. Charles, Maryland. St. Charles is a 9,000 acre planned community consisting of residential, commercial,
recreational and open space land. It has provided the Company and its predecessor with inventory for the last three
decades with expectations of another three decades. Through the aid of outside consultants, we plan, design and
develop the land for sale or use in our own investment portfolio. American Rental Properties Trust ("ARPT") and its
subsidiaries hold the general and limited partnership interests in our U.S. apartment property portfolio. The
apartment properties are individually organized into separate entities. ARPT's ownership in these entities ranges
from .1% to 100%. We expect to retain the apartment land in St. Charles identified for future apartment units to
expand our apartment investment portfolio. We are also seeking additional properties that will add value to our
existing investment assets.

" The Puerto Rico operations are managed through Interstate General Properties Limited Partnership S.E.
("IGP"), a wholly owned subsidiary of IGP Group Corp, a wholly owned subsidiary of the Company. IGP provides
property management services to apartment properties in Puerto Rico in which we have an ownership interest,
apartment properties owned by third parties, our commercial properties, commercial properties owned by the Wilson
Family and property management associations related to our planned communities as well as our homebuilding
operations and community development operations. IGP holds our ownership interests in our Puerto Rico apartment
and commercial property portfolio. The apartment properties are individually organized into separate parmerships
and receive HUD subsidies. IGP's ownership in these partnerships ranges from 1% to 52.5%. IGP's ownership in the
commercial properties ranges from 28% to 100%. Land Development Associates, S.E. ("LDA") owns our
community development assets consisting of two planned communities, in Puerto Rico. The first planned
community, Parque Escorial, consists of residential, commercial and recreation land similar to our U.S. operations
but on a smaller scale. Through the aid of outside consultants, we plan, design and develop the land for sale or use in
our own homebuilding operations or investment portfolio. Our second planned community is in the planning stages.
LDA retained a limited partnership interest in a commercial building built on land in Parque Escorial contributed by
LDA. Our homebuilding operation builds condominiums for sale on land located in Parque Escorial. Our
homebuilding projects are organized in separate entities, all wholly owned by IGP and LDA.

The taxable earnings from the apartment properties flow through to their owners. ARMC, ALD and ARPT
are ali currently taxed as U.S. corporations. ICP is taxed as a Puerto Rico corporation. LDA's taxable earnings flow
through to IGP. The portion of IGP's earnings applicable to the residential land sales in Parque Escorial flow
through to ALD and the remainder to IGP Group. IGP Group's earnings do not flow through to ACPT for federal tax
purposes but the obligation to pay the Puerto Rico taxes does flow through to ACPT. ACPT is taxed as a partnership
and its taxable income flows through to its shareholders. ACPT's federal taxable income consists of distributions
from its corporate subsidiaries and any Puerto Rico taxes paid on IGP Group's share of Puerto Rico earnings.

9 2004 ANNUAL REPORT




MANAGEMENT DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CRITICAL ACCOUNTING POLICIES

The Securities and Exchange Commission defines critical accounting policies as those that are most
important to the portrayal of our financial condition and results. The preparation of financial statements in
conformity with accounting principles generally accepted in the United States, which we refer to as GAAP, requires
management to use judgment in the application of accounting policies, including making estimates and assumptions.
These judgments affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the dates of the financial statements and the reporied amounts of revenue and expenses during the
reporting periods. If our judgment or interpretation of the facts and circumstances relating to various transactions
had been different, it is possible that different accounting policies would have been applied resulting in a different
presentation of our financial statements. Below is a discussion of accountlng policies, which we consider critical in
that they may require complex Judgment in their apphcatlon or require estimates about matters, which are inherently
uncertain. i
Sales, Profit Recognition and Cost Camtahzatlon ‘

Community development land sales are recogmzed af closing only when sufficient down payments have
been obtained, possession and other atmbutes of ownership pave been transferred to the buyer, and ACPT has no
significant continuing involvement. Home sale revenues are recognized upon seitlement with the homebuyers.

The costs of acquiring and developing land are allocated to our land assets and charged to cost of sales as
the related inventories are sold. The costs of acquiring the land and construction of the condominiums are allocated
to these assets and charged to cost ofisales as the condominiums are sold. The cost of sales is determined by the
relative sales value method, which relies on estimated costs and sales values. Residential and commercial land sales
can be highly cyclical. Once development is undertaken, no assurances can be given that the Company will be able
to sell the various developed lots or condominiums in a timely manner. Failure to sell such lots and homes ina
timely manner could result in significantly increased carrying costs and erosion or elimination of profit with respect
to any development. Even though our cost estimates are based on outside engineers' cost estimates, construction
contracts and historical costs, our actual developinent and consfruction costs can exceed estimates for various
reasons, including but not limited to unknown site conditions, rising prices and changes in government regulations.
Any estimates of such costs may differ substantially from the actual results of such costs and reduce or eliminate the
future profits with respect to any development. 3;

The portion of interest allocated to land durmg the development anid construction period is capitalized to
the extent of qualifying assets. Remaining interest costs are expensed. The interest incurred on the land acquisition
and construction loan is capitalized to the extent of qualifying assets.

H
Investment in Unconsolidated Partnerships ' ;

The Company accounts for investments in unconsol1dated real estate entities that are not considered
variable interest entities under FIN 46 in accordance with SOP 78-9 "Accounting for Investments in Real Estate
Ventures" and APB Opinion No. 18 "Thf‘e Equity Method of Accounting for Investments in Common Stock". The
Company's investments in unconsolidated real estate entities accounted for under the equity method of accounting
consisted of general partnership interests in 13 limited partnerships which own apartment properties in the United
States and Puerto Rico; a limited partx'\ership intefest in two limited partnerships that own commercial properties in
Puerto Rico; and a 50% ownership mterest in a limited liability company.

The Company considers many factors in determining whether or not an investment should be recorded
under the equity method, such as economic and ownership interests, authority to make decisions, and contractual
and substantive participating rights of the partners. Income and losses are recognized in accordance with the terms
of the partnership agreements and any guarantee obligations or commitments for financial support.

Impairment of Long-Lived Assets

ACPT carries its rental properties, homebulldmg inventory, land and development costs at the lower of cost
or fair value in accordance with Statement of Financial Accounting Standards ("SFAS") No. 144, "Accounting for
the Impairment or Disposal of Long-Lived Assets." Because our real estate assets are considered long-lived assets
under U.S. GAAP, we are required to evaluate whether the carrying amount of each of these assets will be recovered
from their undiscounted future operating cash flows. If the carrying value were to be greater than the undiscounted
future operating cash flows, we would recognize an impairment loss to the extent the carrying amount is not
recoverable. Our estimates of the undiscounted future operating cash flows expected to be generated are based on a
number of assumptions that are subject to economic and market uncertainties, including, among others, demand for
apartment units, competition for tenants, ghanges in market rental rates, and costs to operate each property. Upon
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determination that an impairment has occurred, the Company records an impairment charge equal to the excess of
the historical cost over fair value.

Depreciation of Investments in Real Estate
We are required to make assessments as to the useful lives of our real estate assets for purposes of
determining the amount of depreciation to reflect on our income statement on an annual basis. Our assessments, all
of which are judgmental determinations, of our investments in our real estate assets are as follows:
¢  Buildings and improvements are depreciated over five to forty years using the straight-line or double
declining balance methods,
e  Fumiture, fixtures and equipment over five to seven years using the straight-line method
e Leasehold improvements are capitalized and depreciated over the life of the lease or their estimated
useful life, respectively.
e Maintenance and other repair costs are charged to operations as incurred.

Income Taxes

The Company’s tax structure is a complex one that involves foreign source income, multiple entities that do
not file a consolidated return and multiple entities with different tax structures. Due to the complex nature of our tax
structure, our income tax expense and related balance sheet amounts involve significant management estimates and
judgments.

Contingencies
The Company is subject to various legal proceedings and claims that arise in the ordinary course of

business. These matters are frequently covered by insurance. If it has been determined that a loss is probable to
occur, the estimated amount of the loss is expensed in the financial statements. While the resolution of these matters
cannot be predicted with certainty, we rely on the advice of our outside counsel as to the potential and probable
outcome of these proceedings when evaluating any financial statement impact.

RESULTS OF OPERATIONS

The following discussion is based on the consolidated financial statements of the Company. It compares the
components of the results of operations by segment for each of the three years ended December 31, 2004, 2003 and
2002. Historically, the Company's financial results have been significantly affected by the cyclical nature of the real
estate industry. Accordingly, the Company's historical financial statements may not be indicative of future results.
This information should be read in conjunction with the accompanying consolidated financial statements and notes
included elsewhere in this report.

As more fully described in the notes to our consolidated financial statements, we have restated our
previously issued consolidated financial statements to correct our accounting treatment including the accounting for
distributions in excess of basis from our unconsolidated entities, distributions in excess of basis to the minority
owners in our consolidated entities and the consolidation of one limited partnership previously recorded under the
equity method. All financial information contained herein has been revised to reflect the restatements.

Non-GAAP Measures

The following discussions refer to certain non-GAAP measurements, gross profit and gross margin. Gross
profit is defined as land or home sales revenue less the related cost of sales and gross margin is defined as gross
profit divided by sales revenue. Management uses these measures to compare a product’s sales price in relationship
to its cost when making product design and pricing determinations and evaluating the product’s performance. This
measurement is not intended to be used as a replacement for sales revenue, cost of sales or net income. Gross profit
excludes the following items included in the determinations of net income: rental property revenue, rental operating
expense, equity in earnings, management and other fees, interest income, interest expense, general, administrative,
selling and market expense, depreciation and amortization, minority interest, write-off of deferred project costs,
-other income, and income tax expense.

Gross profit or gross margin does not represent cash generated from operating activities in accordance with
GAAP. Therefore, gross profit and gross margin should not be considered an alternative to net income as an
indication of our performance. Also, gross profit and gross margin, should not be considered an alternative to net
cash flow from operating activities, as determined under GAAP, as a measure of liquidity. A calculation of gross
profit and gross margin, for 2004, 2003, and 2002, along with a reconciliation to net income for each year, is
provided in the following tables.
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MANAGEMENT DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Calculation of Gross Profit and Gross Margin is as follows:

2004: U.S. Puerto Rico Total
Land sales revenue $ 6,999 $ 2,676 $ 9,675
Less cost of land sales 4,404 1,979 6,383
Gross profit on land sales 2,595 - 097 3,292
Gross profit on land sales 2,595 697 3,292
Land sales revenue 6,999 2,676 9,675
Gross margin on land sales 37% 26% 34%
Home sales revenue . - 9,861 9,861
Less cost of home sales - 7,474 7,474
Gross profit on home sales - 2,387 2,387
Gross-profit on home sales - - 2,387 2,387
Home sales revenue - 9.861 9,861
Gross margin on home sales - 24% 24%
2003: U.S. Puerto Rico Total
Land sales revenue $ 6,893 $ - $ 6,893
Less cost of land sales 4,870 66 4,936
Gross profit on land sales 2,023 (66) 1,957
Gross profit on land sales 2,023 (66) 1,957
Land sales revenue 6,893 - 6,893
Gross margin on land sales 29% 100% 28%
Home sales revenue - 21,560 21,560
Less cost of home sales - 16,728 16,728
Gross profit on home sales - 4,832 4,832
Gross profit on home sales - 4,832 4,832
Home sales revenue - 21,560 21,560
Gross margin on home sales - 22% 22%
2002: U.S. Puerto Rico Total
Land sales revenue $§ 9974 $ - $ 9,974
Less cost of land sales 6,896 89 6,985
Gross profit on land sales 3,078 (89) 2,989
Gross profit on land sales 3,078 (89) 2,989
Land sales revenue 9,974 - 9,974
Gross margin on land sales 31% 100% 30%
Home sales revenue - 5,012 5,012
Less cost of home sales - 4,028 4,028
Gross profit on home sales - 984 984
Gross profit on home sales - 984 984
Home sales revenue - 5,012 5,012
Gross margin on home sales - . 20% 20%
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A reconciliation of gross profit to net income for the years ended December 31, 2004, 2003, and 2002 is as follows:

2004 2003 2002

(Restated) (Restated)
Gross profit on land sales ) $ 3292 § 1957 % 2,989
Gross profit on homes sales 2,387 4,832 984
Rental property revenues 19,007 17,106 11,965
Rental operating expense 7,647 7,379 5,059
Management and other fees 3,591 3,317 3,772
General, administrative, selling and marketing expense 9,149 8,116 6,421
Depreciation and amortization 3,328 2,920 2,004
Write-off of deferred project costs 74 1,011 54
Interest and other income 528 309 681
Equity in earnings from unconsolidated entities 2,676 1,196 1,244
Interest expense 5,483 4,012 2,881
Minority interest in consolidated entities 1,285 1,204 299
Income tax expense 1,061 1,213 1,912

Net income $ 34354 § 2,862 $ 3,005

Results of Operations - U.S. Operations:

For the year ended December 31, 2004, our U.S. segment generated $6,568,000 of operating income
compared to $5,607,000 of operating income generated by the segment for the same period in 2003 and $6,020,000
in 2002. Please review the discussion below for an analysis of our operating results.

Community Development - U.S. Operations:

Land sales revenue in any one period is affected by the mix of lot sizes and, to a greater extent, the mix
between residential and commercial sales. Residential lots are sold to homebuilders in bulk pursuant to the terms of
options contracts that are secured by cash deposits or letters of credit. Sales are closed on a lot by lot basis at the
time when the builder purchases the lot. Residential lots can vary in size and location resulting in pricing
differences. Gross profit margins of residential lots are fairly consistent within any given village in St. Charles.
Commercial land is typically sold by contract that allows for a study period and delayed settlement until the
purchaser obtains the necessary permits for development. The sales prices and gross margins for commercial parcels
vary significantly depending on the location, size, extent of development and ultimate use. Commercial land sales
are cyclical and usually have a noticeable positive effect on our earnings in the period they reach settlement.

In March 2004, the Company executed an agreement with U.S. Home (the homebuilding subsidiary of
Lennar Corporation) to sell 1,950 residential lots (1,359 single-family lots and 591 town home lots) in Fairway
Village. The agreement requires the homebuilder to provide $20,000,000 in letters of credit to secure the purchase of
the lots. Under the agreement, U.S. Home is required to purchase, at a minimum, 200 residential lots, provided that
they are developed and available for delivery, per year on a cumulative basis. Based on 200 lot sales per year, it is
estimated that lot settlements will take place over the next ten years.

2004 compared to 2003
Community development land sales revenue increased $106,000 to $6,999,000 for the year ended
December 31, 2004 from $6,893,000 for the same period in 2003.

Residential Land Sales

During 2004, we sold 70 standard size single-family lots for an average sales price of $98,000 per lot
compared to 88 standard size single-family lots which sold for an average sales price of $62,000 during the same
period of 2003. The ultimate selling price per lot of our lot sales to U.S. Home may exceed the amount recognized at
closing since the final lot price is equal to 30% of the base price of the home sold on the lot. Additional revenue
exceeding the initial price of $90,000 per lot will be recognized upon U.S. Home's settlement with the respective
homebuyers. The average selling price of the standard single-family lot increased in 2004 compared to 2003 due to
the fact that residential lots sold in 2003 were negotiated with homebuilders in 2001 and 2002 during a relatively flat
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MANAGEMENT DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

housing market. Prices for our current residential lots reflect the healthy housing market and its upward trend in
home prices. The current selling price of town-homes in this area is approximately $250,000 while single-family
homes in Fairway Village are selling in excess of $300,000. As of December 31, 2004, we did not have any
developed residential lots available for delivery.

Commercial Land Sales ‘

During 2004, we sold 1.07 acres of commercial land for $2.75 per square foot compared to 8 acres of
commercial land for sales prices that ranged from $2.19 to $9.51 per square foot for the same period in 2003. The
average sales prices of these parcels differ due to their location, use and level of development. As of December 31,
2004, our backlog contained 12.53 of commercial acres under contract for a total of $2,723,000.

Gross Profit '

The combined gross profit for the year ended December 31, 2004 increased to 37% compared to 29% for
the same period of 2003. Although the selling price of our residential lots increased 58% in 2004 as compared to
2003, our gross profit margin was affected by increases in the costs for the development of lots in Fairway Village.
Our development costs have been dlr‘ectly affected by the i increase in the pnce of steel, oil and fuel and the strong

demand and limited supply for contractors.

St. Charles Active Adult Community, LLC - Land Joint Venture

The Company and U.S. Home formed a joint venture, St. Charles Active Adult Community LLC (the
“AAC”) whereby each member has an equal interest in the cash, eamings and decision-making. On September 30,
2004, the Company transferred a parcel of land in the Glen Eagles Neighborhood in Fairway Village with a cost
basis of $5,625,000 to the joint venture for cash of $4,277,000, and a 50% membership interest in the venture.
Pursuant to an operating agreement, the joint venture will develop the property and sell it to the homebuilding
company. The Company will serve as the managing agent for the project and will receive a 3% management fee.
The Company deferred revenues equal to the cash it received at closing and off-site fees the joint venture is
obligated to pay the Company until the lots are sold by the joint venture to the homebuilder. We expect minimal
profit, if any, from the activities of the joint venture and expect;to recognize the profit on the portion of land
transferred as lots are sold by U.S. Home. Pursuant to the terms of the lot option agreement, lots are expected to
begin selling in the third quarter of 2005 and will continue through the first quarter of 2009. The cost basis of the
land is reflected in our investment in the joint venture within our Community Development assets.

2003 compared to 2002
Community development land sales revenue decreased 31% in 2003 to $6,893,000 from $9,974,000 in

2002.
Residential Land Sales 1
During 2003, we sold 88 standard size single-family lots for an average sales price of $62,000 compared to
87 standard size single-family lots which sold for an average sales price of $55,000, 54 small single-family lots for
an average sales price of $43,000, and 20 town-home lots for an average sales price of $35,000 during the same
period of 2002. The decrease in residential lots sold during 2003 compared to 2002 is attributable to state mandated
changes in storm water management regulatlons that forced us to reengineer our design plans, thus delaying the
development and release of the next parcel of land i in Fairway Vlllage The sales price of the standard single family
lot increased 13% in 2003 pursuant to escalation provisions in the sales contracts and price increases. At December
31, 2003 we had one single-family lot in backlog, located inside the model park, at a base selling price of $70,000.
We commenced development of the next parcel of land in Fairway Village that contains a total of 69 lots. These lots
were developed and ready for sale in the second quarter of 2004.

Commercial Land Sales

During 2003, we sold 8 acres of commercial land for sales prices that ranged from $2.19 to $9.51 per
square foot compared to 13 acres of commercial land for sales prices that ranged from $1.21 to $5.21 per square foot
for the same period in 2002. Our 2002 commercial land sales included the sale of a seven-acre parcel for retail use
for $5.21 per square foot; we did not have a comparable sale in 2003. The average sales prices of these parcels differ
due to their location, use and level of development. As of December 31, 2003, our backlog contained 4.1 acres under
contract for a total of $251,600.
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Gross Profit

The combined gross profit of our community development operations for 2003 decreased to 29% from
2002's gross profit of 31%. The decrease was primarily attributable to the use and location of our commercial and
industrial land sold during the respective periods. The gross profit in 2003 was also negatively impacted by the
reduced sales volume of our residential and commercial land as well as an additional $53,000 of costs incurred
related to a parcel of land sold in a prior year. The decrease was offset by price increases for our Fairway Residential
lots resulting in gross margins for those lots of 43% in 2003 as compared to 31% in 2002. During 2003, the gross
margins on the commercial parcels sold ranged from 5.66% to 38.7% compared to 58.2% to 70.1% earned in 2002.
In 2002, we closed on a seven-acre parcel for retail use, which produced a 58% gross margin due to its higher selling
price and limited site improvements with no comparable sale in the 2003 period. During 2003, we sold six acres
located in our industrial parks developed in the 1970's and 1980's. Since that time, the county and state development
requirements have continued to change requiring additional development to deliver the lots for final use. The
increased carrying costs and additional required development have eroded the profits resulting in a 6% gross margin
for those parcels.

Rental Property Revenues and Operating Expenses - U.S. Operations:

Certain of the apartment properties in which we hold an ownership interest in the United States qualify for
the consolidation method of accounting. As a result, we include within our financial statements the consolidated
apartment properties’ total revenue, and operating expenses. The portion of net income attributable to the interests
of the outside owners of some of these properties and any losses and distributions in excess of the minority owners’
basis in those properties is reflected as minority interest. As of December 31, 2004, eleven of the consolidated
properties are market rent properties, allowing us to determine the appropriate rental rates. Even though we can
determine the rents, a portion of our units must be leased to tenants with low to moderate income. HUD subsidizes
two of the properties and two properties are a mix of subsidized units and market rent units. HUD dictates the rents
of the subsidized units.

Apartment Acquisitions

¢ OnDecember 31, 2002, the Company acquired 100% of the limited partnership interests in Bannister
Associates Limited Partnership ("Bannister") in conjunction with the refinancing of the property. Prior
to the acquisition, the Company’s general partner interest in Bannister was accounted for under the
equity method of accounting. The Company completed the conversion of this property to a market rate
property in 2003.

¢ OnJanuary 23, 2003, the Company acquired a 10% general partner and 85% limited partner ownership
interest in two partnerships that own apartment units: Coachman's Limited Partnership
("Coachman's") and Village Lake Apartments Limited Partnership ("Village Lake").

¢ On October 29, 2004, the Company formed two wholly-owned entities to acquire the assets of two
apartment properties, Owings Chase LLC and Prescott Square LL.C. Both are market rent properties,
allowing us to determine the appropriate rental rates.

The following table presents the results of rental property revenues and operating expenses for the years
ended December 31, 2004, 2003 and 2002 (§ in thousands):

2004 2003 2002
(Restated)  (Restated)
Rental Property - Revenues $19,007 $17,106 $11,965
Rental Property - Operating Expenses 7,647 7,379 5,059
2004 compared to 2003

Rental property revenues increased $1,901,000 to $19,007,000 for the year ended December 31, 2004
compared to $17,106,000 for the same period in 2003. Our fiscal year’s rental property revenue results were
affected by an overall rent increase of 6% as well as increases generated from two of our properties as they
converted from fully subsidized properties to a 100% market rate property and an 80% market rate property,
respectively. The remainder of 2004 increase, approximately $300,000, is the result of the apartment acquisitions
made in October 2004.

Rental property operating expenses increased $268,000 in 2004 to $7,647,000 compared to $7,379,000 in
2003. The 4% increase in our rental property operating expenses is the result of the apartment acquisitions made in
October 2004, which account for approximately $200,000 of the increase. The remainder of the year’s overall
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increase is due to increased insurance costs for all properties and increased repairs and maintenance expenses made
to one of our properties during its conversion to an 80% fair market property from a 100% subsidized property.

2003 compared to 2002 _

The overall increase in rental property revenues and operating expenses in 2003 is primarily the result of
the consolidation of the three additional properties as described above.

On a comparable basis of properties between years, rental property revenues generated from the
consolidated apartment parterships' operations for 2003 were $12,586,000 as compared to $11,965,000 for 2002,
while rental property operating expenses were $5,325,000 in 2003 compared to $5,059,000 in 2002. In 2003, the
increase in rental revenues resulted from a 6% increase in rental rates, offset slightly by an increase in apartment
vacancies. Our rental property operating expenses increased 5% due to additional repairs and maintenance expenses
incurred at our apartment property buildings as we pushed to improve the value of the properties during the fiscal
year.

Management and Other Fees - U.S. Operations:

We earn monthly management fees from all of the apartment properties that we own as well as apartment
properties owned by third parties and affiliates of J. Michael Wilson. We receive an additional fee from the
properties that we manage for their use of the property management computer system that we purchased at the end
of 2001and a fee for vehicles purchased by the Company for use on behalf of the properties. The cost of the
computer system and vehicles are reflected within depreciation expense. This section includes only the fees earned
from the non-controlled properties; the fees earned from the controlled properties are eliminated in consolidation.
Within this section we also recognize the amortized portion of sponsor and developer fees.

2004 compared to 2003

Management and other fees for the year ended December 31, 2004 increased 27% to $1,500,000 compared
to $1,180,000 for the same period in 2003. The $320,000 increase in our management fees is primarily due to the
recognition of a $200,000 incentive management fee earned from one of our unconsolidated properties in 2004 with
no comparable fee earned in 2003, as well as the recognition of a $147,000 special management fee earned on the
refinancing of Huntington, one of our unconsolidated entities, with no comparable fee in 2003. The year-to-date
increases were offset in part by our termination of a management contract with a non-owned property in October
2004.

2003 compared to 2002

Management and other fees earned for the year ended December 31, 2003 were $1,180,000 compared to
$1,465,000 of fees earned in 2002. The fiscal year's 19% decrease is result of $235,000 of management fees from
Bannister, Coachman's and Village Lake recognized in 2002 but eliminated upon consclidation in 2003 as well as
$188,000 of sponsor and developer fees recognized in 2002 and not in 2003. The 2003 decrease was offset in part
by an increase in partnership rental revenue earned in two of the apartment properties that we manage and an
increase in computer service income since the new software was in service for a full year in 2003 as compared to a
partial year in 2002.

General, Administrative, Selling and Marketing Expense - U.S. Operations:

The costs associated with the oversight of our U.S. operations, accounting, human resources, office
management and technology, as well as corporate and other executive office costs are included in this section.
ARMC employs the centralized office management approach for its property management services for our 14
properties located in St. Charles, Maryland, 2 properties located in Pikesville, Maryland and to a lessor extent the
other properties that we manage. The apartment properties reimburse ARMC for certain costs incurred at the central
office that are attributable to the operations of those properties. In accordance with EITF Topic 01-14, "Income
Statement Characterization of Reimbursements Received for Out of Pocket Expenses Incurred" the cost and
reimbursement of these costs are not included in general and administrative expenses, but rather they are reflected as
separate line items on the consolidated income statement. In 2002, our Company maintained a policy of allocating
corporate overhead charges incurred at the executive office to the Puerto Rico operations. Effective January 1, 2003,
we no longer allocate these expenses to the Puerto Rico operations for reporting and management purposes.

2004 compared to 2003 )

General, administrative, selling and marketing costs incurred within our U.S. operations increased
$1,115,000 in 2004 to $5,601,000 for the year ended December 31, 2004, compared to $4,486,000 for the same
period of 2003.
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The 25% increase in general and administrative costs is primarily attributable to additional staffing,
consulting and audit fees required to meet the increased corporate governance and documentation requirements. In
addition we have expanded our staff to accommodate our expanded investment and property management
supervision operations. The current market for qualified employees is very competitive. In order to fill open and
new positions and retain current employees, we have incurred recruiting fees, salaries and bonuses in excess of our
historical practices. As a result salaries and benefits increased $ 655,000 in 2004 compared to 2003. Salaries and
benefits increased an additional $67,000 related to outstanding share incentive rights as a result in the improvement
in the Company’s share price in 2004 compared to 2003. Professional services fees including audit, tax compliance
and legal fees increased $324,000 in 2004 compared to 2003. The remainder of the fiscal year’s increase is the
result of general inflation and additional donations made to local charities.

2003 compared to 2002

General, administrative, selling and marketing costs incurred within our U.S. operations increased 30% in
2003 to $4,486,000 for the year ended December 31, 2003, compared to $3,457,000 for the same period of 2002.
The year to date increase reflects additional compensation expense on incentive rights of approximately $334,000 as
a result of the increases that we experienced in our share price this year. The increase is also the result of an
additional $136,000 of bad debt expense that we recorded in the current year on accounts receivable balances in two
of our properties. During the most recent fiscal year we saw an increase in other administrative costs such as
general liability insurance premiums, and directors/officers' insurance premiums as a result of the escalating prices
imposed by the insurance industry. The remainder of the increase is composed of a rise in audit and legal fees as
well as additional staffing hired in 2003 related to the increased corporate governance regulations for public
companies, as well as the absence in 2003 of a bad debt recovery compared to the $117,000 recovery in 2002.

Depreciation Expense — U.S. Operations:

2004 compared to 2003

Depreciation expense increased $379,000 to $3,212,000 for the year ended December 31, 2004 compared
to $2,833,000 for the same period in 2003 as the result of a full year of depreciation expense recognized in 2004
from significant capital improvements made to our rental properties during the third and fourth quarters of 2003.
Depreciation expense in 2004 was also directly affected by the apartment acquisitions in October.

2003 compared to 2002

Depreciation expense increased $915,000 to $2,833,000 for the year ended December 31, 2003 compared
to $1,918,000 for the same period in 2002 primarily due to the consolidation of the three additional properties in
2003. On a comparable basis, depreciation expense related to the rental properties increased approximately $64,000
as a result of capital improvements made to our consolidated properties as we increased their value and operating
potential. The slight increase in depreciation expense-other in 2003 can be attributed computer and phone system
upgrades as well as a full year of depreciation expense taken for the new accounting system.

Equity in Earnings from Unconsolidated Entities - U.S. Operations:

The results of our share of earnings from the real estate entities that we do not control are reflected in this
section. The affect on earnings varies from entity to entity, depending on our investment book basis in the property,
where the entity is in the earnings stream, and whether or not the limited partners have recovered their capital
contribution.

2004 compared to 2003

For the year ended December 31, 2004, the Company recognized a loss of $291,000 in its investment in its
unconsolidated real estate entities. For the same period in 2003, the Company recognized earnings of $140,000 for
its investment in its unconsolidated entities. This decrease was principally the result of the write-off of deferred
finance fees in one of our unconsolidated partnerships in 2004,

2003 compared to 2002

Equity in earnings from unconsolidated entities increased $42,000 during 2003 to $140,000 as compared to
398,000 for the same period in 2002. This increase was principally the result of increased earnings from the
unconsolidated partnerships in 2003 than in 2002 due to fire losses suffered by one of the partnerships in 2002.

Interest Expense - U.S. Operations:
The interest related to the U.S. recourse debt, exclusive of debt related to the apartment properties, is
allocated to the qualifying land inventory based on its book balance. Any excess interest, interest on capital leases
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and amortization of certain loan fees are reflected as interest expense. This section reflects all interest expense
incurred.

2004 compared to 2003 :

Interest expense increased 36% in 2004 to $5,916,000 compared to $4,341,000 in 2003. The $1,575,000
increase is the result of the refinancing of the mortgages of two of our apartment properties in 2004. Qur interest
expense balance was directly affected by pre-payment penalties and the write-off of loan fees associated with the
properties’ previous mortgages. The increase in interest expense in 2004 is also the result of the amortization of loan
fees and prepayment penalties paid for construction loans that we repaid this year from our working capital. We
also experienced an overall increase in our average debt outstanding due to the increased loan amounts of the
mortgages refinanced and the servicing obligation of the $8,000,000 Bond issued by the Charles County
Government in March 2004.

2003 compared to 2002

Interest expense increased 44% for the year ended December 31, 2003 to $4,341,000 compared to
33,008,000 for the year ended December 31, 2002. . The overall increase in interest expense in 2003 is primarily the
result of the consolidation of the three additional properties in 2003 that were not consolidated in 2002. On a
comparable basis, interest expense incurred in 2003 decreased approximately $25,000 as a result of a reduction in
interest expense recognized on the outstanding balances of our capital leases and vehicle notes offset by an increase
in the amortization of loan fees in 2003.

Minority Interest in Consolidated Entities - U.S. Operations:

Minority interest in consolidated entities includes the minority partner’s share of the consolidated
partnerships earnings and distributions to minority partners in excess of their basis in the consolidated partmership,
even though these distributions have no ¢conomic effect or cost to the Company. Losses charged to the minority
interest are limited to the minority partner’s basis in the partnership.

2004 compared to 2003

Minority interest increased 7% in 2004 to $1,285,000 for the year ended December 31, 2004 compared to
$1,204,000 for the same period in 2003.: The minority owners' share of income decreased $81,000 in the current
year primarily the result of the write off of deferred finance fees in 2004 when one property was refinanced. The
increase in distributions to the minority owners in excess of their basis from refinanced properties increased
$162,000 in 2004 compared to 2003.

2003 compared to 2002

Minority interest in consolidated entities increased approximately $905,000 to $1,204,000 for the year
ended December 31, 2003 compared to$299 000 for the same period in 2002 as the result of the addition of new
partnerships to our portfoho in 2003 and distributions from reﬁnancrng proceeds paid to the third party owners from
partnerships that were in excess of their basis.

Provision for Income Taxes - U.S. Operations:

The effective tax rates for 2004, 2003 and 2002 are 40%, 38% and 42% respectively. The federal and state
statutory rate is 39%. The difference between the statutory rate and the effective rate is related to the combined
effect of permanent items and U.S. tax and foreign tax on foreign source interest without corresponding foreign tax
credits. i

Results of Operations - Puerto Rico Operations:

For the year ended December 31, 2004, our Puerto Rico segment generated $1,511,000 of operating income
compared to $2,179,000 of operating income generated by the segment for the same period in 2003 and $152,000 in
2002. Please review the discussion below for an analysis of our operating results.

Community Development - Puerto Rico Operations:

Total land sales revenue in any one period is affected by the mix of residential and commercial sales.
Residential and commercial land sales are cyclical in nature and usually have a noticeable positive impact on our
earnings in the period in which settlement is made.
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2004 compared to 2003

Community development land sales for the year ended December 31, 2004 were $2,676,000 with no
comparable sales in 2003. In April 2004, the Company sold 2.4 commercial acres in the master-planned community
of Parque Escorial for $2,752,000. The gross profit margin for the year ended December 31, 2004 was 26%.

2003 compared to 2002
There were no land sales in 2003 or in 2002 within our Puerto Rico operations. As of December 31, 2003,
there were no land sales in backlog,. '

Future land sales

In February 2004, the Company executed an option agreement with a third party to sell 7.2 acres of
commercial land in Parque Escorial for $7,448,000. At the time of signing, the third party developer paid a deposit
of $744,800. Under the terms of the agreement the commercial land sale is scheduled to close in the second quarter
of 2005.

In October 2004, the Company executed a Sale Agreement with a third party to sell 2.4 acres of
commerciai land at Office Park in Parque Escorial for $2,949,300 and received a $100,000 deposit. The sale closed
in February 2005.

Homebuilding — Puerto Rico Operations:

The Company organizes corporations as needed to operate each individual homebuilding project. During
2004, the Company completed and closed out its 208 unit complex known as Brisas de Parque Escorial. In April
2004, the Company commenced the construction of a new 160-unit mid-rise condominium complex known as
Torres del Escorial. The condominiums went on the market in January 2005 with expected delivery to commence in
the third quarter 2005.

2004 compared to 2003

During 2004 and 2003, home sales in Brisas generated $9,861,000 and $21,560,000, respectively. During
2004, 55 units were sold at an average selling price of $179,000 per unit compared to 124 units at $174,000 per unit
in 2003. The gross profit in 2004 was 24% as compared to 22% in 2003. The increase in the gross profit percentage
is the result of increases in the selling price per unit, and a reduction in interest costs in 2004,

2003 compared to 2002

During 2003 and 2002, home sales in Brisas generated $21,560,000 and $5,012,000, respectively. As of
December 31, 2003, a total of 153 units were sold with an average sales price of $174,000 and 14 units were under
contract with an average sales price of $171,000. These sales were backed by a $4,000 deposit and a non-contingent
sales contract. The gross margin in 2003 was 22% as compared to 20% in 2002.

Management and Other Fees - Puerto Rico Operations:

We earn a monthly fee from each of the apartment and commercial properties that we manage, including
the properties owned by the Wilson Family. In addition to the monthly fee, we earn incentive management fees
from six of the properties as well as property-owner association fees from four of the properties operating in Parque
Escorial. Fees eamed from apartment property refinancings and sponsor and developer fees are also reflected in this
section. We defer the portion of the refinancing fees related to our ownership percent in those partnerships and
amortize them into income over the term of the respective partnerships’ loans.

2004 compared to 2003
Management fees decreased 2% in 2004 to $2,106,000 as compared to $2,153,000 in 2003 primarily due to
the recognition of $47,000 in refinancing fees in 2003 with no comparable fees recognized in 2004.

2003 compared to 2002

Management fees decreased 7% in 2003 to $2,153,000 from $2,314,000 in 2002 primarily due to the
recognition in 2002 of $103,000 of fees related to an adjustment in the basic management fees rate in four apartment
properties and in 2003 the basic management fees income from another two apartment properties decreased by a
reduction of $19,000 due to the exclusion by HUD of the retained excess income in the calculation of the
management fees payable.

General, Administrative, Selling and Marketing Expense - Puerto Rico Operations:
: The costs associated with the oversight of our operations, accounting, human resources, office management
and technology are included within this section. The apartment properties reimburse [GP for certain costs incurred
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at IGP’s office that are attributable to the operations of those properties. The amounts reflected in this section are
net of the reimbursements that are back-charged to the properties.

2004 compared to 2003

General, administrative and selling and marketing expenses decreased 2% or $83,000 in 2004, as compared
tc 2003. This decrease is primarily attributable to a $75,000 reduction in selling and marketing in our homebuilding
operations due to the completion of the Brisas project and a $570,000 reduction in bad debt expense for the year
ended December 31, 2004 compared to the same period in 2003. The decreases we experienced in 2004 were offset
in part by increases in legal, auditing and tax fees, computer and miscellaneous expenses of $210,000, stock
appreciation rights of $78,000, municipal taxes of $73,000, office rent of $23,000, workers' compensation of
$18,000, and salaries and fringe benefits of $159,000.

2003 compared to 2002

General, administrative selling and marketing costs, excluding the prior year corporate allocation from
executive office of $907,000, increased $675,000 in 2003 compared to 2002. The increase in 2003 is primarily due
to bad debt expense of $581,000 related to incentive management fees due from one of our unconsolidated
subsidiaries reserved during 2003. The payment of these incentive management fees is subject to availability of the
partnership's surplus cash. This year's increase is also the result of $80,000 of bonuses as well as increases in
outstanding share incentive rights expenses recorded as a result of the increases in our share price that we
experienced in 2003 versus 2002. Our 2003 increases were offset in part by a reduction i in advertising, legal and
consulting fees and the common area maintenance rent.

Write-off of Deferred Project Costs - Puerte Rico Operations:

During 2003, we wrote off the deferred project costs, $1,007,000, related to the potential development of an
entertainment complex in Parque El Comandante with no similar write-offs in 2004 or in 2002. A significant portion
of these costs arose from a consulting agreement entered into in July 1997. The consulting contract expired in July
of 2003 and we chose not to renew it beyond December 31, 2003, weakening the prospects of finalizing this project.
Due to the uncertainty of our ability to recover these deferred costs we wrote them off.

Equity in Earnings from Unconsolidated Entities- Puerto Rico Operations:

Our investments in all of our apartment properties in Puerto Rico are accounted for under the equity
method of accounting and all of the properties are subsidized by HUD. We also account for our limited partner
investments in the commercial rental properties owned by ELI and EMP under the equity method of accounting.
The earnings from our investments in the apartment properties and the commercial rental properties are reflected
within this section. The recognition of earnings varies from partnership to partnership depending on our investment
basis in the property, where the partnership is in the earnings stream, whether or not the limited partners have
recovered their capital.

2004 compared to 2003

Equity in earnings from partnerships mcreased $1,911,000 to $2,967,000 during the twelve months ended
December 31, 2004, compared to $1,056,000 for the twelve months ended December 31, 2003. The increase is the
result of distributions received in excess of our investment base from two of our partnerships for which the
Company has no required funding obligations. We received $986,000 from EMP after the property was sold to a
third party in December 2004 and $785,000 of cash distributions received out of the refinancing of one of our
partnership’s mortgage in March 2004. The current year’s increase also includes the equity in earnings from EMP’s
operations prior to sale of $130,000 with no comparable earnings recognized in 2003 a well as an overall reduction
of $56,000 in equity in earnings from our other unconsolidated apartment partnerships.

2003 compared to 2002 _

Equity in earnings from partnerships decreased 8% to $1,056,000 during the twelve months ended
December 31, 2003, compared to $1,146,000 in 2002. The decrease in equity in earnings from unconsolidated
partnerships in 2003 is primarily due to a reduction in earnings from our commercial property investment and from
one of our apartment partnership investments. In 2003, there was an increase in bad debt expense in the commercial
property, ELI, as well as an increase in interest expense in one of the apartment partnershlps Monserrate, as a resuit
of a mortgage refinancing in the fourth quarter of 2002.
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Interest Expense - Puerto Rico Operations:

Interest on the homebuilding and office building construction loans are capitalized. Any excess bank
interest, interest on capital leases and the amortization of certain loan fees are reflected on our financial statements
as interest expense.

2004 compared to 2003

Interest expense decreased 64% in 2004 to $64,000 compared to $176,000 in 2003.The decrease in 2004 is
primarily due to our lower outstanding debt balances on our term loan and an increase in the amount of interest
eligible for capitalization in 2004 compared to 2003.

2003 compared to 2002

Interest expense decreased 58% in 2003 to $176,000 compared to interest expense of $421,000 in 2002.
We have been experiencing decreases in our interest expense costs primarily due to the fact that there have been
increases in the amount of interest eligible for capitalization coupled with the reduction in the prime lending rates
and our lower outstanding balances on our term loans.

Provision for Income Taxes - Puerto Rico Operations:

The effective tax rate for 2004, 2003 and 2002 are 25%, 28% and 25%, respectively. The statutory rate is
29%. The difference in statutory tax rate and the effective tax rate are the result of special tax exempt income and
non-taxable foreign source income. The effective tax rate in 2003 reflects U.S. taxes on Puerto Rico source income
without the full benefit of the foreign tax credit.

LIQUIDITY AND CAPITAL RESOURCES:

The Company has historically met its liquidity requirements from cash flow generated from residential and
commercial land sales, home sales, property management fees, and rental property revenue. Anticipated cash flow
from operations, existing loans, refinanced or extended loans, and new financing are expected to meet our financial
commitments for the year. However, there are no assurances that these funds will be generated. The following table
sets forth the changes in the Company’s cash flows ($ in thousands):

Years Ended December 31
2004 2003 2002
(Restated) (Restated)
Operating Activities 8 18,451 $ 16,726 $ 12,918
Investing Activities (39,786) (9,236) (5,532)
Financing Activities 23,757 (4,564) (1,597)
Net Increase in Cash : $ 2,422 § 2926 $ 5,789

Net cash flow provided by operating activities produced $18,451,000 of cash flow in 2004, a 10% increase
over the operating cash flows generated in 2003. In 2003, there was $16,726,000 of cash flows provided by
operating activities compared to $12,918,000 in 2002. From period to period, cash flow from operating activities
depends primarily upon changes in our net income, as discussed more fully above under “Resuits of Operations,” as
well as changes in our receivables and payables.

For the year ended December 31, 2004, net cash used in investing activities was $39,786,000, a
$30,550,000 increase in cash used from the same period in 2003. In 2003, net cash used in investing activities
reached $9,236,000, a 67% increase from 2002’s balance of $5,532,000. Cash provided by or used in investing
activities generally relates to increases in our investment portfolio through acquisition, development or construction
of rental properties and land held for future use, net of returns on our investments. For the years ended December 31,
2004, 2003 and 2002, since our acquisition and development activity outpaced the distributions received from our
real estate entities. During 2004, the Company invested $12,000,000 in its community development assets. In
addition, we invested $5,700,000 in the construction of a 57,000 square foot office building in Parque Escorial,
Puerto Rico. The total cost of the office building is expected to be $11,100,000. The Company obtained letters of
intent to lease approximately 50% of the building prior to commencing construction. The office building is
scheduled to be available for occupancy in the second quarter of 2005. On October 29, 2004, the Company
completed its acquisition of the assets of two apartment properties in Pikesville, Maryland containing a total of 307
apartment units pursuant to a Purchase and Sale Agreement by and among American Housing Properties LP
("AHP"), Owings Chase Associates LP and Prescott Square Associates LP on August 13, 2004. The properties were
purchased for $20,000,000. The Company financed the acquisition through a combination of cash and a $16,191,000
non-recourse mortgage. American Rental Management Company, the Company's U.S. based property management
subsidiary, will manage these properties.
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For the year ended December 31, 2003, we invested $6,000,000 in our community development assets,
$1,200,000 in the construction of the office building in Puerto Rico, $2,000,000 in-acquired properties and
$2,000,000 in existing properties.

In 2004, $23,757,000 of cash was provided by financing activities compared to $4,564,000 of cash used in
2003 and $1,597,000 net cash used in 2002. Cash used in financing activities generally relates to dividend
distributions to our shareholders, and incurrence and repayment of debt. Generally, new debt incurred during a
period depends upon the net effect of our acquisition, development and refinancing activity. During 2004, we
received approximately $15,000,000 of cash proceeds from the refinancing of two of our apartment properties'
mortgages, $16,000,000 acquisition loan proceeds in conjunction with the property acquisition discussed above and
$16,000,000 of development loan proceeds received during the year in conjunction with construction of the office
building in Puerto Rico, our homebuilding project in Parque Escorial and the development of the land in Fairway
Village. Proceeds received from debt financing in 2004 were offset by $29,845,000 of debt curtailments and
$1,793,000 of cash dividends distributed to our shareholders on February 25, 2004, June 9, 2004, September 10,
2004 and December 10, 2004. o ;

2004 Debt Summary (In thousands)

MATURITY BALANCE Total Total BALANC
DATE 12/31/03 Advances Repayments 12/31/04
Recourse Debt:
Southtrust- St. Charles land loan | : 11/26/04 $ 2,000 $ - 3 2,000 $
Columbia Bank - St. Charles land loan I 2/15/06 2,218 - 2,218
Maryland Bank & Trust-Apartment acquisition equity loan 1/23/13 1,951 - 55 1,8
Charles County-St. Charles land loan 6/119 739 7,261 205 7,7
FirstBank - Parque Escorial land loan - 6/30/05 9,799 6,238 11,556 4,4
KEMBT Corporation-Puerto Rico land loan ; 6/30/05 6,005 - 3,277 2,7
FirstBank - Brisas Construction loan : Paid 22 137 159
FirstBank - Torres Construction loan 3/31/07 - 8,792 8,7
Banco Popuiar de PR-Puerto Rico land loan 6/30/05 1,900 - 400 1,5
Other Miscellaneous Debt 2/2005 - 6/2009 300 110 208 2
Total Recourse Debt . $ 24,934 $ 22,538 § 20,078 § 27,3
Non-Recourse Debt:
Retired Debt 10/2019 - 3/2028 $ 6,490 $ - % 6,490 §$
Replacement Debt 1/2014 - 2/2039 - 14,800 57 14,7
Acquisition Debt ‘ S 11/1/14 - 16,191 - 16,1
Other Apartment Mortgages : 11/2013 - 7/2038 62,246 - 920 61,3
Commercial Properties ' 10/31/05 2,243 4,376 - 6,6'
Total Non-Recourse Debt j $ 70,979 $ 35,367 $ 7,467 $ 98,8
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Contractual Financial Obligations
The following chart reflects our contractual financial obligations as of December 31, 2004:

Payments Due By Period
Less Than After
Total 1 Year 1-3 Years 4-5 Years S Years
(In thousands)

Total recourse debt-community development
and homebuilding $2529 $§ 9,122 $10,092 $ 942 3 5,140
Total recourse debt-investment properties 1,896 57 193 152 1,494
Total non-recourse debt-investment properties 98,879 7,779 4,452 3,622 83,026
Capital lease obligations 90 34 34 22 -
Operating lease obligations 1,765 532 872 361 -
Purchase obligations 26,338 9,098 17,210 30 -
Total contractual cash obligations $154,264 $ 26,622 $32,853 $ 5,129 $89,660

Recourse Debt — U.S. Operations

During 2002, we settled our long-standing disputes with the Charles County Government. As part of that
settlement, the County agreed to issue tax-exempt bonds to fund certain major infrastructure in St. Charles and we
agreed to provide letters of credit to secure the bonds and escalate our development pace. The bonds will be repaid
from future lot sales in St. Charles. In March 2004, the Charles County Commissioners issued an $8,000,000
Consolidated Public Improvement Bond Offering ("Bonds") on behalf of the Company. The fifteen-year bonds bear
an interest rate between 4% and 5% and call for semi-annual interest payments and annual principal payments. In
October 2004, we finalized an agreement with the County that stipulates the borrowing and repayment provisions
for the funds advanced. Under the terms of the agreement, the Company is obligated to pay interest and principal on
the full amount of the Bonds; as such, the Company has recorded debt for $8,000,000 and a receivable from the
County, which is included in our Community Development assets, for $4,810,000 representing the remaining Bond
proceeds to be advanced to the Company over an eighteen month period by the Charles County Commissioners as
major infrastructure development within the project occurs. As part of the agreement, the Company will pay the
County Commissioners a monthly payment equal to one-sixth of the semi-annual interest payments due on the
Bonds and one-twelfth of the annual principal payment due on the Bonds. In connection with the arrangement, the
Company is required to provide a letter of credit to secure the repayment of the Bond. This letier of credit was
issued by U.S. Home as part of a residential lot sales contract for 1,950 lots in Fairway Village. In March 2005,
Charles County Government issued a $6,000,000 bond with an interest rate escalating from 5% to 5.125% to
provide funding for major infrastructure in St. Charles under terms consistent with the bonds issued in 2004.

In January 2003, the Company completed its acquisition of a 95 percent ownership interest in two
partnerships that own apartment units through its subsidiary AHP. AHP financed the acquisition through a
$2,000,000 ten-year loan. The loan matures in January 2013.

Recourse Debt - Puerto Rico Operations

Substantially all of the Company's community development and homebuilding assets within its Puerto Rico
segment are encumbered by recourse debt. LDA's land loans due to FirstBank with an aggregate outstanding
balance of $4,481,000 and $2,728,000 due KEMBT corporation are expected to be repaid from land sales prior to
their maturity on June 30, 2005. The LDA loans due FirstBank and the loan due KEMBT are subject to cross-
collateral and cross-default provisions. The Company obtained a construction loan in March 2004 for its next
homebuilding project, Torres del Escorial. The construction loan with FirstBank carries a $26,000,000 revolving
line of credit with aggregate advances not to exceed $15,000,000 outstanding at any one time., The loan is secured
by a mortgage on the property and will be repaid primarily by the proceeds of the home sales, which are scheduled
to begin in the third quarter of 2005. Construction advances of $17,208,000 remain available under this credit
facility.

Non-Recourse Debt — U.S. Operations

As more fully described in Note 4 of the Notes to Consolidated Financial Statements, the non-recourse
apartment properties’ debt is collateralized by apartment projects and secured by the Federal Housing
Administration ("FHA") or the Maryland Housing Fund.

As discussed above in cash used in investing activities, the Company financed the acquisition of the assets
of two apartment properties with a non-recourse mortgage of $16,191,000. The loan matures in ten years and bears
an interest rate of 5.49%.
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On March 1, 2005, the non-recourse mortgage for one of our wholly owned apartment properties, Lancaster
Apartment Partnership, was refinanced with a non-recourse mortgage loan of $8,832,000 with a lower interest rate
of 5.215%. The proceeds from the refinancing will be used for capital improvements at the property site, repayment
of long-term notes and working capital loans to the general partner (the Company) and distributions to the general
and limited partners.

We are actively seeking additions to our rental property portfolio. We are currently pursuing various
opportunities to purchase apartment properties in the Baltimore, Maryland and Washington, D.C. areas. If these
properties meet our requirements, we intend on financing their acquisition.

Non-Recourse Debt — Puerto Rico Operations

A construction loan of $8,625,000 from Banco Popular of Puerto Rico was secured to fund the
development and constructton costs of the office building in Parque Escorial. The construction loan is scheduled to
convert into a 30-year term loan during 2005 prior to its maturity on October 31, 2005. As of December 31, 2004,
the outstanding balance on the construction loan was $6,619,000.

Purchase Qbligations

In addition to our contractual obligations described above we have other purchase obligations consisting
primarily of contractual commitments for normal operating expenses at our apartment propetties, recurring
corporate expenditures including compensation agreements and audit fees, non-recurring corporate expenditures
such as improvements at our investment properties and costs associated with devéloping our land in the U.S. and
Puerto Rico. Also, we intend to repurchase a piece of land from a power plant company for $2,400,000. Our U.S.
and Puerto Rico land development contracts are subject to increases in cost of materials and project overruns. Cur
overall capital requirements will depend upon acquisition opportunities, the level of improvements on existing
properties and the cost of future phases of residential and commercial land development.

During 20085, we will seek additional development loans, construction loans and permanent mortgages for
continued development of St. Charles, a new apartment project in St. Charles, the new office building in Puerto Rico
and other potential rental property opportunities. We expect that our financing efforts will be successful but there
can be no assurances that we will be able to obtain necessary financing on acceptable terms or at all. The Company
will evaluate and determine on a continuing basis, depending upon market conditions and the outcome of events
described as "forward-looking statements" in this Annual Report, the most efficient use of the Company's capital,
including acquisitions and dispositions, purchasing, refinancing, exchanging or retiring certain of the Company's
outstanding debt obligations or repurchasing shares of its common stock in privately negotiated transactions, open
market transactions or by other direct or indirect means to the extent permitted by law and its existing contractual
obligations.

DEBT GUARANTEES AND OQTHER CBLIGATIONS

ACPT and its subsidiaries typically provide guarantees for another subsidiary’s loan or letters of credit. In
many cases more than one company guarantees the same debt. All of these companies are consolidated and the debt
or other financial commitment is included in ACPT’s consolidated financial statements. These guarantees should
not impair our ability to conduct our business through our subsidiaries or to pursue our development plans.

IMPACT OF INFLATION AND CHANGING PRICES

Inflation has been moderate in recent years. In general, we attempt to minimize any inflationary effect by
increasing our market rents, land prices and home prices. However, in recent history, the increases in the HUD
subsidies have not offset the increase in the costs to insure, operate and maintain the properties, resulting in a
negative impact on our cash flow.

INTERCOMPANY DIVIDEND RESTRICTIONS

Certain of our debt and regulatory agreements require us to abide by covenants which, among other things,
limit the ability of our subsidiaries to pay dividends or distributions. The regulatory agreements governing the
apartment properties limit the dividend to annual or semi-annual distributions of no more than surplus cash. In
addition, the distributions of the 13 apartment properties are limited to a specified annual cumulative rate of return
ranging from 6% to 10%. Lender approval is required prior to LDA or Torres making any cash distributions in
excess of distributions to pay income taxes on LDA’s and Torres' generated taxable income, unless certain
conditions exist that provide for adequate working capital for debt service and operations for the following twelve
months. These restrictions are not expected to impair our ability to conduct our business through our subsidiaries or
to pursue our development plans.
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INSURANCE AND RISK OF UNINSURED LOSS

We carry various lines of insurance coverage for all of our investment properties, including property
insurance and believe that we are adequately covered against normal risks. These policies, and other insurance
policies we carry, have policy specifications, insured limits and deductibles that we consider commercially
reasonable.

We renewed our insurance coverage on May 1, 2004 for our Puerto Rico operations and October 1, 2004
for our US operations for one-year policy terms. Although the insurance coverage provided for in the renewal
policies did not materially change from the preceding year, our premium costs increased overall by 6% as compared
to the prior term.

In November 2002, Congress passed the Terrorism Risk Insurance Act (““TRIA”) which is designed to
make terrorism insurance available. In connection with this legislation, we have purchased insurance in the U.S. for
property damage due to terrorism. Our general liability policy provides TRIA coverage (subject to deductibles and
insured limits) for liability to third parties that result from terrorist acts at our properties.

Mold growth may occur when excessive moisture accumulates in buildings or on building materials,
particularly if the moisture problem remains undiscovered or is not addressed over a period of time. Although the
occurrence of mold at multifamily and other structures, and the need to remediate such mold, is not a new
phenomenon, there has been increased awareness in recent years that certain molds may in some instances lead to
adverse health effects, including allergic or other reactions. To help limit mold growth, we educate residents about
the importance of adequate ventilation and request or require that they notify us when they see mold or excessive
moisture. We have established procedures for promptly addressing and remediating mold or excessive moisture
from apartment homes when we become aware of its presence regardless of whether we or the resident believe a
health risk is present. However, we cannot assure that mold or excessive moisture will be detected and remediated
in a timely manner. If a significant mold problem arises at one of our properties, we could be required to undertake a
costly remediation program to contain or remove the mold from the affected community and could be exposed to
other liabilities. We cannot assure that we will have coverage under our existing policies for property damage or
liability to third parties arising as a result of exposure to mold or a claim of exposure to mold at one of our apartment
properties.
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REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

To the Board of Trustees and Shareholders of
American Community Properties Trust

We have audited the accompanying consolidated balance sheets of American Community Properties Trust and
subsidiaries (a Maryland real estate investment trust) (the “Company”) as of December 31, 2004 and 2003, and the
related consolidated statements of income, changes in shareholders’ equity and cash flows for each of the three years
in the period ended December 31, 2004. These consolidated financial statements are the responsibility of the
Company’s management. Qur responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Company's internal control over financial reporting. Our audit included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control over financial reporting.
Accordingly we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of American Community Properties Trust and subsidiaries at December 31, 2004 and 2003, and
the consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2004, in conformity with U.S. generally accepted accounting principles.

As discussed in Notes 2, 14, and 15, to the Notes to the Consolidated Financial Statements, the accompanying

consolidated balance sheet as of December 31, 2003, and the related consolidated statements of income,
shareholders’ equity, and cash flows for the years ended December 31, 2003 and 2002 have been restated.

M + MLLP

McLean, Virginia
April 13, 2005
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CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31,

2004 2003 2002

(Restated) {Restated)
(In thousands, except per share amounts)

Revenues
Community development-land sales $ 9,675 $ 6,393 $ 9974
Homebuilding-home sales 9,861 21,560 5,012
Rental property revenues 19,007 17,106 11,965
Management and other fees, substantially all from related entities 3,591 3,317 3,772
Reimbursement of expenses related to managed entities 6,877 6,630 6,179
Total revenues 49,011 55,506 36,902
Expenses
Cost of land sales 6,383 4,936 6,985
Cost of home sales 7.474 16,728 4,028
Rental property operating expenses 7,647 7,379 5,059
General, administrative, selling and marketing 9,149 8,116 6,421
Depreciation and amortization 3,328 2,920 2,004
Expenses reimbursed from managed entities 6,877 6,630 6,179
Write-off of deferred project costs 74 1,011 54
Total expenses 40,932 47,720 30,730
Operating Income 8,079 7,786 6,172
Other income (expense)
Interest and other income 528 309 681
Equity in earnings from unconsolidated entities 2,676 1,196 1,244
Interest expense (5,483) (4,012) (2,881)
Minority interest in consolidated entities (1,285) (1,204) (299)
Income before provision for income taxes 4,515 4,075 4,917
Provision for income taxes 1,061 1,213 1,912
Net income $ 3,454 $ 2,862 $ 3,008

Earnings per share

Basic 3 0.67 $0.55 $0.58

Diluted 3 0.67 $0.55 $0.57
Weighted average shares outstanding

Basic 5,192 5,192 5,192

Diluted 5,192 5,199 5,234

The accompanying notes are an integral part of these consolidated statements.
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CONSOLIDATED BALANCE SHEETS

ASSETS
As of December 31,
2004 2003
{Restated)
(In thousands, except share
and per share amounts)
ASSETS:
Cash and Cash Eguivalents
Unrestricted 3 16,138 $ 13,716
Restricted 2,667 1,232
18,805 14,948
Assets Related to Investment Properties
Operating real estate, net of accumulated depreciation
0f $43,464 and 341,193, respectively 65,071 45,992
Other operating assets, net of amortization of $412 and $322, respectively 7,844 6,751
Investment in unconsolidated apartment partnerships 3,942 4,419
Investment in unconsolidated commercial property partnerships 4,872 4914
Other receivables 641 558
Development cost and construction 9,052 3,392
91,422 66,026
Assets Related to Community Development
Land and development costs
Puerto Rico 25,078 28,250
St. Charles, Maryland 24,444 25,001
Receivable from bond proceeds 4,810 -
Notes receivable on lot sales and other 301 87
Investment in joint venture 5,625 -
60,258 53,338
Assets Related to Homebuilding
Condominiums under construction 10,675 6,010
Other Assets »
Deferred tax assets 1,362 -
Receivables and other 873 1,538
Property, plant and equipment, less accumulated depreciation
of $1,580 and $1,452, respectively 632 - 637
2,867 2,175
Total Assets ' $ 184,027 $ 142,497

The accompanying notes are an integral part of these consolidated statements.
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LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES:
Liabilities Related to Investment Properties

As of December 31,

2004

2003

(Restated)
(In thousands, except share

and per share amounts)

Recourse debt 1,896 A 1,951
Non-recourse debt 98,879 70,979
Accounts payable, accrued liabilities and deferred income 8,034 5,730
108,809 78,660
Liabilities Related to Community Development
Recourse debt 8,709 22,661
Recourse debt-County Bonds 7,795 -
Accounts payable and accrued liabilities 4,485 1,923
Deferred income related to joint venture 4,277 -
25,266 24,584
Liabilities Related to Homebuilding :
Recourse debt 8,792 22
Accounts payable and accrued liabilities 1,998 1,304
10,790 1,326
Other Liabilities
Accounts payable and accrued liabilities 3,171 2,538
Notes payable and capital leases 202 300
Accrued income tax liability-current 1,622 2,068
Accrued income tax liability-deferred - 515
4,995 5,421
Total Liabilities 149,860 109,991
Shareholders' Equity
Common shares, $.01 par value, 10,000,000 shares authorized,
5,191,554 shares issued and outstanding as of
December 31, 2004 and 2003 52 52
Treasury stock, 67,709 shares at cost (376) (376)
Additional paid-in capital 16,964 16,964
Retained earnings 17,527 15,866
Total Shareholders' Equity 34,167 32,506
Total Liabilities and Shareholders' Equity 142,497

184,027 $

The accompanying notes are an integral part of these consolidated statements.
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CONSOLIDATED STATEMENT OF CHANGES

IN SHAREHOLDERS’ EQUITY

Additional
Common Shares Treasury Paid-in Retained .
Number Par Value Stock Capital Eamings Total
(In thousands, except share amounts)
Balance December 31, 2001, as 5,191,554 $ 52 $ (87) $ 18354 $ 10815 § 29,134
previously reported '
Restatement adjustment - - - - (816) (816)
Net income - - - - 3,005 3,005
Balance December 31, 2002 5,191,554 52 (87) 18,354 13,004 31,323
Net income - - - - 2,862 2,862
Acquisition of rental properties
from a related party - - - (1,290) - (1,290)
Repurchase warrants of
225,500 shares - - - (100) - (100)
Acquisition of 50,350 shares of
treasury stock in satisfaction
of related party receivables - - (289) - - (289)
Balance December 31, 2003 5,191,554 52 (376) 16,964 15,866 32,506
Net income - - - - 3,454 3,454
Dividends paid - - - - (1,793) (1,793)
Balance December 31, 2004 5,191,554 $ 52 $ (376) $ 16964 § 17,527 § 34,167

The accompanying notes are an integral part of these consolidated statements.
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Cash Flows from Operating Activities
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:

CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31,

2004 2003 2002
(Restated) (Restated)
(In thousands)

$ 3454 § 2,862 % 3,005

Depreciation 3,328 2,920 2,004
Benefit for deferred income taxes (1,878) (823) (840)
Equity in earnings-unconsolidated entities (2,676) (1,196) (1,244)
Cost of sales-community development 6,383 4,936 6,985
Cost of sales-homebuilding 7,474 16,728 4,028
Stock based compensation expense 640 498 36
Minority interest in consolidated entities 1,285 1,204 299
Amortization of deferred loan costs 697 42 32
Changes in notes and accounts receivable (64) 1,302 5,596
Homebuilding-construction expenditures (8,204) (8,847) (10,990)
Write-off of deferred project costs 74 1,011 54
Deferred income-joint venture 4,277 - -
Changes in accounts payable, accrued liabilities 3,661 (3,911) 3,953
Net cash provided by operating activities 18,451 16,726 12,918
Cash Flows from Investing Activities
Investment in community development assets (11,963) (5,998) (7,900)
Investment in office building and apartment construction (5,660) (1,216) -
Change in investments-unconsolidated apartment partnerships 1,402 593 4,276
Change in investments-unconsolidated commercial partnerships 1,793 700 606
Change in restricted cash . (1,435) (317) 338
Additions to of rental operating properties, net (23,777) (1,765) (2,091)
Acquisition of general partner/limited partner interest in
Coachman's Landing and Village Lake - (837) -
Other assets (146) (396) (761)
Net cash used in investing activities (39,786) (9,236) (5,532)
Cash Flows from Financing Activities
Cash proceeds from debt financing 53,149 39,917 15,428
Payment of debt (29,845) (44,092) (17,025)
County Bonds proceeds, net of undisbursed funds 2,246 - -
Acquisition of treasury stock and warrants - (389) -
Dividends paid to shareholders (1,793) - -
Net cash provided by (used in) financing activities 23,757 (4,564) (1,597)
Net Increase in Cash and Cash Equivalents 2,422 2,926 5,789
Cash and Cash Equivalents, Beginning of Year 13,716 10,790 5,001
Cash and Cash Equivalents, End of Year 16,138 13,716 10,790

The accompanying notes are an integral part of these consolidated statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) ORGANIZATION

American Community Properties Trust ("ACPT") was formed on March 17, 1997 as a real estate
investment trust under Article 8 of the Maryland Trust Law. ACPT was formed to succeed to most of Interstate
General Company L.P.'s ("IGC" or "Predecessor") real estate operations.

On October 5, 1998 IGC transferred to ACPT the common shares of four subsidiaries that collectively
comprised the majority of the principal real estate operations and assets of IGC. In exchange, ACPT issued to IGC
5,207,954 common shares of ACPT, all of which were distributed ("the Distribution") to the partners of IGC. IGC
distributed to its partners the 5,207,954 common shares of ACPT, resulting in the division of IGC's operations into
two companies. The shares were distributed on a basis of one ACPT share for every two IGC Units and a
proportionate share to IGC's general partners.

ACPT is a self-managed holding company that is primarily engaged in the investment of rental properties,
property management services, community development, and homebuilding. These operations are concentrated in
the Washington, D.C. metropolitan area and Puerto Rico and are carried out through American Rental Properties
Trust ("ARPT"), American Rental Management Company ("ARMC "), American Land Development U.S., Inc.
("ALD") and IGP Group Corp. ("IGP Group") and their subsidiaries. ACPT is taxed as a partnership. ARPT,
ARMC and ALD are taxed as U.S. corporations and IGP Group's income is subject to Puerto Rico income taxes.

ARPT

ARPT holds an ownership interest in 17 entities owning apartment properties ("U.S. Apartments")
indirectly through American Housing Properties L.P. ("AHP"), a Delaware partnership, in which ARPT has a 99%
limited partner interest and American Housing Management Company, a wholly owned subsidiary of ARPT, has a
1% general partner interest.

ARMC

ARMC performs the United States property management operations. The U.S. property management
operations provide management services for the U.S. Apartments and for other rental apartments not owned by
ACPT.

ALD '
ALD owns and operates the assets of ACPT's United States community development. These include the
following:
1. A 100% interest in St. Charles Community LLC ("SCLLC") which holds approximately 4,025
acres of land in St. Charles, Maryland.
2. The Class B interest in Interstate General Properties Limited Partnership S.E., a Maryland
partnership ("IGP") that represents IGP's rights to income, gains and losses associated with land in
Puerto Rico held by Land Development Associates, S.E. ("LDA") and designated for development
as saleable property.
3. Through SCLLC, a 50% interest in a land development joint venture, St. Charles Active Adult
Community, LLC ("AAC").
1GP Group

IGP Group owns and operates the assets of ACPT's Puertc Rico division indirectly through a 99% limited
partnership interest and 1% general partner 1nterest in IGP excluding the Class B IGP interest transferred to ALD.
IGP's assets and operaticns include:

1. a 100% partnership interest in LDA, a Puerto Rico special partnership, which holds 180 acres of
land in the planned community of Parque Escorial and 490 acres of land in Canovanas;

2. general partner interests in 9 Puerto Rico apartment partnerships, limited partner interest in 1 of
the 9 partnerships;

3. a limited partnership interest in ELI, S.E. ("ELI"), that shares 45.26% of the future cash flow
generated from a 30 year lease to the State Insurance Fund of the Government of Puerto Rico.

4. a 100% ownership interest through LDA and IGP in Brisas de Parque Escorial, Inc. ("Brisas"),

Torres del Escorial, Inc. ("Torres") and Escorial Office Building I, Inc., Puerto Rico corporations
which were organized to build 208 and 160 condominium units and a three-story office building of
57,000 sq. ft. of construction area, respectively.

5. A 100% ownership interest in Interstate Commercial Properties, Inc. ("ICP"), a Puerto Rico
corporation organized to hold a limited partner interest in El Monte Properties S.E. ("EMP"), the
owner of a commercial property.
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(2) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Restated and Reclassified Financial Data

As more fully described in Notes 14 and 15, the Company restated its audited financial results of the fiscal
years ended December 31, 2003 and 2002, and its unaudited quarterly results for the periods ended March 31, 2004,
June 30, 2004 and September 30, 2004 and its unaudited quarterly results for the year ended December 31, 2003
(see Note 15) to reflect adjustments for the following:

e The Company corrected its accounting for cash distributions received from unconsolidated limited
partnerships in which the Company is a general partner. Previously, the Company recorded cash
distributions received from limited partnerships financed with non-recourse mortgages that were in excess
of its investment basis as income. As part of the restatement and for future distributions, the Company will
defer recognition of distributions received in excess of basis from limited partnerships in which the
Company is the general partner.

e  The Company commenced recording minority interest expense for cash distributions paid to the minority
limited partners in our consolidated partnerships when those partners no longer had any basis in those
consolidated partnerships. Previously, the distributions reduced the aggregate minority interest obligation
recorded by the Company.

s The Company changed its accounting method for its general partner interest in Crossland Associates
Limited Partnership. Prior to the restatement, the Company's investment in Crossland had been recorded
under the equity method due to certain important rights previously held by the limited partners. One of
those rights expired in a year prior to the restatement period. As a result, the Company became the
controlling partner and was required to consolidate the partnership. The adjustment to consolidate
Crossland reflects the effects of excess cash distributions previously recognized as income and the
expensing of excess distributions to minority partners as described above.

The adjustments resulted in the following (decrease) in net income and earnings per share — basic and
earnings per share — diluted (in thousands except per share data):

For the Nine Months
Ended Years Ended December 31,
September 30, 2004 2003 2002
Net income $ (835) $(2,098) $(714)
Earnings per share - basic and diluted $(0.16) $ (0.40) $(0.14)

Basis of Presentation

The accompanying consolidated financial statements include the accounts of American Community
Properties Trust and its majority owned subsidiaries and partnerships, after eliminating all intercompany
transactions. All of the entities included in the consolidated financial statements are hereinafter referred to
collectively as the "Company” or "ACPT". As of December 31, 2004, the consolidated group includes ACPT and
its four major subsidiaries, American Rental Properties Trust, American Rental Management Company, American
Land Development U.S., Inc. and IGP Group Corp. In addition, the consolidated group includes American Housing
Management Company, American Housing Properties L.P., St. Charles Community, LLC, Interstate General
Properties Limited Partnership, S.E., Land Development Associates S.E., LDA Group LLC, Torres del Escorial,
Inc., Escorial Office Building I, Inc., Interstate Commercial Properties, Inc., Bannister Associates Limited
Partnership, Coachman's Limited Partnership, Crossland Associates Limited Partnership, Fox Chase Apartments
General Partnership, Headen House Associates Limited Partnership, Lancaster Apartments Limited Partnership,
New Forest Apartments General Partnership, Owings Chase, LLC, Palmer Apartments Associates Limited
Partnership, Prescott Square, L1LC, Village Lake L.P., Wakefield Terrace Associates Limited Partnership, and
Wakefield Third Age Associates Limited Partnership. The assets and liabilities contributed to ACPT were
transferred at their cost basis because of affiliate ownership and common management.

The Company's investments in its partnerships that it does not control are recorded using the equity method
of accounting. Refer to Note 3 for further discussion regarding Investments in Unconsolidated Real Estate Entities.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of Significant Accounting Policies ‘

Sales, Profit Recognition and Cost Capitalization

In accordance with Statement of Financial Accounting Standard (“SFAS”) No. 66, “Accounting for Sales
of Real Estate,” community development land sales are recognized at closing when sufficient down payments have
been obtained, possession and other attributes of ownership have been transferred to the buyer, and ACPT has no
significant continuing involvement. Home sales revenues are recognized upon settlement with the homebuyers.

In accordance with SFAS 67 "Accounting for Costs and Initial Rental Operations of Real Estate Projects”,
the costs of acquiring and developing land are allocated to these assets and charged to cost of sales as the related
inventories are sold. Within our homebuilding operations, the costs of acquiring the land and construction of the
condominiums are allocated to these assets and charged to cost of sales as the condominiums are sold. The cost of
sales is determined by the relative sales method. The portion of interest allocated to land and other projects during
the development and construction penod is capitalized to the extent of qualifying assets. Remaining interest costs
are expensed. ‘ 1-

Revenue Recognition for Rental Properties

Rental income related to leases is recognized on an accrual basis when due from residents and applicable
government agencies in accordance with SEC Staff Accounting Bulletin No. 104, "Revenue Recognition" and
Statement of Financial Accounting Standards ("SFAS") No. 13, "Accounting for Leases.” In accordance with the
Company's standard lease terms, rental payments are generally due on a monthly basis. Any cash concessions given
at the inception of the lease are amortized over the approximate life of the lease, which is generally one year. Leases
entered into between a resident and a property for the rental of an apartmerit unit are generally year-to-year,
renewable upon consent of both parties on an annual basis or monthly basis for shorter term leases.

Allowance for Doubtful Accounts

We record a provision for losses on accounts receivable equal to the estimated uncollectible amounts. This
estimate is based on our historical experience and a review of the current status of the Company's receivables. The
allowance for uncollectible receivables was $1,139,000 and $927,000 at December 31, 2004 and 2003, respectively.

Management Fees
The Company recognizes revenue from property management, development and other services in the

period in which services are rendered and fees earned. The Company defers the portion of the refinancing fees
related to its ownership percent in those partnerships and amortizes them into income over the term of the respective
partnerships’ loans. »

Impairment of Long-Lived Assets

ACPT carries its rental properties, homebuilding inventory, land and development costs at the lower of cost
or fair value in accordance with Statement of Financial Accounting Standards ("SFAS") No. 144, "Accounting for
the Impatrment or Disposal of Long-Lived Assets." Because our real estate assets are considered long-lived assets
under U.S. GAAP, we are required to evaluate whether the carrying amount of each of these assets will be recovered
from their undiscounted future operating cash flows. If the carrying value were to be greater than the undiscounted
future operating cash flows, we would recognize an impairment loss to the extent the carrying amount is not
recoverable. Our estimates of the undiscounted future operating cash flows expected to be generated are based on a
number of assumptions that are subject to economic and market uncertainties, including, among others, demand for
apartment units, competition for tenants, changes in market rental rates, and costs to operate each property. Upon
determination that impairment has occurred, the Company records an impairment charge equal to the excess of the
historical cost over fair value. There have been no impairment charges for the years ended December 31, 2004, 2003
and 2002.

Cost Reimbursements

The Company's management agreements require the rental partnerships to pay a management fee plus
reimburse the Company for certain payroll and out of pocket expenses incurred on behalf of the partnerships.
Consistent with EITF Topic 01-14, "Income Statement Characterization of Reimbursements Received for Out of
Pocket Expenses Incurred", which became effective January 1, 2002, The Company adopted this policy and
presented the reimbursements as revenues for the years-ended December 31, 2004, 2003 and 2002.
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Operating Real Estate and Depreciation

The Company's operating real estate is stated at cost and includes all costs related to acquisitions,
development and construction. The Company makes assessments of the useful lives of our real estate assets for
purposes of determining the amount of depreciation expense to reflect on our income statement on an annual basis.
Maintenance and other repair costs are charged to operations as incurred. The assessments, all of which are
judgmental determinations, are as follows:

¢ Buildings and improvements are depreciated over five to forty years using the straight-line or double
declining balance methods,
Furniture, fixtures and equipment are depreciated over five to seven years using the straight-line method

¢ Leasehold improvements are capitalized and depreciated over the life of the lease or their estimated useful
life, whichever is shorter,

The table below presents the major classes of depreciable assets as of December 31, 2004 and 2003 (in
thousands):

2004 2003
(Restated)
Land $ 8,110 § 5,949
Building 91,319 74,023
Building improvements 3,616 1,986
Equipment 5,490 5,227
108,535 87,185
Accumulated depreciation 43,464 41,193
Operating properties, net $ 65,071 § 45,992

In addition, the Company owned other property and equipment of $632,000 and $637,000, net of
accumulated depreciation, respectively, as of December 31, 2004 and 2003. Total depreciation expense was
$3,328,000, $2,920,000 and $2,004,000 for the years ended December 31, 2004, 2003 and 2002, respectively.

Acquired Real Estate Properties

On October 29, 2004, the Company, through its subsidiary AHP, completed the acquisition of the assets of
two apartment properties in Pikesville, Maryland containing a total of 307 apartment units. The properties were
purchased for approximately $20,000,000. We allocated the purchase price of acquired properties to the related
physical assets and in-place leases based on their fair values, in accordance with SFAS No. 141, “Business
Combinations.” The Company allocated the purchase price to land, building and intangibles based on the relative
fair value of each component. The value ascribed to in-place leases is based on the rental rates for the existing leases
compared to market rent for leases of similar terms and present valuing the difference based on tenant credit risk
rates. In preparing this calculation, we considered the estimated costs to make an apartment unit rent ready
{frequently called turnover costs), the estimated costs and lost income associated with executing a new lease on an
apartment unit, and the remaining terms of leases in place. The Company depreciates the amounts allocated to
building and improvements over 25 years on a straight-line basis and amortizes the amounts allocated to intangible
assets relating to in-place leases, totaling $483,000, which are included in other operating assets in the
accompanying balance sheet, over the remaining term of the related leases, which is no longer than one year.

> ¥ ~4 SNNA Aninitial RPooapT



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The acquisition of Owings Chase and Prescott Square is included within our results of operations from the date of
acquisition, October 29, 2004. The following unaudited pro forma results of operations reflect this transaction as if
it had occurred at the beginning of the periods presented. In our opinion, all significant adjustments necessary to
reflect the effects of the acquisition have been made.

Unaudited Pro Forma Unaudited Pro Forma
For the Year Ended  For the Year Ended

12/31/2004 12/31/2003
{Restated)
© (in thousands, except per share data)

Operating revenue $ 50,930 $ 57,728
Net income $ 3,020 § 2416
Earnings per share-basic 3 058 § 0.47
Earnings per share-diluted 5 058 ¢ 046
Weighted average shares-basic 5192 - 5,192
Weighted average shares-diluted 5,192 5,199

The following summarizes the purchase price allocation for the 2004 acquisition ($ in thousands):

Land $ 2,161
Building 17,295
Intangible assets (leases) 483
Total 3 19,939

Investment in Unconsolidated Apartiment Partnerships

Pursuant to the respective partnership agreements, the general pariners of the unconsolidated partnerships
are prohibited from selling or encumbering their general partner interest or selling the partnership assets without
majority limited partner approval. The Company accounts for its investments in unconsolidated apartment
partnerships under the equity method of accounting as the Company exercises significant influence, but does not
control these entities. Under the equity method of accounting the net equity investment of the Company is reflected
in the Consolidated Balance Sheet and the Company’s share of net income from the partnership is included on the
Consolidated Statement of Operations.

ACPT's investment in apartment partnerships consists of long-term receivables, nominal capital
contributions, working capital loans and ACPT's share of unconsolidated partnership income and losses. The
working capital loans receive priority distributions from the cash flow generated from the operations of the
partnerships. The long-term receivables represent loans to the partnerships for payment of construction and
development costs in excess of the project mortgages.

Certain partnerships accumulate cash from operations in excess of the maximum distribution amounts
permitted by the U.S. Department of Housing and Urban Development ("HUD") and other regulatory authorities.
This surplus is deposited into restricted escrow accounts controlled by HUD and may be used for maintenance and
capital improvements with the approval of HUD or also can be made available to pay the long-term receivables due
to ACPT and to make cash distributions to ACPT and the limited partners when the partnerships' projects are
refinanced or sold.

Minority Interest in Consolidated Entities

We reflect unaffiliated partners’ interests in consolidated real estate partnerships as an accrued liability on
our consolidated balance sheet. This accrued liability in consolidated real estate partnerships represents the minority
partners' share of the underlying net assets of our consolidated real estate partnerships. When these consolidated
real estate partmerships make cash distributions or allocate losses to partners in excess of the minority partners' basis
in the property, we generally record a charge equal to the amount of such excess distribution, even though there is
no economic effect or cost. We report these charges in the consolidated statements of income as minority interest in
consolidated entities. For the years ended December 31, 2004 and 2003, we recorded charges for excess partnership
losses and distributions to minority partners of approximately $1,084,000 and $906,000, respectively.

Cash and Cash Equivalents
Cash and cash equivalents — unrestricted includes cash on hand, unrestncted deposits with financial
institutions and short-term investments with original maturities of three months or less.
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Cash and cash equivalents — restricted includes funds held in restricted escrow accounts used for
maintenance and capital improvements with the approval of HUD and/or the State Finance Agency. Cash flow from
our consolidated apartment properties whose mortgage loans are insured by the Federal Housing Authority ("FHA"),
or financed through the housing agencies in Maryland, Virginia or Puerto Rico (the "State Financing Agencies,") are
subject to guidelines and limits established by the apartment partnerships’ regulatory agreements with HUD and the
State Financing Agencies. The regulatory agreements also require that if cash from operations exceeds the allowable
cash distributions, the surplus must be deposited into restricted escrow accounts held by the mortgagee and
controlled by HUD or the applicable State Financing Agency.

Income Taxes

ACPT does not expect to be subject to U.S. income taxes under current law. ACPT's shareholders are
expected to be taxed directly on their share of ACPT's income. ALD and ARMC are subject to federal and state tax
at the applicable corporate rates. ARPT qualified as a real estate investment trust during 1998, but did not meet the
ownership requirements in 1999. Therefore commencing in 1999, ARPT has been taxed as an U.S. C corporation.
Furthermore, IGP Group, Inc. is subject to Puerto Rico income tax on its Puerto Rico source income.

Earnings Per Share and Dividends
The Company follows the provisions of SFAS No. 128, “Earnings per Share.” The calculation of basic

earnings per share is based on the average number of common shares outstanding during the period. The calculation
of diluted earnings per share includes the effect of all potentially dilutive securities (primarily outstanding common
stock options and warrants as described in Note 8). The following table presents the number of shares used in the
calculation of basic earnings per share and diluted earnings per share (in thousands, except per share data):

Year Ended December 31
2004 2003 2002
(Restated) (Restated)
Net income $ 3454 $ 2,862 $ 3,005
Weighted average shares outstanding 5,192 5,192 5,192
Dilutive effect of warrants - 7 42
Weighted average of fully diluted shares outstanding 5,192 5,199 5,234
Earnings per share:
Basic , $ 067 $ 055 § 058
Diluted $ 067 $ 055 $ 057

The Company accrues dividends when declared. During the year ended December 31, 2004, the Company
declared and paid cash dividends of $0.35 per share on the 5,191,554 common shares outstanding. There were no
dividends declared or paid during the years ended December 31, 2003 and 2002.

Comprehensive Income
ACPT has no items of comprehensive income that would require separate reporting in the accompanying
consolidated statements of shareholders' equity.

Reclassification
Certain amounts from prior years have been reclassified to conform to our current year’s presentation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States, which we refer to as GAAP, requires management to make estimates and assumptions that affect the
amounts reported in the financial statements, and accompanying notes and disclosures. These estimates are prepared
using management’s best judgement, after considering past and current events and economic conditions. Actual
results could differ from those estimates.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Impact of Recently Issued Accounting Standards

SFAS No. 150

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity.” SFAS No. 150 requires that instruments that are redeemable upon
liquidation or termination of an issuing subsidiary that has a limited life are considered mandatorily redeemable
shares in the financial statements of the parent company. Accordingly, those non-controlling interests are required to
be classified as liabilities in the parent's company's consolidated financial statements and reported at settlement
value. SFAS No. 150 was effective for the company as of July 1, 2003. On October 29, 2003, the FASB indefinitely
delayed the provision of the statement related to non-controlling interests in limited-life subsidiaries that are
consolidated. Most of the housing partnerships that the Company holds the general partner interest in have limited
lives based on the terms of the partnership agreement. We anticipate further guidance or modifications from the
FASB and have not determined the financial statement impact, if any, on the Company's financial statements of
SFAS 150 as currently stated.

SFAS 123(R)

In December 2004, the FASB issued SFAS No. 123(R), "Share Based Payment," a revision of SFAS No.
123, which is similar in concept to SFAS No. 123, but requires all share-based payments to employees, including
grants of employee stock options, to be recognized in the financial statements based on their fair values. Pro forma
disclosure is no longer an alternative. This revision is effective in the first interim or annual reporting period
beginning after January 1, 2006. This revision is not expected to have a material impact on the Company's financial
condition or results of operations.

FIN 45

In November 2002, the FASB issued Interpretation No. ("FIN") 45, "Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Direct Guarantees of Indebtedness of Others." FIN 45
elaborates on the disclosures to be made by a guarantor in its interim and annual financial statements about its
obligations under certain guarantees that it has issued. It also clarifies that a guarantor is required to recognize, at
the inception of a guarantee, a liability for the fair value of the obligations undertaken in issuing the guarantee. The
Company adopted the disclosure provisions for the preparation of these financial statements and will apply the
initial recognition and initial measurement provisions of FIN 45 on a prospective basis for any guarantees issued or
modified after December 31, 2002. The adoption of FIN 45 did not have a material impact on our financial condition
or results of operations.

FIN 46

In January 2003, the Financial Accounting Standards Board issued FASB Interpretation No. 46 (revised
December 2003) (FIN 46-R), “Consolidation of Variable Interest Entities.” FIN 46-R clarifies the application of
Accounting Research Bulletin 51, Consolidated Financial Statements, for certain entities that do not have sufficient
equity at risk for the entity to finance its activities without additional subordinated financial support from other
parties or in which equity investors do not have the characteristics of a controlling financial interest (“variable
interest entities”). Variable interest entities within the scope of FIN 46-R are required to be consolidated by their
primary beneficiary. The objective of FIN 46-R is to improve financial reporting by companies involved with
variable interest entities by requiring that they be consolidated by the company if the company absorbs a majority of
the entity's expected losses, receives a majority of the entity's expected residual returns, or both, as a result of
ownership, contractual or other financial interests in the entity. We adopted FIN 46-R as of March 31, 2004. Its
adoption did not have a material impact on our financial position, results of operations or cash flows.

As discussed in Note 3, our Company holds interests in and acts as the managing agent of certain
partnerships established for the purpose of constructing and renting residential housing. We have determined that
two of our unconsolidated apartment partnerships, Brookside Gardens and Lakeside Apartments, are variable
interest entities under FIN 46-R, however, the Company is not required to consolidate the partnerships due to the
fact that it is not the primary beneficiary and does not bear the majority of the expected losses. The Company is
exposed to losses for Brookside of $241,000 and Lakeside of $179,000, consisting of our net investment, loans and
unpaid fees. All amounts are fully reserved. Pursuant to the partnership agreement for Brookside, the Company, as
general partner, is responsible for providing operating deficit loans to the partnership in the event that it is not able
to generate sufficient cash flows from its operating activities.
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(3) INVESTMENT IN UNCONSOLIDATED REAL ESTATE ENTITIES

The Company accounts for investments in unconsolidated real estate entities that are not considered
variable interest entities under FIN 46 in accordance with SOP 78-9 "Accounting for Investments in Real Estate
Ventures" and APB Opinion No. 18 "The Equity Method of Accounting for Investments in Common Stock". The
Company's investments in unconsolidated real estate entities accounted for under the equity method of accounting
consisted of general partnership interests in 13 limited partnerships which own apartment properties in the United
States and Puerto Rico; a limited partnership interest in two limited partnerships that own commercial properties in
Puerto Rico; and a 50% ownership interest in a limited liability company.

The Company considers many factors in determining whether or not an investment should be recorded
under the equity method, such as economic and ownership interests, authority to make decisions, and contractual
and substantive participating rights of the partners. Income and losses are recognized in accordance with the terms
of the partnership agreements and any guarantee obligations or commitments for financial support.

Apartment Partnerships

The unconsolidated apartment partnerships as of December 31, 2004 include 13 partnerships owning
3,463 rental units in 16 apartment complexes. These complexes are owned by Alturas Del Senorial Associates
Limited Partnership, Bayamon Garden Associates Limited Partnership, Brookside Gardens Limited Partnership,
Carolina Associates Limited Partnership S.E., Colinas de San Juan Associates Limited Partnership, Essex
Apartments Associates Limited Partnership, Huntington Associates Limited Partnership, Jardines de Caparra
Associates Limited Partnership, Lakeside Apartments Limited Partnership, Monserrate Associates Limited
Partnership, San Anton Associates, Turabo Limited Dividend Partnership and Valle det Sol Associates Limited
Partnership. The Company holds less than a 20% economic interest in Brookside and Lakeside. As a general
partner, we have significant influence over these partnership's operations that is disproportionate to our economic
ownership. In accordance with SOP 78-9 and APB No. 18, these investments are accounted for under the equity
method. The Company holds a general partner interest in the remaining partmerships listed above and pursuant to
the terms of the partnership agreement, has significant influence over the operations of the partnership’s operations.
The general partner generally shares in zero to 5% of profits, losses and cash flow from operations until such time as
the limited partners have received cash distributions equal to their capital contributions. Thereafter, the Company
generally shares in 50% of profits, losses and cash distributions from operations. Pursuant to the partnership
agreements, the general partners of the unconsolidated partnerships are prohibited from selling or encumbering their
general partner interest or selling the apartment complex without majority limited partner approval. The limited
partners of certain partnerships have additional rights such as: the partnership cannot be terminated without their
approval and the ability to remove the general partner under certain default conditions. Depending on the
partnership, the limited partners may have additional participating rights, which include the right to approve the
managing agent, the budget and prohibit the general partner from refinancing the property. As such, in accordance
with SOP 78-9, the limited partners have important rights and the general pariner is considered a noncontrolling
partner, which requires that the partnerships be accounted for under the equity method.

Commercial Partnerships

The Company holds a limited partner interest in two commercial properties in Puerto Rico for which it
accounts for under the equity method of accounting. ELI S.E. ("ELI"), is a partnership formed for the purpose of
constructing a building for lease to the State Insurance Fund of the Government of Puerto Rico. ACPT contributed
the land in exchange for $700,000 and 27.82% ownership interest in the partnership's assets, equal to a 45.26%
interest in cash flow generated by the thirty-year lease of the building. On April 30, 2004, the Company purchased a
50% limited partnership interest in El Monte Properties, S.E. ("El Monte") from Insular Properties Limited
Partnership ("Insular") for $1,462,500. Insular is owned by the J. Michael Wilson Family, a related party. In
December 2004, a third party buyer purchased E1 Monte for $20,000,000, $17,000,000 in cash and $3,000,000 in
notes. The net cash proceeds from the sale of the real estate were distributed to the partners. As a result, the
Company received $2,500,000 in cash and recognized $986,000 of income in 2004. The gain on sale was reduced
by the amount of the seller's note which is subject to future subordination. In January 2005, El Monte distributed to
the Company its share of the $3,000,000 note, $1,500,000. The Company will recognize income as it receives cash
payments on the note. The note is due in installments over a three year period beginning in December 2007. El
Monte will wind up its affairs in 2005.

Land Development Joint Venture

In September 2004, the Company entered into a joint venture agreement with U.S. Home (the
homebuilding subsidiary of Lennar Corporation) for the development of a 352-unit, active adult community located
in St. Charles, Maryland. At that time, a limited liability company, St. Charles Active Adult Community, LLC, was
formed to carry out the terms of this agreement whereby U.S. Home and the Company would each hold a 50%
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ownership interest in the limited liability company. The joint venture's operating agreement calls for the
development of 352 lots to be delivered to U.S. Home under a purchase agreement starting in the end of 2005. The
Company will manage the project's development for a market rate fee pursuant to a management agreement. In
September 2004, the Company transferred land to the joint venture in exchange for a 50% ownership interest and
$4,277,000 in cash. The Company's investment in the joint venture was recorded at the historical cost basis of the
land, with the proceeds received reflected as deferred revenue which will be recognized into income as the joint
venture sells lots to U.S. Home. In March 2005, the joint venture closed a non-recourse development loan. Per the
terms of the loan, both the Company and U.S. Home provided development completion guarantees.

The following table summarizes the financial data and principal activities of the unconsclidated real estate
entities, which the Company accounts for under the equity method. The information is presented to segregate the
apartment properties from the commercial properties accounted for within our investment properties section as well
as our 50% ownership interest in the land development joint venture that is accounted for within the community
development section.

Projects Land
Converted to Development
Apartment Condominiums Commercial Joint
Properties and Sold Property Venture Total

(in thousands)
Summary Financial Position:

Total Assets

December 31, 2004 $ 81,538 § - 8 31,821 % 9,489 $122,848

December 31, 2003 (Restated) 81,788 - 28,559 - 110,347
Total Non-Recourse Debt

December 31, 2004 102,924 - 24,975 - 127,899

December 31, 2003 (Restated) 99,853 - 25,075 - 124,928
Total Other Liabilities

December 31, 2004 9,673 - 3,231 235 13,139

December 31, 2003 (Restated) 10,617 - 151 - 10,768
Total Deficit/Equity

December 31, 2004 (31,059) - 3,615 9,254  (18,190)

December 31, 2003 (Restated) (28,682) - 3,333 - (25,349)
Company's Investment \

December 31, 2004 3,942 - 4,872 5,625 14,439

December 31, 2003 (Restated) 4,419 - 4,914 - 9,333
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Summary of Operations:
Total Revenue
Year Ended December 31, 2004
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)
Net Income
Year Ended December 31, 2004
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)
Company’s recognition of equity in
earnings
Year Ended December 31, 2004 (1)
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)

Summary of Cash Flows:
Cash flows from operating activities
Year Ended December 31, 2004
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)
Company's share of cash flows from
operating activities
Year Ended December 31, 2004
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)
Operating cash distributions
Year Ended December 31, 2004
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)
Company's share of operating
cash distributions
Year Ended December 31, 2004
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)
Refinancing cash distributions
Year Ended December 31, 2004
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)
Company's share of refinancing
cash distributions
Year Ended December 31, 2004
Year Ended December 31, 2003 (Restated)
Year Ended December 31, 2002 (Restated)

(1) Increase due to EMP's sale of primary asset.

Projects Land
Converted to Development
Apartment Condominiums Commercial Joint
Properties and Sold Property Venture Total
(in thousands)

$ 27,350 S - 8§ 16009 3% - 43,359
26,675 - 3,665 - 30,340
27,351 - 3,688 - 31,039
1,139 - 11,336 - 12,475
1,423 - 1,559 - 2,982
1,489 (50) 1,730 - 3,169
925 - 1,751 - 2,676
620 - 579 - 1,199
725 (102) 621 - 1,244
$ 5561 $ - 8§ 1197 § - $17,537
4,874 - 1,819 - 6,693
5411 (76) 1,709 - 7,044
1,612 - 5,905 - 7,517
1,714 - 823 - 2,537
2,083 (38) 773 - 2,818
991 - 6,537 - 7,528
2,399 - 1,543 - 3,942
10,941 - 1,329 - 12,270
344 - 3,255 - 3,599
1,179 - 700 - 1,879
5,273 - 606 - 5,879
2,526 - - - 2,526
1,249 - - - 1,249
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(4) DEBT
The Company's outstand’ “ _ st is collateralized priny .rily by land, land improvements, homebuilding
assets, receivables, investment pre . investments in partn :rships, and rental properties. The following table
summarizes the indebtedness of tr. ;any at December 31, 2004 and 2003 (in thousands):
Maturity Interest Outstanding as of
Dates Rates (a),(b) December 31,
From/To From/To 2004 2003
{Restated)
Related to community development: _
Recourse debt (c) 06-30-05/06-01-19  Non-interest $ 16,504 $ 22,661
- bearing/P+1%
Related to homebuilding:
Recourse debt (d) 03-31-07 P 8,792 22
Related to investment properties:
Recourse debt (e) 01-23-13 P+1.25% 1,896 1,951
Non-recourse debt (f) 10-31-05/02-01-39  LIBOR +2.25%/7.85% 98,879 70,979
General:
Recourse debt (g) 02-01-05/ Non-interest 202 300
06-01-09 bearing/10.95%
Total debt $ 126,273 $ 95913

(a) "P"=Prime lending interest rate. (The prime rate at December 31, 2004 was 5.25%).

(b) LIBOR = London Inter Bank Offer Rate. It is a standard financial index used in U.S. capital markets and can
be found in the Wall Street Journal. It is an index that is used to set the cost of various variable-rate loans.
The three-month LIBOR rate at December 31, 2004 and 2003 was 2.56% and 1.15%, respectively.

(c) Asof December 31, 2004, the $16,504,000 of recourse debt related to community development assets is fully
collateralized by substantially all the community development assets.

(d) The outstanding recourse debt related to the homebuilding operations is composed of a $26,000,000 revolving
construction loan with a maximum outstanding balance limited to $15,000,000 for Torres Del Escorial. This
loan is secured by a mortgage on the property and will be repaid primarily by the proceeds from home sales,
which are scheduled to begin in the third quarter of 2005.

(e) Asof December 31, 2004 and 2003, the outstanding recourse debt within the investment properties is
comprised of an investment property loan borrowed to finance the acquisition of Village Lake and
Coachman's. ’

(D The non-recourse investment properties’ debt is collateralized by apartment projects and secured by the
Federal Housing Administration ("FHA") or the Maryland Housing Fund. As of December 31, 2004, a portion
of the outstanding balance is composed of a mortgage loan of $4,152,000 that has a stated interest rate of
7.5%; however, after deducting interest subsidy provided by HUD, the effective interest rate over the life of
the loan is 1%. The non-recourse debt balance is also composed of a $6,619,000 construction loan for an
office building in Parque Escorial. '

(g) The general recourse debt outstanding as of December 31, 2004 is made up of various capital leases
outstanding within our US and Puerto Rico operations as well as vehicle notes.

The Company’s loans contain various financial, cross collateral, cross default, technical and restrictive
provisions. As of December 31, 2004, the Company is in compliance with the provisions of its loan agreements.

ACPT's weighted average interest rate on the amounts outstanding at December 31, 2004 and 2003 on its
variable rate debt was 4.92% and 5.04%, respectively.
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The stated maturities of ACPT's indebtedness at December 31, 2004 are as follows (in thousands):

2005 $ 17,033
2006 1,791
2007 A 10,873
2008 2,179
2009 2,312
Thereafter 92,085

‘ § 126,273

The components of interest and other financing costs, net, are summarized as follows (in thousands):

December 31,
2004 2003 2002
(Restated) (Restated)
Expensed $ 5483 $ 4,012 $ 2,881
Capitalized 1,304 1,426 2,036
$ 6,787 $ 5,438 $ 4917

o) COMMITMENTS AND CONTINGENT LIABILITIES

Financial Commitments

Pursuant to an agreement reached between ACPT and the Charles County Commissioners in 2002, the
Company agreed to accelerate the construction of two major roadway links to the Charles County road system.
Also, as part of the agreement, the County agreed to issue municipal bonds to finance this construction and the
Company obtained letters of credit to guarantee the repayment of these bonds. In March 2004, the Charles County
Commissioners issued an $8,000,000 Consolidated Public Improvement Bond Offering ("Bonds") on behalf of the
Company. The fifteen-year bonds bear an interest rate between 4% and 5% and call for semi-annual interest
payments and annual principal payments. In October 2004, we formalized an agreement with the County that
stipulates the borrowing and repayment provisions for the funds advanced. Under the terms of the agreement, the
Company is obligated to pay interest and principal on the full amount of the Bonds; as such, the Company has
recorded debt for $8,000,000 and a receivable from the County, which is included within our Community
Development assets, for $4,810,000 representing the remaining Bond proceeds to be advanced to the Company over
an eighteen month period by the Charles County Commissioners as major infrastructure development within the
project occurs. To the extent not all the proceeds are used to fund development, any unused funds will be used to
repay the Bonds. As part of the agreement, the Company will pay the County Commissioners a monthly payment
equal to one-sixth of the semi-annual interest payments due on the Bonds and one-twelfth of the annual principal
payment due on the Bonds. In connection with the arrangement, the Company is required to provide a letter of credit
to secure the repayment of the Bond. This letter of credit was issued by U.S. Home as part of a residential lot sales
contract for 1,950 lots in Fairway Village.

As of December 31, 2004, ACPT is guarantor of $14,953,000 of surety bonds for the completion of land
development projects with Charles County; substantially all are for the benefit of the Charles County
Commissioners.

Employment Agreements and Arrangements

ACPT entered into a consulting and retirement compensation agreement with IGC's founder and Chief
Executive Officer, James J. Wilson, effective October 5, 1998 (the "Consulting Agreement"). The Consulting
Agreement provides for annual cash payments for the first two years of $500,000 and annual cash payments for the
eight years thereafter of $200,000 through October 2008.

Guarantees

ACPT and its subsidiaries typically provide guarantees for another subsidiary’s loans. In many cases more
than one company guarantees the same debt. Since all of these companies are consolidated, the debt or other
financial commitment made by the subsidiaries to third parties and guaranteed by ACPT, is included within ACPT’s
consolidated financial statements. As of December 31, 2004, ACPT has guaranteed $16,900,000 of outstanding
dett owed by its subsidiaries. IGP Group has guaranteed $4,481,000 of outstanding debt owed by its subsidiaries
and IGP has guaranteed $13,020,000 of its subsidiaries’ outstanding debt. LDA guaranteed $8,792,000 of
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outstanding debt owed by its subsidiary. In addition, ALD guaranteed $4,481,000 of outstanding debt owed by LDA
and St. Charles Community LLC guaranteed $1,896,000 of outstanding debt owed by ALD and AHP. The
guarantees will remain in effect until the debt service is fully repaid by the respective borrowing subsidiary. The
terms of the debt service guarantees outstanding range from one to nine years. We do not expect the guarantees to
impair the individual subsidiary's or the Company s ability to conduct business or to pursue its future development
plans.

Legal Matters

The Company was named as a third-party defendant in a three count complaint alleging that the Company
schemed with the County Commissioners, one employee of the County, the St. Charles Planning & Design Review
Board ("PDRB"), and the managing agent for the PDRB to prevent him from obtaining signage for one of his lots
and the development of a second lot. Each of the three counts seeks actual and compensatory damages in an amount
to be proven at trial, plus punitive damages in the amount of $3,000,000. The trial judge granted the Company's
Motion to Dismiss all counts of the complaint at a May 2002 hearing. The Plaintiff appealed the dismissal and the
appellate court dismissed the appeal as premature. The underlying claim filed by the PDRB against the Plaintiff was
tried on February 4, 2004, and by Order of the Circuit Court of Charles County, Maryland dated April 8, 2004, the
PDRB was successful and all claims filed by the Plaintiff were denied. The Plaintiff has filed an appeal to the Court
of Special Appeals concerning both the May 2002 Order and the April 8, 2004 Order, which granted relief to the
PDRB. Argument has been held before the Court of Special Appeals on March 4, 2005. It is anticipated that an
opinion will be issued in two to three months.

On February 3, 2004, Constance and Joseph Stephenson filed a suit arising largely out of disruptions
caused by renovation of the premises located at 201 I Street, SW, Washington, DC (the "Premises”). Affiliates of J.
Michael Wilson, the Company's Chief Executive Officer, own the Premises and are named as defendants. The
Company was the managing agent of the Premises. Plaintiffs alleged that the Defendants (including the Company)
failed to address various alleged security and safety conditions at the Premises and also failed to supervise or
monitor the activities of construction workers on site. The complaint contains four counts alleged against
Defendants including the Company. Those four counts are for violation of the District of Columbia Consumer
Protection Procedures Act, breach of implied warranty of habitability, negligence, and intentional infliction of
emotional stress. As relief, Plaintiffs seek a temporary restraining order, compensatory damages of $3,000,000, as
well as unquantified punitive damages, declaratory judgment, which, among other things would relieve them of their
obligations under their respective leases, preliminary injunction, attorneys’ fees and an injunction requiring the
inspection and remediation of mold within the Plaintiffs’ apartment. A motion for partial summary judgment was
filed and denied by the court. An agreement in principle has been reached to settle all claims. The Company's
portion of the settlement will be repaid by its insurer.

On October 7, 2003, New Capitol Park Plaza Tenants Association and several individual tenants filed 2 suit
against a number of parties including the Company arising largely out of disruptions caused by renovation of the
premises at 201 1 Street, SW, Washington, DC (the "Premises"). Affiliates of J. Michael Wilson, the Company's
Chief Executive Officer, own the Premises, hired and supervised the construction contractor also named as a
defendant. The Company was the managing agent of the Premises. Plaintiffs allege that the Defendants, including
ARMC, failed to address various alleged security, safety and health conditions at the Premises. It also alleges that
ARMC and other Defendants failed to supervise or monitor the activities of employees of ARMC and employees of
other Defendants, as well as construction workers on site, allegedly resulting in the loss of personal property. The
complaint contains eleven counts, three of which are alleged against ARMC only (two counts of negligence and one
count of negligent entrustment) and six of which are alleged against ARMC and other Defendants (three counts for
violations of the District of Columbia Consumer Protection Procedures Act; one count for breach of contract; one
count for negligent retention of employees and construction contractors; and one count for intrusion upon seclusion -
- privacy violations). In addition to the other relief requested, Plaintiffs sought a temporary restraining order. A
. hearing has already been held on Plaintiffs' motion for a temporary restraining order, which motion has been denied.
Other relief sought by the Plaintiffs includes a preliminary injunction; a declaratory judgment, which, among other
things, would relieve the tenants of their obligations under their respective leases; unquantified compensatory
damages; attorneys' fees; punitive damages; and the greater of compensatory or liquidated damages pursuant to their
claims under the Consumer Protection Procedures Act. A motion for partial summary judgment was filed by the
Defendants, including ARMC. Additionally, Plaintiff filed a motion to compel discovery from ARMC, including,
but not limited to what are likely thousands of pages of documents. Both motions have been pending for several
months without a ruling by the court.

On February 3, 2004, Karen Stephenson filed a suit arising largely out of disruptions caused by renovation
of the premises located at 201 I Street, SW, Washington, DC (the "Premises"). Affiliates of J. Michael Wilson, the
Company's Chief Executive Officer, own the Premises and are named as defendants. The Company was the
managing agent of the Premises. Plaintiff alleged that the Defendants (including the Company) failed to address
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various alleged security and safety conditions at the Premises and also failed to supervise or monitor the activities of
construction workers on site. The complaint contains four counts alleged against Defendants including the
Company. Those four counts are for violation of the District of Columbia Consumer Protection Procedures Act,
breach of implied warranty of habitability, negligence, and intentional infliction of emotional stress. As relief,
Plaintiff seeks a temporary restraining order, compensatory damages of $1,000,000, as well as unquantified punitive
damages, declaratory judgment, which, among other things would relieve her of her lease obligations, preliminary
injunction, attorneys’ fees and an injunction requiring the inspection and remediation of mold within the Plaintiff's
apartment. A motion for partial summary judgment was filed and denied by the court. Plaintiff has requested to
settle all claims. No response has been made to that request.

On February 10, 2004, nine tenants filed a suit against a number of parties including the Company as a
result of various health and safety hazards arising largely out of disruptions caused by renovations at the premises
located at 101 and 103 G Street, SW, Washington, DC (the "Premises"). Affiliates of J. Michael Wilson, the
Company's Chief Executive Officer, own the Premises, hired and supervised the construction contractor and are
named as a defendant. The Company was the managing agent of the Premises. Plaintiffs allege that the Defendants,
including ARMC, failed to address various alleged security, safety and health conditions at the Premises. The
complaint contains nine counts alleged against Defendants including the Company. The nine counts are for violation
of the District of Columbia Consumer Protection Procedures Act, breach of express warranty, breach of implied
warranty of habitability, actual fraud, constructive fraud, negligence, negligent misrepresentation, breach of contract
and intentional infliction of emotional stress. As relief, the Plaintiffs are seeking $8,200,000 of compensatory and
punitive damages in addition to attorneys’ fees and court costs and a remediation of the mold problems within each
Plaintiff's apartment. A motion for partial summary judgment was filed and is pending. An agreement in principle
has been reached to settle all claims. The Company's portion of the settlement will be repaid by its insurer.

On August 30, 2004, Arthur Simpson filed a suit arising largely out of disruptions caused by renovation of
the premises located at 201 I Street, SW, Washington, DC (the "Premises"). Affiliates of J. Michael Wilson, the
Company's Chief Executive Officer, own the Premises and are named as Defendants. ARMC (the "Company”’) was
the managing agent of the Premises. Plaintiff alleged that the Defendants (including the Company) failed to address
various alleged security and safety conditions at the Premises and also failed to supervise or monitor the activities of
construction workers on site. The complaint contains four counts alleged against the Defendants including the
Company. Those four counts are for nuisance, breach of implied warranty of habitability, negligence, and
intentional infliction of emotional stress. For relief, Plaintiff seeks an injunction prohibiting Defendants from
facilitating access to Plaintiff's apartment without adequate notice or lawful excuse, compensatory damages of
310,000,000, as well as unquantified punitive damages, declaratory judgment, which, among other things would
relieve him of his lease obligations, preliminary injunction, attorney's fees and an injunction requiring the inspection
and remediation of mold within the Plaintiff's apartment. Discovery is ongoing.

On January 25, 2005, Myriet Jno-Lewis filed a suit arising largely out of disruptions caused by renovation
of the premises located at 201 I Street, SW, Washington, DC (the "Premises"). Affiliates of J. Michael Wilson, the
Company's Chief Executive Officer, own the Premises and are named as Defendants. ARMC (the "Company") was
the managing agent of the Premises. Plaintiff alleged that the Defendants (including the Company) failed to address
various alleged security and safety conditions at the Premises and also failed to supervise or monitor the activities of
construction workers on site. The complaint contains five counts alleged against the Defendants including the
Company. Those five counts are for nuisance, breach of implied warranty of habitability, negligence, invasion of
privacy, and intentional infliction of emotional stress. For relief, Plaintiff seeks an injunction prohibiting Defendants
from facilitating access to Plaintiff's apartment without adequate notice or lawful excuse, compensatory damages of
$1,000,000, as well as unquantified punitive damages, declaratory judgment, which, among other things would
relieve him of his lease obligations, preliminary injunction, attorney's fees and an injunction requiring the inspection
and remediation of mold within the Plaintiff's apartment. A scheduling conference is set for May 6, 2005.

On November 17, 1997, Nissan Auto, Inc. filed a claim in the Superior Court of San Juan, Puerto Rico
against the Company and eighteen other parties. The charges stem from the construction of an overpass. Nissan
Auto alleges that the construction material and heavy equipment blocked the entrances to their business causing
irreparable damage. Plaintiff is seeking $2,000,000 in compensatory damages for lost business, additional damages
not to be determined until the problem is cured and $120,000 for other damages and costs. On February 11, 2000,
IGP filed suit in the Superior Court of San Juan, Puerto Rico adding General Accident Insurance Company and
Royal Insurance Company, IGP’s insurance companies, as third party defendants to the action. On May 24, 2000,
General Accident Insurance Company indicated it would cover IGP in this case up to the limit of its policy of
$2,000,000 and, therefore, no loss contingency has been recorded. During 2003, the insurance company’s lawyer
held several depositions with the experts of both parties. In October 2003, a new or amended loss of earnings report
subscribed by the Plaintiff’s expert witness states that after a reevaluation of the Plaintiff’s account statements the
new “adjusted loss earnings” amounts to $600,214 instead of $1,193,092 claimed in their first report. In November
2003, the Defendant’s expert witness filed a report regarding the Plaintiff’s economic damages or loss of earnings
claims. Pursuant to the expert witness’ report, the Plaintiff’s loss of earnings/economic damages does not exceed
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$17,800. A status conference was held on March 15, 2004 and the Court appointed a new expert witness as the
Special Commissioner to evaluate Plaintiff and Defendant’s expert witnesses’ reports. In a status conference held
on October 18, 2004, the Special Commissioner informed the Court that he expects to complete in January 2005 a
preliminary report regarding the expert witnesses’ reports previously presented. The court approved a new date (on
or before May 31, 2005) in which the Special Commissioner must render his report, and scheduled a status hearing
on June 17, 2005 to schedule pending discovery.

On May 13, 2002, Antonio Santiago Rodriguez, and others filed a claim in the Superior Court of Carolina,
Puerto Rico against the Company and twelve other parties. The charges stem from the construction of a local
baseball park to be donated by ELI to the Municipality of Carolina as part of the agreement to construct a building
for the State Insurance Fund of Puerto Rico. Plaintiffs allege that during the construction of the park from May
1999 to July 2000, the site grading work caused rain waters to flood its place of business. Subsequently the
Municipality of Carolina expropriated the land occupied by the Plaintiff who is seeking $813,500 in compensatory
damages for lost business, equipment and property, and $250,000 for mental anguish and moral damages. The
Company is a limited partner in ELI and, as such, should not have any liability. During a status conference held in
January 2004, Plaintiff’s attorney announced his resignation as legal counsel and requested an extension of time in
order to allow the Plaintiff to hire a new legal counsel. On October 6, 2004 the Defendants’ attorney filed a motion
to dismiss the action. On November 30, 2004, the Defendants’ attorney filed another motion in support of the
motion filed on October 6, 2004. The court is in the process of evaluating the motions.

On November 24, 1997, the Plaintiffs, resident owners of Urbanizacién Loiza Valley in Canovanas, Puerto
Rico, a neighborhood consisting of 56 houses near the property owned by LDA, filed a claim against Cantera
Hipodromo, Inc. (the “lessee” who operates a quarry on the land owned by LDA), the owners of the lessee, the
lessee’s Insurance Companies and LDA. The Plaintiffs allege that as a result of certain explosions occurring in the
quarry, their houses have suffered different types of damages and they have also suffered physical injuries and
mental anguish. The damages claimed exceed $11,000,000. The physical damage to the property is estimated at
less than $1,000,000. The lease agreement contains an indemnification clause in favor of LDA. The lessee has
public liability insurance coverage of $1,000,000 through Integrand Assurance Company and an umbrella insurance
coverage of $2,000,000 through American International Insurance Company. Integrand’s legal counsel has
provided the legal defense for all parties to date but in September 2003 declared that the allegations in the complaint
regarding public nuisance do not fall under their policy. In November 2003 the lessee’s legal counsel filed a motion
in opposition to such allegation. On January 28,2005, the appellate court in Puerto Rico confirmed the trial court
and Integrand is forced to provide coverage and pay attorneys’ fees to LDA and to Cantera Hipodromo. On February
11, 2005, Integrand filed a reconsideration motion in the appellate court and on February 28, 2005 the same court
dismissed the motion presented by Integrand. On March 17, 2005, Integrand filed a request of certiorari in the
Supreme Court of Puerto Rico and on March 23, 2005, an opposition to the expedition of the certiorari was filed. A
new trial has not been rescheduled by the trial court.

Due to the inherent uncertainties of the judicial process and the early stage of certain of these actions, we
are unable to either predict the outcome of or estimate a range of potential loss associated with, these matters. While
we intend to vigorously defend these matters and believe we have meritorious defenses available to us, there can be
no assurance that we would prevail. If any of these matters are not resolved in our favor, it could have a material
adverse effect on our financial condition and results of operations.

In the normal course of business, ACPT is involved in various pending or unasserted claims. In the opinion
of management, these are not expected to have a material impact on the ﬁnancnal condition or future operations of
ACPT.
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(6) LEASES

ACPT operates certain property and equipment under leases, some with purchase options that expire at
various dates through 2006. ACPT is also obligated under several non-cancelable operating leases for office space
and equipment. Capital leases of $193,000, exclusive of $8,000 of interest, are reported with general recourse debt
in the Debt Note (see Note 4). The following is a schedule of the future minimum lease payments for operating ’
leases as of December 31, 2004 (in thousands):

Operating
Leases

2005 $ 532
2006 362
2007 271
2008 239
2009 224
Thereafter 137
Total minimum lease payments $ 1,765

Rental expense under non-cancelable operating leases was $472,000 in 2004, $484,000 in 2003 and
$428,000 in 2002 and 1s included in general and administrative expenses and rental properties operating expenses in
the accompanying consolidated statements of income.
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(7) RELATED PARTY TRANSACTIONS

Certain officers and trustees of ACPT have ownership interests in various entities that conduct business
with the Company. The financial impact of the related party transactions on the accompanying consolidated

financial statements are reflected below (in thousands):

STATEMENT OF INCOME:

Management and Qther Fees (B)
Unconsolidated subsidiaries with third party partners
Affiliates of J. Michael Wilson, CEO and Chairman

Interest and Other Income
Unconsolidated real estate entities with third party partners
IGC

General and Administrative Expense
Affiliates of J. Michael Wilson, CEO and Chairman

Reserve additions and other write-offs-
Unconsolidated real estate entities with third party partners
Affiliates of J. Michael Wilson, CEO and Chairman
IGC

Reimbursement to IBC for ACPT's share of
J. Michael Wilson's salary

Reimbursement of administrative costs-

Affiliates of J. Michael Wilson, CEO and Chairman
IGC
James J. Wilson, IGC chairman and director
Thomas J. Shafer, Trustee

BALANCE SHEET:

Assets Related to Rental Properties
Receivables - All unsecured and due on demand

Unconsolidated real estate entities with third party partners,
net of reserves

Other Assets

Receivables - All unsecured and due on demand
Affiliate of J. Michael Wilson, CEO and Chairman
IGC
IBC

Liabilities Related to Community Development
Notes payable-KEMBT Corporation

(A) Management and Other Services

(B1)

(A)

(B4)
(B3)
(BS)

(B4)

(B2)

Years Ended December 31,
2004 2003 2002

(Restated) (Restated)

$2294 3 1,973 § 2,111
706 775 889
$3000 § 2,748 § 3,000
$ 33 3§ 49 3 49
- - 1

$ 33 3§ 49 § 50
$ 392 ¢ 369 § 392
138 687 (28)
28) 28 -

3 - -

380 250 190
(20) (5) 2
1) ) (22)

200 200 200

- 42 42 42
$1,106 $ 1,562 $ 772

Balance Balance
December 31, December 31,
2004 2003

(Restated)

$ 641 § 558

3 72 9 274

3 1

5 5

S 80 § 280

$ 2,728 $ 6,005

The Company provides management and other support services to its unconsolidated subsidiaries and other
affiliated entities in the normal course of business. The fees earned from these services are typically collected on a
monthly basis, one month in arrears. Receivables are unsecured and due on demand. Certain partnerships
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experiencing cash shortfalls have not paid timely. Generally, receivable balances of these partnerships are fully
reserved, until satisfied or the prospect of collectibility improves. The collectibility of management fee receivables is
evaluated quarterly. Any increase or decrease in the reserves is reflected accordingly as additional bad debt
expenses or recovery of such expenses. ’

On September 21, 2004, ARMC exercised its rights under Section 7.3 of the Management Agreement with
Capital Park Apartments Limited Partnership to terminate the agreement due to defaults by the Owner of the
apartment partnership. The termination was effective October 11, 2004. Management fees generated by this
property represented less than 1% of the Company’s total revenue.

B) Other
Other transactions with related parties are as follows:

(1)  The Company rents executive office space and other property from affiliates both in the
United States and Puerto Rico pursuant to leases that expire through 2010, In
management's opinion, all leases with affiliated persons are on terms at least as favorable
as those generally available from unaffiliated persons for comparable property.

(2)  Pursuant to the terms of IGC's restructuring, IGC retained a note receivable due from
Land Development Associates S.E. ("L DA"), a subsidiary of the Company, payable from
LDA’s cash flow. The note bore interest at a rate of prime plus 1.5% subject to a 6%
floor and 9% ceiling with a maturity date of August 2, 2009. Effective June 6, 2001 the
LDA Note was modified in two respects: (1) Up to 28% of net proceeds from LDA land
sales was to be used to make principal payments on the note, and (2) the note became non-
interest bearing as of June 6, 2001. The Company’s independent Trustees unanimously
approved the modification. In July 2001 IGC assigned the note to KEMBT Corporation
("KEMBT"), wholly owned by Wilson Securities Corporation. The note was then
pledged by KEMBT as collateral for a $7,000,000 credit agreement from FirstBank Puerto
Rico ("FirstBank").

In March 2002 the Company’s senior management in the United States learned that
in July 2001, an officer of the Company in Puerto Rico signed a letter on the stationery of
LDA purportedly agreeing that an event of default under the KEMBT credit agreement
would constitute an event of default under the loan agreement between LDA and
FirstBank, giving the bank the right to foreclose on collateral securing the LDA loan
agreement. The letter was not authorized by the Company’s chairman or president, who
had no knowledge of the letter, nor was the undertaking approved by the independent
trustees of the Company as required under the Company’s Declaration of Trust. After
discussions with the Company, FirstBank agreed to rescind the cross-collateralization and
cross-default retroactive to the date of the letter and the Company agreed that (i) The LDA
note will be secured by the collateral under LDA’s loan agreement with the bank, (ii) an
event of default under the LDA note will be a default under LDA’s loan agreement with
the bank, (iii) upon prepayment of all or part of LDA’s obligations to the bank under the
LDA loan agreement a proportionate amount of the outstanding balance of the LDA note
will be paid; (iv) the due date of the LDA note will be June 30, 2005, or such later date as
shall apply to LDA’s other obligations to the bank under the LDA loan agreement, and (v)
at the request of the bank, LDA will prepay to the bank the outstanding balance of the
LDA note, up to the outstanding balance of the KEMBT obligation, from the proceeds of
an additional credit facility provided by the bank. In consideration of LDA’s undertakings
to the bank with regard to the LDA note, entities controlled by the Wilson family have
agreed: (I) to pay any and all interest on any new obligations incurred by the Company to
FirstBank in full or partial extinguishment of the related party obligation to the bank; (ii)
reimburse the Company for all loan fees, legal costs and other expenses incurred by the
Company in connection with this matter, and (iii) to pay an annual fee of one percent of
the outstanding balance of any new obligations incurred by the Company to the bank in
full or partial extinguishment of the related party obligation to the bank. The foregoing
undertakings of the Wilson family are guaranteed by entities controlled by the Wilson
family including James J. Wilson (the father of J. Michael Wilson, Chairman and CEO of
ACPT) individually for which consulting payments to be made to him under a Consulting
Agreement with the Company entered into in 1998, discussed below, are to serve as
security. In addition, the Company will receive a discount of approximately $430,600 on
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the LDA note. In connection with this transaction, Thomas B. Wilson tendered his
resignation as a trustee which was accepted by the Board of Trustees on April 9, 2002,
and certain disciplinary action was taken with respect to two of the Company’s officers in
Puerto Rico.

(3) Fees paid to James J. Wilson pursuant to a consulting and retirement agreement. Effective
October 5, 1998, the consulting agreement provides for annual cash payments for the first
two years of $500,000 and annual cash payments for eight years thereafter of $200,000.
At Mr. Wilson's request, payments are made to IGC.

(4)  During the transition period after the Distribution, the Company provided land
development, accounting, tax, human resources, payroll processing and other
miscellaneous administrative support services to IGC. After the transition period, ACPT
agreed to continue to provide human resources, payroll processing and tax services to IGC
on a cost reimbursement basis. Currently the Company is providing minimal support
services to IGC. In May 2003, the Company’s Board of Trustees agreed to exchange
50,350 shares of the Company’s stock owned by Equus Gaming Company L.P. and Equus
Management Company at the current trading price of $5.75 in satisfaction of receivables
that were due from various Wilson entities.

(5) Fees paid to Thomas J. Shafer, a trustee, pursuant to a consulting agreement.

Related Party Acquisitions

Village Lake and Coachman's

On January 23, 2003, AHP completed its acquisition of a 95 percent ownership interest in two partmerships
that own apartment units. AHP contributed a total of $1,600,000 to Coachman's Limited Partnership
("Coachman's") and Village Lake Apartments Limited Partnership ("Village Lake") in exchange for a 10 percent
managing general partner and 85 percent limited partner interest in both partnerships. Interstate Business
Corporation ("IBC") retained the remaining 5% general partner interests. IBC is owned by the James J. Wilson
Family, beneficial owners of 52% of ACPT's outstanding shares. J. Michael Wilson, the son of James J. Wilson,
serves as ACPT's Chairman of the Board and CEQ. Because the transaction occurred between these related parties,
ACPT now consolidates the accounts of Coachman's and Village Lake on the carryover basis. This basis reflects the
accounts of each partnership at historical cost without an allocation of the purchase price to the fair value of their
accounts. In the fourth quarter of 2003, the Company trued up its acquisition accounting for this transaction.

AHP financed the acquisition through a $2,000,000 ten-year loan. In addition to the $1,600,000
contribution, AHP agreed to pay up to $100,000 of legal and attorney fees related to the acquisition. Immediately
after the contribution, Coachman's and Village Lake paid IBC the entire outstanding obligation due it,
approximately $1,400,000, and a $200,000 fee to Wilson Securities Corp., a Wilson family owned entity.

El Monte

On April 30, 2004, the Company purchased a 50% limited partnership interest in E] Monte Properties S.E.
("El Monte") from Insular Properties Limited Partnership ("Insular") for $1,462,500. Insular is owned by the J.
Michael Wilson Family. Per the terms of the agreement, the Company was responsible to fund $400,000 of capital
improvements and lease stabilization costs, and had a priority on cash distributions up to its advances plus accrued
interest at 8%, investment and a 13% cumulative preferred return on its investment. The purchase price was based
on a third party appraisal of $16,500,000 dated April 22, 2003. The Company's limited partnership investment was
accounted for under the equity method of accounting,.

In December 2004, a third party buyer purchased El Monte for $20,000,000 - $17,000,000 in cash and
$3,000,000 in notes. The net cash proceeds from the sale of the real estate were distributed to the partners. As a
result, the Company received $2,500,000 in cash and recognized $986,000 of income in 2004. El Monte distributed
the note, $1,500,000 to the Company, in January 2005. The note bears interest at a rate of prime plus 2% and
matures on December 3, 2009. The note is payable in three installments, the first installment of $250,000 is due on
December 3, 2007, the second installment of $250,000 is due on December 3, 2008 and the balance on December 3,
2009. The Company will recognize the $1,500,000 as income as the cash payments on the note are received. El
Monte will wind up its affairs in 2005 and distribute any remaining cash at the time of liquidation.
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(8) OPTIONS, APPRECIATION RIGHTS AND WARRANTS

ACPT adopted an employee share incentive plan (the "Share Incentive Plan") and a Trustee share incentive
plan (the "Trustee Share Plan") to provide for share-based incentive compensation for officers, key employees and
Trustees.

Under the Share Incentive Plan, the Compensation Committee of the Board of Trustees (the "Compensation
Committee") may grant to key employees the following types of share-based incentive compensation awards
("Awards") (i) options to purchase a specified number of shares ("Options"), (1i) forfeitable shares that vest upon the
occurrence of certain vesting criteria ("Restricted Shares™), or (iii) Share Appreciation Rights ("Rights") that entitle
the holder to receive upon exercise an amount payable in cash, shares or other property (or any combination of the
foregoing) equal to the difference between the market value of shares and a base price fixed on the date of grant. A
total of 208,000 shares have been reserved for issuance under the Share Incentive Plan.

The Share Incentive Plan authorizes the Compensation Committee to determine the exercise price and
manner of payment for Options and the base price for Rights. The Compensation Committee is also authorized to
determine the duration and vesting criteria for Awards, including whether vesting will be accelerated upon a change
in control of ACPT.

Rights of key employees under Awards are not transferable other than to immediate family members or by
will or the laws of intestate succession.

The Trustee Share Plan authorizes the Board of Trustees, in its discretion, to grant to eligible Trustees
awards of the same types and terms of Awards as provided under the Share Incentive Plan. Only Trustees who are
not employees of ACPT or any affiliated company are eligible to receive Awards under the Trustee Share Plan. A
total of 52,000 shares have been reserved for issuance under the Trustee Share Plan.

In April 2001, an additional 140,000 rights were granted to employees. These rights bear a 34 base price,
and are exercisable in equal increments over a five-year period commencing April 2002 and expiring April 30, 2011.

Share Appreciation Rights
As of December 31, 2004, there are 113,000 outstanding Rights which become exercisable and expire as
follows:

Rights Expiring

Rights Exercisable at: April 30, 2011
December 31, 2004 53,800
April 30, 2005 29,600
April 30, 2006 29,600

113,000

During 2004, 2003 and 2002, the Company recognized $640,000, $498,000, and $36,000 of compensation
expense in connection with the outstanding Rights, respectively.

Warrants

On June 30, 2003 the Company repurchased all of the outstanding warrants, 225,000, for $100,000. The
warrants bore an exercise price ranging from $4.34 to $6.10. The Company reflected this repurchase transaction on
their balance sheet as a reduction to additional paid-in capital.

¢)] RETIREMENT AND PROFIT SHARING PLANS

ACPT assumed all of IGC's obligations under the IGC Retirement Plan for the ACPT employees and in
1998 established its own retirement plan (the "Retirement Plan"). Employees are eligible to participate in the
Retirement Plan when they have completed a minimum employment period of 1,000 hours and shall become a
participant on either January 1* or July 1% following the date of hire. The Retirement Plan is a defined contribution
plan which provided for contributions by ACPT to the accounts of eligible employees in amounts equal to 5.7% of
base salaries and wages not in excess of the U.S. Social Security taxable wage base, and 11.4% of salaries (limited
to $205,000) that exceed that wage base. Eligible employees also may make voluntary contributions to their
accounts and self direct the investment of their account balances in various investment funds offered under the plan.
The Retirement Plan also contains a profit sharing provision that allows the Company to make cash awards to
selected employees, a portion of which is contributed to the Retirement Plan. Contributions made by the Company
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based on wages to the Retirement Plan were $503,000, $464,000 and $444,000 in 2004, 2003 and 2002,
respectively.

(10) INCOME TAXES

ARMC, ALD and ARPT are subject to federal and state income tax. As a U.S. Company holding an
interest in an entity doing business in Puerto Rico, ACPT is subject to Puerto Rico income tax on its Puerto Rico
source income. Therefore, the calculation below for the provision for income taxes includes income from ARMC,
ALD, ARPT and Puerto Rico source income. The 2004 permanent differences reflect special tax exempt income
and the utilization of previously reserved net operating losses. The following table reconciles the effective rate to
the statutory rate (in thousands, except amounts in %):

December 31,

2004 2003 2002
% of % of % of
Amount Income Amount Income Amount  Income
(Restated) (Restated)
Taxes at statutory U.S. federal
income tax rate $ 1,580 38 § 1,426 35 $ 1,721 35
State income taxes, net of
federal tax benefit (18) - 12 - 170 3
Income only subject to foreign tax (182) (4) (208) (5) (35) (1)
Permanent differences and other {319} 1)) (17) - 56 1
$ 1,061 24§ 1,213 30 § 1912 38

The provision for income taxes includes the following components (in thousands):

Years Ended December 31,
2004 2003 2002
(Restated) (Restated)
Current:
United States $ 1,875 $ 793 $ 1,558
Puerto Rico 1,064 1,243 1,194
2,939 2,036 2,752
Deferred: :
United States (2,149) (654) 76
Puerto Rico ‘ 271 (169) (916)
(1,878) (823) (840)

$ 1,061 $ 1,213 $ 1,912
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Certain items of income and expense are not reported in tax returns and financial statements in the same
year. The tax effect of this difference is reported as deferred income taxes. The components of deferred income tax
(asset) liability include the following:

At December 31,
2004 2003
(Restated)
(In thousands)

Tax on amortization of deferred income related to long-term

receivables from partnerships operating in Puerto Rico $ 431 3 588
Receivables from partnerships operating in United States 1,211 1,534
Tax benefit on equity in earnings of partnerships operating in Puerto Rico (667) (730)
Tax benefit on equity in earnings of partnerships operating in United States (3,683) (2,781)
Tax on deferred income from partnerships (496) (132)
Tax on land development costs capitalized for book purposes but

deducted currently for tax purposes 2,317 2,184
Tax on differences in basis related to land in United States (1,037) 471)
Tax on basis difference for Puerto Rico commercial venture 1,143 783
Tax on interest income, payable when collected 20 158
Allowance for doubtful accounts {399) (328)
Accrued expenses (382) (335)
Other 1) 45

$ (1,362) § 515

Deferred income taxes are determined in accordance with SFAS No. 109, "Accounting for Income Taxes,"
and such amounts as measured by tax laws.

(11) FAIR VALUE OF FINANCIAL INSTRUMENTS

The balance sheet carrying amounts of cash and cash equivalents, receivables and other current assets
approximate fair value due to the short-term nature of these items. As of December 31, 2004 and 2003, the book
value of long-term fixed rate debt was $102,984,000 and $75,780,000, respectively, and the fair value of total debt
was $107,454,000 and $77,406,000, respectively, which was determined by discounting future cash flows using
borrowing rates currently available to the Company for loans with similar terms and maturities.

{12) SEGMENT INFORMATION

ACPT has two reportable segments: U.S. operations and Puerto Rico operations. The Company's chief
decision-makers allocate resources and evaluate the Company's performance based on these two segments. The U.S.
segment is comprised of different components grouped by product type or service, to include; investments in rental
properties, community development and property management services. The Puerto Rico segment entails the
following components: investment in rental properties, community development, homebuilding and management
services. The accounting policies of the segments are the same as those described in the summary of significant
accounting policies.

Residential land sales to U.S. Home, the homebuilding subsidiary of Lennar, amounted to $6,798,000 in
2004 which represents 70% of our community development land sales and 13% of our total consolidated revenue for
the year. No other customers accounted for more than 10% of our consolidated revenue in 2004, 2003 and 2002.
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The following presents the financial information for each reportable segment for the years ended December

31, 2004, 2003 and 2002 (in thousands):

United Puerto Inter-
States Rico Segment Total
2004:
Land sales revenue $ 6,999 2,676 - 8 9,675
Cost of land sales 4,404 1,979 - 6,383
Home sales revenue - 9,861 - 9,861
Cost of home sales - 1,474 - 7,474
Rental property revenues 19,007 - - 19,007
Rental property operating expenses - 1,647 - - 7,647
Management and other fees 1,500 2,106 s 3,591
General, administrative, selling and marketing expense 5,601 3,563 (15) 9,149
Depreciation and amortization 3,212 116 - 3,328
Write-off deferred project costs 74 - - 74
Operating income 6,568 1,511 - 8,079
Interest income 199 672 (645) 226
Equity in eamnings from unconsolidated entities (291) 2,967 - 2,676
Interest expense 5,916 64 497) 5,483
Minority interest in consolidated entities 1,285 - - 1,285
Income (loss) before provision for income taxes (680) 5,314 {119) 4,515
Income tax (benefit) provision 274) 1,335 - 1,061
Net income (loss) (406) 3,979 (119} 3,454
Gross profit on land sale 2,595 697 - 3,292
Gross profit on home sales - 2,387 - 2,387
. Total assets 129,361 70,537 (15,871) 184,027
Additions to long lived assets 31,445 8,301 - 39,746
2003 (Restated):
Land sales revenue $ 6,893 - - 8 6,893
Cost of land sales 4,870 66 - 4936
Home sales revenue - 21,560 - 21,560
Cost of home sales - 16,728 - 16,728
Rental property revenues 17,106 - - 17,106
Rental property operating expenses 7,379 - - 7,379
Management and other fees _ 1,180 2,153 (16) 3,317
General, administrative, selling and marketing expense 4,486 3,646 (16) 8,116
Depreciation and amortization 2,833 87 - 2,920
Write-off deferred project costs 4 1,007 - 1,011
Operating income 5,607 2,179 - 7,786
Interest income 159 544 (619) 84
Equity in earnings from unconsolidated entities 140 1,056 - 1,196
Interest expense 4,341 176 (505) 4012
Minority interest in consolidated entities - 1,204 - - 1,204
Income before provision for income taxes 367 3,822 (114) 4,075
Income tax provision 139 1,074 - 1,213
Net income 228 2,748 (114) 2,862
Gross profit on land sale 2,023 (66) - 1,957
Gross profit on home sales : - 4,832 - 4,832
Total assets 97,124 60,316 (14,943) 142,497
Additions to long lived assets 21,261 4,241 - 25,502
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2002 (Restated):

Land sales revenue

Cost of land sales

Home sales revenue

Cost of home sales

Rental property revenues

Rental property operating expenses
Management and other fees

General, administrative, selling and marketing expense
Depreciation and amortization

Write-off deferred project costs
Operating income

Interest income

Equity in earnings from unconsolidated entities
Interest expense

Minority interest in consolidated entities
Income before provision for income taxes
Income tax provision

Net income

Gross profit on land sale

Gross profit on home sales

Total assets

Additions to long lived assets

States Rico Segment Total
$ 9,974 - 93 - 9,974
6,896 89 - 6,985
- 5,012 - 5,012
- 4,028 - 4,028
11,965 - - 11,965
5,059 - - 5,059
1,465 2,314 @) 3,772
3,457 2,971 )] 6,421
1,918 86 - 2,004
54 - - 54
6,020 152 - 6,172
183 892 (645) 430
98 1,146 - 1,244
3,008 421 (548) 2,881
299 - - 299
3,909 1,105 o)) 4,917
1,634 278 - 1,912
2,275 827 97) 3,005
3,078 (89) - 2,989
- 984 - 984
79,697 70,357 (13,987) 136,067
9,765 2,658 - 12,423

Gross profit is a non-GAAP term. Gross profit is defined as land or homes sales revenue less the related
cost of sales. Gross profit as calculated may be calculated differently than gross profit for other companies. We use
gross profit because this measure allows management to compare a product's sales price in relationship to its cost
when making product design and pricing determinations and evaluating the product's performance. Although the
Company considers gross profit a useful measure of homebuilding operations and land sale operating performance,
gross profit should not be considered an alternative to net income or net cash flow from operating activities, as

determined in accordance with GAAP.
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A reconciliation of gross profit to net income for the years ended December 31, 2004, 2003 and 2002 is as
follows (in thousands):
2004 2003 2002
(Restated) (Restated)

Gross profit on land sales $ 3292 $ 1957% 2,989
Gross profit on homes sales - 2,387 4,832 984
Rental property revenues 19,007 17,106 11,965
Rental operating expense 7,647 7,379 5,059
Management and other fees 3,591 3,317 3,772
General, administrative, selling and marketing expense 9,149 8,116 6,421
Depreciation and amortization ' 3,328 2,920 2,004
Write-off of deferred project costs 74 1,011 54
Interest and other income 528 309 681
Equity in earnings from unconsolidated entities 2,676 1,196 1,244
Interest expense 5,483 4,012 2,881
Minority interest in consolidated entities 1,285 1,204 299
Income tax expense 1,061 1,213 1,912
Net income $ 3454 $ 2862 $ 3,005

(13) SUPPLEMENTAL CASH FLOW INFORMATION

Interest paid, income taxes paid and debt assumed were as follows for the years ended December 31 (in
thousands):

2004 2003 2002
(Restated) (Restated)
Interest paid S 5,369 $ 5,069 $ 4,441
Income taxes paid $ 3,385 $ 2,453 $ 1,198
Non-cash assumption of non-recourse debt ) - $ 11,619 3 5,605
Transfer of land to joint venture $ 5,625 $ - 3 -

(14) RESTATED FINANCIAL DATA

Overview

The Company has restated its Consolidated Financial Statements as of and for the years ended December
31, 2003 and 2002 as well as the quarters ended March 31, 2004, June 30, 2004 and September 30, 2004 and March
31, 2003, June 30, 2003, September 30, 2003 and December 31, 2003 as reported on Form 10-Q. The restatements
relate to the following general matters, as discussed further below. The tables that follow provide a reconciliation
between amounts previously reported and the restated amounts in the Balance Sheets and Income Statements as of
and for the years ended December 31,2003 and 2002. In addition, some of the adjustments impacted periods prior
to 2002 and the net effect of these prior adjustments is a decrease of $816,000 to retained earnings at January 1,
2002.

Censolidation of Crossland Associates Limited Partnership

During a comprehensive review of the partnership agreements of our non-controlled limited partnerships,
the Company identified one limited partnership agreement, Crossland Associates Limited Partnership (“Crossland”),
in which an important right held by the limited partners expired in 1994, Prior to that date, the approval of the
limited partners was required in order to refinance or sell the property, which precluded the Company from
consolidating the partnership under SOP 78-9. With the expiration of this right, its general partnership interest and
60% economic interest in Crossland, the Company became the controlling partner and was required to consolidate
the partnership in accordance with SOP 78-9. The impact of this correction increased (decreased) net income for
2002, 2003 and the nine months ended September 30, 2004 by approximately $39,000, ($971,000) and ($4,000),
respectively. :
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Accounting by Investors for Distributions in Excess of Basis, Equity Method Investments

Two related accounting issues were identified during the review of Crossland that had not been accounted
for in accordance with GAAP regarding: (i) the recognition of income from cash distributions in excess of our basis
for investments accounted for under the equity method, and (ii) recording cash distributions to minority interests in
excess of their basis for consolidated partnerships as receivables from limited partners. Previously, the Company
recorded cash distributions received from limited partnerships that were in excess of our investment basis as income
when: the partnership was financed with nonrecourse mortgages; the partnership agreement did not require the
general partner to fund operating deficits; and the possibility of the partnership requiring funding was remote.
Distributions are generally limited from these partnerships to surplus cash in excess of current liabilities and
reserves for known unfunded operating and capital improvement obligations.

Upon further review, we recognize that should the limited partnerships be unable to pay their operating
obligations, under partnership law, the Company, as general partner, would be responsible for those obligations.
Therefore in accordance with APB 18 and SOP 78-9, cash distributions received in excess of our investment should
not be recorded as income. As part of the restatement and for future distributions, the Company will defer
recognition of distributions received in excess of basis from limited partnerships as income in which the Company is
the general partner until the partnership is dissolved or we no longer are obligated as a general partner. The impact
of this correction was to decrease net income for 2002, 2003 and the nine months ended September 30, 2004 by
approximately $778,000, $1,027,000 and $605,000, respectively.

Accounting for Minoerity Interest Distributions

The consolidation of Crossland highlighted an instance where as a result of operating losses and
distributions from a consolidated partnership, the equity of the minority interest limited partners would have been
reduced below zero. The Company also noted for certain other consolidated partnerships we have made cash
distributions in excess of the minority interest balance. In these circumstances we recorded a debt balance in
minority interest that was aggregated with other minority interest balances for financial statement presentation.
These limited partners have no funding obligations. The Company has determined that it should record minority
interest expense in the income statement for cash distributions paid to the minority limited partners in our
consolidated partnerships when those partners no longer have any basis or funding obligation in accordance with
ARB 51 "Consolidated Financial Statements" and EITF 95-7 "Implementation Issues Related to the Treatment of
Minority Interests in Certain Real Estate Investment Trusts". Previously, these distributions reduced the aggregate
minority interest obligation recorded on the Company’s balance sheet. The impact of this correction was to increase
(decrease) net income for 2002, 2003 and the nine months ended September 30, 2004 by $26,000, ($101,000) and
(8225,000), respectively.
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The following Consolidated Income Statement for the years ended December 31, 2003 and 2002, and
Balance Sheet as of December 31, 2003 reconciles previously reported and restated financial information (in
thousands, except per share amounts):

income Statement

For the Year Ended December 31, 2003 For the Year Ended December 31, 2002
As Restatement As Restatement
Presented Adjustments Restated Presented  Adjustments Restated
Revenues
Community development-land sales $ 6,893 8§ - % 6,893 3 9,974 § - $ 9974
Homebuilding-home sales 21,560 - 21,560 5,012 - ’ 5,012
Rental property revenues 16,059 1,047 17,106 10,962 1,003 11,965
Management and other fees,
substantially all from related entities 3,437 (120) 3,317 3,835 (63) 3,772
Reimbursement of expenses related
to managed entities 6,754 (124) 6,630 6,278 (99) 6,179
Total revenues 54,703 803 55,506 36,061 841 36,902
Expenses
Cost of land sales 4,936 - 4,936 6,985 - 6,985
Cost of home sales 16,728 - 16,728 4,028 - 4,028
Rental property operating expenses 6,901 478 7,379 4,644 415 5,059
General, administrative, selling and marketing 8,116 - 8,116 6,421 - 6,421
Depreciation and amortization 2,842 78 2,920 1,933 71 2,004
Expenses reimbursed from managed entities 6,754 (124) 6,630 - 6,278 99) 6,179
Write-off of deferred project costs 1,011 - 1,011 54 - 54
Total expenses 47,288 432 47,720 30,343 387 30,730
Operating income 7,415 37 7,786 5,718 454 6,072
Other income (expense)
Interest and other income 309 - 309 681 - 681
Equity in earnings from unconsolidated entities 3,661 (2,465) 1,196 2,526 (1,282) 1,244
Interest expense (3,813) (199) (4,012) (2,738) (143) (2,881)
Minority interest in consolidated entities 277) (927) (1,204) (280) (19) (299)
income before provisicn for income taxes 7,295 3,220) 4,075 5,907 (990) 4,917
Provision for income taxes 2,335 (1,122) 1,213 2,188 (276) 1,912
Net income $ 4960 $ . (2,098) S 2,862 $ 3,719 §$ (714) $ 3,005
Earnings per share
Basic $0.96 ($0.40) $0.55 3 0.72 (30.14) $0.58
Diluted $0.95 (50.40) $0.55 $ 0.71 ($0.19) $0.57
Weighted average shares outstanding .
Basic . 5,192 5,192 5,192 5,192 5,192 5,192
Diluted 5,199 5,199 5,199 5,234 5,234 5,234
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Balance Sheet

December 31, 2003
As Restatement
Presented Adjustments  Restated
Assets:
Cash and Cash Equivalents
Unrestricted $ 13,486 230 $ 13,716
Restricted 1,191 41 1,232
14,677 271 14,948
Assets Related to Investment Properties
Operating real estate, net of accumulated
depreciation of $41,193 44,882 1,110 45,992
Other operating assets, net of amortization of $323 6,178 573 6,751
Investment in unconsolidated apartment
partnerships 4,960 (541) 4419
Investment in unconsolidated commercial
property partnerships 4914 - 4914
Other receivables, net of reserves of $863 720 (162) 558
Development cost and construction 3,392 - 3,392
65,046 980 66,026
Assets Related to Community Development
Land and development costs
Puerto Rico 28,250 - 28,250
St. Charles, Maryland 25,001 - 25,001
Receivable from bond proceeds - - -
Notes receivable on lot sales and other 87 - 87
Investment in joint venture - - -
53,338 - 53,338
Assets Related to Homebuilding
Condominiums under construction 6,010 - 6,010
Other Assets
Receivables and other, net of reserves of $64 1,538 - 1,538
Property, plant and equipment, less
accumulated depreciation of $1,452 637 - 637
2,175 - 2,175
Total Assets $ 141,246 1,251  $142,497
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Liabilities:
Liabilities Related to Investment Properties

December 31, 2003

As Restatement
Presented Adjustments Restated

Recourse debt $ 1,951 3 - $ 1,951
Non-recourse debt 66,685 4,294 70,979
Accounts payable, accrued liabilities
and deferred income 2,927 2,803 5,730
71,563 7,097 78,660
Liabilities Related to Community Development
Recourse debt 22,661 - 22,661
Recourse debt-County Bonds - - -
Accounts payable, accrued liabilities and
and deferred income 1,923 - 1,923
Deferred income related to joint venture - - -
24,584 - 24,584
Liabilities Related to Homebuilding
Recourse debt 22 - 22
Accounts payable and accrued liabilities 1,304 - 1,304
1,326 - 1,326
Other Liabilities
Accounts payable and accrued liabilities 2,754 (216) 2,538
Notes payable and capital leases 300 - 300
Accrued income tax liability-current 2,068 - 2,068
Accrued income tax liability-deferred 2,517 (2,002) 515
7,639 (2,218) 5,421
Total Liabilities 105,112 4,879 109,991
Shareholders' Eguity
Common shares, $.01 par value, 10,000,000
shares authorized, 5,191,554 shares
issued and outstanding as of
December 31, 2003 52 - 52
Treasury stock, at cost (376) - (376)
Additional paid-in capital 16,964 - 16,964
Retained earnings 19,494 (3,628) 15,866
Total Shareholders' Equity 36,134 (3,628) 32,506

Total Liabilities and Shareholders' Equity

$141,246 % 1,251 $142,497

AMERICAN COMMUNITY PROPERTIES TRUST
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13)

RESTATED QUARTERLY FINANCIAL DATA (Unaudited)

The Company has set forth selected quarterly financial data for the years ended December 31, 2004 and

2003. As discussed in Notel4, the Company restated results for the years ended December 31, 2003 and 2002.

Because certain of the data set forth in the following tables varies from amounts previously reported on Form 10-Q
for the respective periods, the following tables reconcile the amounts given with those previously reported.
The following table sets forth quarterly financial information for the Company’s fiscal year ended

December 31, 2004 ($ in thousands except per share amounts):

Income Statement

Three Months Ended Three Months Ended
March 31, 2004 June 30, 2004
As Restatement As Restatement
Presented Adjustments Restated Presented Adjustments Restated
Revenues
Community development-land sales 128 § - % 128 8§ 4,786 § - 3§ 4786
Homebuilding-home sales 5,349 - 5,349 3,960 - 3,960
Rental property revenues 4,159 252 4,411 4,316 271 4,587
Management and other fees,
substantially all from related entities 1,011 (18) 993 961 (18) 943
Reimbursement of expenses related
to managed entities 1,675 (40) 1,635 1,796 (37) 1,759
Total revenues 12,322 194 12,516 15,819 216 16,035
Expenses
Cost of land sales 304 - 304 3,155 - 3,158
Cost of home sales 4,073 - 4,073 2,969 - 2,969
Rental property operating expenses 1,709 127 1,836 1,763 136 1,899
General, administrative, selling and marketing 2,367 - 2,367 2,520 - 2,520
Depreciation and amortization 742 19 761 742 19 761
Expenses reimbursed from managed entities 1,675 (40) 1,635 1,796 37N 1,759
Write-off of deferred project costs - - - - - -
Total expenses 10,870 106 10,976 12,945 118 13,063
Operating income 1,452 88 1,540 2,874 98 2,972
Other income (expense)
Interest and other income 81 - 81 145 - 145
Equity in earnings from unconsolidated
entities 1,677 (963) 714 306 83) 223
Interest expense (1,593) (56) (1,649) (1,062) 57) (1,119)
Minority interest in consolidated entities 65 (393) (328) (86) (33) (119)
Income before provision for income taxes 1,682 (1,324) as8 2,177 5 2,102
Provision for income taxes 451 (524) (73) 695 (30) 665
Net income 1,231 § 800) $ 431 3 1,482 % 5 $ 1,437
Earnings per share
Basic 0.24 (30.15) $0.08 $0.29 ($0.01) $0.28
Diluted 0.24 ($0.15) $0.08 $0.29 ($0.01) $0.28
Weighted average shares outstanding
Basic 5,192 5,192 5,192 5,192 5,192 5,192
Diluted 5,192 5,192 5,192 5,192 5,192 5,192
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Income Statement

Three Months Ended Three Months
September 30, 2004 Ended Fer the
As Restatement December 31, Year Ended
Presented  Adjustments  Restated 2004 2004
Revenues
Community development-land sales $ 925 $ - 8 925 3 3,836 T 9,675
Homebuilding-home sales 552 - 552 - 9,861
Rental property revenues 4,563 281 4,844 5,165 19,007
Management and other fees, substantially
all from related entities 825 (20) 805 850 3,591
Reimbursement of expenses related to
managed entities 1,687 (38) 1,649 1,834 6,877
Total revenues 8,552 223 8,775 11,685 49,011
Expenses
Cost of land sales 929 - 929 1,995 6,383
Cost of home sales 432 ) - 432 - : 7474
Rental properties expenses: © 1,873 108 1,981 1,931 7,647
General, administrative, selling and marketing 2,036 - 2,036 2,226 9,149
Depreciation and amortization : 747 18 765 1,041 3,328
Expenses reimbursed from managed entities . 1,687 (38) 1,649 1,834 6,877
Write-off of deferred project costs - - - 74 74
Total expenses . 7,704 38 7,792 9,101 40,932
Operating income 848 135 983 ' 2,584 8,079
Other income (expense)
Interest and other income 144 - 144 158 528
Equity in eamnings from unconsolidated entities 404 (50) 354 1,385 2,676
Interest expense (1,137 (56) (1,193) (1,522) (5,483)
Minority interest in consolidated entities (101) . (13) (114) (724) (1,285)
Income before provision for income taxes 158 16 : 174 1,881 4,515
Provision for income taxes 57) 6 (51) 520 1,061
Net income $ 215 3 10 225 § 1,361 § 3,454
Earnings per share
Basic 3 004 § 0060 § 004 § 0.26 0.67
Diluted $ 004 $ 000 $ 004 % - 0.26 0.67
Weighted average shares cutstanding ‘
Basic 5,192 5,192 5,192 5,192 5,192
Diluted 5,192 5,192 5,192 5,192 5,192
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The following table sets forth quarterly financial information for the Company’s fiscal year ended December 31,
2003 (3 in thousands except per share amounts:)

Income Statement
Three Months Ended Three Months Ended
March 31, 2003 June 30, 2003
As Restatement As Restatement
Presented Adjustments Restated Presented Adjustments Restated
Revenues .
Community development-land sales $ 462 $ - 3 462 § 853 % - 3 853
Homebuilding-home sales 2,924 - 2,924 7,290 - 7,290
Rental property revenues 3,628 252 3,880 4,021 262 4,283
Management and other fees,
substantially all from related entities 871 (17} 854 884 65) 819
Reimbursement of expenses related
to managed entities 1,697 (26) 1,671 1,547 (28) 1,519
Total revenues 9,582 209 9,791 14,595 169 14,764
Expenses
Cost of land sales 465 - 465 830 - 830
Cost of home sales 2,349 - 2,349 5,778 - 5,778
Rental property operating expenses 1,565 115 1,680 1,776 120 1,896
General, administrative, selling and marketing 1,760 - 1,760 1,624 - 1,624
Depreciation and amortization 627 18 645 673 18 691
Expenses reimbursed from’managed entities 1,697 (26) 1,671 1,547 (28) 1,519
Write-off of deferred project costs - - - - - -
Total expenses 8,463 107 8,570 12,228 110 12,338
Operating income 1,119 102 1,221 2,367 59 2,426
Other income (expenses)
Interest and other income 85 - 85 76 - 76
Equity in earnings fr9m unconsolidated
entities 353 47) 306 1,057 (825) 232
Interest expense (886) 3% (921) 971) (50) (1,021)
Minority interest in consolidated entities (70) 15 (55) (56) (680) (736)
Income before provision for income taxes 601 35 636 2,473 (1,496) 977
Provision for income taxes 209 14 223 786 (591) 195
Net income 3 392 § 21§ 413 3 1,687 § 905) $ 782
Earnings per share
Basic $0.08 $0.00 $0.08 $0.32 (80.17) $0.15
Diluted $0.08 $£0.00 $0.08 $0.32 (50.17) $0.15
Weighted average shares outstanding
Basic 5,192 5,192 5,192 5,192 5,192 5,192
Diluted 5,206 5,206 5,206 5,205 5,205 5,205
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Income Statement

Three Months Ended Three Months Ended For the
September 30, 2003 December 31, 2003 Year Ended
As Restatement As Restatement December 31,
Presented Adjustments Restated Presented Adjustments Restated 2003
Revenues
Community development-land sales 2,887 - § 2,887 § 2,691 § - 8 2,69 6,89
Homebuilding-home sales 5,566 - 5,566 5,780 - 5,780 21,56
Rental property revenues 4,130 273 4,403 4,280 260 4,540 17,10
Management and other fees,
substantially all from related entities 857 (19) 838 825 19) 806 3,31
Reimbursement of expenses related
to managed entities 1,905 (34) 1,871 1,605 (36) 1,569 6,63
Total revenues 15,345 220 15,565 15,181 205 15,386 55,50
Expenses
Cost of land sales 2,082 - 2,082 1,559 - 1,559 4,93
Cost of home sales 4,407 - 4,407 4,194 - 4,194 16,72:
Rental property operating expenses 1,853 138 1,991 1,707 105 1,812 7,37
General, administrative, selling
and marketing 1,751 - 1,751 2,981 - 2,981 8,11¢
Depreciation and amortization 683 19 702 859 23 882 2,92(
Expenses reimbursed from
managed entities 1,905 (34) 1,871 1,605 (36) 1,569 6,63(
Write-ofY of deferred project costs - - - 1,011 - 1,011 1,011
Total expenses 12,681 123 12,804 13,916 92 14,008 47,72(
Operating income 2,664 97 2,761 1,265 113 1,378 7,78¢
Other
Interest and other income 72 - 72 76 - 76 309
Equity in earnings from
unconsolidated entities 437 (122) 315 1,814 (1,471) 343 1,196
Interest expense (1,006) - 57 (1,063) 950) (62D (1,007) (4,012
Minority interest in consolidated
entities (66) (320) (386) (85) 58 27) (1,204
Income before provision for
income taxes ) 2,101 (402) 1,699 2,120 (1,357) 763 4,075
Provision for income taxes 725 (159) 566 615 (386) 229 1,213
Net income 1,376 (243) $ 1,133 § 1,505 971) 534 2,862
Earnings per share
Basic $6.27 ($0.05) $0.22 $0.29 (50.19) $0.10 $0.55
Diluted $0.27 ($0.05) $0.22 $0.29 ($0.19) $0.10 $0.55
Weighted average shares sutstanding
Basie 5,192 5,192 5,192 5,192 5,192 5,192 5,192
Diluted 5,192 5,192 5,192 5,192 5,192 5,192 5,199
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(16) SUBSEQUENT EVENTS

Mortgage Refinancing

On March 1, 2005, the non-recourse mortgage for one of our wholly owned apartment properties, Lancaster
Apartment Partnership, was refinanced with a non-recourse mortgage loan of $8,832,000 at a lower interest rate of
5.215%. The proceeds from the refinancing will be used for capital improvements at the property site, repayment of
long-term notes and working capital loans to the general partner (the Company) and distributions to the general and
limited partners.

Cash Dividend
On February 10, 2005, the Board of Trustees declared a $0.10 per share cash dividend on the 5,191,554
common shares outstanding, payable on March 10, 2005 to shareholders of record on February 24, 200S.

County Bond Obligation

In March 2005, the Charles County Commissioners issued a $6,000,000 Public Improvement Bond
Offering ("Bonds") on behalf of the Company. The fifteen-year bonds bear an interest rate of 5% and call for semi-
annual interest payments and annual principal payments. The Charles County Commissioners will provide the Bond
proceeds to the Company when certain major development occurs for the County’s road projects over an eighteen-
month period. In exchange, the Company will pay the County Commissioners a monthly payment equal to one-sixth
of the semi-annual interest payments due on the Bonds and one-twelfth of the annual principal payment due on the
Bonds.
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Corporate Information

Trustees

J. Michael Wilson

Chairman and Chief Executive Officer American Community Properties
Trust

Thomas S. Condit
Retired, formerly President and Chief Executive Officer of Craver,
Mathews, Smith & Co., Inc.
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Retired, formerly Senior Audit Partner of Pricewaterhouse Coopers

Edwin L. Kelly i
President and Chief Operating Officer American Community Properties
Trust

T. Michael Scott
President of Cambridge Holdings

Thomas J. Shafer
Retired, formerly Partner in Whitman, Requardt and Associates, LLP

Executive Officers of

American Community Properties Trust and Subsidiaries
J. Michael Wilson

Chairman and Chief Executive Officer

EdwinL. Kelly
President and Chief Operating Officer

Carlos R. Rodriguez
Executive Vice President

Cynthia L. Hedrick
Senior Vice President, Chief Financial Officer, Secretary and Treasurer

PaulA.Resnik
Senior Vice President and Assistant Secretary

Eduardo Cruz Ocasio
Senior Vice President and Assistant Secretary

Vice Presidents
Jorge Garcia Massuet
Nancy M. Shambaugh
Harry Chalstrom

Market forthe Company’s Common Shares and Related

Shareholder Matters

The principal market for our Company's common shares is the American
Stock Exchange under the symbol "APO" but it is also listed on the Pacific
Exchange under the same trading symbol. As of the close of business on
March 31, 2005, there were 150 shareholders of record of ACPT's common
shares. On March 31, 2005, the closing price reported by the American
Stock Exchange was
$13.40. The table below

Dividends |

4 i Price Range of ACPT Shares
sets forth, for the periods | Paid
indicated, the high and low | High  Low
closing prices of the |
Company's shares as | Town " 1245 1210 010 |
reported in the consolidated |  Thirg 16.25  12.25 010
reporting system of the | Second 1320 1000 005 |
American Stock Exchange | First 10.65 802 010 |
Composite, and the ; 2003 Quarter
dividends declared per Fourth 830 630 -
common share for such g‘;‘;‘;n 4 g‘gg g'?g -
calendar quarter. First 610 493 -

Minimum Annual
Distributions
Under the terms of the Declaration of Trust of ACPT, the Board of Trustees
will make minimum annual distributions to the shareholders equal to at least
45% of the net taxable income allocated to the shareholders reduced by any
Puerto Rico income tax paid by ACPT and any U.S. federal income taxes
paid by ARPT with respect to undistributed capital gains.

Non-Required Dividend Distributions to Shareholders
Dividend distributions in addition to the required minimum distribution (as
stated above) will be evaluated quarterly and made

at the discretion of the Board of Trustees. In making such determinations,
the Board of Trustees will take into account various factors, including
ACPT's anticipated needs for cash for future expansion and development,
current and anticipated expenses, obligations and contingencies, and other
similar working capital contributions.

On February 10, 2005, the Company's Board of Trustees declared a cash
dividend of $0.10 per share on the 5,191,554 common shares outstanding
payable on March 10, 2005 to shareholders of record on February 24, 2005.

Investor Information

Additional information about American Community Properties Trust as well
as copies of the Company’s Annual Report and Form 10K as filed with the
Securities and Exchange Commission may be obtained without charge by
contacting Investor Relations at the addresses below:

American Community Properties Trust
Attention: Investor Relations

222 Smallwood Village Center

St. Charles, MD 20602

(301) 843-8600

Web Addresses:

acptrust.com
stcharlesmd.com
fairwayvillagemd.com

Questions related to K-1 information should be addressed to:

ACPT

K-1 Support

P. O. Box 799060

Dallas, TX 75379
Telephone: (877) 677-7582
Facsimile: (972) 248-5395

Questions related to other tax issues should be addressed to:

American Community Properties Trust
Attention: Tax and Investor Relations
222 Smallwood Village Center

St. Charles, MD 20602

Telephone: (301) 843-8600

Facsimile: (301) 870-8481

Headquarters

American Community Properties Trust
222 Smallwood Village Center

St. Charles, MD 20602

Telephone: (301) 843-8600

Facsimile: (301) 870-8481

General Counsel

Hogan & Hartson L.L.P.
555 Thirteenth Street, NW
Washington, DC 20004

Transfer Agent and Registrar
Registrar and Transfer Company
10 Commerce Drive

Cranford, NJ 07016-3572

Independent Registered Public Accounting Firm
Ernst & Young LLP

8484 Westpark Drive

McLean, VA 22102

Market Listing

American Stock Exchange
Pacific Exchange

(Symbol - APO)
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