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Founded in 1998, ACPT's business strategy merges the long-term
value provided by its land development operations in Maryland and Puerto
Rico with the broad, stable revenue stream provided by owning and/or
managing more than 7,400 apartment units. Through the extensive
experience of our seasoned senior management team, this marriage of
diverse real estate assets has more than doubled shareholder's equity
since 1998, built a solid record of providing dividends, and fostered strong
growth in the value of ACPT stock. With award-winning development of
farge-scale master planned communities and outstanding management of
appealing rental apartments and commercial office complexes, ACPT
creates engaging neighborhoods for residents, and offers an attractive
portfolio forinvestors.

ACPT'’s business starts with the development of large scale planned
communities of distinction in St. Charles, Maryland and Pargue Escorial in
San Juan, Puerto Rico. St. Charles is a 9,100 acre community that upon
completion will consist of five villages totaling 24,730 housing units. A
leading example of the principles of smart growth, St. Charles combines
outstanding single family homes, multifamily housing like townhomes and
duplexes, and attractive, well-maintained apartments, providing excellent
housing options for residents from all walks of life. In recognition of our
commitment to St. Charles, ACPT was honored in 2005 with the Partner
for Progress award by the Charles County Department of Economic
Development, and voted Business of the Year by the members of the
Charles County Chamber of Commerce.

Parque Escorial is planned to include 2,700 condominiums on 450
prime acres near San Juan, Puerto Rico. Closer to completion than St.
Charles, Parque Escorial is one of most successful communities in the
San Juan metropolitan area,

ACPT's two master-planned communities evidence the Company's
smart-growth business philosophy, which utilizes leading architects and
engineers to design high density communities with high-quality amenities
that allow residents to enjoy active lifestyles. These amenities include
neighborhood centers, championship golf courses, Olympic-sized
swimming pools, tennis courts, walking paths, parks, playgrounds,

neighborhood schools, and plenty of open space to enjoy for exercise,
cool evening walks, picnics and other leisurely pursuits.

ACPT communities feature other hallmarks as well. Planned
commercial and industrial parks add to residents’ quality of life, provide a
smart place for businesses to locate, and establish a tax base that
supports continued residential growth. Residents find that ACPT
communities include thriving retail centers that offer employment
opportunities, excellent shopping at leading retail stores, fine dining at
greatrestaurants, and much more, often within walking distance of home.
We believe business owners find ACPT planned communities are well-
planned for commercial success, offering excellent locations close to
maijor highways and roadway systems and established markets. With
zoning and infrastructure already in place, new businesses and
companies looking to relocate are able to find ideal places to quickly
capitalize on their investmentin ACPT communities.

ACPT combines its successful land development operations with
successful investment property communities in St. Charles, Baltimore,
Richmond, Virginia, and San Juan. The styles and locations of these
properties are attractive and unique, with several located in or nearby
ACPT planned communities, enabling apariment residents to enjoy the
amenities created in St. Charles and Parque Escorial. The excellent
location of these properties is enhanced by ACPT's management
philosophy. Our well-trained and courteous leasing staff, attentive resident
relations personnel, professional maintenance technicians, and skilled
financial management increase the value and attractiveness of these
properties for residents, for investors, and for ACPT,

Award-winning master planned communities that offer a range of
options among single family homes, condominiums, active adult housing,
and apartments; outstanding amenities that improve residents' quality of
life; thriving commercial parks that provide excellent locations for every
type of business endeavor; and skilled management of an investment
property portfolio that unlocks and enhances the value of thousands of
units atdozens of properties in prestigious locations.

It's AllHere. American Community Properties Trust.
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(in thousands, except per share and percent amaunts) 2005 - 2004 2003
Revenues $ 62,313 $ 49,011 $ 55,506
Operating Income $ 11,106 $ 8,079 $ 7.786
Pretax income $ 6,855 $ 4,331 $ 3,901
Net income $ 7,545 $ 2,831 $ 2,305
Earnings per share

Basic $ 1.45 $ 0.55 $ 0.44
Diluted $ 1.45 $ 0.55 $ 0.44
Shareholders’ equity $ 34,490 $ 28,891 $ 27853
Total assets at year end $ 217,085 $ 184,027 $ 142 497
Closing common share price per share
at December 31, $ 19.48 $ 12.15 $ 8.18
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’ ‘:Eé'cs;[jal One, a new 56,000 square foot office building in Parque Escorial, opened for

- océﬁbéﬁcy in 2005. The complex is the corporate home of Interstate General Properties (IGP),
ACPT's San‘Juansubsidiary.
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Dear Fellow Shareholders,

Ourresults in 2005 are a testament to the vitality of the business
strategy we have pursued since ACPT's founding in 1998: to
maximize the value of our real estate assets for our shareholders by
successfully merging the dynamic performance of land development
with the consistent execution of investment property operations in the
United States and Puerto Rico. Our 2005 results reflect specific
contributions from these diverse lines of business.

For the year ended December 31, 2005, ACPT's results
included:

e netincome of $7,545,000;

o basicanddiluted earnings per share of $1.45;

o revenuesof $62,313,000; and

o operatingincome was $11,106,000.

Among our 2005 accomplishments, perhaps most significant is
how ot prices in St. Charles and condominium prices in Parque
Escorial in 2005 demonstrate the continuing appeal of our master-
planned communities. Under our 2003 agreement with Lennar Corp.,
(Lennar) the final price of the lot we receive from the homebuilder is
determined by the base price of the home that is eventually built and

sold on the lot. As a result of strong demand for homes in Fairway

Leﬂ:er to our Sjnmﬂejnouem‘

Village, this agreement resulted in $2 million in additional lot sales
revenue for ACPT in 2005 primarily for lots sold in prior years. In
addition, the agreement calls for Lennar to purchase the balance of
single family and townhome lots in Fairway Village. During 2005,
ACPT sold 94 lots to Lennar at an initial sales price of $100,000 per
lot, with the final sales price to be determined once homes are
constructed and settled on these lots. This agreement demonstrates
how ACPT is well positioned to capitalize on demand for homes in the
Washington, D.C. market while offering the excellent value and
customer satisfaction that are characteristic of the housing product
offered by Lennar.

ACPT's close working relationship with Lennar extends to
another project in St. Charles. The Heritage at St. Charles, an active-
adult community being developed as a joint project with Lennar,
delivered the first 25 lots to the homebuilder in December. Under the
agreement, the joint venture develops and sells the lots to Lennar's
homebuilding division. Because ACPT contributed the land for the
joint venture, the Company will recognize management fees and a
pro rata share of previously deferred revenue as lot sales continue.

Foremost among accomplishments in Parque Escorial in 2005

were two sales of commercial parcels totaling 9.7 acres in the

Ame'nican Communitq Dv’ope‘r'{:ieg _r‘ﬂust




An aerial view of St. Charles’ Smallwoed Village demonstrates all the hallmarks of outstanding
planned communities: rental apartments (bottom, schools (middle right), open space, single

family homes (top right and left), a major roadway (center) all clustered around a commercial
office and shopping center (center).
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planned community, resulting in $10.4 million in commercial land
sales for ACPT. In addition, Interstate General Properties (IGP), our
San Juan-based subsidiary, initiated sales of units in Torres del
Escorial, a 160-condominium unit section of Parque Escorial. For the
year, IGP completed the sale of 32 condominium units, generating
$7.4 million in revenue, an average of $232,000 per unit. In San Juan
and Southern Maryland, ACPT continues to capitalize on the strong
demand for housing.

Our achievements in land development and homebuilding were
augmented by a successful year for our investment property portfolio
in both the United States and Puerto Rico. As envisioned in our long-
term business strategy, the stable revenue stream by our extensive
portfolio has become an increasingly important part of our business
operations and financial success. Overall, revenues from our
investment properties increased 19% in 2005. This increase is
primarily attributable to the purchase of two Baltimore, Maryland-
area properties in late 2004, and the purchase of an additional
property in mid-2005. The Company also successfully completed the
conversion of a subsidized property, Wakefield Terrace, in St.

Charles to market rents. This is the third successful conversion of a

property in St. Charles, adding to our ability to meet demand for

Letter to our Skawe‘ﬁouerg
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market-rate apartments in Southern Maryland.

Other accomplishments in 2005 bode well for the Company’s
operations in 2006. In Parque Escorial, the Company expects to
continue closings on the available inventory of condominium units in
Torres del Escorial through the end of the fourth quarter of 2006. In St.
Charles, Sheffield Greens Apartments, a 252-unit fair market project,
is under construction and scheduled to begin occupancy in fall 2006.
The Company also donated to the Charles County government 40
acres for use for a minor league baseball stadium. In return, the
Company will receive an increased level of school allocations,
allowing us to develop more lots annually, along with low-interest
bonds that will finance the accelerated development of infrastructure
improvements necessary for future sections of St. Charles.

in 2006, the Company will be required to implement the
provisions of a new accounting standard, Emerging Issues Task
Force Abstract No. 04-05, that will significantly change the
presentation of our financial statements. This issue affects eleven
limited partnerships in which we serve as the general partner and
which were previously accounted for under the equity method of
accounting. Under the new guidance, these partnerships will be

required to be included in our consolidated financial statements

Ame‘r’ican Communitq Drope‘r’ties Trus*t




An aerial view of Parque Escorial. Torres del Escorial can be seen in the four white buildings in

the middle right side of the photo. Constructed by IGP

sales of these

s hemebuilding operations,

condominium units commenced in 2005 and will continue through 2008. Units under contract as

000 perunit.

2005 were selling for an average price of $252,

[

of December 31
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beginning in the first quarter of 2006. Many of these partnerships,
which own and operate apartment properties, were established inthe
late 1970's and early 1980's and have benefitted significantly from
the appreciation of real estate over the years. As a result of the
appreciation, most of these properties have refinanced their
mortgages and made cash distributions to their partners greater than
the earnings and original equity contributed to these partnerships. In
conselidation, accounting rules require that the resulting negative
equity of these partnerships be included in our financial
statements. Although correct for accounting purposes, this
presentation does not take into account the long-term capital
appreciation of the real estate assets within these partnerships.

Even as we celebrate the accomplishments of 2005, we
maintain our focus on enhancing our operations for 2006 and
beyond. In St. Charles, utility and road construction is underway that
will open future sections of the planned community for development.
Also in Fairway Village, the Company is working toward obtaining
preliminary plan approval for Gleneagies, the next neighborhood in
our planned community. In Parque Escorial, the Company is seeking
to obtain final permits for the “top of the hill,” the last and most

exclusive section of the San Juan master-planned community.

Lettew to our Slwa"nejnouers

continved

Finally, because the Company believes that investing in real estate
properties provides long-term financial benefits, the Company
continues to examine rental properties in the Baltimore and
Washington markets for potential acquisition, and will continue to
identify and examine potential additions to our investment property
portfolio.

ACPT’s mission is to strategically invest capital and human
resources so that good ideas, well-planned and well-executed, will
produce the maximum return on equity. The Company has shown a
track record of stable quarterly dividends ranging from 5to 10 centsin
2004 and consistently 10 cents in 2005. We believe that this dividend
record, and the continued focus on our corporate mission, were
among the factors that contributed to increases in our share price
during 2005. We are proud to see the faith and confidence of our
investors being rewarded.

On behalf of our Trustees, management, and employees, we
pledge to continue to implement the sound business strategy thathas
increased the value of our distinctive planned communities and
investment properties, and to continue to eamn the trust you have

placed in American Community Properties Trust.

/%//%%Z 27 W

J. Michae! Wilson
Chairman and CEQ

Edwin L. Kelly
President and COO
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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, 2005. The information in the following table should be read in conjunction with
“Management’s Discussicn and Analysis of Financial Condition and Resuits of Operations” and the Consolidated

Financial Statements and notes thereto included in this annual report.

Income Statement Data:
Total operating revenues
Total operating expenses
Operating income
Income before (benefit)/provision for income taxes
Income tax (benefit)/provision
Net income
Eamings per share
Basic
Diluted

Balance Sheet Data:
Total assets
Debt related to investment properties
Recourse
Non-recourse
Debt related to community development
Recourse
Non-recourse
Debt related tc homebuilding
Recourse
Cther liabilities
Total liabilities
Shareholders' equity
Cash dividends dectared and paid per common share

Operating Data:
Rental apartment units managed at end of period
Rental units converted to condominiums and sotd
Community Development
Residential lots sold
Residential lots transferred to homebuilding
Residential lots transferred to joint venture
Joint venture lots delivered
Residential lots transferred to investment property division
Commercial and business park acres sold
Homebuilding
Homes sold

Year Ended December 31,

2005 2004 2003 2002 2001
(In thousands, except per share and operating data)
62,313 § 43011 § 55,506 $ 36,902 § 37,718
51,207 40,932 47,720 30,730 30,879
11,106 8,079 7,786 6,172 6,839
6,855 4,331 3,901 4724 4,552
(690) 1,500 1,596 2,338 2123
7,545 2,831 2,305 2,386 2,429
145 § 055 $ 044 § 046 3 0.47
145 $ 055 § 044 § 046 $ 0.47
217,085 $ 184,027 § 142,497 § 136,067 $ 124,958
4,752 1,896 1,951 - 427
119,365 98,879 70,979 44,205 39,032
14,161 16,504 22,6641 32,052 37,327
500
13,905 8,792 22 11,154 6,194
29,912 29,065 19,031 21,429 17,137
182,595 155,136 114,644 108,840 100,117
34,490 28,891 27,853 27,227 24,841
040 § 035 § - 8 $
7,491 7,406 7,747 7,747 7,747
- 9
94 70 88 161 333
160 - 208
- 352 - -
25 - -
252
1" 3 8 13 59
32 55 124 29
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MANAGEMENT DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATION

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 and affiliates of J. Michael Wilson, our Chairman and CEOQ, 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 residentiaf,
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 0.1% to 100%. We expect to retain the apartment land in St. Charles identified for future
apartment units to expand our apartment investment portfclio. In August 2005, we broke ground on Sheffield. 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 Parinership 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, 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 portfolic. The apartment
properties are individually organized into separate partnerships and receive subsidies from the United States
Department of Housing and Urban Development (*HUD”). 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 consuitants, 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. Qur homebuilding operation builds condominiums for sale on land located in Parque Escorial.
Qur homebuilding projects are organized in separate entities, all wholly owned by IGP and LDA,

ACPT is taxed as a U.S. partnership and its taxable income flows through to its shareholders. ACPT is
subject to Puerto Rico taxes on IGP Group’s taxable income, generating foreign tax credits that are passed through
to ACPT's shareholders. ACPT’s federal taxable income consists of certain passive income from IGP Group, a
controlled foreign corporation, additional distributions from IGP Group including Puerto Rico taxes paid on behalf of
ACPT, and dividends from ACPT's U.S. subsidiaries. Other than Interstate Commercial Properties (‘ICP"), which is
taxed as a Puerto Rico corporation, the taxable income from the remaining Puerto Rico operating entities passes
through to IGP Group or ALD. Of this taxable income, only the portion of taxable income applicable to the profits on.
the residential land sold in Parque Escorial passes through to ALD. ALD, ARMC, and ARPT are taxed as U.S.
corporations. The taxable income from the U.S. apartment properties flows through to ARPT.

FORWARD LOOKING STATEMENTS AND RISK FACTORS

The following discussion should be read in conjunction with the Consolidated Financial Statements and
notes thereto. Historical resuits set forth in Selected Financial Data, Management's Discussion and Analysis of
Financial Condition and Results of Operation and the Financial Statements included in this report should not be
taken as indicative of our future operations.

This Annual Report 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.

AMERICAN COMMUNITY PROPERTIES TRUST 10



You should carefully consider the risks described below. These risks are not the only ones that we may
face. Additional risks and uncertainties that we are unaware of, or that we currently deem immaterial, also may
become important factors that affect us. if any-of the following risks occurs, our business, financial condition or
results of operations could be materially and adversely affected.

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

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. In addition, regulatory
changes could possibly alter, among other things, the tax deductibility of interest paid on home loans. 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 fto recover timely from an economic downturn

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.

Avaifability and creditworthiness of tenants

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 to 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, 2005, our
financial position may be adversely affected by financial difficuities 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.

Adverse changes in the real estate markets, including, among other things:
Competition with other companies

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.

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

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

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.

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 defays in the completion of, or increase the cost of, developing one or more of our residential
communities.
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MANAGEMENT DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATION

Ability to renew HUD subsidy contracts and availability of federal funds on a timely basis to service these
coentracts

As of December 31, 2005, 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
candition 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,
cur cash flow from these properties will be negatively impacted, and our management fees may be reduced or
eliminated.

Ability to obtain insurance at a 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 morigage indebtedness or other obligations related to the property.

Environmental and safety requirements

Qur 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 molds 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 heaith effects and symptoms, including altergic 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.

Ability to retain senior management and key employees

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. Qur operations could be adversely affected if key members of
senior management cease to be active in our company.

Complexity of Tax Structure

The Company's tax structure is complex and requires continual monitoring in order to ensure compliance
with certain IRS requirements. Should the Company not meet the requirements of a publicly traded partnership, the
Company would be subject to additional tax liability.

RESTATEMENT AND INTERNAL CONTROL REMEDIATION MATTERS

During the preparation of the Company's 2004 tax returns in the fourth quarter 2005, the Company became
aware that certain intercompany interest income was subject to U.S. withholding tax when the interest was paid and
certain income from its Puerto Rico operations could be treated as income of ACPT even though it was not
distributed to ACPT. To correct the errors discovered, the Company restated its financial statements for the periods
covered in its Form 10-K for the fiscal year ended December 31, 2004 and its Forms 10-Q for the first two quarters of
fiscal 2005. The Company has evaluated the effectiveness of its internal control over accounting for income taxes as
of December 31, 2005, and has determined that the accounting errors referenced above and the potential for
additional misstatements indicate a material weakness in internal control over accounting for income taxes. The
Company is taking steps to ensure that the material weakness is remediated, including the retention of additional
international tax advisors and providing our in-house tax professionals and senior financial management with
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additional fraining to enhance their awareness of potential international tax matters and enable the Company to more
effectively manage its internal and third-party tax professionals.

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 reported 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 accounting policies, which we consider critical in
that they may require complex judgment in their application or require estimates about matters, which are inherently
uncertain.

Sales, Profit Recognition and Cost Capitalization

Community development land sales are recognized at closing only 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. Under the provisions of Statement of Financial Accounting Standards (“SFAS")
No. 66, related to condominium sales, revenues and costs are recognized when construction is beyond the
preliminary stage, the buyer is committed to the extent of being unable to require a refund except for non-delivery of
the unit, sufficient units in the project have been sold to ensure that the property will not be converted to rental
property, the sales proceeds are collectible and the aggregate sales proceeds and the total cost of the project can be
reasonably estimated. Accordingly we recognize revenue and costs upon settlement with the homebuyer which
doesn’t occur until after we receive use and occupancy permits for the building.

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 of sales 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 in a
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 development and construction costs can exceed estimates for various
reasons, including but not limited to unknown site conditions, rising prices and changes in government reguiations.
Any estimates of such costs may differ substantially from the actual resuits of such costs and reduce or eliminate the
future profits with respect to any development.

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

Investment in Unconsolidated Real Estate Entities

The Company accounts for investments in unconsolidated real estate entities that are not considered
variable interest entities under Financial Accounting Standards Board (‘FASB") Interpretations No. 46 (“FIN 46") in
accordance with AICPA Statement of Position (‘SOP”) 78-9 "Accounting for investments in Real Estate Ventures”
and Accounting Principles Board (“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.

In June 2005, the FASB ratified Emerging Issues Task Force Issue 04-05, "Determining Whether a
General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the
Limited Partners Have Certain Rights," or EITF 04-05. EITF 04-05 provides an accounting model to be used by a
general partner, or group of general pariners, fo determine whether the general partner(s) controls a limited
partnership or similar entity in light of certain rights held by the limited partners and provides additional guidance on
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what constitutes substantive kick-out rights and substantive participating rights. We have determined that new
guidance provided by EITF 04-05, which is effective January 1, 2008, requires the Company to consolidate all its
apartment partnerships for which it serves as the general partner except for Brookside Gardens Limited Parinership
and Lakeside Apartments Limited Partnership. The impact of consolidating the previously unconsolidated
partnerships will materially impact the presentation of the Company'’s assets, liabilities and shareholders’ equity.
Refer to Note 2 in the Notes to Consolidated Financial Statements of this report for additional disclosures regarding
the impact cn the Company’s financial statement presentation.

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 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. Cur 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 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  Furniture, fixtures and equipment over five to seven years using the straight-line method
s Leasehold improvements are capitalized and depreciated over the lesser of the life of the lease or
their estimated useful life,
¢ Maintenance and other repair costs are charged to operations as incurred.

[ncome Taxes

The Company's complex tax structure involves foreign source income and multiple entities that file
separate returns. Due to the complex nature of tax regulations affecting our entities, 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.

OFF-BALANCE SHEET ARRANGEMENTS
We do not have any off-balance sheet arrangements within the meaning of SEC Regulation S-K ltem
303(a)(4).

RESULTS OF OPERATIONS ,

The following discussion is based on the consolidated financial stateménts of the Company. It compares
the components of the results of operations by segment for each of the three years ended December 31, 2005, 2004
and 2003. Historically, the Company's financial results have been affected by the cyclical nature of the real estate
industry and timing of the delivery of fully developed residential lots and commercial acres. 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.
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Results of Operations - U.S. Operations:

For the year ended December 31, 2005, our U.S. segment generated $8,287,000 of operating income
compared to $6,568,000 of operating income generated by the segment for the same period in 2004 and $5,607,000
in 2003. 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. In March 2004, the Company executed an agreement with Lennar
Corporation (“Lennar’} 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. Lennar has agreed to purchase 200 residential lots per year, provided that they are developed and
available for delivery. Based on 200 (ot sales per year, it is estimated that lot seftlements will take place through
2015. Sales are closed on a lot by lot basis at the time when the builder purchases the lot. The ultimate selling price
per lot sold to Lennar 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 per lot will be recognized upon
Lennar's settlement with the respective homebuyers. Residential lots can vary in size and location resulting in
pricing differences. Gross 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 settiement 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.

2005 compared to 2004

Community development [and sales revenue increased $5,404,000 to $12,403,000 for the year ended
December 31, 2005 from $6,999,000 for the same period in 2004. The 77% increase in our community development
land sales revenue in 2005 is the result of major residential development and delivery of residential lots to Lennar.

Residential Land Sales

In 2005, we delivered 94 lots to Lennar at an average selling price of $102,558 per lot; the price includes
the initial selling price of $100,000 per lot plus water and sewer fees, road fees and other off-site fees. In 2004 we
sold 70 standard single family residential lots for an average initial selling price of $98,000 per lot. In 2005, we also
recognized for the first time, additional revenue of $1,996,000 based on the final settiement of homes of 63 lots
‘previously sold to Lennar in 2005 and 2004.

Prices for our residential lots reflect the healthy housing market in 2005 and its upward trend in home
prices in Charles County. The current selling price of town-homes in this area is in excess of $300,000 while single-
family homes in Fairway Village are selling in excess of $450,000.

As of December 31, 2005, we had 20 developed residential lots available for delivery.

Commercial Land Sales

In 2005, we sold 1.34 acres of commercial land for $3.43 per square foot compared to 1.07 acres of
commercial land for sales prices of $2.75 per square foot for the same period in 2004. The average sales prices of
these parcels differ due to their location, use and leve! of development. As of December 31, 2005, our backlog
contained 16.8 acres of commercial acres under contract for a total of $4,524,000.

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

In September 2004, the Company transferred a parce! of land in the Glen Eagles Nerghborhood in Fairway
Village with a cost basis of $5,625,000 to a newly formed joint venture with Lennar in exchange 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 sefves as the managing agent for
the project and receives a 3% management fee. The Company recorded 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. The Company recorded deferred costs related to 50% of the cost basis of the land.
We expect minimal profit from the activities of the joint venture. However, we expect to recognize the profit on the
portion of land transferred as lots are sold by Lennar through the amortization of previously deferred revenues and
costs. Pursuant to the terms of the lot option agreement, lots began selling in the fourth quarter of 2005 and are
expected to continue through the first quarter of 2009. The Company recorded the remaining 50% of the land’s cost
basis as investment in the joint venture within cur Community Development assets.

In the fourth quarter of 2005, the joint venture sold its first 25 lots to Lennar. As a result, the Company
recognized $188,000 for fees, $316,000 of deferred revenue and $195,000 of deferred costs. The joint venture did
not self any lots to Lennar in 2004.
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Gross Margin on Land Sales

The gross margin on land sales for the year ended December 31, 2005 was 45% compared to 37% for the
same pericd of 2004. Our gross margins on fand sales in 2005 and 2004 have been affected by increases in the
price of steel, oil and fuel and the strong demand and limited supply for contractors for the development of lots in
Fairway Village. These cost increases were more than offset by increased sales prices of homes in Fairway Village.

Customer Dependence

Our community development land sales revenue from Lennar in 2005 was $12,203,000; which accounts
for 20% of the Company's total revenue and 32% of the U.S. segment’s revenue. Loss of all or a substantial portion
of our land sales, as well as the joint venture’s land sales, to Lennar would have a significant adverse effect on our
financial results until such lost sales could be replaced.

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

In 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 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 housing
market. Prices for our current residential lots reflect ihe 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

In 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 Margin on Land Sales

The gross margin on land sales 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 margin on land sales was affected by increases in the costs for the development of lots
in Fairway Village. Our development costs have been directly affected by the increase in the price of steel, oil and
fuel and the strong demand and limited supply for contractors.

Rental Property Revenues and Operating Results - U.S. Operations
Certain of the U.S. based apartment properties in which we hold an ownership interest qualify for the
consolidation methed 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 are reflected as minority interest. As of December 31, 2005, nine 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 at some of the properties must be leased to tenants with low to moderate
income. HUD subsidizes one of the properties and the three remaining properties are a mix of subsidized units and
market rent units. HUD dictates the rents of the subsidized units.
Apartment Acquisitions
¢ On October 29, 2004, the Company acquired the assets of two apartment properties, Owings Chase LLC
and Prescott Square LLC, located in Pikesville, Maryland.
e  On May 23, 2005, the Company acquired the assets of another apartment property, Nottingham
Apartments LLC, in Baitimore, Maryland.
e The acquired apartment properties are market rent properties allowing us to determine the appropriate
rental rates based on market conditions.
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The following table presents the results of rental property revenues and operating expenses for the years ended
December 31, 2005, 2004 and 2003 (in thousands):

2005 2004 2003
Rental Property - Revenues 22,508 19,007 17,106
Rental Property - Operating Expenses 9,665 7,647 7,379

2005 compared to 2004

Rental property revenues increased $3,501,000 to $22,508,000 for the year ended December 31, 2005
compared to $19,007,000 for the same period in 2004. The 18% increase was primarily due to the apartment
acquisitions in October 2004 and May 2005, an overall average annual rent increase of 5%, as well as an increase in
rent generated by one of our properties that converted from a fully subsidized property to a 100% market rate
property in July 2004. :

Rental property operating expenses increased $2,018,000 for the year ended December 31, 2005 to
$9,665,000 compared to $7,647,000 for the respective period in 2004. The increase in our rental property operating
expenses in 2005 is attributable to the growth in the size of our apariment operations including acquisitions
accounting for $1,807,000 of additional expenses; a $186,000 increase in insurance costs and taxes and a $126,000
increase due to the rising costs of utilities.

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 overali 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
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.

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, our Chairman and CEO. 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 our managed, but not owned properties and our unconsolidated properties; fees
earned from the consolidated properties are eliminated in consolidation.

2005 compared to 2004

Management and other fees for the year ended December 31, 2005 decreased 26% to $1,114,0600
compared to $1,500,000 for the same period in 2004. The $386,000 decrease in management fees isdueto a
special fee from refinancing and an incentive management fee from.our managed properties in 2004 with no
comparable fees earned in 2005. Additionally, we terminated a management contract with a non-owned property in
October 2004 which accounted for approximately $133,000 of management fee income in 2004. The Company
serves as the managing agent for the land development joint venture project with Lennar and receives 3% of the
selling price of the finished lots as a management fee for its services. In the fourth quarter of 2005, the joint venture
delivered 25 lots to Lennar and the Company earned an $80,000 management fee with no comparable fees earned
in 2004,

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
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year-to-date increases were offset in part by our termination of a management contract with a non-owned property in
October 2004.

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, three properties located in Pikesville, Maryland, one property in Virginia,
and to a lesser 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.

2005 compared to 2004

General, administrative, selling and marketing costs incurred within our U.S. operations increased
$1,739,000 to $7,340,000 for the year ended December 31, 2005, compared to $5,601,000 for the same period of
2004.

The 31% increase in general, administrative, selling and marketing costs for the fiscal year ended
December 31, 2005 is atiributable to an increase of $691,000 of additional professional services fees including audit,
tax compliance, consulting and corporate costs incurred during the year as a result of the restatement, additional
corporate governance and fee increases in excess of inflation. The increase is also due to an additional $625,000 in
salaries and benefits as a result of additional staff, bonuses and normal annual increases. The current market for
qualified employees continues to be very competitive, resulting in the additional salaries, bonuses and recruiting
fees. Other components of the increase include $376,000 of additional charges related to our outstanding share
appreciation rights as a result of the increase in our stock price in 2005 and $102,000 in compensation expense for
shares that were awarded to our non-employee Trustees in June. The increases noted above were partially offset by
a reduction in bad debt expense on outstanding accounts receivable balances which were previously reserved due
from two apartment properties for which we serve as the general partner and one affiliated property that we
managed.

2004 compared tc 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.

The 25% increase in general and administrative costs was attributable to additional staffing, consulting and
audit fees required to meet the increased corporate governance and documentation requirements. In addition we
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 resuit 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.

Depreciation Expense - U.S. Operations:

2005 compared to 2004

Depreciation expense increased $617,000 to $3,829,000 for the year ended December 31, 2005 compared
to $3,212,000 for the same period in 2004. Qur apartment property acquisitions in October 2004 and May 2005
increased our depreciation expense in 2005 by $454,000. The remainder of the fiscal year's increase was affected
by capital improvements made to our rental properties.

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
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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.

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. (See Note 3 to the consolidated financial statements, “Investments in Unconsolidated Real Estate Entities”
for mare information regarding our investments in and commitments to these entities.) Earnings from these entities
will vary from year to year depending on the level of activity for each entity during the year, where the entity is in the
earnings stream, and whether or not the limited pariners have recovered their capital contribution.

2005 compared to 2004

For the year ended December 31, 2005, the Company recognized earnings of $135,000 for its investments
in its unconsolidated real estate entities. For the same period in 2004, the Campany recognized a loss of $291,000 in
its investments in its unconsolidated real estate entities. The increase was principally the result of the write-off of
deferred finance fees in ane of our unconsolidated partnerships which negatively impacted its earnings in 2004 with
no comparable write-offs in 2005.

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.

Interest Expense - U.S. Operations:

The interest related to the U.S. debt obligations, exclusive of the non-recourse debt related to the
investment properties, is subject to capitalization and is allocated to the qualifying assets within our community
development assets based on its book balance. Any excess interest, interest related to the non-recourse debt of our
investment properties, interest on capital leases and amortization of certain loan fees are reflected as interest
expense. This section reflects all interest expense incurred.

2005 compared to 2004

Interest expense increased 15% for year ended December 31, 2005 to $6,797,000 compared to
$5,916,000 for the same period in 2004, The $881,000 increase in interest expense is primarily due to $845,000 of
additional interest expense related to the mortgages of the three most recently acquired apartment properties in
Baltimore, the write-off of pre-payment penalties and other fees of $250,000 from the refinancing of one of our
properties’ mortgages in the first quarter of 2005, and $223,000 of additional interest expense recognized as a result
of the conversion of one of our properties from an interest subsidized property to a fair market property in December
2004. The increase in 2005 was reduced by loan fees amortized and included in interest expense in 2004 of
$221,000 for loans that were repaid by December 31, 2004 as well as loan fees and prepayment penalties of
$475,000 paid in connection with the refinancing of one of our apartment properties mortgages in January 2004 with
no comparable expense in 2005. The Company capitalized $944,000 of interest in its U.S. segment in 2005
compared to $534,000 of interest capitalized in 2004.

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. The Company capitalized $534,000 of interest in its U.S. segment in 2004 compared to
$515,000 of interest 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 partnership,
even though these distributions have no economic effect or cost to the Company. Losses charged to the minority
interest are limited to the minority partner’s basis in the partnership.
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2005 compared to 2004

Minority interest decreased 28% in 2005 to $926,000 for the year ended December 31, 2005 compared to
$1,285,000 for the same period in 2004. |n 2004, we refinanced the mortgages of Headen and Third Age that
provided distributions to third party owners in excess of their basis. In 2005, we refinanced the mortgage of Terrace
that provided distributions to the third party owners in excess of their basis. The 2005 distributions to minority
partners in excess of their basis were less than the distributions paid out in 2004

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 increased $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.

Provision/(Benefit) for Income Taxes - U.S. Operations:

The provision/(benefit) for income taxes was $456,000, $(274,000) and $139,000 for the years ended
December 31, 2005, 2004 and 2003 resulting in effective tax rates of 54%, 40% and 38%, 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 income without corresponding
foreign tax credits.

Results of Operations - Puerto Rico Operations:

For the year ended December 31, 2005, our Puerto Rico segment generated $2,659,000 of operating
income compared to $1,511,000 of operating income generated by the segment for the same period in 2004 and
$2,179,000 in 2003. 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 commercial sales which are cyclical in nature and
usually have a noticeable positive impact on our earnings in the period in which settlement is made.

2005 compared to 2004

Community development land sales for the year ended December 31, 2005 were $10,397,000 compared
to $2,676,000 in 2004. During 2005, the Company sold 9.7 commercial acres in the master-planned community of
Parque Escorial. The gross margin on land sales for the years ended December 31, 2005 and 2004 were 28% and
26%, respectively. There were no commercial acres in backlog at December 31, 2005.

Customer Dependence

In 2005, within our Puerto Rico segment, we sold commercial acres in our office park to Jalexis, Inc. for
$7,448,000 which represents 31% of the Puerto Rico segment's revenue and 12% of our total consolidated revenue
for the year. No other customers accounted for more than 10% of our consciidated revenue in 2005.

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 which includes imputed interest of $76,000. The gross margin on land sales for
the year ended December 31, 2004 was 26%.

Homebuilding - Puerto Rico Operations:

The Company organizes corporations as needed to operate each individual homebuilding project. In April
2004, the Company commenced the construction of a new 160-unit mid-rise condominium complex known as Torres
del Escorial ("Torres"). The condominiums were offered to buyers in the market in January 2005 and delivery of the
units commenced in the fourth quarter of 2005. During 2004, the Company completed and closed out its 208 unit
complex known as Brisas de Parque Escorial ("Brisas"). The condominium units are sold individually from an onsite
sales office to prequalified homebuyers.

2005 compared to 2004
During the fourth quarter of 2005, 32 units within the Torres project were closed at an average selling price
of $232,000 per unit generating $7,424,000 in home sales revenue. For the year ended December 31, 2004, the
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last 55 units within the Brisas project were sold at an average selling price of $179,000 per unit generating
$9,861,000 in home sales revenue.

The gross margin on home sales in 2005 was 18% as compared to 24% in 2004. The decrease in the
gross margin on home sales is attributable to several factors. First, Brisas units sold in 2004 benefited from
increases in the market prices of homes sold at the end of the project as compared to the beginning of the project. In
addition, certain deferred selling and commission expenses were charged as period costs for the first units sold in
Torres with no comparable expenses for the final Brisas units sold in 2004. Finally, the gross profit percentage in
2004 was positively impacted by Brisas units selling faster than anticipated resuiting in less than expected interest
costs.

As of December 31, 2005, 68 units were under contract at Torres with an average selling price of $252,000
per unit. These sales are backed by a $6,000 deposit and a non-contingent sales contract.

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 of $179,000 per unit compared to 124 units at $174,000 per unit in 2003. As
of December 31, 2004, a total of 208 units were sold with an average sales price of $175,000. The gross margin on
home sales in 2004 was 24% as compared to 22% in 2003. The increase in the gross margin on homes sales is the
result of increases in the selling price per unit and a reduction in interest costs in 2004.

Rental Property Revenues and Operating Resuits - Puerto Rico Operations:

In September 2005, the Company commenced the operations of its first commercial rental property in the
community of Parque Escarial, known as Escorial Building One, in which it holds a 100% ownership interest.
Escorial Building One is a three-story building with approximately 56,000 square feet of offices space for lease. The
Company moved the Puerto Rico Corporate Office to the new facilities in the third quarter of 2005, and as of
December 31, 2005, leases approximately 20% of the building.

2005 compared to 2004

For the year ended December 31, 2005, the commercial rental property generated $58,000 of rental
property income, net of IGP’s rent that is eliminated in consolidation of $126,000. Operating expenses for the
commercial rental property were $188,000, producing an operating loss of $130,000. As of December 31, 2005,
32% of the office space was leased.

2004 compared to 2003
There were no rental property operations in 2004 and 2003 within our Puerto Rico operations.

Management and Other Fees - Puerto Rico Operations:

We earn a monthly fee from each of the apartment properties in which we hold an ownership interest, as
well as four preperties owned by non-affiliates. 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 earned from apartment property refinancing 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. In prior years we managed two commercial properties owned by the
Wilson Family. The Wilson Family properties were sold to third parties in two separate transactions, one in
December 2004 and the other in April 2005.

2005 compared to 2004

Management fees and other fees increased 1% in 2005 to $2,128,000 as compared to $2,106,000 in 2004
The increase is attributable to a special fee of $139,000 earned in Aprit 2005 from the sale of a non-owned
commercial property that we managed, a $96,000 fee recognized in connection with the refinancing of one of our
managed properties in the second quarter of 2005 as well as increases in the annual rents of the apartment
properties. Results for 2005 were affected by a reduction in the recognition of management fees from the
commercial properties sold in December 2004 and April 2005 and deferred financing fees that were fully recognized
in 2004.

2004 compared fo 2003
Management fees decreased 2% in 2004 to $2,106,000 from $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.
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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 IGP for certain
costs incurred at IGP's office that are attributable to the operations of those properties. [n accordance with EITF 01-
14, the costs and reimbursement of these costs are not included within this section but rather, they are reflected as
separate line items on the consolidated income statement. Due to the fact that we moved our corporate office to our
new office building, Escorial Building One, rent expense and parking expenses are eliminated in consolidation.

2005 compared to 2004

General, administrative and selling and marketing expenses decreased 7% or $258,000 in 2005 to
$3,305,000 compared to $3,563,000 in 2004. This decrease is primarily attributable to a $190,000 reduction in
miscellaneous, computer, and other expenses and a decrease in SARS expense of $62,000. Although our share
price increased substantially during the year, the number of shares vested and outstanding decreased due to
significant exercises during 2004.

2004 compared to 2003

General, administrative and selting and marketing expenses decreased 2% or $83,000 in 2004 to
$3,563,000 compared to $3,646,000 in 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.

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

In 2005 and 2004 our Puerto Rico segment did not have any write-offs of deferred project costs. In 2003,
we wrote off the deferred project costs, $1,007,000, related to the potential development of an entertainment
complex in Parque El Comandante.

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 EI Monte Properties (“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, and whether or
not the limited partners have recovered their capital.

2005 compared to 2004

Equity in earnings from partnerships decreased $1,959,000 to $1,008,000 during the twelve months ended
December 31, 2005, compared to $2,967,000 for the twelve months ended December 31, 2004. The decrease is the
result of $1,771,000 of distributions received in excess of our investment base from two of our partnerships for which
the Company has no required funding obligation. The current year's decrease also includes a reduction in the equity
in earnings from our unconsolidated apartment partnerships of $217,000 attributable to the increases in financial and
operating expenses within our apariment properties.

2004 compared to 2003

Equity in earnings from partnerships increased $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.
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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, interest on the office building's non-recourse mortgage and the amortization of
certain [oan fees are reflected on our financial statements as interest expense.

2005 compared to 2004

Interest expense decreased 437% in 2005 to $(836,000) compared to $248,000 in 2004. The decrease in
2005 is attributable to the $982,000 reversal of accrued interest no longer necessary as a result of the closing
agreement with the IRS of our tax matters. Refer to Note 10 in the Consolidated Financial Statements found in item 8
of this 10-K for an additional discussion of the closing agreement with the IRS. The Company capitalized $1,371,000
of interest in the P.R. segment in 2005 compared to $770,000 of interest capitalized in 2004.

2004 compared to 2003

Interest expense decreased 29% in 2004 to $248,000 compared to $350,000 in 2003. The decrease in
2004 is primarily due to our lower outstanding debt balances cn our term loan. The Company capitalized $770,000
of interest in the P.R. segment in 2004 compared to $911,000 of interest capitalized in 2003.

(Benefit)/Provision for Income Taxes - Puerto Rico Operations:

The effective tax rate for 2005, 2004 and 2003 are (20%), 35% and 40%, respectively. The statutory rate
is 29%. The difference in the statutory tax rate and the effective tax rate for the year ended December 31, 2005 is
primarily the result of the resolution of income tax matters, which resuited in a benefit to income taxes of $2,421,000.
For the years ended December 31, 2004 and 2003, the effective tax rate differs from the statutory rate due to U.S.
taxes on Puerto Rico source income without the full benefit of the foreign tax credit offset by special tax exempt
income.

LIQUIDITY AND CAPITAL RESOURCES

Summary of Cash Flows
As of December 31, 2005, the Company had cash and cash equivalents of $24,759,000, including
$3,603,000 in restricted cash. The following table sets forth the changes in the Company’s cash flows ($ in
thousands):
Years Ended December 31

2005 2004 2003
Operating Activities $ (4,070) $ 7426 $ 11,735
Investing Activities (9,265) (28,761) (4,245)
Financing Activities 18,353 23,757 {4,564)
Net Increase in Cash $ 5018 § 2422 $ 2,926

For the year ended December 31, 2005 the Company used $4,070,000 in net cash for its operating
activities compared to $7,426,000 of cash flows provided by its operating activities for the years ended December 31,
2004. The $11,496,000 decrease in cash flows from operating activities is primarily due to the continued investment
into our community development and homebuilding projects. The Company added $20,793,00G to our community
development assets in 2005 as compared to $11,963,000 in 2004. Within our community development operations in
the U.S., the Company centinues to develop residential lots for delivery to Lennar as part of its March 2004
agreement. Also, the Company has been accelerating the construction of two major roadway links to the Charles
County roadway system; part of the infrastructure expansion will be supported by the issuance of $20,000,000 in
County bonds. Within our homebuilding operations in Puerto Rico, the Company is in the construction phase of its
next homebuilding project and incurred $13,068,000 of homebuilding construction expenditures for the year ended
December 31, 2005 as compared to $6,122,000 for the year ended December 31, 2004. From period to period, cash
flows from operating activities also depend upon changes in our net income, as discussed more fully above under
"Results of Operations.”

For the year ended December 31, 2005, net cash used in investing activities was $9,265,000, a
$19,496,000 decrease in cash used from the same period in 2004, Cash 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, 2005 and 2004 our
acquisition and development activity outpaced the distributions received from our real estate entities. Related to our
construction activities, in 2005 we invested $3,739,000 for both the completion of our 56,000 square foot office
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- building in Parque Escorial, Puerto Rico and the start of construction on our apartment project in St. Charles. In
2004, our construction expenditures were $5,660,000 which was primarily related to the investment in our Parque
Escorial office building. Related to our acquisition activities, on May 23, 2005, the Company purchased Nottingham
South Apariments for $3,000,000. In November 2005, the Company acquired 22 residential acres of land adjacent
to the Sheffield Neighborhood in St. Charles for $500,000 in cash and a $500,000 two-vear note. Qur acquisition
activities in 2005 were significantly less than 2004, when the Company purchased two apartment communities in
Baltimore, Maryland for $20,000,000. The Company financed the acquisition through a combination of cash and a
$16,191,000 non-recourse mortgage. In addition, during 2005 we received a cash distribution from our Joint
Venture with Lennar when the Joint Venture successfully obtained financing for the development of the project.

Cash provided by financing activities totaled $18,353,000 in 2005 and $23,757,000 in 2004. Cash used in
financing activities generally relates to dividend distributions to our shareholders and repayment of debt. Generally,
new debt incurred during a period depends upon the net effect of our acquisition, development and refinancing
activity. The detailed activity within our recourse and non-recourse debt instruments is discussed below within the
Contractual Financial Qbligations section. Offsetting the cash provided by financing activities were dividends paid to
shareholders of $0.40 per share in 2005 as compared to $0.35 in 2004,

Contractual Financial Obligations

The following table provides a summary of our fixed, non-cancelable, contractual financial obligations as of
December 31, 2005: :

Total 1 Year 1-3 Years 4.5 Years 5 Years

Recourse debt-community development

and homebuilding $ 28,066 $ 1,723 § 16223 $ 1,700 $ 8,420
Recourse debt-investment properties 4,752 281 2,899 162 1,410

Total Recourse Debt 32,818 2,004 19,122 1,862 9,830
Non-recourse debt-community development 500 - 500 - -
Non-recourse debt-investment properties 119,365 1,300 5712 4,554 107,799

Total Non-Recourse Debt 119,865 1,300 6212 4,554 107,799
Capital lease obligations 93 22 62 9
Operating lease obligations 1,373 325 874 174
Purchase obligations 43,487 22,964 20,523 - -
Total contractual financial obligations $ 197,636 $ 26,615 $ 46,793 § 6599 $ 117,629

AMERICAN COMMUNITY PROPERTIES TRUST 24



Our recourse and non-recourse debt is made up of the following as of December 31, 2005:

MATURITY INTEREST BALANCE Total Total BALANCE
DATE RATE 12/31/2004 Advances Repayments 12/31/2005
(In thousands)
Recourse Debt:
Maryland Bank & Trust-Apartment acquisition equity loan 112313 6% $ 18% § -8 57§ 1,839
Columbia Bank - Investment properties loan 5/15/07 6.98% - 3,000 87 2913
Charles County-St. Charles land loans 61719 6.5% 7,795 6,000 634 13,161
FirstBank - Parque Escorial land loan Paid P 4,481 284 4,765 -
KEMBT Corporation-Puerto Rico land loan Paid N/A 2728 - 2728 -
FirstBank - Torres construction loan 3/31/07 P 8,792 11,795 6,682 13,905
Banco Poputar de PR-Puerto Rico land loan 6/30/06 P+1.0% 1,500 - 500 1,000
Other Miscellaneous Debt 2/05 - 6/09 5.50-10% 202 40 79 163
Total Recourse Debt $ 21394 § 1,119 § 15532 § 32,981
Non-Recourse Debt:
Retired Debt 1211724 6.85% $ 3795 % - 3795 § -
Replacement Debt 3115 5.50% - 8,832 87 8,745
Acquisition Debt 11/23/07-1114 5.30% - 3,080 - 3,080
. Other Apartment Mortgages 1/13-7/38 4.85.7.85% 88,465 6,298 1,068 93,695
Apartment property construction loan 8/1/47 5.47% - 5,740 - 5,740
Commercial Properties 10/31/35 7.33% 6,619 2,006 - 8,625
Total Non-Recourse Debt $ 98,879 § 25936 $ 4950 § 119,865

Recourse Debt - U.S. Operations
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 (the "County") road
system. Also, as part of the agreement, the County agreed to issue general ebligation public improvement bonds to
finance $20,000,000 of the related construction costs. The bonds are guaranteed by letters of credit provided by
Lennar as part of a residential lot sales contract for 1,950 lots in Fairway Village. As of December 31, 2005, the
Charles County Commissioners have issued two separate Consolidated Public Improvement Bonds (the “Bonds")
totaling $14,000,000 on behalf of the Company. The Bonds bear an interest rate between 4% and 5.125% and call
for semi-annual interest payments and annual principal payments and mature in fiteen years. The Bond Repayment
agreements with the County stipulate the borrowing and repayment provisions for the funds advanced. Under the
terms of the agreements, the Company is obligated to pay interest and principal on the full amount of the Bonds; as
such, the Company recorded the full amount of the debt and a receivable from the County, which is included within
our Community Development assets, 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 a monthly payment equal to one-sixth of
the semi-annual interest payments and one-twelfth of the annual principal payment.

In June 2005, the Company signed a two year, $3,000,000 recourse note with Columbia Bank. The loan
carries a fixed interest rate of 6.98%, requires the Company to pay monthly principal and interest payments until its
maturity on May 15, 2007 and is collateralized by the Company's cash receipts from the two apartment properties
acquired in October 2004 and two parcels of land in St. Charles acquired in the second quarter of 2005.

In August 2005, the Company signed a memorandum of understanding ("MOU") with the Charles County
Commissioners regarding a land donation that will house a planned minor league baseball stadium and
entertainment complex. Under the terms of the MOU, the Company donated 42 acres of land in St. Charles to the
County on December 31, 2005. The Company also agreed to expedite off-site utilities, storm-water management and
road construction improvements that will serve the entertainment complex and future portions of St. Charles so that
the improvements will be completed concurrently with the entertainment complex. Charles County will be responsible
for infrastructure improvements on the site of the complex. In return, Charles County will issue the sale of general
obligation bonds to finance the infrastructure improvements. In March 2006, $4,000,000 of bonds were issued for
this project. As per the stipulations provided for in the Bond Repayment agreement with the County, the funds for
this project will be repaid by ACPT over a 15-year period. In addition, the County agreed to issue an additional 100
~ school allocations a year to St. Charles commencing with the issuance of bonds. The County will also require ACPT
to fund an escrow account from lot sales that will be used to repay these bonds.

Recourse Debt - Puerto Rico Operations

Substantially all of the Company's homebuilding assets and 490 acres of community development land
assets within its Puerto Rico segment are encumbered by recourse debt. The Company obtained a construction
loan in March 2004 for its current homebuilding project, Torres del Escorial. The construction loan carries a
$26,000,000 revolving line of credit with aggregate advances not to exceed $18,000,000 outstanding at any one
time. The loan is secured by a mortgage on the property and will be repaid by the proceeds of the home sales.
Construction loan advances of $5,413,816 remain available under this credit facility.
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On April 30, 2005, the LDA land loans due to FirstBank and to KEMBT Corporation were repaid in full. As
a result, the balance of the community land assets in Parque Escerial is unencumbered as of December 31, 2005

Non-Recourse Debt - U.S. Operations

As more fully described in Note 4 to our Consolidated Financial Statements included in this
10-K filing, the non-recourse apartment properties' debt is collateralized by apartment projects. As of December 31,
2005, approximately 51% of this debt is secured by the Federal Housing Administration {"FHA") or the Maryland
Housing Fund.

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.

On May 23, 2005, the Company completed the acquisition of an apartment property in Baltimore, Maryland
containing 85 units for approximately $3,000,000. The acquisition was financed through a combination of cash and
non-recourse debt financing.

On August 11, 2005, Sheffield Greens Apartments, LLC ("Sheffield Greens"), a wholly owned subsidiary of
the Company, obtained a non-recourse construction loan of $27,008,000 with GMAC Commercial Mortgage
Corporation to fund the construction cests for a new apartment property in St. Charles' Fairway Village. The
construction loan will mature in September 2007 and at such time will convert into a 40-year non-recourse
permanent mortgage. The loan has a fixed interest rate of 5.47%, and requires interest-only payments during the
construction phase followed by principal and interest payments until maturity. The loan is subject to a HUD regulatory
agreement. The loan documents provide for covenants and events of default that are customary for mortgage loans
insured by the Federal Housing Authority.

In the fourth quarter of 2005, the Company purchased 22 residential acres adjacent to the Sheffield
Neighborhood in St. Charles for $1,000,000. The Company paid $500,000 in cash and signed a two-year, non-
interest bearing, non-recourse note, for $500,000 due in November 2007.

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 construction costs of the office building in Parque Escorial. In September 2005, the Company
commenced the operations of the commercial rental property; and on that date the office space was 32% leased.
The Company moved the Puerto Rico Corporate Office to the new facility and leases approximately 20% of the
building. The construction credit facility of $8,625,000 matured on October 31, 2005, and at such time, the Company
converted it into a permanent loan. The permanent loan facility consists of a thirty-year loan with a ten year fixed rate
equal to 7.33%. At the end of the first ten years the interest rate will be reset, at the discretion of management, to a
fixed rate for an additional five, seven or ten years equal to the SWAP rate plus 2.25%.

Purchase Obligations and Cther Contractual Obligations

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 properties, recurring corporate
expenditures including employment, consulting and compensation agreements and audit fees, non-recurring
corporate expenditures such as improvements at our investment properties, the construction of the new apartment
project in St. Charles, costs associated with our homebuilding project in Puerto Rico, and the development of our
land in the U.S. and Puerto Rico. Our U.S. and Puerto Rico land development contracts, homebuilding contracts and
construction contracts are subject to increases in cost of materials and labor and other project overruns. Qur 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 fand development.

In addition to our purchase obligations, the Company is required to pay dividends to its shareholders as a
result of the closing agreement reached with the IRS as announced on March 10, 2006. The closing agreement
requires ACPT to allocate $4,955,000 of income from the periods 1998 through 2004 to its shareholders of record on
March 29, 2006. Under the terms of ACPT's governing documents, it is required to make minimum annual
distributions to the shareholders equal to at least 45% of net taxable income allocated to shareholders. Accordingly,
the Board of Trustees declared a dividend payable on April 12, 2006 to the shareholders of record on March 29,
2006 of approximately $2,230,000 representing 45% of the allocated income. Refer to Mote 10 in the Notes to the
Consolidated Financial Statements for an additional discussion of the closing agreement with the IRS.

Subsequent to December 31, 2005, the Company has signed land development contracts for work to be
performed in connection with the County road projects. In 2006, the Company plans to continue its development
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activity within the master planned communities in St. Charles and Puerto Rico and may commit to future contractual
obligations at that time.

Liquidity Requirements

Qur short-term liquidity requirements consist primarily of obligations under capital and operating leases,
normal recurring operating expenses, regular debt service requirements (including debt service relating to additional
or replacement debt as well as matured debt), non-recurring expenditures and dividends to common shareholders.
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.

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. Future
acquisitions may be financed through a combination of Company equity, third party equity and market rate
mortgages. During 2006, we may seek additional development loans and permanent mortgages for continued
development and expansion of St. Charles and Parque Escorial and other potential rental property opportunities. To
that end, subsequent to December 31, 2005, the Company received a commitment letter for a $14.0 million revolving
credit facility with a 3 year maturity and an interest rate of Prime plus 1.75%. This revolving credit facility will be
collateralized by our commercial land and our future villages.

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 under the section titled
"Forward-Looking Statements,” 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 stcck 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 OTHER OBLIGATIONS

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 annuaf 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.

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, 2005 for our Puerto Rico operations and October 1, 2005
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, cur premium costs increased overall by 2% as compared to the
prior policy year.
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Mold growth may occur when excessive moisture accumulates in buildings or on building materials,
particularly if the moisture prablem 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

rom 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 cantain 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.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The use of financial instruments, such as debt instruments, subjects our Company to market risks, which
may affect our future earnings and cash flows as well as the fair value of our assets. Market risk generally refers to
the risk of loss from changes in interest rates and market prices. We are exposed to market risk primarily due to
fluctuations in interest rates. We utilize both fixed-rate and variable-rate debt. For fixed-rate debt, changes in interest
rates generally affect the fair market value of the debt instrument, but not our earnings or cash flow. Conversely, for
variable- rate debt, changes in interest rates generally do not impact the fair market value of the debt instrument but
do affect our earnings and cash flow. Itis the Company's policy to minimize the impact of variable rate debt to the
greatest extent possible by pursuing equity and long term fixed rate financing and refinancings of current fixed rate
debt at lower rates when favorable market conditions exist. The following table provides information about the
Company's financial instruments that are sensitive to changes in interest rates. The table presents the Company's
debt obligations, principal repayments, and related weighted average interest rates by expected maturity dates and
fair values. The Company has no derivative financial instruments. We believe that the change in the fair value of our
financial instruments resulting from a foreseeable fluctuation in interest rates would be immaterial to our total assets
and total liabilities.
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Principal Amount by Expected Maturity
Average Interest Rate

(In thousands)
Fair Value
December 31,
2006 2008 2009 2010 Thereafter Total 2005
Long-term debt, including
current portions:
Fixed rate debt-principal ~ § 2297 § 5673 $ 2739 § 2911 § 3050 § 119433 § 136103 $ 137456
Fixed rate debt-interest $ 7897 $ 7585 $ 7,165 § 7015 § 6863 $ 60393 $ 96918
Average interest rate 5.81% 581% 5.74% 5.76% 5.75% 6.02% 5.82% 5.75%
Variable rate debt-principal  $ 1,060 § 13969 $ 69 § 73§ 78§ 1494 § 16743 $ 16,743
Variable rate debt-interest  § 1,169 § 955 § 111§ 106 $ 101 § 194 § 2,636
Average interest rate 8.15% 7.25% 6.50% 6.50% 6.50% 6.50% 6.90% 6.90%
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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, 2005 and 2004, 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, 2005. These consolidated financial statements are the responsibility of the
Company's management. Our 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 audits 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, 2005 and 2004, and the

consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2005, in conformity with U.S. generally accepted accounting principles.

St ¥ MLLP

McLean, Virginia
March 30, 2006
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CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31,
2005 2004 2003
{In thousands, except per share amounts)

Revenues
Community development-land sales $ 22,800 $ 9675 § 6,893
Homebuilding-home sales . 7,424 9,861 21,560
Rental property revenues 22,566 19,007 17,106
Management and other fees, substantially all from related enlities 3,237 3,591 3,317
Reimbursement of expenses related to managed entities 6,286 6,877 8,630
Total revenues 62,313 49,011 55,506
Expenses
Cost of land sales 14,233 6,383 4,936
Cost of home sales 8,122 7,474 16,728
Rental property operating expenses 9,853 7,647 7,379
General, administrative, selling and marketing 10,640 9,149 8,116
Depreciation and amortization 4,042 3,328 2,920
Expenses reimbursed from managed entities 6,286 6,877 6,630
Write-off of deferred project costs 3 74 1,011
Total expenses 51,207 40,932 47,720
Operating Income 11,108 8,079 7,786
Other income (expense)
Interest and other income 895 528 309
Equity in earnings from unconsclidated entities 1,143 2,676 1,196
Interest expense {5,363) (5,667) (4,186)
Minority interest in consolidated entities (926) (1,285) {1,204)
" Income before (benefit)iprovision for income taxes 6,855 4,331 3,901
{Benefit)/provision for income taxes {690) 1,500 1,596
Net income $ 7545 % 2831 §$ 2,305
Earnings per share
Basic $ 145 § 055 §$ 0.44
Diluted $ 145 § 055 § 0.44
Weighted average shares outstanding
Basic §,195 5,192 5,192
Diluted 5,195 5,192 5,199
Cash dividends per share $ 040 $- 035 § .
The accompanying notes are an integral part of these consolidated statements.
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CONSOLIDATED BALANCE SHEETS

ASSETS
(In thousands, except share and per share amounts)
As of December 31,
2005 2004
ASSETS:
Cash and Cash Equivalents
Unrestricted $ 21156 $ 16,138
Restricted 3,603 2,867
24,759 18,805
Assets Related to Investment Properties
Operating real estate, net of accumulated depreciation
of $46,412 and $43,464, respectively 76,578 65,071
Other operating assets, net of amortization of $864 and $412, respectively 10,688 7,844
Investment in unconsolidated apartment partnerships 3,086 3,942
Investment in unconsclidated commercial property partnerships 4,824 4,872
Other receivables 508 641
Development costs and construction 4,458 9,052
100,142 91,422
Assets Related to Community Development
Land and development costs
Puerto Rico 19,364 25,078
St. Charles, Maryland 34,868 24,444
Receivable from bond proceeds 8,422 4,810
Notes receivable on lot sales and other 170 301
Investments and deferred costs related to joint venture 4,271 5,625
67,095 60,258
Assets Related to Homebuilding
Condominiums under construction 17,621 10,675
Other Assets
Deferred tax assets 5,610 1,362
Receivables and other 676 873
Property and equipment, less accumulated depreciation
of $1,769 and $1,580, respectively 1,182 832
7,468 2,867
Total Assets $ 217,085 $ 184,027

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

AMERICAN COMMUNITY PROPERTIES TRUST 32



LIABILITIES AND SHAREHOLDERS' EQUITY
(In thousands, except share and per share amounts)

As of December 31,
2005 2004
LIABILITIES:
Liabilities Related to Investment Properties
Recourse debt $ 4752 $ 1,89
Non-recourse debt 119,365 98,879
Accounts payable, accrued liabilities and deferred income 8,049 8,034
132,166 108,809
Liabilities Related to Community Development
Recourse debt 1,000 8,709
Non-recourse debt 500 -
Recourse debt-County Bonds 13,161 7,795
Accounts payable and accrued liabilities 5,091 4,485
Deferred income 3,961 4,277
23,713 25,266
Liabilities Related to Homebuilding
Recourse debt 13,905 8,792
Accounts payable and accrued liabilities 2,502 1,098
16,407 10,790
Other Liabilities
Accounts payable and accrued liabilities 3,601 4,153
Notes payable and capital leases 163 202
Accrued income tax liability-current 6,545 5,916
10,309 10,271
Total Liabilities 182,595 155,136
Shareholders’ Equity
Common shares, $.01 par value, 10,000,000 shares authorized,
5,197,954 shares and 5,191,554 shares issued and outstanding as of
December 31, 2005 and 2004, respectively 52 52
Treasury stock, 67,709 shares at cost {376} (376)
Additional paid-in capital 17,066 16,964
Retained earnings 17,748 12,251
Total Shareholders' Equity 34,490 28,891

Total Liabilities and Shareholders’ Equity

$ 217,085 § 184,027

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

IN SHAREHOLDERS’ EQUITY

Common Shares Additional
Par Treasury Paid-in Retained
Number Value Stock Capital Earnings Total
{In thousands, except share amounts)
Balance December 31, 2002 5,191,554 $ 52 % (87) $ 1835 $ 8908 § 27227
Net income - - - 2,305 2,306
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 11,213 27,853
Net income - - - - 2,831 2,831
Dividends paid - - - {1,793) (1,793)
Balance December 31, 2004 5,191,554 52 (376) 16,964 12,251 28,891
Net income - - - - 7,545 7,545
Dividends paid - - (2,048) (2,048)
Issuance of shares to Trustees 6,400 - - 102 - 102
Balance December 31, 2005 5,197,954 % 52 § (376) § 17,066 $ 17,748 § 34,490

The accompanying notes are an integral part of these consolidated statements.
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Cash Flows from Operating Activities

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
2005 2004 2003
(In thousands)

Net income . $ 7545 § 2831 § 2305
Adjustments to reconcile net income to net cash (used in)/
provided by operating activities:
Depreciation and amortization 4,042 3,328 2,920
Benefit for deferred income taxes (4,248) (1,878) (823)
Equity in earnings-unconsolidated entities (1,143) (2,676) {1,196)
Distribution of earnings from unconsolidated entities 1,388 938 1,007
Cost of land sales 14,233 6,383 4,938
Cost of home sales 6,122 7,474 16,728
Stock based compensation expense 1,036 640 498
Minority interest in consolidated entities 926 1,285 1,204
Amortization of deferred loan costs 392 697 42
Changes in notes and accounts receivable 300 (64) 1,302
Additions to community devetopment assets (20,793) (11,963) (5,998)
Homebuilding-construction expenditures (13,068) (8,204) (8,847)
Write-off of deferred project costs K} 74 1,011
Deferred income-joint venture (122) 4,277 -
Changes in accounts payable, accrued liabilities (711) 4,284 (3,354)
Net cash (used in)/provided by operating activities (4,070) 7,426 11,735
Cash Flows from Investing Activities
investment in office building and apartment construction (3,739) (5,660) (1,216)
Change in investments - unconsolidated entities 1,819 2,257 286
Change in restricted cash {936) {1,435) (317)
Additions to rental operating properties, net (5,687) (23,777) (1,765)
Acquisition of general partner/limited partner interest in
Coachman's Landing and Village Lake - - (837)
Other assets (722) (146) (396)
Net cash used in investing activities (3,265) (28,761) (4,245)
Cash Flows from Financing Activities
Cash proceeds from debt financing 38,494 53,149 39,917
Payment of debt (20,481) (29,845) (44,092)
County Bonds proceeds, net of undisbursed funds 2,388 2,246 -
Acquisition of treasury stock and warrants - - (389)
Dividends paid to shareholders {2,048) {1,793) -
Net cash provided by (used in) financing activities 18,353 23,757 ~ (4,564)
Net Increase in Cash and Cash Equivalents 5,018 2,422 2,926
Cash and Cash Equivalents, Beginning of Year 16,138 13,716 10,780
Cash and Cash Equivalents, End of Year $ 21,156 $ 16,138 § 13,716
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 ("|GC" or "Predecessor”) real estate operations.

On Qctober 5, 1998 IGC transferred to ACPT the commeon 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. ("TALD")
and IGP Group Corp. ("IGP Group") and their subsidiaries. '

ACPT is taxed as a U.S. partnership and its taxable income flows through to its shareholders. ACPT is
subject to Puerto Rico taxes on IGP Group’s taxable income, generating foreign tax credits that are passed through
to ACPT's shareholders. ACPT's federal taxable income consists of certain passive income from IGP Group, a
controlled foreign corporation, additional distributions from IGP Group including Puerto Rico taxes paid on behalf of
ACPT, and dividends from ACPT's U.S. subsidiaries. Other than Interstate Commercial Properties (‘ICP"), which is
taxed as a Puerto Rico corporation, the taxable income from the remaining Puerto Rico operating entities passes
through to IGP Group or ALD. Of this taxable income, only the portion of taxable income applicable to the profits,
losses or gains on the residential land sold in Parque Escorial passes through to ALD. ALD, ARMC, and ARPT are
taxed as U.S. corporations. The taxable income from the U.S. apartment properties flows through to ARPT.

ARPT

ARPT holds an ownership interest in 19 investment apartment properties ("U.S. Apartment Properties”)
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 property management services in the United States for the U.S. Apartment Properties 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 ("SCC LLC") which holds approximately 4,000
acres of land in St. Charles, Maryland.
2. The Class B interest in Interstate General Properties Limited Parinership S.E.; a Maryland

partnership (*IGP") that represents IGP's rights to income, gains and losses associated with land
in Parque Escorial, Puerto Rico held by Land Development Associates, S.E. ("LDA"} and
designated for development as saleable property.

3. Through SCC LLC, a 50% interest in a land development joint venture, St. Charles Active Adult
Community, LLC ("AAC").

IGP Group
IGP Group owns and operates the assets of ACPT's Puerto Rico division indirectly through a 99% limited

partnership interest and 1% general partner interest in IGP excluding the Class B IGP inerest transferred to ALD.
IGP's assets and operations include:;

1. a 100% partnership interest in LDA, a Puerto Rico special partnership, which holds 120 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, and a limited partner interest
in 1 of the 9 partnerships;

3 alimited 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;
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4, an indirect 100% ownership interest, through LDA and Interstate General Properties LP
("IGPLP"), in Torres del Escorial, Inc. {"Torres"), a Puerto Rico corporation organized to build
160 condominium units.

5. a 100% ownership interest in Escorial Office Building |, Inc. (“EOBI") a Puerto Rico Corporation
that holds the operations of a three-story, 56,000 square foot office building.
8. 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").
2. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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.
Al of the entities included in the consolidated financial statements are hereinafter referred to collectively as the
"Company" or "ACPT". As of December 31, 2005, 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 Carp. 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 def 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, Nottingham South, LLC, Owings Chase, LLC, Palmer Apartments Associates
Limited Partnership, Prescott Square, LLC, Sheffield Greens Apartments, LLC, Village Lake L.P., Wakefleld Terrace
Associates Limited Partnership, and Wakefield Third Age Associates Limited Partnership.

The Company's investments in entities 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.

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 only 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. Under the provisions of SFAS 66, related to condominium sales,
revenues and costs are to be recognized when construction is beyond the preliminary stage, the buyer is committed
to the extent of being unable to require a refund except for non-delivery of the unit, sufficient units in the project have
been sold to ensure that the property wil! not be converted to rental property, the sales proceeds are collectible and
the aggregate sales proceeds and the fotal cost of the project can be reasonably estimated. Accordingly we
recognize revenues and costs upon settlement with the homebuyer which doesn’t occur until after we receive use
and occupancy permits for the building.

In accordance with SFAS 67 "Accaunting for Costs and Initial Rental Operations of Real Estate Projects,"
the costs of acquiring and develaping 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 during the development
and construction period and other real estate we construct is capitalized 1o the extent of qualifying assets. Remaining,
interest costs are expensed.

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 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 apartment unit are generally year-to-year, renewable upon consent of both parties on an annual
basis or monthly basis for shorter term leases.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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 $1,337,000 and $2,233,000 at December 31, 2005 and 2004,
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.

Impairment of Long-Lived Assets

ACPT carries its rental properties, homebuilding inventery, land and development costs at the lower of cost
or fair value in accordance with 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. Qur 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, 2005, 2004 and 2003.

Cost Reimbursements

The apartment properties reimburse the Company for certain costs incurred at the central office that are
attributable to the operations of those properties. In accordance with EITF 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, administrative, selling and marketing expenses, but rather they are reflected
as separate line items on the consolidated income statement.

Depreciable Assets 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 cur income statement on an annual basis.
The assessments, all of which are judgmental determinations, are as foflows:

« Buildings and improvements are depreciated over five to forty years using the straight-line or double
declining balance methods,

o Furniture, fixtures and equipment are depreciated over five to seven years using the straight-line method,

o leasehold improvements are capitalized and depreciated over the lesser of the life of the lease or their
estimated useful life,

» Maintenance and other repair costs are charged to operations as incurred.

Operating Real Estate
The table below presents the major classes of depreciable assets as of December 31, 2005 and 2004 {in
thousands):

2005 2004

Land $ 10,065 $ 8,110
Building 102,140 91,319
Building improvement 4,525 3,616
Equipment 6,260 5,490

122,990 108,535
Accumulated depreciation 46,412 43,464
Operating real estate, net $ 76,578 $ 65,071
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Cther Property and Equipment
in addition, the Company owned other property and equipment of $1,182,000 and $632,000, net of
accumulated depreciation, respectively, as of December 31, 2005 and 2004,

Depreciation
Total depreciation expense was $4,042,000, $3,328,000 and $2,920,000 for the years ended December
31, 2005, 2004 and 2003, respectively.

Acquired Real Estate Properties

On May 23, 2005, the Company, through its subsidiary AHP, completed the acquisition of Nottingham
South Apartments, an apartment property in Baltimore, Maryland containing 85 units for approximatety $3,000,000.
The acquisition was financed through a combination of cash and non-recourse debt financing.

On Qctober 29, 2004, the Company, through its subsidiary AHP, completed the acquisition of the assets of
two apartment properties in Pikesville, Maryland for approximately $20,000,000. Owings Chase Apartments contains
234 apartment units and Prescott Square Apartments contains 73 apartment units; both properties offer garden style
apartments, and are fair market properties.

We allocated the purchase price of acquired properties to the related physical assets (land and building)
and in-place leases based on the fair values of each component, in accordance with SFAS No. 141, “Business
Combinations." 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, 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 40 years on a
straight-line basis and amortizes the amounts aflocated to intangible assets relating to in-place leases, totaling
$483,000 for the 2004 acquisition and $104,000 for the 2005 acquisition, which are included in other operating
assets in the accompanying balance sheet, over the remaining term of the related leases, which term is no longer
than one year. As of December 31, 2005, the intangible assets relating to the in-place leases for Owings Chase and
Prescott were fully amortized.

The acquisitions of Owings Chase and Prescott Square are considered material business combinations. The
following unaudited proforma 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

(in thousands, except per share data)

Operating revenue $ 50,930 $ 57,728
Net income 3 2397 § 1,859
Earnings per share-basic $ 046 $ 0.36
Earnings per share-diluted $ 046 $ 0.36
Weighted average shares-basic 5,192 9,192
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 $ 19,939

Investment in Unconsolidated Apartment 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
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in the Consolidated Balance Sheets and the Company's share of net income from the partnership is included on the
Consolidated Statements of income.

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 reduced by ACPT's
share of distributions 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 partnerships make cash distributions or allocate losses to minority limited partners in excess
of the minority limited 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 and the minority
partners’ share of income during the current period in the consolidated statements of income as minority interest in
consolidated entities. For the years ended December 31, 2005 and 2004, we recorded charges for excess
partnership losses and distributions to minority partners of approximately $542,000 and $1,084,000, respectively,
which excludes the minority partners’ share of income.

Cash and Cash Equivalents

Cash and cash equivalents — unrestricted includes cash on hand, unrestricted deposits with financial
institutions and short-term investments with original maturities of three months or less.

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. The account
also includes deposits collected within our homebuilding operations as well as funds in an escrow account that are
restricted for the repayment of the County bonds.

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

The Company's complex tax structure involves foreign source income and multiple entities that file
separate returns. Due to the complex nature of tax regulations affecting our entities, our income tax expense and
related balance sheet amounts involve significant management estimates and judgments.

ACPT was structured in a manner so as not to be subject to U.S. income taxes provided that its income
constituted qualifying income for purposes of the Publicly Traded Partnership (*PTP"} provisions of the Internal
Revenue Code. 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, ACPT and ALD are subject to Puerto Rico income tax
on its Puerto Rico source income. During the fourth quarter 2005, the Company determined that certain income
from its Puerto Rico operations could be treated as income of ACPT even though it was not distributed to ACPT.
This undistributed income may not constitute qualifying income for purposes of the PTP provisions of the Internal
Revenue Code and could have affected ACPT's tax status as a PTP. As announced on March 10, 2006, the
Company reached a closing agreement with the IRS allowing ACPT to retain its PTP status. Accordingly, the
accounting for the resolution of this matter has been reflected in the consolidated financial statements as of
December 31, 2005, (See Note 10).
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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
2005 2004 2003

Net income $ 7,545 $ 2831 § 2305
Weighied average shares outstanding 5,195 5,192 5,192
Dilutive effect of warrants - - 7
Weighted average of fully diluted shares outstanding 5,195 5,192 5,189
Earnings per share:

Basic $ 145 § 055 § 0.44

Diluted $ 145 § 055 § 0.44

The Company accrues for dividends when declared. During the year ended December 31, 2005, the
Company declared and paid cash dividends of $0.20 per share on 5,191,554 common shares cutstanding and $0.20
per share on 5,197,954 common shares outstanding. 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 year ended December 31, 2003.

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 pricr years have been reclassified to conform to our current year's presentation.
This includes the reclassification in the 2004 and 2003 consolidated statements of cash flows for the classification of
certain distributions received from unconsolidated real estate entities and additions to community development costs.
These reclassifications do not affect the Company's previously consolidated reported net income, including per share
amounts or total assets.

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.

Impact of Recently Issued Accounting Standards

SFAS 123(R)

in December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123(R), "Share
Based Payment," a revision of SFAS No. 123, which is similar in concept fo 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. In addition, this revision
requires a public entity to measure the cost of employee services received in exchange for an award of liability
instruments at their fair value. The use of intrinsic value for liability instruments is no longer allowed by public
entities.

This revision is effective for ACPT as of January 1, 2006. The Company has determined that the impact of
implementing the provisions of SFAS No. 123(R) will not be material.

SFAS 154

) In May 2005, the FASB issued SFAS No. 154, "Accounting Changes and Error Corrections," which
replaces APB Opinion No. 20 and SFAS No. 3, and changes the requirements for the accounting for and reporting of

a change in accounting principle. This statement is effective for accounting changes and corrections of errors made

4 2005 ANNUAL REPORT

EE ———————————— |




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in fiscal years beginning after December 15, 2005, although early adoption is permitted for accounting changes and
corrections of errors made in fiscal years beginning after the date SFAS 154 was issued. We do not anticipate that
the adoption of SFAS 154 will have a material impact on our financial condition or results of operations.

EITF 04-05

In June 2005, the FASB ratified Emerging lssues Task Force Issue 04-05, "Defermining Whether a
General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the
Limited Partners Have Certain Rights," or EITF 04-05. EITF 04-05 provides an accounting mode! to be used by a
general partner, or group of general partners, to determine whether the general partner(s) controls a limited
partnership or similar entity in light of certain rights held by the limited partners and provides additional guidance on
what constitutes substantive kick-out rights and substantive participating rights. EITF 04-05 must be applied after
June 29, 2005 for (a) general partners of all newly formed limited partnerships and (b} existing limited partnerships
for which the partnership agreements have been modified. For general partners in all ather limited partnerships, the
consensus must be applied no later than the beginning of the first reporting period in the fiscal year beginning after
December 15, 2005. There are two transition alternatives available upon adoption; one involves a cumulative effect
of a change in accounting principle recorded in opening retained earnings and the other involves restatement.

We have determined that EITF 04-05 requires the Company to consclidate the following properties;
Alturas Del Senorial Associates Limited Partnership, Bayamon Garden Associates Limited Partnership, Carolina
Associates Limited Partnership S.E., Colinas de San Juan Associates Limited Partnership, Essex Apartments
Associates Limited Partnership, Huntington Associates Limited Parinership, Jardines de Caparra Associates Limited
Partnership, Monserrate Assaciates Limited Partnership, San Anton Associates, Turaho Limited Dividend
Partnership and Valle del Sol Associates Limited Partnership. Historically, these partnerships have been recorded
using the equity method of accounting. We plan to implement EITF 04-05 through the use of a cumulative effect
adjustment that will be recorded in the first quarter of 2006. The impact of consolidating the financial statements of
these partnerships will increase our aperating assets and liabilities by approximately $68.0 mitlion and $97.7 million,
respectively, as of January 1, 2006. The addition to assets is primarily related to real estate at historical cost net of
accumulated depreciation of approximately $53.3 million and the addition to liabilities is primarily related to non-
recourse debt of approximately $98.6 million held by these limited partnerships. The Company will record an overall
reduction to retained earnings in a manner similar to a cumulative effect of a change in accounting principle as of
January 1, 2006. The Company is in the process of completing its evaluation of EITF 04-05. The amounts disclosed
above exclude the effect of EITF 04-05 on income taxes, which could be material upon completion of this analysis.

As noted above related to our accounting for minority interest in our consolidated partnerships, when
consolidated real estate partnerships 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 to our shareholders. The historical operations of these partnerships have
resulted in such GAAP losses and cash distributions and form the basis for the recording of the reduction to
beginning retained earnings. As consalidated entities, we will be required to report similar charges related to these
apartment properties in the consolidated statements of income as minority interest expense as a consolidated entity
should these conditions arise. Refer to Note 3 for further discussion related to our unconsolidated partnerships as of
December 31, 2005.

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 48 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 parinership interests in 13 limited partnerships which own apartment properties in the United
States and Puerto Rico; a limited partnership interest in a limited partnership that owns a commercial property 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, 2005 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,
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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 del 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-S and APB No. 18, these investments are accounted for under the equity method. The
Company holds a general partner interest in the remaining partnerships 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 generaliy 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 partner is considered a noncontrolling partner, which requires that the
partnerships be accounted for under the equity method.

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 $197,000 and Lakeside of $169,000,
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 praviding operating deficit loans to the
partnership in the event that it is not able to generate sufficient cash flows from its operating activities.

Commercial Partnerships

As of December 31, 2005, the Company holds a limited partner interest in a commercial property 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 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. The gain on sale was reduced by the amount of the seller's note which is subject to future
subordination. In January 2005, EI 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 distribute any remaining cash when it winds up its
affairs.

Land Development Joint Venture

In September 2004, the Company entered into a joint venture agreement with Lennar Corporation for the
development of a 352-unit, active adult community located in St. Charles, Marytand. At that time, a limited liability
company, St. Charles Active Adult Community, LLC, was formed to carry out the terms of this agreement whereby
Lennar and the Company would each hold a 50% ownership interest in the limited liability company. The jaint
venture's operating agreement calls for the development of 352 lots to be defivered to Lennar's homebuilding division
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 50% of the historical cost basis of the land with the other 50% recorded as deferred
costs. The proceeds received are reflected as deferred revenue. The deferred revenue and related deferred costs
will be recognized into income as the joint venture sells lots to Lennar. In March 2005, the joint venture closed a
non-recourse development loan. Per the terms of the loan, both the Company and Lennar provided development
completion guarantees. During the fourth quarter of 2005, the joint venture sold 25 lots to Lennar. As a result, the
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Company recognized $267,000 in off-site and management fees, $316,000 of deferred revenue and $195,000 of
deferred costs. The following table summarizes the financial data and principal activities of the unconsolidated 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.

Land
Development
Apartment  Commercial Joint
Properties Property Venture Total

(in thousands)
Summary Financial Position:
Total Assets

December 31, 2005 $ 77830 $ 28464 $ 11,947 § 118,241
December 31, 2004 81,538 31,821 9,489 122,848
Total Non-Recourse Debt
December 31, 2005 101,848 23,120 4,019 128,987
December 31, 2004 102,640 24 975 - 127 615
Total Other Liahilities
December 31, 2005 9,782 1,516 994 12,292
December 31, 2004 9,957 3,231 235 13,423
Total Deficit/Equity
December 31, 2005 (33,800) 3,828 6,934 (23,038)
December 31, 2004 (31,059) 3,615 9,254 (18,190)
Company's Investment, net (1)
December 31, 2005 (1,597) 4,824 1,828 5,055
December 31, 2004 (275) 4,872 2,987 7,584
Summary of Operations:
Total Revenue
Year Ended December 31, 2005 $ 27729 § 3658 ¢§ 2711 § 34,098
Year Ended December 31, 2004 27,350 16,009 - 43,359
Year Ended December 31, 2003 26,675 3,665 - 30,340
Net Income
Year Ended December 31, 2005 1,384 1,812 - 3,196
Year Ended December 31, 2004 1,139 11,336 - 12,475
Year Ended December 31, 2003 1,423 1,559 - 2,982
Company's recognition of equity in
earnings
Year Ended December 31, 2005 451 692 - 1,143
Year Ended December 31, 2004 (2) 925 1,751 - 2,676
Year Ended December 31, 2003 620 579 - 1,199
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Land
Development
Apartment Commercial Joint
Properties  Property Venture Total
(in thousands)

Summary of Cash Flows:
Cash flows from operating activities

Year Ended December 31, 2005 $ 6460 $ 1840 § 759 $§ 9,059
Year Ended December 31, 2004 5,561 11,976 - 17,637
Year Ended December 31, 2003 4,874 1,819 - 6,693

Company's share of cash flows from
operating activities .
Year Ended December 31, 2005 2,131 833 379 3,343

Year Ended December 31, 2004 1,612 5,905 - 7,517
Year Ended December 31, 2003 1,714 823 - 2,537
Operating cash distributions
Year Ended December 31, 2005 2,968 1,600 2,320 6,888
Year Ended December 31, 2004 991 6,537 - 7,528
Year Ended December 31, 2003 2,399 1,543 - 3,942
Company's share of operating
cash distributions
Year Ended December 31, 2005 1,320 740 1,160 3,220
Year Ended December 31, 2004 344 3,255 - 3,599
Year Ended December 31, 2003 1,179 700 - 1,879
Refinancing cash distributions
Year Ended December 31, 2005 100 - - 100

Year Ended December 31, 2004 2,526 : - - 2,526
Year Ended December 31, 2003 - - - -
Company's share of refinancing

cash distributions
Year Ended December 31, 2005 1 - - 1

Year Ended December 31, 2004 1,249 - - 1,249
Year Ended December 31, 2003 - - - .

Notes:
{1) Represents the Campany's net investment, including assets and accrued liabilities in the consolidated

balance sheet for unconsolidated real estate entities.
(2) Increase due to El Monte's sale of primary asset.
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4. DEBT

o

The Company's outstanding debt is collateralized primarily by land, land improvements, homebuilding
assets, receivables, investment properties, investments in partnerships, and rental properties. The
following table summarizes the indebtedness of the Company at December 31, 2005 and 2004 (in

thousands):
Maturity Interest Outstanding as of
Dates Rates (a) December 31,
From/To From/To 2005 2004
Related to community development:
Recourse debt (b) 06-30-06/03-01-20  P+1%/5.125% $ 14161 $§ 16504
Non-recourse debt (c) 11-23-07 500 -
Related to hemebuilding:
Recourse debt {d) 10-31-07 P 13,905 8,792
Related to investment properties:
Recourse debt () 05-15-07/01-23-13  P+1.25%/6.98% 4,752 1,896
Non-recourse debt (f), (g), (h) 12-01-13/02-01-39  4.95%/7.85% 119,365 98,879
General:
Recourse debt (i) 01-01-06/05-01-10  Non-interest 163 202
bearing/10.85%
Total debt ' $ 152,846 § 126,273

"P" = Prime lending interest rate. (The prime rate at December 31, 2005 was 7.25%)

As of December 31, 2005, $13,161,000 of the community development recourse debt relates to the
general obligation bonds issued by the Chartes County government as described in detail under the
heading "Financial Commitments" in Note 5. The remainder of the outstanding balance is fully
collateralized by approximatety 490 acres within Parque El Commandante. Cn April 30, 2005, the LDA land
loans due to FirstBank and to KEMBT Corporation were repaid in full. As a result, the balance of the land
inventory in Parque Escorial is unencumbered as of December 31, 2005.

In the fourth quarter 2005, the Company purchased 22 residential acres adjacent to the Sheffield
Neighborhood for $1,000,000. The Company funded half of the purchase price with cash and signed a
two-year note for $500,000 due in November 2007. The Company plans to annex the land into the St.
Charles master plan community. _

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 $18,000,000 for Torres Del
Escorial. This loan is secured by a mortgage on the property and will be repaid by the proceeds from
home sales.

As of December 31, 2005 and 2004, the outstanding recourse debt within the investment properties is
comprised of a loan borrowed to finance the acquisition of our properties Village Lake and Coachman's in
January 2003, as well as a 2 year, $3,000,000 recourse note with Columbia Bank that the Company
obtained in June 2005. The loan with Columbia Bank carries a fixed interest rate of 6.98% and requires
the Company to pay monthly principal and interest payments until its maturity on May 15, 2007 and is
collateralized by the Company's cash receipts from the two apartment properties acquired in 2004 and two
parcels of land in St. Charles acquired in the second quarter of 2005.

The non-recourse debt related to the investment properties is coltateralized by the apartment projects. As
of December 31, 2005, approximately $62,864,045 of this debt is secured by the Federal Housing
Administration ("FHA") or the Maryland Housing Fund. The non-recourse debt balance is also composed of
an $8,625,000 mortgage on the office building in Parque Escorial. ~ The mortgage is a thirty-year loan
with a ten year fixed rate equal to 7.33%. At the end of the first ten years the interest rate will be reset, at
the discretion of management, to a fixed rate for an additional five, seven or ten years equal to the SWAP
rate plus 2.25%.
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g. On August 11, 2005, Sheffield Greens Apartments, LLC ("Sheffield Greens"), a wholly-owned subsidiary of
the Company, secured a non-recourse construction loan of $27,008,000 with GMAC Commercial Mortgage
Corporation to fund the construction costs for a new apartment property in St.Charles’ Fairway Village. The
construction loan will mature in September 2007 and at such time will convert into a 40-year non-recourse
permanent mortgage. The loan has a fixed interest rate of 5.47%, and requires interest-only payments
during the construction phase followed by principal and interest payments until maturity. The loan is subject
to a HUD regulatory agreement. The loan documents provide for covenants and events of default that are
customary for mortgage loans insured by the Federal Housing Authority.

h. 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 were 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.

i. The general recourse debt outstanding as of December 31, 2005 is made up of various capital leases
outstanding within our U.S. and Puerto Rico operations as well as vehicle notes. Two of our capital leases
in Puerto Rico were paid in full during January and February 2006.

The Company's loans contain various financial, cross collateral, cross default, technical and restrictive
provisions. As of December 31, 2005, 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, 2005 and 2004 on its
variable rate debt was 5.995% and 4.92%, respectively.

The stated maturities of ACPT's indebtedness at December 31, 2005 are as follows (in thousands):

2006 $ 3,358
2007 19,642
2008 2,808
2009 2,984
2010 3,128
Thereafter 120,926

$ 152,846

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

December 31,
2005 2004 2003
Expensed $ 5363 % 5667 $ 4,186
Capitalized 2,315 1,304 1,426

$ 7,678 $ 6,971 $ 5,612

5. COMMITMENTS AND CONTINGENT LIABILITIES

Financial Commitments

Pursuant fo 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 (the "County") road
system. Also, as part of the agreement, the County agreed to issue generaf obligation public improvement bonds to
finance $20,000,000 of this canstruction guaranteed by letters of credit provided by Lennar as part of a residential lot
sales contract for 1,950 lots in Fairway Village. As of December 31, 2005, the Charles County Commissioners have
issued two separate Consolidated Public Improvement Bonds (the “Bonds”) totaling $14,000,000 on behalf of the
Company. The Bonds were issued in March 2005 and March 2004, respectively. The Bonds bear an interest rate
between 4% and 5.125% and call for semi-annual interest payments and annual principal payments and mature in
fifteen years. The Bond Repayment agreements with the County stipulate the borrowing and repayment provisions
for the funds advanced. Under the terms of the agreements, the Company is obligated to pay interest and principal
on the full amount of the Bonds; as such, the Company recorded the full amount of the debt and a receivable from
the County, which is included within our Community Development assets, 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
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Commissioners a monthly payment equal to one-sixth of the semi-annual interest payments and one-twelfth of the
annual principal payment.

In August 2005, the Company signed a memorandum of understanding ("MOU") with the Charles County
Commissioners regarding a land donation that will house a planned minor league baseball stadium and
entertainment complex. Under the terms of the MOU, the Company donated 42 acres of land in St. Charles to
Charles County on December 31, 2005. The Company also agreed to expedite off-site utilities, storm-water
management and road construction improvements that will serve the entertainment complex and future portions of
St. Charles so that the improvements will be completed concurrently with the entertainment complex. Charles County
will be responsible for infrastructure improvements on the site of the complex. In return, Charles County will issue the
sale of general cbligation bonds of $7,000,000 to finance the infrastructure improvements. In March 2006,
$4,000,000 of bonds were issued for this project. As per the stipulations provided for in the Bond Repayment
agreement with the County, the funds for this project will be repaid by ACPT over a 15-year period. In addition, the
County agreed to issue an additional 100 lot allocations a year to St. Charles commencing with the issuance of
bonds. The County will also require ACPT to fund an escrow account from lot sales that will be used to repay these
bonds.

As of December 31, 2005, ACPT is guarantor of $14,774,000 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”). Under the terms of the
Consulting Agreement, the Company will pay Mr. Wilson $200,000 through Cctober 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, 2005, ACPT has guaranteed $17,914,000 of outstanding
debt owed by its subsidiaries. IGP has guaranteed $14,905,000 of its subsidiaries' outstanding debt. LDA
guaranteed $13,905,000 of outstanding debt owed by its subsidiary. In addition, Charles Community LLC guaranteed
$4,752,000 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
cne to nine years. We do not expect the guarantees to impair the individual subsidiary or the Company's ablhty to
conduct business or to pursue its future development plans.

Legal Matters

Loiza Valley

On November 24, 1997, Comité Loiza Valley en Accién, Inc., 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 in
the Superior Court of Carolina, Puerto Rico 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 ta 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 appeliate 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. On June 6, 2005, the Supreme Court denied said request.
Hence, LDA is an added insured on the damage claims in the complaint. In the status hearing held on August 10,
2005, the court scheduled the beginning of the trial for November 2006 and probabily the trial will be extended to
2007.
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Due to the inherent uncertainties of the judicial process, we are unable to either predict the outcome of or
estimate a range of potential loss associated with this matter. While we intend to vigorously defend this matter and
believe we have meritorious defenses available to us, there can be no assurance that we would prevail. If this matter
is not resolved in our favor, it could have a material adverse effect on our financial condition and results of
operations.

The Company and/or its subsidiaries have been named as defendants, along with other companies, in
tenant-related lawsuits. The Company carries liability insurance against certain types of claims that management
believes meets industry standards. To date, payments made to the plaintiffs of the seftied cases were covered by
our insurance policy. The Company believes it has strong defenses to the claims, and intends to continue to defend
itself vigorously in these matters. :

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 financial condition or future operations of
ACPT. :

6. LEASES

ACPT operates certain property and equipment under leases, some with purchase options that expire at
various dates through 2010. ACPT is also obligated under several non-cancelable operating leases for office space
and equipment. Capital leases of $93,000, exclusive of $11,000 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, 2005 (in thousands):

Operating
Leases
2006 $325
2007 314
2008 285
2009 275
2010 174
Thereafter -
Total minimum lease payments $1,373

Rental expense under non-cancelable operating leases was $441,000 in 2005, $472,000 in 2004 and
$484,000 in 2003 and is included in general, administrative, selling and marketing 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 varicus entities that conduct business
with the Company. The financial impact of the related party transactions on the accompanying consolidated financial
statements is reflected below (in thousands):

CONSOLIDATED STATEMENT OF INCOME:
Years Ended December 31,

2005 2004 2003
Management and Other Fees (B)
Unconsolidated subsidiaries with third party partners $ 1,915 $  22% $ 1973
Affiliates of J. Michael Wilson, CEO and Chairman 619 706 775
$ 2534 $ 3,000 $ 2748
Interest and Other Income
Unconsolidated real estate entities with third party partners $ - $ 33 3 49
$ . $ 33 $ 49
General and Administrative Expense
Affifiates of J. Michael Wilson, CEQ and Chairman (81) § 154 $ 392 $ 369
Reserve additions and other write-offs-

Unconsolidated real estate entities with third party partners (A) (26) 138 687

Affiliates of J. Michael Wilson, CEQ and Chairman - {28) 28

IGC (3) 3 -
Reimbursement to IBC for ACPT's share of

J. Michael Wilson's compensation 440 380 250
Reimbursement of administrative costs-

Affiliates of J. Michael Wilson, CEO and Chairman (B4) (21) {21) (14)
James J. Wilson, IGC Chairman and Director (B3) 200 200 200
Thomas J. Shafer, Trustee (B9) 42 42 42

$ 786 $ 1,108 $ 1,562
BALANCE SHEET: Balance Balance
December 31, December 31,
2005 2004

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

Unconsolidated real estate entities with third party partners,

net of reserves $ 506 3 641
Other Assets
Receivables - All unsecured and due on demand

Affiliate of J. Michae! Wilson, CEO and Chairman 3 108 $ 80
Liabilities Related to Community Development

Notes payable-KEMBT Corporation (B2) $ - $ 2728

(A) Management and Other Services

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
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
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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.

In prior years, we managed two commercial properties in Puerto Rico owned by the Wilson Family. The
Wilson Family properties were sold to third parties in two separate transactions, one in December 2004 and the other
in April 2005. Management fees generated by these properties represented less than 1% of the Company's total
revenue,

{B) Other
Other transactions with related parties are as follows:
(1) In 2005, the Company rented executive office space and other property from an affiliate in the
United States pursuant to a lease that expires in 2010. In management's opinion, all leases with
affiliated persons were on terms at least as favorable as those generally available from unaffiliated
persons for comparable property. Effective January 27, 2006, the office building was sold to a third
party.

(2)  The Company repaid the loan on April 30, 2005, net of a $430,000 fee for services provided to
KEMBT.

(3)  Represents fees paid to James J. Wilson pursuant to a consuiting and retirement agreement. At
Mr. Wilson's request, payments are made to IGC.

(4)  Represents shared office expense reimbursements.
(8)  Represents 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 partnerships
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 generat
partner and 85 percent limited partner interest in both partnerships. Interstate Business Corporation ("1BC") 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 EI 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 methed 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. Asa
result, the Company received $2,500,000 in cash and recognized $386,000 of income in 2004. El Monte distributed
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the note, $1,500,000 to the Company, in January 2005. The note bears interest at a rate of prime pius 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 distribute any remaining cash when it winds up its affairs.

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"), (i) forfeitable shares that vest
upan the accurrence 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 Compensaticn Committee is also autherized 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. As of December 31, 2005,
6,400 shares have been issued to Trustees under the Plan.

In April 2001, an additional 140,000 rights were granted to employees. These rights bear a $4 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, 2005, there are 55,200 outstanding Rights which become exercisable and expire as
follows:
Rights Expiring

Rights Exercisable at: April 30, 2011

December 31, 2005 25,600

April 30, 2006 29,600

55,200

During 2005, 2004 and 2003, the Company recognized $351,000, $640,000, and $498,000 of
compensation expense in connection with the outstanding Rights, respectively.

9. RETIREMENT AND PROFIT SHARING PLANS

ACPT assumed ali of IGC's obligations under the {GC Retirement Pian 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%t or July 1st 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 aliows 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 $532,000, $503,000 and $464,000 in 2005, 2004 and 2003,
respectively.

10. INCOME TAXES

ARMC, ALD and ARPT are subject to federal and state income tax. ACPT is subject to Puerto Rico income
tax on its Puerto Rico source income. During the 4t quarter of 2005, the Company determined that certain income
from our Puerto Rico operations could be treated as income of ACPT even though it was not distributed to ACPT.
This undistributed income may not constitute qualifying income for purposes of the PTP provisions of the Internal
Revenue Code and could have affected ACPT's tax status as a PTP. Accordingly, the Company restated its prior
period financial statements to accrue for this contingency because we believed a liability related to this issue was
both probable and reasonably estimated. The Company decreased net income $474,000 and $416,000 for the years
ended December 31, 2004 and 2003, respectively, and decreased retained earnings as of December 31, 2002 by
$3,479,000 for the period 1998 through the end of 2002 for this matter. As announced on March 10, 2006, the
Company entered into a closing agreement with the IRS allowing ACPT to retain its PTP status. The closing
agreement requires ACPT to allocate $4,955,000 of income from the periods 1998 through 2004 1o its shareholders
of record on March 29, 2006. Under the terms of ACPT’s governing documents, it is required to make minimum
annual distributions to the shareholders equal to at least 45% of net taxable income allocated to shareholders.
Accordingly, the Board of Trustees declared a distribution to the shareholders of approximately $2,230,000
representing 45% of the allocated income. In addition, the Company was required to pay an assessment to the IRS
of $975,000 related to the delay in reporting the income to the IRS. This payment has been reflected as income tax
expense and was made by the Company in March 2006. As of December 31, 2005, we have accounted for this
matter according to the terms of the closing agreement, and accordingly, have adjusted the accrual for income taxes
that had been previously recorded in the event ACPT was not able to retain its PTP status. The reversal of this
accrual and the resofution of other tax matters resuited in a net benefit to income taxes of $2,421,000 for the year
ended December 31, 2005. In addition to the impact on income taxes, the resclution of these matters also resulted in
the reversal of $382,000 in previously accrued interest related to delayed payment of corporate taxes should we
have been taxed as a corporation, which is no longer necessary.

The reconciliation below for the provision for income taxes includes income from ARMC, ALD, ARPT and
Puerto Rico source income. The 2005 permanent differences reflect the IRS assessment and 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,
2005 2004 2003
% of % of % of
Amount Income Amount Income Amount Income
Taxes at statutory U.S. federal
income tax rate $ 27399 3% % 1516 3B $ 1,365 35
State income taxes, net of
federal tax benefit 142 2 58 1 62 1
Income tax matters adjustment (2,421) (35) - - - -
fncome only subject to foreign tax (290) {4) (182) 4 (208) (5)
Permanent differences (382) (6) (106) (2) 185 . 5
Other {138) () 214 5 192 5
$ (690) (10) § 1,500 35 ¢ 159 41
53 2005 ANNUAL REPORT

R ]



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
The provision for income taxes includes the following components {in thousands):

Years Ended December 31,

2005 2004 2003

Current;
United States $ 836 $ 1875 § 793
Puerto Rico 2,722 1,503 1,626
3,558 3,378 2,419

Deferred:
United States (2,401) (2,149) (654)
Puerto Rico {1,847) 271 {169)
(4,248) {1,878) {823}
$ (6%0) $ 1500 § 1,596

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

components of deferred income tax (asset) liability include the following:

At December 31,

2005

2004

(In thousands)

Tax on amortization of deferred income related to long-term

receivables from parinerships operating in Puerto Rico $ 282 § 431
Receivables from partnerships operating in United States 1,470 1,211
Tax benefit on equity in earnings of partnerships operating in Puerto Rico (761) {667)
Tax benefit on equity in earnings of partnerships operating in United States (3,432) {3,683)
Tax on deferred income (633) (496)
Tax on land development costs capitalized for book purposes but

deducted currently for tax purposes 1,425 2,317
Tax on differences in basis related to joint venture in United States (579) (579)
Tax on differences in basis related to land in United States (2,597) (458)
Tax on differences in basis related to land in Puerto Rico (402) -
Tax on basis difference for Puerto Rico commercial venture 1,085 1,143
Tax on interest income, payable when collected - 201
Allowance for doubtful accounts (382) (399)
Accrued expenses (368) (382)
Net operating loss carryforwards (466) -
Other 48 (1)

$ (5,610) $ (1,362)

At December 31, 2005, the Company had net aperating loss carryforwards of approximately $1,178,000.

The carryforwards are available to offset future tax liabilities. The net operating loss carryforwards will expire in the

year 2025.
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, 2005 and 2004, the book

value of long-term fixed rate debt was $136,102,000 and $102,984,000, respectively, and the fair value of total debt

was $137,456,000 and $107,454,000, respectively, which was determined by discounting future cash flows using

borrowing rates currently available to the Company for loans with similar terms and maturities.
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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 property
management services. The accounting policies of the segments are the same as those described in the summary of
significant accounting policies.

Customer Dependence

Residential land sales within our U.S. segment to Lennar, amounted to $12,203,000 in 2005 which
represents 32% of the U.S. segment's revenue and 20% of our total consolidated revenue for the year. In 2005,
within our Puerto Rico segment, we sold commercial acres in our office park to Jalexis, Inc. for $7,448,000 which
represents 31% of the Puerto Rico segment’s revenue and 12% of our total consolidated revenue for the year. No
other customers accounted for more than 10% of our consolidated revenue in 2005.

In 2004 residential land sales to Lennar amounted to $6,798,000, which represented 22% of the U.S.
segment’s revenue and 14% of our consclidated revenue. No other customers accounted for more than 10% of cur
consolidated revenue in 2004 and 2003.
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The following presents the financial information for each repartable segment for the years ended

December 31, 2005, 2004 and 2003 (in thousands}):
2005:

Land sales revenue $ 12403 $ 10,397 § - 22,800
Cost of land sales 6,873 7,520 {160) 14,233
Home sales revenue - 7,424 - 7,424
Cost of home sales - 6,122 - 6,122
Rental property revenues 22,508 S8 22,566
Rental property operating expenses 9,665 188 - 9,853
Management and other fees 1,114 2,128 (5) 3,237
General, administrative, selling and marketing expense 7,340 3,305 {5) 10,640
Depreciation and amortization 3,829 213 - 4,042
Write-off deferred project costs 31 - - 3

Operating income 8,287 2,659 160 11,106
interest income 145 722 (669) 198
Equity in earnings from unconsolidated entities 135 1,008 - 1,143
Interest expense 6,797 (836) (598) 5,363
Minority interest in consolidated entities 926 - - 926
Income before provision/(benefit) for income taxes 844 5922 89 6,855
Income tax provision/(benefit) 456 {1,181) 35 (690)
Net income 290 7,201 54 7,545
Gross profit on land sale 5,530 2,877 160 8,567
Gross profit on home sales - 1,302 - 1,302
Total assets 159,889 67,511 (10,315) 217,085
Additions to long lived assets 8,944 1,787 - 8,731

2004:

Land sales revenue $ 6999 § 2,676 § - 9,675
Cost of land sales 4,404 1,979 6,383
Home sales revenue - 9,861 - 9,861

Cost of home sales - 7,474 - 7474
Rental property revenues 19,007 - - 19,007
Rental property operating expenses 7,647 - - 7,647
Management and other fees 1,500 2,106 (15) 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 earnings from unconsolidated entities {291) 2,967 - 2,676
Interest expense 5,916 248 (497) 5,667

Minority interest in consolidated entities 1,285 - - 1,285
(Loss)Income before (benefit)/provision for income taxes (680) 5,130 (119) 4,331

Income tax (benefit)/provision (274) 1,774 - 1,500
Net income/(loss) (406) 3,356 (119) 2,831

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 (15871) 184,027

Additions to long lived assets 22,388 5,421 - 27,809
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United Puerto Inter-

States Rico Segment Total

2003:

Land sales revenue $ 6893 § -8 - $ 6893
Cost of land sales 4,870 66 - 4,936
Home sales revenue - 21,560 - 21,560
Cost of home sales - 16,728 - 16,728
Rental property revenues 17,106 - - 17,106
Rentaf 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 4,341 350 (509) 4,186
Minority interest in consclidated entities 1,204 - - 1,204
Income before provision for income taxes 367 3,648 (114) 3,901
income tax provision 139 1,457 - 1,596
Net income 228 2,191 (114) 2,305
Gross profit {loss) 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 17,525 2,976 - 20,501

13. SUPPLEMENTAL CASH FLOW INFORMATION

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

2005 2004 2003
Interest paid $7.926 $5,369 $5,069
Income taxes paid 2,912 3,385 2,453
Assumption of non-recourse debt 500 - 11,619
Transfer of land to joint venture - 5,625 -
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14. QUARTERLY FINANCIAL DATA (Unaudited)

ACPT’s quarterly results are summarized as follows:

Year Ended December 31, 2005

1st 2nd Ird 4th Total for
Quarter Quarter Quarter Quarter Year
(In thousands, except per share amounts)

Revenues $ 11,393 $ 17,080 $ 12136 $ 21,704  § 62,313
Operating income 1,357 3,248 2,191 4,309 11,106
Net income (b) 40 1,476 389 5,640 7,545
Earnings per share

Basic and Diluted 0.01 0.28 0.07 1.09 1.45
Common shares trading range {(a):

High 14.07 19.94 25.90 26.35 26.35

Low 1211 13.30 18.60 16.50 1211

Year Ended December 31, 2004
1st 2nd 3rd 4th Total for
Quarter Quarter Quarter Quarter Year
(in thousands, except per share amounts)

Revenues $§ 12,516 $ 16,035 $ 8775 $ 11,685 $ 49,011
Operating income 1,540 2,972 983 2,684 8,079
Net income 300 1,287 66 1,178 2,831
Earnings per share

Basic and Diluted 0.06 0.25 0.01 0.23 0.55
Common shares trading range (a):

High 10.65 13.20 16.25 12.45 16.25

Low 8.02 10.00 12.25 12.10 8.02

{a) Trading ranges are based on the American Stock Exchange composite tape

{b) Netincome for the year and quarter ended December 31, 2005 included a net benefit of $3,394,000 and
$3,839,000, respectively, related to the reversal of accruals no fonger necessary as a result of the closing
agreement reached with the IRS.

15. SUBSEQUENT EVENTS

Dividend Distribution related to our IRS mafter

As announced on March 10, 2006 the Company entered into a closing agreement with the United States
Internal Revenue Service (“IRS") by which the Company will maintain its publicly traded partnership ("PTP") status
for U.S. federal income tax purposes. The details of the closing agreement with the IRS require the Company to
report approximately $5.0 million to sharehclders as taxable income on March 29, 2006. Under the terms of the
Company's governing documents, it is required to make minimum annual distributions to the shareholders equal to at
least 45% of net taxable income allocated to shareholders. Accordingly, the Board of Trustees has declared a
dividend of $0.43 per share, or approximately $2,230,000 in the aggregate. The dividend will be payabie on April 12,
2006 to shareholders of record on March 29, 2006.

County Bond Obligation

in March 2006, the Charles County Commissioners issued a $10,000,000 Public Improvement Bond
Offering ("Bonds") for the Company's benefit. The fifteen-year bonds bear interest rates from 5.126% to 8% for a
blended lifetime rate of approximately 5.6% and call for semi-annual interest payments and annual principal
payments. Over an eighteen month period, the Charles County Commissioners will provide the Bond proceeds to the
Company when certain major development occurs for the County's road projects as well as land development
expenditures for the new ballpark. In exchange, the Company will pay the County Commissioners a monthly
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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.

Cash Dividend
On March 30, 2008, the Board of Trustees declared a cash dividend of $0.10 per share, payable on April
27, 20086 to shareholders of record on April 13, 2006.
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