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Hal f Year Highlights

*| PO conpl eted in June 2004, raising net proceeds of approxinmately €75
mllion

*Net profit of €3.8 mllion, or €0.32 per share, despite having a
significant amount of uninvested cash during the six nmonth period

*On track to pay quarterly dividends at annualized dividend rate of €1.20 per
share

«Total assets increased by €579 mllion to €639 nmillion

eDiversified securities portfolio with average investnment grade rating of
BBB+

«Conpl eted our first termfinancing with €400 million of non-recourse debt

Sel ected Financial Data Unaudi t ed 8 August 2003
(armounts in € 000, except share data and Hal f Year to (Date of
suppl ement al dat a) Fornation) to

30 June 2004 31 Decenber

2003

Qperating Data
Net profit / (loss) 3,786 (98)
Earni ngs per share 0.32 (0.01)
Wi ght ed average nunber of shares outstanding, 11, 955, 615 11, 857, 670
diluted

Bal ance Sheet Data
Avai |l abl e for sale securities (includes cash

to be invested) 506, 355 -
Conpri si ng:

Real estate backed securities 284, 498 -

Q her asset backed securities 161, 185 -

Restricted cash 60, 672 -
Securities portfolio contract 51, 542 57,611
Cash and cash equival ents 76, 285 1, 690
Total Assets 638, 529 59, 617
Debt Cbligations 439, 717 -
Shar ehol ders' equity 196, 433 58, 929

Suppl enental Total Real Estate and Other ABS Securities Data as of June 30, 2004

Wi ghted average asset yield 4. 096%
Wi ghted average liability cost 2.676%
Wi ght ed average net spread 1. 420%
Wi ghted average credit rating BBB+
Wi ght ed average asset credit spread 1.97%
Per cent age i nvest nent grade 95%
Nunber of securities 48

Chai rman' s St at enent



Hal f Year Review

Eurocastl e Investnent Limted (LSE: ECT) reported that net profit for first half
of 2004 was €3.78 mllion or €0.32 per share. As of 30 June 2004, the total book
val ue of the Conpany's stockhol ders' equity was €196.4 mllion or €10.64 per
share.

Eurocastl e successfully conpleted its initial public offering on 29 June 2004
with a net capital raise of approximately €75 mllion, despite difficult equity
markets in Europe. Eurocastle's core business strategy is to invest in a diverse
portfolio of noderately credit sensitive European real estate securities and
real estate related assets and other European asset backed securities that we
finance in a manner designed to match the terms of our assets and liabilities.

Eurocastle will seek to deliver stable dividends and attractive risk adjusted
returns to stockhol ders through prudent asset selection and the use of

i nnovative financing structures, which reduce interest rate, refinancing and
currency risks. In the first half of the year, Eurocastle purchased

approxi mately €450 mllion of securities and issued its first termfinancing.

Since the PO we have acquired approximately €340 mllion of securities.
Signi ficant investnment opportunities exist in the growi ng European ABS narkets,
whi ch continue to fuel the deploynent of our capital.

Eur opean ABS Mar ket

Eurocastl e was formed in August 2003 to capitalise on growh in the European
asset backed securities market. The European ABS market has grown rapidly, with
conpounded annual growth in new issuance of 28 per cent. since 1996, and new

i ssuance reaching US$197 billion in 2003. A key characteristic

of the market over tinme has been the low volatility in spreads and ratings
relative to other European financial narkets. European real estate backed
securities (CMBS and RVBS) represent by far the |argest conponent of the

Eur opean ABS narket, accounting for 73 per cent. of all new ABS issuance in 2004
to date.

I nvestnent Portfolio

As of 30 June 2004, Eurocastle's total securities portfolio of €506 mllion
included €284 mllion of nortgage backed securities, €161 mllion of other asset
backed securities and €61 nillion of restricted cash held within Eurocastle CDO
I pending investnment in additional real estate and other asset backed securities
during the ranp-up period.. The securities portfolio is well diversified with 48
i ssues; 96%are floating-rate securities with an average life of 3.7 years. The
portfolio is geographically diversified with 30%in UK 20%in Italy 13%in
Germany and 9% in France. The average credit quality of the securities portfolio
was BBB+, 95% of the securities were rated investnment grade and the average
investment size was €8 mllion. . The weighted average credit spread was 1.97%
as of 30 June 2004. The weighted average credit spread represents the yield
prem umon our securities over EURIBOR The Conpany continually nonitors the
credit and return profile of its securities portfolio and will opportunistically
buy and sell securities as part of its asset nmanagenent discipline. Eurocastle's
financing structures are designed to offer flexibility to enable us to
successfully manage the credit and yield profile of our portfolio.

I nvest ment Activity

The investnent pipeline remained strong with approxinately €125 billion of CVBS
and RMBS new i ssuance in the first half of 2004, representing a 30% i ncrease
over the first half of 2003. Credit spreads have continued to tighten in the

i nvestment grade credit market. BBB spreads are 50 to 75 basis points tighter
than a year ago for established investnent bank sponsored CVBS progranmes while
BB are relatively stable.

In the first half of 2004, we purchased approxi nmately €450 nmillion in face
amount of real estate securities and other asset backed securities with an
average credit rating of BBB+. In addition, the Conpany has acquired exposure to
€151 mllion in face anount of real estate securities and other asset backed
securities through a securities portfolio contract with a major investnent bank.

Since 30 June 2004, we have purchased approxi mately €340 mllion of
i nvestments and continue to have a strong pipeline of investments and expect to
be fully invested by year end.

Fi nanci ng Activity

On 8 June 2004, we conpleted a €400 mllion non-recourse debt offering issued by
Eurocastle CDO | and Eurocastle CDO 1 plc (the "CDO). The issue consists of



€372 mllion face ambunt of investnent grade senior and nezzani ne bonds and €28
mllion face amount of non-investnent grade mezzani ne and subordi nated bonds.
The Conpany retained €21 nillion face amount of the investnent grade nezzanine
bonds as well as all of the non-investnent grade bonds. As at 30th June, the CDO
has an expected wei ghted average life of 4 years.

To date, Eurocastle has acquired approximately 97% of the collateral that
ultimately will secure the CDO Upon conpl etion, the Conpany expects the total
collateral value to be approximately €400 mllion. The collateral currently
consi sts of 45% commerci al nortgage backed securities (CVBS), 9%residential
nort gage backed securities (RVBS) and 46% ot her asset backed securities. The
conpleted portfolio is expected to have a weighted average credit rating of BBB
and an expected weighted average life of 4 years.

This financing reflects Eurocastle's core business strategy of investing in
asset - backed securities and financing these investnents to termwith
nmat ch- f unded debt structures.

Qur Manager

Eurocastle is externally managed by Fortress Investnment Group LLC with a London
based team dedi cated to Eurocastle. Fortress is a global alternative investnent
and asset nanagerment firmw th approximtely US$8 billion of equity capital
currently under managenent. Fortress was founded in 1998, and currently enpl oys,
together with its affiliates, over 200 people. Fortress is headquartered in New
York and its affiliates have offices in London, Rone, Frankfurt and Geneva.

In the United States, Fortress nmanages Newcastle I nvestnment Corp. (NYSE synbol:
NCT), a publicly traded real estate investnent and finance conpany, which
invests in US real estate securities and other real estate assets using a
simlar investment and financing strategy to those of the Conpany. As at 30th
June 2004, Newcastle had a market capitalization of over US$1 billion.

Di vi dend policy

W intend to pay quarterly dividends to shareholders. Qur aimis to pay out all
or substantially all of Eurocastle's earnings in the formof dividends to

shar ehol ders (excluding surpluses fromthe sale or realisation of investnents
held directly by the Conmpany). The aggregate dividend for the 12 nmonth peri od
followi ng the Company's initial public offering on 29th June 2004 is currently
anticipated to be €1.20 per share.

Conf erence Call
Managerment wi Il conduct a conference call on 19 August 2004 to review the

conpany's financial results for the period ended 30 June 2004. The conference
call is scheduled for 4:00 P.M London time (11:00 A°M New York tine).

Al interested parties are welconme to participate on the live call. You can
access the conference call by dialling US (800) 288-9626 or International (612)
288-0329 ten minutes prior to the scheduled start of the call; please reference

"Eurocastle First Half 2004 Interim Report Call.'

For those who are not available to listen to the live call, a replay will be
avai |l abl e until Monday Septenber 27, 2004 by dialling US (800) 475-6701 or
International (320) 365-3844; please reference access code '743363."

Sunmary

W are pleased with our performance during the first year of operations. W
believe in the strength of our business plan and our ability to provide stable
di vidends and transparency to our shareholders. Wth a solid investnent

pi peline, we are well-positioned to achieve long-termgrowth and | ook forward to
our future as a public conpany.

Thank you for your continued conmmtment and support.

Wesl ey R Edens

Chai rman and Chi ef Executive Oficer

| NDEPENDENT REVI EW REPORT TO EUROCASTLE | NVESTMENT LI M TED

I ntroduction

W have been instructed by the conpany to review the financial information for
the six nonths ended 30 June 2004 which conprises Consolidated |ncone
St at enents, Consol i dated Bal ance Sheets, Consolidated Statements of Cash Fl ows,



Consol i dated Statenents of Changes in Equity and the related notes 1 to 14. W

have read the other information contained in the interimreport and consi dered

whet her it contains any apparent misstatenents or material inconsistencies with
the financial infornation.

This report is nade solely to the conpany in accordance w th gui dance cont ai ned
in Bulleting 1999/4 'Review of interimfinancial information' issued by the
Auditing Practices Board. To the fullest extent permtted by law, we do not
accept or assune responsibility to anyone other than the conpany, for our work,
for this report, or for the conclusions we have forned.

Directors' responsibilities

The interimreport, including the financial infornation contained therein, is
the responsibility of, and has been approved by the directors. The directors are
responsible for preparing the interimreport in accordance with the Listing

Rul es of the Financial Services Authority which require that the accounting
policies and presentation applied to interimfigures should be consistent with
those applied in preparing the precedi ng annual accounts except where any
changes, and the reasons for them are disclosed.

Revi ew wor k perforned

We conducted our review in accordance with guidance contained in Bulletin 1994/4
"Review of interimfinancial infornation' issued by the Auditing Practices Board
for use in the United Kingdom A review consists principally of making enquiries
of group managenent and applying anal ytical procedures to the financial
information and underlying financial data, and based thereon, assessing whether
the accounting policies and presentation have been consistently applied, unless
ot herwi se di sclosed. A review excludes audit procedures such as tests of
controls and verification of assets, liabilities and transactions. It is
substantially less in scope than an audit perforned in accordance with United

Ki ngdom Audi ti ng Standards and therefore provides a |ower |evel of assurance
than an audit. Accordingly we do not express an audit opinion on the financial

i nformati on.

Revi ew concl usi on

On the basis of our review we are not aware of any material nodifications that
shoul d be nade to the financial information as presented for the six nonths
ended 30 June 2004.

Ernst & Young LLP

London

18 August 2004

CONSOLI DATED | NCOVE STATEMENTS

For the six nonths ended 30 June 2004

Not es Unaudi t ed 8 August 2003
Hal fyear to (Date of
Formation) to
30 June 2004 31 Decenber

2003
€' 000 €' 000

Operating income

I nterest incone 2,763 50

Unrealised gain on securities 2,8 4, 056 611

portfolio contract

Loss on foreign currency translation (50) -
Total operating incone 6, 769 661

Oper ating expenses
I nterest expense 1, 808 -



Qt her operating expenses 3 1,175 759
Total operating expenses 2,983 759
Net profit (Ioss) 3,786 (98)
Earni ngs per ordinary share
(adj usted for share consolidation)

Basi ¢ 10 0.32 (0.01)

Di | uted 10 0.32 (0.01)
Wei ght ed average ordi nary shares
out st andi ng
(adj usted for share consolidation)

Basi ¢ 11 11, 930, 263 11, 857, 670

Di | uted 11 11, 955, 615 11, 857, 670
See notes to consolidated financial statenents bel ow
CONSOLI DATED BALANCE SHEETS
At 30 June 2004

Not es Unaudi t ed 8 August 2003
Hal fyear to (Date of
Formation) to
30 June 2004 31 Decenber
2003
€' 000 €' 000
Asset s

Cash and cash equival ents 76, 285 1, 690

Restricted cash 2 1, 381 -

Securities portfolio contract 2,8 51, 542 57,611

Asset backed securities, available for 2,4 506, 355 -

sal e

Derivative assets 8 37 -

QG her assets 5 2,929 316

Total assets 638, 529 59, 617
Equity and Liabilities
Capi tal and Reserves

I ssued capital, no par val ue, 11 193, 354 59, 027

unlimted nunber of shares authorised,

18, 463, 670 shares issued and

out standi ng at 30 June 2004

(11, 857,670 at 31 Decenber 2003,

adj usted for share consolidation)

Net unrealised | oss on available for 4 (609) -

sal es securities

Accurul ated profit (Ioss) 3,688 (98)
Total equity 196, 433 58, 929
Mnority Interests 2 -
Liabilities

CDO bonds payabl e 9 347, 693 -

Repur chase agreenents 6 92,024 -

Trade and ot her payabl es 7 2,377 688
Total liabilities 442,094 688
Total equity and liabilities 638, 529 59, 617




The financial statenments were approved by the board of directors on 18 August

2004.

See notes to consolidated financial

CONSOLI DATED STATEMENTS OF CASH FLOWS

For the six nonths ended 30 June 2004

Cash Fl ows From
Qperating Activities
Net profit (Ioss)

Adj ustments for:
Unreal i sed gain on
securities portfolio
contract

Unreal i sed gain on
foreign currency
contracts

Loss on foreign
currency translation
Accretion and
anortisation

Shares granted to
directors

Net change in operating
assets and

liablilities:
Increase in restricted
cash
I ncrease in other
assets

Increase in trade and
ot her payabl es
Net cash flows used in
operating activities

Cash Fl ows From
Investing Activities
Securities portfolio
contract deposit
Repayment of securities
portfolio contract
deposi t

Purchase of avail able
for sale securities
Repaynent of security
princi pal

Net cash flows used in
i nvesting

activities

Cash Fl ows From

Fi nancing Activities
Proceeds from i ssuance
of ordinary shares
Costs related to

i ssuance of ordinary
shares

Proceeds fromi ssuance
of bonds

Costs related to

i ssuance of bonds
Bor r owi ngs under

repur chase agreenent

statenments bel ow

Unaudi t ed
Hal fyear to

30 June 2004

3, 786

(4, 056)

(37)

89
(171)

72

(1,381)
(2, 616)

1,690

(59, 000)

69, 125

(507, 529)

568

138, 488

(4, 233)

351, 000
(3,342)

94, 261

8 August 2003
(Date of
Fornmation) to
31 Decenber
2003
€' 000

(98)

(611)

(57, 000)



Repaynent s under

repur chase agreenent

Paynent of deferred

financing costs

Net cash flows from
financing activities

Net Increase in Cash
and Cash Equival ents

Cash and Cash

Equi val ent's, Begi nni ng

of Period
Cash and Cash

Equi val ents, End of

Peri od

See notes to consolidated financial

(2,119)

statenents bel ow

CONSOLI DATED STATEMENTS OF CHANGES I N EQUI TY

At 8 August
2003

Dat e of
For mat i on)

| ssuance of
ordi nary
shares

Costs related to
i ssuance of

ordi nary

shares

Net | oss

At 31 Decenber
2003

Second capital
call on existing
shares

| ssuance of
ordi nary shares
on | PO

Costs related to
i ssuance of

ordi nary shares
on | PO

| ssuance of

ordi nary shares
to Directors

Net unrealised
| oss on

avail abl e for
sal e
securities

Net profit

Odinary Shares
(adj usted for
share

consol i dati on)

11, 857, 670

6, 600, 000

6, 000

I ssued Capital

59, 288

(261)

79, 200

(4, 233)

72

Net Unrealised
Gai ns (Losses)
€' 000

(609)

Accunul at ed
Profit (Loss)
€' 000

3,786

Total Equity
€' 000

59, 288

(261)

79, 200

(4, 233)

72

(609)

3,786



At 30 June 18, 463, 670 193, 354 (609)
2004

See notes to consolidated financial statenments bel ow

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS ( UNAUDI TED)

(ambunts in tables in thousands)

1. BACKGROUND

Eurocastl e Investnent Limted (the 'Conpany') was incorporated in Guernsey,
Channel Islands on 8 August 2003 and commenced it operations on 21 Cctober 2003.
The principal activities of the Conpany include investing in, financing and
managenent of European securities and other asset backed securities. The
directors consider the Conpany to operate in a single business segnent and one
geogr aphi cal segment, being Europe.

The Conpany is externally managed by its manager, Fortress |nvestnent G oup LLC
(the 'Manager'). The Conpany has entered into a managenent agreenent (the

' Managenent Agreement') under which the Manager advises the Conpany on various
aspects of its business and nmanages its day-to-day operations, subject to the
supervi sion of the Conpany's board of directors. The Conpany has no direct

enpl oyees. For its services, the Manager receives an annual nanagenent fee

(whi ch includes a reinbursement for expenses) and incentive conpensation, as
defined in the Managenent Agreenent. The Conpany has no ownership interest in

t he Manager.

In Cctober 2003, the Conpany issued 118,576,700 ordi nary shares through a
private offering to qualified investors at a price of € 1 each. Pursuant to a
witten resolution of the Conpany dated 18 June 2004, the sharehol ders resol ved
to receive one share in exchange for every ten shares previously held by them
Imediately following this resolution, the Manager and its enpl oyees held

1, 356, 870 ordi nary shares. In June 2004 the Conpany issued 6, 600,000 ordinary
shares in its initial public offering at a price of €12.00 per share, for net
proceeds of €74.97 mllion.

2. SUMVARY OF SI GNI FI CANT ACCOUNTI NG PCLI Cl ES

Basi s of Preparation

The consol idated financial statenments of the Conpany have been prepared in
accordance with International Financial Reporting Standards (IFRS), which
conprise standards and interpretati ons approved by the International Accounting
St andards Board (I ASB), and International Accounting Standards and Standi ng
Interpretations Commttee interpretati ons approved by |1 ASB' s predecessor, the

I nternational Accounting Standards Committee, that remain in effect. The
financial statements are prepared in accordance with I AS 34 'Interim Financi al
Statenents'. In preparing interimfinancial statenments, the sane accounting
principles and nethods of conputation are applied as in the financial statenents
as at 31 Decenber 2003 and for the period then ended. The consolidated financial
statenents are presented in euros, the functional currency of the Conpany,
because the Conpany conducts its business predomnantly in euros.

The Conpany conmenced operations on 21 Cctober 2003. As the Conpany's existence
is shorter than one year, conparative periods for the consolidated statenent of
i ncone, cash flows and statement of changes in equity are shown for the period 8
August to 31 Decenber 2003.

The consolidated financial statenents have been prepared on a historical cost
basis, except for the neasurenent at fair value of financial instrunents held
for trading or avail abl e-for-sale purposes.



Basi s of Consolidation

The consol idated financial statements conprise the financial statements of
Eurocastle Investment Linmted and its subsidiaries drawn up to 30 June 2004.

Subsi di aries are consolidated fromthe date on which control is transferred to
the Conpany and cease to be consolidated fromthe date on which control is
transferred out of the Conpany.

At 30 June 2004, the Conpany's subsidiaries consisted of its investnment in
Eurocastle Funding Limted ('EFL'), a linmted conpany incorporated in Ireland,
Eurocastle CDO | PLC ('CDO1'), Eurocastle CDO Il PLC ('CDO11") and Eurocastle
CDO Il PLC ("CDOI11"), all limted conpanies incorporated in Ireland. The
ordinary share capital of EFL held by outside parties has no associated voting
rights. The Conpany retains control over EFL as the sol e beneficial holder of
secured notes issued by EFL. The Conpany consolidates CDO| as it retains the
resi dual risks of ownership.

Cash and Cash Equival ents

Cash and cash equival ents conprise cash at banks and in hand and short-term
deposits with an original maturity of three nonths or |ess.

Securities Portfolio Contract

The securities portfolio contract described in Note 8 qualifies as a derivative
financial instrument held for trading purposes under |ASB rules. Derivative
financial instruments held for trading purposes are carried at fair value, which
i ncl udes val uation allowances for instrunents for which liquid markets do not

exi st. Changes in the fair value of derivative financial instruments held for
tradi ng purposes are recorded as unrealized gains or |osses in the incone
statement. During the six nonths ended 30 June 2004, a net unrealized gain of
approxinmately €4.06 nillion (8 August to 31 Decenber 2003 €0.61 mllion) was
recorded on the securities portfolio contract. The determ nation of the fair

val ue of the securities portfolio contract is based on deal er price quotations.

Avai l abl e For Sale Securities

Al investnents in available-for-sale securities are initially recognized at
cost, being the fair value of the consideration given and including acquisition
charges associated with the investnent.

After initial recognition, investments which are classified as

avail abl e-for-sale are nmeasured at fair value. The fair value of these
securities is estimated by obtaining counterparty quotations. Gains or |osses on
avail abl e-for-sale investnents are recogni zed as a separate conponent of equity
until the investnent is sold, collected or otherw se disposed of, or until the
investment is determined to be inpaired, at which tine the cunul ative gain or

| oss previously reported in equity is included in incone.

Securities avail able-for-sale which are owned directly by the consolidated
speci al purpose vehicles are shown separately in Note 4 (as 'CDO securities,
avai |l abl e-for-sale') fromthose securities owned directly by the Conpany.

Def erred Fi nancing Costs

Deferred financing costs represent costs associated with the issuance of
financi ngs.

I nterest-Bearing Loans and Borrow ngs

Al loans and borrow ngs, including the Conpany's repurchase agreenents, are
initially recognized at cost, being the fair value of the consideration received
net of issue costs associated with the borrow ng.



After initial recognition, interest-bearing |oans and borrow ngs are
subsequent |y nmeasured at anortized cost using the effective interest rate

net hod. Anortized cost is calculated by taking into account any issue costs, and
any di scount or premiumon settlenent.

Mnority Interests

Mnority interests represent interests held by outside parties in the Conpany's
consol i dated subsidiari es.

Revenue

Revenue is recognized to the extent that it is probable that the economc
benefits will flow to the Conpany and the revenue can be reliably neasured.
Interest incone is recognized as the interest accrues (based on the effective
yield of the asset).

I ncome Tax

The Conpany is a Guernsey, Channel Islands limted conpany. No provision for

i nconme taxes has been nade. The conpany's subsidiaries, EFL, CDO1l, CDO Il and
CDO |11l are Irish registered conpanies and are structured to qualify as
securitization conpani es under section 110 of the Taxes Consolidation Act 1997.
It is envisaged that these conpanies will generate minimal net inconme for Irish
i ncone tax purposes and no provision for incone taxes has been made for these
conpani es.

Forei gn Currency Translation

Transactions in foreign currencies are recorded at the rate ruling at the date
of the transactions. Mnetary assets and liabilities denonminated in foreign
currencies are reneasured at the rate of exchange ruling at the bal ance sheet
date. Al differences are taken to the incone statenment. Non-npnetary assets and
liabilities denominated in foreign currencies, if any, are retranslated at the
hi storical exchange rate and all differences are recognized in equity.

Forward Exchange Contracts

The Conpany has entered into forward exchange contracts in connection with its
foreign currency denom nated investments. These contracts, which do not qualify
for special hedge accounting under I1AS 39, are initially recorded at cost, being
the fair value of the consideration given. Subsequently, these contracts are
nmeasured and carried at fair value with the resulting gain or loss recorded in
current earnings.

3. OTHER OPERATI NG EXPENSES

Unaudi t ed 8 August 2003
Hal fyear to (Date of
Formation) to
30 June 2004 31 Decenber
2003
€' 000 €' 000
Prof essi onal fees 397 484
Managenent fees 641 257
Q her 137 18
1, 175 759

4. AVAI LABLE- FOR- SALE SECURI TI ES

The following is a sunmmary of the Conpany's avail abl e-for-sale securities at 30



June 2004 which have been marked to fair value through equity pursuant to | AS
39. Unrealized |osses that are considered other than tenporary are recogni zed
currently in incone. There were no such losses incurred fromincorporation to 30

June 2004.
CDO Securities Current Unanorti sed Anortised Gains Losses Carrying S&P Coupon Yield Wi ght ed
avai l abl e for Face prem un cost Val ue Aver age
sal e / di scount Maturity
€' 000 €' 000 €' 000 €' 000 €' 000 €' 000
CMBS 165, 548 (110) 165, 658 367 (33) 165,992 BBB+ 4.029% 4. 036% 4.01
RVBS 32, 250 (96) 32, 346 28 (4) 32,370 BBB 3. 946% 3. 866% 3.64
CLO 52, 500 (1,082) 53, 582 132 (22) 53,692 BBB+ 5.162% 4. 148% 4.41
NPL 48, 000 2,369 45, 631 184 (72) 45,743 BBB+ 4. 005% 5.414% 3.10
WBS 12, 000 0 12, 000 0 0 12,000 BBB 3. 554% 3. 520% 5. 00
OTHER ABS 33, 885 205 33,679 0 (20) 33,659 A 3.247% 3.534% 4.46
*344, 183 1, 286 342, 896 711 (151) 343,456 BBB+ 4. 097% 4.162% 3.99

Q her Securities available for sale

CVBS 87,477 180 87, 297 60 (1,221) 86,136 A- 3.157% 3.598% 2.28
NPL 5, 000 174 4,826 (26) 0 4,800 A 3. 413% 4. 795% 2.29
VBS 11, 183 (89) 11, 273 18 0 11,291 BB 5.713% 5. 624% 5.40
103, 660 265 103, 396 52 (1, 221) 102,227 BBB+ 3. 445% 3. 875% 2.62
Tot al
CMBS 253, 025 70 252, 955 427 (1, 254) 252,128 BBB+ 3.727% 3. 885% 3.41
RVBS 32, 250 (96) 32, 346 28 (4) 32,370 BBB 3. 946% 3. 866% 3.64
CcLO 52, 500 (1,082) 53, 582 132 (22) 53,692 BBB+ 5.162% 4. 148% 4.41
NPL 53, 000 2,543 50, 457 158 (72) 50, 543 BBB+ 3. 949% 5. 355% 3.02
WBS 23,183 (89) 23, 273 18 0 23,291 BBB- 4. 595% 4. 535% 5.19
Q her ABS 33, 885 205 33,679 0 (20) 33,659 A 3. 247% 3. 534% 4. 46
447, 843 1,551 446, 292 763 (1,372) 445, 683 BBB+ 3. 946% 4. 096% 3. 67

* Carrying val ue excludes restricted cash of €60.7 nmillion included in CDO
Securities pending its investnment in additional CDO securities during the
ranp-up period.

5. OTHER ASSETS

Unaudi t ed 31 Decenber
2003
30 June 2004

€' 000 €' 000

I nterest receivable 2,876 -
Deferred financing costs - 203
Prepai d i nsurance 47 111
G her assets 6 2

Deferred financing costs represent costs associated with the issuance of a
collateralized debt obligation. These costs have been offset against the
proceeds of the issuance.

6. REPURCHASE AGREEMENTS

In February 2004, the Conpany entered into a master repurchase agreement wth
certain nmajor investnent banks to finance the purchase of available-for-sale
securities. The terns of the repurchase agreenents provide for interest to be
calculated with reference to floating rate benchmarks (i.e. Euribor or Sterling
Li bor) which resets or rolls nonthly or quarterly, with the correspondi ng



security coupon paynent dates, plus an applicable spread. The Conpany's carrying
amount and wei ght ed average financing cost of these repurchase agreenents was
approximately €92 million and 2.312% respectively at 30 June 2004.

7. TRADE AND OTHER PAYABLES

Unaudi t ed 31 Decenber
2003
30 June 2004

€' 000 €' 000

I nterest payable 1, 098 -
Due to affiliates 160 381
Accrued expenses 1,119 307
2,377 688

8. DERI VATI VE FI NANCI AL | NSTRUVENTS

I'n Novermber 2003, the Conpany entered into a securities portfolio contract with
a major investnent bank (the 'Bank') whereby the Bank woul d purchase European
commerci al nortgage backed and ot her asset backed securities, targeted to
aggregate approximately €500 mllion, subject to the Conpany's right, but not
the obligation, to purchase such securities fromthe Bank. The Conpany has paid
a deposit to the Bank. The fair value of the contract is calculated as the value
of the securities purchased by the Bank, adjusted for the cost of funding the
purchase of securities and any other applicable costs. The fair value of the
contract as at 30 June 2004 and 31 Decenber 2003 was approxi mately €51.54
mllion and €57.6 1 mllion respectively. The unrealized gains on the securities
portfolio contract at 30 June 2004 and 31 Decenber 2003 was approxi nately €4.06
mllion and €0.61 mllion respectively.

The Conpany is exposed to market risk on the underlying securities as, should
the intended securitization of such assets not be consunmated, the Conpany woul d
be required to either purchase the securities or pay the loss realized on the

di sposal up to the anmount of any deposits nade by the Conpany under the
contract, less any interest earned on the deposits.

I'n connection with the Conpany's purchase of its available-for-sale securities,
the Conpany has entered into forward foreign currency exchange contracts. |AS 39
requires the Conpany to record any unrealized gain or loss on these contracts in
current earnings. At 30 June 2004, the net unrealized gain on these contracts
was approxinmately €37 thousand. The fair value of these contracts, which has
been recorded in derivative liabilities on the bal ance sheet, has been

cal cul ated based on informati on obtained froman i ndependent narket data source.

9. CDO Bonds Payabl e

The following table presents certain information regardi ng Eurocastle's debt
obligations of Eurocastle CDO | as of 30 June 2004 (euros in thousands):

CQurrent Face Carryi ng Wi ght ed Wi ght ed

Amount Amount Aver age Aver age
Cost of Maturity

Fi nanci ng (in years)

d ass Rating

Gdass A AAA 338, 000 334, 816 2. 755% 6.87
dass B AA 13, 000 12, 877 3.207% 9.43
351, 000 347, 693 2. 771% 6. 96

10. EARNI NGS PER SHARE

Basi c earnings per share is calculated by dividing net profit (loss) available



to ordinary sharehol ders by the wei ghted average nunber of shares of ordinary
stock outstandi ng during the period.

Di luted earnings per share is calculated by dividing net profit (loss) available
to ordinary sharehol ders by the wei ghted average nunber of ordinary shares
outstandi ng plus the additional dilutive effect of ordinary share equivalents
during the period.

The Conpany's ordi nary share equival ents outstanding during the period were the
stock options issued under its share option plan.

There have been no other transactions involving ordinary shares or potential
ordi nary shares since the reporting date and before the conpletion of the
financial statenents.

11. SHARE CAPI TAL

The Conpany was registered in Guernsey on 8 August 2003 under the provisions of
the Conpani es (Quernsey) Law, 1994 (as anmended). On 21 Cctober 2003, the Conpany
i ssued 118,576, 700 shares at €1.00 each. Pursuant to a witten resolution of the
Conpany dated 18 June 2004 the Sharehol ders resolved to receive one share for
every ten shares previously held by them In June 2004, through its initial
public offering, the Conpany received subscriptions for and i ssued 6,600, 000
ordinary shares at a price of €12 each. As a result, the Conpany's total gross
capital was approximately €197.85 nmillion. Under the Conpany's Articles of
Association, the Directors have the authority to effect the issuance of

addi tional ordinary shares or to create new classes of shares as they deem
necessary.

The following is a reconciliation of the weighted average nunber of ordinary
shares outstanding on a diluted basis.

Unaudi t ed 8 August 2003

30 June 2004 (Date of
Formation) to
31 Decenber
2003

Wi ght ed average nunber of ordinary shares, 11, 930, 263 11, 857, 670
out st andi ng basic
Dilutive effect of ordinary share options 25, 352 -
Wi ght ed average nunber of ordinary shares 11, 955, 615 11, 857,670
out standi ng, diluted
12. MANAGEVENT AGREEMENT AND RELATED PARTY TRANSACTI ONS

The Conpany entered into the Managenent Agreenent with the Manager in August
2003, which provides for an initial termof ten years with automatic three year
extensions, subject to certain termnation rights. The Managenent Agreenent may
be termi nated by the Conpany by paynent of a termination fee, as defined in the
Managenment Agreenent, equal to the ambunt of nanagenment fees earned by the
Manager during the twel ve consecutive cal endar nonths inmediately preceding the
termnation, upon the vote of a najority of the holders of the outstanding

ordi nary shares. Pursuant to the Managenment Agreenent, the Manager, under the
supervi sion of the Conpany's board of directors, will forrulate investnent
strategies, arrange for the acquisition of assets, arrange for financing,
nonitor the performance of the Conpany's assets and provide certain advisory,
adnmi ni strative and managerial services in connection with the operations of the
Conpany. For perform ng these services, the Conpany wll pay the Manager an
annual fee of 1.5%of the gross equity of the Conpany, as defined in the
Managenment Agreenent .

The Managenent Agreenent provides that the Conpany will reinburse the Manager
for various expenses incurred by the Manager or its officers, enployees and
agents on the Conpany's behal f, including the cost of legal, accounting, tax,
auditing, adm nistrative and other simlar services rendered for the Conpany by
provi ders retained by the Manager or, if provided by the Manager's enpl oyees, in



anmount s which are no greater than those which woul d be payable to outside
prof essional s or consultants engaged to perform such services pursuant to
agreenents negotiated on an arms-length basis.

To provide an incentive for the Manager to enhance the value of the Company's
ordinary stock, the Manager is entitled to receive incentive conpensation on a
cumul ative, but not conpounding, basis in an anmobunt equal to the product of (A)
25% of the euro anpunt by which (1) funds fromoperations (' FFO) of the Conpany
before the incentive conpensation per ordinary share, exceeds (2) an anount
equal to (a) the weighted average of the price per ordinary share in any

of ferings by the Conpany (adjusted for any prior capital dividends or
distributions) multiplied by (b) a sinple interest rate of eight percent (8%
per annummultiplied by (B) the weighted average nunber of ordinary shares

out st andi ng during such period.

FFO is used to conpute the Conpany's incentive conpensation to the Manager. FFQ,
for these purposes, represents net incone (conputed in accordance with

I nternational Financial Reporting Standards), plus depreciation and anortization
on real estate property (and excluding accurul at ed depreci ati on and anortization
fromthe conputation of gain or loss on sold real estate property), after

adj ustments for unconsolidated partnerships and joint ventures (calculated to
refl ect FFO on the sanme basis).

At 30 June 2004 and 31 Decenber 2003, nmnagenent fees and expense rei nbursenents
of approximately €0.2 mllion and €0.4 nmillion respectively, were due to the
Manager .

13. SHARE OPTI ON PLAN

I'n Decenber 2003, the Conpany (w th the approval of the board of directors and
pursuant to the confidential infornmation menorandum dated August 2003) adopted a
nonqual i fied share option plan (the 'the Conpany Option Plan') for officers,
directors, enployees, consultants and advisors, including the Manager. In
Decenber 2003, for the purpose of conpensating the Manager for its successful
efforts in raising capital for the Conpany, the Manager was granted options
representing the right to acquire 1,185,767 ordinary shares at an exercise price
of €10 per share (number of shares and exercise price adjusted for share
consolidation). In June 2004 follow ng the | PO the Manager was granted an
addi ti onal 660,000 options at an exercise price of € 12 per share. The Manager
options represent an ambunt equal to 10% of the ordinary shares issued by the
Conpany. The options granted to the Manager were fully vested on the date of
grant and expire ten years fromthe date of issuance.

14. SUBSEQUENT EVENTS

I'n July 2004, through its newy created subsidiaries, the Conpany exercised its
option to purchase the securities under the securities portfolio contract for an
aggregat e purchase price of approximately €77.5 mllion. The Conpany financed
the purchase price through a revolving credit facility arrangenent with a major
i nvest ment bank, whereby the securities purchased, along with any additional
securities to be acquired, will be financed and held in a custody account by the
bank. The Conpany intends to use this credit facility as a neans of accunul ating
securities intended to be used in future securitization transactions ('CDO I’
and 'CDO II1'"). Although, the Conpany currently anticipates conpleting CDO II
and CDO IIl in the near term there is no assurance that CDO Il and CDO Il wll
be consummated or on what terns they will be consumated.



