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EURCCASTLE | NVESTMENT LI M TED

PRELI M NARY RESULTS FOR THE QUARTER AND YEAR ENDED 31 DECEMBER 2004

Year End 2004 H ghlights

-lnitial
e74.3 mllion.

public offering conpleted in June 2004, raising net proceeds of

-Total assets ended at el,627.6 mllion, a €1,568.0 mllion increase from

31 Decenber 2003.

-Equity book value total of e206.4 mllion, or ell.18 per share.

-Net earnings of el2.0 million, or e0.78 per diluted share,
a significant amount of uninvested cash during the year.
-Decl ared total dividends of e0.63 per share.

Fourth Quarter 2004 H ghlights

despi te having

-Total assets increased 87.3% frome869.0 nmllion to el1,627.6 mllion

during the quarter.

-Net earnings of e5.1 million for the quarter, or e0.27 per diluted share.
-Increased fourth quarter dividend of e0.33 per share, or annualised rate

of el.32 per share.
- Depl oyed substantially all of the 1PO equity.

-Termfinanced a e318.5 nillion purchase of credit |eased real

assets

Sel ected Financial Data

Three Mont hs
Ended 31
(amounts in e' 000, except share data and Decenber 2004

suppl enent al dat a)

Net profit 5, 062

Ear ni ngs per diluted share 0. 27

Wi ght ed average number of shares

out st andi ng, diluted 19, 088, 970

Bal ance Sheet Data As of
31 Decenber

2004
Avai | abl e-for-sal e assets (includes
cash to be invested) 1, 286, 422

estate

Year Ended
31 Decenber
2004

As of
30 Sept enber
2004

858, 192



Cash and cash equival ents 10, 293 1, 619

Total assets 1,627,619 868,961
Debt obligations 115430 654,027
sharehol ders' equity o06,420 203,315

Suppl emrental Total Real Estate and Qther ABS Securities and Real Estate Loans
Data as of 31 Decenber 2004*

Wi ght ed average asset yield 4.18%
Wi ghted average liability cost 2.73%
Wi ght ed average net spread 1. 45%
Wi ght ed average credit rating BBB+
Wi ght ed average asset credit spread (above 1.99%
Euri bor)

Per cent age i nvest ment grade 93%
Nurmber of securities 85

* excludes short terminvestnents with a maturity of less than 3 nonths and
rated A-1+ by Standard & Poor's and P-1 by Mody's

EURCCASTLE | NVESTMENT LI M TED
PRELI M NARY RESULTS FOR THE QUARTER AND YEAR ENDED 31 DECEMBER 2004
Overvi ew

Eurocastle Investnent Limted (LSE ECT) reported net earnings for the quarter
ended 31 Decenber 2004 of e5.1 million or e0.27 per diluted share. Net earnings
for the year ended 31 Decenber 2004 totaled e€12.0 mllion or e€0.78 per diluted
share. As of 31 Decenber 2004, the Conpany's sharehol ders' equity was e206. 4
mllion or ell. 18 per outstanding share

Eurocastl e's core business strategy is to invest in a diverse portfolio
consisting primarily of European real estate asset-backed securities and other
Eur opean real estate related assets which we finance in a nanner designed to
match the ternms of our assets and liabilities. In the year ended 31 Decenber
2004, Eurocastle purchased approxi mately el,061 nillion of asset backed
securities, e22 mllion of real estate related | oans, and e318.5 m |l |ion of
credit |eased real estate assets.

Despite credit spreads of European asset backed securities at historically tight
levels, we continue to find attractive opportunities to deploy capital at
superior risk adjusted returns. W anticipate there will be increased supply of
Eur opean CMBS in 2005. During the past 12 nonths there has been a substantia
increase in activity with several new conduit programnms being fornmed by a nunber
of investnent banks. The B-Note market is also developing in line with this
increased securitisation activity and should offer investnent possibilities
during the current year.

In addition to acquiring real estate and other asset backed securities and rea
estate related | oans during the quarter, Eurocastle also conpleted its first

sal e-| easeback transaction in Decenber for e€318.5 nillion. The investnent

all owed us to substantially deploy the capital we raised in our |IPO and generate
attractive risk adjusted returns. It represents a |long-terminvestnent for
Eurocastle and reflects our interest in Germany as well as other opportunities
in Western Europe to acquire real estate |leased to high credit tenants.

Fourth Quarter 2004 Dividend



The Board of Directors of Eurocastle declared a dividend of e0.33 per share for
the quarter ended 31 Decenber 2004. The record date for this dividend will be 4
March 2005 and the payment date will be on 11 March 2005. Eurocastle paid a
di vi dend of e0.30 per share for the third quarter on 5 Novenber 2004.

Qur aimis to pay out all or substantially all of Eurocastle's earnings in the
form of dividends to shareholders. Eurocastle intends to pay quarterly dividends
to sharehol ders.

Fourth Quarter Investnent Activity

During the fourth quarter of 2004, we acquired e534.8 million of real estate and
ot her asset backed securities and real estate related assets.

Real Estate and O her Asset Backed Securities and Real Estate Loans

Total purchases in the quarter were €216.3 mllion in face anobunt of real estate
securities, other asset backed securities and real estate |oans, excluding short
terminvestnents (asset backed conmercial paper). The securities purchased had
an average credit rating of A- and an average credit spread above Euribor of

1. 64% Purchases of CMBS anounted to e88.0 nillion with an average spread of
1.25% and average rating of BBB+. RMBS purchases anmpbunted to €30.3 mllion with
an average spread of 1.62% and average rating of BBB. O her ABS purchases
amounted to e75.8 mllion with an average spread of 0.76% and average rating of
A+. Real estate related |oans ambunted to e22.2 nmillion with an average spread
of 6.17% After allowing for sales of securities and principal redenptions, the
net increase in face anount of real estate and other asset backed securities and
real estate related |oans during the quarter was approximately €181 mllion.

QO her Real Estate Rel ated Assets

Eurocastl e al so acquired a portfolio of 96 properties from Deutsche Bank AG for
e318.5 nmillion on 24 Decenber 2004. The properties predom nantly consist of
office buildings and are | argely occupi ed by Deutsche Bank. Deutsche Bank wil |
continue to occupy nost of their current space on a nediumto |ong-term basis.
The properties, totaling 300,000 square neters of |easable space, are located in
90 cities and towns throughout Germany. The properties are generally in city
centre pedestrian areas and are anong the best |ocated and highest quality
assets in their respective nmarkets. The portfolio has been termfinanced as
descri bed bel ow.

Capital Markets

Eurocastle conpleted its initial public offering on 29 June 2004 with a net
capital raise of approximately e74.3 million, despite difficult equity markets
in Europe at that time. Further capital raises are expected during the current
year.

Consistent with the Conpany's funding discipline a e400 nillion non-recourse
term debt offering was conpleted by Eurocastle CDO | in June 2004 to finance a
portfolio of comercial nortgage backed securities and other asset backed
securities.

I n Decenber 2004, Eurocastle entered into a 8.4 year term/loan of e€246.5 nmillion
with a major real estate lending bank to finance the acquisition of properties
from Deut sche Bank. The term | oan was set at a cost of Euribor plus 1.15% After
allowing for the cost of a termfixed rate interest rate swap on e210 nillion of
the | oan, the average cost of financing these properties at the year end was
4.53%

Eurocastl e al so entered into a revolving 364 day credit facility in Decenber
2004 for e35.0 mllion as a neans of securing access to tenporary working
capital. The interest rate on drawn anounts was priced at Euribor plus 2.5%
with a conmmitnent fee of 0.5% on undrawn anounts.



I nvest ment Portfolio

As of 31 Decenber 2004, Eurocastle's total securities and | oans portfolio of
el,286.4 mllion, which represents 79. 0% of the Company's total assets, included
e526.2 mllion of commercial nortgage backed securities, e254.1 mllion of asset
backed commercial paper, e475.0 mllion of other asset backed securities, e2l1.9
mllion of loans, and €9.2 nmillion of cash held within Eurocastle CDO | pending
investment in additional real estate securities and other asset backed
securities during the ranp-up period.

The investment portfolio is well diversified with 85 issues and an average life
of 4.0 years; 95%of the portfolio conprises floating-rate securities. The
portfolio is geographically diversified with direct exposures of 39%in the UK
25%in Italy, 13% Pan European, 10%in Germany, and 6% in France. The average
credit quality of the securities portfolio is BBB+ and 93% of the securities are
rated i nvestnent grade. The wei ghted average credit spread was 1.99% as of 31
Decenber 2004. The wei ghted average credit spread represents the yield prem um
on our securities over Euribor.

Credit

Qur real estate securities portfolio continues to perform As of 31 Decenber
2004, none of our securities or |loans defaulted, and there have been no
principal losses to date. W continue to seek investnents that will generate
superior risk adjusted returns with a |ong-termobjective of capital

preservation and earnings stability in varying interest rate and credit cycles.
Wth the exception of Germany, where devel opments have reflected a cautious view
of econom c prospects, major property markets in Europe have been benign for
investors, with falling yield expectations reflecting unsatisfied demand for
stabl e, good quality assets. Qur expectations are for continued stability with
noderate growth prospects.

About Eurocastle

Eurocastle Investment Linmited is an investnent conpany that invests in and
nanages a diverse portfolio consisting prinmarily of European real estate rel ated
asset - backed securities and other European real estate related assets.
Eurocastl e is nanaged by Fortress Investnent G oup LLC, a global alternative

i nvest ment and asset managenent firmw th approxi mately US$12 billion of equity
capital currently under nanagenent.

Conference Call

Managenment wi ||l conduct a conference call on Thursday 24 February 2005 to review
the Conpany's financial results for the year ended 31 Decenmber 2004. The
conference call is scheduled for 1:30 P.M London tine (8:30 AM New York
time). Al interested parties are welcone to participate on the live call. You
can access the conference call by dialing US (888) 428-4473 or |nternational
(612) 332-0923 ten minutes prior to the scheduled start of the call; please
reference "Eurocastle Fourth Quarter 2004 Earnings Call."

For those who are not available to listen to the live call, a replay will be
available until 11:59 P.M New York time on 3 March 2005 by dialing US (800)
475- 6701 or International (320) 365-3844; please reference access code "771573."

EUROCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES
CONSOLI DATED | NCOVE STATEMENT

Not es Unaudi t ed 8 August 2003
Year Ended (Formati on

31 Decenber 2004 Date) to

31 Decenber 2003

e' 000 e' 000

Operating i ncone
I nterest incone 23, 902 50



Rent al incone 344 -
Real i sed gain on securities portfolio

contract 15 4,141 611

Loss on foreign currency translation (613) -
Real i sed gain on disposal of

avai |l abl e-for-sal e securities 1, 356 -
Total operating i ncome 29, 130 661

Oper ati ng expenses

I nterest expense 13, 663 -
Property operating expense 33 -
Q her operating expenses 3 3,403 759
Total operating expenses 17, 099 759
Net profit (loss) 12,031 (98)

Ear ni ngs per ordinary share

(adj usted for share consolidation)

Basi ¢ 12 0.79 (0.01)
D | uted 12 0.78 (0.01)

Wei ght ed average ordi nary shares

out st andi ng

(adjusted for share consolidation)

Basi ¢ 13 15, 214, 818 11, 857, 670
D | uted 13 15, 495, 783 11, 857, 670

See notes to the consolidated financial statenents

EURCCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES
CONSCLI DATED BALANCE SHEET

Not es Unaudi t ed 31 Decenber

31 Decenber 2003

2004

e' 000 e' 000
Asset s
Cash and cash equival ents 10, 293 1, 690
Restricted cash 2,812 -
Securities portfolio contract 15 - 57,611
Asset backed securities,
avai |l abl e-for-sale (includes cash to be
i nvest ed) 4 1, 264, 484 -
Real estate rel ated | oans,
avai l abl e-for-sal e 5 21, 938 -
I nvest nent property 7 318, 514 -
QG her assets 6 9,578 316
Total assets 1,627,619 59, 617

Equity and Liabilities
Capital and Reserves
I ssued capital, no par value, unlimted

nunber of shares authorised, 18,463,670
shares issued and outstanding at 31



Decenber 2004
(11, 857,670 at 31 Decenber 2003, adjusted

for share consolidation) 13 192, 709 59, 027
Net unrealised gain on
avai | abl e-for-sal es securities and
hedge i nstrunents 4, 5 7,317 -
Accunmul ated profit (Ioss) 6, 394 (98)
Total equity 206, 420 58, 929
Mnority Interests 2 -
Liabilities
CDO bonds payabl e 8 347, 877 -
Bank borrow ngs 9 608, 849 -
Repur chase agreenents 10 197, 584 -
Trade and ot her payabl es 11 266, 887 688
Total liabilities 1, 421, 197 688
Total equity and liabilities 1,627, 619 59, 617
See notes to the consolidated financial statenents
EURCCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES
CONSCOLI DATED STATEMENT OF CASH FLONS
Unaudi t ed Year 8 August 2003
Ended (Formation Date)
to
31 Decenber 31 Decenber
2004 2003
e' 000 e' 000
Cash Fl ows From Cperating Activities
Net profit (I oss) 12, 031 (98)
Adj ustments for:
Unreal i sed gain on securities portfolio
contract - (611)
Unreal i sed gain on foreign currency
contracts (275) -
Accretion of discounts on securities (790) -
Anortisation of borrow ng costs 224 -
Gain on disposal of available-for-sale
securities (1, 356) -
Gain on securities portfolio contract (4,141) -
Shares granted to Directors 72 -
Net change in operating assets and
liabilities:
Increase in restricted cash (2,812) -
Increase in other assets (8,271) (113)
Increase in trade and ot her payabl es 9, 223 688
Net cash flows used in operating
activities 3,905 (134)
Cash Flows From Investing Activities
Purchase of investnent property (315, 589) -
Securities portfolio contract deposit
pai d (59, 000) (57, 000)

Proceeds on securities portfolio



contract deposit

Purchase of avail abl e-for-sale
securities/|oans

Proceeds from sal e of avail able-for-sale
securities

Repaynent of security principal

Net cash flows used in investing
activities

Cash Fl ows From Fi nancing Activities
Proceeds fromissuance of ordinary
shares

Costs related to issuance of ordinary
shares

I ssuance of bonds

Bor r owi ngs under repurchase agreenents
Proceeds from bank borrow ngs

Payment of deferred financing costs

Di vi dends paid to sharehol ders

Net Increase in Cash and Cash
Equi val ent s

Cash and Cash Equi val ents, Begi nni ng of
Year

Cash and Cash Equival ents, End of Year

120, 752

(1,082, 651)

39, 667
19, 363

138, 488

(4,878)
347, 658

197, 584
608, 843

(5, 53;))

8, 603

1,690
10, 293

EUROCCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES

CONSOLI DATED STATEMENT OF CHANGES I N EQUI TY

I ssued Capita
O dinary
Shar es
(adj usted for

share  Anmount
consol i dati on) e' 000

At 8 August 2003
(Date of Fornation) -

| ssuance of

ordi nary shares 11, 857, 670 59, 288

Costs rel ated
to i ssuance of

ordi nary shares - (261)
Net | oss - -

At 1 January 2004 11, 857, 670 59, 027

Second capita
call on existing

shares - 59, 288
| ssuance of

ordi nary

shares on | PO 6, 600, 000 79, 200

Costs rel ated
to i ssuance of

Net

Unreal i sed

Gai ns

e' 000

Hedgi ng Accunul at ed
Reserves

Profit
(Loss)

e' 000

Tot al
Equi ty



ordi nary
shares on | PO
| ssuance of
ordi nary
shares to
Directors

Net unrealised
gain on

avai | abl e-for -
sal e
securities

Net unrealised
gai n on hedge
instrunents

Di vi dends pai d
Net profit

At 31 Decenber
2004 (unaudit ed)

EUROCASTLE | NVESTMENT

1. BACKGROUND

6, 000

18, 463, 670

(4, 878) - - -
72 - - -
- 6, 604 - -
- - 713 -
] ; ; (5, 539)
- - - 12, 031
192, 709 6, 604 713 6, 394

(4,878)

72

6, 604

713
(5, 539)
12, 031

206, 420

LI M TED AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS ( UNAUDI TED)

Eurocastle I nvestnent Limited (the "Conpany") was incorporated in Guernsey,
Channel 1slands on 8 August 2003 and comrenced its operations on 21 Cctober

2003. The princi pa

activities of the Conpany include the investing in,

financi ng and nmanagi ng of European real estate securities and other real estate

rel ated assets and ot her

asset backed securities.

The directors consider the

Conpany to operate in three business segnents, being real estate and ot her asset

backed securities,
geogr aphi cal segnent,

The Conpany is externally managed by its nmanager

(the "Manager"). The Conpany has entered into a managenent agreenent (the

r eal

estate related | oans, and investment properties, and one
bei ng Eur ope.

Fortress I nvestnent Goup LLC

"Managenent Agreenent") under which the Manager advi ses the Conpany on various

aspects of its business and manages its day-to-day operations,

supervi sion of the Conpany's Board of Directors. The Company has no direct

enpl oyees. For its services,

the Manager receives an annual managenent fee
(which includes a reinbursenent for expenses) and incentive conpensation

described in the Managenent Agreenent. The Conpany has no ownership interest

t he Manager.

In Cctober 2003,

the Conpany issued 118,576, 700 ordinary shares through a
private offering to qualified investors at a price of el per share

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 followi ng this resolution,
hel d 1, 356,870 ordi nary shares.
ordinary shares inits initia

for net proceeds of e74.3 million

2. SUMVARY OF SI GNI FI CANT ACCOUNTI NG PQOLI CI ES

St at ement of Conpliance

The consolidated financia
accordance with Internationa

St andards Board (| ASB),
Interpretations Comrittee interpretations approved by | ASB' s predecessor

statenents of the Conpany have been prepared in
Fi nanci al Reporting Standards (IFRS), which
conprise standards and interpretati ons approved by the Internationa
and I nternational Accounting Standards and Standing
t he

International Accounting Standards Conmittee, that remain in effect. In

preparing financi al

st at ement s,

the same accounting principles and et hods of

subject to the

as

the Manager and its enpl oyees
In June 2004 the Conpany issued 6,600, 000
public offering at a price of el2.00 per share,

in

Pursuant to

Account i ng



conputation are applied as in the financial statements 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 predom nantly in euros.

Basi s of Preparation

The consolidated financial statements are prepared on a fair value basis for
derivative financial instruments, financial assets and liabilities held for
tradi ng, and avail abl e-for-sale assets. OQher financial assets and liabilities
and non-financial assets and liabilities are stated at anortised or historica
cost .

Basi s of Consolidation

The consolidated financial statenents conprise the financial statenents of
Eurocastle Investnent Limted and its subsidiaries for the year ended 31
Decenber 2004.

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

At 31 Decenber 2004, the Conpany's subsidiaries consisted of its investnment in
Eurocastle Funding Linmited ("EFL"), a limted conpany incorporated in Ireland,
Eurocastle CDO | PLC ("CDO |"), Eurocastle CDO Il PLC ("CDO I1") and Eurocastle
CDO Il PLC ("CDOII11"), all limted conmpanies 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 sole beneficial holder of
secured notes issued by EFL. In accordance with the Standards Interpretation
Conmittee Interpretation 12 Consolidation - Special Purpose Entities the Conmpany
consolidates CDO 1, CDO Il and CDOIIll as it retains control over these entities
and retains the residual risks of ownership of these entities.

Eurocastl e acquired its real estate properties through two Gernman limted
liability conpanies, Longwave Acquisition GrbH ("Longwave") and Shortwave
Acqui si tion GrbH ("Shortwave") which are held through two Luxenbourg conpanies
(Eur obar bi can and Luxgate), set up as societes a responsabilite linitee.
Longwave and Shortwave each own German conpani es whi ch have been used to hold
one or several of the investment properties. These conpani es were established as
speci al purpose vehicles limted to holding the single or nultiple real estate
investment properties acquired at the end of Decenber 2004. Longwave has 60
subsi di ari es and Shortwave has 2 subsidiaries. Luxgate owns all of the ordinary
share capital of Eurobarbican which in turn owns all of the share capital of
Longwave and Shortwave. Al so see Note 19

Fi nanci al | nstrunents

Cl assification

Fi nanci al assets and liabilities held for trading are those instrunents that the
Company principally holds for the purpose of short-termprofit taking. These
include securities portfolio contracts and forward foreign exchange contracts
that are not designated as effective hedging instrunents.

Avai | abl e-for-sal e assets are financial assets that are not held for trading
pur poses, originated by the Conpany, or held to maturity. Available-for-sale
instruments include real estate and other asset backed securities and rea
estate rel ated | oans.

Recogni tion

The Conpany recogni ses financial assets held for trading and avail abl e-for-sal e
assets on the date it commits to purchase the assets (trade date). Fromthis
date any gains and | osses arising fromchanges in fair value of the assets are
recogni sed



A financial liability is recognised on the date the Conpany becones party to
contractual provisions of the instrunment.

Measur enment

Financial instrunents are neasured initially at cost, including transaction
cost .

Subsequent to initial recognition all trading instruments and avail abl e-for-sale
assets are nmeasured at fair value, except that any instrunent that does not have
a quoted market price in an active market and whose fair val ue cannot be
reliably measured is stated at cost, including transaction costs, |ess

i mpai rnent | osses.

Al'l financial assets other than trading instruments and avail abl e-for-sale
assets are nmeasured at anortised cost |less inmpairnment | osses. Anortised cost is
calculated on the effective interest rate nethod. Prem uns and di scounts,
including initial transaction costs, are included in the carrying amount of the
related instrument and anortised based on the effective interest rate of the
instrunent.

Fair val ue measurement principles

The fair value of financial instrunments is based on their quoted narket price at
t he bal ance sheet date wi thout any deduction for transaction costs. If a quoted
market price is not available, the fair value of the instrunent is estimated
using pricing nodels or discounted cash flow techni ques, as applicable.

Wher e di scounted cash flow techni ques are used, estimated future cash flows are
based on managenent's best estinmates and the discount rate is a market rel ated
rate at the bal ance sheet date for an instrument with simlar terns and

condi tions. Were pricing nodels are used, inputs are based on market related
neasures at the bal ance sheet date.

The fair value of derivatives that are not exchange traded is estimated at the
armount that the Conpany would receive or pay to termnate the contract at the
bal ance sheet date taking into account current nmarket conditions and the current
credi tworthiness of the counterparties.

Gai ns and | osses on subsequent neasurenent

Gains and | osses arising froma change in the fair value of trading instrunents
are recognised directly in the inconme statement. Gains and | osses arising froma
change in the fair value of avail able-for-sale securities are recognised
directly in equity until the investnent is derecognised (sold, collected, or

ot herwi se di sposed of) or inpaired, at which tine the cunul ative gain or |oss
previously recognised in equity is included in the incone statement for the

peri od.

Der ecogni tion

A financial asset is derecognised when the Conpany | oses control over the
contractual rights that conprise that asset. This occurs when the rights are
realised, expire or are surrendered. A financial liability is derecogni sed when
it is extinguished.

Assets held for trading and avail abl e-for-sal e assets that are sold are

der ecogni sed and correspondi ng receivables fromthe buyer for the payment are
recogni sed as of the date the Conpany commits to sell the assets. The Conpany
uses the specific identification method to determ ne the gain or |oss on
derecogni tion.

| mpai r nent

Fi nanci al assets are reviewed at each bal ance sheet date to determ ne whet her



there is objective evidence of inpairnment. If any such indication exists, the
asset's recoverable anpbunt is estinmated. Inpairnent loss is the difference
between the net carrying value of an asset and its recoverabl e amobunt. Any such
inmpairment |oss is recognised in the income statenent.

Securities and | oans are considered to be inpaired, for financial reporting

pur poses, when it is probable that the Conpany will be unable to collect al
principal or interest when due according to the contractual terms of the
original agreements, or, for securities or |oans purchased at a discount for
credit |losses, when it deternines that it is probable that it will be unable to
col l ect as anticipated. Upon determ nation of inpairnent an allowance is

est abl i shed based on the recoverabl e anount of the underlying investnent using a
di scounted cash fl ow anal ysi s.

Hedge accounti ng

Where there is a hedging relationship between a derivative instrument and a

rel ated item bei ng hedged, the hedging instrunent is neasured at fair value. The
fair value of a derivative hedging instrunent is calculated in the sane way as
the fair value of trading instrunments (refer to accounting policy above).

Wiere a derivative financial instrument hedges the exposure to variability in
the cash flows of recognised assets or liabilities, the effective part of any
gain or loss on remeasurenment of the hedging instrument is recognised directly
in equity. The ineffective part of any gain or loss is recognised in the incone
st at ement .

The gains or losses that are recognised in equity are transferred to the i ncone
statement in the same period in which the hedged firmconmmitnment affects the net
profit and | oss.

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.

Avai | abl e- For-Sal e Securities

Securities avail able-for-sale which are owned directly by the consolidated
speci al purpose vehicles as shown separately in Note 5.

I nvestment Properties

I nvest ment properties conprise |and and buildings. In accordance with I AS 40,
property held to earn rentals and/or for capital appreciation is categorised as
i nvestment property. Investment property acquired at the end of Decenber 2004
has been recogni sed at cost, being the fair value of the consideration given
including real estate transfer taxes, professional advisory fees and ot her
acqui sition costs. After initial recognition, investnent properties are neasured
at fair value, with unrealised gains and | osses recognised in the consolidated
income statenent. Fair values for the properties have been assessed by the
conpany to be in line with the initial cost of the properties including

acqui sition costs, and as such, no profit or |loss arising fromchanges in val ue
has been brought to account in the current period

The val ue of investnent property incorporates five properties which are

consi dered finance or operating | eases. As the conpany has assuned substantially
all the risks and rewards associated with these assets, and it has treated these
as investnment property under | AS 17 and | AS 40. These properties have been
recogni sed at fair value in the same nmanner as freehold property. An associ ated
liability representing the present value of |ease paynents to the freehol d owner
has been included in the bal ance sheet.

More to follow, for follow ng part double-click [ NRN1X9742|]

smal |l e before a nunber denotes euros



