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Fair values for all investment property have been determ ned by reference to the
exi sting rental income and operating expenses for each property and the current
mar ket conditions in each geographical narket. Fair values al so incorporate
current valuation assunptions which are consi dered reasonabl e and supportabl e by
wi Il ling and know edgeabl e parti es.

Def erred Fi nanci ng Costs

Deferred financing costs represent costs associated with the issuance of
fi nanci ngs.

I nterest-Bearing Loans and Borrow ngs

Al'l | oans and borrow ngs, including the Company's repurchase agreenents, are
initially recognised 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
subsequently nmeasured at anortised cost using the effective interest rate

met hod. Anortised cost is calculated by taking into account any issue costs, and
any di scount or prem umon settlenent.

Mnority Interests

Mnority interests represent interests held by outside parties in the Conpany's
consol i dat ed subsi di ari es.

Revenue Recognition

Revenue is recognised 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 and expenses are recognised in the incone statenent as it
accrues, taking into account the effective yield of the asset/liability or an
applicable floating rate. Interest incone and expense include the anortisation
of any discount or prenmiumor other differences between the initial carrying
amount of an interest bearing instrunent and its anpbunt at nmaturity cal cul ated
on an effective interest rate basis.

Rental incone is recognised on an accruals basis.
I ncome Tax

The Conpany is a Quernsey, Channel Islands |limted conpany. No provision for
incone taxes has been nmade. The conpany's subsidiaries, EFL, CDO 1, CDO Il and



CDO Il are Irish registered conpanies and are structured to qualify as
securitisation conmpani es under section 110 of the Taxes Consolidation Act 1997.
It is envisaged that these conpanies will generate nminimal net inconme for Irish
income tax purposes and no provision for income taxes has been nade for these
comnpani es.

The Conpany's Gernan subsi diary conpani es, Longwave and Shortwave, are subject
to German inconme tax on incone arising fromits investment properties, after the
deduction of allowable debt financing costs and ot her allowabl e expenses. The
net incone attributable to the subsidiaries for the year ended 31 Decenber 2004
was de minims and, therefore, no provision has been nade.

Forei gn Currency Translation

Transactions in foreign currencies are recorded at the rate ruling at the date
of the transactions. Mpnetary assets and liabilities denomi nated in foreign
currencies are re-neasured at the rate of exchange ruling at the bal ance sheet
date. Al differences are taken to the incone statenent. Non-nonetary assets and
liabilities denonminated in foreign currencies, if any, are translated at the

hi storical exchange rate and all differences are recognised in equity.

3. OTHER OPERATI NG EXPENSES

Year Ended 8 August 2003
31 Decenber 2004 (Formation Date)
to
31 Decenber 2003
e' 000 e' 000
Pr of essi onal fees 764 484
Managenent fees (Note 14) 2,180 257
Q her 459 18
3,403 759

4. AVAI LABLE- FOR- SALE SECURI TI ES

The following is a sunmary of the Company's avail able-for-sale securities at 31
Decenber 2004.

QG oss Wi ght ed Aver age
Unrealised = e ee e
Current Anortised @Gins Losses Carrying S&P Coupon  Yield Maturity
Face Cost  ------ a------ Val ue Rating ------- ------ (Years)
Anmount Basis  eeeee--- oo
e' 000 e' 000 e' 000 e' 000 e' 000
Portfolio |
CVBS 177, 069 176,867 1,522 (79) 178, 310 BBB+ 4.01% 4.03% 3.65
G her ABS 215, 177 214,051 2,576 (290) 216, 337 BBB+ 3.86% 4.24% 4.00
392, 246 390,918 4,098 (369) 394, 647 BBB+ 3.93% 4.16% 3.84
Portfolio
11
CVBS 95, 035 94, 468 630 (38) 95, 060 BBB- 4.23% 4.31% 4.81
Q her ABS 76, 356 76, 570 575 - 77, 145 BBB 3.86% 3.82% 5. 68
171, 391 171,038 1,205 (38) 172, 205 BBB 4.07% 4.09% 5.20

Portfolio



C\VBS 121, 232 121,505 1,079 (204) 122, 380 BBB+ 4.62% 4.51%
Gt her ABS 97, 550 96, 398 878 (175) 97, 101 BBB+ 4.24% 4.77%

218, 782 217,903 1,957 (379) 219, 481 BBB+ 4.45% 4.63%
Tot al
Portfolio 782, 419 779,859 7,260 (786) 786, 333 BBB+ 4.11% 4.28%
O her
Securities
OMBS 131, 472 130, 630 300 (417) 130, 513 AA- 3.32% 3.63%
QG her ABS 83, 928 84, 187 273 (26) 84, 434 A+ 3.04% 2.96%

215, 400 214, 817 573 (443) 214, 947 AA- 3.21% 3.37%

997, 819 994,676 7,833 (1,229) 1,001,280 BBB+ 3.91% 4.08%
Short Term
I nvest nent's
Asset Backed
conmer ci al
paper 255, 073 254, 051 - - 254, 051 Al+ n/ a 2.13%

Tot al 1,252,892 1,248,727 7,833 (1,229) 1,255,331
CMVMBS - Commercial Mortgage Backed Securities
O her ABS - Other Asset Backed Securities
The Carrying Value in the table above excludes restricted cash of €9.2 mllion
included in Portfolio | pending its reinvestnent in additional CVBS and ot her
ABS.
The securities within Portfolio | are encunbered by the CDO | securitization
(Note8). The securities within Portfolio Il and Portfolio Il are encumnbered by
t he borrow ngs under the warehouse credit facilities for CDO Il and CDO |||
described in Note 9. Mdst of the securities categorised as other above were
subj ect to repurchase agreenments described in Note 10 as at 31 Decenber 2004.
5. REAL ESTATE LQANS
G oss Wi ght ed Aver age
Unreal ised s
Current Anortised Gains Losses Carrying S&P Coupon  Yield Maturity
Face Cost  ------ ------- Val ue Rating  ------ ------ (Years)
Anount Basis eeeeeeee e
e' 000 e' 000 €' 000 e' 000 e' 000
Real
estate 22,165 21,938 - - 21,938 NR 8.35% 8.44% 5. 88
| oans
6. OTHER ASSETS
31 Decenber 2004 31 Decenber 2003
e' 000 e' 000

I nterest receivable 7, 800 -

0.19



Rent receivabl e 344 -
Deferred financing costs 217 203

Prepai d i nsurance 227 111

Derivative assets 990 -

QG her assets - 2
9,578 316

Def erred financing costs represent costs associated with the issuance of a
collateralised debt obligation and will be offset against the proceeds of the
i ssuance.

7. | NVESTMENT PROPERTI ES

The tabl e bel ow shows the itens aggregated under investment property in the
consol i dat ed bal ance sheet:

EUR ' 000 Land & Bui | di ngs Leasehol d Tot al
--------------------------------- Property R

At 1 January 2004 - - -
Addi ti ons 303, 480 15, 034 318, 514
At 31 Decenber 2004

(unaudi t ed) 303, 480 15, 034 318, 514

The property portfolio consists of 96 office and retail assets |ocated

t hroughout nmetropolitan and regional Gernmany, predomi nantly in western Gernany.
The properties were acquired from Deutsche Bank, who remains the |argest
occupant of the portfolio, occupying approxi mately 52% of the portfolio by area.
Deut sche Bank's wei ghted average unexpired |l ease termis 7.2 years.

A summary of the location and proportionate val ue of each property in the
portfolio is as foll ows:

Locati on Nunber of Properties Proportionate Val ue
Nor dr hei n- Vst f al en 30 33.71%
Baden- Wir t t enber g 20 23.91%
Hesse 9 8. 56%
Lower Saxony 8 9. 66%
Bayer n 7 7.30%
Rhi nel and- Pal ati nat e 6 4.54%
Saxony- Anhal t 3 4. 45%
Thuri ngi a 5 2. 68%
Saxony 2 1.63%
Schl eswi g- Hol st ei n 1 1. 33%
Hanbur g 1 0. 99%
Br emen 1 0.43%
Meckl enbur g- Wst  Poner ani a 2 0.51%
Br andenbur g 1 0.29%
96 100. 00%

d ass Rat i ng Current Carrying Wi ght ed Wi ght ed
Face
Anmount Anmount Aver age Aver age



e' 000 e' 000 Cost of Maturity

Fi nanci ng
(in years)
A and B Notes AAA AA 351, 000 347, 877 2.777% 7.30
9. BANK BORROW NGS
The bank borrow ngs conprises of:
31 Decenber 2004 31 Decenber 2003
e' 000 e' 000
War ehouse borrowing (Note 9.1) 350, 843 -
Term fi nance (Note 9.2) 244, 006 -
Revol ving credit (Note 9.3) 14, 000 -
facility
608, 849 -
9.1 Warehouse Borrow ngs
In July 2004, through its subsidiaries CDO Il and CDO I, the Conpany exercised
its option to purchase securities under the securities portfolio contract for an
aggregate purchase price of approximately e77.5 nmillion. 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, are financed and held in a custody account by the
bank. The Conpany is using this credit facility as a nmeans of accunul ating
securities intended to be used in future securitisation transactions. The
Conpany currently anticipates conpleting the securitisations in the near term

The terns of the credit facility provide for interest to be calculated with
reference to floating rate benchmarks (i.e. Euribor or Sterling Libor) plus 75
basi s points. The wei ghted average financing cost was 2.89% at 31 Decenber 2004.

9.2 Term Financing for |nvestnent Properties

On 23 Decenber 2004, in order to finance the acquisition of investnent
properties the Conpany's subsidiaries entered into a e246.5 mllion termloan
facility with a major real estate |ending bank. The facility is secured in the
customary manner for German real estate |ending, granting security over, inter
alia, all the real estate purchased as well as over rental streans and bank
accounts. The termof the facility is 8.3 years with final maturity in April
2013. The interest rate on the loan is Euribor + 1.15%p.a, payable quarterly.

9.3 Revolving Credit Facility

I n Decenber 2004, the Conpany entered into a revolving e35 mllion credit
facility with a major investment bank as a means of securing access to tenporary
working capital. The facility is secured over receivables flowi ng fromCDO I,
CDOIl, CDOIIl and EFL and with security assignnents of the Conpany's rights
under its managenent agreenent with Fortress |Investment Group LLC. The facility
contai ns a nunber of financial covenants including a maxi nrum | everage ratio and
a minimminterest cover ratio. The interest rate on drawn amounts is Euribor +
2.5%p.a., while on undrawn anounts it is 0.5% p. a.

10. REPURCHASE AGREEMENTS

In 2004, the Conpany's consolidated subsidiary EFL entered into a master
repurchase agreenent with certain najor investment banks to finance the purchase
of available-for-sale securities. The obligations under those agreenments are
guaranteed by the Conpany. The terms of the repurchase agreenents provide for



interest to be calculated with reference to floating rate benchmarks (i.e.
Euri bor or Sterling Libor) which resets or rolls nmonthly or quarterly, with the
correspondi ng security coupon paynent dates, plus an applicable spread

The Conpany's carrying anmount and wei ghted average financing cost of these
repur chase agreenents was approxi nately e197.6 nmillion and 2.35% respectively
at 31 Decenber 2004.

11. TRADE AND OTHER PAYABLES

31 Decenber 2004 31 Decenber 2003

e' 000 e' 000
Unsettl ed security purchases 254,051 -
Security deposit 5, 000 -
I nterest payabl e 2,283 -
Accrued expenses 2,264 307
Due to affiliates - Manager 237 381
Fi nance & operating | ease payabl e 2,925
C her payabl es 127 -
266, 887 688

The unsettled security purchase of e254.0 million relates to the purchase of
commer ci al paper bonds, which settled on 6 January 2005

12. EARNI NGS PER SHARE

Basi ¢ 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 outstanding during the period.

Di |l uted earnings per share is calculated by dividing net profit (loss) available
to ordinary sharehol ders by the wei ghted average nunber of ordinary shares
outstanding 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 potentia
ordinary shares since the reporting date and before the conpletion of the
financial statenents

13. SHARE CAPI TAL

The Conpany was registered in Quernsey on 8 August 2003 under the provisions of

t he Conpani es (CQuernsey) Law, 1994 (as anended). On 21 Cctober 2003, the Conpany
i ssued 118,576, 700 shares at el. 00 each. Pursuant to a witten resol ution 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 initia
public offering, the Conpany received subscriptions for and i ssued 6,600, 000
ordinary shares at a price of el2 each. At the sane tine, the Conpany issued
5,000 shares to Paol o Bassi and 1,000 shares to Keith Dorrian in their capacity
of Directors of the Conpany.

Under the Conpany's Articles of Association, the Directors have the authority to
effect the issuance of additional ordinary shares or to create new cl asses of
shares as they deem necessary.

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



Year Ended 8 August 2003

31 Decenber (Formati on
2004 Date) to

31 Decenber

2003
Wi ght ed average number of ordinary shares
out st andi ng basi c 15, 214, 818 11, 857, 670
Dilutive effect of ordinary share options 280, 965 -
Wei ght ed average nunber of ordinary shares
out standi ng, diluted 15, 495, 783 11, 857, 670

14. MANAGEMENT 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 Managenment Agreenent may
be term nated by the Conpany by payment of a ternination fee, as defined in the
Management Agreenent, equal to the amount of managenent fees earned by the
Manager during the twel ve consecutive cal endar nonths inmediately preceding the
term nation, upon the vote of a mgjority of the holders of the outstanding
ordinary shares. Pursuant to the Managenent Agreenent, the Manager, under the
supervi sion of the Conmpany's board of directors, will formul ate investnent
strategies, arrange for the acquisition of assets, arrange for financing,
monitor the performance of the Conpany's assets and provide certain advisory,
adm ni strative and managerial services in connection with the operations of the
Conpany. For perform ng these services, the Conpany will pay the Manager an
annual fee (payable nonthly in arrears) of 1.5%of the gross equity of the
Conpany, as described in the Managenent Agreenent.

The Managenent Agreenent provides that the Conmpany will reinburse the Mnager
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 similar services rendered for the Conpany by
provi ders retained by the Manager or, if provided by the Manager's enpl oyees, in
amounts which are no greater than those that woul d be payable to externa

prof essional s or consultants engaged to perform such services pursuant to
agreements negotiated on an arns-length basis. Such expenses have been incl uded
in the Consolidated | ncome Statenent.

To provide an incentive for the Manager to enhance the value of the Conpany's
ordinary stock, the Manager is entitled to receive incentive conpensation on a
cumul ati ve, but not conpounding, basis in an amount equal to the product of (A)
25% of the euro amobunt by which (1) funds fromoperations ("FFO') of the Company
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 annumrultiplied by (B) the weighted average nunber of ordinary shares

out st andi ng during such peri od.

FFO is used to conmpute the Conpany's incentive conpensation to the Manager. FFO
for these purposes, represents net inconme (conmputed in accordance with
International Financial Reporting Standards), plus depreciation and anortisation
on real estate property (and excludi ng accunul at ed depreci ation and anortisation
fromthe conputation of gain or loss on sold real estate property), after

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

At 31 Decenber 2004 and 31 Decenber 2003, managenent fees and expense
rei nbursements of approxinmately e0.2 million and €0.4 million respectively, were
due to the Manager.



15. FI NANCI AL | NSTRUMENTS
Derivative Financial Instrunents - Securities Portfolio Contract

In Novenber 2003, the Conpany entered into a securities portfolio contract with
a nmjor investnent bank (the 'Bank') whereby the Bank purchased European
commer ci al nortgage backed and other asset backed securities, targeted to
aggregate approximately e500 million, subject to the Conpany's right, but not
the obligation, to purchase such securities fromthe Bank. The Conpany had paid
a deposit to the Bank. In June and July 2004 the Conpany exercised its right to
purchase the securities. The fair value of the contract was cal cul ated as the
val ue of the securities purchased by the Bank, adjusted for the cost of funding
t he purchase of securities and any other applicable costs. The fair value of the
contract as at 31 Decenber 2003 was approximately e57.6 nmillion.

Ri sk Managenent

This section provides details of the Conpany's exposure to risk and descri bes
t he nmet hods used by managenent to control risk. The nost inportant types of
financial risk to which the Conpany is exposed are market risk, credit,
liquidity, interest rate and foreign currency risk

Mar ket Ri sk

The Conpany's exposure to nmarket risk is conprised nainly of novenents in the
value of its security and property investnents. The investment portfolios are
managed within the paraneters disclosed in the Conpany's prospectus.

The Conpany's securities are predomnantly floating rate and as such are val ued
based on a market credit spread over Euribor and Libor benchmarks for euro and
sterling denom nated assets respectively. Increases in the credit spreads above
such benchmarks may affect the Conmpany's net equity, net incone or cash flow
directly through their inmpact on unrealised gains or |osses on
avail abl e-for-sale securities, and therefore its ability to realise gains on
such securities, or indirectly through their inpact on its ability to borrow and
access capital.

Under the terns of the securities contract the Conpany was exposed to market
risk on the underlying securities as, should the intended securitisation of such
assets not be consunmmated, the Conpany would be required to either purchase the
securities or pay the loss realised on the disposal up to the anount of any
deposits nmade by the Conpany under the contract, |ess any interest earned on the
deposits

Credit risk

The Conpany is subject to credit risk with respect to its investnents in rea
estate and ot her asset backed securities and | oans.

The securities the Conpany invests in are generally junior in right of paynent
of interest and principal to one or nore senior classes, but benefit fromthe
support of one or nore subordinate classes of securities or other formof credit
support within a securitisation transaction. Wile the expected yield on these
securities is sensitive to the performance of the underlying assets, the nore
subordi nated securities are designed to bear the first risk of default and | oss.

The Conpany further mnimses credit risk by actively nonitoring its securities
portfolios and the underlying credit quality of its holdings and, where
appropriate, repositioning its investnments to upgrade the credit quality and
yield on the investnments.

The Conpany's securities portfolio is diversified by asset type, industry,
|l ocation and issuer. This diversification mnimses the risk of capital |oss. At
Decenmber 31, 2004, the Conpany's securities, which serve as collateral for its



CDO financings and ot her borrow ngs, had an overall weighted average credit
rating of approxinately BBB+

The Conpany's asset backed securities for sale portfolio was split between
countries within Europe as foll ows:

Count ry Nunber of Face Val ue of Location Split
Securities Securities
31 Decenber 2004 e' 000
Uni ted Ki ngdom 32 387, 653 38. 85%
Italy 15 255, 941 25. 65%
Pan Eur opean 9 135, 703 13. 60%
Ger many 11 101, 578 10. 18%
France 5 46, 399 4. 65%
G her 11 70, 545 7.07%
83 997, 819 100. 00%

The Conpany's hedgi ng transacti ons using derivative instrunents also involve
certain additional risks such as counterparty credit risk, the enforceability of
hedgi ng contracts and the risk that unanticipated and significant changes in
interest rates will cause a significant |loss of basis in the contract. The
counterparties to the Conpany's derivative arrangenents are najor financia
institutions with investment grade credit ratings with which the Conpany and its
affiliates may al so have other financial relationships. As a result, it is not
anticipated that any of these counterparties will fail to nmeet their

obl i gations.

Liquidity risk

The Conpany's ability to execute its business strategy, particularly the growh
of its investnent portfolio, depends to a significant degree on the Company's
ability to obtain additional capital.

The Conpany's primary source of funds for liquidity consist of net cash provided
by operating activities, borrow ngs under |oans and the issuance of debt and
equity securities. The Conpany's |oans and debt securities are generally secured
directly over its assets. The Conpany expects that its cash on hand and cash
flow provided by operations will satisfy its liquidity needs with respect to its
current investnment portfolio over the next twelve nonths. The Conpany expects to
neet its long-termliquidity requirenents, specifically the repaynment of its
debt obligations, through additional borrowi ngs and the |iquidation or
refinancing of its assets at maturity.

A significant portion of the Conpany's investnments are financed with
collateralised debt obligations, known as CDGCs. If spreads for CDOliabilities
widen or if demand for such liabilities ceases to exist, then the ability to
execute future CDO financings will be restricted. Proceeds fromthe sale of rea
estate and ot her asset backed securities which serve as collateral for the
Conpany' s CDO fi nanci ngs, including gains thereon, are required to be retained
in the CDO structure until the related bonds are retired and are therefore not
avail able to fund current cash needs.

The Conpany's real estate securities are financed long-termand their credit
status is continuously nonitored; therefore, these investnments are expected to
generate a generally stable current return, subject to interest rate
fluctuations. The Conpany's operating real estate is also financed |ong-term and
primarily leased to credit tenants with long-termleases and is therefore also
expected to generate generally stable current cash flows.

As described in Note 9.3, the Conpany has access to tenporary working capita
through a revolving e35 nmillion credit facility.



Interest Rate Risk

The Conpany's primary interest rate exposures relate to its real estate and

ot her asset backed securities, loans and floating rate debt obligations, as well
as its interest rate swaps. Changes in the level of interest rates also can
affect the Conpany's ability to acquire securities and loans and its ability to
realise gains fromthe settlenent of such assets

The Conpany's general financing strategy focuses on the use of match-funded
structures, neaning that it seeks to match the maturities of its debt
obligations with the maturities of its investnents to mnimse the risk that the
Conpany will have to refinance its liabilities prior to the maturities of its
assets, reducing the inpact of changing interest rates on its earnings. In
addition, the Conpany match funds interest rates on its investnents with
like-kind debt directly or through the use of interest rate swaps.

As of Decenber 31, 2004, a 100 basis point increase in short-terminterest rates
woul d i ncrease the Conpany's earnings by approximately el mllion per annum

The weighted average interest rate on the fixed rate portion of the asset backed
securities available-for-sale portfolio shown in the table belowis 7.14%

The fixed interest rate portion of the bank |Ioan and the relating interest rate
swap was 4.53%

The interest rate profile of the Conpany at 31 Decenber 2004 and 31 Decenber
2003 was as foll ows:

Assets Wthin 1 year 1to 5 years Over 5 years
Type Total per Non Fi xed Variable Fixed Variable Fixed Variable
consol i dat ed interest % % % % %
bal ance beari ng
sheet assets
e' 000 e' 000 %
2004
Cash and cash
equi val ent s 10, 293 - - 10, 293 - - - -
Restricted
cash 2,812 - - 2,812 - - - -
Asset backed
securities,
avail abl e for
sal e 1,264, 484 - - - 46,850 389, 893 - -

Real estate
rel ated | oans
avai l abl e for

sal e 21, 938 - - - - 21, 938 - 827, 741

| nvest nent

property 318,514 318,514 - - - - - -

O her assets 9,578 8, 588 - 276 - - 714(1) -
1, 627, 619 327,102 - 13, 381 46, 850 411, 831 714 827, 741

2003

Cash and cash

equi val ents 1, 690 - - 1, 690 - - - -

Securities

portfolio

contract 57,611 - - 57,611 - - - -

G her assets 316 316 - - - - - -




(1) Net

i nterest

termloan financing the investment properties.

Liabilities

CDO bonds
payabl e
Bank | oans
Repur chase
agr eerent s
Trade and
ot her
payabl es

2003
Trade and
ot her
payabl es

Total per
consol i dat ed
bal ance

sheet
e' 000

Non i nt er est
beari ng
liabilities

Wthin

Fi xed
%

1 year

Vari abl e
%

Fi xed Variable

%

1to 5 years

%

rate swap receivable related to the fixed e210 nmillion portion of the

Qver 5 years

Fi xed Vari abl e

%

- 347,877
210, 000 34, 006

Foreign Currency Risk

The Conpany's primary foreign currency exchange rate exposures relate to its
sterling denom nated portfolio of securities and | oans.
rates can adversely inpact the fair values and earnings streans of the Conpany's

non euro denom nated assets and liabilities.

Changes in the currency

The Conpany has mitigated this

i mpact through a conbination of (i) sterling denoninated financing and (ii)
rolling forward forei gn exchange contacts to hedge its net sterling equity

i nvest ment .

At 31 Decenber

2004,

approximately e0.28 mllion.

In connection with the Conpany's purchase of
asset backed securities and rea

and ot her

est

at e | oans,

its available-for-sale rea

the net unrealised gain on these contracts was

estate

the foreign currency
risk is covered through forward foreign currency exchange contracts

16. HEDGE ACCOUNTI NG - CASH FLOW HEDGES OF | NTEREST RATE RI SK

The Conpany's policy is to hedge its exposure to interest
currencies on a case by case basis.
fl ow hedges of

i nterest

rate risk exposures. |

nt er est

rates and foreign
Hedge accounting is only applied to cash
rate swaps under which the

Bank pays a fixed rate and receives a floating rate have been used to hedge the

interest

rate risk on floating rate |ong term bank borrow ng.

The gain or |oss on neasurenent at fair value of both the hedged item and the

i nterest

to the extent that the swap is effective

The details of

Nom na
Pay rate

Receive rate

anmount

i nt erest

31 Decenber 2004

€000

3 Month Euri bor

31 Decenber 2003

€000

rate swaps have been recognised in the statement of changes in equity

rate swaps entered into by the Conpany are as foll ows:



Remaining life
Fai r val ue

17. SHARE OPTI ON PLAN

I n Decenber 2003,
pursuant to the confidential

directors, enployees,
Decenber 2003,
efforts in raising capital

8.3 years
713

t he Conpany (with the approval

of the Board of Directors and

i nformati on nenorandum dat ed August 2003) adopted a
nonqual i fi ed share option plan (the "Conpany Option Plan") for officers,

consul tants and advi sors,
for the purpose of conpensating the Manager for its successful
for the Conpany,

i ncl udi ng the Manager. In

the Manager was granted options

representing the right to acquire 1,185,767 ordi nary shares at an exercise price
of el0 per share (nunber of shares and exercise price adjusted for share

consol i dation).
addi ti onal

options represent an anmount equal

I'n June 2004 follow ng the |IPQ
660, 000 options at an exercise price of el2 per share.
to 10% of the ordinary shares issued by the

the Manager was granted an
The Manager

Conpany. The options granted to the Manager were fully vested on the date of

grant and expire ten years fromthe date of

18. SEGMVENTAL REPCRTI NG

The Conpany operates in one geographi cal

segnent ,
conduct ed business through three primry segnents:

i ssuance.

bei ng Europe. The conpany has
asset backed securities, real

estate related | oans and investnent properties.

Sumary financi al

data of the Conpany's business segnents is provided bel ow

Asset Backed Real Estate I nvest nent Unal | ocat ed Tot al
Securities Rel ated Properties Eurocast| e
For Year Ended Loans
31 Decenber 2004 e' 000 e' 000 e' 000 e' 000 e' 000
G 0SS revenues 28, 502 284 344 - 29, 130
I nt er est
expense (13, 353) - (310) - (13, 663)
O her
operating
expenses (147) - (33) (3, 256) (3, 436)
Net profit 15, 002 284 1 (3, 256) 12,031
Asset Backed Real Estate I nvest rent Unal | ocat ed Tot al
Securities Rel at ed Properties Eur ocast | e
As at Loans
31 Decenber 2004 e' 000 e' 000 e' 000 e' 000 e' 000
Total assets 1, 278, 992 22,568 320, 884 5,175 1, 627,619
Tot al
liabilities (1,152, 462) - (266, 234) (2,501) (1,421,197
M nority
i nt er est - - - (2) (2)
Net assets 126, 530 22,568 54, 650 2,672 206, 420

The unal | ocated portion consists primarily of
and adm ni strative expenses,

i nvestnents, general
to the Managenment Agreenent.

19.

I N\VESTMENT | N SUBSI DI ARI ES

interest on short-term
and managenent fees pursuant



The | egal

f ramewor k.

The significant operating subsidiaries,

interest, are listed by jurisdiction bel ow

Luxenbur g:

Luxgate s.a.r. 1.
Eurobarbican s.a.r.|.

Ger many:

Shortwave Acqui sition GrbH

S-Wave
QrbH
S-Wave
QrbH

Grundst ucksverwal t ungsgesel | schaft

G undst ucksverwal t ungsgesel | schaft

Longwave Acquisition GrbH

L- Wave
QrbH
L- Wave
QrbH
L- Wave
GnbH
L- Wave
QrbH
L- Wave
QrbH
L- Wave
GnbH
L- Wave
QrbH
L- Wave
QrbH
L- Wave
GnbH
L- Wave
QrbH
L- Wave
QrbH
L- Wave
GnbH
L- Wave
QrbH
L- Wave
QrbH
L- Wave
GnbH
L- Wave
QrbH
L- Wave
QrbH
L- Wave
GnbH
L- Wave
QrbH
L- Wave
QrbH
L- Wave
GnbH
L- Wave

Grundst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft

Grundst ucksverwal t ungsgesel | schaft

| egal ,

10

11

12

13

14

15

16

17

18

19

20

21

22

t ax,

L- Wave G undstucksverwal t ungsgesel | schaft 29 GibH

entity group structure of Eurocastle is designed to support the

G oup's businesses within an efficient regul atory and fundi ng

in which the Conpany owns a 100% equity

L- Wave G undstucksverwal t ungsgesel | schaft 30

GrbH

L-Wave G undstucksverwal t ungsgesel | schaft 31

GrbH

L- Wave G undstucksverwal t ungsgesel | schaft 32

GhbH

L-Wave G undstucksverwal t ungsgesel | schaft 33

QrbH

L- Wave
QrbH

L- Wave
GbH

L- Wave
QrbH

L- Wave
QrbH

L- Wave
GbH

L- Wave
QrbH

L- Wave
QrbH

L- Wave
GbH

L- Wave
QrbH

L- Wave
QrbH

L- Wave
GbH

L- Wave
QrbH

L- Wave
QrbH

L- Wave
GbH

L- Wave
QrbH

L- Wave
QrbH

L- Wave
GbH

L- Wave
QrbH

L- Wave
QrbH

L- Wave
GbH

L- Wave

G undst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft

Grundst ucksverwal t ungsgesel | schaft

34
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40

41

42

43

44

45

46

47

48

49

50
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GrbH

L- Wave G undstucksverwal t ungsgesel | schaft 23

GhbH

L- Wave G undstucksverwal tungsgesel | schaft 24

GrbH

L- Wave G undstucksverwal tungsgesel | schaft 25

GrbH

L- Wave G undstucksverwal t ungsgesel | schaft 26

GhbH

L- Wave G undstucksverwal t ungsgesel | schaft 27

GrbH

L- Wave G undstucksverwal t ungsgesel | schaft 28

GrbH

Addi tionally, the Conpany has investnents in

Eurocastle CDO | PLC, Eurocastle CDO ||
consol idates in accordance with SIC 12.

20. SUBSEQUENT EVENTS

QrbH

L- Wave
QbH

L- Wave
QrbH

L- Wave
QrbH

L- Wave
QbH

L- Wave
QrbH

L- Wave
QrbH

G undst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
Grundst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft
G undst ucksverwal t ungsgesel | schaft

Grundst ucksverwal t ungsgesel | schaft

Eurocastl e Funding Limted,
PLC, and Eurocastle CDO IIl PLC which it

On 23 February 2005 the directors declared a fourth quarter 2004 interim
di vi dend of e0.33 per share to all holders of shares on 2 March 2005, the record
date. The total dividend payable on 11 March 2005 is e6.1 nillion.

The Annual General Meeting will be held on 19 April

21. COWVPARATI VES

2005.

The Conpany commenced operations on 21 Cctober 2003. As the Conpany's first

period of operations is shorter than one year,

conparative periods for the

consol i dated statement of incone, cash flows and statenent of changes in equity
are shown for the period 8 August to 31 Decenber 2003.

22. OTHER NOTES

The financial information set out in this announcenent does not constitute the
Conpany's audited accounts for the years ended 31 Decenber 2004 or 31 Decenber
2003. The financial information for the year ended 31 Decenber 2003 is derived
The 31 Decenber 2003 accounts cont ai ned

fromthe audited accounts for that year.

an unqualified audit report.

A copy of the Annual Report and Fi nanci al

Statenments for the year ended 31

Decenber 2004 will be posted to the shareholders in due course. Copies of this
announcenent can be obtained from Eurocastle Investnent Linmted, 5-10 Bolton

Street, London, WLJ 8BA.

This information is provided by RNS
The conpany news service fromthe London Stock Exchange
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