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EUROCASTLE | NVESTMENT LI M TED AND SUBSI DI ARI ES
CHAI RVAN' S STATEMENT
Overvi ew

Eurocastl e Investnment Limted (LSE: ECT) reported net profit after taxation for
the quarter ended 30 June 2005 of €6.8 nillion, or e0.35 per diluted share, as
conpared to el.6 mllion, or e0.13 per diluted share, for the second quarter of
2004. The Conpany al so reported net profit after taxation for the half year
ended 30 June 2005 of e€l13.2 million, or e0.69 per diluted share, as conpared to
e3.8 mllion, or e0.32 per diluted share, for the first half of 2004. Funds from
operations (or FFO, which exclude a €0.5 mllion increase in the fair value of
the Conpany's credit-|eased real estate classified as investnent properties in
the bal ance sheet, ambunted to el12.7 mllion and e6.2 mllion, respectively, for
the half year and quarter ended 30 June 2005. Eurocastle generated an FFO return
on average invested common equity of 12.6% for the quarter, and 12.8%for the
hal f year, ended 30 June 2005. As of 30 June 2005, the Conpany's sharehol ders
equity was e€291.9 mllion or el2.06 per outstanding share, as conpared to e196.4
mllion, or el0.64 per outstanding share, as of 30 June 2004.

Eurocastle's core business strategy is to invest in and nanage a diverse
portfolio consisting primarily of European real estate related debt and rea
estate assets. The Conpany's objective is to deliver stable and grow ng

di vidends and attractive risk-adjusted returns to sharehol ders by optimni zing the
di fference between the yield on investnments and the cost of financing these
investnents. Since Eurocastle's PO in June 2004, the Conpany's annualized

di vi dends to sharehol ders have increased by approximately 17%fromel. 20 to

el. 40 per share

Al though we are starting to see sone w dening of credit spreads, they continue
to be at historically tight levels. In spite of this, we have continued to
accretively invest capital in real estate debt and credit-leased real estate and
are pleased with the performance of our overall investment portfolio. As asset
spreads have tightened, our debt costs have declined correspondingly; the

wei ght ed average net spread (or the yield on our assets mnus the cost of our
debt) on the real estate debt portfolio was 1.44%at 30 June 2005, conpared to
1.45% at the end of Decenber 2004. The European real estate debt markets
continue to be active and growing. In the first half of 2005, new issuances of
real estate related debt totaled €100 billion, up 27%fromthe conparabl e period
in 2004. W expect this record growh to continue to provide Eurocastle with
significant accretive investnment opportunities in real estate related debt.

G ven our investnent pace since the half year end and our current investnent
pi peline, substantially all of the equity capital that we raised in June 2005 is



invested or committed to i nvestnents.
Second Quarter 2005 Dividend

W aimto pay out substantially all of Eurocastle's earnings in the form of
quarterly dividends to sharehol ders. On 14 June 2005, the Board of Directors of
Eur ocastl e decl ared a dividend of e0.35 per share for the quarter ended 30 June
2005, an increase of e0.02 per share fromthe prior quarter. The record date for
this increased dividend was 24 June 2005 and the paynent date was 15 July 2005.

I nvestnent Activity
Real Estate Debt Portfolio

In the half year ended 30 June 2005, Eurocastle purchased approxi mately e205
mllion of real estate related securities and e24 nmillion of real estate related
|l oans, with approximately el59 million in face amount of real estate securities,
ot her asset backed securities and real estate |oans having been purchased during
the quarter ended 30 June 2005. The securities purchased during the quarter had
an average credit rating of BBB and an average credit spread above Euri bor of
1.22% Purchases of CMBS in the second quarter anpunted to e108.4 nillion, with
an average spread of 1.40% and average rating of BBB. RVBS purchases in the
second quarter anmounted to e20.6 mllion, with an average spread of 0.85% and
average rating of BBB. Other ABS purchases in the second quarter anounted to
€29.9 mllion, with an average spread of 0.86% and average rating of A

After allowing for sales of securities and principal redenptions, the net
increase in face ambunt of real estate and other asset backed securities and
real estate related |oans during the second quarter was e64.8 nillion, raising
the ampunt of these investnents fromel,052.1 mllion at the |ast quarter end to
el,116.9 mllion. W have al so seen significant opportunities to invest in the
B- Not e and nezzani ne | oan markets and have devel oped a robust pipeline of these
investnents for the third quarter of 2005.

Credit-Leased Real Estate Portfolio

In the credit-leased real estate markets, we are continuing to build on our
successful Decenber 2004 acquisition of 96 German properties from Deutsche Bank
AG by devel oping a strong investnent pipeline of European credit-|eased real
estate. During the quarter, we entered into negotiations to purchase up to e350
mllion of credit-leased real estate. On 25 July 2005, Eurocastle invested
approximately el184 million in assets backed by a portfolio of conmercial
properties under long-termleases with the Italian governnment. Consistent with
our policy of match funding, this investnent has been termfinanced on a fixed
rate basis.

Capital Markets

During the quarter, Eurocastle successfully conpleted a public offering of
5,740,000 shares resulting in gross proceeds to the Conpany of approxi mately e99
mllion (net proceeds €95 mllion) and closed two secured termfinancings to
match fund our real estate debt investnments. Mreover, after the quarter, we
established a revolving credit facility to finance additional investnents.

The term financing of the Conpany's first sterling-denom nated portfolio of real
estate debt investments, Eurocastle CDO Il, was conpleted on 5 May 2005.
Approximately £158 million, or 79% of the £200 million issue was rated AAA by S
&P and Fitch respectively. The CDO has a wei ghted average |ife of approxi mately
ten years.

The term financing of the Conpany's second euro-denomni nated portfolio of real
estate investnents, Eurocastle CDO 11, was conpleted on 28 April 2005.

Approxi mately e324 mllion, or approximately 81% of the e400 nillion issue was
rated AAA by S&P and Fitch respectively. The CDO al so has a wei ghted average
life of approxinmately ten years.



On 14 July 2005, we established a e400 mllion three year extendable revol ving
credit facility. We intend to use this facility to acquire additional real
estate debt and to refinance a significant part of the portfolio previously

fi nanced under short-termrepurchase agreenments. Since 30 June 2005, our
short-term financi ngs have been reduced by €120.6 nmillion by using this
facility.

I nvestnent Portfolio
Real Estate Debt Portfolio

As of 30 June 2005, Eurocastle's total real estate debt portfolio of

approxi mately e1.3 billion, which represents approxi mately 75% of the Conpany's
total assets, included e571.2 million of CVBS, €103.6 million of short-term
investnents, e506.4 nillion of other asset backed securities, e47.2 mllion of

|l oans and e€32.2 mllion of cash held pending investnent in additional real
estate related debt. The real estate debt portfolio is well diversified with 92
securities and | oans and an average |life of approximately 3.6 years;

approxi mately 96% of the portfolio conprises floating-rate securities. The
portfolio is geographically diversified with direct exposures of 50%in the UK,
16%in Italy, 12%in Germany, 11% Pan European and 5% in France. The average
credit quality of the securities portfolio is BBB+ and approxi nately 89% of the
securities are rated investment grade. The portfolio's weighted average credit
spread was approximately 1.90% as of 30 June 2005.

Qur real estate debt portfolio has continued to performwell. As of 30 June
2005, none of our securities or |oans have defaulted, and there have been no
principal |losses to date. W continue to seek investrments that will generate
superior risk-adjusted returns with a | ong-term objective of capital
preservation and earnings stability in varying interest rate and credit cycles.

Credit-Leased Real Estate Portfolio

As of 30 June 2005, Eurocastle owned an approximately €319 nillion portfolio of
credit-leased real estate consisting of 96 German properties, or approxi mately
300, 000 square neters of office space, which are |eased primarily to Deutsche
Bank. Deutsche Bank continues to occupy nost of the current space on a nmediumto
| ong-term basis. Since we acquired the portfolio in Decenber, we have added 16
new | eases, bringing the total occupancy of this portfolio to approximtely 76%
W continue to work on adding new tenants to our properties, as well as managing
the |l ease renewal or re-letting of space under |eases that are expiring or near
expiration.

About Eurocastl e

Eurocastle Investnment Limted is a Euro-denom nated Guernsey cl osed-end

i nvest nent conpany that invests in and manages a diverse portfolio consisting
primarily of European real estate related debt and real estate assets.
Eurocastl e is nmanaged by Fortress Investnent Group LLC, a global alternative

i nvest nent and asset managenment firmwi th approxi mately US$15 billion of equity
capital currently under managenent.

Conf erence Call

Managerment wi |l conduct a conference call on Thursday, 4 August 2005 to review
the Conpany's financial results for the half year and quarter ended 30 June
2005. The conference call is scheduled for 3:00 P.M London tinme (10 A M New
York time). Al interested parties are welcone to participate on the live

call. You can access the conference call by dialing +1-866-323-3742 (from
within the U S.) or +1-706-643-0550 (fromoutside of the U.S.) ten mnutes prior
to the schedul ed start of the call; please reference "Eurocastle Half Year and
Second Quarter 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 tinme on 12 August 2005 by dialing
+1- 800- 642- 1687 (fromwithin the U S.) or +1-706-645-9291 (from outside of the



U S.); please reference access code "8170404."

EUROCASTLE | NVESTVMENT LI M TED AND SUBSI DI ARI ES
| NDEPENDENT REVI EW REPORT TO EUROCASTLE | NVESTVENT LI M TED
I nt roducti on

W have been instructed by the Conpany to review the financial information for

the six nonths ended 30 June 2005 whi ch conprises Consolidated | ncone

St at ements, Consol i dat ed Bal ance Sheets, Consolidated Statenents of Cash Fl ows,
Consol i dated Statenents of Changes in Equity and the related notes 1 to 17. W

have read the other information contained in the interimreport and considered

whet her it contains any apparent misstatements or nmaterial inconsistencies with
the financial information.

This report is made solely to the Conpany in accordance with gui dance contai ned
in Bulletin 1999/4 'Review of interimfinancial information' issued by the
United Kingdom Auditing Practices Board. To the fullest extent permitted by |aw,
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 information contained therein, is
the responsibility of, and has been approved by the directors. The directors are
responsi ble 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 preceding annual accounts except where any
changes, and the reasons for them are disclosed.

Revi ew wor k per f or med

We conducted our review in accordance wi th gui dance contained in Bulletin 1994/4
"Review of interimfinancial information' issued by the Auditing Practices Board
for use in the United Kingdom A review consists principally of naking enquiries
of group managenent and appl yi ng anal yti cal procedures to the financial

informati on and underlying financial data, and based thereon, assessing whether
the accounting policies and presentation have been consistently applied, unless
ot herwi se di scl osed. 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 performed 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 nformation.

Revi ew concl usi on
On the basis of our review we are not aware of any nmaterial nodifications that
shoul d be made to the financial information as presented for the six nonths

ended 30 June 2005.

Ernst & Young LLP
London

3 August 2005

EUROCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES



CONSOLI DATED | NCOVE STATEMENT

Not es Unaudi t ed Unaudi t ed
Hal f Year Hal f Year to
30 June 2005 30 June 2004
e' 000 e' 000
Operating income
I nterest income 30, 437 2,763
Rental incone 12, 655 -
Unreal i sed gain on securities
portfolio - 4, 056
contract
Real i sed gai n on disposal of
avai |l abl e-for-sal e 1, 853 -
securities
Increase in fair val ue of 513 -
i nvest ment properties
Total operating income 45, 458 6, 819
Qper ating expenses
I nterest expense 25,495 1,808
Losses on foreign currency
contracts/ currency 1, 159 50
transl ation
Property expenses 1, 202 -
C her operating expenses 3 4,100 1,175
Total operating expenses 31, 956 3,033
Profit on ordinary activities
bef ore 13, 502 3,786
taxation
Taxat i on expense 287 -
Net profit after taxation 13, 215 3,786

Ear ni ngs per ordinary share
(adj usted for share consolidation)

Basi c 12 0.71 0.32
Dl uted 12 0.69 0. 32

Wi ght ed average ordi nary shares
out st andi ng
(adj usted for share consolidation)

Basi ¢ 12 18, 529, 515 11, 930, 263
D | uted 12 19, 253, 965 11, 955, 615

See notes to the consolidated interimfinancial statenments

EUROCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES

CONSOL| DATED BALANCE SHEET



Not es Unaudi t ed 31 Decenber 2004
30 June 2005

e' 000 e' 000
Asset s
Cash and cash equival ents 87, 650 10, 293
Restricted cash 1,769 2,812
Asset backed securities,
avai |l abl e-for- 4 923, 682 796, 522
sal e (includes cash to be
i nvest ed)
Asset backed securities pledged
under 4 289, 703 467, 962
repurchase agreenents
Real estate related | oans 5 33,170 21,938
Real estate related | oans pl edged
under repurchase agreenents 5 14, 069 -
I nvest ment property 7 319, 451 318, 514
Ct her assets 6 12,918 9, 578
Total assets 1,682,412 1,627, 619
Equity and Liabilities
Capital and Reserves
I ssued capital, no par val ue
unlimted nunber of shares
aut hori sed, 24,209,670 shares
i ssued and outstanding at 30
June 2005 13 286, 814 192, 309
Net unrealised gain on
avai |l abl e-for-sal es securities 4 9, 252 6, 604
Hedgi ng reserve 4,14 (6,179) 713
Accunul ated profit 957 6, 394
Q her reserves 13 1, 020 400
Total equity 291, 864 206, 420
Mnority Interests 2 2
Liabilities
CDO bonds payabl e 8 789, 563 347, 877
Bank borrow ngs 9 244,004 608, 849
Repur chase agreenents 10 303, 772 197, 584
Taxat i on payabl e 287 -
D vi dends payabl e 16 6, 464 -
Trade and ot her payabl es 11 46, 456 266, 887
Total liabilities 1, 390, 546 1,421, 197
Total equity and liabilities 1,682,412 1,627,619

See notes to the consolidated interimfinancial statenments

EUROCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES

CONSOLI DATED STATEMENT OF CASH FLOWS

Unaudi t ed Unaudi t ed
Hal f Year to Hal f Year to



30 June 2005

30 June 2004

e' 000 e' 000
Cash Flows From Operating Activities
Net profit before taxation 13, 502 3,786
Adj ustnents for:
Unreal ised gain on securities portfolio
contract - (4, 056)
Unrealised (gain)/loss on foreign
currency contracts (76) 52
Accretion of discounts on securities (2, 854) (171)
Armortisation of borrow ng costs 525 -
Gai n on di sposal of avail able-for-sale
securities (1, 853) -
Shares granted to Directors 27 72
Reval uation (gain) on investment properties (513) -
Net change in operating assets and liabilities
Decrease/ (I ncrease) in restricted cash 1, 043 (1, 381)
Increase in other assets (3, 896) (2, 616)
Increase in trade and ot her payabl es 27,441 1, 690
Net cash flows used in operating activities 33, 346 (2,624)
Cash Flows From Investing Activities
Securities portfolio contract deposit - (59, 000)
Repaynment of securities portfolio
contract deposit - 69, 125
Addition to investment property (424) -
Net purchase of avail able-for-sale
securities/| oans (308, 215) (507, 529)
Proceeds from sal e of
avai l abl e-for-sal e-securities 87, 317 568
Net cash flows used in investing activities (221, 322) (496, 836)
Cash Fl ows From Fi nancing Activities
Proceeds of issuance of ordinary shares 99, 015 138, 488
Costs related to i ssuance of ordinary shares (3,998) (4, 233)
Proceeds fromissuance of bonds 445, 943 351, 000
Costs related to i ssuance of bonds (4, 523) (3,342)
Bor r owi ngs under repurchase agreenents 106, 188 92, 142
Repaynent s under warehouse borrowi ng facility (350, 843) -
Repayment of bank borrow ngs (14, 261) -
Di vi dends paid to sharehol ders (12, 188) -
Net cash flows fromfinancing activities 265, 333 574, 055
Net Increase in Cash and Cash Equival ents 77, 357 74, 595
Cash and Cash Equival ents, Begi nning of Period 10, 293 1, 690
Cash and Cash Equival ents, End of Period 87, 650 76, 285
EUROCASTLE | NVESTMENT LI M TED AND SUBSI DI ARI ES
CONSCOLI DATED STATEMENT OF CHANGES I N EQUI TY
O di nary Shar e Q her Net Hedgi ng Accumul at ed Tot a
Shar es Capi t al Reserves Unrealised Reserves Profit Equity
(adj usted for Gai ns/ (Loss)
share (Losses)
consol i dati on) e' 000 e' 000 e' 000 e' 000 e' 000 e' 000

At 1 January



2004 (as
previously

r epor t ed) 11, 857, 670 59, 027 - - - (98) 58, 929
Ef f ect of
adopting I FRS 2 - - 200 - - - 200

Costs related

to issuance

of shares on I PO - (200) - - - - (200)
At 1 January

2004 (restated) 11,857,670 58, 827 200 - - (98) 58, 929

Second capita

call on existing

shar es - 59, 288 - - - - 59, 288
| ssuance of

ordi nary

shares on | PO 6, 600, 000 79, 200 - - - - 79, 200
Ef fect of

adoption of

IFRS 2 - fair

val ue of

share options - - 200 - - - 200
Costs rel ated

to issuance of

ordi nary shares

on | PO (including

€200k rel ating

to adoption

of 1FRS 2) - (4,433) - - - - (4,433)
I ssuance of

ordi nary shares

to Directors 6, 000 72 - - - - 72
Net unrealised

| oss on

avai |l abl e for

sal e securities - - - (609) - - (609)
Net profit - - - - - 3,786 3,786
At 30 June 2004

(restated)

(unaudi t ed) 18, 463, 670 192, 954 400 (609) - 3, 688 196, 433
At 1 July
2004 (restated) 18,463,670 192,954 400 (609) - 3,688 196, 433

Costs rel ated

to i ssuance

of ordinary

shares on | PO - (645) - - - - (645)
Net unrealised
gain on avail abl e
for sale securities
Net unrealised
gai n on hedge
instrunents - - - - 713 - 713

Net gai ns not

recogni sed in

the i nconme

st at enent - - 400 6, 604 713 - 7,717

'

'

'
N
N
[
w

'

'
N
N
[
w

Net profit
for the period - - - - - 8, 245 8, 245



Total incone
and expense

for the year - - 400 6, 604 713 12,031 19, 748
D vi dends - - - - - (5,539) (5,539)
pai d

At 31 Decenber
2004(restated) 18,463,670 192, 309 400 6, 604 713 6, 394 206, 420

EUROCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES

CONSOL| DATED STATEMENT OF CHANGES I N EQUI TY (cont' d)

Odinary Share Q her Net Hedgi ng Accumul at ed Tot a
Shares Capital Reserves Unrealised Reserves Profit (Loss) Equity
(adj usted for Gai ns/
share (Losses)
consol i dati on) e' 000 e' 000 e' 000 e' 000 e' 000 e' 000
At 1 January
2005 18, 463,670 192, 309 400 6, 604 713 6,394 206, 420
Net unrealised
gain on
avai | abl e-for-
sal e securities - - - 4,038 - - 4,038
| ssuance of
shares - June
2005 5, 740, 000 99, 015 99, 015
Costs related
to issue of
shares - June 2005 (3,998) (3,998)
I ssuance of
ordi nary shares
to Directors 6, 000 108 108

Real i sed | osses

reclassified

to the incone

st at enent - - - 2 - - 2
Real i sed gai ns

recl assified

to the incone

st at enent - - - (1,392) - - (1,392)
Net unrealised

| oss on hedge

i nstrument s - - - - (6,892) - (6,892)
Cost rel ated

to issue of

options on

foll ow on

share issue (620) 620

Net gai ns not

recogni sed in

the incone

st at ement - - 1, 020 9, 252 (6, 179) - 4,093

Net profit for
the period - - - - - 13, 215 13, 215

Total incone



and expense
for the period - - - 2,648 (6,892) 13, 215 8,971

Di vi dends paid

and decl ared - - - - - (18, 652) (18,652)
At 30 June

2005

(unaudi t ed) 24,209,670 286,814 1, 020 9, 252 (6,179) 957 291, 864

EUROCASTLE | NVESTMENT LI M TED AND SUBSI DI ARl ES
UNAUDI TED NOTES TO CONSCLI DATED FI NANCI AL STATEMENTS
1. BACKGRCUND

Eurocastl e Investnment Limted (the "Conpany") was incorporated in Guernsey,
Channel Islands on 8 August 2003 and commenced its operations on 21 Cctober
2003. Eurocastle Investnent Linmted is a Euro denoni nated Guernsey cl osed-end

i nvest nent conpany. The principal activities of the Conpany include the
investing in, financing and nanagi ng of European real estate securities, other
Eur opean asset backed securities, and other European real estate related assets.

The Conpany is externally nanaged by its nmanager, Fortress Investnment G oup LLC
(the "Manager"). The Conpany has entered into a managenent agreenent (the
"Managenent Agreenent") under which the Manager advi ses the Conpany on various
aspects of its business and nanages 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 reinbursenent for expenses) and incentive conpensation, as
described 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 el per share. 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 Imrediately following this resolution, the Manager and its enpl oyees
hel d 1, 356,870 ordi nary shares. In June 2004, the Conpany issued 6,600, 000
ordinary shares inits initial public offering at a price of e12.00 per share,
for net proceeds of e74.3 mllion. In June 2005 the Conpany conpleted a
secondary public offering issuing 5,740,000 ordinary shares at a price of el7.25
per share, for net proceeds of €95.0 million

2. SUMMARY OF S| GNI FI CANT ACCOUNTI NG PQLI CI ES
St at enent of Conpliance

The consolidated financial statenents of the Conpany have been prepared in
accordance with International Financial Reporting Standards (IFRS). The
financial statenments are prepared in accordance with IAS 34 "Interim Financi a
Statenents.” In preparing interimfinancial statenents, the accounting
principles applied reflect the anendnents to | AS and the adopti on of new | FRS
whi ch becane effective from1l January 2005. Other than in respect of these
changes, explained further below, the interimfinancial statements have been
prepared under the sane accounting principles and nethods of conputation as in
the financial statenents as at 31 Decenber 2004 and for the year then ended. The
consolidated financial statements are presented in euros, the functiona
currency of the Conpany, because the Conmpany conducts its business predom nantly
in euros.

The changes to I FRS effective 1 January 2005 have had the follow ng inmpact on
the Conpany's consolidated interimfinancial statenents



| FRS 2 "Share-based paynments" - Share options granted in 2003 and 2004 for the
purpose of conpensating the Manager for its successful efforts in raising
capital for the Conpany have been accounted for at the fair value on grant date
The fair values of such options at the date of grant have been debited to equity
as the costs of issuance of ordinary shares with correspondi ng i ncreases in

ot her reserves.

I AS 39 Financial Instrunents: Recognition and Measurenent - Asset backed
securities, available for sale at fair value of €289.7 mllion (31 Decenber
2004: e468.0 mllion) and real estate loans of eld4 mllion (31 Decenber 2004:
nil) have been pledged to third parties in sale and repurchase agreenents. In
accordance with the revisions to | AS 39 these securities have been reclassified
as pl edged securities and |l oans in the bal ance sheet.

Both of the above changes in the accounting policies have been made in
accordance with the provisions of IAS 8, Accounting Policies, Changes in
Accounting Estinmates and Errors with the corresponding adjustments reflected in
the prior period conparatives.

Basi s of Preparation

The consolidated financial statenments are prepared on a fair value basis for

derivative financial instrunments, investnment property, financial assets and

liabilities held for trading, and avail able-for-sale assets. Qher financial

assets and liabilities and non-financial assets and liabilities are stated at
anortised or historical cost.

Basi s of Consolidation

The consolidated financial statements conprise the financial statenents of
Eurocastl e Investrment Limted and its subsidiaries for the half year ended 30
June 2005. Subsidiaries are consolidated fromthe date on which control is
transferred to the Conpany and cease to be consolidated fromthe date on which
control is transferred fromthe Conpany.

At 30 June 2005, the Conpany's subsidiaries consisted of Eurocastle Funding
Limted ("EFL"), Eurocastle CDO | PLC ("CDO |I"), Eurocastle CDO Il PLC ("CDO
I1") and Eurocastle CDOIIl PLC ("CDO III"), all Ilimted conpanies incorporated
in lreland. The ordinary share capital of EFL is held by outside parties and has
no associ ated voting rights. The Conpany retains control over EFL as the sole
beneficial holder of secured notes issued by EFL. In accordance with the
Standing Interpretations Conmittee Interpretation 12 Consolidation - Specia

Pur pose Entities, the Conpany consolidates CDO I, CDO Il and CDOIIl as it
retains control over these entities and retains the residual risks of ownership
of these entities.

Eurocastl e acquired its investnent properties through two Gernman linited
liability conpanies, Longwave Acquisition GiH ("Longwave") and Shortwave

Acqui sition GrbH (" Shortwave") which are held through two Luxenbourg conpani es
(Eur obar bi can and Luxgate), set up as societes a responsabilite linmtee.
Longwave and Shortwave each own Gernan conpani es which have been used to hold
one or several of the investnent properties. These conpani es were established as
speci al purpose vehicles limted to holding the single or multiple real estate
i nvestnent 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 owmns all of the share capital of
Longwave and Shortwave

Fi nanci al Instrunents

Classification

Fi nanci al assets and liabilities neasured at fair value through the profit and
| oss account are those instrunents that the Conpany 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 hedgi ng instrunents.

Avai | abl e-for-sal e assets are financial assets that are not classified as held
for trading purposes, |oans and advances, or held to maturity.

Avai l abl e-for-sale instrunents include real estate and ot her asset backed
securities.

Recogni tion

The Conpany recogni ses financial assets held for trading and avail abl e-for-sale
assets on the date it commts 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 instrunent.

Measur enent

Financial instruments are neasured initially at fair value plus, in the case of
a financial asset or liability not neasured at fair value through profit and

| oss, transaction costs that are directly attributable to the acquisition or

i ssue of the financial asset or financial liability.

Subsequent to initial recognition all trading instruments and avail able for sale
assets are carried at fair val ue

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

i nstrument.

Fai r val ue measurement principles

The fair value of financial instruments is based on their quoted narket price at
the 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 estimted
using pricing nodels or discounted cash flow techniques, as applicable.

VWhere di scounted cash flow techni ques are used, estimated future cash flows are
based on managenent's best estimates and the discount rate is a nmarket rel ated
rate at the bal ance sheet date for an instrument with simlar terms and
conditions. Were pricing nodels are used, inputs are based on market rel ated
neasures at the bal ance sheet date.

The fair value of derivatives that are not exchange traded is estinmated at the
anount that the Conpany woul d receive or pay to ternminate the contract at the
bal ance sheet date taking into account current market conditions and the current
credi twort hi ness of the counterparties.

Gai ns and | osses on subsequent mneasuremnent

Gains and | osses arising froma change in the fair value of trading instrunents
are recognised directly in the income statement. Gains and | osses arising froma
change in the fair value of available-for-sale securities are recogni sed
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 statenment for the

peri od.

Der ecogni tion

A financial asset is derecogni sed when the Conpany | oses control over the
contractual rights that conprise that asset. This occurs when the rights are



real i sed, expire or are surrendered. A financial liability is derecogni sed when
it is extinguished.

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

der ecogni sed and correspondi ng receivables fromthe buyer for the paynent are
recogni sed as of the date the Conpany comits to sell the assets. The Conpany
uses the specific identification method to deternmine the gain or loss on

der ecogni tion.

| mpai r nent

The Conpany assesses at each bal ance sheet date whether there is objective
evidence that a financial asset or group of financial assets is inpaired. A
financial asset or a group of financial assets is inpaired and inpairnment |osses
are incurred if, and only if, there is objective evidence of inpairment as a
result of one or nore events that occurred after the initial recognition of the
asset (a 'loss event') and that |oss event (or events) has an inpact on the
estimated future cash flows of the financial asset or group of financial assets
that can be reliably estinated.

In the case of financial assets classified as available-for-sale, a significant
or prolonged decline in the fair value of the security belowits cost is
considered in determi ning whether the assets are inpaired. If any such evi dence
exi sts for available-for-sale financial assets, the cunulative |oss - neasured
as the difference between the acquisition cost and the current fair value, |ess
any inpairment |loss on that financial asset previously recognised in profit or
loss - is renoved fromequity and recogni sed in the incone statenent.

I npai rment | osses recognised in the incone statenent on securities and |oans are
not reversed through the incone statenent. Subsequent increases in the fair

val ues of debt instrunments classified as avail abl e-for-sale, which can be
objectively related to an event occurring after previous inpairnment |osses have
been recognised in the incone statenent, are recorded in the incone statenent.
Such reversals are then taken through the incone statenent only to the extent
previ ous inpairment |osses have been taken through the incone statenent.

Hedge accounti ng

Wiere there is a hedging rel ationship between a derivative instrument and a
related item being hedged, the hedging instrunent is neasured at fair val ue

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 re-neasurenment of the hedging instrunment is recognised directly
in equity. The ineffective part of any gain or loss is recognised in the income
stat ement .

The gains or |osses that are recognised in equity are transferred to the incone
statenent in the same period in which the hedged itens affects the net profit
and | oss.

Repur chase Agreenents

Securities and real estate |oans subject to repurchase agreenents are
reclassified in the financial statenents as pl edged assets when the transferee
has the right by contract or customto sell or repledge the collateral. The
counterparty liabilities have been classified as repurchase agreenents.

Cash and Cash Equi val 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.

Restricted Cash

Restricted cash conprises margin account bal ances held by derivative



counterparties as collateral for forward forei gn exchange contracts, as well as
cash held by the trustees of CDO I, Il and Ill securitisations as a reserve for
future trustee expenses. As such, these funds are not available for use by the

G oup.

I nvest nent Properties

I nvestment 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 nvestnent property. lnvestnent property is initially recognised at cost, being
the fair value of the consideration given, including real estate transfer taxes,
prof essi onal advisory fees and other acquisition costs. After initial
recognition, investnent properties are neasured at fair value, with unrealised
gains and | osses recognised in the consolidated i ncone statenent.

The val ue of investnment properties incorporates five properties which are held
by the Company under finance or operating | eases. An associated liability is
recogni sed at an anmobunt equal to the fair value of the |eased property or, if

| ower, the present value of the mninmmlease paynents, determ ned at the

i nception of the |ease.

Fair values for all investnent properties have been determ ned by reference to
the existing rental income and operating expenses for each property and the
current market conditions in each geographical market. Fair values al so

i ncorporate current val uation assunptions which are considered reasonabl e and
supportable by willing and know edgeabl e parties

Def erred Financi ng Costs

Deferred financing costs represent costs associated with the issuance of
financings and are anortised over the termof such financing using the effective
interest rate method

I nterest-Bearing Loans and Borrow ngs

Al'l 1 oans and borrow ngs, including the Conpany's repurchase agreenents, are
initially recognised at fair value, being the fair value of consideration

recei ved, net of transaction costs incurred. Borrow ngs are subsequently stated
at anortised cost; any difference between proceeds net of transaction costs and
the redenption value is recognised in the i ncome statenment over the period of
the borrow ngs using the effective interest nethod

Mnority Interests

Mnority interests represent interests held by outside parties in the Conpany's
consol i dated subsi diari 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 income and expenses are recognised in the incone statenent as they
accrue, 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 premumor other differences between the initial carrying
amount of an interest bearing instrunent and its amount at maturity cal cul ated
on an effective interest rate basis.

Rental incone is recognised on an accrual s basis.
I nconme Tax
The Conpany is a Quernsey, Channel Islands linmited conpany and is not subject to

taxation. The conpany's subsidiaries, EFL, CDO I, CDO Il and CDO IIl are Irish
regi stered conpani es and are structured to qualify as securitisation conpanies



under section 110 of the Taxes Consolidation Act 1997. It is envisaged that
these conpanies will generate mininmal net income for Irish incone tax purposes
and no provision for incone taxes has been nmade for these conpanies.

The Conpany's German subsidi ary conpani es, Longwave and Shortwave, are subject
to German inconme tax on inconme arising fromits investment properties, after the
deduction of allowable debt financing costs and other allowabl e expenses. The
taxation accrual for the six nonths ended 30 June 2005 relates to these

subsi di ari es.

Forei gn Currency Transl ation

The functional and presentation currency of the Conpany and its subsidiaries is
the euro. Transactions in foreign currencies are initially recorded in the
functional currency rate of exchange ruling at the date of the transaction
Monetary assets and liabilities denonminated in foreign currencies are
retranslated at the functional currency rate of exchange ruling at the bal ance
sheet date. Al differences are taken to the consolidated income statenent.
Non- nmonetary itens that are measured in terns of historical cost in a foreign
currency are translated using the exchange rate as at the date of initia
transaction. Non-nonetary itens neasured at fair value in a foreign currency
are translated using the exchange rates at the date when the fair val ue was
det er mi ned

Shar e- Based Paynent s

Shar e- based paynments are accounted for based on their fair value on grant date
In accordance with the transitional provisions of IFRS 2, Share-Based Paynent
the Conpany has restated the conparative information by way of adjusting the
openi ng bal ance of equity for earlier periods. The effect of the transitiona
provisions is in conmpliance with I AS 8, Accounting Policies, Changes in
Accounting Estinmates and Errors

3. OTHER OPERATI NG EXPENSES

Unaudi t ed Unaudi t ed

Hal f Year to Hal f Year to

30 June 2005 30 June 2004

e' 000 e' 000

Pr of essi onal fees 795 397
Managenent fees 1, 449 641
I ncentive fees 1, 456 -
Q her 400 137
4,100 1,175

4. AVAI LABLE- FOR- SALE SECURI TI ES

The following is a summary of the Conpany's avail abl e-for-sale securities at 30
June 2005.

QG oss Unrealised Wi ght ed Aver age
Current Anortised @Gains Losses Carryi ng S&P Coupon  Yield Maturity
Face Cost Val ue Rating (Years)
Anmount Basi s
e' 000 e' 000 e' 000 e' 000 e' 000
Portfolio
CMBS 159, 288 159, 197 2,002 (62) 161, 137 BBB 3.96% 4.00% 3.31
G her ABS 231, 583 231, 761 3,492 (91) 235, 162 A 4.04% 4.04% 3.45
390, 871 390, 958 5, 494 (153) 396, 299 BBB+ 4.01% 4.02%

Portfolio I



CMVBS 136, 254 135, 687 847 (107) 136, 427 BBB 3.46% 3.51%

G her ABS 119, 727 120, 316 684 (324) 120, 676 BBB 4,03% 3.94%
255, 981 256, 003 1,531 (431) 257, 103 BBB 3.73% 3.71%

Portfolio Il

C\VBS 116, 563 116, 782 1,199 (136) 117, 845 BBB- 4,31% 4.33%

O her ABS 106, 547 105, 894 1,754 (241) 107, 407 BBB 4.08% 4.37%
223,110 222,676 2,953 (377) 225, 252 BBB 4,.20% 4.34%

Tot al

Portfolio 869, 962 869, 637 9, 978 (961) 878, 654 BBB 3.98% 4.01%

Ot her Securities

CMVBS 156, 460 155, 538 429 (249) 155, 718 BBB+ 3.47% 3.55%
O her ABS 42,993 43, 140 155 (100) 43, 195 A+ 3.18% 3.12%
199, 453 198, 678 584 (349) 198, 913 A 3.41% 3.46%
1, 069, 415 1, 068, 315 10, 562 (1,310) 1,077,567 BBB+ 3.87% 3.91%
Short-Term
I nvest nent s
Certificate
of deposit 103, 600 103, 600 - - 103, 600 A-1+ n/a 1.97%

Tot al 1,173,015 1,171,915 10, 562 (1,310) 1,181,167

Restricted Cash 32,218
Total Asset Backed Securities

(including cash to be

i nvest ed) (unaudited) 1,213, 385

CMBS - Commercial Mrtgage Backed Securities
Q her ABS - Other Asset Backed Securities

The securities within Portfolio I, Il and Ill are encunbered by CDO
securitisations (Note 8).

Asset backed securities, available for sale at fair value of e€289.7 mllion have
been pledged to third parties in sale and repurchase agreenents. In accordance
with the revisions to | AS 39 Financial Instruments: Recognition and Measurenent,
effective 1 January 2005, these securities have been reclassified as pl edged
securities as follows:

More to follow, for follow ng part double-click [ nRN2D7149P]



