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EURCCASTLE | NVESTMENT LI M TED AND SUBSI DI ARI ES

UNAUDI TED NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

1. BACKGROUND

Eurocastle Investnent Limted (the "Conpany") was incorporated i n Quernsey,
Channel Islands on 8 August 2003 and commenced its operations on 21 Cctober
2003. Eurocastle Investnent Linmted is a Euro denonmi nated Guernsey cl osed-end

i nvestnent conpany listed on the London Stock Exchange as a property investnent
conpany. The principal activities of the Conpany include the investing in
financi ng and managi ng of European real estate securities, other European asset
backed securities, and other European real estate related assets.

The Conpany is externally managed by its manager, Fortress |nvestnent Goup LLC
(the "Manager"). The Conpany has entered into a nmanagenent agreenent (the
"Management Agreenent") under which the Manager advises the Conpany on vari ous
aspects of its business and manages its day-to-day operations, subject to the
supervi sion of the Conpany's Board of Directors. The Conpany has no direct

enmpl oyees. For its services, the Manager receives an annual managenent fee
(which includes a rei nmbursenent 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 ordinary shares through a
private offering to qualified investors at a price of €1 per share. Pursuant to
a witten resolution of the Conpany dated 18 June 2004, the sharehol ders
resolved 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 ordinary shares. |In June 2004, the Conpany issued 6,600, 000
ordinary shares in its initial public offering at a price of €12.00 per share
for net proceeds of €74.3 million. In June 2005 the Conpany conpleted a
secondary public offering issuing 5,740,000 ordinary shares at a price of €17.25
per share, for net proceeds of €95.0 mllion.

2. SUWARY COF S| GNI FI CANT ACCOUNTI NG POLI CI ES
St at enent of Conpli ance

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 | AS 34 "Interim Fi nanci a
Statenents." In preparing interimfinancial statenents, the accounting
principles applied reflect the amendnents to | AS and the adopti on of new I FRS
whi ch becane effective from1 January 2005. Other than in respect of these
changes, explained further below, the interimfinancial statements have been
prepared under the same accounting principles and nmethods of conputation as in
the financial statements as at 31 Decenber 2004 and for the year then ended. The
consol i dated financial statenents are presented in euros, the functional
currency of the Conpany, because the Conpany conducts its business predom nantly
in euros.

The changes to I FRS effective 1 January 2005 have had the followi ng inpact on
the Conmpany's consolidated interimfinancial statenents

| FRS 2 "Share-based paynents" - 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 corresponding increases in

ot her reserves.

I AS 39 Financial Instruments: Recognition and Measurenment - Asset backed
securities, available for sale at fair value of €60 mllion (31 Decenber 2004:
€468.0 mllion) and real estate |loans of €36 mllion (31 Decenmber 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 recl assified
as pl edged securities and loans in the bal ance sheet.

Bot h of the above changes in the accounting policies have been made in
accordance with the provisions of 1AS 8, Accounting Policies, Changes in
Accounting Estimates and Errors with the correspondi ng adjustnents reflected in
the prior period conparatives.

Basi s of Preparation

The consolidated financial statenments are prepared on a fair value basis for
derivative financial instrunents, investnent 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 statements of
Eurocastle Investment Limted and its subsidiaries for the nine nonths ended 30
Sept enber 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 Septenber 2005, the Conpany's subsidiaries consisted of Eurocastle Fundi ng
Limted ("EFL"), Eurocastle CDO |l PLC ("CDO I"), Eurocastle CDO Il PLC ("CDO
I1"), Eurocastle CDOIIl PLC ("CDO I11") and Eurocastle CDO |V PLC ("CDO IV"),
all limted conpanies incorporated in Ireland. 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 - Special Purpose Entities, the Conpany consolidates CDO I, CDO
I, CDOIIl and CDO IV as it retains control over these entities and retains the
residual risks of ownership of these entities.

Eurocastle acquired its German bank branch and office portfolio of investnent
properties through two German limted liability conpanies, Longwave Acquisition
GbH ("Longwave") and Shortwave Acquisition GrbH ("Shortwave") which are held
through two Luxenbourg conpani es (Eurobarbi can and Luxgate), set up as societes
a responsabilite limtee. Longwave and Shortwave each own Gernman conpani es which
have been used to hold one or several of the investnent properties. These
conpani es were established as special purpose vehicles limted to holding the
single or nmultiple real estate investnment properties acquired at the end of
Decenber 2004. Longwave has 60 subsidiaries 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.

Eurocastle acquired retail property in Germany through two Gernan partnerships
Basti on Grbh & Co. KG ("Bastion") and Belfry Gibh & Co. KG ("Belfry"). These two
partnerships hold 9 and 21 assets respectively as at 30 Septenber 2005. Each of
the two Gernman partnerships are 100% owned by two Luxenmbourg limted partners
set up as societes a responsabilite limtee (Sarl), each such pair being held
fully by a further Luxenbourg Sarl, which in turn is 100% owned by Eurocastle's
principal direct real estate holding entity, Luxgate Sarl, a subsidiary of
Eurocastl e Investment Limted.

Eurocastle's investnment in real estate fund units are held by Finial Sarl, a
Luxenmbourg i mted conpany, which is 100% owned by Luxgate Sarl.

Fi nanci al Instrunents
Classification

Fi nanci al assets and liabilities measured 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, total return swaps, real estate fund units and forward foreign
exchange contracts that are not designated as effective hedging instrunents.

Avai |l abl e-for-sale 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-sal e 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 comits to purchase the assets (trade date). Fromthis
date any gains and | osses arising fromchanges in the 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 enment

Fi nancial instrunments are nmeasured initially at fair value plus, in the case of
a financial asset or liability not nmeasured 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 instrunents and available for sale
assets are carried at fair value

Al financial assets other than trading instruments and avail abl e-for-sale
assets are nmeasured at anortised cost |ess inpairnment |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 anount of the
related instrument 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 nmarket price at
the bal ance sheet date without any deduction for transaction costs. |If a quoted
market price is not available, the fair value of the instrument is estimated
using pricing nodels or discounted cash flow techni ques, as applicable

Where di scounted cash flow techni ques are used, estimated future cash flows are
based on managenment's best estimates and the discount rate is a market rel ated
rate at the bal ance sheet date for an instrument with simlar terns and
conditions. Wiere pricing nodels are used, inputs are based on market rel ated
measures at the bal ance sheet date

The fair value of derivatives that are not exchange traded is estimted at the
amount that the Conpany would receive or pay to ternminate the contract at the
bal ance sheet date taking into account current nmarket conditions and the current
creditworthiness of the counterparties

Gains and | osses on subsequent measurenent

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

ot herw se disposed of) or inpaired, at which tine the cumulative gain or |oss
previously recognised in equity is included in the inconme statement 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
realised, expire or are surrendered. A financial liability is derecognised 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 recei vabl es fromthe buyer for the paynment are
recogni sed as of the date the Conpany commits to sell the assets. The Conpany
uses the specific identification nmethod to deternmine the gain or |oss on
derecognition

| 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 inpairnent |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 inmpact on the
estimated future cash flows of the financial asset or group of financial assets
that can be reliably estimated.

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 determ ning whether the assets are inpaired. |f any such evidence
exists 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 |oss on that financial asset previously recognised in profit or
loss - is renmoved fromequity and recognised in the incone statemnent.

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

val ues of debt instrunents 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 statement only to the extent
previ ous inpairnent | osses have been taken through the incone statenent.

Hedge accounti ng

Wiere there is a hedging rel ationshi p between a derivative instrunment and a
related item bei ng hedged, the hedging instrument 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-neasurenent 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 |osses that are recognised in equity are transferred to the incone
statenent in the sanme period in which the hedged itens affect 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 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.

Restricted Cash

Restricted cash conprises margi n account bal ances hel d 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 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
investnent property. Investnment property is initially recognised at cost, being



the fair value of the consideration given, including real estate transfer taxes,
prof essional advisory fees and other acquisition costs. After initial
recognition, investnment properties are nmeasured at fair value, with unrealised
gains and | osses recognised in the consolidated i ncone statenent.

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

| ower, the present value of the mnimmlease paynments, determ ned at the

i nception of the |ease.

Fair values for all investment properties have been determ ned by reference to
the existing rental incone and operating expenses for each property and the
current market conditions in each geographical market. Fair values al so
incorporate current val uation assunptions which are considered reasonabl e and
supportabl e by willing and know edgeabl e parti es.

Real Estate Fund Units

Real estate fund units are recorded at fair value in the consolidated bal ance
sheet, with any change in fair value recognised in the consolidated incone
statenent. The interest income is recognized in the incone statement as it
accrues, taking into account the effective yield of the real estate fund units.

Def erred Fi nancing 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 nethod.

I nterest-Bearing Loans and Borrow ngs

Al'l 1oans and borrowi 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. Borrowi ngs are subsequently stated
at anortised cost; any difference between proceeds net of transaction costs and
the redenption value is recognised in the inconme statenent over the period of
the borrowings using the effective interest method.

Mnority Interests

Mnority interests represent interests held by outside parties in the Conmpany's
consol i dated subsidiaries.

Revenue Recognition

Revenue is recognised to the extent that it is probable that the econom c
benefits will flow to the Conpany and the revenue can be reliably neasured.

I nterest income and expenses are recognised in the income 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 premiumor other differences between the initial carrying
anmount of an interest bearing instrument and its anount at maturity cal cul ated
on an effective interest rate basis.

Rental incone is recognised on an accrual s basis.
I ncone Tax

The Conpany is a Quernsey, Channel Islands limted conpany and is not subject to
taxation. The conmpany's subsidiaries, EFL, CDOI, CDOIl, CDOIll and CDO IV are
Irish registered conpanies and are structured to qualify as securitisation
conpani es under section 110 of the Taxes Consolidation Act 1997. It is envisaged
that these conpanies will generate mnimal net income for Irish inconme tax
purposes and no provision for income taxes has been nade for these conpanies.

The Company's Gernan subsidi ary conpani es, Longwave and Shortwave, are subject
to German incone tax on inconme arising fromits investnent properties, after the
deduction of allowable debt financing costs and other allowabl e expenses. The
taxation accrual for the nine nmonths ended 30 Septenber 2005 relates to these



subsi di ari es.

The Gernman subsidiaries Bastion GbH & Co KG and Bel fry GibH & Co KG are al so
subject to Gernan inconme tax on rental inconme net of interest and other expense
deductions. No taxabl e income has been generated in these entities and therefore
no tax accrual has been made for the nine nonths ended 30 Septenber 2005.

Forei gn Currency Translation

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 denominated 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 incone statenent.
Non-nmonetary itens that are measured in terns of historical cost in a foreign
currency are transl ated using the exchange rate as at the date of initial
transaction. Non-npnetary itens neasured at fair value in a foreign currency
are transl ated using the exchange rates at the date when the fair val ue was
det er m ned.

Shar e- Based Paynents

Shar e- based payments are accounted for based on their fair value on grant date.
I'n accordance with the transitional provisions of |FRS 2, Share-Based Payment
the Conpany has restated the conparative informati on by way of adjusting the
openi ng bal ance of equity for earlier periods. The effect of the transitional
provisions is in conpliance with | AS 8 Accounting Policies, Changes in
Accounting Estimates and Errors.

3. OTHER OPERATI NG EXPENSES
Unaudi t ed Unaudi t ed Unaudi t ed Unaudi t ed

Three Months to Nine Months to Three Months to N ne Mnths to
30 Sept enber 30 Sept enber 30 Sept enber 30 Sept enber

2005 2005 2004 2004
€' 000 €' 000 €' 000 €' 000
Pr of essi onal
f ees 353 1, 149 217 614
Managenent
f ees 1,088 2,537 729 1, 370
I ncentive fees 1, 008 2,463 - -
Q her 80 480 233 370
2,529 6, 629 1,179 2,354

4. TAXATI ON EXPENSE

The taxation expense for the nine nonths ended 30 Septenber 2005 relates to the
Conpany's Gernman subsidiary conpani es as described in Note 2. The tax charge on
Longwave and Shortwave is based on German tax on income arising fromits

i nvestnent properties, after the deduction of allowable debt financing costs and
ot her allowabl e expenses, and includes tax on the gain arising fromthe disposal
of a property during the period. Bastion and Belfry are subject to Gernan incone
tax on rental income net of interest and other expense deductions. No taxable

i ncome has been generated in these entities and therefore no tax accrual has
been made for the nine nonths ended 30 Septenber 2005.

5. AVAI LABLE- FOR- SALE SECURI Tl ES

The following is a summary of the Conpany's avail able-for-sale securities at 30
Sept enber 2005.

G oss Unrealised Wi ght ed Aver age
Current Anortised
Face Cost Carrying P
Armount Basi s Gai ns Losses Value Rating GCoupon Yield
€ 000 €' 000 €' 000 €' 000 €' 000

Portfolio |

(Years)

Maturity



CVBS 161,78 161,671 1,992 (36) 163, 627 BBB 3.95% 3.99%
O her ABS 230, 319 230,706 2,955 (147) 233,514 BBB+ 4.04% 4.07%
392, 100 392,377 4,947 (183) 397, 141 BBB+ 4.00% 4. 04%
Portfolio Il
CVBS 132, 185 132, 009 578 (476) 132,111 BBB 3.58% 3.63%
Q her ABS 145,198 145, 541 509 (454) 145, 596 BBB 3.54% 3.49%
277, 383 277,550 1,087 (930) 277, 707 BBB 3.56% 3.56%
Portfolio Il1
CVBS 128, 135 128, 249 975 (163) 129, 061 BBB- 4.20% 4.20%
G her ABS 152,913 152,715 1, 267 (169) 153, 813 BBB+ 3.89% 4.08%
281, 048 280,964 2,242 (332) 282,874 BBB 4.03% 4. 14%
Portfolio IV
CVBS 120, 249 119, 374 290 (58) 119, 606 BBB+ 3.78% 3.99%
Qher ABS 41,173 41, 295 146 (116) 41, 325 BBB 3.62% 3.52%
161, 422 160, 669 436 (174) 160, 931 BBB+ 3.74% 3.87%
Tot al
Portfolio 1,111,953 1,111,560 8,712 (1,619) 1, 118, 653 BBB 3.86% 3.92%
Q her Securities
CVBS 60, 493 60, 421 82 (105) 60, 398 AA 2.63% 2.78%
Q her ABS - - - - - - - -
60, 493 60, 421 82 (105) 60, 398 AA 2.63% 2. 78%
1,172,446 1,171,981 8,794 (1, 724) 1,179, 051 BBB+ 3. 80% 3.86%
Restricted Cash - Cash to be Invested 24,701
Total Asset Backed Securities
(including cash to be invested) (unaudited) 1, 203, 752

CMBS - Commerci al Mortgage Backed Securities
O her ABS - Other Asset Backed Securities

The securities within Portfolio I, Il and Il are encunbered by CDO
securitisations (Note 10).

Asset backed securities,

been pledged to third parties in sale and repurchase agreenents.

available for sale at fair value of €60.4 nmllion have
I n accordance

with the revisions to I AS 39 Financial Instrunents: Recognition and Measurenent,

effective 1 January 2005,
securities as follows:

these securities have been reclassified as pl edged

Unaudi t ed
30 Sept enber 31 Decenber
2005 2004
€' 000 €' 000
Asset backed securities, available for sale
(includes cash to be invested) 1, 143, 354 796, 522
Asset backed securities pledged under
repur chase agreenents 60, 398 467, 962
Total asset backed securities 1, 203, 752 1, 264, 484

Currul ative net unrealised gains on avail able for-sal e-securities and hedge
instrunents recognised in the statement of changes in equity were as follows:

Unreal i sed gains on avail
securities

Unaudi t ed 31 Decenber
2004
30 Sept enber
2005
€' 000 €' 000
abl e-for-sale
8,794 7,833

0.11

0.11

4.27

4.06



Unrealised | osses on avail abl e-for-sale

securities (1,724) (1,229)

Unrealised (loss)/gain on hedge instrunents

(Note 16) (5, 976) 713
1, 094 7,317

6. REAL ESTATE LOANS

G oss Unrealised i ght ed Aver age

Current Amorti sed
Face Cost s
Anmount Basi s Carrying S&P
Gi ns Losses Value Rating Coupon Yield
€' 000 €' 000 €000 €000 € 000
Real estate | oans 100, 165 99, 632 - - 99,632 * 5.66% 5.70%

* Included in real estate loans are loans with a total current face anount of
€39.8 mllion and with an average rating of BB from Standard and Poors.

Real estate loans with a carrying value of €36.3 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 |oans have been reclassified as pl edged assets
as follows:

Unaudi t ed
30 Sept enber 31 Decenber
2005 2005
€' 000 €' 000
Real estate |oans 63, 328 21,938
Real estate |oans pledged under repurchase
agreenent s 36, 304 -
Total real estate |oans 99, 632 21,938
7. OTHER ASSETS
Unaudi t ed 31 Decenber
2004
30 Sept enber
2005
€' 000 €' 000
Interest receivable 12, 210 7, 800
Rent receivabl e 583 344
Deferred financing costs - 217
Prepai d expenses 396 227
Derivative assets 106 990
Unsettl ed security transactions 1, 990 -
Fair value of total return swap (note
7.1) 428 -
Col l ateral deposit - total return swap 8, 066 -

Maturity
(Years)

4.03



Q her assets 1, 158 -

Deferred financing costs represented costs associated with the issuance of a
col lateralised debt obligation and were of fset against the proceeds of the
i ssuance.

7.1 Total Return Swap

I n August 2005, a subsidiary entered into a total return swap with a major

i nvest nent bank, whereby it receives the sumof all interest (at an average of
Sterling LIBOR + 5.50% and any positive change in value froma referenced term
loan with an initial notional anount of £15 nillion, and pays interest (at
Sterling Overnight Interbank Average - "SONIA') on the notional anount plus any
negative change in value amounts fromsuch | oan. The contract has been recorded
as a Derivative Asset and is treated as a trading asset that is not designated
as an Effective Hedging Instrument for accounting purposes and is therefore
marked to market through profit and loss. Under the contract, the subsidiary is
required to post an initial collateral deposit equivalent to 36.7% of the

noti onal ampunt and additional nargin may be payable in the event of a decline
in the referenced terml oan.

8. REAL ESTATE FUND UNI TS

I'n July 2005, the Conpany purchased an €184 nillion interest in 1,450 dass A
real estate fund units backed by a portfolio of 394 properties in Italy. The
original termof the Lease Agreenment is 9 years, automatically renewable for a
further 9 years, unless termnated by the Agenzia del Demanio, with a 12 nonth
prior notice. The properties have a total occupancy of 100%

EUR ' 000
(unaudi t ed)

At 1 January 2005 -
Purchase of real estate fund units 184, 150

Less unit distribution (9, 280)
Increase in fair val ue 7,122
At 30 Septenber 2005 181, 992

9. | NVESTMENT PROPERTI ES

The tabl e bel ow shows the itens aggregated under investnent property in the
consol i dated bal ance sheet:

EUR ' 000 (unaudited) Land & Leasehol d Tot al
---------------- Bui | di ngs Property
At 1 January 2005 303, 480 15, 034 318,514
Addi tions 79, 542 - 79, 542

D sposal s (459) - (459)
Increase in fair value 389 56 445

At 30 Septenber 2005 382, 952 15, 090 398, 042

The Conpany acquired 30 retail properties in the August and Septenber 2005 at a
cost of €79 mllion. These assets are located nainly in medium sized regional
towns in southern Gernany and are 85% occupi ed by national retailers on |ong
termleases. The retail portfolio has a weighted average unexpired | ease term of
10.9 years. The existing office portfolio consists of 96 office and banking hall
assets | ocated throughout metropolitan and regional Cermany, predomnantly in
western Germany. The office portfolio was acquired from Deut sche Bank, which
remai ns the |argest tenant, occupying approxi mately 52% of the portfolio by

ar ea.



In accordance with I AS 40, property held to earn rentals and/or for capital
appreciation is categorised as investnent property. After initial recognition,
investnent properties are neasured at fair value, with unrealised gains and

| osses recogni sed in the Consolidated Income Statenent. Fair values for the
properties acquired during the period have been assessed by the conpany to be in
line with the initial cost of the properties including acquisition costs, and as
such, no profit or loss arising fromchanges in value have been brought to
account in the current period. These val ues are supported by reference to
conparabl e transactions in the market.

I nvest ment properties have been valued at fair value and are determ ned by
reference to the existing rental incone and operating expenses for each property
and the current market conditions in each geographi cal market. These val ues are
supported by an independent val uati on.

The val ue of investment property incorporates five properties which are
considered finance or operating | eases. As the Conpany has assuned substantially
all the risks and rewards associated with these assets, these have been treated
as investnment property under the | AS 17 and | AS 40. These properties have been
recogni sed at fair value in the same manner as freehold property. An associ at ed
liability representing the present value of |ease paynents to the freehol d owner
has been included in the bal ance sheet.

During the quarter the Conpany disposed of a snmall parcel of land in the office
portfolio to the occupying tenant realising a profit on sale before tax of €0.7
mllion.

10. BONDS PAYABLE

CDO Bonds

As at 30 Septenmber 2005 (unaudited)

d ass Rat i ng Current Face Carrying Wi ght ed Wi ght ed
Anmount Anount Aver age Aver age
€' 000 €' 000 Cost of Maturity
Fi nanci ng
(in years)
A B and C Notes AAA AN A 872, 257 863, 055 2.70 8.5

As at 31 Decenber 2004

d ass Rat i ng Current Face Carrying i ght ed Wi ght ed
Anmount Anmount Aver age Aver age
€' 000 €' 000 Cost of Maturity
Fi nanci ng
(in years)
A and B Notes AAA AA 351, 000 347, 877 2.78% 7.3

None of the CDO bonds are due to be repaid within one year of the bal ance sheet
dat e.

11. BANK BORROW NGS

The bank borrow ngs conprises of:

Unaudi t ed
30 Sept enber 31 Decenber
2005 2004
€' 000 €' 000
War ehouse borrow ng (Note 11.1) - 350, 843
Term fi nance (Note 11.2) 592, 067 244, 006
Revolving credit facility (Note 11.3) - 14, 000

QG her short termfinancing (Note 11.4) 10, 396 -



602, 463 608, 849

11.1 Warehouse Borrow ngs

In July 2004, through its subsidiaries CDO Il and CDO I11, the Conpany exercised
its option to purchase securities under the securities portfolio contract for an
aggregate purchase price of approxinmately €77.5 mllion. The Conpany financed
the purchase price through a revolving credit facility arrangenment with a mgjor
i nvest nent bank, whereby the securities purchased, along with subsequent
securities acquired, were financed and held in a custody account by the bank.
The Conpany used this credit facility as a means of accunul ating securities
intended to be used in future securitisation transactions. The Conpany conpl et ed

the securitisation of CDO 111 on 28 April 2005 and the securitisation of CDO Il
on 5 May 2005. The proceeds of the securitisation issues allowed the CDO Il and
CDO 111 warehouse borrowings to be repaid in full during the period.

The ternms of the credit facility provided for interest to be calculated with
reference to floating rate benchmarks (i.e. Euribor or Sterling Libor) plus 75
basi s points.

11.2 Term Fi nanci ng
Real Estate Debt

On 14 July 2005, the Conpany through Eurocastle CDO IV PLC entered into a €400
mllion 3 year extendabl e warehouse facility with a major UK bank in order to
build and finance a portfolio of asset backed securities and real estate related
| oans. The | ender uses a rating agency CDO nodel to deternmine the |evel of
equity contribution the Conpany is required to make to support the portfolio
fromtime to tine. The facility is secured over, inter alia, the collateral

maki ng up the portfolio. The nmargin payable to the | ender depends on the deened
rating levels of the portfolio as determned by the rating agency nodel. As at
30 Septenber 2005, €169 nillion had been drawn under the facility at an interest
rate of Euribor + 0.46%p. a.

I nvest nent Properties

On 23 Decenber 2004, in order to finance the acquisition of investnent
properties the Conpany's subsidiaries entered into a €246.5 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 remaining termof the facility is 7.8 years with final maturity in
April 2013. The interest rate on the loan is Euribor + 1.18%p.a, payable
quarterly.

On 17 August 2005, in order to finance the Belfry Portfolio, the Conpany entered
into a non-recourse €56.2 nillion ten year loan facility. The facility is
secured in the customary manner for Gernman real estate lending, granting
security over, inter alia, the real estate purchased as well as rent

recei vabl es, bank accounts and shares in the Borrower. The loan is a fixed rate
loan at 10 year Euribor swap rate plus a margin of 1.40% payable quarterly.

On 30 Septenber 2005, in order to finance the Bastion Portfolio, the Conpany
entered into a non-recourse €26.5 nmillion seven year loan facility. The facility
is secured in the customary manner for German real estate |ending, granting
security over, inter alia, the real estate purchased as well as rent

recei vabl es, bank accounts and shares in the Borrower. The interest rate on the
loan is Euribor + 1.20% payable quarterly.

Real Estate Fund Units

On 22 July 2005, the Conpany entered into a non-recourse 13 year loan facility
to finance its acquisition of 1,450 Class A Units in Fondo | mmobili Pubblici.
The facility is secured over, inter alia, the 1,450 Class A Units, an assignnent
of receivabl es under the units, a pledge over bank accounts and over shares in
the Borrower. The interest rate on the loan is Euribor + 1.95% payable

sem -annual ly. On 21 Cctober 2005, the Conpany acquired a further 50 dass A
Units through the sanme facility.



11.3 Revolving Credit Facility

I n Decenber 2004, the Company entered into a revolving €35 mllion credit
facility with Deutsche Bank as a neans of securing access to tenporary working
capital. The facility is secured by receivables flowing fromCDO I, CDO Il, CDO
Il and EFL and with security assignments of the Conpany's rights under its
managenent agreenent with Fortress Investment Goup LLC. The facility contains a
nunber of financial covenants including a naxi num|everage ratio and a m ni mum
interest cover ratio. The interest rate on drawn anmounts is Euribor + 2.5%p.a.
whil e on undrawn ampbunts it is 0.5%p.a. The facility was increased to €50
mllion on 26 May 2005

11.4 Gt her Short Term Fi nanci ng

I'n May 2005, in order to finance the participation in a |loan made to SC Karanis
in connection with the Coeur Defense devel opment in Paris, the Conpany entered
into a full recourse €11.3 nmillion one year loan facility. The facility is
backed by a security assignment over the financed asset. It also contains an
obligation to ensure that |oan to value renmai ns bel ow 75% The |oan bears a rate
of Euribor + 1.85%

12. REPURCHASE ACGREEMENTS

I'n 2004, the Conpany's consolidated subsidiary EFL entered into a master
repurchase agreenent with certain ngjor investment banks to finance the purchase
of available-for-sale securities. The obligations under those agreenents are
guaranteed by the Conpany. The terns of the repurchase agreenments provide for
interest to be calculated with reference to floating rate benchmarks (i.e.

Euri bor or Sterling Libor) which reset or roll monthly or quarterly, with the
correspondi ng security coupon paynent dates, plus an applicable spread.

The Conpany's carrying anount and wei ghted average financing cost of these
repurchase agreenents was approxinately €84.8 million and 2.60% respectively at
30 Septenber 2005.

13. TRADE AND OTHER PAYABLES

Unaudi t ed 31 Decenber
2004
30 Sept enber
2005
€' 000 €' 000
Security deposit 5, 086 5, 000
Unsettl ed security purchases 41, 435 254, 051
I nterest payabl e 3, 900 2,283
Due to affiliates - Manager 2,814 237
Derivative liabilities 5,976 -
Fi nance & operating | ease payabl e 2,886 2,925
Accrued expenses & ot her payabl es 8, 240 2,391
70, 337 266, 887

14. EARNI NGS PER SHARE

Basi ¢ earnings per share is calculated by dividing net profit (loss) available
to ordinary sharehol ders by the weighted average nunber of shares of ordinary
st ock outstanding during the period

Diluted 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 potential ordinary shares
during the period.

The Conpany's potential ordinary shares during the period were the stock options
i ssued under its share option plan

There have been no other transactions involving ordinary shares or potentia



ordi nary shares since the reporting date and before the conpletion of the
financial statenents.

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

Unaudi t ed Unaudi t ed
N ne Mont hs N ne Mont hs
Ended Ended
30 Sept enber 30 Sept enber
-------------------------------- 2005 2004
Wi ght ed average nunber of ordinary
shares, outstanding basic 20, 443, 707 14, 140, 801
Dilutive effect of ordinary share
options 762, 316 161, 242
Wi ght ed average nunber of ordinary
shares outstanding, diluted 21, 206, 023 14, 302, 043

15. SHARE CAPI TAL AND RESERVES

The Conpany was registered in GQuernsey on 8 August 2003 under the provisions of
the Conpani es (Quernsey) Law, 1994 (as anended). On 21 Cctober 2003, the Conpany
i ssued 118,576, 700 shares at €1.00 each. Pursuant to a witten resolution of the
Conpany dated 18 June 2004 the Sharehol ders resolved to receive one share for
every ten shares previously held by them In June 2004, through its initial
public offering, the Conpany received subscriptions for and issued 6,600, 000
ordinary shares at a price of €12 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
as Directors of the Company. The shares issued to the Directors were non-cash
shares, and were issued with nil proceeds. In April 2005 the Conpany issued a
further 5,000 shares to Paolo Bassi and 1,000 to Keith Dorrian in their capacity
as Directors of the conmpany for nil proceeds. On 29 June 2005 the Conpany made a
second public offering and issued 5,740,000 ordinary shares at a price of €17.25
each. After issue costs, the secondary offering raised €95 mllion for the
Conpany.

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

O her Reserves

O her reserves represent the fair value of share options at the grant date,
granted to the Manager in Decenmber 2003, June 2004 and June 2005.

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

The Conpany's policy is to hedge its exposure to interest rates and foreign
currenci es on a case-by-case basis. Hedge accounting is only applied to cash
flow hedges of interest rate risk exposures. Interest rate swaps under which the
Conmpany 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 of the fair value of the interest rate swaps has
been recogni sed in the statement of changes in equity to the extent that the
swaps are effective.

The details of interest rate swaps entered into by the Conpany are as foll ows:

I nvest ment Property:

Unaudi t ed
30 Sept enber 31 Decenber
2005 2004

€000 €000



Nom nal anount 210, 000 210, 000

Pay rate 3.47 % 3.47%
Recei ve rate 3 Month Euri bor 3 Month Euri bor
Remaining life 7.6 years 8.3 years
Fair value of swaps (liabilities)/assets (4, 835) 713

Real Estate Fund Units:

Unaudi t ed 31 Decenber
2004
30 Sept enber
2005
€000 €000
Nom nal anount 117, 813 -
Pay rate 3. 45% -
Recei ve rate 3 Month Euri bor -
Remaining life 11. 3 years -
Fair value of swaps liabilities (1, 141) -

17. SHARE COPTI ON PLAN

I n Decenber 2003, the Conpany (with the approval of the Board of Directors and
pursuant to the confidential infornmation nmenorandum dated August 2003) adopted a
nonqual i fi ed share option plan (the "Conpany Option Plan") for officers,
Directors, enployees, consultants and advisors, including the Manager. In
Decenber 2003, for the purpose of conpensating the Manager for its successful
efforts in raising capital for the Conmpany, the Manager was granted options
representing the right to acquire 1,185,767 ordinary shares at an exercise price
of €10 per share (nunber of shares and exercise price adjusted for share
consolidation). The fair value of the options at the date of grant was €0. 2
mllion and was estimated by reference to an option pricing nodel.

I'n June 2004 following the I PO the Manager was granted an additional 660, 000
options at an exercise price of €12 per share. The fair value of the additional
options at the date of grant was €0.2 million and was al so estimated by
reference to an option pricing nodel. In June 2005 follow ng the secondary
public offering, the Manager was granted an additional 574,000 options at an
exercise price of €17.25 per share. The fair value of the additional options at
the date of grant was €0.6 mllion. The Manager's options represent an anount
equal to 10% of the ordinary shares issued by the Conpany. The options granted
to the Manager were fully vested on the date of grant and expire ten years from
the date of issuance.

The fair value at the date of grant of options granted to the Manager has been
of fset against the proceeds fromissuance of ordinary shares as the grant of
options is a cost of capital.

18. DI VI DENDS PAI D & DECLARED

Unaudi t ed
N ne nont hs
ended
30 Sept enber
2005
€000
Paid during the 9 nonths ended 30 Septenber 2005: 18, 652
Equi ty dividends on ordinary shares
Fourth quarter dividend for 2004: €0.33 (2003: nil) 6, 093
First quarter dividend for 2005: €0.33 (2004: nil) 6, 095
Second quarter dividend for 2005: €0.35 (2004: nil) 6, 464
18, 652

Third quarter dividend declared on 20 COct ober 2005: €0.37
(2004: nil) 8, 958



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

END
QRTUUGWPGUPAUMP



