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Securities and Exchange Commission
Filing Desk

100 F. Street, N.E. S P
Washington, D.C. 20549
Re: Eurocastle Investment Limited
Rule 12¢3-2(b) File No. 82-34924

To Whom It May Concern:

We are furnishing the enclosed supplemental information to the Securities and Exchange
Commission (the “SEC”) on behalf of our client, Eurocastle Investment Limited (the
“Company”), pursuant to Rule 12g3-2(b) under the Securities Exchange Act of 1934 (the “Act™).

We are furnishing this information under paragraph (1) of Rule 12g3-2(b) with the
understanding that such information will not be deemed to be “filed” with the SEC or otherwise
subject to the liabilities of Section 18 of the Act and that neither this letter nor the furnishing of
such information shall constitute an admission for any purpose that the Company is subject to the
Act.

Please acknowledge receipt of this filing by stamping the enclosed copy of this letter and
returning it in the enclosed self-addressed stamped envelope.

PROCESSED  very truy yours

. BEC 20 2005
K/momsou Wtk AV O)
FINANCIAL Walter G. Van Dorn, Jr.
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This Prospectus comprises a prospectus relating to the Cothpany prepared in accordance with the Prospectus Rules made under
Section 73A of the Financial Services and Markets Act 2000 as amended.

Ordinances, 1959 to 1989, for the raising of money by the issue of the Offer Shares. Neither the Guernsey Financial Services
Commission nor the States of Guernsey Policy Council accept any responsibility for the financial soundness of the Company or for
the correctness of any of the statements made or opinions expressed with regard thereto.

The Company and the Directors of the Company, whose names appear on page 518, accept responsibility for the information
contained in this Prospectus. To the best of the knowledge and belief of the Company and the Directors {who have taken all
reasonable care to ensure that such is the case) the information contained in this Prospectus is in accordance with the facts and does
not omil anything likely 1o affect the import of such information. Deutsche Bank. Geldman Sachs. Lehman Brothers and Morgan
Stanley are acting for the Company and for no one else in connection with the Offer and will not be responsible to anyone other than
the Company for providing the protections alforded to clients of cach of Deutsche Bank. Goldman Sachs, Lehman Brothers and
Mergan Stanley nor for giving advice in relation 1o the Offer or any other matter referred to herein,

Investment in the Company involves significant risks and special considerations. The attention of prospective investors is drawn to the
risk factors in the section entitled " Risk Factors™ in this Prospectus.

Eurocastle Investment Limited

{ incorporated in Guernsey on 8 August 2003 under the Companies { Guernsey ) Law, 1994 (us amended)
with registered number 41058 )

Prospectus

Offer of Ordinary Shares at an Offer Price of €37 per Share
to raise approximately €600 million

Ordinary Share Capital innnediately following Admission of Offer Shares

Authorised Ordinury Shares Essuedt"?

Unlimited Of no par value 61.897.461

{1} Assumes no exereise of the Over-allotment Option.

The closing price of the Shares on Euronext Amsterdam on 30 November 2006 was €37.72.

Eurocastle Investment Limited is oftering Offer Shares under the Offer. In addition. Deutsche Bank. or its agent, may acquire. or
procure acquirers for. a number of Over-allotment Shares equal to up to 10% of the aggregate number of Offer Shares available in the
Offer (before any exercise of the Over-allotment Option) at the Otter Price to cover over-allocations and short positions resulting from
stabilisation transactions.

The Offer Shares to be made available pursuant to the Offer will, on their Admission, rank pari pessu in all respects with the existing
Shares, including for all dividends and other distributions declared. made or paid on the Shares after their Admission.

Application has been made for all of the Oiter Shares to be udmitted 1o listing and trading on Eurolist by Euronext Amsterdam. i
is expecied that Admission of the Offer Shares will become effective and that dealings in the Offer Shares will commence on
6 December 2006 and that delivery will take place on the Settlement Date through the factlities of Crest UK in accordance with its
normal settlement procedures applicable wo equity securities and against payment for the Offer Shares in immediately availuble funds.
IT closing of the Offer does not tuke place on the Settlement Date or at all. the Offer will be withdrawn. all orders for the Offer Shares
will be disregarded. any allotments made will be deemed not to have been made, any payments made will be returned without interest
or other compensation and all transactions in Ofter Shares on Eurolist by Euronext Amsterdam will be cancelled. All dealings in the
Offer Shares prior to the Settlement Date are at the sole risk of the parties concerned.

This Prospectus does not constitute an offer to sell. or the solicitation of an offer to subscribe for or buy. Shares to any person in any
jurisdiction to whom or in which such offer or solicitation is unlawful, and. in particular. is not for distribution in the United Stines.
Australia. Canada or Japan or to U.S.. Australian, Canadian or Japanese persons. The Shares have not been and will not be registered
under the Securities Act or any other applicable law of the United States. or under the applicable securities laws of Australia, Canada
or Japan. Subject to certain exceptions. the Shares may not be offered or sold in the United States. Australia. Canada or Japan or o,
or for the account ot benefit of. any national. resident or citizen of the United States. Australia. Canada or Japan. Shares may be
purchased in the Uniled States only by persons (i) reasonably believed to be “accredited investors™ within the meaning of the
Securities Act or “qualified institutional buyers™ in reliance on the exemption from the registration requirements of the Securities Act
provided by Rule 144A_ or pursuant to another exemption froni, or in a trunsaction not subject to. the registration requirements of
the Securitics Act and (b) who are ~qualificd purchasers™ or "knowledgeable employees”™ within the meaning ol the Investment
Company Act. The Company will not be registered under the Investment Company Act, and investors will not be entitled to the
benefits of such Act.

Prospective investors are hereby notified that sellers of the Shares may be relying on the exemption from the provisions of Section 5
of the Sccuritics Act provided by Rule 144A or another exemption from the registration requirements of the Securitics Act, The
Shares are not transferable except in compliance with the restriciions described under “Transfer Restrictions.” In addition,
prospective investors should take note that there are restrictions on the acquisition of the Shares by investors using assets of any
retirement plan or pension plan that is subject to Title 1 of ERISA or Scction 4975 of the Code. Prospective investors are also notified
that the Directors believe that the Company is classified as & passive foreign investiment company for ULS. federal income 1ax purposes.

JOINT LEAD MANAGERS AND JOINT BOOKRUNNERS

Deutsche Bank Goldman Sachs Lehman Brothers Morgan Stanley
International International (Europe)

Prospectus dated 1 December 2006
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SUMMARY

This Sununary should be read as an introduction to this Prospectus and any decisions to invest in the Shares
should be based on a considerarion of this Prospectus as a whole by investors.

If vou bring a claim relating 1o the information contained in this Prospectus before a court, you might, under
the national legislation of the EEA States, have 1o bear the costs of translating this Prospectus before the legal
proceedings are initiated. Civil liability attaches to the persons responsible for this summary, including any
transtation of the stnmary, but only if the summary is misleading, inaccurate or inconsistent when read together
with other parts of this Prospectus.

The financial information as at 30 Septenmber 2006 relating to the Company set out in this summary has been
extracted, without materiol adjustment, from the Company's unandited interiom results for the nine months ended
30 Seprember 2006 and its management accounts, References to the assers being carried at a certain value are to
the value at which the relevant asset was carried in the Group's accounts at the relevant date.

The Company, Investment Objectives, Policy and Strategy

Eurocastle Investment Limited is a closed-ended investment company incorporated in Guernsey and
managed by Fortress Investment Group LLC (the “Manager”).

The Company and its subsidiarics invest primarily in German real estate and European real estate related
debt. In response 1o opportunities the Group currently sees in the commercial real estate sector in Germany,
the Group is currently focusing on commercial real estate investments in the German market which are
principally let to creditworthy tenants, and intends to hold these assets for the medium to long-term while
allowing for strategic sales where appropriate.

The Group’s investment objectives are to deliver stable dividends and attractive risk-adjusted returns
through prudent assct selection, active asset management and the use of appropriate financing structures. The
Group targets substantially, but not exclusively, two distinct categories of investment:

Real Estare Investments

As at 30 September 2006, the Group owned €2,738 million of real estate assets, all of which are located in
Germany. As of 30 September 2006, 76%: (on an unaudited basis) of the Company’s capital is invested in these
real estate assets.

The Group has in the past made investments which, while not direct real estate assets, give it exposure Lo
real estate assets. The Group’s only such current investment comprises the FIP Units acquired in July 2005. As
of 30 September 2006, the value of the FIP Units was €148 million, representing {on an unaudited basis)
approximately 6% of the Company’s invested capital,

European Real Estate Related Debt

The Group invests in European real estate related debt, including commercial mortgage backed securitics
("CMBS™), residential morigage backed securities (“RMBS™) and European real estate related loans. As of
30 September 2006 {on an unaudited basis), the Group’s investments in real estate related debt represented 18%
of the Company’s invested capital.

Asset Quality and Diversification

The Group does not have specific policies as to the allocation among types of its investments since its
investment decisions depend on changing market conditions. Instead, the Group focuses on relative value and
in-depth risk/reward analysis (with an emphasis on asset quality and principal protection), diversification,
suitable financing and credit risk management. However, where opportunities allow, the Group seeks to
diversify its invesiments by tenant, asset type, industry, location and issuer. The Group expects that this
diversification will help minimise the risk of capital loss.

Recent Developments

Potential Acquisitions

The Group is currently cvaluating over €4 billion in potential acquisitions in addition to the real estate
which the Group has alrcady acquired or committed to acquire this year. The Directors believe that it is likely
that 1t will commit to acquire at least half of such acquisitions under evaluation prior to year-end.




Bridge Portfolio

On | September 2006, the Group entered into a purchase agreement for the acquisition of six commercial
real cstate assets in Germany (the “Bridge Portfolio™). As at 20 November 2006, five assets have been funded
and transferred to the Group. The acquisition of the sixth is subject to customary conditions precedent and is
expected to close in the near future. The Group’s total acquisition cost for the Bridge Portfolio is expected to
be approximately €503 million, and the total cost incurred as of 20 November 2006 was €410 million. The
assets within the Bridge Portfolio have an aggregate lettable area of approximately 191,000 square metres.
They currently benefit from 93% occupancy, and the existing leases have a weighted-average lease term of
approximately seven years with the first year's net operating income expected to be approximately €28 million.
The tenants are commercial tenants operating primarily in the automotive, telecommunications, transport,
chemicals and IT sectors, Main tenants include Deutsche Bahn AG (transportation), Arcor AG & Co. KG
(telecommunications), CSC Ploenzke AG (IT). Clariant GmbH (chemicals) and Daimler Chrysler AG
{automotive).

Turret Portfolio

The Group has continued to add assets to the Turret Portfolio which, as of 20 November 2006 consists of
49 properties, at a total zcquisition cost of €158 million. Since 30 September 2006, 10 Retail Assets have been
added to the Turret Portfolio at a 1otal acquisition cost of approximately €34 million. In addition, a further
15 German Retail Assets which the Group has commitied to acquire are expected to be funded and transferred
to the Group in the near future and will form part of the Turret Portfolio. The aggregate purchase price for the
10 Retail Assets funded since 30 September 2006 and the 15 Retail Assets that the Group has committed to
acquire (together the “New Turret Assets™) is expected to be approximately €76 million. These assets have an
aggregate lettable area of approximately 46,000 square metres. They currently benefit from 99.9% occupancy
and the existing leases have a weighted-average lease term of approximately 9 years. The properties within the
Turret Portfolio comprise discount stores, super stores and power centres and are leased primarily to national
German retailers including houschold retailers such as EDEKA | Tengelmann and Schlecker.

European Real Estate Related Debt

Since 30 September 2006, the Group has acquired approximately €50 million of securities and no real
¢state backed loan interests.

In November 2006, the Compuny cstablished Duncannon CRE CDO [ plc (“Duncannon’) to acquire
primarily real estate related loans and CMBS. Duncannon is initially expected to be financed with a
multi-currency warehouse facility and a subordinated loan facility made available to it by the Company and
cxpects to begin to acquire assets in the near future,

Eurocastle Corporate Debt

On 11 October 2006, the Company increased the size of its corporate revolving credit facility with
Deutsche Bank from €150 million to €300 million in order to finance the Group’s increased capital requirements
as a result of increased acquisition activity.

The Manager

The Company is exiernally managed by Fortress Investment Group LLC. The Manager is a global
alternative investment and asset management firm with approximately U.5.326 billion of equity capital
currently under management.'! The Manager provides the Group with access to investment opportunities
through its existing business relationships. The Manager’s principals have an average of 21 years’ expertise in
the fields of real estate investment, asset-based investing, financing and risk management.® They have been

mvolved in acqusitions of over U.S.$ 51 billion of assets (of which U.S.3 21 billion of such assets are in
Europe) and issues of over U.S.8 27 billion of asset backed securities (of which US8.$ 10 billion of such

securities have been issued in Europe). ™

(1) Fortress Investment Group LLC
(2) Fortress Investment Group LLC

(3} Fortress [nvestment Group LLC




Dividend policy

The Company’s policy is to pay all or substantially all of its Funds From Operations in the form of regular
quarterly dividends to Sharcholders, and the Directors intend to continue this policy. Since the initial public
offering in June 2004, the Board of Directors of the Company has declared total dividends of €3.47. The
dividend per Share for the year ended 31 December 2004 was €0.63, The dividend per Share for the year ended
31 December 2005 was €1.42. Interim dividends per Share declared in 2006 total €1.42.

The Offer Shares do not carry dividends already declared.

Listing on Euronext Amsterdam

The Company’s Shares are listed and traded on Eurolist by Euronext Amsterdam.

Potential Change of Listing

The Company is exploring the possibility of listing its shares on The Frankfurt Stock Exchange. The
Directors consider that such a listing would better reflect the Company’s investment focus in Germany. They
currently intend that any such listing would be implemented in the next financial year, if’ at all.

If the Company lists its shares on The Frankfurt Stock Exchange, it would cancel its listing on Eurolist by
Euronext Amsterdam. The Company’s shares will be listed on one of Eurolist by Euronext Amsterdam or The
Frankfurt Stock Exchange at all times.

The Company will send further information to Shareholders regarding the nature, timing and
consequences of these proposals if and when it decides to proceed with them.

The Offer

16,216,216 Offer Shares will be issued pursuant to the Offer. Further Shares representing up to 10% of the
Offer Shares available in the Offer (before exercise of the Over-allotment Option) may be issued pursuant to
the Over-allotment Option. In addition, the Company has granted Options to the Manager representing the
right to acquire 10% of the number of Offer Shares offered and sold in the Offer at an exercise price per Share
equal to the Offer Price (subject to adjustment if the Over-allotment Option is exercised).

The Offer will be made to institwtional investors, and in particular to investment professionals who are
capable of evaluating the merits and risks of an investment of this kind.

Lock-up arrangements

The Company has agreed in the Underwriting Agreement not to issue any Shares (other than Shares
issued pursuant to the Offer, the Over-allotment Option and the Manager’s Options) for a period of 90 days
from Admission of the Offer Shares (subject (o certain exceptions, including where the Underwriters have
given their consent to the issue or sule, as the case may be).

Use of proceeds

Assuming the Cver-allotment Option and the Manager’s Options are not exercised, it is expected that the
Offer will raise approximately €586 million of net proceeds (after deduction of underwriting commissions and
other expenses payable by the Company in connection with the Offer). It is expected that up to approximately
€117 million of the net proceeds will be used to fund the repayment of amounts drawn down under the Group’s
revolving credit facility with Deutsche Bank and that the balance will be used to fund the acquisition of further
investments to increase the size and diversification of its portfolio. To the extent the Group does not use the
relevant proportion of the net proceeds to acquire investments in the near term, i1t may use the net proceeds to
repay amounts outstanding under debt facilities other than the revolving credit facility referred to above and
thereby reduce funding costs until such time as funds are required for further investments, at which point the
Group wiil redraw to fund such investmenits.

Risk Factors

An investment in Shares is subject to a number of risks, certain of which are highlighted below.

Risks relating to the Group's business include:

*  The Group's ability to generate its desired returns may be adversely affected if it is unable to source
or to compete successiully for appropriate investments.




i

The value of the Group’s investments may fluctuate as a result of factors such as changes in
regulatory requirements and applicable laws, political and economic conditions in certain geographic
locations, the condition of financial markets, the inancial condition of and any consequential default
by the obligors, issuers of the investments, tenants or customers, developments or trends in any
particular industry, potentially adverse tax consequences, enhanced accounting and control expenses.

A significant proportion of the Group’s ABS investments will be subordinated to the rights of more
senior securities, and as a result have a higher risk of loss as a result of losses or delinquencies on the
underlying assets.

The investments which the Group holds are generally illiquid, and the securities that the Group may
purchase in connection with privately negotiated transactions may not be registered under relevant
securities laws, resulting in restrictions on their transfer, sale, pledge or other disposition except in a
transaction that is exemplt from the registration requirements of, or as otherwise in accordance with,
those laws, Properties that the Group has purchased and may purchase also are generally illiquid
investments. Such illiquidity may affect the Group's ability to vary its portfolio or dispose or hiquidate
part of its portfolio in a timely fashion and at satisfactory prices in response to changes in economic,
real estate market or other conditions and this could have an adverse affect on the Group’s financial
condition and results of operations.

All of the Group’s direct real estate assets are located throughout Germany, and therefore the Group’s
performance depends substantially on the German economy and other factors affecting German real
estate values.

The Group leverages its portfolio through borrowings and the Group's return on investments and
cash available for distribution to Shareholders may be reduced to the extent that changes in market
conditions cause the cost of these borrowings to increase relative to the income that can be derived
from the Group’s underlying assets. The Group’s reliance upon income from its investments to service
its borrowings may affect its ability to meet its debt service obligations, and delays in obtaining
suitable financing may impair the Group's ability to acquire suitable investments. In the extreme, the
use of leverage may lead to a complete loss of the value of Shareholders’ investment in the Group.

A key to the Group's investment strategy is to finance its real estate related debt investments using
non-recourse match-funded financing structures which aim to match assets and liabilities with respect
to maturities and interest rates and so limit re-financing risk. With respect to real estate investments,
the Group’s strategy is to structure the terms of its borrowings to ensure that they can be re-financed
or maintained to avoid the Group being forced to sell its assets prematurely. There is a risk that the
Group may not be able to, or where appropriate, may choose not to, employ this strategy with respect
to certain of its investments, which may expose the Group to refinancing risks or require the Group
to employ alternative financing structures with less favourable economic terms.

Changes in tax laws or changes in their interpretation could affect the intended treatment of
investments using SPVs in a manner that results in the Group’s returns being reduced.

Risks relating to the Company include:

The Company’s ability to pay dividends will depend on it receiving sufficient earnings from its
underlying investments.

The Company intends in the future to issue additional Shares in subsequent public offerings or
private placements. The Company is not required under Guernsey law to offer such shares to existing
Shareholders on a pre-emptive basis, and such future Share issues may dilute existing Shareholders’
interests in the Company.

Risks relating to the Investment Manager include:

The Group is reliant upon the Manager who has significant discretion as to the implementation of the
Group’s operating policies and strategies. The Group is subject to the risk that the Manager will
terminate the Management Agreement and that no suitable replacement will be found. In addition,
the Directors believe that the Group’s success depends to a significant extent upon the experience of
the Manager's executive officers, whose continued service is not guaranteed. The departure of a key
executive of the Manager may have an adverse affect on the performance of the Group.




While the Manager does not currently manage any investment vehicle whose core business competes
directly with the Group, and while the Management Agreement prevents the Manager from raising or
sponsoring a vehicle whose investment policies, guidelines or plans target, as its primary investment
category, investment in credit sensitive European real estate securities, the Manager is otherwise not
limited or restricted lrom engaging in any business or managing any other vehicle that invests in
similar investments as those targeted by the Group. The Manager or its affibates manage and invest
in other investment vehicles which have investment objectives which overlap with those of the Group.
and members of the Board of the Directors may serve as officers andfor directors of these other
entities. Accordingly, it is possible that investment opportunities which meet the Group’s investment
objectives may not be offered by the Manager to the Group. These relationships may lead to conflicts
of interest.

Termination of the Management Agreement may be difficult and costly. Unless terminated for cause,
and even if terminated on an anniversary date, the Manager must be paid a termination fee equal to
the amount of management fee incurred by the Manager during the 12 month period preceding such
termination. In addition, following any termination of the Management Agreement, unless the
Group, either at the Manager’s request or at its own volition, purchases the Manager’s right to receive
incentive compensation at its fair market value, the Group must continue to pay the incentive
compensation to the Manager following termination or expiration of the Management Agreement
which payments could continue for an indefinite period of time. These provisions may increase the
effective cost to the Group of terminating the Management Agreement.




OFFER STATISTICS

Offer Price €37
Number of Offer Shares being offered!" 16,216,216
Number of Shares subject to Qver-allotment Option®” 1,621,622
Number of Shares in issue following the Offer'" 61.897 461

(1) Assumes no exercise of the Over-allotment Option,

(2} The number of Shares subject to the Over-allotment Option is 10% of the number of Shares available in the Offer.

Assuming the Over-allotment Option and the Manager’s Options are not exercised, it is expected that the Offer
will raise approximately €586 million of net proceeds for the Company (after deduction of underwriting
commissions and other expenses payable by the Company in connection with the Offer).




EXPECTED TIMETABLE

Admission to listing and commencement of trading of the Offer Shares on Eurolist by
Euronext Amsterdam 6 December 2006

CREST UK accounts credited in respect of Offer Shares in uncertificated form 6 December 2006

Share certificates in respect of Offer Shares issued in certificated form expected to be
dispatched (or as soon as practicable thereafter) 6 December 2006

Each of the dates in the above timetable is subject to change. Reference to times ave to Central European Time
wnless otherwise stated. Temporary documents of title will ot be issued.

ISIN: GBOOBOTCSN27,
Amsterdam Security Code (fondscode): 37115
Trade Symbol: ECT




RISK FACTORS

General

An investment in the Company is suitable only for institutional investors, and in particular investment
professionals, who are capable of evaluating the merits and risks of such an investment and who have sufficient
resources to be able to bear any losses (which may be equal to the whole amount invested) which may result
from such an investment. There can be no assurance that the Group’s investment objectives will be achieved.
Prospective investors should carefully review and evaluate the risks and the other information contained in this
Prospectus before making a decision to invest in the Company. Investors should immedtately seek their own
personal financial advice from an appropriately authorised independent professional financial adviser or other
advisers such as legal advisers and accountants.

Prospective investors should be aware that the value of the Shares and the income from them may decrease
and that they may not realise their initial investment. In addition, the market price of Shares may be less than the
underlying value of the Group’s net assets.

The risks set out below are the risks which the Directors currently consider 1o be material but are not the
only risks relating to the Group or an investment in the Company. There may be additional material risks that
the Company does not currently consider to be material or of which the Company is not aware.

Risks Relating to the Business

The Group’s ability to generate its desived veturns will depend on its ability to identify and invest in suitable
investment opportunities

The ability of the Group to effectively implement its investment strategy and achieve its desired
investment returns may be limited by its ability to identify and acquire appropriate investments. Until such
time as the Group is able to invest in suitable investments, its funds may not be fully invested. The Group’s
funds may be held on cash deposit pending investment.

In addition. the Group may be subject to significant competition in seeking investments. Some of the
Group’s competitors may have greater resources, and the Group may not be able to compete successfully for
investments. Furthermore, competition for investments may lead to the price of such investments increasing
which may further limit the Group’s ability to generate its desired returns.

Extensive borrowings may adversely affect the Group’s return on its investments and may reduce the amount of
cash available for distribution to shareholders

The Group leverages its portfolio through borrowings, generally through the use of bank credit facilities,
repurchase agreements, mortgage loans, securitisations, including the issuance of CDOs, and other borrowings.
The extent of the borrowings depends on the Group’s ability to obtain credit facilities and the lender’s estimate
of the stability of the portfolio’s cash flow. The Company hasa policy limiting the Group’s overall indebtedness
to 95% of the value of the Group’s gross assets on an aggregate basis. The Group’s return on investments and
cash available for distribution to holders of the Shares may be reduced to the extent that changes in market
conditions cause the cost of these borrowings to increase relative to the income that can be derived from the
Group’s underlying assets.

Due to its extensive borrowings and its reliance upon income from its investments to service these
borrowings, the Group may not be able to meet its debt service obligations, and, to the extent that it cannot, it
risks the loss of some or all of its assets to foreclosure or sale to satisfy its debt obligations.

Delays in obtaining suitable financing (including through borrowing) may impair the Group’s ability to
acquire suitable investments, and, as a result, the Group may not achieve its desired investment returns.

The Group may finance certain of its investments through repurchase agreements. A decrease in the value
of the assets may lead to margin calls which will have to be satisfied and which may reduce the value of
Shareholders’ investment in the Group. The Group may not have the funds available to satisfy any such margin
calls, which would result in foreclosure by the lenders on the assets.

In the extreme, the use of leverage may lead to a complete loss of the value of Shareholders” investment
in the Group.




The Group will be exposed to refinancing risk if it is’not able to match-fund its assets and liabilities

A key to the Group's investment stralegy is to finance its real estate related debt investments using
non-recourse match-funded financing structures, which aim to match assets and liabilities with respect to
maturities and interest rates, This technique is intended to limit the Group’s refinancing risk. including the risk
of being unable to refinance an investment or refinance on favourable terms. With respect to real estate
investments, the Group’s strategy is, where practicable, to structure the terms of its borrowings to cnsure that
such borrowings can be refinanced or maintained to avoid the Group being forced to sell its mvestments
prematurely. However, there is a risk that it may not be able, or where appropriate, may choose not o employ
this strategy with respect to certain of its investments, which may expose the Group to refinancing risks. Such
alternative financing structures may also have less favourable economic terms.

In addition, when financing investments through CDO issuances, the Group generally expects to
accumulate securities through an arrangement in which a third party provides short-term financing pending
the issuance of the CDO securities on the security of a cash deposit with such third party. Under such
arrangement, if such CDO financing were not consummated, the Group would be required either to purchase
the securities and obtain other financing for such purchase, or to pay the third party the lesser of the difference
between the price it paid for the securities and the price it sold such securities or the Group’s deposit.

If the Group breaches covenants under its financing agreements it could be forced to sell assets

The Group intends to be party 10 various loan, repurchase and other financing agreements which are
likely to contain financial covenants that could, among other things, require it to maintain certain financial
ratios. Should the Group breach the financial or other covenants contained in any loan, repurchase or other
financing agreement. the Group may be required immediately to repay such borrowings in whole or in part,
together with any attendant costs, If the Group does not have sufficient cash resources or other credit facilitics
available to make such repayments, it may be forced to sell some or all of the assets comprising its investment
portfolio. To the extent that the Group’s borrowings are secured against all or a portion of its assets, a lender
may be able to sell those assets. Moreover, any lailure Lo repay such borrowings or, in ¢ertain circumstances,
other breaches of covenants under the Group's loan or repurchase agreements could result in the Group being
required to suspend payment of its dividends.

Cross-defanlt provisions in the Group’s financing arvangements could result in a substantial loss for the Group

The Group’s inancing arrangements may contain cross-default provisions such that a default under one
particular financing arrangement could automaticully trigger defaults under other financing arrangements.
Such cross-default provisions could therefore magnify the effect of an individual default, and, if such a
provision was exercised, result in a substantial loss for the Group.

Changes in tax laws or their interpretation could affect the intended tax treatment for investments using Special
Purpose Vehicles

The Company holds its debt investments through SPVs. For tax and other reasons, the Company’s
investments in the SPVs are likely to be funded wholly or partly by way of a series of debt instruments with the
equity of such SPVs held by one or more third parties. The Company structures its SPVs so that they are
substantially exempt from income taxes in their jurisdiction of incorporation and conducts their affairs so as
not Lo be subject to, or subject to minimal, income tax in the jurisdictions in which they operate. Further the
Company structures the SPVs so that they only hold assets that are not subject to withholding taxes on
distributions made by, or on realisations of, the assets.

However, tax laws may change or be subject to differing interpretations, possibly with retroactive effect, so
that the 1ax consequences of a particular investment or SPV structure may change after the investment has
been made or the SPV has been established with the result that investments held by SPVs may be required to
withhold tax or the SPVs themselves may become liable to tax, in each case resulting in the Company’s returns
being reduced. The Company and the SPVs will be subject to such risk both in the jurisdiction of their
respective incorporation and in each jurisdiction of their respective operations.

For further information on the tax treatment of the Company’s holdings in subsidiaries that own the
Group’s real estate assets, sec " Risk of adverse tax consequences by reason of having a permanent establishment™
and “Risks relating to changes in German rax legistation” set out later in this section.

Many of the Group's ABS investments are in subordinated securities

A significant portion of the Group’s ABS investments consist of securities that are subordinated in right
of payment and ranked junior to other securitics that are secured by or represent ownership in the same pool
of assets.
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In general, losses on a mortgage loan included in a securitisation will be borne first by a liquidity facility
that generally ranks senior to the bond structure, if any, and then by the “first loss™ subordinated security
holder. The “first loss” holder is the holder of the most junior securities, being the securities most at risk if the
value of the colfateral falls below the loan amount, In the event of default and the exhaustion of any equity
support, reserve fund, letter of credit and any classes of securities junior to those in which the Group invests,
the Group may not be able to recover all of its investment in the securities purchased. In addition, if the
underlying mortgage portfolio has been overvalued by the originator of the loan, or if the values subsequently
decline, and, as a result, less collateral is available to satisfy interest and principal payments due on the related
mortgage backed securities, the securities in which the Group invests may effectively become the “first loss”
position behind the more senior securities.

In addition, certain of the Group’s investments have structural features that divert payments of interest
and/or principal to more senior classes when the delinquency or loss experience of the pool exceeds certain
levels. As a result of these features, subordinated securities have a higher risk of loss as a result of delinquencies
or losses on the underlying assets.

Subordinated securities generally do not have the right to call a default or vote on remedies following a
default unless more senior securities have been paid in full. As a result, a shortfall in payments to subordinated
investors in asset backed securities will generally not result in the default being declared on the relevant
transaction and the transaction will not be restructured or unwound first, Furthermore, because subordinated
securities may represent a relatively small percentage of all securities secured by the same asset pool, the impact
of a relatively small loss on the overall pool may be substantial on the holders of such subordinate securities.

The prices of lower credit quality securities are generally less sensitive to interest rate changes than more
highly rated investments, but more sensitive to adverse economic downturns or individual issuer developments.
A projection of an economic downturn, for example, could cause a decline in the price of lower credit quality
securities because the ability of obligors of mortgages underlying mortgage backed securities to make
principal and interest payments may be impaired. Tn such event, existing credit support in the securitisation
structure may be insufficient to protect the Group against loss of its principal on these securities.

The Group’s investments in movigage loans may be subject to delinquency, foreclosure and loss

The mortgage loans underlying the mortgage backed securities that the Group invests in and the mortgage
loans that the Group invests directly in are subject to delinquency, foreclosure and loss. Commercial mortgage
loans arc securcd by multi-family or commercial property and are subject to risks of delinquency and
foreclosure, and risks of loss that are greater than similar risks associated with loans made on the security of
single-family residential property. The ability of a borrower to repay a loan secured by an income-producing
property typically is dependent primarily upon the successful operation of such property rather than upon the
existence of independent income or assets of the borrower. If the net operating income of the property is
reduced, the borrower’s ability to repay the loan may be impaired. Net operating income of an income-
producing property can be affected by, among other things, tenant mix, success of tenant businesses, property
management decisions, property location and condition, competition from comparable types of properties,
changes in laws that increase operating expense or limit rents that may be charged, any need to address
environmental contamination at the property, the occurrence of any uninsured casualty at the property,
changes in national, regional or local economic conditions and/or specific industry segments, declines in
regional or local real estate values, declines in regional or local rental or occupancy rates, increases in interest
rates, real estate tax rates and other operating expenses, changes in governmental rules, regulations and fiscal
policies, including environmental legislation, acts of God, terrorism, social unrest and civil disturbances.

Residential mortgage loans are secured by single-family residential property and are subject to risks of
delinquency and foreclosure, and risks of loss. The ability of a borrower to repay a loan secured by a residential
property 1s dependent upon the income or assets of the borrower. A number of factors, including a general
economic downturn, acts of God, terrorism, social unrest and civil disturbances, may impair borrowers’
abilities to repay their loans.

In the event of any default under a mortgage loan held directly, the Group is expected to bear a risk of loss
of principal to the extent of any deficiency between the value of the collateral and the principal and accrued
interest of the mortgage loan, which could have a material adverse effect on cash flow from operations.
Foreclosure of a mortgage loan can be an expensive and lengthy process which could have a substantial
negative effect on the Group’s anticipated return on the foreclosed mortgage loan.

Residential mortgage backed securities evidence interests in or are secured by pools of residential
mortgage loans and commercial mortgage backed securities evidence interests in or are secured by a single
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commercial mortgage loan or a pool of commertial morigage foans. Accordingly, the mortgage backed
securities that the Group will invest in are subject to all of the risks of the underlying mortgage loans.

Concentration in any one industry, region or country may increase visk of defaults on debt obligations

Whilst the Group intends to diversify its portfolio of debt investments in the manner described in Part 1
of this Prospectus the risk that payments on the Group’s debt investments could be adversely affected by
defaults on debt obligations is likely to be increased to the extent that the Group's portfolio is concentrated in
any one industry, region or country as a result of the increased potential for correlated defaults in respect of a
single industry, region or country as a result of downturns relating generally to such industry, region or
country. Except as described in Part Il of this Prospectus, the Group is not required to observe specific
diversification criteria.

For further information on the risks relating to the concentration of real estate investments, see
“Geographic Concentration: The Economy of Germany™ set out later in this section,

Insurance on real estate or other assets may not cover all losses

There are ceriain types of losses. gencrally of a catastrophic nature, such as earthquakes, floods.
hurricanes, terrorism or acts of war, that may be uninsurable or not economically insurable. Inflation, changes
in building codes and ordinances, environmental considerations, and other factors, including terrorism or acts
of war, also might make the insurance proceeds insufficient to repair or replace a property if it is damaged or
destroyed. Under such circumstances, the insurance proceeds might not be adequate to restore the Group’s
economic position with respect Lo the affected real property. As a result of the events of 11 September 2001,
insurance companies are limiting and/or excluding coverage for acts of terrorism in insurance policies. As a
result, the Group may suffer losses from the impact on investments of acts of terrorism or otherwise that are
not covered by insurance. Should an uninsured loss or a loss in excess of insured limits occur, the Group could
lose capital invested in the affected property as well as anticipated future turnover from that property. In
addition. the Group could be hable to repair damage caused by uninsured risks. The Group would also remain
liable for any debt or other financial obligation related to that property. No assurance can be given that
material losses in excess of msurance proceeds will not occur in the future.

The investments which the Group holds are generally illiquid

The investments which the Group holds arc generally illiquid, and the securities that the Group may
purchase in connection with privalely negotiated transactions may not be registered under relevant securities
laws, resulting in restrictions on their transfer, sale, pledge or other disposition except in a transaction that is
exempl from the registration requirgments of, or is otherwise in accordance with, those laws. A majority of the
securities and loans that the Group has acquired as well as a majority of the securities that the Group may in
future acquire have been purchased or may be purchased in private, unregistered transactions and are therefore
subject to restrictions on resale or otherwise have no established trading market. Properties that the Group has
purchased and may purchase also are generally illiquid investments. Such tlliquidity may affect the Group’s
ability to vary its portfolio or disposc of or liquidate part of its portfolio in a imely fashion and at satisfactory
prices in response to changes in economic, real estate market or other conditions, including, in relation to real
estate. the exercise by tenants of their contractual rights such as those which enable them to vacate properties.
This could have an adverse effect on the Group’s financial condition and results of operations, with a
consequential adverse effect on the market value of the Group’s Shares or on the Group’s ability to make
expected distributions 1o its shareholders.

Fluctuations and changes in interest rares may cause losses

Changes in interest rates can affect the Group's net interest income, which is the difference between the
interest income earned on interest-earning investments and the interest expense incurred on interest-bearing
liabilities. Changes in the level of interest rates also can affect. among other things, the Group’s ability to
acquire loans and securities, the value of its securities and the Group's ability to realise gains from the
scttlement of such assets.

In the event of a significant rising interest rate environment and/or economic downturn, mortgage and
loan defaults may increase and result in credit losses that may be expected to affect the Group’s hquidity and
operating results adversely. Interest rates are highly sensitive to many factors, including governmental
monetary and tax policies, domestic and international economic and political conditions, and other factors
beyond the Group's control.
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The Group’s ability to execute its business strategy, particularly the growth of its investments, depends to
a significant degree on its ability to obtain additional capital. The Group’s CDO strategy is dependent on its
ability to place the match-funded debt used to finance European real estate securities and other asset backed
securities investments at spreads that provide a positive arbitrage. If spreads for CDO liabilities widen, or if
demand for such liabilities ceases to exist, then the Group’s ability to execute future CDO financings will be
severely restricted.

The Group’s operating results will depend in large part on differences between the income from its assets,
net of credit losses, and its financing costs. The Group anticipates that, in most cases, for any period during
which its assets are not match-funded, the income from such assets will respond more slowly to interest rate
fluctuations than the cost of its borrowings. Consequently, changes in interest rates, particularly short-term
interest rates, may significantly influence the Group’s net income. Increases in these rates will tend to decrease
the Group’s net income and market value of assets. Interest rate fluctuations resulting in the Group’s interest
expense exceeding interest income are expected to result in operating losses for the Group.

The value of investments is subject to changes in credit spreads

The value of the real estate securities and other asset backed securities will be subject to changes in credit
spreads as a result of changes in interest rates and market demand. The value of these securities is dependent
on the yield demanded on these securities by the market. Excessive supply of these securities or a reduced
demand will generally cause the market to require a higher yield on these securities, resulting n the use of a
higher, or “wider”, spread over a benchmark rate to value such securities. Under such conditions, the value of
the Group’s securities portfolio would tend to decline. Conversely, if the spread used to value such securities
were to decrease, or “tighten”, the value of the Group’s securities portfolio would tend to increase.

Furthermore, shifts in the market’s expectations of future interest rates would also affect the yield
required on the Group’s securities and therefore their value. This would have similar effects on the Group’s
portfolio and the Group’s financial position and operations as a change in spreads.

The Group’s investments in mortgage loans will also be subject to changes in credit spreads. The value of
the loans is expected to be dependent upon the yield demanded by the market based on their credit. The value
of the Group’s portfolio would tend to decline should the market require a higher yield on such loans, resulting
in the use of a higher spread over the benchmark rate. If the value of the Group’s mortgage loan portfolio were
to decline, it could affect its ability to refinance such portfolio upon the maturity of any related financing. Any
credit or spread losses incurred with respect to the Group’s mortgage loan portfolio would affect it in the same
way as similar losses on its Investments falling within the Company’s investment objectives and other asset
backed securities portfolio as described above.

Hedging transactions may limit gains or result in losses

The Group intends to use derivatives for the purposes of efficient portfolio management. This strategy has
certain risks, including the risk that losses on a hedge position will reduce the cash available for distribution to
sharcholders and that such losses may exceed the amount invested in such instruments. The Group intends to
use derivative instruments, including forwards, futures, swaps and options, in its risk management strategy to
limit the effects of changes in interest rates and foreign exchange rate movements on its operations. A hedge
ntay not be effective in eliminating all of the risks inherent in any particular position.

The Group will also be exposed to the credit risk of the relevant counterparty with respect to relevant
payments under derivative instruments,

Insolvency of obligors under investments may prevent payment in full or on time

Investments may be subject to various laws for the protection of creditors in the jurisdictions of
incorporation of the obligor and, if different, the jurisdictions from which the obligor conducts its business
and in which it holds its assets, which may adversely affect such obligor’s ability to make payment on a full or
timely basis. These insolvency considerations will differ depending on the country in which an obligor or its
assets is located and may differ depending on the legal status of the obligor.

The ability of the Group to sell investments and reinvest the proceeds may be restricted

The Group may dispose of certain of its investments and reinvest the proceeds thereof in substitute
investments subject to compliance with the Group’s investment guidelines and certain other conditions,
including the terms of CDO issuances. The carnings with respect to such substitute imvestments will depend,
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among other factors, on reinvestment rates available at lhc,[ime‘and on the availability of investments
satisfying the investment guidelines and otherwise acceptable o the Manager. The need to satisfy such
guidelines and identify acceptable investments may require the Group to purchase substitute investiments with
a lower yield than those initially acquired or require that the sale proceeds be maintained temporarily in cash
which may reduce the yield.

Disparities between the availability of suitable investments and the availability of suitable funding may lead to
inefficiencies in financing

The Group intends to acquire debt securities that fall within its investment objectives and finance them on
a long-term basis.

During the period in which the Group will acquire debt securities, it may finance its purchases through
relatively short-term credit facilities. It is expected that the Group will use credit facilities such as “warehouse™
lines of credit to finance the acquisition of securities that are Investments falling within the Company’s
investment objectives until a sufficient quantity of assets is accumulated at which time the Group may
refinance these lines through a securitisation. such as CDO issuance, or other long-term financing. As a resuit,
the Group is subject to the risk that it will not be able to acquire, during the period that its warchouse facility
is available, a sufficient amount of cligible sccurities to maximise the cfficiency of a financing. In addition,
conditions in the capital markets may make the issuance of a financing less attractive to the Group when it does
have a sufficient pool of collateral. If the Group is unable 10 issue debt securities to long-term finance these
assets. it may be required to seek such other forms of potentially less attractive, more costly financing or
otherwise to liquidate the assets.

Prepayment rates may increase, which may adversely affect the yields on investments

The value of the Group’s assets may be affected by prepayment rates on mortgage loans that serve as
collateral for certain of the investments. Prepayment rates on mortgage loans are influenced by changes in
current mterest rates and a variety of economic, geographic and other factors beyond the Group’s control, and
consequently, such prepayment rates cannot be predicted with certainty. In periods of declining mortgage
interest rates, prepayments on morigage loans generally increase. I general interest rates decline as well, the
proceeds of such prepayments received during such periods are likely to be reinvested by the Group in assets
yielding less than the yields on the assets that were prepaid. In addition, the market value of the mortgage
assets may, because of the risk of prepayment, benefit less than other fixed-income securities from declines in
interest rates. Conversely. in periods of rising interest rates, prepayments on mortgage loans generally decrease,
in which case the Group would not have the prepayment proceeds available to invest in assets with higher
yields. Under certain interest rate and prepayment scenartos the Group may fail to recoup fully the Group’s
cost of acquisition of certain investments.

The Group may be liable for any envirommental issues on or in its real estate investments

The Group may be liable for the costs of removal or remediation of hazardous or toxic substances located
on or in its real estate investments. The costs of any required remediation or removal of such substances may
be substantial. The presence of such substances, or the failure to remediate such substances properly, may also
adversely affect the owner's ability to sell or lease the real estate or to borrow using the real estate as collateral.
Laws and regulations may also impose liability for the release of certain materials into the air or water from a
real estaic investment. including asbestos, and such release can form the basis for liability to third persons for
personal injury or other damages. Other laws and regulations can limit the development of and impose liability
for the disturbance of wetlands or the habitats of threatened or endangered species.

Property valuation is inherently subfective and uncertain

The valuation of property is inherently subjective due to the individual nature of each property. As a
result, valuations are subject to uncertainty. The valuation reports in Part XV of this Prospectus are made on
the basis of assumptions which may not prove to reflect the true position. There is no assurance that the
valuations of the propertics will reflect actual sale prices even where any such sales occur shortly after the
relevant valuation date.

The value of the Group’s investments could be affected by a number of fuctors, some of which are outside its control

The Group's operating performance would be adversely affected by a downturn in the property market
resulting in lower capital and rental values. In the event of a default by a tenant or during vacancies, the Group
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would experience a rental shortfall, and it could incur additional expenses including legal and surveying costs
in re-letting, maintenance costs, service charges, insurances and marketing costs.

Real estate property values and net operating income from leases can be affected by factors including the
volatility of property revenue and the relevant property’s operating leverage, which generally refers to (1) the
percentage of total property operating expenses in relation to total property revenue, (ii) the breakdown of
property operating expenses between those that are fixed and those that vary with revenue, and (iii) the level of
capital expenditure required to maintain the property and retain or replace tenantis.

The market value of real estate investments can be affected by factors, including, but not limited to,
national, regional and local economic conditions (which may be adversely affected by business closures or
slowdowns and other factors); political conditions and events; local property market conditions (such as an
oversupply of commercial property); perceptions by prospective tenants and other users of specific properties
of the safety, convenience, condition, services and attractiveness of such properties; the proximity and
availability of competing alternatives to the properties; access to public transportation and major roads; the
ability of the property manager to provide capable management and adequate maintenance of the relevant
properties; demographic factors; consumer confidence; unemployment rates; customer tastes and preferences;
retroactive changes to building or similar regulations; and increascs in operating expenses such as energy costs.

The age, construction, quality and design of the buildings on a particular property may affect its
occupancy levels as well as the rents that may be charged for individual leases. Over time, there may be a
requirement for increased maintenance costs and necessary capital improvements in order to maintain a
property and to attract and satisfy major tenants, Also, construction will deteriorate over time if adequate
maintenance is not performed in a timely fashion. If competing properties of a similar type are built in the area
where a property is located or similar properties in the vicinity of a property are substantially updated and
refurbished, the value and net operating income of such property could be reduced.

Some of the Group’s propertics may not readily be convertible to an alternative use if such properties were
to become unprofitable due to competition, age of the improvements, decreased demand, regulatory changes
or other factors. The conversion of commercial properties to alternate uses generally requires substantial
capital expenditure. Thus, if the operation of any such property becomes unprofitable the liquidation value of
any such property may be substantially less.

Income received from the Group's propertics would be adversely affected by a number of factors

Income received from, and the value of, properties held by the Group may be adversely affected by a
number of factors, including:

{a) vacancies that lead to reduced occupancy rates which reduce the Group’s income and its ability to
recover certain operating costs such as service charges;

(b} the Group’s ability to collect rent from tenants and other contractual payments on a timely basis or
at all;

() tenantsseeking the protection of bankruptey laws which could result in delays in receipt of rental and
other contractual payments, inability to collect such payments at all or the termination of a tenant’s
lease, or which could hinder or delay the sale of properties;

(d) the amount of rent and the terms on which lease renewals and new leases are agreed being less
favourable than current leases;

{e) acompetitive rental market may affect rental levels or occupancy levels at the Group’s properties; and

(D) changes in laws and governmental regulations in relation to real estate, including those governing
permitted and planning usage, taxes and government charges. Such revisions may lead 1o an increase
in management expenses or unforeseen capital expenditure to ensure compliance. Rights related to
particular properties may also be restricted by legislative actions, such s revisions to existing laws or
the enactment of new laws.

Risks Relating to Office Properties and Shopping Centres

Office properties and shopping centres generate a significant portion of gross rent due to the Group from
its real estate portfolio. The income from and market value of such properties are subject to a number of risks.
In particular, a given property’s age, condition, design, and access to transportation affect the ability of such
a property to compete against other similar properties in the area in attracting and retaining tenants. Other
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important factors include the quality and mix of a property’s exisiing tenants, the quality of its property
manager, the attractiveness of the property and the surrounding arca to prospective tenants and their
customers, access to public transportation and major roads and the public perception of safety in the
surrounding neighbourhood. Attracting and retaining tenants often involves refitting, repairing or making
improvements to the property, in the case of an office to accommodate the type of business conducted by
prospective tenants or a change in the type of business conducted by existing major tenants and, in the casc of
a centre, to continue to attract customers and other tenants.

Local and regional economic conditions and other related factors also affect the demand for and success
of a property. For example, decisions by companies to locate an office in a given arca will be influenced by
factors such as labour cost and quality, and quality of life issues such as those relating to schools and cultural
amenities. Equally, lcases at shopping centres may contain turnover rent provisions which can result in lower
income during periods of low consumer spending. The development of similar properties in proximity to the
Group’s real estate assets may lead to oversupply in the relevant ared or the availability of competing property
that ts perceived as more attractive than the Group’s property by tenants and/or other users of the relevant
properties.

Also, changes in local or regional population patterns and employment growth influence the success of
both office properties and shopping centres and the ability of such properties to generate income and sustain
market value. In addition, an economic decline in the businesses operated by tenants can affect office buildings
and cause one or more significant tenants to cease operations and/or become insolvent. A decline in consumer
spending could have a similar effect on a shopping centre. The risk of such an adverse effect is increased if
revenue is dependent on a single tenant or a few large tenants or if there is a poor tenant mix.

Geographic Concentration; The Economy of Germany

All of the Group’s direct real estate assets are located across Germany, and therefore the Group’s
performance depends on the strength of the local economies of such regions and of the German economy
generally and other factors affecting German real estate values. The level of economic activity in general will
affect net absorption of commercial and retail space and increases in rental rates. The economy of the regions
where the properties are located may be adversely affected to a greater degree than that of other areas of
Germany or elsewhere by developments affecting industries or other economic activity concentrated in each
such region.

A weakening of the retail and business sectors in the relevant regions or in Germany generally may
adversely affect demand for space at the properties and thus affect each such property’s operation, lessen its
market value and also iead to increased vacancy rates. Conversely, strong economic conditions could lead to
increased building activity and increased competition for tenants. In either case, the operation of the properties
could be adversely atfected. Many of the Group’s German real estate assets are let to different German
retailers. Consolidation among those retailers, over which the Group would have no control, may adversely
affect the Group if it led to the closure of stores located in properties owned by the Group.

A decline in the commercial property market, in the financial condition of a major tenant or a general
decling in the local, regional or national economy will tend to have a more immediate effect on the net
operating income of properties with short-term revenue sources, such as the properties, and may lead to higher
rates of delinquency or defaults under the leases at the properties,

Each of the foregoing circumstances and events may, individually or in the aggregate, adversely affect the
income from and market value of the properties.

Risks Relating to the Company

The Company'’s ahility to pay dividends will depend on it receiving sufficient earnings from underlying investments

The Company currently pays quarterly dividends and makes distributions to Shareholders in amounts
such that all or substantially all of the Company’s net income after any tax in each year, subject to certain
adjustments, is distributed. All distributions are made at the discretion of the members of the Board of
Directors and will depend on the Company’s earnings, financial condition and such other factors as the Board
of Directors may deem relevant from time to time including limitations under Guernsey company law and any
other applicable laws or regulations. There can be no assurances that the Company will be able to pay dividends
in the future. Dividends will not be paid unless the Company generates sufficient earnings,
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The Directors believe that the Company has been, and anticipate that it will continue to be, classified as a PFIC
Jor U.S. federal income tax purposes

Based on the Company’s income, assets and activities, the Directors believe that the Company has been,
and anticipate that it will continue to be classified as a PFIC for .S, federal income tax purposes. Unless a U.S.
investor makes an election to treat the Company as a “qualified electing fund”, or (“QEF”), or makes a
“mark-to-market” election with respect to its Shares, “excess distributions” to the U.S. investor, and any gain
recoghised by the U.S. investor on a disposition of its Shares, would be subject to adverse tax consequences.
Among other consequences, dividends paid by the Company would be taxed at the regular rates applicable to
ordinary income, rather than the 15% maximum rate applicable to certain dividends received by an individual
froma qualified foreign corporation. U.S. investors that make a QEF election will be subject to tax on their pro
rata share of the Company’s earnings or net capital gains, whether or not they receive any distributions from
the Company. As a result, U.S. investors may recognise income in a taxable year in amounts significantly
greater than the distributions they receive from the Company. U.8. investors that make a mark-to-market
election will be required for each taxable year that the Shares are held, and upon a disposition of such Shares,
to recognise as ordinary income or loss an amount equal to the difference between the fair market value of their
Shares and the adjusted tax basis of such Shares. The amount of losses that a U.S. investor may recognise
under the mark-to- market rules, however, is limited. In addition, the Company may own or acquire interests
in CDOs or other ABS investments (including subordinated notes) that are treated as equity interests in PF1Cs
for U.S. federal tax purposes. Whether it will be possible to make a QEF election with respect to an indirect
interest in a CDO or other ABS investment owned by the Company that is treated as an equity interest in PFIC
for U.S. federal tax purposes will depend upon whether the issuer of that interest will provide information to
the Company and its U.S. Holders necessary to make a valid QEF election, which cannot be assured. Because
a mark-to-market election with respect to the Company does not apply to any equity interests in any lower-tier
PFIC the Company may own, a U.S. Holder may continue to be subject to the PFIC rules with respect to
distributions to the Company on, and dispositions by the Company of, any investments held by the Company
that are so treated. See “Tax Considerations — United States Taxation” in Part V11 of this Prospectus.

Risk of adverse tax consequences by reason of having a permanent establishment

If the Company, its SPVs or any subsidiaries were treated as having a permanent establishment in any
country in which it does business, income attributable to such permanent establishment may be subject to tax
on a net basis.

Risk relating to changes in German tax legislation

The Company holds significant investments in German real estate. The Company holds these assets via
leveraged Luxembourg holding companies that are subject to German taxation on real estate income but
minimal taxation in their jurisdiction of incorporation (including on withholding tax on dividend payments,
if any). Under the draft legislation bill for the German Annual Tax Act 2007 (Jahressteuergesetz 2007) the
current anti-treaty/directive shopping rules shall be significantly broadened with effect as of 1 January 2007.
Under these rules, in order to obtain an elimination of German withholding tax (of 21.1% on dividends) for
a qualifying EU-holding company, the forcign company shall be required to, among other things, generate
more than 10% of its gross revenue from own business activities (i.e. a business activity other than the
management of own assets). These rules shall however not apply in the case where (i) the shares in the
respective foreign company are regularly traded on an accepted stock exchange or (ii) the provisions of the
German Investment Tax Code (Jnvestmentsteuergesetz) are applicable in respect of such company. The
additional requircments under these anti-treaty/directive shopping rules could lead to an increase of the
Group's tax burden and thus impact the Group’s after tax profit and financial condition.

Further, the German coalition parties recently agreed on a cornerstone paper for a German business tax
reform which shall become effective as of 1 January 2008. For the time being there is no draft legislation
available. According to the cornerstone paper the effective income tax rate of German companics shall be
reduced from 38-39% to slightly below 30% (comprising 15% income tax and 14% trade tax in the case of an
assessment rate for tax purposes (Hebesaiz) of 400). However, this rate reduction shall be counter-financed by
limiting the tax deduction of expense items such as interest, royalty and rent payments. This could also lead to
an increase of the Group’s tax burden and thus impact the Group’s after tax position and financial condition.

Foreign investment risk and currency rate exposure

The Company’s accounts will be denominated in euros while investments are likely also to be made and
realised in other currencies. Changes in rates of exchange may have an adverse effect on the value, price or
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income of the investments in the Company. A change in foreign currency exchange rates may adversely impact
returns on the Company’s non-curo denominated investments. The Company’s principal direct non-curo
currency exposure 1s expected to be to the UK pound sterling. Changes in the currency rates can adversely
impact the fair values and carnings streams of the Company’s holdings.

Movements in the foreign exchange rate between euros and the currency applicable to a particular
Shareholder may have an impact upon such Shareholder’s returns in its own currency of account.

The Shares are subject to restrictions on transfers

The Shares have not been registered in the United States under the Securities Act or under any other
applicable securities law and are subject to restrictions on transfer contained in such laws and in U.S. Employee
Retirement Income Security Act of 1974 (“ERISA™).

There are additional restrictions on the resale of Shares by Shareholders who are located in the United
States or who are U.S. Persons and on the resale of Shares by any Shareholders to any person who is located
in the United States or is a U.S. Person. These restrictions will make it more difficult to resell the Shares in many
instances and this could have an adverse impact on the market value of the Shares. Prospective investors should
refer to the section “Transfer Restrictions™ in Part VIII of this Prospectus,

Risk of the Group's assets being deemed “plan assets™ if it has ERISA investors

Unless an exception applics, if 25% or more of the Shares (calculated in accordance with ERISA) or any
other class of equity interest in the Group are owned. directly or indirectly, by pension plans or other Benetfit
Plan Investors, asscts of the Group could be deemed o be “plan assets” subject to the constraints of ERISA.
Accordingly, no Benefit Plan Investor that is subject to Title I of ERISA or Section 4975 of the Code will be
permitted to acquire the Shares. Prospective investors should refer to “ERISA Considerations” and “Transfer
Restrictions™ under Part VI of this Prospectus.

The Company will not be registered under the U.S. Investiment Company Act

The Company will not be registered as an investment company in the United States under the Investment
Company Act. The Investment Company Act provides certain protections to investers and imposes certain
restrictions on registered investment companies, none of which will be applicable to investors in the Company
or to the Company,

Shareholders may not be entitled to the takeover offer protections provided by the City Code on Takeovers and
Mergers

The City Code on Takeovers and Mergers applies to offers for all public companies considered by the
Takeover Panel to be resident in the United Kingdom. the Channel Islands (which includes Guernsey) or the
Isle of Man.

However, the Takeover Panel will normally consider a company resident in the United Kingdom, the
Channel Islands or the Isle of Man only if it is incorporated in one of those jurisdictions and has its place of
central management in one of those jurisdictions.

The Takeover Panel may not regard the Company as having its place of central management in the United
Kingdom, the Channel Islands or the Isle of Man, in which case the Takeover Pancl may decline to apply the
City Code to the Company and Shareholders will not reccive the benefit of the takeover offer protections
provided by the Code.

The Dutch takeover rules {as provided for in the Netherlands Act on the Supervision of the Securities
Trade 1995 { Wer toezicht effectenverkeer 1995), as amended, will apply to the Company once Admission has
occurred.

At the end of 2005 a legislative proposal (the “Bill””) was submitted to the Second Chamber of Dutch
Parliament regulating the implementation of the 13th EU Directive on public ofters. The 13th EU Directive
should have been implemented by no later than 20 May 2006, but the Bill is still with the Second Chamber and
is cxpected to come into force in the course of 2007, Both under the present rules and under the new rules, the
Dutch public offer rules would in principle be applicable to the Company.

Furure Share issues could dilute the interests of existing Shareholders and lower the price of the Shares

The Company intends in the future to issue additional Shares in subsequent public offerings or private
placements. The Company is not required under Guernsey law 1o offer any such Shares to existing Shareholders
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on a pre-emptive basis. Therefore, it may not be possible for existing Shareholders to participate in such future
Share issues, which may dilute the existing Shareholders’ interests in the Company. In addition, the issue of
additional Shares by the Company, or the possibility of such issue, may cause the market price of the Shares
to decline.

There is no guaramtee of a liquid market for the Shares

Although prior to the Offer investor interest has lead to the development of a trading market there can be
no guarantee that this trading market will be sustained, or how liquid that market wiil remain. If an active and
liquid trading market is not sustained, investors may have difficulty selling their Shares. There can be no
assurance that the prices at which the Shares will trade will not decline below the Offer Price.

The Company is subject to potential conflicts of interest relating to the Underwriters and their respective affiliates

The Company is subject to potential conflicts of interest relating to the Underwriters and their respective
affiliates because. among other things: (i} the Group has in the past, and may in the future, enter into
transactions for the purchase and sale of securitics, loans and other investments, derivative transactions and
other transactions (including, without limitation, providing leverage against investments) with Underwriters
and/or their respective affiliates and (ii) in connection with the Offer, certain of the Underwriters andfor their
respective affiliates may acquire Shares for their own accounts. For additional information concerning
conflicts of interest relating to Underwriters and their respective affiliates, please refer to “Part V — The Offer
— Other Services Provided by the Underwriters™.

Risks Relating to the Manager

The Group's performance is dependent on the Manager, and the Company may not find a suitable replacement if
the Manager terminates the Management Agreement

The Group is reliant on the Manager, who has significant discretion as 1o the implementation of the
Group’s operating policies and strategies. The Group is subject to the risk that the Manager will terminate the
Management Agreement and that no suitable replacement will be found. In addition, the Directors beiieve that
the Group’s success depends to a significant extent upon the experience of the Manager’s executive officers.
whose continued service is not guaranteed. The departure of a key executive of the Manager may have an
adverse effect on the performance of the Group.

There are conflicts of interest in the Group’s relationship with the Manager
p p g

The Manager or its affiliates manages and invests in other investment vehicles which have investment
objectives which overlap with those of the Group, and some of the members of the Board of Directors also
serve as officers and/or directors of these other entities. For example, the Manager and its affiliates may have
investment in and/or earn fees from such other investment vehicles which are larger than their economic
interests in the Group and may therefore have an incentive to allocate investments o such other investment
vehicles. These relationships may lead to conflicts of interest. Certain investments appropriate for the Group
may also be appropriate for one or more of these other investment vehicles. Accordingly it is possible that the
Group will not have the epportunity to participate in investments made by such other investment vehicles
which fall within the Group’s investment objectives. When it is determined that it would be appropriate for the
Group and one or more other investment vehicles managed by the Manager or its affiliates to participate in the
same investment opportunity, the Manager will seek to allocate participation levels on an appropriate basis,
taking into account such factors as the relative amounts of capital available for new investments, relative
exposure to market trends and the size, liquidity, financeability and anticipated term of the proposed
investment. The Manager may also engage in additional real estate related management and investment
opportunities in the future which may also compete with the Group for investments.

While the Manager does not currently manage any investment vehicle whose core business competes
directly with the Group and while the Management Agreement prevents the Manager from raising or
sponsoring a vehicle whose investment policies, guidelines or plans target, as its primary investment category,
investment in credit sensitive European real estate related securities, the Manager is otherwise not limited or
restricted from engaging in any business or managing any other vehicle that invests in Investments falling
within the Company’s investment objectives,

The ability of the Manager and its officers and employees to engage in other business activities will reduce
the time the Manager spends managing the Group. The Group may engage in a malerial transaction with the
Manager or another entity managed by the Manager provided the transaction is on arm’s length commercial
terms.




The management compensation structure that the Company has agreed to with its Manager may
encourage the Manager to invest in high risk investments. In addition to its management fee, the Manager is
entitled to receive incentive compensation based in part upon the Company’s FFO. In evaluating investments
and other management strategies, the apportunity to earn incentive compensation based on FFO may lead the
Manager to place undue emphasis on the maximisation of FFO at the expense of other criteria, such as
preservation of capital, in order to achieve higher incentive compensation. Investmenis with higher yield
potential are gencerally riskier or more speculative,

The Management Agreement niay be difficult and costly to terminate

Termination of the Management Agreement may be difficult and costly. The term of the Management
Agreement is ten years from 13 August 2003, subject to automatic rencwal: (i) on the tenth anniversary of its
commencement; and (i) on each three year anniversary of such date, for an additional three year period unless
a majority of the Sharcholders by vote agree that there has been unsatisfactory performance by the Manager
that is materally detrimental to the Company. Unless terminated for cause, and even if terminated on an
anniversary date, the Manager must be paid a termination fee equal to the amount of management fee incurred
by the Manager during the 12 month period preceding such termination. In addition, following any termination
of the Manugement Agreement, unless the Company, either at the request of the Manager or at its own
volition, purchases the Manager’s right to receive incentive compensation at its fair market value (determined
by independent appraisal to be conducted by an appraisal firm recognised in the United States, and mutuaily
agreed upon by the Company and the Manager), the Company must continue to pay the incentive compensation
to the Manager following termination or expiration of the Management Agreement which payments could
continue for an indefinite period of time. These provisions may increase the effective cost to the Company of
terminating the Management Agreement.

Broad investment guidelines provide the Manager with a wide range of potential investiments cach of which the
Divectors will not specifically review

The Manager is authorised 1o follow very broad investment guidelines. The Board of Directors will
periodically review the Company’s investment guidelines and the Group’s investments. However, the Board of
Directors does not review each proposed investment. Transactions entered into by the Manager may be
difficult or impossible to unwind by the time they are reviewed by the Board of Directors.

The foregoing factors are not exhaustive but comprise all of the material risks and considerations involved in

investing in the Company, of which the Company is aware. There could, however, be other risks and uncertainties
which are either not material or not known to the Company at the date of this Prospectus.
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IMPORTANT INFORMATION

No broker, dealer or any other person is authorised by the Company and/or the Underwriters to issue any
advertisement or Lo give any information or to make any representations in connection with the offering or sale
of the Offer Shares other than as contained in this Prospectus, and, if issued, given or made, such advertisement,
information or representations must not be relied upon as having been authorised by the Company and/or the
Underwriters. Neither the delivery of this Prospectus nor the allotment or issue of Offer Shares shall under any
circumstances create any implications that there has been no change in the affairs of the Company since the
date hereof.

An investment in the Company should be regarded as a long-term investment. There can be no assurance
that the Company’s investment objectives will be achieved.

The Company ts subject to the risks associated with high levels of debt financing. including the risk that,
in the medium to long term, available funds will be insufficient to meet payments of interest or capital due to
its, or its subsidiary undertakings’, lenders, This risk could adversely affect the Company’s ability to provide
returns to the holders of Shares and the value of such Shares could be adversely affected. Accordingly,
investment in the Company will involve certain risks and special considerations. The investments of the
Company are subject to the normal market fluctuations and risks inherent in all investments and there can be
no assurance that an investment will retain its value or that appreciation will occur. The price of Shares and the
income from Shares can go down as well as up, and investors may not realise the value of their initial
investment, Investors must be able and willing to withstand the loss of their entire investment.

This Prospectus includes statements that are, or may be deemed to be, “forward-looking statements™.
These forward-looking statements can be identified by the use of forward-looking terminology, including the
terms “believes™, “estimates™, “anticipates”, “expects”, “intends”, “may”, “will” or “should” or, in each case,
their negative or other variations or comparable terminology. These forward-looking statements include all
matters that are not historical facts. They appear in a number of places throughout this Prospectus and include
statements regarding the intentions, beliefs or current expectations of the Company concerning, amongst
other things, the investment objectives and investment policy, financing strategies, investment performance,
results of operations, financial condition, liquidity, prospects, and dividend policy of the Company and the
markets in which it, and Special Purpose Vehicles formed by the Company, invest and issue securities. By their
nature, forward-looking statements involve risks and uncertainties because they relate to events and depend on
circumstances that may or may not occur in the future. Forward-looking statements are not guarantees of
future performance. The Company’s actual investmenlt performance, results of operations, financial condition,
liquidity, dividend policy and the development of its financing strategies may differ materially from the
impression created by the forward-looking statements contained in this Prospectus. In addition, even if the
investment performance, results of operations, financial condition, liquidity and dividend policy of the
Company, and the development of its financing strategics, are consistent with the forward-looking statements
contained in this Prospectus, those results or developments may not be indicative of results or developments in
subsequent periods. Important factors that could cause these differences include, but are not limited to:

» the risk factors set forth above in the section entitled “Risk Factors™ in this Prospectus;
+ changes in economic conditions generally and the real estate and debt markets specifically;
+ changes in the Company’s business strategy:

+ changes in interest rates and/or credil spreads, as well as the success of the Group’s hedging strategy
in relation to such changes;

* impairments in the value of the collateral underlying the Group’s investments in asset backed
securities;

» impairments in the value of the Group's real estate investments;
»  legislative/regulatory changes;

= changes in taxation regimes including the changes to the taxation regime in Germany that are
currently under consideration;

* the Group’s continued ability to invest the cash on its balance sheet and the proceeds of this Offer in
suitable investments on a timely basis;

*  the availability and cost of capital for future investments; and

* competition within the finance and real estate industries.
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Potential investors arc advised to read this Prospectus in its entirety before making any investment in
Shares and, in particular, the sections of this Prospectus entitled “Summary”, “Risk Factors™, Part [1 “The
Company and its Business”, Part [T1 “Operating and Financial Review and Prospects™. Part IV “Management
of the Company”, Part [X “Consolidated Financial Information for the period ended 31 December 20047,
Part X “*Consolidated Financial Information for the period ended 31 December 20057, Part X1 “Unaudited
Results for the three month period ended 31 March 2006”7, Part X1l *Unaudited Results for the six month
period ended 30 June 2006”7, Part X1 “Unaudited Results for the nine month period ended 30 September
2006 and Part X1V “Pro Forma Financial Information™. In light of these risks, uncertainties and assumptions,
the events described in the forward-looking statements in this Prospectus may not occur. All Sharcholders are
entitled to the benefit of, are bound by, and are deemed to have notice of, the provisions of the Memorandum
and Articles of Association of the Company which investors should review.

Certain information in this Prospectus is attributed to or sourced rom third parties being the Manager,
DTZ, Jones Lang LaSalle, CB Richard Ellis, Cushman & Wakefield, Deutsche Bank, Edeka, and Mapcley
Limited. Such information hus been accurately reproduced and as far as the Company is aware and is able to
ascertain from information published by the stated sources, no facts have been omitted which would render the
information inaccurate or misleading.

Subject toits legal and regulatory obligations, the Company expressly disclaims any obligations to update
or revise any forward-looking statement contained herein to reflect any change in expectations with regard
thereto or any change in events, conditions or circumstances on which any statement is based.

Prospective investors must not treat the contents of this Prospectus as advice relating to legal. taxation,
investment or any other matters. Prospective investors must inform themsclves as to: (a) the legal requirements
within their own countries for the purchase, holding, transfer, redemption or other disposal of Shares; (b) any
foreign exchange restrictions applicable to the purchase, holding, transfer, redemption or other disposal of
Shares which they might encounter; and (¢) the income and other tax consequences which may apply in their
own countries as a resull of the purchase, holding, transfer, redemption or other disposal of Shares.
Prospective investors must rely upon their own representatives, including their own legal advisers and
accountants, as to legal, tax, investment or any other related matters concerning the Company and an
investment therein.

In connection with the Offer, Deutsche Bank (or its affiliates), as stabilising manager, may, for stabilisation
purposes, over-allot Shares up to a maximum of 10% of the total number of Offer Shares comprised in the
Offer. For the purposes of allowmg Deuische Bank to cover short positions resulting from any such
over-allotments and/or from sales of Shares effected by it during the stabilising period. the Company has
granted to it an option (the “Over-allotment Option™) pursuant to which Deutsche Bank may require the
Company to issue additional Offer Shares up to a maximum of 10% of the total number of Offer Shares
comprised in the Offer at the Offer Price. The Over-allotment Option is exercisable in whole or in part, upon
notice by Deutsche Bank. at any time during the period commencing on the date of pricing of the Offer Shares
on Eurolist by Euronext Amsterdam and lasting for 30 calendar days thereafier. Any Offer Shares issued by the
Company following the exercise of the Over-allotment Option will be issued on the same terms and conditions
as the Offer Shares being issued in the Offer and will form a single class for all purposes with the other Ordinary
Shares.

In connection with the Offer, Deutsche Bank (or its affiliates) as stabilising manager, or any of its agents,
may {but will be under no obligation to), to the extent permitted by applicable law, over-allot and effect other
transactions with a view to supporting the market price of the Shares at a level higher than that which might
otherwise prevail in the open market. Deutsche Bank 1s not required to enter into such transactions and such
transactions may be effected on any stock market, over-the-counter market or otherwise. There can be no
assurance that such stabilising measures will be undertaken. If they are undertaken, they may be stopped at
any time and may only be taken during the period from the date of pricing of the Offer Shares up to and
including the date that is 30 calendar days thereafter.

Investors should note that Deutsche Bank, Goldman Sachs, Lehman Brothers and Maorgan Stanley
and/or their respective affiliates have acted, may currently act, and may in the future act, in various capacities
in relation to the issuers of certain securities in which the Group invests or may invest, including as manager,
servicer, security trustee, equity holder and/or secured lender to affiliates of the issuer of the relevant securities.
Each such role confers specific rights to and obligations on Deutsche Bank, Goldman Sachs. Lehman Brothers
and Morgan Sianley and/or their affiliates. In carrying out these rights and obligations the interests of
Deutsche Bank, Goldman Sachs, Lehman Brothers and Morgan Stanley and/or their respective affiliates may
not be aligned with the interests of a potential investor in the Shares. Deutsche Bank. Goldman Sachs, Lehman
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Brothers and Morgan Stanley and/or their respective affiliates in their capacity as lender to certain of the
issucrs of securities in which the Group invests or its affiliates may hold security interests in various of those
issuers” assets. some of which asscts may also secure obligations owed to holders of the relevant issuer’s
securities, which may include the Group. The Underwriters and/or their respective affiliates in their capacity as
lender to certain of the issuers of securitics in which the Group invests or its affiliates may hold security
interests in various of those issuers” assets, some of which assets may also secure obligations owed to holderts
of the relevant issuer’s securities, which may include the Group.

Neither the Shares nor the Company have been approved or disapproved by any governmental or
regulatory authority of any country or jurisdiction, nor has any such governmental or regulatory authority
passed upon or endorsed the merits of the Company or an investment in its Shares. The Company has the
neeessary consent from the Guernsey Policy Council under the Control of Borrowing (Bailiwick of Guernsey)
Ordinances 1959 to 1989 for the raising of money by the issue of the Offer Shares. It must be specifically
understood that. in giving consent, neither the Guernsey Financial Services Commission nor the States of
Guernsey Policy Council takes any responsibility for the financial soundness of the Company or for the
correctness of any of the statements made or opinions expressed with regard toit.

THE OFFER SHARES HAVE NOT BEEN APPROVED OR RECOMMENDED BY THE UNITED
STATES SECURITIES AND EXCHANGE COMMISSION OR ANY US., STATE SECURITIES
COMMISSION OR OTHER REGULATORY AUTHORITY NOR HAVE SUCH AUTHORITIES
CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENCE IN THE UNITED
STATES.

The distribution of this Prospectus and the offer, sale and/or issue of Shares in certain jurisdictions may
be restricted by law. Persons into whose possession this Prospectus comes are required by the Company and
Deutsche Bank, Goldman Sachs, Lehman Brothers and Morgan Stanley to inform themselves about, and to
observe, any such restrictions.

This Prospectus docs not constitute, and may not be used for the purposes of, an offer or an invitation to
subscribe for any Offer Shares by any person in any jurisdiction: (i) in which such offer or invitation is not
authorised; or (i1} in which the person making such offer or invitation is not qualified to do so; or (i} to any
person to whom it is unlawful to make such offer or invitation. The distribution of this Prospectus and the
offering of Offer Shares in certain jurisdictions may be restricted. Accordingly, persons outside the United
Kingdom into whose possession this Prospectus comes are required by the Company and Deutsche Bank,
Goldman Sachs, Lehman Brothers and Morgan Stanley to inform themselves about and to observe any
restrictions as Lo the offer or sale of Shares and the distribution of this Prospectus under the laws and
regulations of any territory in connection with any applications for Shares in the Group, including obtaining
any requisite governmental or other consent and observing any other formality prescribed in such territory. No
action has been taken or will be taken in any jurisdiction by the Group, Deutsche Bank, Goldman Sachs,
Lehman Brothers and Morgan Stanley |, the Manager or the Administrator that would permit a public offering
of the Offer Shares in any jurisdiction where action for that purpose is required, nor has any such action been
taken with respect to the possession or distribution of this Prospectus other than in any jurisdiction where
action for that purposc is required.

The Offer is only being made to persons in the United Kingdom whose ordinary activities involve them in
acquiring, holding, managing or dispesing of investments (as principal or agent) for the purposes of their
businesses or otherwise in cireumstances which have not resulted and will not result in an offer to the public in
the United Kingdom within the meaning of the Financial Services and Markets Act 2000, and each
Underwriter has only communicated or caused to be communicated and will only communicate or cause to be
communicated any invitation or inducement to engage in investment activity (within the meaning of section 21
of the Financial Services and Markets Act 2000} received by it in connection with the issue or sale of the Offer
Shares in circumnstances in which Section 21(1) of the Financial Services and Markets Act 2000 does not apply.

The distribution of this Prospectus and the offer, sale and/or issue of the Offer Shares has not been and
will not be registered under the Securities Act or any state securities laws in the United States or, except as set
out in this Prospectus, the securities laws of any other jurisdiction and may not be reoffered, resold, pledged or
otherwise transferred cxcept as pecmitted by the Company’s Articles of Association and as provided in this
Prospectus. Subscribers shall be required to represent, acknowledge and agree that they will not reoffer, resetl.
pledge or otherwise transfer the Offer Shares except (x) in compliance with the Securities Act and other
applicable laws and except to a transferee who is (i) (2) an “accredited investor” within the meaning of the
Securities Act or (b) a “qualified institutional buyer™ (as defined in rule 144A of the Securities Act) and in each
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case also a “qualified purchaser”™ or “knowledgeable employee™ within the meaning of the Investment
Company Act or (1) not a U.S. person as such term is defined under Regulation S under the Securities Act
purchasing for its own account, or for the account ol a buyer that meets such criteria. in an ottshore
transaction pursuant to Regulation S and (y) (1) upon delivery of all certifications, opinions and other
documents that the Company may require and (2) in accordance with any applicable securitics law of any state
ol the United States and any other jurisdiction.

Further, no purchase, sale or transfer of Shares may be made unless such purchase, sale or transfer will not
result in the assets of the Group constituting “plan assets”™ within the meaning of ERISA that are subject to
Title | of ERISA or Section 4973 of the U.S. Internal Revenue Code of 1986, as amended (the “Code™).
Accordingly. investors using assets of retirement plans or benefit plans that are subject 10 ERISA or Section
4975 of the Code (including. as applicable, assets of an insurance company general account) will not be
permitted to acquire OfTer Shares. and each investor will be required to represent or will, by its acquisition of
an Offer Share be deemed to have represented, that it is not a “benefit plan investor™ within the meaning of
ERISA. Any purported purchase or transfer of an OQffer Share that would cause the Group’s assets to be
deemed to be “plan asscts’ under ERISA that are subject to Title I of ERISA or Section 4975 of the Code, or
otherwise does not comply with the foregoing, is subject to restrictions as provided in the Company’s Articles
of Association and this Prospectus,

The Offer Shares are transferable subject to the restrictions described herein. Each transferor of Offer
Shares agrees to provide notice of the transfer restrictions set forth herein to the transferee.

THE MANAGER IS EXEMPT FROM REGISTRATION WITH THE COMMODITY FUTURES
TRADING COMMISSION AS A COMMODITY POOL OPERATOR BECAUSE PARTICIPATION IN
THIS POOL IS LIMITED, IN THE CASE OF U.S. PERSONS, TO CERTAIN INDIVIDUALS WHO ARE
WITHIN A SUBCLASS OF QUALIFIED ELIGIBLE PERSONS (“QEPs”) AND TO ENTITIES THAT
ARE EITHER QEPs OR ACCREDITED INVESTORS, RECOGNISED UNDER THE FEDERAL
SECURITIES AND COMMODITIES LAWS. THEREFORE, THE MANAGER IS NOT REQUIRED
TO DELIVER A DISCLOSURE DOCUMENT AND A CERTIFIED ANNUAL REPORT TO
PARTICIPANTS IN THIS POOL.

Notice to New Hampshire Residents only

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A
LICENCE HAS BEEN FILED UNDER RSA 421-B WITH THE STATE OF NEW HAMPSHIRE NOR
THE FACT THAT A SECURITY IS EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN
THE STATE OF NEW HAMPSHIRE CONSTITUTES A FINDING BY THE SECRETARY OF STATE
OF THE STATE OF NEW HAMPSHIRE THAT ANY DOCUMENT FILED UNDER RSA 421-B IS
TRUE,COMPLETE AND NOT MISLEADING. NEITHER ANY SUCH FACT NOR THE FACT THAT
AN EXEMPTION OR EXCEPTION IS AVAILABLE FOR A SECURITY OR A TRANSACTION
MEANS THAT THE SECRETARY OF STATE OF THE STATE OF NEW HAMPSHIRE HAS PASSED
IN ANYWAY UPON THE MERITS OR QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN
APPROVAL TO. ANY PERSON, SECURITY OR TRANSACTION. IT IS UNLAWFUL TO MAKE OR
CAUSE TO BE MADE. TO ANY PROSPECTIVE PURCHASER, CUSTOMER OR CLIENT ANY
REPRESENTATION INCONSISTENT WITH THE PROVISIONS OF THIS PARAGRAPH.

Available Information

For so long as any of the Shares are in issue and are “restricted securities” within the meaning of Rule
144(a)(3) under the Securities Act, the Company will, during any period in which it is not subjeet to Section 13
or 15(d) under the Exchange Act, nor exempt from reporting under the Exchange Act pursuant to Rule
12¢3-2(b} thereunder, make available to any holder or beneficial owner of a Share, or to any prospective
purchaser of a Share designated by such holder or beneficial owner, the information specified in, and meeting
the requirements of, Rule 144A(d}(4) under the Securities Act.

Service of Process and Enforcement of Civil Liabilities

The Company 1s incorporated under Guernsey law. Service of process upon Directors and officers of the
Company. the majority of whom reside outside the United States, may be difficult to obtain within the United
States. Furthermore, since most directly owned assets of the Group are outside the United States, any
judgment obtained in the United States against it may not be collectible within the United States. There is
doubt as to the enforceability in England and Guernsey, in original actions or in actions for enforcement of
judgments of U.S. courts, of civil liabilities predicated upon U.S. federal securities laws.
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Other Selling Restrictions

Relevant Member States of the European Economic Area

In relation 10 each member state of the European Economic Area which has implemented the Prospectus
Directive {each, a “Relevant Member State”), with effect from and including the date on which the Prospectus
Directive was implemented in that relevant member state (the “Relevant Implementation Date™) no Offer
Shares have been offered or will be offered pursuant to the Offer to the public in that relevant member state
prior 1o the publication of a prospectus in relation to the Offer Share which has been approved by the
competent authority in that member stale or, where appropriate, approved in another refevant member state
and notified to the competent authority in the relevant member state, all in accordance with the Prospectus
Directive, except that with effect from and including the relevant implementation date, offers of Offer Shares
may be made to the public in that relevant member state at any time:

(a) 1o legal entities which are authorised or regulated to operate in the financial markets or, if not so
authorised or regulated, whose corporate purpose is solely to invest in securities;

(b) to any legal entity which has two or more of (1) an average of at least 250 employees during the last
financial year; (ii) a total balance sheet of more than €43,000,000 and (iii) an annual turnover of
more than €50,000,000 as shown in its last annual or consolidated accounts; or

{¢) tofewer than 100 natural or legal persons (other than qualified investors as defined in the Prospectus
Directive) subject to oblaining the prior consent of each of the Underwriters; or

{d) in any other circumstances which do not require the publication by the Company of a prospectus
pursuant to Article 3 of the Prospectus Directive,

provided that no such ofter of Offer Shares shall result in a requirement for the publication of a prospectus
pursuant to Article 3 of the Prospectus Drirective or any measure implementing the Prospectus Directive in a
relevant member state and each person who initially acquires any Offer Shares or to whom any offer is made
under the Offer will be deemed to have represented, acknowledged and agreed that it is a “qualified investor™
within the meaning of Article 2(1)(¢) of the Prospectus Directive.

For the purpose of the expression an “offer of any Offer Shares to the public™ in relation to any Shares in
any relevant member state means the communication in any form and by any means of sufficient information
on the terms of the ofTer of any Offer Shares to be offered so as to enable an investor to decide to purchase any
Offer Shares, as the same may be varied in that relevant member state by any measure implementing the
Prospectus Directive in that relevant member state,

In the case of any Offer Shares being offered to a financial intermediary as that term is used in Article 3(2)
of the Prospectus Directive, such financial intermediary will also be deemed to have represented, acknowledged
and agreed that the Offer Shares acquired by it in the Offer have not been acquired on a non-discretionary basis
on behalf of, nor have they been acquired with a view to their offer or resale to persons in circumstances which
may give rise to an offer of any Offer Shares to the public other than their offer or resale in a relevant member
state to qualified investors as so defined or in circumstances in which the prior consent of the Underwriters has
been obtained to each such proposed offer or resale. The Company and Underwriters and their affiliates, and
others will rely upon the truth and accuracy of the foregoing representation, acknowledgement and agreement.
Notwithstanding the above, a person who is not a qualified investor and who has notified the Underwriters of
such fact in writing may, with the consent of the Underwrilers, be permitted to subscribe for or purchase Offer
Shares in the Offer.

Germany

The Offer Shares which are the subject of this Prospectus are neither registered for public distribution
with the Federal Financial Supervisory Authority (Bundesanstalt fiiv Finanzdienstleistungsaufsicht— “BaFin™)
according to the German Investment Act nor listed on a German exchange, No sales prospectus pursuant to
the German Securities Prospectus Act has been filed with the BaFin. Consequently, the Offer Shares in the
Company must not be distributed within Germany by way of a public offer, public advertisement or in any
similar manner, and this document and any other document relating to the Offer Shares in the Company, as
well as information or statements contained therein, may not be supplied 1o the public in Germany or used in
connection with any offer for subscription of the Offer Shares in the Company to the public in Germany or any
other means of public marketing.
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Any resale of the Offer Shares in the Federal Republic of Germany may only be made in accordance with
the German Securities Prospectus Act and any other laws applicable in the Federal Republic of Germany
governing the sale and offering of shares. No view on Taxation is expressed. Prospective investors in Germany
are urged to consult their own tax advisers as to the tax consequences that may arise from an investment in the
Offer Shares.

Iraly

The offering of the Offer Sharcs has not been authorised by the relevant [talian authoritics pursuant to
Article 42 and Article 94 and seq. of Legislative Decree no. 38, dated 24 Fcbruary 1998, as amended, and,
accordingly, no Offer Shares may be offered, sold, delivered or marketed to investors of any kind in the
Republic of Taly, nor may copies of the Prospectus or of any document relating to the Offer Shares be
distributed in the Republic of Italy.

Australia

The Prospectus has not been and will not be lodged with the Australian Securities and Investments
Commission (“AS]1C""} and is not a product disclosure statement or disclosure document for purpeses of the
Australian Corporations Act 2001 (Cth) (the “Act”). The Prospectus muy not be issued or distributed in
Australia and no offer, invitation or recommendation may be made in relation 1o the issue, sale or purchase of
any Offer Shares in Australin (including an offer, invitation or recommendation received by a person in
Australia) and no Offer Shares may be sold in Australia, unless the offer. invitation or sale does not need
disclosure to Investors under Part 613.2 or Diviston 2 or Part 7.9 of the Act. Accordingly, the Prospectus may
not be distributed in Australia to retail clients (as defined in the Act).

If a recipient on-sclls their Offer Shares within 12 months of their issue, that person will be required to
lodge a disclosure document with ASIC unless cither:

{a} thesaleis pursuant to an offer received outside Australia or is made to a “wholesale client” within the
meaning of 761G of the Act; or

(b) it can be established that the Company issued, and the recipient subscribed for. the Offer Shares
without the purpose of the recipient on-selling them or granting, issuing or transferring interests in,
or options or warrants over them.

Japan

Offering of the Offer Shares will fall under the privaie placement defined in Article 2, paragraph 3,
sub-paragraph 2-b of the Securities and Exchange Law and accordingly no registration in accordance with
Article 4, paragraph | of the Securitics and Exchange Law has been made therefor.

Presentation of Financial Information

The consolidated financial information contained in Parts IX and X of this Prospectus has been
extracted, without material adjustment, from the audited consolidated financial statements of the Company
for the year ended 31 December 2004 and 31 December 2005 respectively. Similarly, the financial information
contained in Parts X1, XI1 and XI11 of this Prospectus has been extracted, without material adjustment, from
the unaudited results for the Company for the three month peried ended 31 March 2006, the six month period
ended 30 June 2006 and the nine month period ended 30 September 2006 respectively.

The financial statements of the Company are prepared under International Financial Reporting Standards
(IFRS).

Eurocastle’s [nitial Public Offering prospectus dated 24 June 2004, contains Eurocastle’s audited financial
statements for the financial period ended 31 December 2003 under 1FRS together with relevant accounting
policies and notes and the independent auditor’s report. This information which has been filed with, and can
be found at, the Document Viewing Facility of the Financial Services Authority (25 North Colonnade,
London E14 5HS). is incorporated into this Prospectus by reference.

Certain financial information in this Prospectus has been rounded and, as a result, the totals of the data
presented may vary slightly from the actual arithmetic totals of such information,




PART I

EUROPEAN REAL ESTATE MARKET AND EUROPEAN ABS/REAL ESTATE LOANS
OVERVIEWS

Real Estate Market and Market Trends

In the first half of 2006, high levels of investor demand and a number of major portfolio transactions
pushed European direct real estate investment volumes to €35 billion. This represents an increase of 30% over
the first half of 2005. The investment activity in the first half of 2006 exceeded levels for each of the years 2000
to 2003, In addition, first half 2006 European real estate activity was increasingly focused on the German, UK
and French markets. In this period, these countries’ share of total European activity increased from 66% to
70%, Germany’s share of transactions rose by over 50% from 13% in 2005 to 20% in the first half’ of 2006."

The following trends support the Directors’ belief that particular opportunities for investment in
commercial real estate in Germany continue to exist:

The German public sector, German corporates and open-ended funds have been selling non-strategic
assets to free up commitied capital. This trend is also visible in medium-sized regional German companics
(Mirtelstand). In contrast to the United States, the Directors believe that Germany still offers significant
potential. On average, US companies own only one third of the properties they use, with the remainder being
leased. In Germany, with self-owned properties currently representing approximately 55%, this ratio is more
favourable.® In addition, the Directors recognise sector specific strategy patterns. For instance, German
retailers are increasingly liquidating owned real estate portfolios to better position themselves in the light of
fierce national competition and 10 finance expansion plans.

The Directors believe that the planned introduction of a German REIT regime in 2007 will likely act as
acatalyst for further monetisation of German commercial real estate. The Directors estimate that over the next
five to ten years approximately €115 to €155 billion in real estate assets might be channeled into the German
market if a tax transparent REIT structure were introduced in Germany.*"

Open-ended property funds in Germany are increasingly scllers of commercial properties and may sell
further assets due to strong outflows of funds in the recent past as well as recent measures to improve the
diversification and focus of their domestic portfolios. Many open-ended property funds have modified their
buy-and-hold strategy and increased their foreign portfolio share. The Direclors estimate that open-ended
property funds will continue to be increasingly active in the market as sellers of real estate.'?

The Directors also expect that the German property market will continue to be attractive as a result of
continued interest of international investors in nearly all segments. Bulwien estimates that approximately 50%
of the new institutional property investment volume for 2005 was driven by international investors.'> Driving
factors for this are, primarily, confidence displayed by international investors in an economic recovery in
Germany and the relatively high rental yields from leases (after deducting financing costs) compared to other
countries,

European Asset Backed Securities and Loans Market

European ABS Market

The Dircctors estimate that outstanding debt in the European debt market has continued to grow from the
estimated USS600 billion of outstanding debt at 2005 year end.*®

(1Y Source: Jones Lang LaSalle European Capital Market Bulletin HI.

(2) Source: DTZ Rescarch Report, Money into Property: Europe, 2006 Overview. May 2006, Forschungscenter betriebliche
Immobilicnwirtschaft {FBI) of May 2006.

(3)  Source: Dircetors” estimale based on Initiative Finanzstandort Deutschland ~ 1FD of 12 December 2005,
(4)  Source: CB Richard Ellis, September 2006.
{5} Sourcc: Bulwien Gesa AG, 2006: New Real Estate Investments of Institutional Investors.

(6} Source: Dircctors' estimate based on Deutsche Bank Securitisation Research.
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The following table illustrates the growth in this market:

European ABS New Issuance

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 YTD
(€ in Billions)
RMBS 14.4 14.9 254 42.8 38.5 76.8 1221 129.5 155.8
CMBS 47 4.7 94 12.6 17.3 19.6 17.8 20.1 39.7
Other ABS 200 255 48.0 45.4 70.8 63.9 7.0 95.5 119.2
Total 3.2 45.1 828 100.8 146.6 160.3 2099 246.0 3147 78

Notes: Numbers in this table are rounded so may not add to the total shown,
Published Deutsche Bank Securitisation Research regarding the breakdown of the new issuance for 2006 to date is not available,
Source: Deutsche Bunk Securitisation Research

According to the Directors’ estimates, new issuance of European ABS reached an all time high of
approximately €315 billion in 2005, including CMBS of €40 billion.!” 2006 European ABS new issuance
volumes have been strong with €350 billion issued to October month end. The Directors’ estimate new issuance
of European ABS looks set to exceed €400 billion for the full year 2006.

The Directors estimate that European real estate backed securities (CMBS and RMBS) represents the
largest component of the European ABS market, accounting for approximately 58% of the estimated new ABS
issuance in 2006 YTD.® The Directors believe that there will be increasing supply over the next few years of
European CMBS, as this market has been consistently growing each year, resembling the scale and growth of
the United States market a decade ago.

The European ABS market is diversified by collateral and increasingly diversified by country. While the
UK continues to dominate European issuance (in part due to a supportive insclvency regime and favourable
lease structures), growth in other countries, notably Italy, the Netherlands, Spain and Germany. has been
strong. In 2005. issuance from these countries was approximately €130 billion. The Directors expect France
and Germany to grow in importance to the primary market over the medium term and provide increasing
liquidity for investors.

European Real Estate Loan Market

The suberdinated/mezzanine real estate debt market in Europe has existed for over 10 years, primartly in
the UK and Germany, and consists of a variety of different structures and forms including secured B notcs or
mezzanine tranches and debt secured by shares in property-owning vehicles which are typically non-
investment grade rated investments ranging from ‘BBB-"t0 ‘B’. As most of these debt instruments are privately
placed and inter-loan relationships vary from issuer to issuer, there is limited public information available on
the size and depth of the market or the amount of new volume issuance ycar over year. As the new issuance
European investment grade CMBS market continues to grow (see table above), liquidity in these types of
higher yielding, nen-investment grade investments has increased. This has been further supported as banks
and specialist funds have demonstrated increased interest to own this type of subordinated debt. The Directors
estimate that the European B-Note market is expected 1o grow over the next five years as overall European
CMBS issuance is expected 10 continue to grow.

{7y Source: Directors’ estimate based on Deutsche Bank Securitisation Research.

(8)  Source: Directors” estimate based on Deutsche Bank Securitisation Research. 2006 YTD to October month end.
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PART 11
THE COMPANY AND ITS BUSINESS

The financial information set out in this Part I hus been extracted, without material adjustment, from the
Company's unaudited interint results for the nine months ended 30 September 2006 and its management accounts.
References to the assets being carried at a certain value are 1o the value ar which the relevant asset was carried in
the Group's accounts al the relevant date.

Introduction

The Company is a closed-ended limited liability investment company formed to invest in real estate and
the growing ABS markets in Europe. The Company and its subsidiaries invest primarily in German real estate
and European real estate related debt. The Company is treated as a closed-ended fund by the Guernsey
Financial Services Commission. The Company’s Shares are currently listed and trade on Eurolist by Euronext
Amsterdam.

Investment Objectives and Guidelines

The Group's investment objectives are to deliver stable dividends and attractive risk-adjusted returns for
Shareholders through prudent asset selection, active asset management and the use of appropriaic financing
structures. The Group secks to deliver returns by optimising the difference between the yield on investments
and the cost of operating and financing these investments.

The Group’s investment activities are currently focused on acquiring commercial real estate assets in
Germany, which are principally let to creditworthy tenants, and holding these assets for the medium to
long-term while allowing for strategic sales where appropriate. It will also continue to dedicate some resources
to its European reul estate related debt portfolio.

The Board of Directors has adopted general guidelines for investments and borrowings which are
currently as follows:

+  leverage will not exceed 95% of the Group’s gross assels; and

+  the Group will not co-invest with the Manager or any of its affiliates (other than Group affiliates)
unless (i) the co-investment does not result in the Group’s leverage exceeding 95% of its gross assets
and (ii) the terms of the co-investment are at least as favourable to the Group as to the Manager or
such Manager affiliate (as applicable) making such co-investment.

The Board will keep the Group’s investment objectives and guidelines under review and will determine the
extent to which further changes to them are appropriate having due regard to the Shareholders’ interests, If and
when further changes are made, they will be notified to Sharcholders through the usual channels.

The Company will disclose in its annual accounts details of any breach of its investment guidelines that
has occurred during the relevant financial year and the action taken to remedy it.

The Group may acquire assets from the Manager or its affiliates, including securities issued by the
Manager or its affiliates, and the Group may sell assets to the Manager and its affiliates, including securities
issued by the Manager and its affiliates, provided in each case that such transaction complies with the Group’s
investment objectives and guidelines and the transaction is on arm’s length commercial terms,

Strategy

In pursuing its investment objectives, the Group employs the following strategic concepts:

Value-Oriented, Active Portfolio Management
The Group intends to increase the value of its investments through active asset and portfolio management.

With respect to its real estate assets, the Group intends, to the extent possible, to further increase their
value by optimising their rental potential. To this e