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DECO 11 - UK CONDUIT 3 PLC
STRATEGIC REPORT

FOR THE Y EAR ENDED 31 DECEMBER 2015

The directors present their strategic report together with the audited financial statements of Deco 11 = UK Conduit 3
Plc (the “Company”) for the year endéd.31 December 2015.
REVIEW OF THE BUSINESS

The Company was incorporated as a public company with limited liability on 7 November 2006 under the laws of
England and Wales. The Company was established as a special purpose Company for the purposes of issuing floating’
rate loan notes (the “loan notes”) due January 2020. The loan notes comprise Class A-1A notes, Class A-1B notes,
Class A-2 notes, Class B notes, Class C notes, Class D notes, Class E notes and Class F notes with Class A-1A notes
-bearing the highest ranking in priority. On 20 December 2006, the Company issued £444,387,935 loan notes in |
accordance with the Offering Circular dated 19 December 2006. .

The Company used the proceeds from the issue of these loan notes to acquire the beneficial interest in a commercial
mortgage portfolio from Deutsche Bank AG, London Branch, (the “mortgage loans”), to open accounts, to create
security and receive interest in respéct thereof, and to enter into certain related transactlons as described in the Offering
Circular. :

The loan notes are listed on the Irish Stock Exchange.

The directors do not anticipate any other changes to the present level of activity. However as disclosed bélow there is a
material uncertainty that may cast significant doubt about the Company’s ability to continue as a going concern.

RESULTS AND PERFORMANCE ' :

The results of the Company for the year, as set out on page 12, show a profit on ordinary activities before tax of
£35,469,035 (2014: £7,325,898). The profit was primarily due to unrealised fair value gains on the derivative financial
instruments of £9,417,431 (2014: £4,758,472) and impairment reversal of £28,210,831 (2014: reversal of £2,565,916).
The Company had a shareholder’s deficit of £113,454,793 (2014: £148,923,529) as at 31 December 2015. The deficit
was primarily due to-the cumulative impairment on the mortgage loans of £95,891,874 (2014: £124,102,705) and the
fair value liability on the derivative financial instruments totalling £9,274,903 (2014: £18,692,334).

STRATEGY :

The principal activity of the Comparny is the issue of loan notes. The Company has issued Ioan notes to fund the
acquisition of beneficial interest in a mortgage loan portfolio. These financial assets and liabilities provide the majornty
of the assets and liabilities of the Company along with associated interest income and expense.

The strategies used by the Company in achieving its objectives regarding the use of their financial instruments were set
when the Company issued the loan notes. The principal risks arising from the Company's financial instruments (both
assets and liabilities) are credit risk, interest rate risk, refinancing risk and liquidity risk.

The Company has also entered into swap agreements. This is to mitigate the interest rate risk associated with the mis-
match between the ﬁxed and floating rate interest generated by the mortgage loans and the floating rate on the loan
notes..

KEY PERFORMANCE IN D]CATORS (‘KPIs’) :

The key performance indicator of the business is considered to be the net interest margin. During the year, the
" Company achieved a net interest margin (net interest income divided by interest income) of 14.80% (2014: 10.05%).
The increase in the net interest margin is mainly attributed to the decrease in interest expense with the repayment of
Class A notes and increase in non accrued interest for the classes E and F of the loan notes.



DECO 11 - UK CONDUIT 3 PLC
STRATEGIC REPORT (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES

" The directors acknowledge that the global macro-economic indicators and general business environment have lmproved
during the year under review. However, market liquidity constraints, limited availability of credit and difficult trading
conditions continue to pose significant challenges to all underlying busmesses and borrowers with whom the Company
has exposure through the mortgage loans.

- The Company’s financial instruments, other than derivatives, comprise mortgage loans, cash and cash equivalents, loan
notes and various receivables and payables that arise directly from its operations. The main purpose of the mterest
bearing borrowings is to finance a mortgage portfolio acquired from Deutsche Bank AG, London Branch.

The Company also enters into derivative transactions. The purpose of such transactlons is to manage the interest rate
risk arising from the Company’s operatlons and its sources of finance.

" The Board reviews and agrees policies for managing rlsks arising on the Company’s financial instruments and they are '
summarised below. Further discussion to the approach to financial instruments 1s set out in Note 1 (Significant
accountmg policies) and in Note 12. .

Currency risk
All of the Company’s assets and liabilities are denommated in Pound Ster]mg and therefore there is no foreign currency
risk. .

Interest rate risk :
Interest rate risk exists where assets and liabilities have interest rates set under a different basis or which reset at
different times. The Company minimises its exposure to interest rate risk by ensuring that the interest rate
characteristics of its assets and liabilities are similar; where this is not possible the Company uses interest rate swaps to
mitigate any residual interest rate risk. .

Credit risk :

The principal credit risk to the Company is that the borrowers will not be able to meet their obligations as they fall due.
The mortgage loans are secured on a number of UK commercial properties which are geographlcally diverse and
include a diverse tenant portfolio.

Credit risk on the mortgage loans arises where the mortgage loans are secured on underlying commercial properties.
The maximum exposure to credit risk is the Statement of Financial Position amount. The largest single exposure to
credit risk is the Mapeley Gamma mortgage loan totalling £139,171,974 net of provisions (2014: £110,843,434). This
gives rise to a relatively high concentration risk of 84% (2014: 79%) as at year end. The Company monitors the
performance of the loans on a regular basis and appoints third party specialist servicers, where required, to help
maximise recoveries in the event of breaches or defaults on the loans. Hatfield Philips International Ltd is the Special
Servicer of the Mapeley Gamma properties. '

Impairment

The Company assesses at each reporting date whether there is any objective evidence that a financial asset is lmpalred

A financial asset or portfolio of financial assets is impaired and an impairment loss incurred if there is objective
evidence that an event or events since initial recognition .of the asset have adversely affected the amount or timing of
future cash flows from the asset. The impairment represents the estimated difference between the market valuation of -
the collateral and the loan outstanding. : '



DECO 11 - UK CONDUIT 3 PLC
STRATEGIC REPORT (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015 .
FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES (CONTINUED)

lmpalrment (continued)

Mapeley Gamma loan: The loan was placed into special servicing in October 2012 due to a breach of the LTV
covenant. As such, an lmpalrment assessment is carried out.annually on the loan. The property was last valued on 23 .
February 2015 by the special servicer and the impairment recognised as at 31 December 2014 was£105,517,624. The
special servicer is actively managing the properties. An impairment reversal of £28,328,539 (2014: £3,030,434) was .
recognised during the year, based on the estimated market value of the collateral at 31 December 2015 of £139,171,974
and loan principal of £216,361,058, resulting in an impairment provision recognised at 31 December 2015 of
~ £77,189,085. The estimated market value-is derived by indexing the latest property valuation. :

Regent Capital Eurocentral loan: The loan defaulted.on its 21 October 2013 maturity date and was subsequently placed
into special servicing. The special servicer sold the collateral in April 2015 and a final amount of £3,437,000 was
recovered on the loan. During the year, the amount of £2,161,991 was written off and an impairment reversal of
£2,242,571 (2014: £437,000) was recognised during the year '

Investco Estate Limited loan: The loan defaulted on its 21 October 2013 maturity date and was subsequently placed into
special servicing. As such, an impairment assessment is carried out annually on the loan. The property was last valued-
on 20 January 2016 by the special servicer. The special servicer continues to market the asset and use the cash received
excess of interest to amortise the loan until such time the ‘property is sold. An.impairment charge of £209,358 (2014:
reversal of £242,858) was recognised during the year, based on the estimated market value of the collateral at 31
December 2015 of £1,018,500 and loan principal .of £1,435,000, resulting in an impairment provision recognised at 31
December 2015 of £416,500 (2014: £207,142). The estlmated market value is derived by indexing the latest property
valuation.

Wildmoor Northpoint Limited loan: The loan defaulted on its 25 July 2010 maturity date and was subsequently placed

into special servicing. As such, an impairment assessment is carried out annually on the loan. The property was last

valued on 19 July 2012 by the special servicer and the balance of impairment at 31 December 2014 was £15,616,752.

An impairment charge of £1,514,292 was recognised during the year, based on the estimated market value of

£19,987,733 and loan principal of £37,118,778, resulting in an impairment provision recognised at 31 December 2015
of £17,131,045. The estimated market value is derlved by adjusting the latest property valuation by the tenancy rate.

CP1 Retall Active Management loan: The loan defaulted on its 20 July 2011 maturity date and was subsequently placed
into special servicing. As such, an impairment assessment is carried out arinually on the loan. The property was last
valued on 15 December 2010. An impairment charge of £636,628 was recognised during the year, based on the
estimated market value of £6,030,038 and a loan principal of £7,185,283, resulting in an impairment provision

- recognised at 31 December 2015 of £1,155,245 (2014: £518,617). The estimated market value is derived by mdexmg
the latest property valuation at year end.

St Christopher Nottingham loan was repaid in full during the year.

Reﬁnancmg risk

The ability of a borrower to make timely payment of principal due on any loan on the relevant loan maturity date may
be dependent upon that borrower’s ability to refinance the loan, In the event a borrower cannot refinance before or at
" the loan maturity date, repayment may be delayed, and in some circumstances the collateral, which could be enforced

. and sold, may be sold at a value below the then outstanding principal of the loan. As a result, repayment of the loan

may be made, at below par and the Company would be unable to repay certain classes of the loan notes in"full.

In the event of the loan notes not being able to be repaid, the loan riotes would be written down starting from the lowest
class of note, F, to the highest class of note, A-1A.



DECO 11 — UK CONDUIT 3 PLC
STRATEGIC REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2015

Liquidity risk

A facility provided by Danske Bank A/S (London Branch) has been establlshed which will be available, subject to
certain criteria and circumstances, in the event of the Company being unable, on a temporary basis, to meet its financial
commitments. On 12 November 2015, the liquidity facility for £18,499,718 was renewed for the period from
11 December 2015 to 8 December 2016. The directors expect this facility to be renewed annually.

-During the year ended 31 December 2015, £18,512, 438 (2014: £1,068,703) was repald as Danske Bank has met the
Requisite Rating during the year. In 2012, Danske Bank A/S (London Branch) was downgraded below the Requisite
Rating and, as per the Liquidity Facility Agreement, a Stand-by Drawing amountmg to the full amount of the available
facility was drawn down.

Corporate governance

The directors have béen charged with governance in accordance with the transaction documents describing the
structure and operation of the transaction. The governance structure of the Company is such that the key policies have
been predetermined at the time of issuance and the operational roles have been assigned to third parties with their roles
strictly governed by the transaction documents. : ‘

The transaction documents provide for procedures that have been designed for safeguarding assets against unauthorised
use or disposition, for maintaining proper accounting records, and for the reliability and usefulness of financial
information used within the business or for publication. Such' procedures are designed to manage rather than eliminate
the risk of failure.to achieve business objectives whilst enabling them to comply with the regulatory obligations.

Due to the nature of the securities which have been issued on the Irish Stock Exchange, the directors are satisfied that
there is no requirement to publish a corporate governance statement and that the Company is largely exempt from the
disclosure requirements of The Irish Corporate Governance Annex and the provisions of the UK Corporate Governance
Code.

Going concern .

The Company’s business activities, together with the factors likely to affect its future development, performance and
_position are set out above. The financial position of the Company, its cash flows, liquidity position and borrowing
facilities are set out in the financial statements. In addition, notes 1 and 12 to the financial statements, include the
Company’s objectives, policies and processes for managing its capital; its financial risk management objectives; and its
exposures to credit risk and liquidity risk. . '

The Company has net liabilities of £113,454,793 (2014: £148,923,529) as a result .of impairments of £95,891,874
(2014: £124,102,705) on the loan assets and derivative liabilities of £9,274,903 (2014: £18,692,334) held at fair value.
However, the terms of the loan.notes are limited recourse and therefore the Company is only obliged to repay the notes
to the extent that the Company receives cash from the loan assets. The note holders will therefore ultimately bear the
Company’s deficits on maturity of the notes.

Due to the limited recourse nature of the loan notes, the directors have a reasonable expectation that theé Company has
adequate resources to continue in operational existence for the foreseeable future. However, with the exception' of
Mapeley Gamma, the loans are past due and will be repaid as soon as the special servicer can dispose of the.underlying
collateral. The Mapeley Gamma loan has a due date of more than 12 months but is already in special servicing. There is
no active intention to sell the underlying properties but this remains one of the options available to the special servicer
and so the timing of the eventual sale remains uncertain. Once the servicer sells the underlying collaterals the loans will
be repaid, the result of which would be that the Company would cease to trade. These conditions, along with other
matters explained in note 1 to the financial statements indicate the existence of a material uncertainty which may cast
significant doubt about the company’s ability to continue as a going concern. Having considered all the information
available to them including the limited recourse nature of the notes, notwithstanding the uncertainty described above,
the directors have continued to adopt the going concern basis in preparing the financial statements. The financial
statements do not include the adjustments that would result if the company was unable to continue as a going concern.



DECO 11 - UK CONDUIT 3 PLC
STRATEGIC REPORT (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

o Sigagd on behalf of the Board , - :
. ’ . BN a ] )
) .................... for and on behalf of Deco 11 — UK Conduit 3 Plc

Director OW‘LWV\ “Orlj N

" .29 June 2016



DECO 11 - UK CONDUIT 3PLC
DIRECTORS’ REPORT

- FOR THE YEAR ENDED 31 DECEMBER 2015 - .

The directors have pleasure in presentlng thelr report and the financial statements of the Deco 11 — UK Conduit 3 Plc :
~ (the “Company”) for the year ended 31 December 2015. :

PRINCIPAL ACTIVITIES :
The Company is a special purpose company established in order to issue floating rate loan notes due January 2020 (“the -
loan notes”), to acquire the beneficial interest in a mortgage portfolio from Deutsche Bank AG, London Branch, (“the
mortgage loans”), to open accounts, to create security and receive interest in respect thereof, and to enter into certain
related transactions as described in the Offermg Circular dated 19 December 2006. On 20 December 2006 the
"Company issued £444, 387,935 loan notes in accordance with the Offermg Circular.

3
J

" RESULTS AND DIVIDENDS
The trading results for the year and the Company’s financial position at the end of the year are shown in the attached
financial statements. .

The Combany s profit for the year after tax amounted to £35,468,736- (2014: £7,325,596). after the profit on the
. financial derivative instrument of £9,417,431 (2014: £ 4,758,472) and loan impairment reversal of£28 210,831 (2014: -
. £2,565,916). The directors have not recommended a dividend (2014: £nil).

" CREDITOR PAYMENT POLICY

The Company’s policy concerning payment of i its trade creditors is to pay in accordance with its contractual and other
legal obligations. Due to the nature of the business, the main creditors are the noteholders. Principal and interest is
‘repald quarterly in accordance with the agreements in place. The Company does not follow any other code or standard
on payment practice.

DIRECTORS
The dlrectors who served the Company durmg the year were as follows:

Mr Graham Cox
Mr Graham Hodgkin

AUDITOR
Deloitte LLP have expressed their willingness to continue in office as auditor and a resolution to re-appoint them as
auditor for the ensuing year will be proposed at the next annual general meeting.



DECO 11 - UK CONDUIT 3 PLC
DIRECTORS' REPORT (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015
STATEMENT OF DISCLOSURE OF INFORMATION TO THE AUDITOR

- The directors confirm that: . : ' :
e 5o far as the directors are aware, there is no relevant audit information of which the Company’s auditor is unaware;
and : : ‘ ) I o
e - each of the directors have taken all steps that they ought to have as directors in order to make themselves aware of.
- any relevant audit information and to establish that the Company’s auditor is aware of that information.

“This confirmation is given and should be interpreted in accordance with the provisions of 5418, of the Companies Act
2006. . : ' '

‘Signed on behalf of the Board

Director ¢ Gm\\m Mﬁ)" A

29 June 2016 -




DECO 11 - UK CONDUIT 3 PLC
 DIRECTORS’ RESPONSIBILITIES STATEMENT

" FOR THE YEAR ENDED 31 DECEMBER 2015

‘The directors are responsnble for preparing the Annual Report and the financial statements in accordance w1th
applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have elected to prepare the financial statements in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union. Under company law the directors must not approve the
financial statements unless they are satisfied that they give a true and fair view of the state of affairs of the
Company and of the profit or loss of the Company for that year. In preparing these financial statements,
International Accounting Standard 1 requires that directors: B

e properly select and apply accounting pohcnes,
present information, including accounting policies, in a manner that provides relevant reliable,
comparable and understandable information;
e provide additional disclosures when compliance with the speclf ic requlrements in IFRSs is insufficient .
to enable users to understand the impact of particular transactions, other events and conditions on the
_ entity's financial position and financial performance; and
- make an assessment of the Company s ability to continue asa going concern.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company’s transactions and disclose with reasonable accuracy at any time the financial position of the Company
and enable them to ensure that the financial statements comply with the Companies Act 2006. They are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention
and detection of fraud and other irregularities.



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF DECO 11 - UK
CONDUIT 3 PLC

We have audited the financial statements of Deco 11 — UK Conduit 3 Plc for the year ended 31 December 2015
which comprise the Statement of Comprehensive Income, the Statement of Financial Position, the Statement of
Changes in Equity, the Statement of Cash Flows and the related notes | to 16. The financial reporting framework
that has been applicd in their preparation is applicable law and International Financial Reporting Standards
(IFRSs) as adopted by the European Union.

This report is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the Company’s members
those matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company s
members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement, the directors arc responsible for the
" preparation of the financial statements and for being satisfied that they give a true and fair view. Our responsibility
is to audit and express an opinion on the financial statements in accordance with applicable law and International
Standards on Auditing (UK and Ireland). Those standards require us to comply with the Auditing Practices
Board’s Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or ervor. This includes an assessment of: whether the accounting policies are appropriate to the Company’s
circumstances and have been consistently applied and adequately disclosed; the reasonableness of significant
accounting estimates made by the directors; and the overall presentation of the financial statements. In addition,
we read all the financial and non-financial information in the annual report to identify material inconsistencies
with the audited financial statements and to identify any information that is apparently materially incorrect based
on, or materially inconsistent with, the knowledge acquired by us in the course of performing the audit. If we
become aware of any apparent material misstatements or inconsistencies we consider the implications for our
report.

Opinion on financial statements
In our opinion the financial statements:
e give a true and fair view of the state of the company s affairs as at 31 December 2015 and of its profit
for the year then ended;
o have been properly prepared in accordance with appllcablc law and International Financial Reporting
Standards (IFRSs); and
e have been prepared in accordance with the requirements of the Companies Act 2006.

Emphasis of matter — Going concern

In forming our opinion on the financial statements, which is not modified, we have considered the adequacy of
the disclosure made in note [ to the financial statements concerning the company’s ability to continuc as a going
concern, uncertainty in relation to the timing of the sale of collateral held by the company over the remaining loan
assets and the future of the company subsequent to such a sale. These conditions, along with other matters
explained in note 1 to the financial statements indicate the existence of a material uncertainty which may cast
significant doubt about the company’s ability to continue as a going concern. The financial statements do not
include the adjustments that would result if the company was unable to continue as a going concern.

- A - T



INDEPENDENT AUDITOR’S REPORT TO THE M‘EMB"ERS OF DECO 11'- UK
CONDUIT 3 PLC (continued)

Opinion on other matter prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:
e the information given in the Strategic Report and the Directors’ Report for the financial year for \\'hICh
the financial statements are prepared is consistent with the financial statements; and
e the Strategic Report and the Directors’ Report have been prepared in accordance with applicable legal
requirements.

In the light of the knowledge and understanding of the company and its environment obtained in the course of
the audit, we have not identified any material misstatements in the Strategic Report and the Directors® Report.

Matters on which we are required to report by exception
We have nolhmg to report in respect of the following matters whu e the Companies Act 2006 requires us to report
to you if; in our opinion:
¢ adequate accounting records have not been kept, or returns adequalc for our audit have not been received
from branches not visited by us; or
the financial statements are not in agreement with the accounting 1ccoxds and returns; or
certain disclosures of directors’ remuneration specified by law are not made; or
we have not received all the information and explanations we lequne for our audit.

foan

Russell Davis FCA, (Senior Statutory Auditor)
for and on behalf of Deloitte LL.P

Chartered Accountants and Statutory Auditor
London, United Kingdom

2] 3. 2016



DECO 11 - UK CONDUIT 3 PLC

STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2015 ‘

2015

2014

The notes on pages 16 to 35 form part of these financial statements.

12

Continuing operations Notes £ £
Interest income 2. _ 14,977,194 15,178,221
- Interest expense 3 - (12,760,733) (13.652.675)
Ngt interest income 2,216,461 1,525,546
Impairment reversal of commercial mortgage loans 6 28,210,831 2,565,916 -
Mortgage loans written off 6 (2,161,991) (300,298)
Loan notes written off o - 4 187
Fair value gain on derivative fnancnal mstruments 13 9,417,431 4,758,472
Other operatmg expenses 4 (2.213,697) . _ (1.223.925)
33,252,574 - 5.800,352 .
Profit before tax for the year 35,469,035 - 7,325,898
~ Income tax charge 5 (299) (302)
Total profit after tax 35,468,736 7,325,596
Other comprehensive income - -
Total comprehensi_ve incomé for the year —35.468.736 ‘7E3255596



DECO 11 - UK CONDUIT 3PLC
STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2015

Assets

Non-current assets
Mortgage loans

Current assets

Mortgage loans

Trade and other receivables
Cash and cash equivalents

Total assets

Eq.uity

Share capital

Retained loss

Total shareholders’ deficit

Non-current liabilities
Loan notes
Total non-current ||ab|l|t|es

Current liabilities

Loan notes

Interest payable-on loan notes
Trade and other payables
Derivative financial instruments
Current tax liability

Total current liabilities

Total liabilities

Total equity and liabilities

Notes

-

-]

10

10
10
11
13

2014

282,740,178

2015

£ £
139,171,974 110,843,435
27,036,272 39,318,125
3,021,820 - 21,106,171
55319 92.859
30,113,411 60.517.155
169285385  _171.360,590
12,502 12,502
(113.467,295)  (148,936,031)
(113.454,793)  (148,923.529)

243,410,109 241130410
243,410,109 241,130,410
27036272 39,318,125
433,911 443,791
2,584,983 20,699,110
9,274,903 . 18,692,334

: 349
39,330,069 79,153,709

320,284,119

—169,285,385

171,360,590 .

These financial statements of Deco 11 — UK Conduit 3 Plc, Company Registration'5990966 on pages 12 to 35
were approved and authorised for issue by the directors on 29 June 2016 and are signed. on their behalf by:

Director

. The notes on pages 16 to 35 form part of these financial statements.
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DECO 11 - UK CONDUIT 3 PLC

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2015 .

Balance as at 1 January 2014

- Profit for the year 31 December 2014
Other comprehensive income for the year
Balance at 31 December 2014

Balance as at 1 January 2015

Profit for the year 31 December 2015

Other comprehensive income for the year
"Balance at 31 December 2015

Share
capital

£

12,502

12,502

Share
capital
£

- 12,502

12,502

Retained losses
_ £

(156,261,627)
7,325,596

( 1‘4'8!936303] )
Retained losses
£

(148,936,031)
35,468,736

The notes on pages 16 to 35 form part of these financial statements.

14

Total equity
e

(156,249,125) -
7,325,596

(148.923,529) -

Total equity’
e

(148,923,529)
35,468,736

{113,454,793)



DECO 11 — UK CONDUIT 3 PLC
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2015

. Notes
Operating activities
Profit before tax for the year
Adjustments for:
_ Fair value movement on derivative financial
instruments
Impairment reversal on commercnal mortgage loans
Mortgage loans written off
Loan notes written off
Bank interest received
(Increase)/ decrease in trade and other receivables
Increase/ (decrease) in trade and other payables
Tax pald

Net cash used in operating activities
Investing activities
Bank interest received '

'Movement on funds placed on deposit 7
Repayments of mortgage loans 6
Net cash from investing activities
Financing activities . :

Liquidity facility movement ' 11
Repayments of loan notes 10
Net cash used in financing acthities

Net (decrease)/ increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at 31 December ‘ 8

2015
£

35,469,035

.(9,417,431)

© (28,210,831)

2,161,991

(43,613)

(376,476) -

388,431

(7191)

(29,685)

43,613
18,460,970

- _ 10,002,154

28,506,737

(18,512,438)
(10,002,154)

(28,514,592)

(37,540) -

92,859

— 35319

2014
£

7,325,898

(4,758,472)

(2,565,916)
300,298
187)
(2,289)
254,542
(577,075)
L (498)

(23.699)
2,289
1,120,171
37,115,726

' 38,238,186 .
(1,068,703)
(37.115.726)
(38.184.429)

30,058

62,801

92,859

Actual cash received.and paid as interest income on the mortgage loans and interest expense on the loan notes
" (excluding class X interest) durmg the year was £14,961,045 (2014: £15, 356 ,583) and £2,447,353 (2014:

£2,607,747) respectively.

As explained in the accounting bolicies on page 19, the cash is not freely available to be used.

The notes on pages 16 to 35 form part of these financial statements.
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»‘DE'CO 11 - UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2015

1.

SlGNlFlCANT ACCOUNTING POLICIES

Deco 11 — UK Conduit 3 Plcisa Company |ncorporated in the United Kingdom under the Compames Act
2006 and domiciled in England. .

Statement of compliance

The Company’s financial statements have been prepared in accordance with International Financial
Reporting Standards as adopted by the European Union (“IFRSS”) as they apply to the financial statements
of the Company for the year ended 31 December 2015. '

The accounting policies set out below have been applied in respect of the financial year ended 31
December 2015.

Basis of preparation
The financial statements have been prepared on the historical cost basis as modified for the revaluation of
certain financial instruments under IAS 39 Financial Instruments: Recognition and Measurement.

The financial statements are presented in Pound Sterling.
Due to the fact that the nature of the business is to provide finance, the directors are of the opinion that it is

‘more appropriate to use interest income and interest expense rather than turnover and cost of sales in

preparing the Statement. of Comprehensrve Income.

Going concern

The Company’s business activities, together with the factors likely to affect its future development,
performance and position are set out in the strategic-and director’s report. The financial position of the
Company, its cash flows, liquidity position and borrowing facilities are set out in the financial stateménts.
In addition, notes 1 and 12 to the financial statements, include the Company’s objectives, policies -and
processes for managing its capltal its financial risk management objectives; and its exposures to credit risk
and liquidity risk. .

The Company has net liabilities of £113,454,793 (2014: £i48,923,529) as a result of impairménts of .
£95,891,874 (2014: £124,102,705) on the loan assets and derivative liabilities of £9,274,903 (2014:

_£18,692,334) held at fair value. However, the terms of the loan notes are limited recourse and therefore the

Company is only obliged to repay the notes to the extent that the Company receives cash from the loan
assets. The note holders will therefore ultimately bear the Company’s deficits on maturity of the notes.

Due to the limited recourse nature of the loan notes, the directors have a reasonable expectation that the
Company has adequate resources to continue in operational existence for the foreseeable future.-However,
with the exception of Mapeley Gamma, the loans are past due and will be repaid as soon as the special -
servicer can dispose of the underlying collateral. The Mapeley Gamma loan has a due date of more than 12
months but is already in special servicing. There is no active intention to sell the underlying properties but
this remains one of the options available to the special servicer and so the timing of the eventual sale
remains uncertain. Once the servicer sells the underlying collaterals the loans will be repaid, the result of
which would be that the Company would cease to trade. These conditions, along with other matters
explained in note 1 to the financial statements indicate the existence of a material uncertainty which may
cast significant doubt about the company’s ability to continue as a going concern. Having considered all
the information available to them including the limited recourse nature of the notes, notwithstanding the
uncertainty described above, the directors have continued to adopt the going concern basis in preparing the
financial statements. '
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DECO 11 - UK CONDUIT 3 PLC
NOTES TO THE FiNANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

1. SlGNlFlCANT ACCOUNTING POLlClES (CONTINUED) |
Critical accounting judgements and key sources of estimation uncertainty
The preparation of financial statements in conformity with IFRSs requires management to make
- judgements, estimates and assumptions that affect the application of policies and reported amounts -of
assets and liabilities, income and expenses. In particular, for the fair value of derivatives (note 13) and the -
recoverability of assets (note 6), the estimates and associated assumptions are based on historical
experience and various other factors that are believed to be reasonable under the circumstances, the results
of which form the basis of making judgements and carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may d|Ffer from these estimates used in the financial
statements. :

The estimates and underlying assumptlons are reviewed on an ongoing basis. Revisions to accountmg
estimates are recognised in the year in which the estimate is revised if the revision affects only that year or
in the year of the revision and future years if the revision affects both the current and future years

Financial instruments :

The Company’s financial instruments comprise mortgage loans, cash and. cash equivalents, derivatives,

loan notes and various receivables and payables that arise directly from its operations. The main purpose of

the loan notes is to finance the beneficial interest in a mortgage portfolio.. These financial instruments are

classified in accordance with the principles of IAS 39 Financial Instruments: Recognition and
Measurement as described below.

Mortgage loans :
The mortgage loans are classified as loans and receivables and are initially measured at fair value with
subsequent measurement being at amortised cost usmg the effective interest method.

Impairment

Appropriate allowances for. estimated irrecoverable amounts are recognised in profit or loss when there is
" objective evidence that the asset is impaired. The allowance is measured as the difference between the

-asset’s carrying amount and the present value of éstimated future cash flows discounted at the effective

interest rate computed at initial recognition. :

The Company assesses at each balance sheet date whether, as a result of one or more events that occurred
after initial recognition, there is objective evidence that a financial asset or group of financial assets is
impaired. Evidence of impairment may include:

i) indications that the borrower or group of borrowers is experiencing significant financial difficulty
ii) default or delinquency in interest or principal payments
{iii) debt being restructured to reduce the burden on the borrower.

"The Company first assesses whether objective evidence of impairment exists either individually for assets
that are separately significant or individually or collectively for assets that are not separately significant. If

" there is no objective evidence of impairment for an individually assessed asset, then no impairment
assessment.is performed. .

If there is objective evidence that an impairment loss has been incurred, the amount.of the loss is measured
as the difference between the asset’s carrying amount and the-present value of estimated future cash flows
discounted at the asset’s original effective interest rate. The resultant provisions are deducted from the
appropriate asset values in the balance sheet. :
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DECO 11 - UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

1.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Impairment (contlnued) : :
The methodology and assumptions used for estimating future cash flows are reviewed regularly by the
Directors to reduce any differences between loss estimates and actual loss experience.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognised, the provision is adjusted. and the -
amount of the reversal is recognised in the income statement. :

Loans remain on the balance sheet net of associated provisions until they are deemed no longer
recoverable. Where a loan is not recoverable, it is written off against the related provision for loan
impairment once all the necessary procedures have been completed and the amount of the loss has been
determined.. Subsequent recoveries of amounts previously wrltten off decrease the amount of impairment .
losses recorded in the income statement. -

Commerclal loans
In assessing objective evidence of a loss event for commercial loans, the following key indicators dre
c¢onsidered: . :

i) high loan to value

ii) covenant breaches

iii) loss of significant tenants or other decreases in tenant quahty

iv) the probablhty of the borrower entering bankruptcy

V) local economic condltlons (for example, where this impacts on the value of under]ymg collateral)

Where there is objective evidence of impairment, we assess cash flows on a case by case basis considering
the following factors:

i) our exposure to the borrower .

ii) the viability of the borrowers’ busmess model and their capacity to trade successfully out of financial
difficulties and generate sufficient cash flow to service debt obligations

iii) the amount and timing of expected receipts and recoveries of collateral

iv) the extent of other creditors’ claims ranking ahead of the company’s, and the likelihood of other
creditors continuing to support the borrower

v) the complexity of determining the aggregate amount and rankmg of all creditor claims and the extent to
which legal and insurance uncertainties are evident

vi) the realisable value of security at the expected date of sale and llkellhOOd of successful repossession
vii) the likely deduction of any costs involved in recovery of amounts outstanding

De-recognition of financial assets
The Company derecognises a financial asset only when the contractual rights to the cash flows from the

asset expire; or it transfers the financial asset and substantially all the risks and rewards of ownership of the

asset to another entity. If.the Company neither transfers nor retains substantially all the risks and rewards
of ownership and continues to control the transferred asset, the Company recognises its retained interest in
the asset and an associated liability for amounts it may have to pay. If the Company retains substantially all
the risks and rewards of ownership of a transferred financial asset, the Company continues to recognise the
financial asset and also recognises a collateralised borrowing for the proceeds received.

Deferred consideration

A deferred consideration charge/(release) is included in interest expense. Deferred consideration is payable
to the Class X certificate holders, dependent on the extent to which the surplus income, in excess of the
agreed margin, generated by the mortgage loans in which the Company has purchased an interest, exceeds
the administration costs of the mortgage loans.



DECO 11 - UK CONDUIT 3 PLC
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash and cash equlvalents

Cash and cash equivalents in the Statement of Financial Position comprise cash at banks and short-term
deposits with an original maturity of three months or less. All withdrawals from the Company’s bank
accounts are restricted by the detailed priority of payments set out in the securitisation agreements and a$
such the cash and cash equivalents are not freely available to be used for other purposes. '

Derivative financial instruments and hedging activities

The Company uses derivative financial instruments to hedge its exposure to interest rate risk arising from
operational, ﬁnancmg and investment activities: In accordance with its treasury policy, the Company does’
not hold or issue derivative financial instruments for trading purposes. Derivatives are accounted for as
held for trading.

IAS 39 requires all financial assets and liabilities to be recognised initially at fair value on the Statement of
Financial Position. Subsequent to initial recognition, any changes in fair value of the derivatives held are
recognised in the Statement of Comprehensive Income.

- The fair valué of interest. rate swaps and basis swaps is the estimated amount that the Company would
receive or pay to terminate the swap at the reporting date, taking into account current interest rates and the
current creditworthiness of the swap counterparties.

Loan notes

Loan notes are classified as other financial liabilities and recognised initially at fair value less attributable
transaction costs. Subsequent to initial recognition, loan notes are stated at amortised cost with any
difference between cost and redemption value being recognised in the Statement of Comprehensnve
Income over the period of the borrowings on an effective interest basis.

Embedded derivatives

Certain derivatives are embedded within other non-derivative host ﬁnancnal instruments to create a hybrid
instrument. Where the economic characteristics and risks of the embedded derivatives are not closely
related to the economic characteristics and risks of the host instrument, and where the hybrid instrument is
not measured at fair value, the-embedded derivative is separated from the host instrument with changes in
fair value of the embedded derivatives recognised in the Statement of Comprehensive Income. Depending
on the classification of the host instrument, the host is then measured in accordance with TAS 39.

Interest income and expense

Interest income and expense is accounted for on a time basis, by reference to the principal outstanding and
at the -effective interest rate applicable, which is the rate that exactly discounts estimated future cash
receipts or payments through the expected life of the financial asset or liability to that asset’ s or liability’s
net carrying amount.

Value added tax
Value added tax is not recoverable by the Company and is mcluded within lts related cost.

Income tax expense

Income tax in the Statement of Comprehensive Income for the year comprises current and deferred tax.
Income tax is recognised as expense or ‘gain except to the extent that it relates to items recognised directly
in other comprehensive income, in whlch case it is recognised in other comprehensive income.

19



DECO 11 - UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED) .

FOR THE YEAR ENDED 31 DECEMBER 2015

1.

SlGNlFlCANT ACCOUNTI'NG POLICIES (CONTINUED)

New and amended standards effective and adopted during the year
All new and amended-accounting standards which- have become effective for the current year have been
adopted but have had no material effect on the reported performance, financial position or disclosures of

the Company, therefore these standards have not been listed separately.

New and amended standards issued, not yet effective and not early adopted

At the-date of authorisation- of these financial statements, the following Standards and Interpretations
which have not been applied in these financial statements were in issue but not yet effective and in some
cases have not been adopted by EU .

e IFRS 15 Revenue from Contracts with Customers
e Accounting for Acquisitions of Interests in Joint Operations (Amendments to IFRS 11) .
e Clarification of Acceptable Methods of Depreciation and Amortisation (Amendments to IAS 16 and 1AS

©.38)

¢ Annual Improvements to 2012-2014 cycle’

¢ IFRS 9 Financial Instruments

e IFRS 14 Regulatory Deferral Accounts

¢ Disclosure Initiative (Amendments to 1AS 1)

The directors do not expect that the adoption of the Standards and Interpretations listed above will have a
material impact on the financial statements of the Company in future periods, except for IFRS 9 Wthh
will impact both the measurement and disclosures of financial mstruments

Beyond the information above, it is not practicable to provide a reasonable estimate of the effect of these
standards until a detailed review has been completed.

Segmental reportmg

The principal asset of the Company is the beneficial interest in the mortgage portfolio originated in the
United Kingdom which is funded by loan notes issued in the United Kingdom. The directors do not
consider it necessary to provide a further analysis of the results of the Company from those already
disclosed in these financial statements because there is only one segment. .
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- DECO 11 - UK CONDUIT 3 PLC
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)-

FOR THE YEAR ENDED 31 DECEMBER 2015

2. INTEREST INCOME

2015 2014

. . - £ . £

" Income from mortgage loans . 14,933,581 - 15,102,602
Bank interest income , ' 43,613 75,619

14,977,194 - 15,178,221

" 3. INTEREST EXPENSE

; : ' © 2015 . 2014

A ' 4 : ‘ 3 £
- Interest on loan notes : 2,437,473 2,575,028
Net swap interest payable - . o 8,848,338 8,832,763
Deferred consideration i . 1,418,586 2,172,464
Bank interest paid . . 56,336 72,420

12,760,733 13,652,675

4. OTHER OPERATING EXPENSES ' _
' : 2015 . 2014

: . £ £
Fees for the audit of the Company’s annual accounts - 24,600 29,076
Fees payable to the auditor for tax services . 9,270 9,270
Administration and cash management fees - o 1,798,208 1,002,125
Corporate services fee - , ' 13,427 19,854
Accountancy fee 7,429 25,661
Legal and professional fees’ 305,593 .-
Other expenses : ' » 55,170 137,939

2,213,697 1,223,925

Directors' emoluments during the year amounted to £4,800 (2014: £2,400), being £2,400 (2014: £2,400)
each, for their services as directors to the Company during the year with £nil (2014: £nil) unpaid at year
end. The directors had no material interest in any contract of significance in relation to the business of the
Company (2014: none). The Company did not have any employees in the current year (2014: none).
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5.

| DECO 11 - UK CONDUIT 3PLC
'NOTES TO THE FINANCIAL STATEMEN TS (CONTINUED)

,FOR THE YEAR ENDED 31 DECEMBER 2015

INCOME TAX CHARGE

" The Company has elected to be taxed under the Taxatlon of Securltlsatlon Compames 2006 (Regulations)

i.e. the “permanent regime”. Corporation tax is therefore calculated by reference to the profit of the
Company which is required to be retained in accordance with the pre—enforcement priority of payments as .
defined in the terms and conditions of the loan notes.

" The directors are satisfied that the Company meets the definition of a ‘securitisation company’ as defined

by both The Finance Act 2005 and the subsequent secondary legislation and that no incremental unfunded

tax liabilities will arise.

At 31 December

The mortgage loans are classified as “loans and receivables”.

2015 2014
Current tax: £ £
Corporation tax charge for the year at a rate of 20% (2014: 20%) 299 302
Total income tax charge in Statement of Comprehensive Income 299 - 302
Reconclllatlon of total tax charge £ £
Profit before tax multiplied by the standard rate of corporation tax in the
UK of 20% (2014: 20%) 7,093,807 1.465.180
Permanent differences relating to application of Taxatlon of - o
" Securitisation Companies Regulations 2006 (7,093.508) (1,464.878)
Total tax charge reported in the Statement of Comprehensive Income 299 302
MORTGAGE LOANS .
’ 2015 2014
£ . £
At 1 January 150,161,560 185,011,668
Redemptions (10,002,154) (37,115,726)
Loan written off (2,161,991) (300,298)
Movement in the impairment provision durlng the year 28,210,831 2,565.916
At 31 December _166,208,246 150,161,560
The balance can be analysed as follows: . ' :
Current assets 27,036,272 39,318,125
Non-current assets 139,171,974 110,843,435 -
' 166,208,246 _150.161.560
' . 4 2015 2014
The movement of the impairment provision is as follows: £ £
At 1 January (124,102,705)  (126,668,621)
Provisions made during the year . S= -
Reversals during the year 28,210,831 2,565.916

(95,891,874) ._(124.102.705)

The Mapeley Gamma loan is due for

repayment in January 2017, whereas all the other loans have defaulted on their maturity date. At 31

December 2015, the floating or fixed rate of interest on.the mortgage loans ranged from 1.35% to 5.38%-
(2014: 1.32% to 5:33%). The mortgage loans are secured over commercial propemes Deutsche Bank AG,

London Branch acts as securlty trustee to the loans:
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‘DECO 11 - UK CONDUIT 3 PLC _ 2

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

6.

MORTGAGE LOANS (CONTINUED)

The Company assesses at each reporting date whether there is any objective evidence that a financial asset
is impaired. A financial asset or portfolio of financial assets is impaired and an impairment loss incurred if
there is objective evidence that an event or events since initial recognition of the asset have adversely

“affected the amount. or timing of future cash flows from the asset. The impairment represents the estimated

difference between the market valuation of the collateral and the loan outstanding.

Mapeley Gamma loan: The loan was placed into special servicing in October 2012 due to a breach of the
LTV covenant. As such, an impairment assessment is carried out annually on the loan. The property was
last valued on 23 February 2015 by the special servicer and the impairment as at 31 December 2014 was
£105,517,624. The special servicer is actively managing the properties. An impairment réversal of
£28,328,539 (2014: £3,030,434) was recognised during the year, based on the estimated market value of
the collateral at 31 December 2015 of £139,171,974 and loan principal of £216,361,058, resulting in an
impairment provision recognised at 31 December 2015 of £77,189,085. The estimated market value is
derived by indexing the latest property valuation. i )

In accordance with the accounting policy described in note 1, impairment is measured as the difference
between an asset’s-carrying amount and the present value of management’s estimate of future cash flows.

Regent Capital Eurocentral loan: The loan defaulted on its 21 October 2013 maturity date and was
subsequently placed into special servicing. The special servicer sold the collateral in April 2015 and a final
amount of £3,437,000 was recovered on the loan. During the year, the amount of £2,161,991 was written
off and an impairment reversal of £2,242,571 (2014: £ 437,000) was recognised during the year.

Investco Estate Limited loan: The loan defaulted on its 21 October 2013 maturity date and was

" subsequently placed into special servicing. As such, an impairment assessment is carried out annually on

the loan. The property was last valued on 20 January 2016 by the special servicer. The special servicer
continues to market the asset and use the excess cash post interest to amortise the loan until such time the. .
property is sold. An impairment charge of £209,358 (2014: reversal of £242,858) was recognised during
the year, based on the estimated market value of the collateral at 31 December 2015 of £1,018,500 and loan
principal of £1,435,000, resulting in an impairment provision recognised at 31 December 2015 of £416,500
(2014: £207,142). The estimated market value is derived by indexing the latest property valuation.

Wildmoor Northpoint Limited loan: The loari defaulted on its 25 .July 2010 maturity date and was
subsequently placed into special servicing. As such, an impairment assessment is carried out annually on
the loan. The property was last valued on 19 July 2012 by the special servicer and the balance of
impairment at 31 December 2014 was £15,616,752. An impairment charge of £1,514,292 was recognised
during the year, based on the estimated market value of £19,987,733 and loan principal of £37,118,778,
resulting in an impairment provision recognised at 31 December 2015 of £17,131,045. The estimated
market value is derived by adjusting the latest property valuation by the tenancy rate. .

CPI Retail Active Management loan: The loan defaulted on its 20 July 2011 maturity date and was
subsequently placed into special servicing. As such, an impairment assessment is carried out annually on
the loan. The property was last valued on 15 December 2010. An impairment charge of £ 636,628 was
recognised during the year, based on the estimated market value of £6,030,038 and a loan principal of
£7,185,283, resulting in an impairment provision recognised at 31 December 2015 of £1,155,245 (2014:
£518,617). The estimated market value is derived by indexing the latest property valuation at year end.
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DECO 11 - UK CONDUIT 3 PLC -

NOTES TO THE FINANCIAL STATEMENTS (CON’i"INUED)

FOR THE YEAR ENDED 31 DECEMBER 2015 -

6.

" CASH AND.CASH EQUIVALENTS

MORTGAGE LOANS (CONTINUED)

St Christopher Nottingham loan was repaid in full during the year.

Key assumptions included in the measurement of impairment include the probability of any account going.
into default, the probability of defaulted accounts progressing to possession and the eventual loss incurred
in the event of forced sale or write off. These assumptions are based on observed historical data and
updated as management considers appropriate to reflect current conditions and the Company’s strategy for
the book- The accuracy of the impairment provision would therefore be affected by unexpected changes in

these assumptions.

Sensitivity analysis
A 5% increase/ decrease on the sales value of the loan would decrease/ increase the impairment provision
by an estimated £50,925.

For commeércial mortgages the estimate of housing price index (HPI) movements is also a key assumption
in estimating the eventual loss. The Company does not take account of projected future HPI increases in
establishing provisions. If future HPI increases do materialise then this will reduce the amount of actual
loss incurred. A 5% increase/ decrease on the indexed market value of the loan would decrease/ increase
the impairment prowsnon by an estlmated £8, 283 495.

TRADE AND OTHER RECEIVABLES

2015 2014

£ £

Amounts owed by parent undertakmg . . 2,523 . 2,523

Funds placed on deposit ' ) - 18,460,970

Prepayments and accrued income : T 2,615,358 2,642,678
Other current assets 403,939

_ 3,021,820 _21,106,171

The directors consider that the carrying value of trade and other recenvab]es approx1mates to their falr
value.

The funds placed on deposit of £1 8,460,970 as at 31 December 2014, which were obtained prima;ily from

. the liquidity facility drawing and which were invested in short-term investment securities, were repaid

during the year following improvement in the credit.rating of Danske Bank A/S. These investments
attracted interest on a daily basis and matured at least one business day prior to the next quarterly interest
payment date (“IPD”) and had been included in the debtor balance as ‘Funds placed on deposit’.

2015 2014

. . . T ) £ £
- Cash and cash equivalents 55,319 92.859 .

The directors consider that the carrying value of cash and cash equivalents approximates to their fair value.
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DECO 11- UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

9.

“10.

TOTAL SHAREHOLDERS’ DEFICIT

Issued Retained ]
capital _ losses . Total
: . . : , £ £ £
At 1 January 2015~ ' o 12,502 (148,936,031)  (148,923,529)
_ Profit for the year : - 35,468,736 35,468,736
Balance at 31 December 2015 . ) 12,502 _(113,467,295) (113,454,793)

There are 50,000 authorised ordinary shares of £1 each. The issued share capital cohpriseé two fully paid
£1 shares, and 49,998 ordinary shares quarterly paid. Castlewoods CS Holdings Limited holds one fully
paid £1 share under a declaration of trust for charitable purposes. The remaining 49,999 shares are held by

~ Deco 11 ~UK Conduit 3 Holding Limited.

LOAN NOTES |

This note provides information about the contractual terms of the Company s loan notes For more
information about the Company’s exposure to interest rate risk, see note 12. '

2015 2014

. S 3 . £

At 1 January . " 280,448,535 317,564,448

Redemptions ) ' ' '(10,002,154) (37,115,726)
Loan notes written off : . - (187)
‘ 270,446,381 280.448.535

Non-current liabilities . : :

Loan notes ) . ) 243,410,109 241,130.410

i 243,410,109 241,130,410

. Current habllltles : :
Loan notes ’ 27,036,272 39,318,125
Interest payable on loan notes o . 433,911 443.791

27470183 39761916

Current liabilities due wnthm one year are pand when cash is available after other commitments have been
fulfilled in order of priority in accordance with the Offering Clrcular

On 20 December 2006, an agreement was entered into with Danske Bank A/S (London Branch) for the
provision of a liquidity facility for the Comparniy. The facility is in place to allow the Company to meet its

obligations should there be a shortfall in the revenue or principal received from the mortgage loans. At the

Statement of Financial Position date, the limit on this facility was £18,499,718 (2014: £18,512,438). A
commitment fee of 0.15% per annum is charged on'the undrawn amount of the liquidity facility
commitment.

An amount of £ nil (2014: £18,512,438) of liquidity facility was drawn as at 31 December 2015. In 2012,
Danske Bank A/S (London Branch) was downgraded below the Requisite Rating and, as per the Liquidity
Facility Agreement, a Stand-by Drawing amounting to the full amount of the available facility was drawn
down. During the year ended 31 December 2015, £18,512,438 (2014: £1,068,703) was repaid as Danske’
Bank has met the Requisite Rating during the year. The directors expect this facility to be renewed
annually. The loan notes are secured by way of fixed and floating charges over the Company’s assets. The
loan notes are denominated in Pound Sterling,
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

10. LOAN NOTES (CONTINUED)

On 20 December 2006, the Company issued the folloWing class of Notes.

Class of Notes

A-1A
A-1B
A-2

TmoO0Ow

Currency

GBP

GBP
GBP
GBP

GBP
GBP'

GBP
GBP

. Issue price

220,000,000
- 74,500,000
45,500,000

- 27,000,000

37,000,000
29,000,000
6,000,000

5,387,935

Interest
3 month Libor
3 month Libor
3 month Libor
3 month Libor
3 month Libor
3 month Libor
3 month Libor
3 month Libor

Margin
0.19%
0.23%
0.25%
0.33%
0.50%
0.85% -

1.25% -

3.40%

Maturity
January 2020
January 2020
January 2020
January 2020
January 2020
January 2020
January 2020
January 2020

At the reporting date, the outstanding amount for each class of Notes were as shown in table below.

Class of Notes

A-1A

"A-1B
A-2

mMmoOOw

"11. TRADE AND OTHER PAYABLES

Current liabilities
Accruals and deferred income .

Liquidity facility loan
Deferred consideration

2015 2014
R 3 , £
54,697,282 64,699,436
70,742,442 70,742,442
" 43,205,116 43,205,116
26,191,835 . 26,191,835
36,124,333 - 36,124,333
28,229,956 28,229,956
5,920,596 5,920,596
5,334,821 5.334,821
270,446,381 280.448.535

2015 2014

. £ £
2,584,983 - 1,858,713
- 18,512,438

- 327.959
2,584,983 20,699.110

Current liabilities due within one year are paid when cash is available after other commitments have been -

fulfilled, in order of pribrity in accordance with the Offering Circular. .

The directors consider that

value.
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-NOTES TO THE FINAN CIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

11

12.

TRADE AND OTHER PAYABLES

L. 2015 2014
Current liabilities : - - £ £
Accruals and deferred income . ' 2,584,983 1,858,713
Liquidity facility loan o ' : - 18,512,438
Deferred consideration S ‘ : ~ o - __327.959

- _2,584,983 - _20.699.110

Current liabilities due wnthm one year are paid when cash is available after other commitments have been )
fulf lled, in order of priority in accordance with the Offering Circular.

The directors consider that the carrymg amount of trade and other payables approxnmates to their fair
value -

FINANCIAL RISK MANAGEMENT

The principal risks and uncertainties are set out in the Strategic Report on pages 2 to 6. :

Financial instruments

The Company’s financial instruments, other than derivatives, comprise mortgage Ioans cash and cash
equivalents, loan notes and various receivables and payables that arise directly from its operations. The
Company also enters into derivative transactions (principally interest rate swaps). The purpose of such
transactions is to manage the interest rate risks arising from the Company s operations and its sources of
finance..

It is, and has been throughout the year under review, the Company s pollcy that no trading in ﬁnancna]
instruments is undertaken.

The directors have considered the financial risks aﬁ'ectmg the Company and have included the relevant

disclosures of interest rate, credit, liquidity and currency risks in the Strategtc Report.

.

Fair values. methodology and assumptions

- Fair values

Fair value is defined as the price that would be received to sell an asset or pald to transfer a liability in an
orderly transaction between market participants.at the measurement date (i.e. an exit price). The fair value
of financial instruments is always determined on the basis of the listed price on an active market (mark to
market) or, if this is not possible, on the basis of industry standard valuation models (mark to matrix or
mark to model) .

Financial instruments valued using observable market prices
If a quoted market price in an active market is available for an mstrument the fair value is calculated based
on the market price. -

. Financial instruments valued using a valuation technique

In the absence of a quoted market price in an active market, management uses industry standard models to
make its best estimate of the price that the market would set for that financial instrument. In order to make

" these estimations; various techniques are employed, including extrapolation from' observable market data

and observation of similar financial instruments with similar characteristics. Wherever possible, valuation
parameters for each product are based on prices directly observable in active markets or that can be derived
from directly observable market prices.

The Company did not make any material changes to the valuatlon techniques and mdustry standard models
it used during the year ended 31 December 2015.

27



| " DECO 11 - UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2015

12. FINANCIAL RISK MANAGEMENT (CONTINUED)

. Fair values, methodology and assumptions (continued)

Fair value hierarchy (continued) .
Level 1 - Unadjusted quoted prices for identical assets or liabilities in an active market that the Company -
has the ability to access at the measurement date. :

Level 2 - Quoted prices in markets that are not active, quoted prices for similar assets or liabilities, recent
market transactions, inputs other than quoted market prices for the asset or liability that are observable -
-either directly or indirectly for substantially the full term, and inputs to valuation techniques that are
derived principally from or corroborated by observable market data through correlation or other statistical
means for substantially the full term of the asset or liability. . :

Level 3 - Inputs to the pricing or valuation techniques that are significant to the overall fair value
measurement of the asset or liability are unobservable.

The methodology and assumptions used in estimating the fair value of financial instruments are disclosed
below. The only financial instruments held at fair. value on the Statement of Financial Position are
derivatives. All the derivatives fall within the level 2 fair value hierarchy.

‘The fair value of the derivatives held by the Company is calculated using the Overnight Indexed Swap
(OIS) methodology which are based on significant observable inputs. For OIS methodology, discounting is
calibrated to the rates structure of the prevailing market interest rate where the derivatives are originated,
that is, United Kingdom. Therefore, the Sterling Overnight Interbank Average Rate (SONIA), an index that
tracks Sterling Ovemight funding rates, is used.

The fair values together wnh the carrying amounts shown in the Statement: in Fmancnal Position are as

follows:
Carrying Carrying .

amount Fair value amount Fair value
Notes 2015 2015 2014 2014
s : S 3 £ £ . £
, Mortgage loans 6 166,208,246 . 150,872,577 150,161,560 156,386,902
Trade and other recelvables 7 3,021,820 - 3,021,820 21,106,171 21,106,171
Cash and cash equivalents 8 55,319 - ~ 55,319 ‘92 859 92,859
) : 169.285.385 153,949,716 - _171.360,590 177,585,932
Derivative financial mstruments 13 9,274,903 9,274,903 18,692,334 18,692,334
Loan notes 10 270,446,381 140,007,150 280,448,535 137,694,567
Interest payable on loan notes 10 433,911 433,911 443,791 443,791
Trade and other payables 11 2,584,983 " 2,584,983 20,699,110 20,699,110
Current tax liability _ - - 349 349
o 282,740,178 152,300,947  320.284,119 177,530,151
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12. FINANCIAL RISK MANAGEMENT ((‘ZONVTINUE'D)
Fair value hierarchy (Continued)

The fair value of the loan notes is based on observable inputs given that these notes are listed on the Irish

. Stock Exchange and hence a market price is available for each class of loan notes excluding the Class E and F
notes. For those classes of notes for which a market price is not available, a fair value of nil was used.
However, given that the loan notes are thinly traded, the market price is manually adjusted for large moves,
backwardation and general price challenges received. Therefore the loan notes have been categorised as level
2 financial instruments. ’ ' :

" The fair value of mortgage loans are based on fair value of loan notes and derivatives that wherever possible
have been estimated using quoted market prices for instruments held. Hence the mortgage loans have been
deemed to a level 2 instruments as well. The carrying values of cash and cash equivalents, trade and other

~ receivables, interest payable, trade and other payables and current tax liability are a reasonable approximation -
of the fair values of these instruments.

Financial instruments recognised and measured at fair value

As at 31 December 2015 i Total fair value . Level 1 Level 2 - Level 3

£ £ ’ £ ' £
Liabilities ’ . . ’
Derivative financial instruments (9,274,903) ‘ - (9,.274,903) ) -

Financial instruments at amortised cost whose fair value is disclosed

"As at 31 December 2015 - Total fair value Level 1 Level 2 Level 3
. £ . £ £ : I
Assets A ) ) .
Mortgage loans ‘ ) 150,872,577 - 150,872,577 -
Liabilities . )
Loan notes - (140,007,150) . - (140,007,150) -

Financial instruments recognised and measured at fair value

As at 31 Decem‘ber 2014 : . Total fair value ' Level 1 Level 2 Level 3

£ £ B : £
Liabilities : : . ’
Derivative financial instruments - (18.692.334) Co- (18.692.334) : -

Financial instruments at amortised cost whose fair value is disclosed

As at 31 December 2014 . Total fair value Level 1 Level 2 Level 3

. S : £ £ - £ £
Assets ‘ _— S
Mortgage loans ' 156,386,902 ' - 156,386,902 : -
Liabilities o : o

Loan notes A (137.694.567) ' - Q37.694,567) -
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Financial instruments at amor;tised cost whose fair value is disclosed (continued)

During the year ended 31 December 2015, there have béen no transfers between fair value hierarchy levels
(2014: no transfers). In addition, there were no financial instruments that have been classified as level 3 -

. and hence there is no need to disclose reconciliation of assets and llabllmes categorlsed as Ievel 3
instruments.

Interest rate risk :

Interest rate risk exists where assets and liabilities have interest rates under a different basis or which reset
at a dnfferent tnme The Company minimises its exposure to interest rate risk by ensuring that the mterest
Deutsche Bank AG, London Branch to manage the Company s exposure to the interest rate risk associated
with the mortgage loans. The swaps reduce interest rate risk as a result of the variance between the fixed
rate of interest receivable on the mortgage loans and the varjable rate of interest payable on the loan notes.
As a result, the Company does not have a material net interest rate nsk exposure and therefore has not
presented a sensitivity analysis to interest rate risk. :

Effective interest rates and repricing analysns :
The following table details the Company’s exposure’ to mterest rate risk by the earlier of contractual
maturities or re-pncmg

. Weighted
average effective .+ Non-interest
. interest rate Floating . bearing Fixed rate Total

At 31 December 2015. : % £ £ £ £

Assets A . ' <

Trade and other receivables - : - 3,021,820 - 3,021,820 "

Mortgage loans . - 4.684% 27,036,272 - 139,171,974 166,208,246

Cash and cash equivalents . - _ . 55,319 - L - 55,319
 Total assets 27,091,501 3,021,820 139,171,974 _169,285385

Liabilities .

Trade and other payables . '

-and tax liabilities o - . - 2,584,983 - 2,584,983

Derivative financial . C . 9,274,903 - - 9,274,903

instriments N ' A o

Loan notes ' 1.000% _ 270,446,381 - - 270,446,381

Total liabilities —279.721,284 2,584,983 - 282,306,267

i
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"Effective interest rates and repricing analysis (continued)

‘Weighted :
average effective Non-interest .

: - interest rate Floating - bearing Fixed rate . Total
At 31 December 2014 . % £ £ £ , £
Assets . Y ' o .
Trade and other receivables . - 18,460,970 2,645,201 - - . 21,106,171
Mortgage loans ' 4.510% 39,318,126 - - 110,843,434 150,161,560
Cash and cash equivalents . '92.859 - 92.859
Total assets _ 57.871,955 2645201 _ 110.843,434 _171.360,590-
Liabilities
Trade and other payables’ : :
and tax liabilities ' - - 20,699,459 - 20,699,459
Derivative financial - 18,692,334 e - 18,692,334
instruments ' :

Loan notes , 0.969% _ 280,448,535 - - _280.448.535

Total liabilities ] ] 299.140.869 _20,699.459 - _319.840.328

Prepayment risk

Prepayment risk on the mortgage loans arises when these are voluntarlly prepaid by the relevant borrower
or borrowers thereof. With respect to all of the loans, such prepayment is contingent upon the payment of a
prepayment fee. Any prepayment fees required to be paid by a borrower will be paid to Deutsche Bank
AG, London Branch as part of the deferred consideration.

Capital risk management :

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a
going concern. The Company is not subject to any external capital requnrements The gearing ratios at 31
December 2015 and 2014 were 171.7% and 213.2% respectlvely

Currency risk
All of the Company’s assets and liabilities are denommated in Pound Sterling therefore there is no foreign
_currency risk.

Liquidity risk

Interest receipts on the mortgage loans may, under certain circumstances, be delayed. Such delays could
adversely impact upon the ability of the Company to make timely payments of interest on the loan notes.
In order to protect itself against this risk, the.Company has entered into a liquidity facility agreement with
Danske Bank A/S (London Branch) on 20 December 2006, as described in note 10.

- Moreover, the maturity of the loan notes is desngned to match the maturity of the mortgage loans and
hence, there are deemed to be limited liquidity risks facmg the Company.

The redemption of the notes is dependent on the receipt of payments on the mortgage loans. In accordance
with the respective Prospectus for each of the loan notes, Class A-1A Notes will be redeemed in priority to
redemption of the remaining classes of notes followed .by Class A-1B, A-2, B, C, D, E and Class F.
Interest payable on loan notes was estimated based on the floating rates as at 31 December 2015. '
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12. FINANCIAL RISK MANAGEMENT (CONTINUED) |
Liqui'dity risk (continued)

The undiscounted contractual cash flows for principal and interest on the loan notes have been disclosed in
note 10.

The table below reflects the undiscounted contractual cash flows of non derivative financial liabilities at
the reporting date. ' :

As at 31 December . Carrying  Gross cash After 1 month - After 3 months - After 1 year but

2015 : value flows  but within3  but within 1 within 5 years
. months . year
: £ £ £ £ I A
Loan notes 270,446,381 270,446,381 - 30,000 45,709,061 - 224,707,320
" Interest payable on loan : - .
notes . . : . 433,911 4,882,119 421,362 $ 2,282,596 2,178,161

Liquidity draw down : _ ) - -
Total non-derivative ~ 270,880,292 275,328,500  _451362 —47,991,657 © 226,885,481

financial instruments

As at 31 December, Carrying Gross cash  After 1 month After 3 months After 1 year but

2014 value flows but within3  but within lyear within . 5
. months ' years
A £ £ £ £ ‘ £
Loan notes 280,448,535 280,448,535 5,916,223 33,401,902 241,130,410
Interest payable on loan o , o o '
notes ; . 443,791 5,190,377 . 621,307 . 2,097,206 . 2,471,864
Liquidity draw down 18.512.438  _18.512.438 18.512.438 - - -

Total non-derivative

financial instruments 222404764 304151350 _25.049,968 —35.499,108 243.602,274

The above undiscounted contractual cash flows have been based on the assumptions that the repayment of

the loan notes follows the same trend as the principal repayments on mortgage loans. The mortgage loans

that are past due their legal maturity date have been assumed to be repayable in full within the next
" payment date. o ' '
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Liquidity risk (continued)

The table below reflects the undiscounted contractual cash ﬂows of derlvatlve financial instruments at the
Statement of Financial Position date.

As at 31 December " Carrying Grosscash  After 1 After 3  After 1 year

2015 - value flows month but months but but within
: © within 3 within 1 5 years
: " months year
£ £ £ £ £
9,274,903 9,522,892 2,251,202 6,753,605 518,085
As at 31 December 2014 -Carrying Gross cash After 1 After 3 After 1 year
‘ value " flows month but monthsbut _ but within
within 3 within 1 year 5 years
, months o
£ £ £ ’ £ B
18,692,334 18,420,259 2,238,147 6,714,442 9,467,670
Credit risk

Credit risk on the mortgage loans arises where the mortgage loans are secured on underlymg commercial

properties. The maximum exposure to credit risk is the Statement of Financial Position amount. The largest

single exposure to credit risk is the Mapeley Gamma mortgage loan. totalling £139,171,973 net of

provisions (2014: £110,843,434). This gives rise to a relatively high concentration risk of 84% (2014: 79%)

as at year end. The Company monitors the performance of the loans on a regular basis and appoints third

party specialist servicers, where required, to help maximise recoveries in the event-of breaches or defaults
* on the loans. Hatfield Philips International Ltd is the Special Servncer of the Mapeley Gamma properties.

The carrying amount of financial assets represents the maximum credit exposure.

The underlying mortgage loans are secured. by first charge over commercnal property located in England
Wales and Scotland. : :
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L12.

13.

FINANCIAL RISK MANAGEMENT (CONTINUED)

Credit risk-(Continued)

The table below sets out the carrying amount the collectlve impairments and approximate fair value of
collateral held against exposures to customers. The estimate of fair value is based on the most recent
valuation performed at different dates for each loan and are indexed at 31 December 2015 using the UK
IPD property index, except for impaired loans where the directors’ estimate of the collatera] value was’
lower than the indexed valuation.

Gross :
carrying " Fair value- Gross carrying Fair value of
amount Impairment of collateral - . amount Impairment collateral
2015 201 - . 2015. 2014 2014 2014
: . £ 3 £ ) £ £ £
Neither past due nor ' - . - - ) - - -
impaired ' : ’ ’

Past due but not - - T 5,622,755 - 6,245,520

impaired T : : :
Impaired 262,100,120 (95.891.874)  166.688.396 268.641.510 (124.102.705) _144.538.805

262,100,120 (95891.874) 166688396  274.264.265 (124.102.705) 150784325

The allowance for impairment disclosed above excludes impairment réiating to written-off mortgage loans.

With regards to credit risk on derivatives, the directors monitor the credit rating of the swap counterparty
and, in the case of any downgrade, may require the swap provider to provide sufficient collateral or

’ ,transfer its obligations to another bank of the same credit rating.

A DERIVATIVE FINANCIAL lNSTRUM ENTS

The net fair values of derivative financial instruments at the.Statement of Financial Position date were:

2015 2014

: . . . . - £ ' £
Interest rate swaps fair value at start of year ' ' . (18,692,334) .  (23,450,806)
Change in fair value ) : - 9,417,431 - 4.758.472

Interest rate swaps fair value at end of year ‘ : (9,274,903) (18.692.334)

The notional principal amount of all the outstanding interest rate swap contracts at 31 December 201 54was
£216,361,059 (2014: £216,361,059). The Company pays a fixed rate ranging from 4.36% to 5.8% (2014:
from 4.36% to 5.6%) and receives 3- month LIBOR (2014 3-month LIBOR).

In accordance with IAS 39 ‘Financial instruments: Recogmtlon and measurement’, the Company has
reviewed all contracts for embedded derivatives that are required to be separately accounted for if they do
not meet certain requirements set out in the standard.

The Company has the ability to redeem the loan notes in full or part at their then principal amount
outstanding, together with interest accrued to the date of redemption, on any interest payment date. The .
Company effectively  has a call option on the loan notes exercisable on certain dates. The option -
constitutes an embedded derivative; however, as this is closely related to the underlying host contract (the
loan notes) consistent with 1AS 39, the option does not require separation. A similar hybrid instrument
arises on the mortgage loan whereby the Company has effectively sold a put option on the mortgage loans

- exercisable on certain dates. As this optlon is considered to be closely related to the underlying host

contract, it does not require separatlon
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14.

15.

16.

RELATED PARTY TRANSACTIONS

The Company is a special-purpose vehicle controlled by its Board of directors. Mr Graham Cox and Mr
Graham Hodgkin are directors of the Company. Directors' emoluments during the year amounted to £4,300
(2014: £2,400) for their services as directors to the Company during the year. The Company paid corporate
service fee to Deutsche Bank AG, London Branch, in connection with corporate services received. The
fees payable to them for their services for the year ended 31 December 2015 amounted to £15,400 (2014:
£19,910).including irrecoverable VAT with £Nil (2014: £2,930) still unpaid at year end. - .

ULTIMATE PARENT UNDERTAKING

Deco 11 — UK conduit. 3 plc is a company incorporated in the United Kingdom and registered in Eriglar{d

-and Wales.

Deco ll,UK‘ Conduit 3 Holdings Limited holds 49,999 shares in the Company. Castlewood CS 'HoldingsA

holds one share in Deco 11 — UK Conduit 3 plc under a declaration of trust for charitable purposes. -

However, as‘a result of the terms of the notes issued by the Company, Deco 11 UK Conduit 3 Holdings
Limited is not deemed to control the Company. Further neither the shareholders nor the directors have
variable return over the Company and accordingly the Company has no Controlling party.

' SUBSEQUENT EVENTS

There are no material post balance sheet events up to the date of approval of these financial statements.
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