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DECO 11 — UK CONDUIT 3 PLC
'STRATEGIC REPORT

FOR THE YEAR ENDED 31 DECEMBER 2014

The directors present their strategic report together with the audited financial statements of Deco 11 — UK Conduit 3
Plc (the “Company”) for the year ended 31 December 2014,

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 Clrcu]ar 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 respect thereof, and to enter into certain related transactions 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 below 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 Compariy for the year, as set out on page 11, show a profit on ordinary activities before tax of
£7,325,898 (2013: £10,210,855). The profit was primarily due to unrealised fair value gains on the derivative financial
instruments of £4,758,472 (2013: £15,931,867) and impairment reversal of £2,565,916 (2013: charge of £4,233,339).
The Company had a shareholder’s deficit of '£148,923,529 (2013: £156,249,125) as at 31 December 2014. The deficit
was primarily due to the cumulative impairment on the mortgage loans of £124,102,705 (2013: £126,668,621) and the
fair value liability on the derivative financial instruments totalling £18,692,334 (2013: £23,450,806).

STRATEGY

The principal activity of the Company is the issue of loan notes. The Company has issued loan notes to fund the
acquisition of beneficial interest in a mortgage loan portfolio. These financial assets and liabilities provide the majorlty
‘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 INDICATORS (‘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 10.05% (2013: 6.25%). The
increase was driven by the conversion of fixed rate interest to variable rate interest on certain mortgage loans that have
passed their maturity date.



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

FOR THE YEAR ENDED 31 DECEMBER 2014

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES

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 interest
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 transactions is to manage the interest rate
risk arising from the Company’s operations and its sources of finance.

" The Board reviews and agrees policies for managing risks arising on the Company’s financial instruments and théy are
summarised below. Further discussion of the Company’s approach to financial instruments is set out in note.l
(significant accounting policies) and in note 12. :

Currency risk
All of the Company’s assets and liabilities are denominated in Pound Sterling-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 dlfferent 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 geographically diverse and
include a diverse tenant portfolio.

Credit risk on the mortgage loans arises where the mortgage loans are secured on underlying commerclal propemes
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 £110,843,434 net of provisions (2013: £107,813,000). This
gives rise to a relatively high concentration risk of 79% (2013: 69%) 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 Internatxonal 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 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. ' ’

During the year, impairment provisions on mortgage loans were as follows: Mapeley Gamma: impairment reversal of
£3,030,434 (2013: £6,830,312 recorded as impairment charge); Wildmoor Northpoint Limited: impairment charge of
£1,771,284 (2013: £403,950 recorded as impairment charge); CPI Retail Active Management: impairment reversal of
£626,907 (2013: £1,505,140 recorded as impairment reversal); Regent Capital Eurocentral: impairment reversal of
£437,000 (2013: £2,679,570 recorded as impairment charge) and Investco Estates Limited: impairment reversal of
£242,859 (2013: £447,521 recorded as impairment charge). In total this resulted in an impairment reversal recognised
for the year-of £2,565,916 (2013: charge of £4, 233 ,340) and an lmpanrment provnslon recognised at 31. December 2014
of £124,102,705 (2013: £126,668,621). .

The Starcham Limited loan and the LML Overseas Inv. Ltd loan were repaid in full during the year. At 31 December
2013 the impairment provisions recognised were £nil for both loans. Therefore, no impairment provisions were
recognised on these loans for the year. During the year, there was.a write-off of £300,298, which represents an
adjustment to the prior year mortgage loan balance: '



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

FOR THE YEAR ENDED 31 DECEMBER 2014
FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES (CONTINUED)
Impairment (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 impairment assessment is carried out annually on the loan. The property was last valued on 22
August 2013 by the special servicer and the impairment at 31 December 2013 was GBP 108,548,058. The special
servicer is actively managing the properties. An impairment reversal of GBP 3,030,434 was recognised during the year,
based on the estimated market value of the collateral at 31 December 2014 of GBP 110,843,434 and loan principal of
GBP 216,361,058, resulting in an impairment provision recognised at 31 December 2014 of GBP 105,517,624. 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. As such, an impairment assessment is carried out annually on the loan. The property was last
valued on 16 September 2013 by the special servicer and the balance of impairment at 31 December 2013 was GBP
2,679,571. The special servicer sold the collateral in April 2015 and a final amount of GBP 3,437,000 was recovered on
the loan. These proceeds were used as the estimated market value as at 31 December 2014. Consequently, an
impairment reversal of GBP 437,000 was recognised during the year, based on the final recovery amount and a loan
principal of GBP 5,679,571, resulting in an impairment provision recognised at 31 December 2014 of GBP 2,242,571.

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 2014 by the special servicer and the balance of impairment at 31 December 2013 was GBP 450,000. 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 reversal of GBP 242,858 was recognised during the year, based on the estimated
market value of the collateral at 31 December 2014 of GBP 1,342,858 and loan principal of GBP 1,550,000, resulting in
an impairment provision recognised at 31 December 2014 of GBP 207,142. The estimated 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 2013 was GBP

13,845,469. An impairment charge of GBP 1,771,284 was recognised during the year, based on the estimated market

value of GBP 22,142,254 and loan principal of GBP 37,759,006, resulting in an impairment provision recognised at 31

~ December 2014 of GBP 15,616,752 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 impairmerit assessment is carried out annually on the loan. The property was last
valued on 15 December 2010 and the balance ofimpairment at 31 December 2013 was GBP 1,145,524. An impairment
reversal of GBP 626,907 was recognised during’the year, based on the estimated market value of GBP 6, 773,258 and a
loan principal of GBP 7,291,875, resulting in an impairment provision recognised at 31 December 2014 of GBP
518,617. The estimated market value is derived by indexing the latest property valuation at year end.

St Christopher Nottingham Limited loan: The loan defaulted on its 21 July 2014 maturity date and was subsequently
placed into special servicing. As such, an impairment assessment was carried out for the first time in the current year.
The property was last valued on 16 March 2012 and had no impairment at 31 December 2013. The special servicer sold
the collateral in January 2015 and a final amount of GBP 6,360,000 was recovered. These proceeds were used as the
estimated market value as at 31 December 2014. The loan was repaid in full and therefore, no impairment has been
recognised at year end. '



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

FOR THE YEAR ENDED 31 DECEMBER 2014

Refinancing 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 notes would be written down starting from the lowest
class.of note, F, to the highest class of note, A-1A.

Liquidity risk

A facility provided by Danske Bank A/S (London Branch) has been established 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 10 November 2014, the liquidity facility for £18,512,438 was renewed for the period from
12 December 2014 to 10 December 2015. The directors expect this facility to be renewed annually.

An amount of £18,512,438 (2013: £19,581,141) of the liquidity facility was drawn as at 31 December 2014. 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 2014, £1,068,703 (2013: £3,426,485) was repaid.

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 £148,923,529 (2013: £156,249,125) as a result of impairments of £124,102,705
(2013: £126,668,621) on the loan assets and derivative liabilities of £18,692,334 (2013: £23,450,806) 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. Accordingly, they continue to adopt
the going concern basis in preparing the financial statements. 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 collateral the loan will be repaid, the result of
which would be that the Company would cease to trade. These conditions, indicate the existence of a material
uncertainty that may cast significant doubt about the Company’s ability to continue as a going concern and therefore, it
may be unable to realise its assets and discharge its liabilities in the normal course of business. The financial statements
do not include the adjustments that would result if the Company was unable to continue as a going concern.

Signed by order of the secretary

................... for and on behalf of Deco 11 — UK Conduit 3 Pic

Hon\A\n
Dlrector/06 oS



DECO 11 — UK CONDUIT 3 PLC
DIRECTORS’ REPORT

FOR THE YEAR ENDED 31 DECEMBER 2014

The directors have pleasure in presenting their report and the financial statements of the Deco 11 —~ UK Conduit 3 Plc
(the “Company”) for the year ended 31 December 2014.

PRINCIPAL ACTIVITIES

The Company is a specnal purpose company establlshed 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 Offering Circular.

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 Company’s profit for the year after tax amounted to £7,325,596 (2013: £10,210,482) after the profit on the
financial derivative instrument of £4,758,472 (2013: 15,931,867) and loan impairment reversal of £2,565,916 (2013:
impairment charge of £4,233,339). The directors have not recommended a dividend (2013: £nil).

CREDITOR PAYMENT POLICY

The Company’s policy concerning paymient of its trade creditors is to pay in accordance with its contractual and other
legal obllgatlons Due to the nature of the business, the main creditors are the noteholders: Principal and interest is
repaid quarterly in accordance w1th the agreements in place. The Company does not follow any other code or standard
on payment practice.

DIRECTORS
The directors, who served the Company during the'year, were as follows:

Mr Graham Cox
Mr Graham Hodgkin

AUDITOR
Deloitte LLP have expressed their WIIImgness to continue in office as auditor and a resolutlon to re-appomt 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 2014
STATEMENT OF DISCLOSURE OF INFORMATION TO THE AUDITOR

The directors confirm that: ‘ . o
e so far as the directors are aware, there is no relevant audit information of which the Company’s auditor is unaware;
and 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 s418 of the Companies Act
2006. ’

Signed by order of the directors

............................. T

Director G’ml-ww\ Hoob\/\v\'
L .9..6/...2015 '



DECO 11 — UK CONDUIT 3 PLC
DIRECTORS’ RESPONSIBILITIES STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2014

-The directors are responsible for preparing the Annual Report and the financial statements in accordance with
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 ([FRSs) 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: :

properly select and apply accounting policies;
present information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information;

» provide additional disclosures when compliance with the specific requirements 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

e make an assessment of the Company's ability to continue as a 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 2014
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 1 to 16. The financial reporting framework
that has been applied 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 responsnbllltles of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement, the directors are responsnble 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 error. 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 2014 and of its profit
for the year then ended;
e have been properly prepared in accordance with IFRSs as adopted by the European Union; 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
disclosure made 'in note 1 to the financial statements concerning the Company’s ability to continue as a going
concern. 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 collateral the loan will be repaid, the result of which would be
that the Company would cease to trade. These conditions, indicate the existence of a material uncertainty that
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.

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Strategic Report and the Directors’ Report for the financial year for
which the financial statements are prepared is consistent with the financial statements.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF DECO 11 - UK
CONDUIT 3 PLC (continued)

Matters on which we are required to report by exception
We have nothing to report in respect of the followmg matters where the Companies Act 2006 requnres us to
report to you if, in our opinion:

adequate accounting records have not been kept, or returns adequate for our audit have not been
received from branches not visited by us; or ‘

the financial statements are not in agreement with the accounting records 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 require for our audit.

pl CA, (Senior Statutory AUdltO[‘)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
London, United Kingdom

2(/6/ 2015

10



DECO 11 - UK CONDUIT 3 PLC
STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2014

2014 2013

Continuing operations : . Notes £ £
Interest income 2 15,178,221 18,631,401
Interest expense 3 (13,652,675) (17,467.651)
Net interest income . : . 1,525,546 1,163.750
Impairment reversal/(charge) of commercial mortgage loans 6 ' 2,565,916 (4,233,339)
Mortgage loans written off o (300,298) (1,489,536)
Loan notes written off : ' © 187 -
Fair value gain on derivative financial instruments 13 4,758,472 15,931,867
Other operating expenses | 4 (1,223,925) (1,161.887)
’ ’ 5,800,352 _- 9,047,105

Profit before tax for the year . 7,325,898 10,210,855
Income tax charge 5 (302) (373)
Total profit after tax 7,325,596 10,210,482
Other comprehensive income ‘ - -
Total comprehensive income for the year 1,325,596 __LOEZ_LO&Z

The notes on pages 15 to 30 form part of these financial statements.

11



DECO 11 - UK CONDUIT 3 PLC
STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2014

Assets

Non-current assets
Mortgage loans

Current assets
Mortgage loans

. Trade and other receivables
Cash and cash equivalents

Total assets

Equity

Share capital

Retained loss

Total shareholders’ deficit

Non-current liabilities
Loan notes
Total non-current liabilities

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

~3

o

10

10
10
11
13

2014 2013

£ £
110,843,435 108,113,299
39,318,125 76,898,369
21,106,171 22,480,883*
92,859 62,801*
60,517,155 99.442.053
171,360,590 207,555,352
12,502 12,502
(148,936,031) (156,261.627)
(148,923.529)  (156,249.125)

240,666,079

241,130,410
241,130,410 240,666,079
39,318,125 76,898,369
443,791 476,511
20,699,110 22,312,168
18,692,334 23,450,806
349 544
79,153,709 123.138.398
320,284,119 . _ 363,804,477
171,360,590 207,555,352

The notes on pages 15 to 30 form part of these financial statements.

12



DECO 11 - UK CONDUIT 3 PLC

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2014

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 2013

Profit for the year 31 December 2013
Other comprehensive income for the year
Balance at 31 December 2013

Share
capital
£

12,502

¢

Retained Ibsses

Total equity

£ £
(156,261,627) (156,249,125)
7,325,596 7,325,596
(148,936,031) (148,923,529)
Retained losses Total equityi
£ £
(166,472,109) (166,459,607)
10,210,482 10,210,482

N 15622612622-) (156,249, 125'1

The notes on pages 15 to 30 form part of these financial statements.

13



DECO 11 — UK CONDUIT 3 PLC
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2014

*Reclassified - see Note 7.

2014 2013
Notes £ £
Operating activities ‘
- Profit before tax for the year 7,325,898 10,210,855
Adjustments for: -
Fair value movement on derivative financial (4,758,472) (15,931,867)
instruments
Impairment (reversal)/charge on commercial mortgage (2,565,916) 4,233,339
loans " ' .
Mortgage loans written off 300,298 1,489,536
Loan notes written off (187) -
Bank interest (received)/paid . (2,289) 4,379
Decrease in trade and other receivables 254,542 772,816
Decrease in trade and other payables (577,075) (1,014,264)
Net cash used in operations 123,.2011 (235,206)
Returns on investments and servicing of finance ]
Tax paid 498 648
Net cash used in operating activities (23,699) (235.854)
Investing activities
Bank interest received/(paid) 2,289 4,379)
Movement on funds place on deposit 7 1,120,171* [(19,581,141)*
Repayments of mortgage loans 6 . 37,115,726 70,094,833
Net cash from investing activities 38,238,186 50,509,313
Financing activities
Liquidity facility movement i 11 (1,068,703) (3,426,485)
Repayments of loan notes 10 (37,115,726) (70.094,833)
Net cash used in financing activities (38,184.429) (73,521,318)
Net decrease in cash and cash equivalents 30,058 (23,247,859)
Cash and cash equivalents at beginning of year 62,801* 23,310,660*
Cash and cash equivalents at 31 December -8 — 92,859 62,801

Actual cash received and paid as interest income on the mortgage loans and interest expense on the loan notes
(excluding class X interest) during the year was £15,356,583 (2013: £19,404,217) and £2,607,747 (2013: £3,003,972)
respectively. .

As explained in the accounting policies on page 16, the cash is not freely available to be used.

14



DECO 11 - UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2014

1.

SIGNIFICANT ACCOUNTING POLICIES

Deco 11 — UK Conduit 3 Plc is a Company incorporated in the United Kingdom under the Companies Act 2006
and domiciled in England.

Statement of compliance

The Company’s financial statements have been prepared in accordance. with Intematlonal 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 2014.

The accounting pohcnes set out below have been applied in respect of the financial year ended 31 December
2014.

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 Comprehensive Income. .

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 £148,923,529 (2013: £156,249,125) as -a result of lmpalrments of
£124,102,705 (2013: £126,668,621) on the loan assets and derivative liabilities of £18,692,334 (2013:
£23,450,806) 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. Accordingly,
they continue to adopt the going concern basis in preparing the financial statements. 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 collateral the loan will be repaid, the result of which would be that the Company would cease to
trade. These conditions, indicate the existence of a material uncertainty that may cast significant doubt about the
Company’s ability to continue as a going concern and therefore,. it may be unable to realise its assets and
discharge its liabilities in the normal course of business. The financial statements do not include the adjustments
that would result if the Company was unable to continue as a going concern.

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 differ from these estimates used in 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 2014
1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Critical accounting judgements and key sources of estimation uncertainty (continued)

The estimates ‘and underlying .assumptions are reviewed on an ongoing basis. Revisions to.accounting
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 equlva]ents denvatwes 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 aré 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 using 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 estimated future cash flows discounted at the effective interest rate
computed at initial recognition. .

Derecognition 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.

Cash and cash equivalents

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 as 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, financing and investment activities. In accordance with its treasury policy, the Company does not
hold or issue derivative financial mstruments 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 value 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.
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DECO 11 - UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2014

1.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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 Comprehensive Income over the
period of the borrowings on an effective interest basis.

Embedded derivatives '

Certain derivatives are embedded -within other non-derivative host financial 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 IAS 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 included within its 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 which case it is recognised in other comprehensive income.

Standards issued 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 dlsc!osures of the
Company, therefore these standards have not been listed separately.

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 had
not yet been adopted by the EU):

- IFRS 9 Financial Instruments

IFRS 14 Regulatory Deferral Accounts

IFRS 15 Revenue from Contracts with Customers
Annual Improvements to IFRSs: 2012-14 Cycle
Annual Improvements to IFRSs: 2011-13 Cycle
Annual Improvements to IFRSs: 2010-12 Cycle

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 penods except that IFRS 9 will impact -
both the measurement and disclosures of financial instruments.

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 beneﬁmal 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.

17



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

~ DECO 11 - UK CONDUIT 3 PLC

FOR THE YEAR ENDED 31 DECEMBER 2014

2.

INTEREST INCOME
2014 2013
£ £
Income from mortgage loans 15,102,602 18,631,401
Bank interest income 75,619 -
‘ - 15,178,221 18,631,401
INTEREST EXPENSE
: 2014 2013
£ £
Interest on loan notes 2,575,028 2,899,324
Net swap interest payable 8,832,763 12,088,141
Deferred consideration 2,172,464 2,475,807
Bank interest paid 72,420 4,379
13,652,675 17,467,651
OTHER OPERATING EXPENSES _
' ‘ 2014 2013
£ £
Fees for the audit of the Company’s annual accounts 29,076 20,400
Fees payable to the auditor for tax services 9,270 -11,040
Administration and cash management fees 1,002,125 1,002,109 .
Corporate services fee 19,854 20,632
Accountancy fee 25,661 24,193
Other expenses 137,939 83,513
1223925  _1161887

Directors' emoluments during the year amounted to £2,400 (2013: £2,400), being £1,200 (2013: £1,200) each,
for their services as directors to the Company during the year with £nil (2013: £600) unpaid at year end. The
directors had no material interest in any contract of significance in relation to the business of the Company

. (2013: none). The Company did not have any employees in the current year (2013: none).

INCOME TAX CHARGE

The Company has elected to be taxed under the Taxation of Securitisation Companies 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.

2014 2013
Current tax: , £ £
Corporation tax charge for the year at a rate of 20% (2013: 20%) 302 373
Total income tax charge in Statement of Comprehensive Income 302 373
: 2014 2013
Reconciliation of total tax charge £ £
Profit before tax multiplied by the standard rate of corporation tax in the
UK of 20% (2013: 20%) ’ 1,465,180 2,042,171
Permanent differences relating to application of Taxation of
Securitisation Companies.Regulations 2006 (1,464.878) (2,041,798)
Total tax charge reported in the Statement of Comprehensive Income 302 373
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DECO 11 - UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2014

6.

MORTGAGE LOANS
2014 2013
£ £
At | January ’ 185,011,668 260,829,376
Redemptions - - (37,115,726)  (70,094,833)
Loan written off ' (300,298) (1,489,536) .
Movement in the impairment provision during the year 2,565,916 (4,233.339)
At 31 December , 150,161,560 185,011,668
The balance can be analysed as follows: ‘
Current assets : 39,318,125 76,898,369
Non-current assets ) . 110,843,435 108,113,299
150,161,560 185,011,668
2014 ’ 2013
The movement of the impairment provision is as follows: £ £
At 1 January (126,668,621) (122,435,281)
Provisions made during the year - (10,361,354)
Reversals during the year ' ! 2,565,916 6,128,014
At 31 December . _(124102,705) (126.668,621)

The mortgage loans are classified as “loans and receivables”. 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 2014, the
floating or fixed rate of interest on the mortgage loans ranged from 1.32% to 5.33% (2013: 1.29% to 6.15%).
The mortgage loans are secured over commercial properties. Deutsche Bank AG, London Branch acts as
security trustee to the loans.

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. :

During the year, impairment provisions on mortgage loans were as follows: Mapeley Gamma: impairment
reversal of £3,030,434 (2013: £6,830,312 recorded as impairment charge); Wildmoor Northpoint Limited:
impairment charge of £1,771,284 (2013: £403,950 recorded as impairment charge); CPI Retail Active
Management: impairment reversal of £626,907 (2013: £1,505,140 recorded as impairment reversal); Regent
Capital Eurocentral: impairment reversal of £437,000 (2013: £2,679,570 recorded as impairment charge) and
Investco Estates Limited: impairment reversal of £242,859 (2013: £447,521 recorded as impairment charge). In
total this resulted in an impairment reversal recognised for the year of £2,565,916 (2013: charge of £4,233,340)
and an impairment provision recognised at 31 December 2014 of £124,102,705 (2013: £126,668,621).

The Starcham Limited loan and the LML Overseas Inv. Ltd loan were repaid in full during the year. At 31
December 2013 the impairment provisions recognised were £nil for both loans. Therefore, no impairment
provisions were recognised-on these loans for the year. During the year, there was a write off of £300,298,
which represents an adjustment to the prior year mortgage loan balance

Mapeley Gamma loan: The loan was placed into special servicing in October 2012 due to a breach of the LTV
covenant. As such, an impairiment assessment is carried out annually on the loan. The property was last valued
on 22 August 2013 by the special servicer and the impairment at 31 December 2013 was GBP 108,548,058. The
special servicer is actively managing the properties. An impairment reversal of GBP 3,030,434 was recognised
during the year, based on the estimated market value of the collateral at 31 December 2014 of GBP 110,843,434
and loan principal of GBP 216,361,058, resulting in an impairment provision recognised at 31 December 2014
of GBP 105,517,624. The estimated market value is derived by indexing the latest property valuation.
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DECO 11 - UK CONDUIT 3 PLC

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

6.

. TRADE AND OTHER RECEIVABLES

FOR THE YEAR ENDED 31 DECEMBER 2014

MORTGAGE LOANS (CONTINUED)

Regent Capital Eurocentral 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 16 September 2013 by the special servicer and the balance of impairment at 31
December 2013 was GBP 2,679,571. The special servicer sold the collateral in April 2015 and a final amount of
GBP 3,437,000 was recovered on the loan, These proceeds were used as the estimated market value as at 31
December 2014. Consequently, an impairment reversal of GBP 437,000 was recognised during the year, based
on the final recovery amount and.a loan principal of GBP 5,679,571, resulting in an impairment provnsmn
recognised at 31 December 2014 of GBP 2,242,571.

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 2014 by the special servicer and the balance of impairment at 31

December 2013 was GBP 450,000. 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 reversal of GBP 242,858
was recognised during the year, based on the estimated market value of the collateral at 31 December 2014 of
GBP 1,342,858 and loan principal of GBP 1,550,000, resulting in an impairment provision recognised at 31

- December 2014 of GBP 207 142. The estimated market value is derived by mdexmg 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
2013 was GBP 13,845,469. An impairment charge of GBP 1,771,284. was recognised during the year, based on
the estimated market value of GBP 22,142,254 and loan principal of GBP 37,759,006, resulting in an
impairment provision recognised at 31 December 2014 of GBP. 15,616,752. 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 and the balance of impairment at 31 December 2013 was GBP
1,145,524. An impairment reversal of GBP 626,907 was recognised during the year, based on the estimated
market value of GBP 6,773,258 and a loan principal of GBP 7,291,875, resulting in an impairment provision
recognised at 31 December 2014 of GBP 518,617. The estimated market value is derived by indexing the latest

~ property valuation at year end.

St Christopher Nottingham Limited loan: The loan defaulted on its 21 July 2014 maturity date and was
subsequently placed into special servicing. As such, an impairment assessment was carried out for the first time
in the current year. The property was last valued on 16 March 2012 and had no impairment at 31 December
2013. The special servicer sold the collateral in January 2015 and a final amount of GBP 6,360,000 was
recovered. These proceeds were used as the estimated market value as at 31 December 2014, The loan was
repaid in full and therefore, no-impairment has been recognised at year end.

2014 2013

£ £

Amounts owed by parent undertaking 2,523 2,523
Funds place on deposit ' ‘ 18,460,970 19,581,141

Prepayments and accrued income ° 2,642,678 2,897,219
: 21,106,171 22,480,883

The comparative figure for 2013 for funds placed on deposit has been reclassified from cash and cash
equivalents as the directors believe this to be a more appropriate representation of the balance.
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DECO 11 - UK CONDUIT 3 PLC
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2014

7.  TRADE AND OTHER RECEIVABLES (CONTINUED)
The funds of GBP 18,460,970 (2013: GBP 19,581,141), obtained primarily from the liquidity facility drawing
and placed on deposit, were invested in short-term investment securities. These investments attract interest on a

daily basis and mature at least one business day prior to the next quarterly interest payment date (“IPD”) and
have been included in the debtor balance as ‘funds placed on deposit’.

The directors consider that the carrying value of trade and other receivables approximates to their fair value.

8. CASH AND CASH EQUIVALENTS

2014 2013*
: . £ N
- Cash and cash equivalents ‘ . 92,859 62,801

*Reclassified - see Note 7.
The directors consider that the carrying value of cash and cash equivalents approximates to their fair value.

9. TOTAL SHAREHOLDERS’ DEFICIT

Issued _ Retained
capital : losses ‘ Total
‘ £ . £ £
At 1 January 2014 12,502 (156,261,627) (156,249,125)
Profit for the year ' - 7,325,596 7,325,596
Balance at 31 December 2014 12,502 _(148,936,031) _(148,923,529)

There are 50,000 authorised ordinary shares of £1 each. The issued share capital comprises two fully paid £1
shares, and 49,998 ordinary shares quarter 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.

10. 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.

2014 - 2013
. £ £
- At 1 January : ' 317,564,448 ~ 387,659,281
Redemptions ‘ (37,115,726) (70,094,833)
Loan notes written off - ' . (187) -
T 280,448,535 317,564,448

Non-current liabilities - .
Loan notes 241,130,410 240,666,079
241,130,410 240,666,079

Current liabilities :

Loan notes _ 39,318,125 - 76,898,369
Interest payable on loan notes 443,791 - 476,511

39761916 _77.374.880

Current liabilities due within one year are paid when cash is available after other commitments have been fulfilled in
order of priority in accordance with the Offering Circular.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE.YEAR ENDED 31 DECEMBER 2014

" 10. LOAN NOTES (continued)

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 Company. 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 £18,512,438 (2013: £19,588,536). A commitment fee of 0.15% per annum is
charged on the undrawn amount of the liquidity facility commitment.

An amount of £18,512,438 (2013: £19,581,141) of liquidity facility was drawn as at 31 December 2014. 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. 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.

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

Class of Notes

A-1A
A-1B
A-2

mTmoOOw

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

mmoOw

11. TRADE AND OTHER PAYABLES

Current liabilities

Accruals and deferred income

" Liquidity facility loan
Deferred consideration

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

fulfilled, in order of priority in accordance with the Oﬁermg Circular.

2014
.
64,699,436

70,742,442
43,205,116
26,191,835
36,124,333
28,229,956
5,920,596
_5334.821

280,448,535

2014

£
1,858,713
18,512,438

327,959
20,699,110

2013

£
101,815,267
70,742,442
43,205,199
26,191,835
36,124,333
28,229,956
5,920,596
5,334,820
317,564,448

i

2013

1,939,869

£

19,581,141

791,158
22,312,168

The directors consider that the carrying amount of trade and other payables 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 2014
12. FINANCIAL RISK MANAGEMENT

The principal risks and uncertainties are set out in the Strategic Report on pages 2 to 5. -

Financial instruments

The Company’s financial mstruments other than derivatives, comprlse mortgage loans, 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 financial
instruments is undertaken.

The directors have considered the financial risks affecting the Company and have included the relevant
disclosures of interest rate, credit, liquidity and currency risks in the Directors’ Report.

Fair values, methodology and assumptions

Fair values

Fair value is defined as the price that would be received to sell an asset or paid 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 instrument, the fair value i 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 valuation techniques and industry standard models it
used during the year ended 31 December 2014. .

-~

Fair value hierarchy
The Company applies the fotlowing fair value hlerarchy that prioritises the inputs to valuation techmques used
in measuring fair value. The hierarchy establishes three categories for valuing financial instruments, giving the
highest priority to unadjusted quoted prices in active markets for identical assets or liabilities and the lowest
priority to unobservable inputs.

Level 1 - Unadjusted quoted prices for identical assets or llablhtles in an active market that the Company has the
abnllty 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 sxgmﬁcant to the overall fair value measurement
of the asset or liability are unobservable.
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DECO 11 - UK CONDUIT 3 PLC
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2014

12. FINANCIAL RISK MANAGEMENT (CONTINUED)

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 denvatlves 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
Overnight funding rates, is used.

The fair values together with the carrying amounts shown in the Statement in Financial Position are as follows:

Carrying Carrying
amount Fair value amount Fair value
Notes 2014 2014 2013 2013
£ R 1 £ £
Mortgage loans 6 150,161,560 = 156,386,902 185,011,668 194,914,436
Trade and other receivables 7 + 21,106,171 21,106,171 22,480,883* 22,480,883*
Cash and cash equivalents 8 92,859 92,859 62,.801* 62,801*
171,360,590 177,585,932 207,555,352 217,458,120
Derivative financial instruments 13 18,692,334 18,692,334 - 23,450,806 23,450,806
Loan notes : 10. - 280,448,535 137,694,567 317,564,448 171,463,630
Interest payable on loan notes . 10 443,791 443,791 476,511 476,511
Trade and other payables 11 20,699,110 20,699,110 22,312,168 - 22,312,168
Current tax liability 349 349 544 544

320284,119 177,530,151 _363.804477 217,703,659

*Reclassified - see Note 7.

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 (in the form of either traded prices. or market quotations) for
each class of loan notes, excluding Class E and Class F. The prices of Class E and Class F have been derived by
using a percentage of the market price of the Class ranked just above in the priority of payment in order to
account for the additional risk. 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.
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Financial instruments recognised and measured at fair value

As at 31 December 2014 Total fair value Level 1 Level 2 Level 3
. £ £ £ £
Liabilities
- Derivative financial instruments (18.692,334) - (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
£ £ £ £
Assets : ,
Mortgage loans 156,386,902 - 156,386,902 -
Liabilities : :
Loan notes (137.694,567) - (137,694,567) -

Financial instruments recognised and measured at fair value

As at 31 December 2013 *° Total fair value Level 1 Level 2 Level 3
£ £ . £

Liabilities "
Derivative financial instruments (23.450,806) - (23,450,806) -

Financial instruiments at amortised cost whose fair value is disclosed

As at 31 December 2013 Total fair value Level 1 Level 2 Level 3
£ £ £ £
Assets .
Mortgage loans ' -194.914.436 - 194,914,436 -
Liabilities
Loan notes (171,463,630) - (171.463.630) -

During the year ended 31 December 2014, there have been no transfers between fair value hierarchy levels
(2013: 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 liabilities categorised as level 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
different time. The Company minimises its exposure to interest rate risk by ensuring that the interest rate
characteristics of assets and liabilities are similar. Interest rate swaps have been entered into with 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 variable rate of interest payable on the loan notes. As a result, the Company does
not have a material net interest rate risk exposure and therefore has not presented a sensitivity analysis to interest
rate risk.
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Effective interest rates and repricing analysis

The following table details the Company’s exposure to interest rate risk by the earller of contractual maturities
or re-pricing: .

Weighted .
average effective Floating Non-interest Fixed rate
. interest rate bearing - : Total
At 31 December 2014 % £ £ £ £
Assets ' o
Trade and other recelvables . - - 18,460,970 2,645,201 - 21,106,171
Mortgage loans 4 . 4.510% 39,318,126 - 110,843,434 150,161,560
Cash and cash equivalents - 92,589 - - 92,859
Total assets _ | 57871685  2,645201 _110,843,434 _171,360,320
Liabilities
Trade and other payables and
tax liabilities ) - - 20,699,459 - 20,699,459
Derivative financial instruments - 18,692,334 - - 18,692,334
Loan notes ) 0.969% _ 280,448,535 - - 280,448,535 °
Total liabilities =299,140,869 _20,699459 ____ - 319,840,328
Weighted
average effective Floating Non-interest Fixed rate
. interest rate £ bearing Total
At 31 December 2013 % : £ £ £
Assets .
Trade and other receivables - 19,581,141*  2,899,742* - 22,480,883*
Mortgage loans 4.140% 76,018,168 - 108,993,500 185,011,668
Cash and cash equivalents - 62.801* - - 62.801*
Total assets 95,662,110 2,899,742 108,993,500 _ 207,555,352
Liabilities .
Trade and other payables and - - 22,312,712 - 22,312,712
tax liabilities .
Derivative financial instruments ' C- ' 23,450,806 - - 23,450,806
Loan notes. 0.900% 317,564,448 - : - 317,564,448
Total liabilities : 341,015254 _22312.712 - 363,327,966

*Reclassified - see Note 7.

Prepayment risk

Prepayment risk on the mortgage loans arises when these are voluntarily 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 reqmrements The. gearing ratios at 31 December
2014 and 2013 were 213.2% and 196.9% respectively.
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FINANCIAL RISK MANAGEMENT (CONTINUED)
Currency risk
All of the Comipany’s assets and liabilities are denominated in Pound Sterling therefore there is no forelgn
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 designed to match the maturity of the mortgage loans and hence,
there are deemed to be limited liquidity risks facing 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 2014.
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
2014 value flows  but within 3 but within 1 within 5
months year years
£ £ £ £ £
Loan notes 280,448,535 280,448,535 5,916,223 33,401,902 241,130,410
Interest payable on loan .
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 299.404,764 304,151,350 25049968 .  _35.499.108 243,602,274

financial instruments

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

2013 - T value flows . but within3  but within lyear within 5

. months ’ years

. £ £ £ £ £

Loan notes ' 317,564,448 317,564,448 409,843 76,488,526 . 240,666,079
Interest payable on loan B

notes 476,511 7,357,503 . 720,392 1,794,780 4,842,331

Liquidity draw down 19.581.141 ._19.581.141 19,581,141 - -

Total non-derivative

financial ins.truments M M _—;M@ M ;4;5-:_5—2.8-:4-1_9

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.
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12. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk (continued)

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

As at 31 December 2014 Carl.'ying Gross cash After 1 After 3  After 1 year

value . ~ flows month but months but but within
within 3 within 1 S years

months year :
£ £ £ £ £
18,692,334 18,420,259 2,238,147 6,714,442 9,467,670
As at 31 December 2013 Carrying Gross cash After 1 After 3 After 1 year but
valuee ~ flows month but  monthsbut  within 5
within 3 within 1 year years

months

£ £ £ £ £

23,450,806 27,051,415 2,223,705 6,639,696 18,188,014

Credit risk

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 £110,843,434 net of provisions
(2013: £107,813,000). This gives rise to a relatively high concentration risk of 79% (2013: 69%) 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.

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

The underlying mortgage loans are secured by first charge over commercial property located in England, Wales
and Scotland. ‘
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13.

The table below sets out the carrying amount, the collective 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 2014 using the UK IPD.property index, except
for impaired loans where the directors’ estimate of the collateral value was lower than the indexed valuation.

Gross
carrying . Fair value Gross carrying Fair value of
amount Impairment of collateral amount Impairment collateral
2014 2014 2014 . 2013 2013 2013
£ £ £ £ £ £
Neither past due nor : - - - 7,034,881 - 11,714,439
impaired
- Past due but not 5,622,755 - 6,245,520 - C- -
impaired
Impaired 268,641,510 (124,102,705) _144.538,805 304.645.409 (126.668.621) _177.976,788

274264265 (124,102,705) - 150,784,325 311.680.290 (126,668,621) 189,691,227

The allowance for impairment disclosed above excludes impairment relating to written-off mortgage loans,
therefore differs from the cumulative impairments disclosed in note 6 of these financial statements.

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.

DERIVATIVE FINANCIAL INSTRUMENTS

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

2014 2013

£ £
Interest rate swaps fair value at start of year (23,450,806) (39,382,673)
Change in fair'value . 4,758,472 15.931.867

Interest rate swaps fair value at end of year ' _(18,692,334) ' _(23.,450.806)

The notional principal amount of all the outstanding interest rate swap contracts at 31 December 2014 was
£216,361,059 (2013: £223,976,559). The Company pays a fixed rate ranging from 4.36% to 5.6% (2013: from
4.36% to 5.4%) and receives 3-month LIBOR (2013: 3-month LIBOR).

In accordance with 1AS 39 ‘Financial instruments: Recognition 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 IAS 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 option is
considered to be closely related to the underlying host contract, it does not require separation.
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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 £2,400 (2013:
£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 2014 amounted to £19,910 (2013: £20,632) including
irrecoverable VAT with £2,930 (2013: £7,701) 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 England and
Wales. ‘ .

Deco 11 — UK Conduit 3 Holding Limited holds 49,999 shares in the Company. Wilmington Trust SP Services
(London) Limited holds one share in Deco 11 — UK Conduit 3 Plc under a declaration of trust for charitable
purposes. The one share held by Wilmington Trust SP Services (London) Limited was transferred to Castiewood
CS Holdings Limited on 31 August 2012.

SUBSEQUENT EVENTS
In January 2015, the St Christopher loan was repaid in ﬁu after the underlying property was sold for GBP

6,360,000. In April 2015, the Regent Capital Eurocentral loan was repaid after the special servicer sold the
underlying property in April 2015 and a final amount of GBP 3,437,000 was recovered on the loan.
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