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DECO 12-UK 4 HOLDING LIMITED
DIRECTORS’ REPORT

FOR THE YEAR ENDED 31 DECEMBER 2009

The directors have pleasure in presenting their report and the financial statements of the Group, which comprise the results
of the Company and 1ts subsidiary, Deco 12 — UK 4 Plc, for the year ended 31 December 2009

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW
The Company’s principal activity 15 to hold an investment m Deco 12 — UK 4 Plc and hold the Post-Enforcement Call
Option and other simular options granted 1n respect of securities granted by other 1ssuers

The Post-Enforcement Call Option wall permut the Company to acquire from the noteholders all the notes then outstanding
at a price of one penny per note when notice 1s recerved from the Issuer Secunty Trustee

Deco 12 — UK 4 Plc 15 a special purpose company established in order to 1ssue floating rate loan notes due January 2020
(“the Notes™), to acquire the beneficial interest m a mortgage portfolio from Deutsche Bank AG, London Branch, (“the
Mortgage Loan™), to open accounts, to create security and receive interest in respect thereof, and to enter nto certain
related transactions as described in the Offening Circular dated 9 March 2007 On 13 March 2007, the Group 1ssued
£672,883,707 floating rate loan notes in accordance with the Offermg Circular

BUSINESS REVIEW

The key performance indicator of the business 15 considered to be the net interest margin During the year, the Group
achieved a net interest margin (net nterest income divided by nterest income) of 2 44% (2008 2 10%) At the year end,
the Group had net Liabihities of £38,610,224 (2008 net habilities of £51,488,808) as a result of the far value liability on the
denvative financial instruments totalling £37,896,982 (2008 fair value liability of £51,567,789)

RESULTS AND DIVIDENDS

The trading results for the period and the Group’s financial position at the end of the period are shown n the attached
financial statements

The Group’s profit for the year after tax amounted to £12,878,584 (2008 loss of £54,982,033) after the gamn on the
financial denvative instrument of £13,670,807 (2008 loss of £55,855,522) and the impawrment to loans of £795,250 (2008
£ml) The directors have not recommended a dividend (2008 £mil)

CREDITOR PAYMENT POLICY
The Group’s policy concerning payment of 1ts trade creditors is to pay m accordance with 1ts contractual and other legal
oblhigations Due to the nature of the business, the mam creditors are the noteholders Principal and interest 15 repaid

quarterly 1 accordance with the agreements m place The Group does not follow any other code or standard on payment
practice

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES

The Group’s financial instruments, other than derivatives, compnse mortgage loans, cash and cash equivalents, interest-
bearing loan notes and various receivables and payables that anse directly from its operations The main purpose of the
mterest bearing loan notes 1s to finance a mortgage portfolio acquired from Deutsche Bank AG, London Branch

The Group also enters into derivative transactions The purpose of such transactions 1s to manage the nterest rate nisk
answng from the Group's operations and 1its sources of finance

The Board reviews and agrees policies for managing risks anising on the Group’s financial instruments and they are
summarised below

Currency risk
All of the Group’s assets and habilities are deneminated in pound Sterling and therefore there 15 no foreign currency nsk

Interest rate risk
Interest rate nsk exists where assets and habilities have interest rates set under a different basis or which reset at different
times The Group mimmises 1ts exposure to wterest rate risk by ensunng that the interest rate charactenstics of its assets

and liabilities are stmilar, where this 15 not possible the Group uses interest rate swaps to mitigate any residual interest rate
nsk




DECO 12-UK 4 HOLDING LIMITED
DIRECTORS' REPORT (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2009
FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES (CONTINUED)

Credit risk

The principal credit risk to the Group 15 that the borrowers will not be able to meet thewr 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

The most signsficant concentration of credit nsk 15 considered to be a mortgage loan to Tesco totalling £347,400,000
(2008 Tesco £347,400,000) At 31 December 2009, the total amount outstanding on the morigage loans was
£670,042,684 (2008 £671,159,476) The mortgage loan portfolio consists of 10 loans secured over 41 properties (2008 10
loans secured over 41 properties)

Refinaneing risk

The ability of a borrower to make timely payment of principal due on any loan on the relevant loan matunity date may be
dependent upen that borrower’s ability to refinance the lean In the event a borrower cannot refinance before or at the
loan matunty date, repayment may be delayed, and i 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 Group would be unable to repay certain classes of the loan notes tn full

If n 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, Al

Impairment

The Group assesses at each balance sheet date whether there 15 any objective evidence that a financial asset 15 impaired
A financial asset or portfolio of financial assets 15 umpaired and an impairment loss incurred 1if there 15 objective evidence
that an event or events since 1mitial recogmition of the asset have adversely affected the amount or timing of future cash
flows from the asset

If there 1s objective evidence that an impamrment loss on a financial asset classified as loans and receiwvable has been
incurred, the Group measures the amount of the loss as the difference between the carrying amount of the asset and the
present value of estimated future cash flows from the asset discounted at the effective interest rate of the instrument at
mmtial recognition

The Quattro Syndicate Loan, with a principal balance outstanding at year-end of £8,045,250, was due to be repaid on 20
October 2009 As a result of the non-payment, the loan was transferred to Hatfield Phulips as Special Servicer on 5
December 2009 Negotiations are ongomg with the borrower over a possible lease renewal An imipairment provision has
been made 1 the accounts for £795,250 recognising the difference between the market valuation of the property and the
loan outstanding

Liqudity risk

A facility provided by Danske Bank A/S (London Branch) has been estabhshed which will be available, subject to certain
critenia and circumstances, in the event of the Group bemg unable, on a temporary basis, to meet 1ts financial
commitments The hquidity facility was renewed on 11 March 2010 to expire on 9 March 2011 The directors expect this
facility to be renewed annually Further discussion of the Group’s approach to financial instruments 1s set out 1n note 1
(sigmificant accounting policies) and 1n note 15

Basis of preparation - going concern
The loan notes 1ssued by the Group are non-recourse and their terms us such that amounts due are only payable to the extent
that there are sufficient receipts from the Group’s assets As a consequence, the directors believe that the Group 15 well
placed to manage 1ts business nisks successfully despite the current uncertain economuc outlook

After making enquines, the directors have a reasonable expectation that the Group has adequate resources to continue 1n
operational existence for the foreseeable future Accordingly, they continue to adopt the going concern basis 1n preparing
the financial statements




DECO 12-UK 4 HOLDING LIMITED
DIRECTORS' REPORT (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2009
DIRECTORS AND THEIR INTERESTS
The directors who served the Company during the year, together with their beneficial interests m the shares of the

Company, were as follows

Wilmington Trust SP Services (London) Linuted

Mr M H Filer
Mr J Traynor
Ordinary shares
At 31 December 2009 At 31 December 2008
Wilmungton Trust SP Services (London) Limuted 1 1

Wilmingten Trust SP Services (London) Limuted holds the sole share i the Company under a declaration of trust for
charitable purposes No other director had any beneficial interest in the shares of the Company duning the period

AUDITORS
A resolution to re-appoint Deloitte LLP as auditors for the ensuing year will be proposed at the annual general meeting

STATEMENT AS TO DISCLOSURE OF INFORMATION TO AUDITORS
The directors confirm that

¢ 5o far as the directors are aware, there 15 no relevant audit information of which the Company’s auditors are
unaware, and

¢ each of the directors have taken ali 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 auditors are aware of that
nformation

This confirmation 1s given and should be interpreted in accordance wath the provisions of s418 of the Companies Act
2006

of the directors

for and on behalf of
GTON TRUST SP SERVICES (LONDON) LIMITED,

Director
Date 29 September 2010




DECO 12-UK 4 HOLDING LIMITED
STATEMENT OF DIRECTORS’ RESPONSIBILITIES

FOR THE YEAR ENDED 31 DECEMBER 2009

The directors are responsible for preparing the Annual Report and the financial statements mn 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 1n accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Umon 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 period In prepaning these financial statements,
International Accounting Standard 1 requires that directors

s  properly select and apply accounting policies,
present information, including accounting policies, 1n a manner that provides relevant, reliable,
comparable and understandable information,

e provide additional disclosures when comphance with the specific requirements 1n IFRSs are msufficient
to enable users to understand the 1mpact 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 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 wath 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 wregulantes




INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF DECO 12-UK 4
HOLDING LIMITED

We have audited the group and parent company financial statements (the "financial statements") of Deco 12-UK
4 Holding Limuted for the year ended 31 December 2009 which comprise the Consoldated statement of
comprehensive income, the Consolidated and Company statements of financial position, the Conschdated and
Company statements of changes in equity, the Consohdated and Company statements of cash flows, and the
related notes 1 to 19 These financial statements have been prepared under the accounting policies set out theremn
and as apphied 1n accordance with the provisions of Companies Act 2006

This report 1s 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 mught state to the company’s members
those matters we are required to state to them in an auditors’ 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 opmions we have formed

Respective responsibilities of directors and auditors

As explamed more fully i the Directors’ Responsibiliies Statement, the directors are responsible for the
preparation of the financial statements and for bemg satisfied that they give a true and farr view Our
responsibility 15 to audit the financial statements m accordance with applicable law and Internaticnal Standards
on Audiing (UK and Ireland) Those standards require us to comply with the Auditing Practices Board’s
{APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit nvolves obtaiming evidence about the amounts and disclosures 1 the financial statements sufficient to
give reasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or error This mncludes an assessment of whether the accounting policies are approprnate to the company’s
circumstances and have been consistently applied and adequately disclosed, the reasonableness of signuficant
accounting estimates made by the directors, and the overall presentation of the financial statements

Opinion on financial statements

In our opiuon

. the financial statements give a true and fair view of the state of the group’s and the company’s affairs as
at 31 Decemnber 2009 and of the group’s profit for the year then ended,

. the group financial statements have been properly prepared 1n accordance with IFRSs as adopted by the
European Union,

. the parent company financial statements have been properly prepared in accordance with IFRSs as
adopted by the European Union and as applied in accordance with the provisions of Companies Act
2006, and

. the financial statements have been prepared m accordance with the requirements of the Compames Act
2006

Opinion on other matter prescribed by the Companies Act 2006
In our opimon the mformation given in the Directors’ Report for the financial year for which the financial
statements are prepared 15 consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report n respect of the following matters where the Companies Act 2006 requires us to
report to you 1f, 1 our opimon

. adequate accounting records have not been kept by the parent company, or returns adequate for our
audit have not been recerved from branches not visited by us, or
. the parent company 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

B B

David Bamnes (Seruor Statutory Auditor)

for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditors
London, United Kingdom

August2010
+9 Sy,ww




DECO 12-UK 4 HOLDING LIMITED
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2009

2009 2008

Continuing operations Notes £ £
Interest income 2 37,794,921 43,848,281
Interest expense 3 {36.874.103) (42.927.187)
Net interest income 920,818 921,094
Fair value gain/(loss) on derivative financial instruments 13,670,807 (55,855,522)
Impairment to mortgage loans 9 (795,250) -
Operating expenses 4 {917.073) {916,938)
Profit /(loss) before tax for the year 12,879,302 (55,851,366)
Income tax (charge)/credit 5 {718) 869,333
Total comprehensive income/(expense) for the year attributable to

equity holders 12 12,878,584 4,982,033

The notes on pages 13 to 28 form part of these financial statements
7




DECO 12-UK 4 HOLDING LIMITED
CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2009

2009 2008
Notes £ £
Assets
Non-current assets
Mortgage loans 9 662,464,016 662,785,558
Current assets
Mortgage loan 9 7,578,668 8,373,918
Trade and other receivables 10 6,670,417 7,780,700
Cash and cash equivalents 11 915,446 1.296.929
15,164.531 17.451,547
Total assets 677.628,547 680,237,105
Equity
Share capital 12 1 1
Retained loss 12 (38.610.225) (51,488.809)
Total shareholders’ (deficit)/ equity (38,610,224) (51,488,808)
Non-current liabilities
Interest-bearing loans 13 663,303.848 663,625,390
Total non-current habilities 663.303.848 663,625,390
Current liabilities
Interest-bearing loans 13 8,373,918 8,373,918
Accrued nterest 13 954,711 7,236,989
Trade and other payables 14 5,707,733 917,855
Current tax hiability 1,579 3,972
Denivative financial instruments 16 37,896,982 51,567,789
Total current liabilities 52,934,923 68,100,523
Total habilities 116,238,771 731,725913
Total equity and liabilities 677,628,547 680,237,105

These financial statements of Deco 12 — UK 4 Holding Limuted, Company registration 06105060, on pages 7 to

28 were approved and authorised for 1ssue by the directors on 29 September 2010 and are signed on their behalf
by

Ma er for and on behalf of

WILMINGTON TRUST SP SERVICES (LONDON) LIMITED
Director

The notes on pages 13 to 28 form part of these financial statements

8




DECO 12-UK 4 HOLDING LIMITED
COMPANY STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2008

2009 2008
Notes £ £
Non-current asset
Investment 1n subsidiary 7 12.501 12,501
Current assets
Cash and cash equivalents 11 1 1
1 1
Total assets 12,502 12,502
Equity
Share capital 12 1 1
Retained profit 12 9.960 10,009
Total equity —.9.961 10,010
Current liabilhties
Other creditors 15 2,541 -
Current tax habihty - 2.49
Total current liabilities —2,541 —2,492
Total liabilities 2,541 __ 249
Total equity and habilities 12,502 12,502

ements Deco 12 — UK 4 Holdmg Limited, Company registration 06105060, on pages 6 to 28
directors and authorised for 1ssue on 29 September 2010 and are signed on their behalf by

WILMINGTON TRUST SP SERVICES (LONDON) LIMITED
Director

The notes on pages 13 to 28 form part of these financial statements




DECO 12-UK 4 HOLDING LIMITED
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2009

Share Retaimned Total
capital earnings

£ £ £

Balance at 1 January 2008 1 3,493,224 3,493,225

Loss for the year - (54,982,033) (54,982,033)

Other comprehensive income for the year - - -

Total comprehensive income for the year - (54.982.033) {54,982.033)

Balance at 31 December 2008 1 (51,488,809) (51,488,808)

Profit for the year - 12,878,584 12,878,584

Other comprehensive income for the year - - -

Total comprehensive income for the year - (12.878,584) (12,878.584)

Balance at 31 December 2009 —1 (38,610,225) (38,610,224)
COMPANY STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2009
Share Retained Total
capital earnings

£ £ £

Balance at 1 January 2008 1 10,001 10,002

Profit for the year - 8 8

Other comprehensive mcome for the year - - -

Total comprehensive income for the year - 8 8

Balance at 31 December 2008 1 10,009 10,010

Loss for the year - (49) (49)

Other comprehensive income for the year - - -

Total comprehensive income for the year - (49) (49)

Balance at 31 December 2009 1 9,960 9,961

The notes on pages 13 to 28 form part of these financial statements

10




DECO 12-UK 4 HOLDING LIMITED
CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2009

Notes
Cash flows from operating activities
Profit/(loss) before tax for the year
Adyustments for
Fair value movement on denvative financial instrument
[mpairment to mortgage loans
Bank interest receivable 2
Decrease in trade and other receivables 10
(Decrease )/ increase 1n trade and other payables 13,14

Net cash (used mn)/from operating activittes
Taxation pad
Investing activities

Repayments during period
Bank mterest received

Net cash from investing activities

Financing activities
Repayments during the period

Net cash used in financing activities
Net decrease/increase 1n cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at 31 December 2009 11

2009 2008

£ £
12,879,302 (55,851,366)
(13,670,807) 55,855,522
795,250 -
(2,476) (80,573)
1,110,283 90,791
(1,492,400) 309,671
(380,848) 324,045
@,111) .
(383,959) 324,045
321,542 316,325
2,476 80,573
324,018 396,898
(321,542) (316,325)
(321,542) (316,325)
(381,483) 404,618
1,296,929 892,311
915,446 1,296,929

(As explamed 1n the accounting policies note on page 15, the cash 15 not freely available to be used )
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DECO 12-UK 4 HOLDING LIMITED

COMPANY STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2009

2009 2008

Notes £ £
Cash flows from operating activities
Loss before tax for the period (49) -
Adjustments for
Increase m creditors 2,541
Net cash from operating activities 2,492 -
Taxation paid (2,492)
Net cash used in investing activities - -
Cash flows from financing activities
Proceeds on 1ssue of shares 11 - -
Net cash from financing activities - -
Net increase 1n cash and cash equivalents - -
Cash and cash equivalents at beginning of year/period 1 1
Cash and cash equivalents at 31 December 2009 11 1 1

{As explamed 1n the accounting policies note on page 135, the cash 1s not freely available to be used )

12




DECO 12-UK 4 HOLDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009

1.

SIGNIFICANT ACCOUNTING POLICIES

Deco 12-UK 4 Holding Limted 1s a company incorporated in the United Kingdom under the Compames Act 2006
and domeciled in England

Statement of comphance

The Group’s financial statements have been prepared in accordance with International Financial Reporting
Standards as adopted by the EU as they apply to the financial statements of the Group and the Company for the
year ended 31 December 2009

The accounting policies set out below have been applied 1n respect of the year ended 31 December 2009

Basis of preparation
The financial statements are presented in Pounds Sterling

The financial statements have been prepared on the historical cost basis as modified for the revaluation of certain
financial mstruments under IAS 39 Financial Instruments Recogmtion and Measurement

Due to the fact that the nature of the business 1s to provide finance, the directors are of the opinion that it 15
more appropriate to use interest income and interest expense rather than turnover and cost of sales n preparing the
statement of comprehensive income

Basis of preparation - going concern

The Group’s business activaties, together with the factors likely to affect its future development, performance and
position and 1ts principal uncertainties are set out in the Directors Report on page 2 In addition, note 15 to the
financial statements includes the Group’s objectives, policies and processes for managing 1ts capital, 1ts financial
nisk management objectives, details of 1ts financial instruments and hedging activities, and 1ts exposures to credit
nisk and liquidity nsk

The loan notes 1ssued by the Group are non-recourse and their terms us such that amounts due are only payable to
the extent that there are sufficient receipts from the Group's assets As a consequence, the directors believe that the
Group 1s well placed to manage 1its business risks successfully despite the current uncertain economic outlook

After making enqunies, the directors have a reasonable expectation that the Group has adequate resources to
continue in operational existence for the foreseeable future Accordingly, they continue to adopt the going concern
basis m preparing the financial statements

Basis of consohdation

The consohdated financial statements incorporate the financial statements of the Company and entities controlled
by the Company (the Subsidianes) Control 1s achieved where the Company has the power to govern the financial
and operating policies of an 1nvestee entity so as t0 obtain benefits from its activities  All intra-group transactions,
balances, income and expenses are eliminated on consolidation

- Subsidianies
Subsidianies are those entities controlled by the Company Control exists when the Company has the power,
directly or indirectly, to govern the financial and operating policies of an entity so as to benefit from its activities

- Transactions ehmunated on consolidation

Intra-group balances and any unrealised gains and losses ansing from intra-group transactions are elirmnated in
preparing the Consolidated Financial Statements

13




DECO 12-UK 4 HOLDING LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009
1. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Business combinations

The acquisition of subsidiaries 1s accounted for using the purchase method The cost of the acquisition 15
measured at the aggregate fair values, at the date of exchange, of assets given, habilities ncurred or
assumed, and equity instruments 1ssued by the Group 1n exchange for control of the acquiree, plus any costs
directly attnbutable to the business combination The acquiree’s identifiable assets, labilities and
contingent liabilitres that meet the conditions for recogmtion under IFRS 3 are recogmsed at their fair value
at the acqusihion date, except for non-current assets (or disposal groups) that are classified as held for sale
n accordance with IFRS 5 Non Current Assets Held for Sale and Disconninued Operations, which are
recognised and measured at fair value less costs to sell

Critical accounting judgements and key sources of eshmation and uncertainty

The preparaton of financial statements mn conforrmty with IFRSs requires management to make
judgements, estimates and assumptions that affect the application of policies and reported amounts of
assets and lLabilies, mncome and expenses In particular for the farr value of denvatives and the
recoverability of assets, the estimates and associated assumptions are based on historical expenence 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 1n the financial statements

The estimates and underlying assumptions are reviewed on an ongomg basis Revisions to accounting
estumates are recogrused in the year in which the estimate 15 revised 1f the revision affects only that year, or
in the year of the revision and future years 1f the revision affects both the current and future years

Financial instruments

The Group’s financial mstruments comprise the mortgage loans, cash and liquid resources, derivatives,
interest-beanng borrowings and varnous receivables and payables that anise directly from 1its operations
The mamn purpose of the interest-bearing borrowings 1s to acquire a beneficial interest 1n a mortgage
portfolio These financial instruments are classified 1n accordance wath the principles of IAS 39 Financial
Instruments Recogmition and Measurement as described below

Mortgage loans

The mortgage loans are imtally measured at fair value with subsequent measurement being at amortised
cost using the effective mterest method

Appropriate allowances for estimated urecoverable amounts are recogmsed in profit or loss when there 15
abjective evidence that the asset 1s impawred The allowance 15 measured as the difference between the
asset’s carrymng amount and the present value of estimated future cash flows discounted at the effecuve
nterest rate computed at imtial recogmtion

Derecognition of financial assets

The Group derecogmses a financial asset only when the contractual rights to the cash flows from the asset
expire, or 1t transfers the financial asset and substantally all the nisks and rewards of ownership of the asset
to another entity. If the Group neither transfers nor retamns substantially all the nsks and rewards of
ownership and continues to control the transferred asset, the Group recognses its retamed interest in the
asset and an associated liability for amounts 1t may have to pay If the Group retains substantially all the
risks and rewards of ownershup of a transferred financial asset, the Group continues to recogmuse the
financial asset and also recognises a collateralised borrowing for the proceeds received

Deferred consideration
A deferred consideration charge 1s included m interest expense Deferred consideration 1s payable to the
Class X certificates holders dependent on the extent to which the surplus income, 1n excess of the agreed

margin, generated by the mortgage loans in which the Group has purchased an interest, exceeds the
admunustration costs of the mortgage loans

14




DECO 12-UK 4 HOLDING LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009
1. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash and cash equivalents

Cash and cash equivalents 1n the balance sheet compnse cash at banks and i hand and short-term deposits with an
ongmal maturity of three months or less All withdrawals from the Group’s bank accounts are restricted by the
detailed priority of payments set out mn the secuntisation agreements and as such the cash and cash equivalents are
not freely available to be used for other purposes

Derivative financial mstruments and hedging activities

The Group uses dervative financial instruments to hedge 1ts exposure to wterest rate nisk ansing from operational,
financing and mvestment activities In accordance wth 1ts treasury policy, the Group does not hold or 1ssue
denvative financial mstruments for trading purposes Denvatives are accounted for at fair value through profit or
loss

IAS 39 requires all financial assets and Liabilities to be recogmsed mitially at fair value on the balance sheet
Subsequent to mntial recognition, any changes n fair value of the dentvatives held are recognised in the statement
of comprehensive mcome

The farr value of interest rate swaps and basis swaps 1s the estimated amount that the Group would receive or pay
to termmate the swap at the balance sheet date, taking 1nto account current interest rates and the current
creditworthiness of the swap counterparties

Interest income receivable or nterest expense on the interest rate swap 15 accounted for on an effective 1nterest
rate basis within interest income or interest expense 1n the statement of comprehensive income

Interest-bearing loans

Interest-bearng loans are recogmsed mmtially at fair value less attrbutable transaction costs Subsequent to mitial
recogmition, mnterest-bearing loans are stated at amortised cost with any difference between cost and redemption
value being recognsed m the income statement over the pertod of the borrowings on an effective interest basis

Embedded derivatives

Certamn dervatives are embedded within other non-derivative host financial nstruments to create a hybnd
nstrument Where the economc charactenstcs and nisks of the embedded denivatives are not closely related to the
economuic charactenstics and risks of the host mstrument, and where the hybrid instrument 1s not measured at fair
value, the embedded denvative 1s separated from the host mstrument with changes 1n fair value of the embedded
denvative recogmised m the mcome statement Depending on the classification of the host instrument, the host 15
then measured 1n accordance with IAS 39

Interest income and expense

Interest ncome and expense 15 accounted for on a time basis, by reference to the principal outstanding and at the
effective nterest rate applicable, which 1s 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 habihity’s net carrying
amount

Value added tax
Value added tax is not recoverable by the Group and 1s included with 1ts related cost

Income tax expense

The tax expense represents the sum of the tax currently payable and deferred tax The tax currently payable is
based on the profit for the period Taxable profit differs from net profit as reported in the income statement
because 1t excludes 1tems that are never taxable or deductible The Group’s habihity for current tax 1s calculated
using tax rates that have been enacted or substantively enacted by the balance sheet date
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DECO 12-UK 4 HOLDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009

1.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Deferred 1ncome tax 1s recogmsed on all temporary differences ansing between the tax bases of assets and
habilities and their carrying amounts 1n the financial statements, with the following exceptions
o where the temporary difference anses from the mtial recognition of goodwill or of an asset or hability in
a transaction that 1s not a business combmation that at the time of the transaction affects neither the
accountng nor taxable profit or loss, and
e deferred mcome tax assets are recogmsed only to the extent that 1t 1s probable that taxable profit will be
available aganst which the deductible temporary differences, carried forward tax credits or tax losses can
be utilised
Deferred mcome tax assets and liabilihies are measured on an undiscounted basis at the tax rates that are expected
to apply when the related asset 1s realised or liability 15 settled based on tax rates and laws enacted or substantively
enacted at the balance sheet date

Standards issued but not adopted
The directors are considering the following standards which are currently 1n 1ssue but are not yet effective and
have not been adopted 1n the current financial perrod

Improvements to IFRSs 2009 (Apr 2009)

Improvements to IFRSs 2010 (May 2010)

Amendment to IFRS 1 (Jan 2010) Limuted Exemption from Comparative IFRS 7 Disclosures for Furst-time
Adopters

IFRS ¢ Fimancial Instruments

IAS 24 (revised Nov 2009) Related Party Disclosures

Amendment to TAS 32 {Oct 2009) Classification of Rights Issues

Amendments to IFRS 1 (Jul 2009) Additional Exemptions for First-time Adopters

Amendments to IFRS 2 (Jun 2009) Group Cash-settled Share-based Payment Transactions

IFRS 1 (revised Nov 2008) (See note 8 below) First-ime Adoption of International Financial Reporting
Standards

IFRS 3 (revised Jan 2008) Business Combinations

Amendments to IAS 27 (Jan 2008) Consohdated and Separate Financial Statements

Amendment to IAS 39 (Jul 2008) Eligible Hedged Items

Amendments to IFRIC 14 (Nov 2009) Prepayments of a Mimmum Funding Requirement

IFRIC 19 Extingmshing Financial Liabihties with Equity Instruments

IFRIC 18 Transfers of Assets from Customers

IFRIC 17 Distmbutions of Non-cash Assets to Owners

IFRIC 12 Service Concession Arrangements

The directors anticipate that the adoption of these Standards and Interpretations i future periods will have no
matenal impact on the financial statements of the Group

New standards issued and adopted in the year
The directors have adopted the following standards which were effective for the current year

Amendments to IFRS 7 (Mar 2009) Improving Disclosures about Financial Instruments
Amendments to IAS 1 (Sept 2007) Presentation of Financial Statements
Improvements to IFRSs 2008 (May 2008) Improvements to IFRSs 2008

Segmental reporting

The principal asset of the Group 1s the beneficial interest in the mortgage portfolio orgmated n the United
Kmgdom which 1s funded by floating rate notes issued in the Umted Kingdom. The directors do not consider 1t
necessary to provide a further analysis of the results of the Group from those already disclosed in these financial
statements
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DECO 12-UK 4 HOLDING LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009

2. INTEREST INCOME

2009 2008
Group Group
£ £
Income from mortgage loans 37,792,445 38,404,345
Net swap nterest receivable - 5,363,363
Bank interest received 2476 80,573
~37,794,921, 43,848,281
INTEREST EXPENSE
2009 2008
Group Group
£ £
Net swap mterest payable 23,406,777 -
Interest on loan notes 12,647,910 40,617,276
Deferred consideration 819.416 2,309,911
36,874,103 42 187
OPERATING EXPENSES
2009 2008
Group Group
£ £
Admimstration and cash management fees 869,399 881,638
Audit fees for audit of the Company’s accounts 2,350 2,350
Audit fees for audit of the Company’s subsidiary accounts 26,609 23,500
Corporate services fees 18.715 9.450

—
—217,073 — 216,938
The directors received no emoluments for their services as directors to the Group during the year

(2008 mil) The directors had no any material mterest in any contract of sigmificance mn relation to the
business of the Group The Group did not have any employees in the current year (2008 nil)

INCOME TAX CHARGE

The subsidiary has elected to be taxed under the Taxation of Securitisation Comparues 2006 (Regulations)
1e the permanent regime Corporation tax 1s therefore calculated by reference to the profit of the
secuntisation company required to be retained 1n accordance with the relevant capital market arrangement

The directors are satisfied that this company meets the defintion of a ‘secunitisation company” as defined
by both The Finance Act 2005 and the subsequent secondary legislation and that no incremental unfunded
tax liabilities will anse

The subsidiary 1s therefore taxed by reference to the profit required to be retained in accordance with the
pre-enforcement prionty of payments as defined m the terms and conditions of the loan notes
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DECO 12-UK 4 HOLDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009

5.

INCOME TAX EXPENSE (continued)

Current tax:

Corporation tax charge for the year at a rate of 21%
Overproviston of the prior year charge

Total income tax credit 1n income statement

Reconciliation of total tax charge

The tax assessed for the period 1s at the standard rate of corporation tax 1n the
UK of 21%

Profit before tax

Profit before tax multiplied by the standard rate of corporation tax in the UK
of 21%

Permanent differences relating to application of Taxation of Secuntisation
Compames Regulations 2006

Overprovision of the prior period charge

Total tax credit reported 1n the income statement

Current tax:

Corporation tax charge for the year at a rate of 20%
Overprovision of the prior year charge

Deferred tax:

Reversal of prior year deferred tax

Total income tax credit 1n income statement

Reconcihiation of total tax charge

The tax assessed for the peniod 1s at the standard rate of corporation tax n the
UK of 20%
(Loss)/profit before tax

(Loss)/profit before tax multiphed by the standard rate of corporation tax in the

UK of 20%

Permanent differences relating to application of Taxation of Securitisation
Companies Regulations 2006

Reversal of prior year deferred tax

Overprovision of the prior year charge

Total tax credit reported in the income statement

DEFERRED TAX

Deferred tax asset/(lLability)
At 1 January 2009

Credit to income for the year
Balance carned forward

2009 2009
Group Company

£ £

797 -

(1% -

718 -

2009 2009
Group Company

£ £
12,879,302 -
2,704,653 -
(2,703,856) -
{19 -

718 -

2008 2008
Group  Company

£ £

873 -
(12,659) (8)
{857,547) -
869,333) _(8)
2008 2008
Group Company

£ £
(11,728,787) -
11,729,660 -
(857,547) -
(12,659) (8)
—(869,333) (&)
2009 2008

£ £

- (857,547)

- 857,547

Deferred taxes are provided 1n full on temporary differences under the asset method using a principal rate

of tax of 21%
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DECO 12-UK 4 HOLDING LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009

7. INVESTMENT IN SUBSIDIARY

2009 2008
Company £ £
At 1 January 2009 and 31 December 2009 12,501 12,501

The shares were purchased at par for cash consideration of £12,501 and the net assets of the subsidiary were
£12,501 at thus date (comprising only cash on 1ssuance of shares), hence no goodwill arose on acquisition
In the opimion of the directors, the aggregate value of the Company’s mvestment 1n subsidiary undertakings
15 not less than the amount included 1n the balance sheet

Shares in Group Undertakings
The Company has the following interests 1n group undertakings

Subsidiary undertakings Country of Class of shares Holdng
incorporation (%)
Deco 12 -UK 4 Pkc Great Britain Ordinary 99 98

Principal activity

The company was established as a special purpose vehicle for the sole purpose of 1ssuing commercial mortgage-
backed loan notes secured by a pool of commercial mortgages

8. RESULTS FOR THE FINANCIAL PERIOD

As permutted by section 408 of the Compames Act 2006, the holding company’s profit and toss account has not
been included 1n these financial statements The holding company’s loss for the year was £49 (2008 profit £8)

9. MORTGAGE LOANS

Group
2009 2008
£ £
At 1 January 2009 671,159,476 671,475,801
Impairment provision (795,250) -
Redemptions (321.542) (316,325)
At 31 December 2009 670,042,684 671,159476
The balance can be analysed as follows
Current assets 7,578,668 8,373,918
Non-current assets 662,464.016 662,785,558

670,042,684  671,150476

The mortgage loans are classified as “loans and receivables” The mortgage loans are due for repayment
between October 2009 and January 2017 At 31 December 2009, the fixed rate of interest on the mortgage
loans ranged from 5 38% to 6 60% (2008 5 44% to 6 60%) The loans are secured over commercial
properties Deutsche Bank AG, London Branch acts as secunity trustee to the loans

The Quattro Syndicate Loan was due to be repaid on 20 October 2009 As a result of the non-payment, the
loan was transferred to Hatfield Plulips as Special Servicer on 5§ December 2009 Negotiations are ongoing
with the borrower over a possible lease renewal An mmpairment provision has been made 1n the accounts
for £795,250 recogmsing a difference between the market valuation of the property and the loan
outstanding
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DECO 12-UK 4 HOLDING LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009

10, OTHER ASSETS

Group Company Group Company

2009 2009 2008 2008

£ £ £ £
Other debtors - - 12,397
Prepayments and accrued income 6,670,417 - 7,768,303

6670417 - = 1780700

11. CASH AND CASH EQUIVALENTS

Withdrawals from the Group's bank accounts are restricted by the detailed pnonty of payments set out in
the securitisation agreements

Group Company Group Company
2009 2009 2008 2008
£ £ £ £
Cash and cash equivalents 915,446 1 1,296,929

The directors consider that the carrying value of cash and cash equivalents approximate their fair value

The Group has deposits 1n bank accounts held m the Group’s name which meet the defimtion of cash and
cash equivalents but their use 18 restricted by a detailed prionty of payments set out 1n the secunitisation
transaction agreements As the cash can only be used to meet certam specific habilities and 15 not available
to be used with discretion, 1t 1s viewed as restricted cash

12. TOTAL EQUITY

Issued share Retained loss Total
Group capital
£ £
At 1 January 2009 1 ({51,488,809) (51,488,808)
Profit for the year - 12,878.584 12,878,584
Balance at 31 December 2009 — 1 (38610,225) (38,610,224}
Issued share Retained profit Total
Company capital
£ £ £
At 1 January 2009 1 10,009 10,010
Reserves - (49 (49)
Balance at 31 December 2009 1 9,964 9,961

There are 100 authorised ordinary shares of £1 each The 1ssued share capital comprises one allotted
£1 share called up and fully paid at par Wilmungton Trust SP Services (London) Limited holds the share
under a declaration of trust for chanitable purposes
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DECO 12-UK 4 HOLDING LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009
13. INTEREST-BEARING LOANS

Thus note provides information about the contractual terms of the Group’s mterest-bearing loans and
borrowings For more information about the Group’s exposure to interest rate risk, see note 15

Group Company
2009 2009
£ £
At 1 January 2009 671,999,308 -
Redemptions (321.542)
571,677,766 :
Non-current habilities
Loan notes 663,303,848
Current habilities
Loan notes 8,373,918 -
Interest payable on loan notes 954.711 -
— 9,328,629 :
Group Company
2008 2008
£ £
At 1 January 2008 672,315,633 -
Redemptions (316.325) -
£671,999,308 :
Non-current liabilities
Loan notes 663,625,390 -
Current liabilities
Loan notes 8,373,918 -
Interest payable on loan notes 7,236,989 -
—15,610.907

Current Liabilities due within one year are paid when cash 1s available after other commitments have been

fulfilled 1 order of prionty 1n accordance with the Offering Circular

On 13 March 2007 an agreement was entered mto with Danske Bank A/S (London Branch) for the
provision of a liqudity facihity for the Group The facility 1s n place to allow the Group to meet its
obligations should there be a shortfall mn the revenue or principal received from the mortgage loan At the
balance sheet date, the lirmt on this facility was £41,000,000 (2008 £41,000,000) A fee 1s charged on the
undrawn balance, currently set out at 0 15% per annum Ths fee would increase on any drawn balance No
amounts have been drawn under the facility since inception The hquidity facility 1s secured by way of

fixed and floating charges over the Group’s assets including the mortgage loans and loan notes

The 1nterest bearing loans are secured by way of fixed and floating charges over the Group’s assets
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009
13. INTEREST-BEARING LOANS (CONTINUED)

Interest-beanng loans and borrowings are repayable as follows

Year ended 31 December Less than 1 More than 5

2009 Total year 1-2 years 2-5 years years
£ £ £ £ £

Liabilities

Floating rate notes due 2020 671,677,766 8,373,918 8,458,668 295,453,348 359,391,832

Interest payable 954,711 954,711 -

Year ended 31 December Less than 1 More than 5

2008 Total year 1-2 years 2-5 years years
£ £ £ £ £

Liabilities

Floating rate notes due 2020 671,999,308 8,373,918 328,668 277,822,146 385,474,576

Interest payable 7.236,989 _7.236.989 -

719236297 15.610.907 328668 277822146 385474576

The loan notes are denominated 1n Sterling

On 13 March 2007, the Group 1ssued £475,000,000 Class A1 notes due January 2020, £115,000,000 Class
A2 notes due January 2020, £35,000,000 Class B notes due January 2020, £28,000,000 Class C notes due
January 2020, £16,000,000 Class D notes due January 2020, £2,750,000 Class E notes due January 2020
and £1,133,707 Class F notes due January 2020 Interest on the Class Al notes 1s payable at a rate of 3
month LIBOR plus 0 16% Interest on the Class A2 notes 1s payable at a rate of 3 month LIBOR plus
0 19% Interest on the Class B notes 15 payable at a rate of 3 month LIBOR plus 0 27% Interest on the
Class C notes 1s payable at a rate of 3 month LIBOR plus 0 43% Interest on the Class D notes 1s payable at
a rate of 3 month LIBOR plus 0 75% Interest on the Class E notes is payable at a rate of 3 month LIBOR
plus 1 00% Interest on the Class F notes 15 payable at a rate of 3 month LIBOR plus 3 00%

At the balance sheet date £473,794,059 (2008 £ 474,115,601) i respect of the Class Al notes was
outstanding, £115,000,000 (2008 £115,000,000) mn respect of Class A2 notes, £35,000,000
(2008 £35,000,000) 1n respect of Class B notes, £28,000,000 (2008 £28,000,000) m respect of Class C
notes, £16,000,000 (2008 £16,000,000) 1n respect of the Class D notes, £2,750,000 (2008 £2,750,000) 1n
respect of Class E notes and £1,133,707 (2008 £1,133,707) n respect of F notes The notes are secured by
way of a fixed and floating charge over the assets of the Group The proceeds of the notes were used by the
Group to acquire the mortgage loans from Deutsche Bank AG n accordance with the terms of the
secunihisation documents

14, OTHER LIABILITIES

Group Company Group Company

2009 2009 2008 2008

£ £ £ £
Other creditors - 2,541 - -
Accruals and deferred income 5,707,733 - 217,85 -

Current liabihties due within one year are paid when cash 15 available after other commutments have been
fulfilted, in order of prionity in accordance with the Offering Circular

The directors consider that the carrying amount of trade and other payables approximates to their fair value
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009
15. PRINCIPAL RISKS AND UNCERTAINTIES

Financial instruments

The Group’s financial mstruments, other than derivatives, compnise a portfolio of commercial mortgage loans,
cash and liquid resources, interest-bearing borrowimngs and various recervables and payables that anse directly
from 1ts operations The Group also enters into denvative transactions (pnincipally interest rate swaps) The
purpose of such transactions 1s to manage the interest rate nsks ansing from the Group’s operations and 1its
sources of finance

It 15, and has been throughout the period under review, the Group’s policy that no trading in financial
mnstruments 15 undertaken

The principal risks and uncertainties are set out 1n the Directors’ Report on pages 2 and 3

Interest rate risk

The Group 1s exposed to movements in interest rates and manages thus exposure using interest rate swaps More
specifically, the Group 1s exposed to basis nsk due to the timing difference in interest payment dates on the
Notes and the mortgage loans This 1s hedged using an interest rate ‘basis” swap that 1s taken out on inception of
the secunitisation

After taking into consideration the Group's derivative mstruments, the admnistered interest rate nature of the
Group’s mortgage loans, the regular re-pnicing of the Group’s floating rate notes, together with the nature of the
Group’s other assets and habilities, the directors do not believe that the Group has any significant interest rate re-
pricing exposure

Credit risk

Credit nisk on the mortgage loans arises where the mortgage loans are secured on underlymg commercial
propertics The maximum exposure to credit risk 1s the balance sheet amount The largest single exposure to
credit nisk 1s the Tesco mortgage loan totalling £347,400,000 (2008, £347,400,000) The directors consider that
the Group’s beneficial interest in the commercial properties granted as security will be suffictent to recover the
carrying value of these loans

The credit quality of the underlying mortgage loans 1s summarised as follows

31 December 31 December

2009 2008
£ £
Neither past due nor impared 662,792,684 671,159,476
Past due but not impaired - -
Impaired 8.045.250 -
670,837,934 671,159,476
Less allowance for impairment (795,250) -

670,042,684 671,159,476

With regard to credit nisk on denivatives, the directors morutor the credit rating of the swap provider and in case
of any downgrade may require the swap provider to provide sufficient collaterals or transfer its obhgations to
another bank of the same credit rating

Prepayment risk

Prepayment nsk on the mortgage loans arises when these are voluntanly prepaid by the relevant borrower or
borrowers thereof With respect to all of the loans, such prepayment 1s contingent upon the payment of a
prepayment fee Any prepayment fees required to be paid by a borrower will be paid to the Onginator as part of
the deferred constderation and will not form part of available funds The directors do not believe that the Group
has any sigmficant prepayment nsk
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15. PRINCIPAL RISKS AND UNCERTAINTIES (continued)

Liqudity risk
A facility provided by Danske Bank A/S (London Branch) has been established which will be available, subject

to certain criteria and circumstances, 1n the event of the Group being unable, on a temporary basis, to meet 1ts
financial commitments

At 31 December 2009 this facility was not used, and has not been used during the period The hqudity facility
was renewed on 11 March 2010 to expire on 9 March 20i1 The directors expect this facihity to be renewed
annually

The length of the Floating rate notes 1s designed to match the length of the imuted recourse notes and hence, there
are deemed to be lumted hiquidity nisks facing the Group

The table below reflects the undiscounted contractual cash flows of financial liabilities at the balance sheet date of
its financial mstruments

As at 31 December Carrying  Gross cash After 1 After 3 After 1 After 5
2009 value flows month months year but years
but within  but within within 5
3 months one year years
£ £ £ £ £ £
Notes 671,677,766 671,677,766 82,167 8,291,751 303,901,890 359,401,958
Dervative instrument 37,896,982 154,872,923 7,676,729 15,031,019 79,003,110 53,162,065
Interest payable on Notes 954,711 24,122,633 1,321,645 4,021,718 13,035,609 5.743.661
Total finaneial
instruments J10.529.459 850,673,322 9,080,541 27344488  395.940.609 418,307,684
As at 31 December Carrying Gross cash After 1 After 3 After 1 After 5
2008 value flows month but months but year but years
within 3 within one within 5
months year years
£ £ £ £ £ £
Notes 671,999,308 671,999,308 82,167 8,291,751 278,150,814 385,474,576
Denvative instrument 51,567,789 251,227,303 8,200,943 20,209,399 107,154,679 115,662,283

Interest payable on Notes 7.236 989 242,536,301 5,901,680 30,698,756 _ 130,777,496 71,158,369
Total financial
instruments

230,804,086 1165762912 _18184790 59,099,906 516,082.989 572,295,228

The redemption of the notes 1s dependent on the receipt of payments on the loan notes In accordance with the
respective Prospectus for each of the Notes, Class Al Notes will be redeemed n prionty to redemption of the
remaimng classes of Notes followed by Class A2, B, C, D, E and Class F Interest payable on floating rate notes
was estimated based on the floating rate amounts as at 31 December 2009

Currency risk

All of the Group’s assets and habilities are denornmated in pounds Sterling therefore there 1s no foreign currency
nsk

Capital risk management
The Group’s chjectives when managing capital are to safeguard the Group’s ability to continue as a going

concern The Group 15 not subject to any external capital requirements The geanng ratios at 31 December 2009
and 2009 were 106 0% and 108 30% respectively
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15. PRINCIPAL RISKS AND UNCERTAINTIES (continued)

Fair values
The fair values together wath the carrying amounts shown 1n the balance sheet are as follows

Carrymg

Notes amount  Fair value Carrying amount Fair value

2009 2009 2008 2008

Group £ £ £ £
Mortgage loans 9 670,042,684 502,743,758 671,159476 526,159,338
Trade and other receivables 10 6,670,417 6,670,417 7,780,700 7,780,700
Cash and cash equivalents 11 915,446 915,446 1,296,929 1,296.929
Total assets 677,628,547 510329621 680237105 535,236,967
Interest-bearing loans 13 (671,677,766) (465,428,725)  (671,999,308) (475,185,413)
Interest payable 13 (954,711) (954,711) (7,236,989)  (7,236,989)
Derivative financial instruments 16 (37,396,982) (37,896,982) (51,567,789} (51,567,789)
Trade and other payables 14 (5,707,733)  (5,707,733) (917,855) (917,855)
Current tax hability (1.579) (1.579) (1.480) (1.480)
Total habilities (716,238,771) (509,989,730) (731,723.421) (534,909,526)
Company £ £ £ £
Investment 1n subsidiary 7 12,501 12,501 12,501 12,501
Cash and cash equivalents 11 1 1 1 1
Total assets 12502 12502 12,502 12502
Other creditors (2,541) (2,541) - -
Current tax hability - - (2.492) (2.492)
Total habihities 2,541) ((2,541) (2,492) {(2.492)

Fair value lnerarchy
Categornisation within the hierarchy has been determned on the basis of the lowest level input that 1s sigmificant to
the fair value measurement of the relevant asset or hability as follows

Level 1 - valued using quoted prices in active markets for 1dentical assets or liabilities

Level 2 - valued by reference to valuation techmques using observable mputs other than quoted prices mcluded
within Level 1

Level 3 - valued by reference to valuation techniques using inputs that are not based on observable market data
The valuation techmques used by the company are explained in the accounting policies note

25




DECO 12-UK 4 HOLDING LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2009

15, PRINCIPAL RISKS AND UNCERTAINTIES (continued)

The only financial mstruments held at fair value on the balance sheet are denivatives The denvatives all fall within
the level 3 fair value hierarchy

Interest rate risk profile of financial liabilities

All of the Group's financial habilities are floating rate and carry interest rates based on the relevant three-month
LIBOR rate

Effective interest rates and repricing analysis

The following table details the Group’s exposure to interest rate nisk by the earlier of contractual matunties or re-
pricing

Weighted
average 1 to 3 Non- interest Fixed

Group effective interest months bearing rate Total
At 31 December 2009 rate £ £ £ £

%
Assets
Trade and other recervables - - 6,670,417 - 6,670,417
Mortgage loans 5.701% - - 670,042,684 670,042,684
Cash and cash equivalents - 915.446 - - 915.446
Total assets 915446 __6,670.417 _670,042,684 677.628,547
Liabilities
Accruals and tax liabilittes - - 6,664,023 - 6,664,023
Denvative financial instruments - - 37,896,982 - 37,896,982
Interest bearing loans 2.112%  _671.677.766 - - 671,677,766
Total habilities 671,677,766 44,561,005 - J16,238,771

Weighted
average 1to3 Non -Interest

Company effective interest months bearing Total
At 31 December 2009 rate £ £ £

Yo
Assets
Investment 1n subsichary - - 12,501 12,501
Cash and cash equivalents - 1 - 1
Total assets I | 12,501 12,502
Liabilhities
Other creditors - - - _2.541 —2.541
Total habihties B 2,541 2541
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15, PRINCIPAL RISKS AND UNCERTAINTIES (continued)

Group
At 31 December 2008

Assets

Trade and other receivables
Mortgage loans

Cash and cash equivalents
Total assets

Liabilities

Accruals and tax liabilities
Denvative financial instruments
Interest bearng loans

Total habilities

Company
At 31 December 2008
Assets

Investment 1n subsidiary
Cash and cash equivalents
Total assets

Liabilities
Accruals and tax habihities

Total habilities

Categories of financial mstruments

Financial assets
Loans and receivables

Cash and cash equivalents

Financial liabilities
Fair value through profit or loss

Amortised cost

Weighted
average

effective interest

rate
%

5721%

4 896%

Weighted average
effective interest

27

rate

1 to 3 Non- interest Fixed

months bearing rate Total

£ £ £ £

- 7,780,700 - 7,780,700

- - 671,159,476 671,159,476

1,296,929 - - 1,296,929
_1.296,929 _ 7,780,700 _671,159.476 680,237,105
- 8,158,816 - 8,158,816

- 51,567,789 - 51,567,789

671,999 308 - - 671999308
671999308 59,726,605 ____ .- 131725913

1to 3 Non interest

months bearing Total
Yo £ £ £
- - 12,501 12,501
- 1 - 1
1 12,501 12,502
- - 2,492 2,492
_— 2,492 2492

31 December 31 December

2009 2008

£ £

676,713,101 678,940,176

(37,896,982) (51,567,789)

(678,340,210 (680,154,152)
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16.

17.

18.

19.

DERIVATIVE FINANCIAL INSTRUMENTS

The net fair values of denvative financial instruments at the balance sheet date were

Group Group

2009 2008

£ £

Interest rate swaps fair value at start of year (51,567,789) 4,287,733
Change 1n fair value 13,670,807 _(55.855,522)
Interest rate swaps and basis swaps _(37,896,982) _(51,567,789)

The notional principal amount of all the outstanding interest rate swap contracts at 31 December 2009 was
£1,654,253,072 (2008, £1,302,532,349) The Group pays a fixed rate ranging from 4 5% to 6 1162%
(2008 4 5% to 6 1162%) and receives 3-month LIBOR (2008 3-month LIBOR)

In accordance with IAS 39 ‘Financial mstruments Recogmition and measurement’, the Group has reviewed
all contracts for embedded derivatives that are required to be separately accounted for 1f they do not meet
certain requirements set out 1n the standard

The Group has the ability to redeem the floating rate 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
Group effectively has a call option on the floatmg rate notes exercisable on certain dates The option
conshitutes an embedded derivative, however, as this is closely related to the underlying host contract (the
floating rate notes) as set out in IAS 39, the option does not require separation A simular hybnd mstrument
anses on the mortgage loan whereby the Group has effectively sold a put option on the mortgage loan
exercisable on certam dates As this option 1s considered to be closely related to the underlying host
contract, 1t does not require separation

RELATED PARTY TRANSACTIONS

The Group 1s a special-purpose company controlled by its Board of directors, which comprnises three
directors, Wilmington Trust SP Services (London) Limited, Mr M H Filer and Mr J Traynor Mr M H Filer,
a director of the Company, 1s also a director of Wilmungton Trust SP Services (London) Limuted The
Group pays a corporate service fee to Wilmington Trust SP Services (London) Limuted n connection with
corporate services recerved The fees payable to these directors for their services for the year ended 31
December 2009 amounted to £18,715 (2008 £9,450) including rrecoverable VAT

ULTIMATE PARENT UNDERTAKING
Deco 12-UK 4 Holding Limuted 15 a company registered i England and Wales

Wilmington Trust SP Services (London) Limited holds one share m Deco 12-UK 4 Holding Limited under
a declaration of trust for chantable purposes The registered office of Wilmington Trust SP Services 1s
given on page 1

The Group 1s the smallest and largest group mto which the Company 1s consohdated

POST BALANCE SHEET EVENT

After the year ended 31 December 2009 one of the tenants on the Borehamwood Investments Limted &
Oakdale Investments Limited loan went into liquidation This meant that the interest cover ratio (ICR) as at
April 2010 fell to 0 98x, below the ICR covenant of 1 05x The servicer 1s currently negotiating with the
borrower to establish whether a loan deposit can be made until a new tenant 1s found Since the event
giving nise to the covenant breach did not exist at year-end, no impairment has been raised at the balance
sheet date

Other than the above there were no significant post balance sheet events
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