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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

DIRECTORS’ REPORT

FOR THE YEAR ENDED 31 DECEMBER 2011

The directors present their report and the audued consolidated financial statements of the company and it’s
subsidiary, Picton UK Listed Real Estate Issuer Plc (previously ING (UK) Listed Real Estate Issuer Plc) (“the
group’ ) for the vear ended 31 December 2011 The comparauve figures are for the year ended 31 December
2010 The company changed its name on 17 June 2011 to Picton UK Real Estate Parent Limited

PRINCIPAL ACTIVITIES

The principal objects of the group are set out in 1ts memorandum of association and permit the group, among
other things, to lend money and give credit, secured or unsecured, to borrow or raise money and to grant securty
over 1ts property for the performance of its obligations or the payment of money The company 15 a linted
hability company established specifically to act as a parent to Picton UK Listed Real Estate Issuer Plc, (the
“Issuer™), a company established as a spectal purpose company

BUSINESS REVIEW

On 20 December 2005 the Issuer 1ssued a primary tranche of notes {the “Primary Tranche) amounting to £200m
and used the proceeds to make an advance (the “Imtial Loan™) under an Issuer-Borrower Loan Agreement
(“IBLA") to Northern Trust Fiduciary Services (Guernsey) Limited as trustee of Picton UK Listed Real Estate
(previously ING (UK) Listed Real Estate), a property umt trust established in Guernsey (the “Borrower™)
Picton UK Listed Real Estate 1s part of the Picton Property Income Lid (previously ING (UK) Real Estate
Income Trust Ltd) Group

The Issuer also 1ssued a reserve tranche (the “Reserve Tranche™) of notes amounting to £25m on 20 December
2005 which would allow the Issuer to grant the Borrower a reserve loan (the (*"Reserve Loan™) should a request
be made within certain ttme limits  On 1ssue the Reserve Tranche was immediately repurchased by the Issuer as
no request for a Reserve Loan was received from the Borrower

In July 2006 the Borrower requested a Reserve Loan and the group re-1ssued the Reserve Tranche and apphed
the net proceeds from the sale i funding the Reserve Loan

Both the Prmary Tranche of notes and Reserve Tranche of notes (together the “Notes™) are listed on the Insh
Stock Exchange

Principal amounts payable on the Futital Loan and Reserve Loan (together the “Term Loan™) are not scheduled to
amortise and consequently, subject to any prepayments, principal amournts payable will become due and payable
on the loan payment date falling n January 2015 However, the Borrower may prepay all or part of the Term
Loan on any lean payment date in accordance with the terms of the IBLA and on the giving of at least five days’
prior notice

The group’s key financial performance indicator during the year was as follows

2011 2010
Net loan interest margin 102 bps 101 bps
Net interest margin 2 bps Ibps

The net loan interest margin 15 calculated based on the income received on the loan, together with the swap
income/expense, agamnst the interest cost of the floating rate notes The net interest margin includes the income
and costs associated with 1ssue of the floating rate notes and interest received on bank deposits

The trading results for the year and the group's financial positton at the end of the year are shown 1n the attached
consolidated financial statements The profit on ordinary activities before taxation for the year was £64,161
(2010 £20,263) The directors have not recommended a dividend

The directors expect that the present level of activity will be sustained 1n the near future.



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

DIRECTORS’ REPORT (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

PRINCIPAL RISKS

Business risks — These are the nisks caused from the occurrence of external events The Issuer 1s a special
purpose financing entity with no business operations other than the 1ssue of the Notes, the entering into of certain
agreemenis including the IBLA, the Swap Agreements and the Liquidity Facility Agreement, the making of the
loans and the transactions ancillary thereto

The principal business nsks of the group are set out 1n a number of asset and non-asset trnigger events 1n the
documentation surrounding the 1ssue of the primary and reserve tranches of notes The occurrence of trnigger
events would lead to the early redempuon of the notes in accordance with the established prionties

There have been ne such tnigger events since the 1ssue of the Notes

Interest rate risk — This 1s the risk of the rate of interest payable becorming more than the interest receivable

The Issuer has entered 1nto an interest rate swap transaction in order to protect the group against interest rate risk
on the notes The risk anses as a result of the Borrower paying a fixed rate of interest to the 1ssuer under the
IBLA, while the Issuer 1s required to pay floating rates of interest on the Notes

Liquidity risk — This 1s the nisk that insufficient funds are available to meet the ongoing obligations of the Issuer

The Issuer has entered mto a 364-day committed facility (the “Liquidity Facility”) which will allow the Issuer,
subject 1o certain conditions, to make drawings under the Liquidity Facility, to cover shortfalls in the amount of
funds available to cover certain expenses which are payable under the terms of the 1ssuance of the Notes The
Liqudity Facility will be renewable wath the consent of the Liquidity Facility provider

Cred:t risk — The pnincipal credit risk to the Issuer 1s that the Borrower will not be able to meet their obligations
as they fall due The ability of the Issuer to meet 1ts obligations under the notes wall be dependent on the receipt
by 1t of principal and wnterest from the Borrower under the IBLA and the receipt of funds (if due) from the Swap
Counterparty under the Swap Agreemenis The ability of the Borrower to meet 1ts obligations under the [BLA
will depend on the receipt by it of (1) rental income (11} mmcome generated by indirect property investments and
(1) disposal proceeds following the sale of a property Other than the foregoing, prior to the enforcement of the
Borrower secunty, the Borrower 1s not expected to have any other funds available to 1t to meet 1ts obligations
under the IBLA

Enforcement under the Borrower securnity may not result in immediate realisation of the properties or indirect
property investments which are the subject of the Borrower security. There can be no assurance that the
Borrower secunty trustee would recover all amounts secured upon enforcement of the Borrower secunity and,
accordingly, sufficient funds may not be realised or available to make all required payments to the Issuer and,
accordingly, the Issuer (or the [ssuer Secunty Trustee 1f 1t has taken enforcement action against the Issuer or the
Issuer Security) may not have sufficient funds ava:lable to make all required payments to the noteholders

FINANCIAL INSTRUMENTS

The group s financial instruments, other than denvauves, compnise of a loan to the Borrower, cash and hiquud
resources, nterest-beanng borrowings 1 ¢ the loan notes and vanous receivables and payables that anse directly
from 1ts operations The main purpose of these financial instruments 1s to raise finance for the Borrower

The group also enters into denvative transactions (interest rate swaps) The purpose of such transactions 1s to
manage the mterest rate risks artsing from the Issuer’s operations and us sources of finance It 1s, and has been
throughout the period under review, the group’s policy that no trading 1n financial instruments 1s undertaken



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

DIRECTORS’ REPORT (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

RESULTS
The results for the year are set out on page 7

THE DIRECTORS OF THE COMPANY
The directors who served the group during the year are set out 1n page 1

The directors do not have any service contracts nor matenal contracts with the group

CREDITOR PAYMENT POLICY

The group’s policy concerming the payment of its creditors 1s to pay n accordance with its contractual and other
legal obligations Payments are made quarterly on the interest payment dates falling due 1n January, Apnl, July
and October The group does not follow any other code or standard on payment practice

DIVIDENDS
The directors do not recommend the payment of a dividend for the year ended 31 December 2011 (2010 £ml)

GOING CONCERN

The consolidated financial statements have been prepared on a going concern basis as, in the opimon of the
directors’, the loans provided to Picton UK Listed Real Estate Issuer Plc will remain available for foreseeable
future and interest received from the Term Loan and interest rate swaps will be sufficient to meet future
operating expenses The consohidated financial statements do not include any adjustments that would affect the
investment in Picton UK Listed Real Estate Issuer Plc  The group’s principal actrvities, together wath the factors
likely to affect its future development, performance and position and 1its principal nsks and uncertamties are set
out above The directors have undertaken a review and concluded that the group has adequate resources and
suitable arrangements 1 place for 1t to be able to continue 1n operational existence for the foreseeable future
Therefore the directors consider 1t appropriate for the financial statements to be prepared on a going concern
basis The directors continue to momitor the balance of the overall capntal structure

DISCLOSURE OF INFORMATION TO THE AUDITOR

So far as each person who was a director at the date of approving this report 1s aware, there 15 no relevant audit
mformation, bemg mformation needed by the auditor in connection with prepanng its report, of which the
auditor 1s unaware Having made enquines of fellow directors and the group’s auditor, each director has taken all
the steps that he 1s obliged to take as a directer i order to make himself aware of any relevant audit information
and to establish that the auditor 1s aware of that information

This confirmation 1s given and should be mterpreted in accordance with the provisions of the Companies Act
2006

AUDITOR
The Board appointed KPMG Channel Islands Limited ( ‘the Auditor”) as Auditor of the company for the year

A resolution to re-appomt KPMG Channel Islands Limited as auditor for the ensuing year will be proposed at the
annual general meeting 1n accordance with section s4 18 of the Compames Act 2006

By order of the Board

YVl

Ms. Mignon Clarke

On behalf of Wilmington Trust SP Services {London) Limited
Director

Date 19 Apnl 2012



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The directors are responsible for prepanng the Annual Directors’ Report and the finanrcial statements in
accordance with applicable law and regulations

Company law requires the directors to prepare group and parent company financial statements for each financial
year Under that law they have elected to prepare both the group and the parent company financial statements n
accordance with IFRSs as adopted by the EU and applicable law

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 group and paremt company and of their profit or loss for that
period In prepanng each of the group and parent company financial statements, the directors are required to

* select suitable accounting policies and then apply them consistently,
¢ make judgements and estimates that are reascnable and prudent,
e state whether they have been prepared 1n accordance with [FRSs as adopted by the EU, and

s prepare the financial statements on the gomg concern basis unless it 1s mappropriate to presume that the
group and the parent company will continue 1n business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explan the
parent company’s transactions and disclose with reasonable accuracy at any tme the financial position of the
parent company and enable them to ensure that the financal statements comply with the Companies Act 2006

They have general responsibility for taking such steps as are reasonably open to them to safeguard the assets of
the group and to prevent and detect fraud and other uregularities



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF PICTON UK REAL
ESTATE PARENT LIMITED (Previously ING (UK) Real Estate Parent Limited)

We have audited the consoltdated financial statements of Picton UK Real Estate Parent Limited (previously ING
{UK) Real Estate Parent limited), for the year ended 31 December 2011 set out on pages 7 to 26 The financial
reporting framework that has been applied 1n therr preparation 1s applicable law and Internat:onal Financial
Reporting Standards (IFRSs) as adopted by the EU and, as regards the parent company financial statements, as
applied m accordance with the provisions of the 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 might state to the company’s members
those matters we are required to state to them 1n an auditor’s report and for no other purpose To the fullest
extent permmtted by law, we do not accept or assumhe responsibility to anyone other than the company and the
company’s members, as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explamed more fully in the Directors’ Responsibilihes Statement set out on page 5, the directors are
responstble for the preparation of the financial statements and for being sausfied that they give a true and fair
view Our responsibility 1s to audit, and express an opiuion on, the financial statements 1n accordance with
apphcable law and International Standards on Auditing (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
A descrniption of the scope of an audit of financial statements 1s provided on the APB's website at
www frc org uk/apb/scope/pnvate cfm.

Opinion on financial statements

In our opinion

« the financial statements give a true and fair view of the state of the group's and of the parent company’s affars
as at 31 December 2011 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 EU,

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

» the financial statements have been prepared 11 accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given 1n the Directors' Report for the financial year for which the financial
statements are prepared is consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to
report to you 1if, 1 our opinion

» 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 recerved all the information and explanations we require for our audit

oy 74

Ewan McGull (Senior Statutory Auditor)

for and on behalf of KPMG Channel Islands Limited, Statutory Auditor
Chartered Accountants

20 New Street

St Peter Port

Guernsey

GY1 4AN

2, gf,.-l 2012



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate

Parent Limited)

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2011

Continuing activities

Interest receivable and similar income
Interest payable and similar charges

Net interest income

Realised gain on cancellation of loan notes
Loan receivable wnte off

Other income

Operating expenses

Profit before tax for the year

Income tax charge

Total comprehensive income for the year

Attributable to:
Equity holders

Note

14
10

13

31 Dec 2011 31 Dec 2010
£ £
8,836,844 8,843,784
(8.659,543) {8,747313)
177,301 96,471
- 974,000
- {974.000)
217,637 268,368
(330,777 {344.576)
64,161 20,263
(12.888) (4.107)
51,273 16,156
51,273 16,156

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY FOR THE YEAR

ENDED 31 DECEMBER 2011

Balance at 31 December 2009

Fair value adjustment
Comprehensive income for the year
Balance at 31 December 2010

Fair value adjustment
Comprehensive income for the year
Balance at 31 December 2011

Share Hedge Retained Total
Capital Reserve Earnings
£ £ £ £
1 (11,576,612) 159,557 (11,417,054)
- 239,434 - 239,434
- - 16.156 16,156
1 {11.337,178) 175,713 (11,161.464)
- 4,961,161 - 4,961,161
- - 51,273 51,273
1 (6,376,017} 226,986 6,149,030)

The notes on pages 11 to 26 form part of these consohdated financial statements



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate

Parent Limited)

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2011

Non-current assets
Loan recetvables

Total non-current assets

Current assets

Other receivables
Cash and cash equivalents
Total current assets

Total assets

Equity

Issued capital
Hedge reserve
Retained earnings
Total equity

Non-current liabilities
Interest bearning loans and borrowings
Total non-current liabilities

Current habilities
Other payables
Denvative habihty
Interest payable
Liquidity drawdown
Total current liabilities

Total habilities

Total equity and liabihities

Note

10

11
12

13
13
13

14

15
13
14
14

2011

171,600,000

1,677,758

10.816,331
12,494,089

184.094,089

1
(6,376,017)
226,986
(6,149.030)

171,348,882
171,348,882

1,478,887
6,376,017
362,000

10.677,333
18,894,237

190,243,119

184,094,089

2010

171,600,000

1,626,809
10,776,702
12,403,511

184,003,511

1
(11,337,178)

175,713

(11.161.464)

171,104,142
171,104,142

1,752,820
11,337,178
293,502
10,677,333
24,060,833

195,164,975

184,003,511

The consolidated financial statements of Picton UK Real Estate Parent Limited, company registration number
05573792, were approved by the board of directors on 19 April 2012 and are signed on their behalf by

Yz —

Ms. Magnon Clarke

On behalf of Wilmington Trust SP Services (London) Limited

Director

The notes on pages 11 to 26 form part of these consolidated financial statements



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate

Parent Limited)

COMPANY STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2011

Assets
Investments

Total non-current assets

Assets

Cash and cash equivalents
Total current assets

Total assets

Equity

Issued capital
Accumulated losses
Total equity

Non-current habilities

Interest bearing loans and borrowings
Total non-current liabilities

Total current liabilities
Total liabilities

Total equity and habilities

Note

13
13

14

2011 2010

£ £
12,501 12,501
1 1

1 1
12,502 12,502
1 1
(1,605) (1.326)
(1.604) (1.325)
14.106 13.827
14.106 13,827
14.106 13,827
14,106 13,827
12,502 12,502

The consolidated financial statements of Picton UK real Estate Parent Limited, company registration number
05573792, were approved by the board of directors on 19 April 2012 and are signed on their behalf by

Na—le=—=

Ms. Mignon Clarke

On behalf of Wilmington Trust SP Services (London) Limited

Director

The notes on pages 11 to 26 form part of these consolhidated financial statements



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2011

2011 2010

Note £ £
Cash flows used in operating activities
Profit before tax for the year 64,161 20,263
Adjustments for
Amortisation of 1ssue costs 4 244,461 244,461
Amortisation of facihity fees 3 (204,235) (204,235)
Amortisation of premium 3 (41,317) 41,317
Interest income 3 {8,591,292) (8,598,232}
Interest expense 4 1,868,827 1,632,167
Increase 1n other receivables 11 (7,277) (3,147)
Decrease 1n other payables 15 (41,269) (188.598)
Net cash used in operating activities (6,707,941) (7,138,638)
Cash flows from investing activities
Interest received 8,547,620 8,757,642
I.oan repayments dunng the year 10 - 18.450,000
Net cash from investing activities 8,547.620 27,207,642
Cash flows used in financing activities
Liguidity drawdown - (3,322,667)
Loan note repayments - (18,450,000)
Interest paid on loan notes (1,800,050) (1,606,996)
Net cash used in financing activities (1,800,050) (23,379,663)
Net increase/(decrease) in cash and cash equivalents 39,629 (3,310,659)
Cash and cash equivalents at 1 January 12 10,776,702 14.087.361
Cash and cash equivalents at 31 December 10,816,331 __10.776,702

All withdrawals from the Group’s bank accounts are restricted by the detailed pnionty of payments set out 1n the
securiisation agreements and as such the cash and cash equivalents are not freely available to be used for other
purposes

The notes on pages 11 to 26 form part of these consolidated financial siatements

10



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

1. COMPANY INFORMATION

ING (UK) Real Estate Parent Limited was incorporated under the United Kingdom laws winh registered number
5573792 on 26 September 2005 The Company changed name on 17 June 2011 to Picton UK Real Estate Parent
Limited The Group through its subsidiary, Picton UK Listed Real Estate Issuer Plc (previously ING (UK)
Listed Real Estate Issuer Pic), has 1ssued loan notes amounting to £225,000,000 which are listed on the Insh
Stock Exchange (the “ISE") At the year end the loan Notes remaming amounted to £171,600,000 (2010
£171,600,000) The proceeds were used to make an advance to Northem Trust Fiduciary Services (Guernsey)
Limited as trustee of Pwcton UK Listed Real Estate (previously ING (UK} Listed Real Estate), a Guernsey
property unit trust set up to hold properuies, on behalf of Picton Property Income Limited (previously ING (UK)
Real Estate Income Trust Limited), a Guernsey mvestment company listed on the l.ondon Stock Exchange

2.  PRINCIPAL ACCOUNTING POLICIES
The principal accounting policies set out below have been applied for the year ended 31 December 2011

Statement of compliance

The consohdated financial statements for the year ended 31 December 2011 have been prepared in accordance
with International Financial Reporting Standards (“IFRS™) and 1its interpretations as endorsed by the European
Union (“EU) and effecuve at 31 December 2011 and Standing Interpretations Committee mnterpretations
approved by the International Accounting Standards Commuttee (“IASC”), that remain 1n effect, together with
applicable legal and regulatory requirements

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

IFRS 9 — Financial Instruments Classification and Measurement
IFRS 10 — Consolidated Financial Siatements

IFRS 11 — Jownt Arrangements

IFRS 12 — Dusclosure of Interests 1n Other Entities

IFRS 13 — Fair Value Measurements

The directors anticipate that the adoption of these Standards and Interpretations in future periods will have no
material impact on the financial statements of the Company

1



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

2.  PRINCIPAL ACCOUNTING POLICIES (continued)

Basis of preparation

The Group has adopted all of the new and revised Standards and Interpretauons issued by the Internatnonal
Accounting Standards Board (IASB) and the International Financial Reporting Interpretations Commuttee (the
[FRIC) of the [ASB that are relevant to uts operations and effective for annual reporting periads beginaing on 1
January 2011 The adoption of these new and revised Standards and Interpretations has not resulted in any
changes to the Group’s accounting policies

The consolidated financial statements have been prepared on the historical cost basis except that denivative
financial instruments and the nterest rate element of the fixed rate loan are stated at theiwr fair value, and on a
goimng concern basts The group’s functional and presentation currency 1s Pounds Sterling

The most sigmificantly affected components of the consolidated financial statements and associated critical
Judgements are as follows

Critical accounting judgements and key sources of estimation uncertainty

The preparation of consohdated financial statements 1n 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 The estimates and associated assumptions are based on histortcal expenence
and vanous other factors that are believed to be reasonable under the circumstances, the result of which form the
basis of making the judgements about carrying values of assets and habilities that are not readily apparent from
other sources Actual results may differ from these estimates used 1n the financial statements

The estirnates and underlying assumptions are reviewed on an ongoing basis Revisions 10 accounting estimates
are recognised 1n the pertod in which the esttimate 1s revised 1f the revision affects only that period, or in the
period of the revision and future periods 1f the revision affects both current and furure periods

For the purpose of the effective yield calculation, 1t has been assumed that the average expected life of the notes
n 1ssue will end at the date of the first step-up 1n interest rates, based on the payment expenence to date This
may not be the case 1n practice

Going concern

The financial statements have been prepared on a gomng concern basis as, in the opmion of the directors, the
loans provided to the Group will remain available for the foreseeable future and interest received from the Term
Loan and interest rate swaps wili be sufficient to meet funure operating expenses The Group’s prninciple
activities, together with the factors likely to affect us future development, performance and pos:tion and 1its
principal nisks and uncertainties are set out above The directors have undertaken a review and concluded that
the Group has adequate resources and suitable arrangements 1n place for it to be able to continue 1n operational
existence for the foreseeable future Therefore the directors consider it appropniate for the financial statements
10 be prepared on a going concern basis The directors continue to momtor the balance of the overall capital
structure The negative position of the hedge reserve in the statement of financial position 1s due to the fair
valuation of the hedge which can increase or decrease over time.

Valuation of derivatives

The swap which has been purchased to hedge interest rate nsks ansing on the Notes has been valued by
discounting future cash flows The valuation method 1s consistent with commonly used market techmques All
mputs into valuation models adopied by the entity are obtained from observable market data

The Directors use their judgement in selecting an appropnate valuation techmque for financial instruments
Valuation techmques commonly wsed by market practitioners are applied For denvative instruments,
assumpuions are made based on quoted market rates adjusted for specific features of the instrument Derivatives
are valued 1n these consolidated financial statements based on the valuaton recerved from the 1ssuer of the swap

12



PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

2.  PRINCIPAL ACCOUNTING POLICIES (continued)

Basis of consohidation

The consolidated financial statements incorporate the financial statements of the Group and enuities controlled by
the Group (the Subsidianies} Control 1s achieved where the Group has the power to govern the financial and
operating policies of an investee entity so as to obtain benefits from its acuvities  All intra-group transactions,
balances, income and expenses are eliminated on consoltdation

Subsidiaries
Subsidhanes are those entities controlled by the Group Control exists when the Group has the power, directly or
indirectly, to govern the financial and operating policies of an entity so as to benefit from 1ts activities

Transactions eliminated on consolidation
Intra-group balances and any unrealised gamns and losses arising from mtra-group transactions are eliminated 1n
preparing the Consohidated Financial Statements

Loan receivable and Impairment

Loans receivable are initially measured at fair value with subsequent measurement being at amortised cost using
the effective interest method The effective interest on the loan to the borrower 1s calculated with reference to
the interest earned on the loans

The loans are subject to mmpairment reviews in accordance with International Accounting Standard 36
“Impairment of Assets” A charge for imparment would be recognised where there 15 a nisk that the income on
the loan will be significantly reduced

Cash and cash equivalents

The bank accounts held in the Issuer’s name meet the defimition of cash and cash equivalents but their use 1s
restricted by a detailed prionty of payments set out 1n the securitisation transaction agreements As the cash can
only be used to meet certain specific liabilies and s not available to be used with discretion, 1t 18 viewed as
restricted cash

Interest bearing borrowings

Interest beaning borrowings are recogmsed mtially at fair value less attnbutable transaction costs  Subsequent to
imtial recogmtion, interest beaning borrowings are stated at amortised cost with any difference between cost and
redemption value bemng recogrused n the mncome statement over the period of the borrowings on an effective
mterest basis

Interest receivable and interest payable

Interest income and expense for all interest-beaning financial instruments are recognised within ‘interest mncome’
and ‘interest expense’ mn the statement of comprehensive income using the effective interest method The
effective interest method 1s a method of calculating the amortised cost of a financial asset or a financial hability
and of allocating the interest income or interest expense over the relevant period The effective interest rate 1s the
rate that exactly discounts estimated future cash payments or receipts through the expected life of the financial
instruinent or, when appropnate, a shorter period to the net carrying amount of the financial asset or financial
liability When calculating the effective interest rate, the Issuer estimates cash flows considening all contractual
terms of the financial instrument (for example, prepayment options) but does not consider future credat losses

The calculation includes all fees and commuisstons paid or received between parties to the contract that are an
integral part of the effective interest rate, transaction costs and all other premums or discounts
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

2.  PRINCIPAL ACCOUNTING POLICIES (continued)

Income tax

Income tax on the profit or less for the penod comprises current and deferred tax  Income tax 1s recogmsed 1n
the statement of comprehensive income except to the extent that it relates to items recognised directly 1n equity,
m which case 1t 1s recogmised 1n equity

Under special rules issued by the HM Revenue & Customs for securitisation companies, the group’s charge for
taxation for 2011 1s based on the taxable profits calculated on an un-modified United Kingdom Generally
Accepted Accounting Practice (“UK GAAP") basis but disclosed m accordance wath International Accounting
Standard 12 ‘Income Taxes’

Statement of cash flows

The Statement of Cash Flows has been drawn up according to the indirect method, separating the cash flows
from operating activities, investing activities and financing acuvities The net result has been adjusted for
amounts 1n the Statement of Comprehensive Income and movements it the Statement of Financial Position
which have not resulted 1n cash income or expenditure 1n the year

The cash amounts in the Statement of Cash Flows include those assets that can be converted into cash without
any restrictions and without any material nsk of decreases in value as a result of the transaction Davidends that
have been proposed and declared are included 1n the cash flow from financing activities

Derivative financial instruments

The group uses denvative financial mstruments to hedge 1ts exposure to interest rate nisk ansing from
operational, financing and investment activities In accordance with its policy, the group does not hold or issue
derivative financial instruments for trading purposes However, derivanves that do not qualify for hedge
accounting are accounted for as trading instruments

International Accounting Standard 39 ‘Financial Instruments Recogmition and Measurement’ requires all
denvative financial instruments to be recognised imually at cost on the balance sheet Subsequent to initial
recognitton, denvatives are remeasured to fair value The gamn or loss on remeasurement to fair value 1s
recognised immediately 1in profit and loss However, where derivauves qualify for hedge accountung,
recognition of any resultant gain or loss depends on the nature of the item being hedged Where a fair value
hedge 1s documented, the fair value movements of the swap may be offset in the income statement against the
fair valve movements for the nsk being hedged on the hedged item

Gamns or losses on cash flow hedges that are regarded as highly effective are recogmsed in equity Where the
forecast transaction results 1n a financial asset or hability, gains or losses previously recognised in equity are
reclassified to consolidated statement of comprehensive income 1n the same penod as the asset or liability affects
profit or loss Where the forecasted transaction or commitment results in a non-financial asset or habihty, gains
or losses previously deferred in equity are included in the carrying amount of the related asset or habihity If the
forecasted transaction or commitment results tn a future income or expenditure, gains or losses deferred 1n equaty
are transferred to the income statement in the same period as the underlying income or expenditure The
mneffective portions of the gain or loss on the hedging instrument are not recognised 1n equity, rather they are
recogmsed immediately in consolidated statement of comprehensive income

In order to quahfy for hedge accounting, the group 1s required to document 1n advance the relationship between
the item being hedged and the hedging instrument The group 1s also required to demonstrate that the hedge will
be highly effective on an ongoing basis

The fair value of interest rate swaps 1s the estimated amount that the group would receive or pay to terminate the

swap at the balance sheet date, taking into account current interest rates and the current creditworthiness of the
swap counterparties
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011
3. INTEREST RECEIVABLE AND SIMILAR INCOME

Interest recervable and symilar ;ncome represents the inierest recervable on the loans receivable, other associated
mncome and interest on bank deposits

Group Group
2011 2010
£ £
Interest recervable on loans receivable 8,503,209 8,501,562
Bank interest receivable 88,083 96,670
Amortisation of facilhity fees 204,235 204,235
Amortisation of premium 41317 41,317
8,836,844 3,843,784
Geographic
United Kingdom 58,836,844 .. 8.843.784
4. INTEREST PAYABLE AND SIMILAR CHARGES
Group Group
2011 20i0
£ £
Interest payable on floating rate notes 1,868,548 1,631,894
Interest payable on other loans 279 273
Amortisation of 1ssue costs 244,461 244 461
Swap payable 6,546,255 6,870,685
8,059,543 8,747,313
5. OPERATING EXPENSES
The profit on ordinary activities before taxation 1s stated after charging
Group Group
2011 2010
£ £
Fees payable to the group’s auditors for the audit of the group’s 16,560 16,060
annual accounts
Fees payable to the group’s tax agent — tax services 25,953 26,834
ISE fees FX differences 1,660 (60)
Liqmdity fees 132,249 119,252
Rating agency fees 62,327 82,915
Management admumstration fees 15,256 14,285
Management accounting fees (Note 15) 6,437 7,014
Servicing fees 42,900 43,711
Cash manager fees 8,000 8,000
Trustee fees 8,429 8,225
Other professional fees 11.000 18.340
330,777 344,576

Under the terms of the Corporate Services Agreement, Wilmangton Trust SP Services (London) Limited receives
remuneratuon for administration and accounting services The fees are payable quarterly 1n arrears 1n accordance
with the prionity of payments set out 1n the securitisation documents
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

6. PROFIT BEFORE TAX FOR THE YEAR

The profit/(loss) before tax for the year/period 1s stated after charging

Group Group

2011 2010

£ £

Auditors’ remuneration for audit work paid to current auditers 16,560 16,060
Auditors' remuneration for taxation services - 25953 — 26,334

The group has no employees Other than the fees paid to Wilmngton Trust SP Services (London) Limited for
management services of £21,693 (2010 £21,299), the drrectors recerved no remuneration during the year (2010
mil)

7. INCOME TAX EXPENSE

(a) Analysis of charge in the year

Group Group
2011 2010
£ £
Current tax:
Corporation tax charge for the year (12,.388) (4.107)
Total income tax expense 1 income staternent _(12,888) (4.107)

(b) Reconciliation of effective tax rate
The tax assessed on the profit on ordinary activities for the year is the same as the standard rate of corporation
tax 1n the UK for small companies of 20%

2011 2010
£ £
Profit before tax 64,161 20,263
Profit before tax multiphed by the standard rate of corporation tax in
the UK for small companies of 20% (2010 20%) (12,888) (4,107}
Total tax in income statement (12,888) (4,107)
(c) Current tax liability 2011 2010
£ £
Current tax hability 13,409 521
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

8. LOSSFOR THE YEAR

As permitted by the Companies Act 2006, the company-only income statement has not been included 1n these
financial statements The company’s loss for the financial year was £279 (2010 £273)

9. INVESTMENTS

Company Company

Investment 1n subsidiaries 2011 2010
£ £

At start of the year 12,501 12,501
Additions - - -
At end of the year 12,501 12,501
At 31 December 2011 12,501 12,501

Details of the investments 1n which the group holds 20% or more of the nominal value of any class of share
capital are as follows
Country of Class of shares Activity
incorporation and % held

Picton UK Listed Real Estate Issuer Plc Great Britain Qrdmary Fmancing
100% held company
10 LOAN RECEIVABLE

Group Group
2011 2010
£ £
Loan at 1 January 171,600,000 190,050,000
Repayments during the year - (18.450.000)
At 31 December 171,600,000 _171,600,000

Subject to any prepayments, principal amounts payable on the loan will become due and payable on the loan
payment date falling due 1n January 2015 The loan has a fixed interest rate of 4 798% on the Initial Loan and
5 390% on the Reserve Loan The loan has been made to Northern Trust Fiduciary Services (Guemsey) Limited
as trustee of Picton UK Listed Real Estate (previously ING (UK) Listed Real Estate), a property unit trust
established 1n Guernsey The loan 1s secured against the assets of the unit trust In 2010 as part of the loan notes
were redeemed at a discount, as detailed 1n note 14, the corresponding amount of the loan receivable was wnitten
off to the statement of comprehensive income

11. OTHER RECEIVABLES

Group Group

2011 2010

£ £

Interest receivable on loans 1,559,728 1,516,056
Accrued fees receivable 100,186 95,938
Prepayments and accrued income 17,844 14,815
1,677,758 1,626,809

The Directors consider that the carrying amount of accounts receivables approximates their fair value
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

12. CASH AND CASH EQUIVALENTS

All withdrawals from Picton UK Listed Real Estate Issuer Plc’s bank accounts are restricted by the detailed
prionty of payments set out in the secuntisation agreements

2011 2010

£ £

Cash and bank current accounts 4,587 4,587
Bank deposit accounts 134,411 94,782
Liquidity account 10,677,333 10,677.333
10,816,331 10,776,702

Bank deposit accounts earn interest at floating rates based on daily bank deposit rates Short-term deposits are
made for varymng periods of between one day and one month depending on the immediate cash requirements of

the group, and earn interest at the respective short-term deposit rates

The carrying amounts of these assets approxumate their fair value

Durning the year no draw downs were made under the liquidity drawdown facility (2010 £nil) and no repayments
were made (2010 £3,312,179) £10,677,333 (2010 £10,677,333) was outstanding at the year end (note 14)

13. TOTAL EQUITY

Reconcihation of movement in capital and reserves

Group Share capital Hedge Retained Total
reserve earnings
£ £ £ £
Balance at 31 December 2009 1 (11,576,612) 159,557 (11,417,054}
Fair value adjustment - 239,434 - 239,434
Comprehensive income for the year - - 16,156 16,156
Balance at 31 December 2010 1 £11,337.178) 175,713 (11,161.464)
Group Share capital Hedge Retained Total
reserve earnings
£ £ £ £
Fair value of denivative - 4,961,161 - 4,961,161
Comprehensive income for the year - - 51,273 51.273
At 31 December 2011 1 (6,376,017) 226,986 (6,149,030)
Company Share capital  Accumulated Total
Losses
£ £ £
At 31 December 2009 1 (1,053) (1,052)
Loss for the year - 273 (273)
At 31 December 2010 i . (1,326) (1,323)
Company Share capital Accumulated Total
Losses
£ £ £
Loss for the year - {(279) 279
At 31 December 2011 1 £1,605) (1.604)




PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

13. TOTAL EQUITY (continued)
The company has an authonsed ordinary share capital of 1,000 shares of £1 each

The group only has one class of share The shares have no nghts to any fixed dividend and entitle the holder to
one vote per share at meetings of the group

The hedge reserve 1s the fair value of the interest rate swap Interest payable on the loan notes has been fixed
using interest rate swaps, as described 1n note 16 The interest rate swaps mature on the same dates as the
associated borrowings

14. INTEREST BEARING LOANS AND BORROWINGS

Group Company Group Company
2011 2011 2010 2010
Non-current liabilities £ £ £ £
Floating rate notes 171,600,000 - 171,600,000 -
Unamortised 1ssue costs (265,224) - (509,685) -
Other loan 14,106 14,106 13.827 13.827
171,348,882 14,106 171,104,142 —13.827

Current liabilities
Interest payable 362,000 - 293,502 -
Liquidity facility 10,677,333 - 10,677,333 -
Total 182,388,215 14,106 182,074 977 13,827

The floating rate notes fall due n full on 30 January 2015 and compnised, at 1ssue, £200m AAA rated seven year
loan notes 1ssued on 20 December 2005 The mterest payable on these notes 1s fixed at 4 795% by means of an
mnterest rate swap On 6 July 2006 a further £25m of loan notes were 1ssued on the same terms, with the interest
payable fixed at 5 3804% by means of a further swap In July 2009 a partial loan note repayment was made for
£34,950,000 In 2010 two further redemptions were made totalling £18,450,0C0 at a discount of £974 000 [t
1s anticipated that, based on certain assumptions, the Notes will be fully redeemed on or before the note payment
date falling due on 30 January 2015 The Notes bear interest at a rate equal to LIBOR for three month sterling
deposits plus 25 basis points Interest on the Notes ts paid quarterly in arrears on 30 January, 30 April, 30 July
and 30 October The Notes are secured by means of a fixed and floating charge over the group’s assets

The other loan 1s repayable :n full three months after the floating rate notes have been repaid 1n full and bears
mterest at a fixed rate of 2% Interest 1s calculated on a quarterly basis and 1s rolled up 1nto the loan balance
until the loan 1s repaid

The loan agreement for the floating rate notes states that for the secuntised pool of assets owned by ING Real
Estate Income Trust the Loan to Value ratio should not exceed 60% and the Interest Cover Ratio should be a

minimum of 1 75

Picton Property Income Limited (previously INK UK Real Estate Income Trust Limited) 1s currently in
comphance with all loan covenants at the date of these financial statements
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

14. INTEREST BEARING LOANS AND BORROWINGS (continued)

Liquidity facility

On 27 February 2009 the Group drew down the full amount on the liquidity facility agreement as the Liquidity
facility provider had breached the required rating requirement This 1s further explamned under iquidity nisk in
note 16

15. OTHER PAYABLES

Interest-beaning loans and borrowings are repayable as follows

2011 2010
£ £

Current Liabilities
Accruals 1,160,490 1,201,759
Other creditors 38,581 38,581
Tax hability 13,409 521
Deferred income 266,407 511,959
1,478,887 1,752,820

The Directors consider that the carrying amount of accounts payable and accruals approximates their fair value
16. FINANCIAL RISK MANAGEMENT

The pnincipal nsks and uncertainties are set out i the Directors” Report on page 3 The Board reviews and
agrees policies for managing each of these risks

The Group’s financial instruments compnse a loan receirvable, cash and hquid resources, derivatives, interest-
beanng loans and borrowings and various receivables and payables that anse directly from 1ts operations The
main nsk ansing from the group’s financial instruments are interest rate nsk, hquidity nsk, and credit nisk

Credit risk

Credit nisk 1s the nisk that a counterparty will be unable or unwilling to meet a commitment that 1t has entered
into with the group The group has adopted a policy of only dealing with creditworthy counterparties and
obtaining sufficient collateral where appropriate, as a means of mitigating the risk of financial loss from defaults
The group’s exposure and credit raungs of its counterparties are continuously momtored and the aggregate value
of transacttons concluded 1s spread amongst approved counterparties Credit exposure 1s controlled by
counterparty limtts that are reviewed regularly

The carrying amount of the financial assets, best represent the maximum credit risk exposure at the statement of
financial position date

As at 31 December 2011, the Group’s financial assets exposed to credit nsk amounted to the following
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

16. FINANCIAL RISK MANAGEMENT {(continued)
Credit risk (continued)

Derivative investments 1n Financial assets and Total
31 December 2011 designated hedge liabilities at amortised
Note accounting relationships cost
Financial assets £ £ £
Loan receivables 10 - 171,600,000 171,600,000
Other receivables 11 - 1,677,758 1,677,758
Liquidity account - 10,677,333 10,677,333
Cash and cash equivalents 12 - 138.998 138.998

Total - - 184,094,080 184,094,089

Financial liabilities

Loans and borrowings 14 - 182,388,215 182,388,215
Accruals 7(c), 15 - 1,478,887 1,478,887
Denvauve liabihities 13 6.376.017 - 6.376.017
Total —6.376,017 183,867,102 190,243,119
Derivative ivestments in Financial assets and Total
31 December 2010 designated hedge liabilines at amortised
Note accounting relationships cost
Financial assets £ £ £
Loan receivables 10 - 170,600,000 170,600,000
Other receivables 11 - 1,626,809 1,626,809
Liquudity account - 10,677,333 10,677,333
Cash and cash equivalents 12 - 99,369 99,369
Total - 184,003,511 184003511
Financial hiabilities
Loans and borrowings 14 - 182,074,977 182,074,977
Accruals 7(c), IS - 1,752,820 1,752,820
Denvative habilities 13 11,337.178 - 11.337.178
Total 11,337,178 _183,827,797 195,164,975

Loan recervables comprise amounts due from Picton UK Listed Real Estate (previously ING (UK) Listed Real
Estate) (the “GPUT”), a Guernsey property unit trust which 1s part of the Picton Property Income Litd (previously
ING UK Real Estate Income Trust Lid) Group Bankruptcy or msolvency of the GPUT and / or Picton Propenty
Income Ltd, on whose behalf the properties are held, may result 1n non-recovery of the loan Picton Property
mcome Ltd has entered into a secunitisation agreement with JP Morgan

There have been no loan defaults or breaches during the current or pnor year The carrying amount of financial
assets recorded 1n the consolidated financial statements, net of any allowances for losses, represents the Group s
maximum exposure 10 credit nsk  The Directors continue to monitor the Group’s exposure to credit risk

The Group’s main cash balances are held with the Bank of New York Bankruptcy or insolvency of the bank
holding cash balances may cause the Group’s nghts with respect to the cash held by them to be delayed or
limited The Group manages 1ts nsk by momtoring the credit quahty of its bankers on an ongoing basis The
Bank of New York 1s also rated by all major rating agencies If the credit quality of the bank detenorates, the
Group would look to move the short term deposits or cash to another bank

The Group 1s exposed to credit nsk from counterparties of the interest rate swaps which are financial hiabilities
as at 31 December 2011 The nsk 1s mitigated by the Group only engaging with creditworthy counterparties
The counterparty for the interest rate swap 1s JP Morgan Chase Bank, who have a credit rating of AA- as noted
above
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011
16. FINANCIAL RISK MANAGEMENT (continued)

Capital risk management
The Group’s overall strategy remains unchanged since the pnor year

The Group manages 1its capital to ensure that 1t will be able to continue as a going concern while maximising the
return to stakeholders through the optimisation of the debt and equity balance

The capital structure of the Group consists of debt, which includes the borrowings disclosed 1n note 14, cash and
cash equivalents and equity attributable to equity holders of the Group, compnsing i1ssued capital, reserves and
retayned earnings  The Directors continue to monitor the balance of the overall capstal structure by ensuning that
the borrowing restrictions are adhered to and that the debt 1s serviced promptly to ensure that 1t continues to be
avatlable for the foresceable future

The Group 1s not subject to any external capital requirements

Interest rate risk
All of the group’s financial habilities are floating rate and carry interest rates based on the relevant three-month
LIBOR rate At the period end, the three month LIBOR rate was 1 08% (2010 0 30%)

Interest rate risk management

Interest risk anses on interest payable on the floating rate loans and borrowings The Directors manage this risk
by use of interest rate swaps The nsk anses as a result of the GPUT paying a fixed rate of interest, while the
Group 18 required to pay floatng rates of interest on the notes 1ssued The Group’s exposure to imnterest rate nsk
with respect to the mnterest rate swap 1s montored and reviewed by the Directors on a regular basis

The following table details the Group’s remaining contractual matunty for its non-derivative financial assets and
labilines The tables below have been drawn up based on the undiscounted contractual matunties of the
financial habihties, meluding mierest that will accrue 1o those habilities except where the Group 1s entitled and
mntends to repay the hability before 1ts matunity

Weighted average

effective interest Less than 1 1to5 years Morethan$5 Total
31 December 2011 rate (%) year years
Loans recewvable 4.798 - 171,600,000 - 171,600,000
Cash and cash equivalents 000 10,816,331 - - 10,816,331
Loans and borrowings 4.795 (362,000) (171,348,882) - (171,710,882)
Liquidity account 1.0 (10,677.333) - - _(10.677.333)
Total (223,002) 251,118 - 28,116

Weighted average

effective interest Less than 1 1to5 years More than 5
31 December 2010 rate (%) year years
Loans receivable 4798 - 171,600,000 - 171,600,000
Cash and cash equivalents 000 10,776,702 - - 10,776,702
Loans and borrowings 4 795 (293,502) (171,104,142) - (171,397.644)
Liquidity account 08 (10.677.333) - - (10.677,333)
Total _ (194,133) —.. 495,858 - 301,725

The above interest rates take into account the impact of the interest rate swaps
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011
16. FINANCIAL RISK MANAGEMENT (continued)

Interest rate swap contracts

Interest rate swap contracts enable the Group to mmtigate the nisk of changing interest rates and cashflow
exposures on the floating rate debt held The fair values of interest rate swaps at the year end are the marked to
market values supplied by the 1ssuer of the swap This value 1s based on the future cashflows relating to the
outstanding balances at the start of the financial year at the relevant interest rate

The following table detail the notional principal amounts and rematnng terms of nterest rate swap contracts
outstanding as at the reporting date

Average contracted fixed Notional principal Fair value

interest rate amount
31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec
2011 2010 2011 2010 2011 2010
Yo % £ £ £ £

Outstanding

Less than | year - - - - - -
1 to 2 years - - - - - -
2 10 5 years - - - - - -
More than 5 years 4.798 4798 171.600,000 171,600.000 (6376,017) (11,337,178)

171,600,000 171,600,000 (6,376,017) (11,337,178)

The actual movement 1n the valuation of the swaps and the actual impact on the hedge reserve 1s shown below,

£
Market value of swaps as at 31 December 2010 (11,337,178)
Movement n valuation through the hedge reserve to 31 December 2011 4,961,161
Market value of swap as at 31 December 2011 _(6376,017)

Currency risk
The Group has ne exposure to foreign currency nisk

Concentration risk

The Group has provided financing to Picton Property Income Ltd (previously ING UK Real Estate Income Trust
Lid) whose property investments are in the UK and the Isle of Man Picton Property Income Ltd 15 exposed to
macroeconomic changes 1n the UK and Isle of Man economies

Effective interest rates and re-pricing analysis

In respect of income-earming financial assets and interest-beanng financial liabilities, the following table
mndicates their effective interest rates at 31 December 2011 and the periods in which floating rate assets and
hiabilittes re-price
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate

Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

16. FINANCIAL RISK MANAGEMENT (continued)

2011

Assets

Loans receivable
Other receivables
Cash at bank
Liquidity account

Liabilities

Floating rate notes
Unamortised 155ue costs
Interest payable
Denvative hability
Other loans

Other payables
Liguidity drawdown

2010

Assets

Loans recervable
Other receivables
Cash at bank
Liquidity account

Liabtlittes

Floating rate notes
Unamortised 1ssue costs
Interest payable
Dernvative liability
Other loans

Other pavables
Liquidity drawdown

Fair values

Effective
interest
rate (%)

4,798

0.0

Effective
mterest
rate (%o)

4 798

00

Floating rate

Floating rate

Non interest

Total Fixed rate < 1 month 1-3 months bearing

£ £ £ £ £
171,600,000 171,600,000 - - -
1,677,758 - - - 1,677,758
138,998 - 138,998 - -
10,677,333 - 10,677,333 - -
184,094,089 171600000 _10.816,331 - 1677758
171,600,000 - - 171,600,000 -
(265,224) - - - (265,224)
362,000 - - - 362,000
6,376,017 - - - 6,376,017
14,106 - - 14,106 -
1,478,887 - - - 1,478,887
10,677.333 - 10.677.333 - -
190,243,119 = 10,677,333 171,614,106  _7,951,680
Floating rate Floating rate Non interest

Total Fixed rate < 1 month 1-3 months bearing

£ £ £ £ £
171,600,000 171,600,000 - - -
1,626,809 - - - 1,626,809
99,369 - 99,369 - -
10.677.333 - 10,677,333 - -
184,003.511 171,600,000 10,776,702 - 1,626,809
171,600,000 - - 171,600,000 -
(509,685) - - - (509,685)
293,502 - - - 293,502
11,337,178 - - - 11,337,178
13,827 - - 13,827 -
1,752,820 - - - 1,752,820
10,677,333 - 10.677.333 - -
195,164,975 - 10,677,333 171,613,827 _12 8i5

The fair values of assets and liabilities are considered to equal thewr carrying amounts shown n the balance

sheet
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011
16. FINANCIAL RISK MANAGEMENT (continued)

Ligquidity risk

The Group's policy 1s to manage hquidity nisk through 1ts use of its start-up loan and excess spread, a reserve
fund and an over-collateralisation of mortgage loans underlying the loan to Picion UK Listed Real Estate
(previously ING (UK) Listed Real Estate) As the length of the loan notes 1s designed to match the length of the
mortgage loans underlying the loan to Peiton UK Listed Real Estate, there are deemed to be linmted hiquidity
nsks facing the Group

A lhquidity facility provided by Barclays Bank, has been established which will be available, subject to certain
criteria and circumstances, 1n the event of the Company being unable, on a temporary basis, to meet 1ts financial
commitments The purpose of the liquidity facility 15 to provide Liquidity, not credit support, and the Liquidity
facility prowvider 1s entitled to receive interest on drawings made which may reduce the amount available for
distribution to noteholders

On 20 December 2005 an agreement was eatered into with Barclays Bank for the provision of an amortising
hiquichity facility of up te £14,000,000 for the Company The facility 1s in place to allow the Company to meet 1ts
obligations should there be a shortfall in the revenue or principal received from the commercial mortgage loans
A fee 1s charged on the undrawn balance, currently set out at 0 2% per annum This fee would increase on any
drawn balance A new liquidity facility agreement was entered into with Barclays Bank on 08 December 2011
for up to £10,677,333 Thus facility 1s renewed annually and 1s due to expare on 08 December 2012

In 2009 the credit rating (short term) of Barclays Bank has been downgraded by the Rating Agencies, and 1s no
longer equal to or better than the credit ratings specified in the Liquidity Facility Agreement As per the terms of
the Liquidity Facility Agreement and as a result of thus downgrade the company drew down this facility 1n full
on 27 February 2009 and deposited the funds 1n a separate bank account, the Liqmdity Account These reserve
drawmgs will remain 1n this account until the Liquidity Facility Provider 1s ascribed a better credit rating from

all of the relevant raung agencies

Duning 2011 no repayments were made (2010 £3,322,667) The balance remaming unpaid as at 31 December
201115 £10,677,333 (2010 £10,677,333)

The table below shows the matunity of financial iabilities

2011 Less than 1 year 1-35years More than 5 years Total
Liabilities £ £ £ £
Floating rate loan notes - 171,600,000 171,600,000
Unamortised 1ssue costs - (265,224) (265,224)
Other loans - 14,106 14,106
Interest payable 362,000 - 362,000
Denvanve hability 6,376,017 - 6,376,017
Accruals 1,160,490 - 1,160,490
Other creditors 38,581 - 38,581
Deferred income 266,407 - 266,407
Tax hability 13,409 - 13,409
Liquidity drawdown 10,677,333 - 10.677.333
Total liabilities 18,894,237 171,348,882 190,243,119
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PICTON UK REAL ESTATE PARENT LIMITED (Previously ING (UK) Real Estate
Parent Limited)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2011

2010 Less than 1 year 1 — 5 years More than 5 years Total
Liabihues £ £ £ £
Floating rate loan notes - 171,600,000 - 171,600,000
Unamortised 1ssue costs - (509,685) - (509,685)
Other loans - 13,827 - 13,827
Interest payable 293,502 - - 293,502
Derivative liability 11,337,178 - - 11,337,178
Accruals 1,201,759 - - 1,201,759
Other creditors 38,581 - - 38,581
Deferred income 511,959 - - 511,959
Tax hability 521 - - 521
Liquidity drawdown 10,677,333 - - 10.677.333
Total Liabilities 24,060,833 171,104,142 - _ 195,164,975

Interest rate sensitivity
No sensitivity analysis has been performed because 1t was considered immaternial.

17. RELATED PARTY TRANSACTIONS

The group has 1dentified the following transactions which are required to be disclosed under the terms of [AS 24
Related Party Disclosures

During the year admumstration and accounting services were provided by Wilmington Trust SP Services
(London) Limited, as per the Corporate Services Agreement, for which they received a fee of £21,693 (2010
£21,299) At 31 December 2011 £9,040 (2010 £8,834) of these fees were outstanding Wilmington Trust SP
Services (London) Limited are also a director of the company

Wilmington Trust SP Services (London) Limited has provided the Company with a loan which 1s repayable in
full three months afier the floating rate notes have been repaid 1n full and bears interest at a fixed rate of 2% As
at 31 December 2011 £14,106 (2010 £13,827) was outstanding

Mr Mark Filer and Mr Jean-Christophe Schroeder whom are directors of the company are also directors of
Wilmington Trust SP Services (London) Limited

18. ULTIMATE CONTROLLING PARTY

The shares of the company are held by Wilmington Trust SP Services (London) Limited under a Declaration of
Trust for chanitable purposes  Uliumate control of the company rests with the directors and shareholders

19. CONTINGENCIES AND CAPITAL COMMITMENTS

As at 31 December 2011 the Group did not enter into any capital commitments The Group did not have any
contingent habilities or legal claims outstanding or made agamnst it (2010 ml)
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