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Xelo II PIc 

DIRECTORS' REPORT 

The directors present herewith the audited financial statements for the year ended 31 December 2011. 

Statements of directors' responsibilities 

The directors are responsible for preparing the directors' report and the financial statements in accordance 
with applicable Irish law and generally accepted accounting practice in Ireland including the accounting 
standards issued by the Accounting Standards Board and published by the Institute of Chartered Accountants 
m Ireland 

Irish company law requires the directors to prepare financial statements for each financial year that 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 
preparing the financial statements, the directors are required to: 

• select suitable accounting policies and then apply them consistently: 
• make judgements and estimates that are reasonable and prudent; 
• prepare the financial statements on the going concern basis unless it is inappropriate to presume that the 

company will continue in business. 

The directors confirm that they have complied with the above requirements in preparing the financial 

The directors are responsible for keeping proper books of account which disclose with reasonable accuracy at 
ary time the financial position of the company and to enable them to ensure that the financial statements are 
prepared in accordance with accounting standards generally accepted in Ireland and comply with the Irish 
Companies Acts. 1963 to 2012. They are also responsible for safeguarding the assets of the company and 
hence for taking reasonable steps for the prevention and detection of fraud and other irregularities. 

Books of accounts 
The directors believe that they have complied with the requirements of section 202 of the Companies Act, 
1990 with regard to books of account by employing a service provider with appropriate expertise and by 
providing adequate resources to the financial function. The books of account of the company are maintained 
at Capita Intemational Financial Sen/ices, IFSC, Dublin 1. 

Activities 
The company has issued listed notes, the proceeds of which have been invested in credit default swap 
transactions and collateral securities. 

Review of business and future developments 
The notional value of the Swaps and Collateral as at 31 December 2011 was €456,399,992 (2010: 
€511,095,540). The notional amount outstanding can be reduced if credit events in excess of a stated buffer 
amount occur in respect of the reference portfolio. There were no such events during the year and or 
subsequent to the year-end until the date of signing of this report. The payments are made in arrears with 
varying scheduled termination dates of the swap agreements, the latest one being in 2044. The series of 
Notes issued and redeemed to date are part of the Company's established $5,000,000,000 programme for the 
issue of Notes The Noteholders' recourse is limited to the Company's interest in the respective swap 
agreements and the other assets securing each series. The Notes issued are listed on the Irish Stock 
Exchange and are subject to its regulations. 

The level of business during the year and the financial position as at 31 December 2011 were satisfactory and 
the directors expect that the present level of activity will be sustained for the foreseeable future as per current 
accounts. 

The key performance indicator for the company are the events of default on the underlying reference pool. 
Credit events occurred in prior years in respect of various entities, some or all of which are included in the 
reference portfolio underlying Series 2005 Bellagio and Series 2005 Tremezzo, In 2011 credit events occurred 
in respect of various entities which are included in the reference portfolio underlying Series 2004 Cernobbio 
and Series 2005 Menaggio. The credit events have reduced the nominal values cf the series affected. 

in 2011 there is a fair value gam on the Notes of €50,445,794 (2010: loss €30 625.505) and a corresponding 
fair value ioss on the collateral and swaps 
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Xelo II PIc 

DIRECTORS' REPORT - continued 

The profit and loss account, balance sheet, statement of changes in shareholders' equity and cash flow 
statement for the period ended 31 December 2011 are set out on pages 9 to 11 Profit on ord nary activities 
before taxation amounted to €Ntl (2010: €Nil). 

Financial risk management 
The disclosures in relation to the company's policies for financial risk management, including currency risk, 
interest rate nsk, liquidity and cashflow risk, and the nature of the instruments used during the year to mitigate 
exposure to these risks, are shown in note 16 to the financial statements. 

Corporate governance statement 

Introduction 
The Company is subject to and complies with Irish Statute comprising the Companies Acts 1963 to 2012 and 
the Listing rules of the Irish Stock Exchange, The Company does not apply additional requirements in 
addition to those required by the above. Each of the service providers engaged by the Company is subject to 
its own corporate governance requirements. 

Financial reporting process 
The Board of Directors ("the Board") is responsible for establishing and maintaining adequate internal control 
and risk management systems of the Company in relation to the financial reporting process. Such systems 
are designed to manage rather than eliminate the risk of failure to achieve the Company's financial reporting 
objectives and can only provide reasonable and not absolute assurance against material misstatement or 
loss. 

The Board has established processes regarding internal control and risk management systems to ensure its 
effective oversight of the financial reporting process. These include appointing the Administrator, Capita 
International Financial Services, to maintain the accounting records of the Company independent of the 
Arranger and the Custodian, The Administrator is contractually obliged to assist the Company to maintain 
proper books and records as required by the Corporate Administration agreement. To that end the 
Administrator performs reconciliations of its records to those of the Arranger and the Custodian, 

The Board evaluates and discusses significant accounting and reporting issues as the need arises. From 
time to time the Board also examines and evaluates the Administrator's financial accounting and reporting 
routines and monitors and evaluates the external auditors' performance, qualifications and independence. 
The Administrator has operating responsibility for internal control in relation to the financial reporting process 
and the Administrator s report to the Board. 

Risk assessment 
The Board is responsible for assessing the nsk of irregularities whether caused by fraud or error in financial 
reporting and ensuring the processes are in place for the timely identification of internal and external matters 
with a potential effect on financial reporting. The Board has also put in place processes to identify changes in 
accoynting rules and recommendations and to ensure that these changes are accurately reflected in the 
Company's financial statements. 

Control activities 
The Administrator maintains control structures to manage the nsks which the Board judges to be significant 
for internal control over financial reporting. These control structures include appropriate division of 
responsibilities and specific control activities aimed at detecting or preventing the risk of significant 
deficiencies in financial reporting for every significant account in the financial statements and the related notes 
in the Company's annual report. 

Monitonng 
The Board has an annual process to ensure that appropriate measures are taken to consider and address the 
shortcomings identified and measures recommended by the independent auditor. 

Given the operations performed by the Administrator, the Board has concluded that there is currently no need 
for the Company to ham a separate internal audit function in order for the board to perform effective 
monitoring and oversight of the internal control and risk management systems of the Company in relation to 
the financia! reporting p-rocess 
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Xelo II PIc 

DIRECTORS' REPORT - continued 

Corporate governance statement - continued 

Capital structure 

No person has any special rights of control over the Company's share capital. 

There are no restrictions on voting rights. 

With regard to the appointment and replacement of Directors the Company is governed by its Articles of 
Association, Irish Statute comprising the Companies Acts. 1963 to 2012 and the Listing Rules of the Insh 
Stock Exchange The Articles of Association themselves may be amended by special resolution of the 
shareholders. 

Powers of directors 
The Board is responsible for managing the business affairs of the Company in accordance with the Articles of 
Association. The Directors may delegate certain functions to the Administrator and other parties, subject to 
the supervision and direction by the Directors. The Directors have delegated the day to day administration of 
the Company to the Administrator. 

The Articles of Association provide that the Directors may exercise all the powers of the Company to borrow 
money, to mortgage or charge its undertaking property of any part thereof and may delegate these powers to 
the Arranger. 

The instrument of transfer of any share shall be executed by or on behalf of the transferor and, in cases where 
the share is not fully paid, by or on behalf of the transferee. The transferor shall be deemed to remain the 
holder of the share until the name of the transferee is entered on the register in respect thereof The Directors 
in their absolute discretion and without assigning any reason therefore may decline to register any transfer of 
a share. If the Directors refuse to register a transfer they shall, within two months after the date on which the 
transfer was lodged with the Company, send to the transferee notice of the refusal. 

Audit Committee 
The sole business of the Company relates to the issuing of asset-backed securities. It also enters into certain 
derivatives to hedge out interest rate exposure arising on investment securities and debt securities issued 
mismatches. Under Regulation 91(9){d) of the European Communities (Statutory Audits) (Directive 
2006/43/EC) Regulation, 2010 ("the Regulations"), which were published by the Irish Minister for Enterprise, 
Trade and Innovation on 25 May 2010. such a Company may avail itself of an exemption from the 
requirement to establish an audit committee. 

Given the functions performed by the administrator and the limited recourse nature of the securities issued by 
the Company the Board of Directors has concluded that there is currently no need for the Company to have a 
separate audit committee in order for the Board to perform effective monitoring and overs ght of the internal 
control and risk management systems of the Company in relation to the financial reporting process 
Accordingly the Company has availed itself of the exemption under Regulation 91(9)(d) of the Regulations. 

Dividends 

The directors do not propose to declare a dividend. 

Directors 

The names of the directors who were in office at any time during the year ended 31 December 2011 are set out 
below Except where noted, they served for the entire year 
Daniel McGing (was replaced by Christian Cumvan effective 19* September 2012) 
Roddy Stafford 

Directors and secretary and their interests in shares of the company 
The directors and secretary had no beneficial interests in the share capital of the company at any time during 
the year. 
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Xelo II PIc 

DIRECTORS' REPORT - continued 

Transactions involving directors 
There are no contracts of any significance in relation to the business of the company in which the directors had 
any interest, as defined in the Companies Act, 1990 at any time during the year ended 31 December 2011, 

Subsequent events 

No Significant events have occurred since the year end. 

Auditors 
The auditors, PncewaterhouseCoopers. will be reappointed in accordance with Section 160(2) ofthe Companies 
Act, 1963. 

Date: 
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pwc 

INDEPENDENl^ AUDITORS' REPORT 
To the shareholders of Xelo II PIc 

We have audited the financial statements of Xelo II Pic for the year ended 31 December 2011 which 
comprise the prolit and loss account, the balance sheet, the cash flow statement, the accounting 
policies and the related notes. These financial statements have been prepared under the accounting 
policies set out therein. 

Respective responsibilities of directors and auditors 

The directors' responsibilities for preparing the directors' report and the financial statements in 
accordance with applicable Irish law and accounting standards issued by the Accounting Standards 
Board and published by the Institute of Chartered Accountants in Ireland (generally accepted 
accounting practice in Ireland) are set out in the statement of directors' responsibilities on page 3. 

Our responsibilitv' is to audit the financial statements in accordance with relevant legal and regulatory 
requirements and International Standards on Auditing (UK and Ireland). This report, including the 
opinion, has been prepared for and only for the company's members as a body in accordance with 
section 193 of the Companies Act, 1990 and for no other purpose. We do not, in giving this opinion, 
accept or assume responsibilitv' for any other purpose or to any other person to whom this report is 
shown or into whose hands it may come save where expressly agreed by our prior consent in writing. 

We report to you our opinion as to whether the financial statements give a true and fair view, in 
accordance wth generally accepted accounting practice in Ireland, and are properly prepared in 
accordance with Irish statute comprising the Companies Acts, 1963 to 2012. We state whether we have 
obtained all the information and explanations we consider necessarj' for the purposes of our audit and 
whether the tinancial statements are in agreement with the books of account. We also report to you 
our opinion as to: 

• whether the company has kept proper books of account; 
• whether the directors' report is consistent with the financial statements: and 
• whether at the balance sheet date there existed a financial situation which may require the 

company to convene an extraordinary general meeting - such a financial situation may exist if the 
net assets of the company, as stated in the balance sheet, are not more than half of its called-up 
share capital. 

We also report to you if, in our opinion, any information specified by law regarding directors' 
remuneration and directors' transactions is not disclosed and, where practicable, include such 
information in our report. 

We read the directors' report and consider the implications for our report if we become aware of any 
apparent misstatements \«thin it. 

PricewaterhouseCoopers, One Spencer Dock, North Wall Quay. Dublin i. Ireland, l.D.E. Box No. 137 
T: +353 (o) 1 792 6000, P: +353 (o) 1 792 0200, www.pwc.com/ie 
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INDEPENDENT AUDITORS' REPORT - continued 

Basis of audit opinion 

We conducted our audit in accordance witti International Standards on Auditing (UK and Ireland) 
issued by the Auditing Practices Board. An audit includes examination, on a test basis, of evidence 
relevant to the amounts and disclosures in the financial statements. It also includes an assessment of 
the significant estimates and judgments made by the directors in the preparation of the financial 
statements, and of whether the accounting policies are appropriate to the company's circumstances, 
consistently applied and adequately disclosed. 

We planned and performed our audit so as to obtain all the information and explanations which we 
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that 
the financial statements are free from material misstatement, whether caused by fraud or other 
irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation 
of information in the financial statements. 

Opinion 

In our opinion the financial statements: 

• give a true and fair view, in accordance with generally accepted accounting practice in Ireland, of 
the company's state of affairs as at 31 December 2011 and of its result and cash flow for the year 
then ended; and 

• have been properly prepared in accordance with the requirements of the Companies Acts, 1963 to 
2012. 

We have obtained all the information and explanations we consider necessary for the purposes of our 
audit. In our opinion proper books of account have been kept by the company. The financial 
statements are in agreement with the books of account. 

In our opinion the information given in the directors' report on pages 3 to 6 is consistent with the 
financial statements. 

The net assets of the company, as stated in the balance sheet on page 10, are more than half of the 
amount of its called-up share capital and, in our opinion, on that basis there did not exist at 31 
December 2011 a financial situation which, under section 40(1) of the Companies (Amendment) Act, 
1983 would roAire the convening of an extraordinar>' general meeting of the company. 

for and on behalf of PricewaterhouseCoopers 
Chartered Accountants and Statutory Audi t F i r m 
D i i b l i i i 

/ November 2012 



Xelo II PIc 

PROFIT AND LOSS ACCOUNT 
Year Ended 31 December 2011 

Notes 
2011 

€ 
2010 

€ 

Interest receivable and similar income 2 2,888,290 5,218,770 

interest payable and similar charges 3 (2,887,728) (5,218,762) 

Fair value gams/flosses) on financial instruments 4 -

Net interest income 562 8 

Other operating income 5 63,713 83,840 

Operating expenses (64,275) (83,848) 

Profit on ordinary activities before taxation 6 - -

Taxation on profit on ordinary activities 8 _ (980) 

Retained loss for the year - (980) 

Balance at beginning of year 1,867 2,847 

Balance at end of year 1.867 1,867 

The company has no recognised gains or losses other than those included in the profit and loss account and 
therefore no separate statement of total recognised gains and losses has been presented. All of the above 
profits are in respect of continuing operations. 

On B. 

Christian Currivan Roddy Stafford 



Xelo II PIc 

BALANCE SHEET 
31 December 2011 

Notes 
2011 

€ 
2010 

€ 

Financial assets 
Deposits on credit swap transactions 
Collateral secunties 

9 
9 

59.426,719 
294.374,737 

353.801,456 

135.195.541 
226,660.311 

361.855,852 

Current assets 
Cash at bank 
Other debtors 10 

26,284,772 
241.997 

26,526,769 

21.096,761 
247.630 

21,344,391 

Creditors - amounts falling due within one year 11 (26,484,902) (21,302.524) 

Net current assets/liabilities 41,867 41,867 

Total assets less current liabilities 353,843,323 361.897,719 

Creditors - amounts falling due after more than one year 12 (353,801.456) (361,855,852) 

Net assets 41.867 41,867 

Capital and reserves 
Called up share capital 
Profit and loss account 

13 40,000 
1.867 

40,000 
1,867 

Equity shareholders' funds 14 41,867 41,867 

On Beha 

Chnstian Currivan Roddy Stafford 
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Xelo II PIc 

STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY 
Year Ended 31 December 2011 

Year ended 31 December 2011 

Balance as at 1 January 2011 
Profit for the year 

Balance as at 31 December 2011 

Attributable to equity holders of the company 
Share Retained Total 

capital earnings 
€ € € 

40,000 

40 000 

1,867 

1,867 

41,867 

41,867 

Year ended 31 December 2010 

Balance as at 1 January 2010 
Profit for the year 

Balance as at 31 December 2010 

40,000 

40,000 

2,847 
(980) 

1,867 

42.847 
(980) 

41,867 

CASH FLOW STATEMENT 
Year Ended 31 December 2011 

Net cash inflow from operating activities 
Taxation 

Capital expenditure and financial investment 

Cdsh Inflow bsfor© flnsncln^ 

Notes 

15(a) 

15(b) 

2011 
€ 

5,188,011 

58,910,000 

2010 
€ 

8,212,802 
(980) 

(2.952,941) 

64,098,011 5,258.881 

Financing 

Increase in net cash 

15(c) 1,58.910.000) 2,952,941 

5,188,011 8,211,822 

RECONCILIATION OF NET CASH FLOW TO NET DEBT 
Year Ended 31 December 2011 

2011 
€ 

2010 
€ 

increase in cash 
{Decrease)/!ncrease n totai debt 
Other non-cash movements 

5,188.011 
56,718.276 

(48,663,880) 

8.211,822 
(2,952.941) 
29,717,057 

Movement in net debt in the year 
Net debt at the beginning of the year 

13.242.407 34.975.938 
(340.759.091) (375.735,029) 

Net debt at the end of the year •27,516.684) (340,759,091) 
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Xelo II PIc 

NOTES TO THE FINANCIAL STATEMENTS 

1 Accounting policies 

Basis of preparation 

The financial statements are prepared in accordance with accounting standards generally accepted in 
Ireland and Irish Statute comprising the Companies Acts, 1963 to 2012. Accounting standards generally 
accepted in Ireland in prepanng financial statements giving a true and fair view are those published by the 
Institute of Chartered Accountants in Ireiand and issued by the Accounting Standards Board 

Due to the nature of the company's business and the type of transactions the company is engaged in, the 
directors have adapted the profit and loss account to suit the circumstances of the business in accordance 
with Section 4(13) of the Companies (Amendment) Act, 1986 The format and certain wording of the 
financial statements have been adapted from those contained in the Companies (Amendment) Act. 1986 
and FRS 3 "Reporting Financial Performance" so that, in the opinion of the directors, they more 
appropriately reflect the nature of the company's business. In the opinion of the directors, the financial 
statements with the noted changes provide the information required by the Companies Acts, 1963 to 
2012. They have been prepared under the historical cost convention The financial statements are 
presented in Euro 

The preparation of the financial statements requires management to make judgments, estimates and 
assumptions that may affect the application of accounting policies and the reported amounts of assets, 
liabilities, income and expenses. Actual results may differ from these estimates. Estimates and 
underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are 
recognised in the period in which the estimate is revised and in any future periods affected. 

Foreign currency transactions 
Transactions in foreign currencies are translated to the functional currency of the company at exchange 
rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign currencies at 
the reporting date are retranslated to the functional currency at the exchange rate at that date, Non 
monetary assets and liabilities denominated in foreign currencies that are measured at fair value are 
retranslated to the functional currency at the exchange rate at the date that the fair value was determined. 
Foreign currency differences arising on retranslation are recognised in profit or loss. 

Interest income and expense 
Interest income and expense are recognised in the profit and loss account using the effective interest 
method. 

The effective interest method is a method of calculating the amortised cost of a financial asset or a 
financial liability and of allocating the interest income or interest expenses over the relevant penod. The 
effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through 
the expected life of the financial instrument or, when appropriate, a shorter period to the net carrying 
amount of the financial asset or financial liability. When calculating the effective interest rate, the 
company estimates cash flows considering all contractual terms of the financial instrument (for example, 
prepayment options) but does not consider future credit losses. The calculation includes all fees and 
points paid or received between parties to the contact that are an integral part of the effective interest rate, 
transaction costs and all other premiums or discounts. 

Taxation 

Corporation tax is provided on taxable profits at the current rates applicable to the company's activities. 

Deferred tax 
Deferred tax is provided on all timing differences that have originated but not reversed at the balance 
sheet date where transactions or events that result in an obligation to pay more tax in the future or a right 
to pay less tax in the future have occurred at the balance sheet date 

Timing differences are temporary differences between profits as computed for tax purposes and profits as 
stated in the financial statements which arise because certain items of income and expenditure in the 
financial statements are dealt with in different years for tax purposes. 
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Xelo II PIc 

NOTES TO THE FINANCIAL STATEMENTS - continued 

1 Accounting policies - continued 

Deferred tax - continued 

Deferred tax is measured at ttie tax rates that are expected to apply in the years in which the timing 
differences are expected to reverse based on tax rates and laws that have been enacted or substantively 
enacted by the balance sheet date. Deferred tax is not discounted. 

Cash and cash equivalents 
Cash and cash equivalents include cash in hand and cash held at call with banks 

The company classifies its financ al assets as financial assets at fair value through profit or loss 
Management determines the classification of its investments at initial recognition. Purchases and sales of 
financial assets are recognised on trade-date - the date on which the company commits to purchase or 
sell the asset. Financial assets are derecognised when the rights to receive cash flows from the financial 
assets have expired or where the company has transferred substantially all risks and rewards of 
ownership 

Financial assets at fair value through profit or loss are subsequently earned at fair value. Gains and losses 
arising from changes in the fair value of the financial assets are included in the profit and loss account in 
the period in which they anse. The fair values of quoted investments in active markets are based on 
current bid prices. If the market for a financial asset is not active (and for unlisted securities), the company 
establishes fair value by using valuation techniques. These include the use of recent arm's length 
transactions, discounted cash flow analysis, option pncing models and other valuation techniques 
commonly used by market participants 

Derivative financial instruments 
Derivatives are recognised at fair value on the date on which a derivative contract is entered into and are 
subsequently re-measured at their fair value. 

Fair values are obtained from quoted market prices in active markets, including recent market 
transactions and valuation techniques, and discounted cash flow models and options pncing models as 
appropriate. Denvatives are included in assets when their fair value is positive and liabilities when their 
fair value is negative, unless there is the legal ability and intention to settle net. Gains and losses arising 
from changes in the fair value of derivatives are included in the profit and loss account in the year in which 
they arise 

The best evidence of the fair value of a denvative at initial recognition is the transaction price (i.e. the fair 
value of the consideration given or received) unless the fair value of that instrument is evidenced by 
comparison with other observable current market transactions in the same instrument (i.e. without 
modification or repackaging) or based on a valuation technique whose variables include only data from 
observable markets. 

Financial liabilities 
Financial liabilities are initially recognised at fair value, being their issue proceeds (fair value of 
consideration received) net of transaction costs incurred. Financial liabilities are subsequently measured 
at fair value through profit or loss on the basis that it eliminates or significantly reduces a measurement or 
recognition inconsistency, "an accounting mismatch" that would otherwise arise from measuring assets or 
liabilities or recognising the gains and losses on them on a different basis. 

Whilst this accounting treatment is in accordance with FRS 26, the Companies (Amendment) Act. 1986 
does not permit financial liabilities to be valued at fair value The directors consider that adoption of the 
FRS 26 option to fair value liabilities is required in order to give a true and fair view of the financial 
performance of the company. 
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Xelo II PIc 

NOTES TO THE FINANCIAL STATEMENTS - continued 

1 Accounting policies - continued 

Offsetting financial instrument 

Financial assets and liabilities are offset and the net amount presented in the balance sheet when, and 
only when, the company has a legal right to set off the amounts and intends either to settle on a net basis 
or to realise the asset and settle the liability simultaneously. Income and expenses are presented on a net 
basis only when permitted by the accounting standaras, or for gams and losses ansing from a group of 
similar transactions. 

2 Interest receivable and similar income 2011 2010 
€ € 

Bank interest 562 8 
Interest on collateral secunties (63,880) 3,101,774 
Interest on deposits on credit swap transactions - (34.982) 
Interest on interest rate swap transactions 2,951,608 2,151,970 

2.888,290 5,218.770 

2011 
€ 

2010 
€ 

Interest payable on notes 
Interest payable on interest rate swap transactions 

2.887.728 

2.887.728 

7,304,077 
(2,085,315) 

5,218,762 

2011 
€ 

2010 
€ 

Balance at the beginning of the year 

Movements dunng the year: 
Acquisitions 
Disposals 
Fair Value Adjustment 
Foreign exchange gains/(losses) 

361,855,852 388,619,968 

130,000.000 53.000.000 
(188.910,000) (50,047,000) 

50,445,794 (30,625,505) 
409.810 908.449 

353,801.456 361,855,852 

5 Other operating Income 2011 
€ 

2010 
€ 

Other mcorrie m relation to securitisation transactions 63,713 83,840 
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Xelo II PIc 

NOTES TO THE FINANCIAL STATEMENTS - continued 

6 Profit on ordinary activities before taxation 2011 2010 
€ € 

Auditors' remuneration 
- Statutory audit 14,000 14.000 

Ottier assurance services 
- Tax advisory sen/ices 5,000 5.000 

Other non-audit services 
Directors fees 10.000 10,000 

7 Employee information 

The company has no employees. Accounting and other services have been outsourced to Capita 
International Financial Services {Ireland) Limited. 

8 Tax on profit on ordinary activities 2011 2010 
€ € 

Irish corporation tax - (980) 
Deferred tax : : 

(980) 

The current tax charge for the year is not equal to the current tax charge that would result from applying 
the standard rate of Irish corporation tax to the profit/(loss) on ordinary activities. The differences are 
explained below: 

2011 2010 
€ € 

Profit/(loss) on ordinary activities before tax - -

Profit/(loss) on ordinary activities multiplied by the standard rate of Insh 
corporation tax for the year of 25% (2010: 25%) 

Effects or 

Effect of higher rate of corporation tax 
Close company surcharge 2 (980) 

Current tax charge for the year - (980) 

The company is a qualifying company within the meaning of Section 110 of the Taxes Consolidation Act, 
1997. As such, the profits are chargeable to corporation tax under Case III of Schedule D at a rate of 
25% but are computed in accordance with the provision applicable to Case I of Schedule D. 
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Xelo II PIc 

NOTES TO THE FINANCIAL STATEMENTS - continued 

9 Financial assets 2011 
€ 

2010 
€ 

Deposits on credit swap transactions 
Collateral securities 

59,426,719 
294.374.737 

135,195,541 
226,660,311 

353.801.456 361.855,852 

10 Other debtors 2011 
€ 

2010 
€ 

Fees receivable 
Interest receivable 
Other current assets 

3.671 
206,766 

31.560 

241,997 

4,153 
211,917 

31,560 

247,630 

11 Creditors - amounts falling due within one year 2011 
€ 

2010 
€ 

Accrued interest payable on notes and swaps 
Other creditors 
Accruals 
Corporation tax 

206,766 
26,197,442 

80.694 

211,917 
21,042,635 

47,972 

26.484,902 21,302,524 

12 Debt securities in issue 2011 
€ 

2010 
€ 

Fair value of notes in issue by remaining maturity: 
3 months or less 
Between 3 months and 1 year 
5 years or less but over 1 year 
Over 5 years 

303.768.318 
50,033,138 

23,983,718 
330.936,278 

6,935,856 

353,801,456 361.856,852 

The company had 6 series of notes in issue at 31 December 2011. all of which are listed on the Irish 
Stock Exchange. 

The notes are secured by a charge over the credit swap transactions and collateral securities referred to 
in note 9 Recourse of the note holders is limited to proceeds received under the credit swap transactions 
and the collateral secunties. 
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NOTES TO THE FINANCIAL STATEMENTS - continued 

12 Debt securities in issue - continued 

€200.000.000 Cadogan Gardens Credit Linked Notes due 2013 
€54,000,000 Bellagio Credit Linked Notes due 2012 
€52,000,000 Tremezzo Credit Linked Notes due 2012 
€44.000.000 Menaggio Credit Linked Notes due 2010 
€40.000.000 Cernobbio Credit Linked Notes due 2012 
€37,500,000 Gamelot Credit Linked Notes due 2013 
$16,750,000 Retriever Credit Linked Notes due 2013 
€14.043.000 Picadilly 2 Credit Linked Notes due 2016 
€17,500 000 Pavon 11 Credit Linked Notes due 2013 
€85.400 000 Diamond Credit Limited Notes due 2044 
€50.000 000 Series 2011-2 Credit Limited Notes due 2018 

2011 
€ 

280.280 000 

14.094,737 
7.283.309 
1 858.146 

252,126 

50.033.138 

2010 
€ 

210.880,000 
13,990,502 
21,985,074 
23.983,718 
39,972,862 
19.184.490 
22.121,524 

5,187,034 
2,801,826 
1.748,822 

353,801,456 361.855,852 

2011 2010 
€ € 

Currency 
Euro 346,518.147 339,734,328 
USD 7.283,309 22,121,524 

353.801,456 361,855,852 

13 Share capital 2011 2010 
€ € 

Authorised, issued and fully paid up 
40,000 €1 ordinary shares 40,000 40.000 

14 Reconciliation of movement in equity shareholders' funds 2011 2010 
€ € 

Opening equity shareholders' funds 41,867 42.847 
Loss for the year : (980) 

Closing equity shareholders' funds 41.867 41.867 

15 (a) Reconciliation of operating profit to operating cash flows 2011 2010 
€ € 

Profit on ordinary activities before tax 
Decrease in debtors 5.632 2,077,886 
Increase in ceditors 5.182.379 ^6^3^916 

Net cash inflow from operating activities 5.188.011 8.212.802 
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NOTES TO THE FINANCIAL STATEMENTS - continued 

15 (b) Capital expenditure and financial investment 2011 2010 
€ € 

Deposit on new credit swap agreements and collateral securities (130,000,000) (53,000,000) 
Inflow from redemption of credit default swap agreements 188.910.000 50,047,059 

Net casfi inflow/foutflow) from financial investments 58 910.000 (2.952.941) 

(c) Financing 2011 2010 
€ € 

Issue of listed notes 
Redemption of notes 

Net cash (outflow)/inflow from financing 

130.000,000 53,000,000 
(188.910.000) (50.047.059) 

(58.910,000) 2,952,941 

16 Financial risk management 

The Company's financial instruments include cash and liquid resources, notes in issue and other accmals 
and prepayments that arise directly from its operations. 

The Company has also entered into credit default swap transactions in accordance with its credit policy as 
outlined below. 

The company's activities are exposed to a variety of financial risks: market rate risk, credit risk and liquidity 
nsk. The swap counterparty has attempted to match the properties of its financial liabilities to its assets to 
avoid significant elements of risk generated by mismatches of investment performance against its 
obligations together with any maturity or interest rate risk. The company's overall risk management 
programme focuses on the unpredictability of financial markets and seeks to minimise potential adverse 
effects on the financial performance of the company. The swap counterparty seeks to assess, monitor and 
manage the potential adverse effects of these risks on the Company's financial performance by appropriate 
methods as discussed below. 

(i) Market risk 

Market risk is the potential change in the value caused by the movements in the interest rates, foreign 
exchange or market prices of financial instruments. The note holders are exposed to the mart<et risk of 
the asset portfolio. With the credit default swaps, they are exposed to a reference portfolio consisting of 
certain debt obligations held by vanous institutions. In case of a credit event on any of these reference 
entities, the notes may become subject to redemption. 

In terms of market rate sensitivity, any movement on the market value of the assets is passed on to the 
note holders as it is reflected by a corresponding movement in the market value of the liabilities. 
Therefore the impact on the profit and ioss account is €Nil. Therefore the directors believe provision of 
the market pnce sensitivity analysis is not necessary. 

MeresLiatiiisk 
Interest rate risk is the risk that the value of a financial instryment will fluctuate due to changes in market 
interest rates. Interest rates on financial assets and liabilities are matched. It is the policy of the 
Company not to have fixed rate financial assets and liabilities. At 31 December 2011 and 31 December 
2010 all of the Company's interest bearing financial instruments were at floating rates of interest and as 
such an exposure to interest rate risk did not arise, 
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NOTES TO THE FINANCIAL STATEMENTS - continued 

(i) Market risk - continued 

Interest rate risk profile of financial liabilities 
The interest rate nsk profile of the Company's financial liabilities is set out below; 

2011 
Floating rate 

financial 

€ 

2010 
Floating rate 

financial 

€ 

Includes 
Notes in issue - principal less than one year 
Notes in issue - pnncipal more than one year 

At 31 December 

353,801,456 
23,983,718 

337,872,134 

353,801,456 361,855,852 

The interest rate risk profile of the Company's financial assets is set out below; 

Includes: 
Denvative financial instruments and collateral securities 
Cash at bank and hand 

At 31 December 

2011 
Floating rate 

financial 

€ 

353,801,456 
26,284,772 

2010 
Floating rate 

financial 

€ 

361,855,852 
21,096,761 

380,086.228 382,952,613 

The interest rates applicable to financial assets and liabilities are based on Euribor and Libor, 

Currency nsk 

Currency nsk is the risk that the fair value or future cash flows of a financial instrument will fluctuate 
because of changes in foreign exchange rates. The majority of the Company's operational expenses are 
incurred in its functional currency, Euro, The notes issued by the Company are denominated in euro 
and US dollar. All of the Company assets and liabilities are matched. The Company is not exposed to 
matenal currency fluctuations in the profit and loss account. 

The tables below summarise the company's exposure to foreign currency exchange rate risk. 

As at 31 December 2011 Cash at bank 
and in hand 

€ 

Financial 

€ 

Total 

€ 

Currency: 
GBP 
Euro 
US Dollar 

729 
26,167,823 

116.220 
346,518.147 

7,283,309 

729 
372.685,970 

7.399,530 

26.284,772 353,801.456 380,086.229 
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NOTES TO THE FINANCIAL STATEMENTS - continued 

16 Financial risk management - continued 

(i) Market risk - continued 

Currency risk - continued 

Financial 

Currency 
Euro 
US dollar 

346,518,147 
7.283,309 

353,801,456 

As at 31 December 2010 

Currency: 
GBP 
Euro 
US Dollar 

Cash at bank 
and in hand 

€ 

Financial 

€ 

Total 

707 - 707 
20,969,185 339,734,328 360,703,513 

126.869 22,121,524 22,248,393 

21,096,761 361,855,852 382,952,613 

Financial 

€ 

Currency: 
Euro 
US dollar 

339.734,328 
22,121,524 

361 855,852 

(ii) Liquidity risk 

Liquidity risk is the risk that the Company is not able to meet its financial obligations as they fall due or 
can do so only at an unacceptably high cost. If the Company cannot meet its obligations under the 
various debt arrangements or its capital commitments, it may be subject to contract breach damages 
and may even be unable to continue to operate on a going concern basis. 

The ability of the Company to meet its obligations under the notes is dependent on the receipt of interest 
and principal from the credit default swap transactions. The interest earned on financial assets is either 
three, six-monthly, or annual basis and matches the interest payment dates and amounts for the 
notes issued. 

In the management of liquidity risk, the Company monitors and maintains a level of cash and cash 
equivalents deemed adequate by management to finance the Company's operations and mitigate the 
effects of fluctuations in cash flows. It monitors the risk to shortage of funds by regular analysis of cash 
flow movements, forecasts and adherence to all agreements. 
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NOTES TO THE FINANCIAL STATEMENTS - continued 

16 Financial risk management - continued 

{») Liquidity risk - continued 

The contracted undiscounted cashflows of all financial liabilities by remaining contractual maturities at 
31 December 2011 and 31 December 2010 were as follows; 

At 31 December 2011 Less than Between one Between two Over five 
one year and two and five years years 

years 

Notes tn issue 
Interest on notes 
Other liabilities 

Total 

4.064,633 
26,278,136 

301.910.172 

3,759,172 

30,342,769 305,669,344 

1.858,146 
7.272,772 

50,033,138 
2,294,826 

9,130,918 52,327,964 

At 31 December 2010 

Notes in issue 23,983,718 21,985,074 308.951,204 6,935.856 
Interest on notes 10,505,894 4,364,193 1.580,625 661,575 
Other liabilities 21.090,607 - - -

Total 47,819,265 24,777,481 311.134.198 7.597,431 

Note; interest payable on Notes has been calculated using the assumption that the year-end Euribor 
rate would remain unchanged in the future. 

(iii) Credit risk 

This is the risk that one party to a financial instrument or transaction will cause a financial loss for the 
other party by failing to discharge an obligation when it falls due. The company is exposed to credit 
defaults by third parties in the reference asset portfolio through the credit default swaps. The total 
carrying value of assets exposed to credit risk was €353,801,456 (2010; €361.855.852). The 
following financial assets were exposed to credit risk in 31 December 2011 and 31 December 2010 as 
summansed in the table below 

2011 2010 
100% of 100% of 
Portfolio Portfolio 

€ € 

Details 
Credit default swaps/collateral 353.801,456 361.855.852 

The Standard & Poor's credit rating of the Swap counter party - Barclays Bank PIc. for year 2011 was 
A+ (2010; AA-). 

(iv) Fair values of financial instruments 

FRS 29 "Financial Instruments; Disclosures" specifies that financial instruments which are fair valued 
through profit or toss be classified in accordance with a hierarchy of valuation techniques based on 
whether the inputs into those valuation techniques are observable (reflecting market data obtained 
from independent sources) or unobservabte (requiring the use of models and assumptions). The two 
types of inputs have created the following hierarchy; 
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16 Financial risk management - continued 

(iv) Fair values of financial instruments - continued 

• Level 1; quoted prices (unadjusted) in an active market for identical assets or liabilities; 

• Level 2: inputs ottier than quoted prices within Level 1 that are observable for the asset or liability, 
either directly (i.e. prices) or indirectly (i.e. derived from prices); and 

. Level 3; inputs for the asset or liabilities that are not based on observable market data 
(unobservable inputs). 

The following tabte shows the analysis of financial assets and liabilities designated at fair value 
through profit or loss according these to three Levels as at 31 December 2011; 

31 December 2011 Level 1 Level 2 Level 3 Total 
€ € € € 

Financial assets - 59.426,719 294,374,737 353,801,456 
Debt securities - (59,426,719) (294,374.737) (353 801,456) 

31 December 2010 Level 1 Level 2 Level 3 Total 
€ € € € 

Financial assets 100,000,000 31,859,206 229,996,646 361,855,852 
Debt securities - (31,859,206) (329.996,646) (361,855,852) 

The following table shows the year on year movement of the financial liabilities classified as level 3 

Financial assets Debt securities 
2011 2010 2011 2010 

€ € € € 

Balance as at 1 January 229 996,646 264,316,170 (329.996.646) (364.316,170) 

Purchases/issuances/write offs 69.400.000 - (69,400,000) 
Sales.'redem ptions - - 99.932.156 
Total gams and (losses) recognised in 

profit and loss (5.021,9091 m m S M 5,089,753 34,319,524 

Balance as at 31 December 294.374.737 229 996.645 (294 374.737) (329.996.646) 

17 Ultimate parent undertaking 

The companys share capital is held in trust for the Xelo Chantable Trust. 

The financial statements were approved by the Board of Directors on --'^ / l l , 
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