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ARES EUROPEAN CLO VII B.V.

(Amsterdam)

Managing Directors' Report

The management herewith submits the financial statements of Ares European CLO VII B.V. (the "Company") for

the period from January 1, 2016 until December 31, 2016. 

Principal activities

Transaction

On September 4, 2014 the Company, a bankruptcy-remote special purpose vehicle incorporated under the laws of

the Netherlands, issued various classes of Notes (the Notes), all due 2028. The total amount originally issued is

EUR 351,850,000. The proceeds of this issuance (after payment of all applicable fees and expenses) were used to

finance the acquisition of a portfolio of Collateral Loan Obligation (“CLOs”). 

All of the Notes of each class are listed on the Irish Stock Exchange.  The Notes (except for the Subordinated

Notes) are issued with ratings from Moody’s Investors Service Ltd. and Fitch Rating Ltd. For the investment

objective, strategy and restrictions, reference is made to Section A of Notes to the financial statements.

Limited recourse

The Notes are limited recourse obligations of the Company and are payable solely out of amounts received by or

on behalf of the Company in respect of the portfolio. Payments on the Notes, both prior to and following the

enforcement of the security over the collateral are subordinated to the prior payment of certain fees and expenses

of the Company. The net proceeds of the realisation of the security over the collateral following an event of

default may be insufficient to pay all amounts due to the Noteholders. In this event, the Company will not be

obliged to make any further payments to the Noteholders and all claims against the Company will be extinguished.

Financial performance indicators

Financial income is determined by the interest rates on the portfolio, impairments in the portfolio, results on sales of

the portfolio and other portfolio expenses. In addition, the financial income is determined by the effectiveness of the

derivative financial instruments entered into by the Company.

Financial instruments and risk management

For the description of the Company's risk management objectives and strategy to its use of financial instruments,

we refer to the Section C of the Notes to the financial statements.

Business review and result for the period

Brexit

On June 23, 2016, the United Kingdom electorate voted to leave the European Union (the ‘Brexit’). It is difficult

to predict the future of the UK’s relationship with the EU, which uncertainty may increase the volatility in the

global financial markets in the short and medium term. The Investment Manager will continue to monitor the

consequences of the Brexit for the portfolio as a whole and GBP denominated assets in particular and will take the

appropriate actions where necessary.

Market development

Following the positive outlook, the year 2016 saw 40 new CLO transactions coming to the market for a total

issuance volume of over EUR 16 billion. Spreads on CLO tranches remained attractive compared to other asset

classes, resulting in an expanded and more diversified investor base. Triple A spreads came in around 160 basis

points ("bps")  in January and dropped to below 100 bps at the end of the year, allowing for the possibility of

increased returns at the most subordinated levels.

 GG\ISU\JRA



Page 5

ARES EUROPEAN CLO VII B.V.

(Amsterdam)

regulations.

The outlook for 2017 is positive, with an issue volume expected to remain consistent with that of 2016. Default

rates may increase slightly but are expected to remain low. The increase of the issuance of cov-lite loans, which

lack maintenance covenants, may pose a threat to the performance of CLO’s, although the stable economic

environment will allow for continued stable performance of CLO assets.

While the industry was fully acquainted with the credit risk retention of 5%, it seems that the latest proposal to

increase the credit risk retention to 10% for horizontal slices is not restoring the confidence in the rule-makers and

uncertainty around these regulations is one of the key disturbing elements for the industry.

At December 31, 2016 management has experienced 1 (2015: 3) defaults respectively in the portfolio of loans. 

 GG\ISU\JRA

Credit risk retention remained a focus point in the CLO market during 2016. After the Brexit vote, a majority of

the CLO managers opted for the originator route, whereas during the first half of 2016 a majority still opted for

the sponsor route. Two CLO managers issued CLO’s compliant with both European and US risk retention

Amsterdam, July 11, 2017

Market value of the portfolio

At December 31, 2016 the aggregate market value of the portfolio amounted to EUR 336,149,552

(2015: EUR 329,567,736) compared to a par value of EUR 337,723,596 (2015: EUR 338,709,895).  

Additionally, we would like to draw your attention to the fact that in order to present the actual payment obligation

to the Noteholders any differences between the actual payment obligation an the nominal value of the Notes is

recorded on a separate line, called estimated value diminution of the Notes and results in a charge or release in the

statement of income and expenses classified under other financial income and expense. 

Subsequent events

On June 16, 2017 management announced their intention to refinance the total outstanding Notes of EUR 351,850,000.
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Result

During the period under review, the Company recorded a profit of EUR 13,654 (2015: EUR 30,627), which is set

out in detail in the attached statement of income and expenses.

Future developments

As described in more detail in Section A of the Notes to the financial statements, the Company’s investment

objective is to seek above average return by investing in a diversified portfolio of financial assets. The financial

risk management policy includes certain investment restrictions and criteria, as laid out in the transaction

documents.

Mr. H.P.C. Mourits Mr. A. Weglau

Mr. S.E.J. Ruigrok

 GG\ISU\JRA
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Amsterdam, July 11, 2017

Besides the changes mentioned under subsequent events and based on current insight in the markets, the Company
does not foresee the need to substantially change its strategy.
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ARES EUROPEAN CLO VII B.V.

(Amsterdam)

BALANCE SHEET

December 31, 2016

(before appropriation of the result)

ASSETS

12/31/2016 12/31/2015

EUR EUR EUR EUR

FIXED ASSETS:

Financial assets:

Portfolio of financial assets (1) 331,486,107 329,728,524

Derivative financial assets (1) 1,188,594 4,670

332,674,701 329,733,194

CURRENT ASSETS:

Other receivables 108,829 7,872

Receivables for financial assets sold 1,765,303 11,277

Interest receivable 1,369,424 1,476,418

Cash and cash equivalents (2) 18,049,927 11,076,460

21,293,483 12,572,027

353,968,184 342,305,221

SHAREHOLDER'S EQUITY AND LIABILITIES

12/31/2016 12/31/2015

EUR EUR EUR EUR

SHAREHOLDER'S EQUITY: (3)

Issued share capital 1 1

Retained earnings (13,654) (30,627)

Result for the period 13,654 30,627

1 1

NON CURRENT LIABILITIES:

Notes payable (4) 336,949,707 334,870,582

Derivative financial instruments (1) 139,353 676,593

337,089,060 335,547,175

CURRENT LIABILITIES:

Payables for financial assets

purchased 13,977,063 4,041,750

Value added tax 8,513 2,382

Corporate income tax 3,413 7,657

Interest payable 2,385,979 2,379,582

Other payables and accrued

expenses (5) 504,155 326,674

16,879,123 6,758,045

353,968,184 342,305,221

 GG\ISU\JRAAmsterdam, July 11, 2017
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ARES EUROPEAN CLO VII B.V.

(Amsterdam)

STATEMENT OF INCOME AND EXPENSES

for the year ended December 31, 2016

01/01/2016 -

12/31/2016   

05/06/2013 -

12/31/2015   

EUR EUR EUR EUR

FINANCIAL INCOME AND

EXPENSES:

Interest income (6) 15,120,914 19,889,572

Interest expense (7) (13,787,346) (18,261,326)

Other financial income and

expenses (8) 855,774 1,251,526

Currency exchange result 19,800 (17,376)

Financial income and expenses 2,209,142 2,862,396

OPERATING INCOME AND

EXPENSES:

Administrative expenses (9) (2,192,075) (2,824,112)

Total administrative expenses (2,192,075) (2,824,112)

Net operating result 17,067 38,284

Impairment charge in the portfolio

of financial assets 1,120,115 (8,183,187)

Attribution of impairment charge to

Noteholders (1,120,115) 8,183,187

- -

Result before tax 17,067 38,284

Income tax expense (10) (3,413) (7,657)

Result after tax 13,654 30,627

 GG\ISU\JRAAmsterdam, July 11, 2017
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ARES EUROPEAN CLO VII B.V.

(Amsterdam)

CASH FLOW STATEMENT

for the year ended December 31, 2016

01/01/2016 -

12/31/2016   

05/06/2013 -

12/31/2015   

EUR EUR EUR EUR

CASH FLOWS FROM OPERATING ACTIVITIES

Administrative expenses paid (2,109,416) (2,502,927)

Net cash (used in) / from operating activities

CASH FLOWS FROM INVESTMENT ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES

Issuance of shares or other contributions

to equity - 1

Interim dividend paid (13,654) (30,627)

Issuance of Notes - 343,333,536

Net cash (used in)/from financing activities (13,654) 343,302,910

Net cash flow 6,923,764 11,064,630

Exchange rate differences and translation

differences on cash and cash

equivalents 49,703 11,830

Increase in cash and cash equivalents 6,973,467 11,076,460

The movement of cash and cash equivalents is as follows:

Balance as at May 14, 2014 11,076,460 -

Movement for the period 6,973,467 11,076,460

Balance as at December 31, 2016 18,049,927 11,076,460

 GG\ISU\JRAAmsterdam, July 11, 2017

Net cash from/(used in) investment  activities 6,741,911 (332,887,638)

Interest received 15,194,991 17,793,355

Interest paid (13,209,893) (15,128,136)

Other financial income received 327,479 487,066

Income tax paid (7,657)

Investments in financial fixed assets (113,612,050) (504,432,505)

Disposals of financial fixed assets 120,353,961 171,544,867

 195,504 649,358
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ARES EUROPEAN CLO VII B.V.

(Amsterdam)

NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

A. General

Incorporation

The Company was incorporated on May 14, 2014 and is wholly owned by Stichting Ares European CLO VII. The

Company has its registered office at Herikerbergweg 238, 1101 CM Amsterdam, the Netherlands. The Company’s

Chamber of Commerce registration number is 60666404.The authorised share capital of the Company consists of

1 ordinary share with a par value of EUR 1. At December 31, 2016 the share remained in issue and fully paid. The

Company has no employees.

Structure of operations

The Company is an entity for securitization purposes according to Art. 1 ministerial decree prudence rules

Financial Supervision Act (Article 1, Decree on Prudential Rules for Financial Undertakings) under the laws of

the Netherlands. 

The Company issued Notes to finance the purchase of the portfolio. The Notes of the Company are listed on the

Irish Stock Exchange. The portfolio of the Company is actively managed by the investment manager, with the

administration delegated to the collateral administrator. The Company entered into cross currency hedge

transactions with the swap counterparty.

Offering Circular

The information disclosed under the notes to the financial statements is partly derived from the full text and

definitions of the offering circular. Any decision to buy, sell or hold Notes issued by the Company should not be

based solely on the information in these financial statements (including the notes thereto). Investors should also

refer to the offering circular which, amongst other, gives a more thorough and detailed description of the risks

involved with investing in the Notes issued by the Company.

Investment objective, strategy and restrictions

Investment objective

The Company is incorporated to seek above average returns while preserving capital by investing its assets in a

diversified portfolio of debt obligations. The portfolio is actively managed by the investment manager over the life

of the transaction. Investments in the portfolio will apply to the eligibility criteria and the portfolio guidelines as

described in the Offering circular.

Investment strategy

The investment manager's objective in investing in the portfolio on behalf of the Company is to minimise the

possibility of principal loss while enhancing return through active portfolio management. The investment

manager's selection of assets in the portfolio is based primarily on fundamental, company specific credit analysis

and secondarily on technical factors which may influence trading levels and pricing, such as new issue calendar

volumes, research coverage and track record of the lead underwriter or agent.

The investment manager will invest in loans that it believes are appropriately priced, properly structured and able

to be adequately serviced from the operating cash flow of the borrower. The investment manager will also

evaluate the ability of a borrower to liquidate assets to generate cash in the event a borrower's operating cash flow

is not sufficient to service its debt obligations. An additional factor considered by the investment manager in

assessing how a borrower might address its debt obligations in the event of a shortfall in operating cash flow is the

financial capacity of the borrower's controlling shareholders to invest additional capital.

With respect to high yield debt securities, the investment manager generally targets those rated BB and B which it

believes offer the potential for total return through deleveraging and possible ratings upgrade. The investment

manager will generally emphasise credit selection over trading. In so doing, the investment manager will seek to

identify and capture relative value among (i) industry sectors, (ii) different security classes of a given borrower

 GG\ISU\JRAAmsterdam, July 11, 2017



Page 11

(Expressed in Euro)

ARES EUROPEAN CLO VII B.V.
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

and (iii) comparable companies.

Investment restrictions

The financial risk management policy includes the following investment restrictions:

(a) it is a Secured Senior Obligation, a Corporate Rescue Loan, an Unsecured Senior Loan, a Mezzanine

Obligation, a Second Lien Loan or a High Yield Bond, in each case;

(b) it is either (i):

(A) denominated in Euro; or

(B) denominated in a Qualifying Currency other than Euro, provided that:

(1) if such Collateral Obligation is denominated in a Qualifying Unhedged Obligation Currency, within 90

calendar days of the settlement of the purchase by the Issuer of such Collateral Obligation; or otherwise

(2) no later than the settlement of the purchase by the Issuer of such Collateral Obligation, the Issuer (or the

Collateral Manager on its behalf) enters into a Currency Hedge Transaction with a notional amount in the relevant

currency equal to the aggregate principal amount of such Collateral Obligation and otherwise complies with the

requirements set out in respect of Currency Hedge Obligations or Principal Hedged Obligations in the Collateral

Management and Administration Agreement; and

(ii) not convertible into or payable in any other currency; 

(c) it is not a Defaulted Obligation or a Credit Risk Obligation;

(d) it is not a lease (including, for the avoidance of doubt, a financial lease);

(e) it is not a Structured Finance Security or a Synthetic Security;

(f) it provides for a fixed amount of principal payable in cash on scheduled payment dates and/or at maturity and

does not by its terms provide for earlier amortisation or prepayment in each case at a price of less than par;

(g) it is not a Zero Coupon Security;

(h) it does not constitute "margin stock" (as defined under Regulation U issued by the Board of Governors of the

United States Federal Reserve System);

(i) it is an obligation in respect of which, following acquisition thereof by the Issuer by the selected method of

transfer, payments to the Issuer will not be subject to withholding tax imposed by any jurisdiction unless either: (i)

such withholding tax can be sheltered by application being made under the applicable double tax treaty; or (ii) the

Obligor is required to make "gross-up" payments to the Issuer that cover the full amount of any such withholding

on an after-tax basis;

(j) it has a Fitch Rating of not lower than "CCC" and a Moody's Rating of not lower than "Caa3";

(k) it is not a debt obligation whose repayment is subject to substantial non-credit related risk, including

catastrophe bonds or instruments whose repayment is conditional on the non-occurrence of certain catastrophes or

similar events;

(l) it will not result in the imposition of any present or future, actual or contingent, monetary liabilities or

obligations of the Issuer other than those: (i) which may arise at its option; (ii) which are fully collateralised; (iii)

which are owed to the agent bank in relation to the performance of its duties under a Collateral Obligation; (iv)

which may arise as a result of an undertaking to participate in a financial restructuring of a Collateral Obligation

where such undertaking is contingent upon the redemption in full of such Collateral Obligation on or before the

time by which the Issuer is obliged to enter into the restructured Collateral Obligation and where the restructured

Collateral Obligation satisfies the Eligibility Criteria and, for the avoidance of doubt, the Issuer is not liable to pay

any amounts in respect of a restructured Collateral Obligation; or (v) which are Delayed Drawdown Collateral

Obligation or Revolving Obligations, provided that, in respect of paragraph (iv) only, the imposition of any

present or future, actual or contingent, monetary liabilities or obligations of the Issuer following such restructuring

shall not exceed the redemption amounts from such restructured Secured Senior Obligation, second lien loan or

similar obligation;

(m) it will not require the Issuer or the pool of collateral to be registered as an investment company under the

Investment Company Act;

(n) it is not a debt obligation that pays scheduled interest less frequently than semi-annually (other than, for the

avoidance of doubt, PIK Securities);

(o) it is not a debt obligation which pays interest only and does not require the repayment of principal;

 GG\ISU\JRAAmsterdam, July 11, 2017
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

(p) it is not subject to a tender offer, voluntary redemption, exchange offer, conversion or other similar action for a

price less than its par amount plus all accrued and unpaid interest;

(q) the Collateral Obligation Stated Maturity thereof falls prior to the Maturity Date of the Notes;

(r) its acquisition by the Issuer will not result in the imposition of stamp duty or stamp duty reserve tax payable by

the Issuer, unless such stamp duty or stamp duty reserve tax has been included in the purchase price of such

Collateral Obligation;

(s) upon acquisition, both (i) the Collateral Obligation is capable of being, and will be, the subject of a first fixed

charge, a first priority security interest or comparable security arrangement having substantially the same effect in

favour of the Trustee for the benefit of the Secured Parties and (ii) (subject to (i) above) the Issuer (or the

Collateral Manager on behalf of the Issuer) has notified the Trustee in writing in the event that any Collateral

Obligation that is a bond is held through the Custodian but not held through Euroclear or Clearstream,

Luxembourg, or does not satisfy any requirements relating to collateral held in Euroclear or Clearstream,

Luxembourg (as applicable) specified in the Trust Deed and has taken such action as the Trustee may require to

effect such security interest;

(t) is an obligation of an Obligor or Obligors Domiciled in a Non-Emerging Market Country (as determined by the

Collateral Manager acting on behalf of the Issuer);

(u) it has not been called for, and is not subject to a pending, redemption;

(v) it is capable of being sold, assigned or participated to the Issuer, together with any associated security, without

any breach of applicable selling restrictions or of any contractual provisions or of any legal or regulatory

requirements and the Issuer does not require any authorisations, consents, approvals or filings (other than such as

have been obtained or effected) as a result of or in connection with any such sale, assignment or participation

under any applicable law;

(w) it is not a Step-Down Coupon Security;

(x) it is not an obligation whose acquisition by the Issuer will cause the Issuer to be deemed to have participated in

a primary loan origination in the United States;

(y) it is not a Project Finance Loan;

(z) it is in registered form for U.S. federal income tax purposes, unless it is not a "registration-required obligation"

as defined in Section 163(f) of the U.S. Internal Revenue Code;

(aa) it must require the consent of at least 66½ per cent. of the lenders to the Obligor thereunder for any change in

the principal repayment profile or interest applicable on such obligation (for the avoidance of doubt, excluding

any changes originally envisaged in the loan documentation) provided that in the case of a Collateral Obligation

that is a bond, such percentage requirement shall refer to the percentage of holders required to approve a

resolution on any such matter, either as a percentage of those attending a quorate bondholder meeting or as a

percentage of all bondholders acting by way of a written resolution;

(bb) it is not a Collateral Obligation with an Obligor domiciled in a country with a Moody's local currency country

risk ceiling below "A3";

(cc) it is not a Dutch Ineligible Security; and

(dd) is not an obligation of a borrower who or which is resident in or incorporated under the laws of The

Netherlands and who or which is not acting in the conduct of a business or profession.

 GG\ISU\JRAAmsterdam, July 11, 2017
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

B. Significant accounting policies

Financial Reporting period

These financial statements have been prepared for a reporting period of one year.

Basis of preparation

The financial statements have been prepared in accordance with Title 9, Book 2 of the Netherlands Civil Code and

in accordance with Dutch Accounting Standards.

The assets, liabilities, equity and the determination of the results have been prepared on the historical cost basis,

unless otherwise stated. 

Foreign currencies

The financial statements are denominated in Euro (EUR), which is the functional and presentation currency of the

Company.

Foreign currency transactions in the reporting period are translated into the functional currency using the exchange

rates prevailing at the dates of the transactions.

Monetary assets and liabilities, denominated in foreign currencies are translated into the functional currency at the

rate of exchange prevailing at the balance sheet date. Foreign exchange gains and losses resulting from the

settlement of such transactions and from the translation at year end exchange rates are recognised in the statement

of income and expenses.

The period-end closing exchange rates used for the translation purposes are as follows:

  12/31/2016  12/31/2015

GBP 0.8562 0.7340

USD 1.0541 1.0887

    

Estimates

The preparation of financial statements in conformity with the relevant rules requires the use of certain critical

accounting estimates. It also requires management to exercise its judgement in the process of applying the

Company's accounting policies. If necessary for the purposes of providing the view required under Section 362(1),

Book 2, of the Netherlands Civil Code, the nature of these estimates and judgments, including the related

assumptions, is disclosed in the notes to the financial statement items in question.  Please refer to paragraph D for

further explanation.  

Comparison with prior year

The principles of valuation and determination of result remain unchanged compared to the prior year. 

 GG\ISU\JRAAmsterdam, July 11, 2017

Management has prepared the financial statements on July 11, 2017. 



Page 14

(Expressed in Euro)

ARES EUROPEAN CLO VII B.V.

(Amsterdam)

NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

Significant accounting policies in respect of the valuation of assets and liabilities

Financial assets

Financial instruments

Financial instruments include CLO assets, derivative financial instruments, other receivables, cash and cash

equivalents, notes payable and other amounts payable.  They are initially valued at fair value, which normally is

the consideration paid or received. Subsequent measurement is dependent on the type of instrument and described

in further detail within the relevant paragraphs below. 

Derivatives designated as hedging instruments

All derivative contracts concluded by the Company are designated as hedging instruments (see note D - Critical

accounting estimates and judgements). A liability for negative fair values of derivatives is recognized at balance

sheet date for the ineffective portion of the hedge.  . 

The portfolio of financial assets

The portfolio of financial assets is comprised of bonds and loans.  Generally, underlying contracts specify the

timing of interest payments and the repayment of principal, both under normal conditions and in specific

circumstances. Contracts may also include specific clauses on the payment of both interest and principal in case of

default or breach of certain covenants. As such, the (re-)payment of both interest and principal (if any) include an

element of uncertainty, with regards to both timing and amount.

The portfolio is initially measured at fair value and subsequently carried at amortised cost or lower market value

as allowed under RJ290.537a. If a financial asset is acquired at a discount or premium, the discount or premium is

recognised through profit or loss over the maturity of the asset using the straight line basis. The straight line

method is used in the absence of any material difference from the effective interest method.

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable,

willing parties in an arm's length transaction. If no fair value can be readily and reliably established, fair value is

approximated by deriving it from the fair value of components or of a comparable financial instrument, or by

approximating fair value using valuation models and valuation techniques. Valuation techniques include using

recent arm's length market transactions between knowledgeable, willing parties, if available, reference to the

current fair value of another instrument that is substantially the same, discounted cash flow analysis and option

pricing models, making allowance for entity specific inputs .

Impairment losses on individual debt obligations are deducted from amortised cost and expensed in the statement

of income and expenses. The impairment loss equals the difference between the amortised cost value and the

lower market value of the individual assets.    

Transactions are booked using trade date accounting:

All 'regular way' purchases and sales of financial assets are recognised on the trade date, i.e. the date that the

Company commits to purchase or sell asset. Regular way purchases or sales are purchases or sales of financial

assets that require delivery of assets within the time frame generally established by regulation or convention in the

market place. 

 GG\ISU\JRAAmsterdam, July 11, 2017



Page 15

(Expressed in Euro)

ARES EUROPEAN CLO VII B.V.

(Amsterdam)

NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

Derivatives

For the derivatives the cost model for hedge accounting is applied. Therefore no revaluation of the derivative

instrument takes place, as long as the derivative hedges the specific risk of a future transaction that is expected to

take place. As soon as the expected future transaction leads to recognition in the profit and loss account, then the

profit or loss that is associated with the derivative is recognised in the profit and loss account. If the hedged

position of an expected future transaction leads to the recognition in the balance sheet of a non financial asset or a

non financial liability, then the cost of the asset is adjusted by the hedge results that have not yet been recognised

in the profit and loss account.

If forward exchange contracts are concluded to hedge monetary assets and liabilities in foreign currencies, cost

price hedge accounting is applied. This is done to ensure that the gains or losses arising from the translation of the

monetary items recognised in the profit and loss account are offset by the changes in the value of forward

exchange contracts arising from the difference between their forward and spot rates as at reporting date. The

difference between the spot rate agreed at the inception of the forward exchange contract and the forward rate is

amortised via the profit and loss account over the term of the contract.

When a derivative expires or is sold, the accumulated profit or loss that has not yet been recognised in the profit

and loss account prior to that time must then be included as a deferral in the balance sheet until the hedged

transactions take place. If the transactions are no longer expected to take place, then the accumulated profit or loss

is transferred to the profit and loss account. If a derivative no longer meets the conditions for hedge accounting,

but the financial instrument is not sold, then the hedge accounting is also terminated. Subsequent measurement of

the derivative instrument is then at the lower of cost or market value. 

Cross-currency swaps

Under the cross-currency swap agreements, the swap counterparty generally has no obligation to pay amounts to

the Company prior to the receipt of amounts due by the Company. As terms of the swap contract mirror the terms

of the underlying debt obligation, cashflows arising under the swap contract are certain upon the Company

fulfilling its payment obligations to the swap counterparty.

Cost price hedge accounting

Derivative contracts entered into by the Company are used as a hedging mechanism against its exposure to market

risks. These instruments have been accounted for in the financial statement using the application of 'the Cost price

hedge Accounting' as allowed by RJ290 (exclusion of application of this principal will create an accounting

mismatch). In applying cost price hedge accounting, initial recognition and the accounting policies for the hedging

instrument are dependent on the following:

- if the hedged item is recognised at cost in the balance sheet, the derivative instrument is also stated at cost;

- as long as the hedged item is not yet recognised in the balance sheet, the hedging instrument is not remeasured;

- if the hedged items are qualified as monetary items and are denominated in a foreign currency and the derivative

instruments have similar offsetting currency elements (or partially) the offsetting value of the derivative is

recognised in the financial assets on the balance sheet.

The ineffective portion of the hedge is recognised directly in the statement of income and expenses. The Company

applies cost price hedge accounting to hedging foreign currency risk on underlying assets and liabilities. The gain

or loss relating to the ineffective portion is recognised in the statement of income and expenses within finance

costs.
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Conditions for hedge accounting

The Company documents its hedging relationships in generic hedging documentation and regularly checks the

effectiveness of the hedging relationships by establishing whether the hedge is effective or that there is no over-

hedging. The effectiveness consists of comparison of the critical features of the hedging instrument against the

hedged position. 

Receivables

Trade receivables are recognised initially at fair value and subsequently measured at amortised cost. All

receivables included under current assets are due in less than one year. The fair value of the current assets

approximates the book value due to its short term character.

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, current balances with banks and deposits held at call with

maturities of less than 3 months. Cash and cash equivalents are stated at face value.

Long-term liabilities

Notes

Notes are initially recognised at fair value, normally being the amount received taking into account premium or

discount less transaction costs. The notes are subsequently stated at amortised cost, being the amount received

taking into account of any premium or discount less any adjustments for attribution of impairment to noteholders

and the estimated diminution in the value of the Notes. 

Any difference between the proceeds and the redemption value is recognised on a straight line basis in the

statement of income and expenses over the reinvestment period.  The straight line method is used in the absence of

any material difference from the effective interest method. 

Contractual obligations of the Company towards the Noteholders are laid out in the offering circular. Through the

subordination of the various tranches, the Company’s payment obligations towards its Noteholders differ,

depending amongst others on the amounts available to the Company and the outcome of the various test statistics

on the relevant payment dates. The limited recourse nature of the transaction may result in the non-payment of

both principal and interest to the Noteholders. In order to remedy a breach in certain tests, the Company may be

required to repay principal to the more senior tranches, prior to the scheduled maturity date and/or prior to the end

of the reinvestment period.

Capitalised Closing expenses

Capitalised closing expenses are expenses incurred by the Company in relation to the initial set-up of the

transaction. Closing expenses are recognised in the balance sheet at amortised cost. Closing expenses are

amortised on a straight line basis, over the reinvestment period. The reinvestment period is 4 years.

Attribution of impairment on assets to Noteholders

The attribution of impairment on assets to Noteholders relates to the impairments that management has estimated

on the portfolio. As the credit risk of the portfolio is borne by the Noteholders, this amount has been adjusted on

the Notes payable. The amount should be viewed in light of the judgement made on the impairment of the

portfolio and is therefore not definitive. The holders of the most subordinated Notes will be the first affected by

the impairment, in line with the inverse order of the priority of payments as defined in the waterfall.

Estimated value diminution of the Notes

In order to present the actual payment obligation to the Noteholders, a payment obligation adjustment has been

included in the amount payable of the Notes.
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The amounts of the Company's estimated diminution in value of the Notes in respect of both principal and interest

are dependent upon the performance of the underlying portfolio. During the transaction period the performance of

this portfolio may have an effect on the actual payment obligation to the Noteholders. The priority of payments to

the Noteholders is based on the so called waterfall. In the scenario that there is not enough cash available to repay

the par value of the Notes, the holders of the most subordinated Notes will be the first affected by the estimated

diminution in value of the Notes.

Changes in the estimated diminution in value of the Notes are directly charged or credited to the statement of

income and expenses.

Current liabilities

Current liabilities are recognised initially at fair value and subsequently measured at amortised cost. All current

liabilities fall due in less than one year. The fair value of the current liabilities approximates the book value due to

its short term character.

Offsetting

Financial assets and liabilities are off set and presented at their net amount in the balance sheet when the Company

has a legal right to offset the amounts. The Company should have the intentions to either settle on a net basis or to

realise the asset and settle the liability simultaneously.

Significant accounting policies in respect of result determination

Result

Profits and losses on transactions are recognised in the period they relate to. Expenses are recognised when

obligations are incurred.

Financial income and expenses 

Interest paid and received are time apportioned, taking into account the effective interest rate for the relating

assets and liabilities. The straight line method is used in the absence of any material difference from the effective

interest method.

Income or expense arising on the underlying portfolio of loans, together with bank interest, interest on notes

and/or swap interest is recognised on an accrual basis. When there are insufficient funds to pay interest to holders

of senior notes, the amount unpaid will be deferred to be paid at a later payment date. Holders of subordinated

notes are also entitled to residual funds available at each payment date. Following the limited recourse nature of

the transaction and the “available funds” clauses in the offering circular, an adjustment to the amount of interest

payable may be recorded, to better reflect the Company’s actual payment obligation. All income and expenditures

from the assets, swaps, Notes issued and other borrowing and/or lending that have the character of interest

payments are recognised as interest income or interest expense respectively.

Gains and losses arising from the repayment or sales of the portfolio of loans are measured by the difference

between the net proceeds from the repayment or sale and the amortised cost basis of the Portfolio of loans,

considering the unamortised discounts and premiums.
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Income tax expense

Taxation is calculated on the reported pre-tax result, at the prevailing tax rates, taking account of any losses

carried forward from previous financial years and tax-exempt items and non-deductible expenses and using tax

facilities.

Corporate income tax

The pre tax result for the year is calculated based on the opinion of the Dutch legal counsel. This opinion mentions

the minimum pre tax result for a number of years. 

Notes to the cash flow statement

The cash flow statement is prepared in accordance with the direct method. The liquidities in the cash flow

statements comprise of cash in hand, current balances with banks and call deposits with maturities of less than 3

months. Cash flows in foreign currencies are translated at estimated average rates. Receipts and payments, in

connection with interest and taxation on profits, are taken up under cash flow from operational activities.

Dividends paid are recognised as cash used in financing activities. Investing activities are those activities relating

to the acquisition, holding and disposal of financial fixed assets and of investments. Investments can include

securities not falling within the definition of cash.

Related-party transactions

All legal entities that can be controlled, jointly controlled or significantly influenced are considered to be a related

party. Also, entities which can control the Company are considered a related party. In addition, statutory directors

and close relatives are regarded as related parties.

Significant transactions with related parties are disclosed under other disclosures. All transactions are executed at

normal market conditions.

 GG\ISU\JRAAmsterdam, July 11, 2017



Page 19

(Expressed in Euro)

ARES EUROPEAN CLO VII B.V.

(Amsterdam)

NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

C. Financial instruments, risk management and hedging

General

The Company's principal financial instruments during the period comprised the portfolio, Notes issued and

derivatives. The main purpose of these financial instruments is to finance the Company's operations, to manage the

interest rate risk arising from its issued Notes and to minimise the impact of fluctuations in exchange rates on

future cash flows.

The Company is exposed to a variety of financial risks: credit and counterparty risk, market risk (including

currency risk and interest rate risk), and liquidity risk. The Company's overall risk management programme

focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the

Company's financial performance.  The company’s overall risk is mitigated by complying to the investment

restrictions as identified in paragraph A. 

All financial risks are passed onto the Noteholders as the Notes are limited recourse obligations of the Company

and are payable solely out of amounts received by or on behalf of the Company in respect of the collateral.

Payments on the Notes, both prior to and following the enforcement of the security over the collateral are

subordinated to the prior payment of certain fees and expenses of the Company. The net proceeds of the

realisation of the security over the collateral following an event of default may be insufficient to pay all amounts

due to the Noteholders. In this event, the Company will not be obliged to make any further payments and all

claims against the Company will be extinguished. Therefore, the overall financial risks that are not fully hedged

are passed on from the Company to the Noteholders. Details of its policies in relation to the hedging of risks are

set out below.

The key financial instrument risks are classified as credit and counterparty risk, market risk and liquidity risk.

Credit and counterparty risk

The Company is exposed to credit risk, which is the risk that a counterparty will be unable to pay amounts in full

when they fall due. Credit risk arises predominantly with respect to the portfolio and over-the counter derivatives.

Credit losses may arise from deterioration in credit worthiness of an obligor, including ultimately its failure to

meet payment obligations (repayment of principal and interest). The investment strategy and eligibility criteria as

laid down in the Offering Circular determine how the credit risk has to be managed. The Company uses

internationally recognised statistical rating agencies to monitor the credit risk of the portfolio.

Some of the assets or derivatives will expose the Company to risk of counterparty default. To mitigate the

counterparty credit risk of the financial derivatives, the Company has a policy of only entering into contracts with

carefully selected major financial institutions based upon their credit ratings. With regards to swap counterparty

exposure the Company uses International Swaps and Derivatives Association agreements to govern derivative

contracts to mitigate counterparty credit risk.

Although the investment manager, on behalf of the Company, will actively manage the portfolio, there can be no

assurance that the loans and/or other instruments in which the Company invests will not be subject to credit

difficulties, leading to the loss of some or all the sums invested in such security. The Company may also be

exposed to a credit risk on parties with whom it trades and may also bear the risk of settlement default.

The Company invests in a portfolio of financial assets, some of which have an investment grade as rated by the

rating agencies. The nature of non-investment grade loans reflect a great possibility that adverse changes in the

financial condition of an obligator or in general economic conditions or both may impair the ability of the relevant

obligator, as the case may be, to make payments of principal or interest. There is no guarantee provider in the

transaction. Overall credit risk of the Company will be passed on to the Noteholders.
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Concentrations of credit risk

Concentrations of credit risk exist when a significant number of counterparties (e.g., issuers and borrowers)

engage in similar activities, or are susceptible to similar change in economic conditions that could affect their

ability to meet contractual obligations. The Company manages this risk by imposing certain restrictions and

criteria on the investment manager with respect to investing into different industries, asset classes etc. Reference is

made to the investment restrictions and criteria in Section A. The majority of the loans are granted to companies

active in the industries: Chemicals, Plastics & Rubber  (12.58%), Healthcare & Pharmaceuticals (10.56%), Media

– Broadcasting & Subscription (9.73%), High Tech Industries  (8.84%), Services – Business  (8.65%),

Telecommunications  (7.99%), Retail  (7.94%), Containers, Packaging & Glass  (6.58%), Capital Equipment

(4.44%), Beverage, Food & Tobacco  (4.38%).

The amount that best represents the maximum credit risk as per balance sheet date, in case counterparties do not

fulfill their obligations, without taking into account the fair value of collateral received is EUR 353,968,183.

Market risk

The Company is exposed to the risk of reductions in earnings and/or value, arising from unexpected changes in

interest rates and exchange rates.

a) Currency risk

The Company’s accounts are denominated in EUR. The portfolio is denominated in EUR and foreign currencies

(GBP, USD), while the Notes are denominated in EUR. The Company is therefore exposed to currency risk, as

there may be a mismatch between the amounts payable to the Company in respect of the loan portfolio and the

amounts payable by the Company in respect of the Notes, in a certain currency. The Company's policy is to enter

into portfolio cross currency hedging transactions to hedge the currency risk in relation to all of the non-Euro

denominated assets in the portfolio, allowing for the exceptions as laid down in the investment restrictions and

criteria.  The investment manager will monitor the cross currency hedging transactions. Any foreign exchange

risks which are not covered by the hedging transactions will be borne by the Noteholders.

The table below analyses the Company’s portfolio and Notes by currency exposure before taking into

consideration the hedge (in par values):

12/31/2016

Denomination (par in EUR)

EUR GBP USD Total

Portfolio 321,988,402 12,780,607 1,897,354 336,666,363

CCY hedge 15,735,196 (12,780,607) (1,897,354) 1,057,235

Notes (351,850,000) - - (351,850,000)

12/31/2015

Denomination (par in EUR)

EUR GBP USD Total

Portfolio 320,496,484 13,687,380 5,249,013 339,432,877

CCY hedge 18,213,414 (13,687,380) (5,249,013) (722,979)

Notes 351,850,000 - - 351,850,000
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b) Interest rate risk

The Notes, except Subordinated and Class A-2B notes,  bear interest at floating rates based on EURIBOR. Other

than laid down in the investment restrictions and criteria, there is no requirement that the portfolio securing the

Notes must bear interest on a particular basis. As a result, there will be an interest rate mismatch between the

Notes and the portfolio. Such mismatch may be material and may change from time to time as the composition of

the related loan portfolio change and as the Notes of the Company accrue or are repaid. The Company’s policy is

to enter into interest rate hedge transactions, which may be interest rate cap and/or swaps, in order to hedge its

interest rate exposure under the portfolio and the Notes, when the transaction documents, including the investment

restrictions and criteria, require or allow the Company to do so. Any interest rate risk, which is not covered by the

hedging transaction, will be borne by the Noteholders.

The average interest rate on the portfolio of assets as of December 31, 2016 is 4.41% (2015: 4.47%).

The average interest rate on the Notes as of December 31, 2016 is 1.60% (2015: 1.83%). 

 

Liquidity risk

Liquidity risk is the risk that the Company will be unable to meet its payment obligations towards the Noteholders

as they become due. Liquidity risk on interest payments to be made by the Company to its Noteholders arises from

mismatches on both the interest frequency on the Notes versus the portfolio, as well as from the outstanding par of

the Notes compared to the portfolio.  Liquidity risk on principal payments arises from mismatches in the maturity

of the Notes compared to the maturity of the assets, as well from the par value outstanding of the Notes versus the

par value of the portfolio.  

The Company’s obligations towards its Noteholders consist of both interest and principal payments.  The

Company’s policy is to manage the liquidity risk by the investment restrictions and criteria, which, amongst other,

put limitations on the interest payments frequency and maturity of the assets in the portfolio, aligning these with

the characteristics of the Notes issued. 

The Notes are limited recourse obligations of the Company and are payable solely out of amounts received by or

on behalf of the Company in respect of the portfolio. Payments on the Notes, both prior to and following the

enforcement of the security over the collateral are subordinated to the prior payment of certain fees and expenses

of the Company. The net proceeds of the realisation of the security over the collateral following an event of

default may be insufficient to pay all amounts due to the Noteholders. In this event, the Company will not be

obliged to make any further payments to the Noteholders and all claims against the Company will be extinguished.

Based on this the company does not have any liquidity risks.

As at December 31, 2016 the Cash and cash equivalents available for reinvestment amounted to EUR 2.68 million

(2015: 4.06 million).

It is noted that following the reinvestment period ending on October 2018, any principal repayment on the

portfolio will be applied towards repayment of the Notes outstanding.  Prior to this date, principal repayment will

be reinvested, taking into account the investment restrictions and criteria. 
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D. Critical accounting estimates and judgments

Application of the accounting policies in the preparation of the financial statements requires the management of

the Company to exercise judgment involving assumptions and estimates concerning future results or other

developments, including the likelihood, timing or amount of future transactions or events. There can be no

assurance that actual results will not differ materially from those estimates. Accounting policies that are critical to

the financial statement presentation and that require complex estimates or significant judgment are described

below.

Fair value estimation of financial instruments

The Company discloses the fair value of the financial instruments in the notes to the financial statements. The fair

value of financial assets and financial derivatives traded in active markets, if available, are based on market prices

at the balance sheet date.

In the absence of quoted prices in active markets, considerable judgment is required in developing estimates of

fair value. Estimates are not necessarily indicative of the amounts the Company could realise in a current market

transaction. The Company obtains the fair valuations for (derivative) financial instruments from the investment

manager, the swap counterparty or other third parties. The following methods and assumptions were used to

estimate fair values:

Notes

The fair value of the Notes is based on valuation derived from the most important characteristics of the assets.

Portfolio 

The fair value of the financial instruments is disclosed in the notes to the financial statements. Fair value is the

amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an

arm's length transaction. If no fair value can be readily and reliably established, fair value is approximated by

deriving it from the fair value of components or of a comparable financial instrument, or by approximating fair

value using valuation models and valuation techniques. Valuation techniques include using recent arm's length

market transactions between knowledgeable, willing parties, if available, reference to the current fair value of

another instrument that is substantially the same, discounted cash flow analysis and option pricing models, making

allowance for entity specific inputs.

Derivatives

Cross currency swaps:

The cross currency swap's fair value estimate is determined by revaluing the remaining contractual cash flows on

each side of the swap at current market rates (i.e., discounting future flows to determine net present values) and

then converting the net present values to EUR at the balance sheet spot rate. The net present values are calculated

using the prevailing zero coupon yield curves for the two currencies. The difference between the net present

values of the legs is the fair value of the cross currency swap.

Impairment estimate of financial assets

The Company applies the method allowed under RJ290.537a. Under this method the Company recognises an

impairment loss which equals the difference between the amortised costs and the lower market value. For the

estimates and judgement with respect to the fair values reference is made to the above paragraph ‘fair value

estimation of financial instruments’. If, in a subsequent period, the fair value increases, the previously recognised

impairment loss is reversed. The reversal shall not result in a carrying amount of the financial assets that exceeds

what the amortised cost would have been had the impairment not been recognised.
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(1) Financial assets

Description of portfolio

The portfolio of assets is comprised of bonds and loans. 

Portfolio of

financial

assets

Derivative

financial

assets

Total

Balance as at May 14, 2015 - - -

Investments 554,692,024 - 554,692,024

Payment in kind interest 342,746 - 342,746

Disposals (218,042,829) - (218,042,829)

Foreign exchange revaluation 693,773 (722,979) (29,206)

Impairment movement (8,234,243) 51,056 (8,183,187)

Amortisation of premium/discount 277,053 - 277,053

Balance as at December 31, 2015 329,728,524 (671,923) 329,056,601

Balance as at January 1, 2016 329,728,524 (671,923) 329,056,601

Investments 217,497,097 - 217,497,097

Disposals (215,397,439) - (215,397,439)

Foreign exchange revaluation (1,846,212) 1,780,215 (65,997)

Impairment movement 1,179,166 (59,051) 1,120,115

Amortisation of premium/discount 324,971 - 324,971

Balance as at December 31, 2016 331,486,107 1,049,241 332,535,348

 

Note: The balance of derivative financial instruments is comprised of the net of derivative financial assets of

EUR 1,188,594 (2015: 4,670) and derivative financial liabilities of EUR 139,353 (2015:676,593) .

During the reporting period there were restructured assets to the value of EUR 93,924,866 (2015: 35,646,932)

included in the investments and disposals movement .

Movement of the impairment balance:

 Impairments

EUR

Balance of impairment provision as at January 1, 2014 -

Impairment charge 8,183,187

Impairment balance as at December 31, 2015 8,183,187

Result on sales included in impairment (3,733,724)

Impairment reversal (1,120,115)

Impairment balance as at December 31, 2016 3,329,348

Payment in kind interest

The Company has investments in its portfolio that contain payment in kind (PIK) interest. PIK interest is interest on

Mezzanine securities and is paid in form of additional securities rather than cash coupons, and is therefore added to

the principal balance of the investment. 
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Market value of the portfolio

At December 31, 2016 the aggregate market value of the portfolio amounted to EUR 336,149,552 (2015:

329,567,736) compared to a par value of EUR 337,723,596 (2015: 338,709,895) . 

Value of loan portfolio to mature within 12 months amounts to EUR 1,124,994 (2015: Nil). 

Derivatives and hedging transactions

Cross currency swap:

The cross currency swap is a contractual obligation in which the principal amounts of non-Euro denominated fixed

income securities or non-Euro denominated borrowings are exchanged for Euro amounts both initially and at

maturity. Over the term of the cross currency swap, counterparties exchange fixed to fixed and fixed to floating

interest rate cash flows in the swapped currencies.

As per December 31, 2016, the Company has entered into 10 (2015: 13) cross currency swaps to facilitate the

purchase of non-Euro denominated assets. The swap counterparties are JPMorgan Securities plc. and Credit

Suisse International. The swap currencies are GBP and USD. The underlying assets of the swaps represent a par

value of EUR  15,735,195 (2015: 18,213,411). Maturity dates of the swap range between 2020 and 2023. 

Currency derivatives

12/31/16 12/31/15
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The entire fair value of the cross currency swap concerns effective hedges and amounted to EUR 838,575 (debit)
as at December 31, 2016 (2015: EUR 1,052,302 (credit)) .

EUR EUR

Cumulative change in fair value of effective part of hedge instruments 1,890,877 (1,052,302)

Cumulative change in fair value of ineffective part of hedge instruments - -

Ineffectiveness recognized in profit and loss account - -
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(2) Cash and cash equivalents

Cash and cash equivalents are comprised as follows:

12/31/16 12/31/15

EUR EUR

ABN AMRO Bank N.V 1 8,668 2,167

Citibank N.A. 1 18,041,259 11,074,293

2 18,049,927 11,076,460

Cash and cash equivalents are at free disposal of the Company.

(3) Shareholder's equity

The movements in the shareholder's equity are comprised as follows:

Issued share

capital

Retained

earnings

Result for the

period Total

EUR EUR EUR EUR

Interim dividend - (30,627) - (30,627)

Balance as at December 31, 2015 1 (30,627) 30,627 1

Interim dividend 

1 (13,654) 13,654 1

The authorised share capital of the Company consist of 1 ordinary share with a par value of EUR 1. At

December 31, 2016 the share remained issued and fully paid. Interim dividends of EUR 13,654 were paid on

November 11, 2016 to shareholders.

Appropriation of Result

During the period under review, an interim and final dividend amounting to EUR 13,654 was distributed out of the

Company's retained earnings. The managing directors propose to allocate the net profit for the year 2015 to the

retained earnings. This proposed appropriation of profit has not been reflected in the Company's balance sheet per

December 31, 2016.
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Balance as at May 14, 2014 - - - -

Issue of common shares 1 - - 1

Allocation of result - - - -

Result for the period - - 30,627 30,627

- (13,654) - (13,654)

Balance as at December 31, 2016

Balance as at December 31, 2015 1           (30,627) 30,627 -

Allocation of the result - 30,627 -

Result for the period - - 13,654 13,654
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(4) Notes payable

Notes payable are comprised as follows:

12/31/16 12/31/15

EUR EUR

Class A-1 Senior Secured Floating Rate Notes 1 207,400,000 207,400,000

Class A-2A Senior Secured Floating Rate Notes 1 23,300,000 23,300,000

Class A-2B Senior Secured Fixed Rate Notes 1 11,300,000 11,300,000

Class B Senior Secured Deferrable Floating Rate Notes 1 20,400,000 20,400,000

Class C Senior Secured Deferrable Floating Rate Notes 1 14,200,000 14,200,000

Class D Senior Secured Deferrable Floating Rate Notes 1 28,300,000 28,300,000

Class E Senior Secured Deferrable Floating Rate Notes 1 11,300,000 11,300,000

Subordinated Notes 1 35,650,000 35,650,000

Discount on Notes 1 (997,007) (1,568,063)

Capitalised closing expenses 1 (2,862,152) (4,297,148)

Attribution of impairment to Noteholders 1 (3,329,348) (8,183,187)

Estimated value diminution of the Notes 1 (7,711,786) (2,931,020)

12 336,949,707 334,870,582

Movement of the estimated value diminution of the Notes:

EUR

Balance of the value diminution of the Notes as at December 31, 2015 2,931,020

Result on sales included in impairment 3,733,724

Addition to estimated value diminution 1,047,042

Balance of the value diminution of the Notes as at December 31, 2016 7,711,786

Nature of the Notes

On September 4, 2014 the Company issued various classes of Notes, all due 2028. The total amount originally

issued is EUR 351,850,000. The proceeds of this issuance (after payment of all applicable fees and expenses)

were used to finance the acquisition of the portfolio. (refer Note 1).

All of the Notes of each Class are listed on the Irish Stock Exchange. The Notes (except for the Subordinated

Notes) are issued with ratings from Fitch Ratings and Moody’s Investors Service, Inc.

The Notes are limited recourse obligations of the Company and are payable solely out of amounts received by or

on behalf of the Company in respect of the collateral. Payments on the Notes, both prior to and following the

enforcement of the security over the collateral are subordinated to the prior payment of certain fees and expenses

of the Company.

The net proceeds of the realisation of the security over the collateral following an event of default may be

insufficient to pay all amounts due to the Noteholders. In this event, the Company will not be obliged to make any

further payments to the Noteholders and all claims against the Company will be extinguished. 

 GG\ISU\JRAAmsterdam, July 11, 2017

- 351,850,000 351,850,000
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

Interest:

Interest on the Notes is payable quarterly, on January 16, April 16, July 16 and October 16 of each year. The first

payment date was April 16, 2015.

*) Frequency Switch Measurement Date means each Determination Date from (and including) the Determination

Date immediately preceding the second Payment Date, provided that following the occurrence of a Frequency

Switch Event, no further Frequency Switch Measurement Date shall occur.

Interest on the Notes is determined as follows:

Class A-1 Senior Secured Floating Rate Notes 3 month EURIBOR + 1.35% p.a.

Class A-2A Senior Secured Floating Rate Notes 3 month EURIBOR + 2.00% p.a.

Class A-2B Senior Secured Fixed Rate Notes 3.00% p.a.

Class B Senior Secured Deferrable Floating Rate 3 month EURIBOR + 2.45% p.a.

Class C Senior Secured Deferrable Floating Rate Note 3 month EURIBOR + 3.30% p.a.

Class D Senior Secured Deferrable Floating Rate Notes 3 month EURIBOR + 4.90% p.a.

Class E Senior Secured Deferrable Floating Rate Notes 3 month EURIBOR + 5.50% p.a.

Subordinated Notes available funds in accordance with

the Priorities of Payments

Note redemptions

During the period, there were no redemptions of the Notes.

The fair value of the Notes is based on valuation derived from the most important characteristics of the assets. As

per December 31, 2016 the fair value of the Notes approximates an amount of EUR 340,464,817 (2015:

335,000,827).

Redemption at the option of the Subordinated Noteholders

The Subordinated Notes contain an option to the Subordinated Noteholders to request the Company in writing by

way of an Ordinary Resolution to redeem the Notes as of the ending of the Non-Call period (September 3, 2016).

 

(5) Other payables and accrued expenses

Other payables and accrued expenses are comprised as follows:

12/31/16 12/31/15

EUR EUR

Accrued transaction expenses 1 501,738 317,685

Other payables 1 2,417 8,989

2 504,155 326,674

 GG\ISU\JRAAmsterdam, July 11, 2017
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

(6) Interest income 

Interest income is comprised as follows:

01/01/16 - 05/06/13 -

12/31/16 12/31/15

EUR EUR

Interest income portfolio assets 1 14,975,896 18,582,021

Delayed compensation received 1 145,018 1,307,551

2 15,120,914 19,889,572

(7) Interest expense

Interest expense is comprised as follows:

01/01/16 - 05/06/13 -

12/31/16 12/31/15

EUR EUR

Interest expense Notes 1 (5,976,888) (9,332,404)

Interest expense subordinated Notes 1 (7,239,402) (8,175,315)

Amortisation of premium/discount on the Notes 1 (571,056) (753,607)

3 (13,787,346) (18,261,326)

Interest expense for period ended as of December 31, 2015 on subordinated Notes includes distribution of the

remaining closing funds (first period reserve) to the amount of EUR 1,870,000.

(8) Other financial income and expenses

Other financial income and expenses are comprised as follows:

01/01/16 - 05/06/13 -

12/31/16 12/31/15

EUR EUR

Amortisation of capitalised expenses (1,434,997) (1,897,646)

Gains on sales assets 916,250 860,236

Losses on sales assets - (1,129,150)

Portfolio fees 327,479 487,066

Addition to estimated value diminution of the Notes 1,047,042 2,931,020

855,774 1,251,526

 GG\ISU\JRAAmsterdam, July 11 , 2017
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

(9) Administrative expenses

Administrative expenses are comprised as follows:

01/01/16 - 05/06/13 -

12/31/16 12/31/15

EUR EUR

Audit fee 1 (26,768) (38,569)

Senior investment management fee 1 (575,551) (631,682)

Subordinated investment management  fee 1 (1,342,953) (1,473,925)

Other administrative expenses 1 (246,803) (679,936)

2 (2,192,075) (2,824,112)

The audit fee mentioned solely comprises the fee of external auditor BDO Audit & Assurance B.V. for the

statutory audit of the financial statements. The external auditor has not charged any fees relating to other audit

engagements, tax-related advisory services or other non-audit services. 

Senior investment management fee and the subordinated investment management fee are calculated based on a

percentage of the collateral principal amount as at the last day of the month preceding the payment date. 

Other administrative expenses comprise of directors’ remuneration, collateral administration expenses, trustee

fees, listing agent fees, legal fees and rating fees. 

(10) Income tax expense

01/01/16 - 05/06/13 -

12/31/16 12/31/15

EUR EUR

Corporate income tax 1 (3,413) (7,657)

The effective tax rate of the corporate income tax of 20% is equal to the prevailing tax rates for 2016 in the

Netherlands (20% over profits up to and including EUR 200,000).

Amsterdam,  GG\ISU\JRA, 2017July 11
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2016

Other disclosures

Average number of employees

During the period under review the Company did not employ any personnel and, consequently, no payments for

wages, salaries or social securities were made.

Audit Committee

The Company is an entity for securitization purposes according to Article 1 ministerial decree prudence rules

Financial Supervision Act (Article 1, Decree on Prudential Rules for Financial Undertakings). As such the

Company makes use of the exemption for securitization vehicles, concerning the obligation to establish an audit

committee as defined in article 3d of the implementing regulation enforcing Article 41 of the European Directive

no. 2006/43/EG. The implementing regulation came into effect in the Netherlands on August 8, 2008.

Related party remuneration

Investment management fee

The portfolio is actively managed by the investment manager under the terms of the investment management

agreement. The investment manager receives a senior fee and subordinated fee of 0.15% and 0.35% per annum

respectively of the collateral principal account as at the last day of the month preceding the payment date. Total

investment management fees for the period amounted to EUR 1,918,504 (2015: EUR 2,105,607), including

EUR 415,739 (2015: EUR 229,185) in outstanding accrued fees due to the investment manager at the end of the

period. 

Remuneration of managing directors

The Company has a managing board consisting of three managing directors. During the period under review each

managing director served for a remuneration of EUR 4,655 excluding VAT. This remuneration has been recorded

under administrative expenses.

Mr. H.P.C. Mourits Mr. A. Weglau

Mr. S.E.J. Ruigrok

Amsterdam,  GG\ISU\JRAJuly 11, 2017

Amsterdam, July 11, 2017

Subsequent events

On June 16, 2017 management announced their intention to refinance the total outstanding Notes of EUR 351,850,000.
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OTHER INFORMATION

December 31, 2016

Independent auditor's report

The independent auditor's report is included on the next pages.

Statutory provision regarding appropriation of Result

In accordance with Article 15 of the articles of association, profit shall be at the disposal of the annual general

meeting of shareholders. Profit distribution can only be made to the extent that shareholder's equity exceeds the

issued and paid up share capital and legal reserves. Any decision to distribute profits, requires the approval of the

Board of Directors. Such approval can only be refused, if the Board of Directors knows or can be reasonably

expected to know that the Company will no longer be in a position to meet its financial obligations after such

distribution.

 GG\ISU\JRA, 2017Amsterdam, July 11










