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Preferred Residential Secunties 5 PLC

Directors’ report

The directors present thewr report and the audited financial statements for the year ended 30 November
2006

Frincipai activities
The principal activity of the Company 1s the investment m mortgage loans secured by first charges over
residential properties within the United Kangdom

Business review

The profit and loss account for the year ended 30 November 2006 is set out on page 8 Both the level of
business durmg the year and the financial position of the Company at the year end were satisfactory

The Company’s existing transaction was termimated on 15 March 2007 because the mortgage-backed loan
notes were fully redeemed, in accordance with the arrangements established when the Company was
formed in 2002 This was facilitated by Preferred Funding Five Limited purchasing the outstanding
mortgages at a price equal to par plus accrued mnterest In addition, a prermum was paid by Preferred
Mortgages Limited which will be sufficient to cover costs incurred by the Company 1n redeeming the
notes, setthng creditor balances and the winding up (1f applicable) of the Company

The directors have taken a view that at the time of approving the financial statements, the Company has
adequate resources to continue n existence for the foreseeable future

At the year end the mortgage balance, after FRS 26 adjustments, was £22,240 019 At the December 2006
Interest Payment Date following the year end the Company held the following mortgage loans, excluding
any FRS 26 adjustmenis

Principal
Balance Number
£ of loans
First mortgages 22249918 399
Second mortgages - -
Total 22,249918 399

These mortgages provide security aganst loan notes in ssue totalling £19,079,808 as at the December
Interest Payment The directors consider the mortgage loans 10 be adequate collateral against the loan
notes 1n 1ssue

At the year end the mortgages generated a weighted average margin over funding costs of 1 97% The
weighted average cost of funds at the year end was 6 74% The directors consider there to be adequate
arrangements in place to hedge against future movements n cost of funds




Preferred Residential Securities 5 PLC

Directors’ report

Business review (continued)

The mortgage ioans exhibited the following quarterly arrears profile

Q! Q2 Q3 04

% % % %
Delinquencies days - (excluding repossessions)
Current 65 38 66 70 7126 71 36
> 30 <=60 7 85 776 814 1005
> 60 <= 90 4382 398 374 445
>90<=120 207 346 222 148
> 120 19 88 18 10 14 64 12 66
Total 100 00 100 00 100 00 100 00

The directors consider the level of arrears to be within expectations

The performance of the mortgage loans durmg the vear to 30 November 2006 enabled deferred
consideration of £1,381,480 to be paid to Preferred Mortgages Limited from whom the mortgage loans
were purchased

Going concern

The loss for the year mcludes FRS 26 adjustments totalling £232,000 the net effect of which resulted 1n a
net hability position of £36,054 as at 30 November 2006 The directors are satisfied that these adjustments
will reverse in future years Consequently, the directors believe that the Company 15 a going concern and
accordngly have prepared the financial statements on this basis

Dividend
The Directors do not recommend the payment of a dividend for the year (2005 - £n1l)

Policy and practice on payment of creditors

The Company does not follow anv stated code on payment practice It 1s the Company’s policy to agree
terms of payment with suppliers when agreeing the terms of each transaction and to abide by those terms
Standard terms provide for payment of all invoices within 30 days after the date of the invoice, except
where different terms have been agreed with the suppliers at the outset 1t is the policy of the Company to
abide by the agreed terms of payment There are no creditor days of supphiers’ mvoices outstanding at the
year-end (2005 - £ml)

Directors
The present members of the board are listed on page |
R G Baker and Wilmington Trust SP Services (London) Limited served throughout the year M H Filer

was appointed as director on 10 November 2005, A Atua and G M Fraser resigned as directors on
10 November 2005

SPV Management Limited changed its name to Wilmington Trust Services SP (London) Limited on
19 December 2005




Preferred Residential Secunties 5 PLC

Directors’ report

Principal risks and uncertainties

Financiat instrument risk

The financial mstruments held by the Company comprise mortgages, borrowings, casn ana various otner
items (such as trade debtors, trade creditors etc) that arise directly from 11s operations

The Company enters into derivative transactions where necessary (prmcipally mierest rate and currency
swaps) to manage the exposure to interest rate and foreign currency risk

It 15, and has been throughout the year under review, the Company’s policy that no trading in financial
instruments shall be undertaken

The main rnsks anising from the Company's financial instruments are credit risk, interest rate risk and
liquidity risk The directors review and agree policies for managing each of these nisks and they are
summarised below These policies have remamed unchanged from 2005

Credit risk

Credit nisk 1s the risk that borrowers will not be able to meet thewr obligattons as they fall due All
mortgages purchased by the Company 1n June 2002 were required to adhere to specific lending critena
The ongoing credit nsk of the mortgage portfolio {and particularly in respect of accounts in arrears) is
closely momtored by the directors

Interest rate risk

Interest rate risk exists where assets and liabilities have interest rates set under different bases or which
reset at different times The Company minimises 1ts exposure to interest rate risk by ensuring that the
mterest rate charactenstics of 1ts assets and habihtes are similar Where this 15 not possible the Company
congiders the use of derivative financial instruments to mitigate any residual interest rate risk

Liquidity nsk

The Company's policy 1s to manage hqudity risk by matching the timing of the cash receipts from
mortgage assets with those of the cash payments due on the loan notes In addition the Company holds a
mimimum cash balance to manage short term lrquidity requirements

ire of infarmation to the auditors

So far as each person who was a director at the date of approving this report 1s aware there 15 no relevant
audit informanion, being information needed by the auditor in connection with preparing 1ts report, of
which the auditor 1s unaware Having made enquiries of fellow directors and the group’s auditor, each
director has taken all the steps that he/she 1s obliged to take as a director in order to make himselffherself
aware of any relevant audit information and to establish that the auditor 1s aware of that information

Auditors

A resolution to reappomt Emst & Young LLP as auditors will be put to the members at the next Generai
Meeting .

Approved by the board of directors and signed on behalf of the board

N

Director RObin Baker

) Y\




Preferred Residential Secunties 5 PLC

Statement of directors’ responsibilities in respect of the
financial statements

The directors are responsible for preparing the Annual Report and the financial statements 1n accordance
with applicable United Kingdom law and United Kingdom Generaily Accepted Accounting Practice

Company taw requires the duewors w prepace financial statemcnts for cach financial year Under that law
the directors have elected to prepare the financial statements in accerdance with Umited Kingdom
Generally Accepted Accounting Practice (Uimited Kingdom Accounting Standards and applicable law)
The financial statements are required by law to 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 these financial statements,
the directors are required to

e  select suitable accounting policies and then apply them consistently,
*  make judgements and estimates that are reasonable and prudent,

*  siate whether applicable accounting standards have been followed, subject to any material departures
disclosed and explained in the financial statements and

¢  prepare the financial statements on the going concern basis unless 1t 18 inappropriate to presume that
the Company will continue 1 business

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any tume the financial position of the Company and to enable them to ensure that the financial
statements comply with the Companies Act 1985 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
rregularities




El] ERNST & YOUNG

Independent auditors’ report
to the members of Preferred Residential Secunties 5 PLC

We have audited the Company’s financial statements for the year ended 30 November 2006 which
comprise the Profit and Loss Account and the Balance Sheet and the related notes 1 to 18 These financial
statements have been prepared under the accounting policies set out m Note 1

This report 1s made solely to the Company's members, as a body, m accordance with Section 235 of the
Companies Act 1985 Our audit work has been underiaken so that we might state 1o the Company's
members those matters we are required to state to them m an auditors' report and for no other purpose To
the fullest extent permitted by law, we do not accept or assume responsibihity to anyone other than the
Company and the Company's members as a body, for our audit work, for this report, or for the opinions
we have formed

Respective responsibilities of directors and auditors

The directors” respensibilittes for preparing the Annual Report and the financial statements 1n accordance
with applicable United Kingdom law and Accounting Standards (United Kingdom Generally Accepted
Accounting Practice) are set out in the Statement of Directors' Responsibiiities

Our responsibility 15 to audit the financial statements i accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and I[reland)

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Compames Act 1985 We also report to you whether in our
opinion the information given in the directors’ report 1s consistent with the financial staternents

In addition we report to you if, 1n our opimon. the Company has not kept proper accounting records, if we
have not received all the information and exptanations we require for our audit, or 1f information specified
by law regarding directors’ remuneration and other transactrons 1s not disclosed

We read the directors’ report and consider the implications for our report iIf we become aware of any
apparent misstatements within it

Basis of audit opinion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland) 1ssued
by the Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures in the financial staterments 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 appropnate 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 1n order to provide us with sufficient evidence to give reasenable assurance that the
financial statements are free from material misstatement, whether caused by fraud or other irregularity or
error In formung cur opinion we also evatuated the overall adequacy of the presentation of information n
the financial statements




El] ERNST & YOUNG

Independent auditors’ report
to the members of Preferred Residential Securities 5 PLC {(continued)

Opinion

In our option

»  the financial siatements give a true and farr view, m accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the Company's affairs as at 30 November 2006 and of
1ts loss for the year then ended,

o the financial statements have been properly prepared in accordance with the Companies Act 19835,
and

¢  the information given n the directors’ report 15 consistent with the financial statements.

et %uu—\; [P
Ernst & Young LLP
Registered Auditor

London .
Date 21(- /2 O




Preferred Residential Secunties 5 PLC
. 3

Profit and loss account
for the year ended 3¢ November 2006

Notes

Interest recervable and similar meome 2

Interest payable and similar charges 3

Net interest receivable

Qther operating income 4

Total operating income

Operating expenses

{Loss)/profit on ordinary activities before taxation 5
| Tax on (loss)/profit on ordinary activities 6

(Loss)/profif on ordinary activities after taxation 14

The loss for the year was derived from continuing operations

2006 2005
£ £
3,215,582 7,450,322
(2,256,443)  (5,306,946)
963,139 2,143,376
154,599 321,830
1,117,738 2,465,206
(1,345,986) (2,457,270)
(228,248) 7.936
43,394 {1,508)
(184,854) 6,428

! There were noe recogrused gamms or losses other than the loss for the year, accordingly no statement of

note 14

The notes on pages 10 to 18 form part of these financial statements

recognised gains and losses 15 given The FRS 26 opening adjustments for the prior year are disclosed in




Balance sheet
as at 30 November 2006

Current assets
Debtos
Amounts falling due afier one year
Amounts falling due within one year
Cash at bank and 1n hand

Creditors: amounts falling due within one year

Net current assets

Creditors amounts falling due after one year
Net assets

Capital and reserves

Called up share capital

Profit and loss account

Shareholders’ (deficit)/funds

Preferred Residential Securtties 5 PLC

Notes

11

13
14

The notes on pages 10 to 18 form part of these financial statements

2006 2005
£ £
21,719,176 24,416,232
569,331  25.940,832
9,404,981 12,699,845
31,693,488 63,056,909
(8,043,338)  (5,608,497)
23,650,154  57.448,412
(23,686,208)  (57.403,320)
(36,054) 45,092
12.501 12,501
(48,555) 32,591
(36,054) 45,092

These financial staterents were approved by the board of directors and were signed on its behalf by

N

Director Robin Baker

NN YL,




Preferred Residential Securities 5 PLC

Notes to the financial statements
at 30 November 2006

Accounting policies

The following accounting policies have been applied consistently in dealing wath tems which are
considered matenal n relation to the Company’s financial statements

Basis of preparation

The financial statements have been prepared m accordance with applicable accounting standards and
under the historical cost convention The financial statements have been prepared taking into account the
fact that the mortgage-backed loan notes have been redeemed and the underlying mortgage assets sold to
Preferred Mortgage Limited, and as such the Company 1s no longer engaging 1n its principal activiiies

Income recognition

Interest income on mortgage loan assets 1s recogmsed i the profit and loss account on an Effective
Interest Rate (EIR) basis The EIR recognised revenue equivalent to the rate that effectively discounts
estimated future cash flows throughout the estimated hife to the net carrying value of the loan

The corresponding charge or release to the profit and loss account related 1o the prior year has been
adjusted n the retamed profits

Mortgage loans

Mortgage loans are valued on the amortised cost basis using the effective interest rate method less
provision made to reduce the value of the loans to therr estimated recoverable amount Provisions are
made against morigages when 1n the opinton of the directors, credit nisk or economic nisk made recovery
doubtful

Provisions

Specific provisions for losses on loans and advances to customers 1n arrears are made throughout the year
and at the year-end on a case by case basis (calculated with reference to the probability of the loan
defaulting and the value of the security held aganst the loan) The specific provision for properties
possession 15 based on the balance outstanding less a discounted valuation of the security held (with
adjustments for expenses of sale)

Taxation
The charge for taxation 15 based on the profit for the vear and takes mto aecount taxation deferred because

of timing differences between the treatment of certain items for taxation and accounting purposes

Deferred taxation 1s recognised 1n respect of all timing differences that have origmated but not reversed at
the balance sheet date where transactions or events have occurred at that date that will result in an
obligation to pay more, or right to pay less tax. with the following exceptions in the future, have occurred
at the balance sheet date

Deferred tax assets are recognised only 1o the extent that the directors consider that 1t 1s more likely than
not that there will be suitable taxable profits from which the future reversal of the underlying uming
differences can be deducted Deferred tax 15 measured on an undiscounted basis at the tax rates that are
expected to apply in the periods 1n which timing differences reverse, based on tax rates and laws enacted
or substantively enacted at the balance sheet date

Deferred consideration

Deferred consideration represents further amounts payable on the acquisiion of mortgages from Preferred
Mortgages Lunited The payment of these amounts 1s conditional on the performance of the acquired
mortgages

10



Preferred Residential Secunties 5 PLC
I TRt

Notes to the financial statements
at 30 November 2006

1 Accounting policies (continued)
Issue costs

Imuai ssue costs mcurted e arrangmyg {unding fauies are amuoiused over iree yedrs  Unamoriised
mihal 1ssue costs are deducted from the associated lability in accordance with Financial Reporung
Standard No 26 and costs amortised 1n the year are included in interest payable

Related party transactions

The Company has taken advantage of the exemption conferred by paragraph 3 (¢) of Financial Reporting
Standard No 8, since the Company 1s 100% owned by PRS 1 Limited and 1s consolidated under Financial
Reporting Standard No 5 into the consohdated financial statements of Preferred Holdings Limited, which
are publicly available

Preferred Mortgages Limited retamns an interest i the cashflows and profits of the Company Accordingly
Preferred Mortgages Limited, whilst having no direct investment in the Company or 1its parent, 1s treated
as a related party

Cash flow statement

Under Financial Reporting Standard No | (Rewvised), the Company 15 exemnpt from the requirement to
prepare a cash flow statement on the grounds that a parent undertaking mcludes the Company 1n 1ts own
consolidated financial statements

Turnover

The Company’s turnover and trade are wholly within the UK and within a smgle market sector
! Consequently no segmental analysis has been prepared

2. Interest recevable and similar income

2006 2005

£ £

On mortgage loans 2,399,186 7,151,546
Other interest 320,396 298,776

3.219.582 7,450,322

3. Interest payable and similar charges

2006 2005

£ £

Detachabie *A" coupon mterest 143,430 630,296
Subordinated loan interest - 95,066
Mortgage backed loan notes 2113013 4,219,038
Amortisation of capitalised 1ssue costs - 362,546

2,256,443 5,306,946

11




Preferred Residential Secunties 5 PLC

Notes to the financial statements
at 30 November 2006

Other operating income

Insurance renewal commussion
Redemption fees
Sundry fee mcome

(Loss)/profit on ordinary activities before taxation

This 15 stated after charging

Auditors’ remuneration - audit services
Provision for mortgage losses
Deferred consideration

Tax on (loss)/profit on ordinary activities
(a)  Analysis of tax charge n the year

Current tax
UK corporation tax on profits of the year

Total current tax (note 6(b))

Deferred tax
Origination and reversal of timing differences (note 17)

T nn neafit
E) H

v o astiintioc
LRy AT R S R N

2006 2005

£ £

11,733 8,898
95709 218,534
47,157 94,398
154,599 321,830
2006 2005

£ £

8,500 8,400
(1,316,519) 283,334
1,456082  1,727.245
2006 2005

£ £

707 1,508

707 1,508
(44,101) -
1,508

12
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Residential Secunties 5 PLC

Notes to the financial statements

at 30 November 2006

6 Tax on (loss)/profit on ordinary activities (continued)

(b)  Factors affecting the tax charge n the year

The tax assessed for the year 1s lower than the small companies rate of corporation tax mn the UK,
currently 19% (2005 - 19%) The differences are explained below

2006 2005
£ £
(Loss)/profit on ordinary activities before tax (228,248) 7,936
(Loss)/profit on ordmary activities before tax multiplied by the
small compantes rate of corporation tax of 19% (2005 - 19%) (43,367) 1,508
Effects of
Short-term timing differences (note 17) 44,101 -
Smali Companies Rate 27 _
Total current tax (note 6(a}) 707 1,508

7. information regarding directors and employees

| The Company has no employees (2005 - nil employees) The directors received no remuneration from the

{ Company during the year

| 8. Mortgage loans — net balances

At 30 November 2005

Net mavement in the vear

At 30 November 2006

Net mortgage loans of £22,077,784 (2005 -
referred to in note 12

Mortgage

loss
Morigages provision Total
£ £ £

50,738,418  (1,298,754) 49,439,664
(28 498,399y 1.136.519 (27 361.880)

22,240,019 162,235 22,077,784

£49,439,664) are held as securnity agamst the loan notes

13
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Preferred Residential Secunties 5 PLC

Notes to the financial statements

at 30 November 2006

Debtors: amounts faling due after one year

Mortgage loans Net balances (note 8)

Debtors: amounts falling due within one year

Mortgage loans Net balances (note 8)
Prepayments and accrued income
Other debtors

Deferred tax

Creditors: amounts falling due within one year

Other creditors

Corporation tax

Deferred consideration
Accruals and deferred income

Creditors: amounts falling due after one year

Mortgage backed loan notes due 2034 — Class A
Mortgage backed loan notes due 2034 — Class M
Mortgage backed loan notes due 2034 — Class B

2006 2005

£ £
21,719,176 24,416,232
2006 2005

£ £

358,608 25,023,432
77,245 88,896
89,377 828,504
44101 -
569,331 25,940,832
2006 2005

£ £
3,518,792 456,436
2,215 1,508
4,175710 4,464,234
346,617 686,423
8,043334 5,608,497
2006 2005

£ £

~ 33,403,320
15,686,208 16,000,000
8,000,000 8,000,000
23,686 208 57,403,320

All amounts falling due after more than one year fall due after less than five years

The mortgage backed floating rate notes due 2034 are secured over a portfolio of mortgage loans secured

by first charges over residential properties in the United Kingdom

The mortgages were purchased from Preferred Mortgages Limited The mortgages are administered by
Preterred Mortgages Limited on behalf of Preferred Residential Securities 5 PLC

The mortgage backed floating rate notes are subject to mandatory redemption i part at each interest
payment date 1n an amount equal to the principal received or recovered 1n respect of the mortgages If not
otherwise redeemed or purchased and cancelled, the notes will be redeemed at their principal amount

outstanding on the interest payment date falling in December 2034

14
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Preferred

Residential Secunties 5 PLC

Notes to the financial statements
at 30 November 2006

Creditors: amounts falling due after one year (continued)

Interest on the notes 1s payable quarterly m arrears at the following rates for three month sterling deposits

Crass A witn Class A oramary coupons LIBOR + 0 40%
Class A with detachable coupons 125%
Class M LIBOR + 1 25%
Class B LIBOR + 2 60%
Called up share capital
2006 2005
£ £
Authorised
Ordinary shares of £1 each 50,000 50,000
Allotted and called up
2 shares 100% called and fully paid 2 2
49,998 shares 25% called and fully paid 12,499 12,499
12,501 12,501
Profit and loss account
2006 2005
£ £
Retained profit brought forward 136,299 26,163
Adjustment due to adoption of FRS 25 and 26 - 103,708
{Loss)/profit for the year (184,854) 6,428
Retained profit carried forward (48,555) 136 299
Reconciliation of movement in shareholders’ funds
2666 2005
£ £
Retained profit brought forward 148,800 38,664
Retained (lossy/profit for the year {184,854) 6,428
Retained (loss)/profit carried forward {36.054) 45,092
Opening adjustment due to adoption of FRS 25 and 26 - 103,708
Clesing shareholders funds (36,054) 148,800

15
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Preferred Residential Secunties 5 PLC

Notes to the financial statements
at 30 November 2006

Derivatives and other financial instruments

As explamed on page 3 the Company uses financial mstruments 1n 1ts normal course of business The

follovw.ng analysis mives an indication of the sigmificance of these instruments to the Company

{a)  Interest rate risk profile of financial habilities

Total
variable
Toral rette
£ £
2006
Interest rate profile 23,686,208 23,686,208
2005
Interest rate profile 57,403,216 57,403,216

All financial habilities are denominated i pounds sterlmg

{b)  Interestrate nisk profile of financial assets

Total
variable
Total rate
£ £
2006
Intcrost rate profile 31645000 31 /45 000
2005
Interest rate profile 63,438,263 63,438,263

All financial assets are denominated n pounds sterling

Total
Jhed

raie

£

Total
fixed
rate

£

Weighted
average
interest
rate

o
L

Weighted
average
mierest
rate

%

Werghted
average
time for

which rate
1s fived

years

Weighted
average
nme for

which rate
15 fived
vears

The rates of interest recervable and pavable on variable rate financial instruments are set with reference to
the London Interbank Oftered Rate The rates of interest payable on the mortgage backed loan notes are

set as detailled in note 12

16
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Preferred Residential Secunties 5 PLC

Notes to the financial statements
at 30 November 2006

Financial instruments {(continued)

(c) Fair value disclosures

Book
value
20006
£

On balance sheet
Mortgage loans 22 240,019
Cash and deposits 9,404,981
Mortgage backed loan notes due 2034 23,686,208

Start up loan -

Fair
value
2006
£

22,240,019
9 404,981
23,686,208

Book
value
2005

£

50,738 418
12,699,845
57,403,216

Faun

value
2005
£

50,738,418
12,699.845
57,403,216

The detachable A coupon notes have no value 1n the balance sheet but a notional vatue of £4,400,000 was

ascribed to these notes at 1ssue

Deferred taxation

Asset/(hability) at start of year
Deferred tax credit/(charge) in the profit and loss account

Asset/(hiability) at the end of the year

2006 2005
£ £
44,101 -
44,101 -

Full provision 1s made for deferred tax assets arising as a result of FRS 26 adjustments

Deferred taxation has been recognised at 19% (2005 19%) being the UK small companies corporation tax

rate at the balance sheet date

As of 1 Aprnil 2007 the UK corporation tax rate increased to 20% The impact of the rate change on the

defened iaa asset/{Lability) capected to reverse 15 grester thap one year would be anincrease of £2 321
2006 2005
£ £
Effect of FRS 26 adjustment for EiR 44,101 -
Total deferred tax asset/(iability) recognised at 19% 44,101 -
Total deferred tax asset/(hability) recognised at 20% 46.422 -
Difference 2321 -

17
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Preferred Residential Secunties 5 PLC

Notes to the financial statements
at 30 November 2006

Parent undertaking and control

The Company 1s controlled by its parent undertaking, PRS | Limited, which 1s registered and operates in
the United Kingdom

The entire 1ssued share capital of PRS 1 Limited 1s held by a Trustee under the terms of a trust primarily
for the benefit of the creditors of the Company or, 1f none, for the benefit of the holders of notes 1ssued by
the Company, and ultumately for charitable purposes

The largest group in which the results of the Company are consolidated 1s that headed by Lehman
Brothers Holdings Inc, mcorporated mn the United States of America The smallest group in which they
are consolidated 15 that headed by Preferred Residential Securities 1 Limited, regsstered in England and
Wales The consolidated accounts of these groups are available from First Floor, No 6 Broadgate, London
EC2M 20QS

18



