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DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED
DIRECTORS’ REPORT

FOR THE YEAR ENDED 31 MARCH 2007

The directors have pleasure 1n presenting their report and the financial statements of the Group, which comprise the results
of the company and uts subsidiary Deco Senies 2005 — UK Condut 1 Ple for the year ended 21 March 2007 The
comparative figures relate from the date of incorporation on 13 June 2005 to 31 March 2006

PRINCIPAL ACTIVITIES AND ENHANCED BUSINESS REVIEW
The Company’s principal activity 15 to hold an investment m Deco Senies 2005 — UK Condust 1 Plc and hold the Post-
Enforcement Call Option and other similar options granted 1n respect of securities granted by other 1ssuers

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

Deco Senes 2005 — UK Condurt 1 Ple 1s a special purpose company established m order to 1ssue floating rate loan notes
due July 2017 (“the Notes”), to acquure the beneficial interest mn a mortgage portfohio (“the mortgage loans”) from
Deutsche Bank AG, London Branch Deco Sertes 2005 — UK Conduit 1 Ple was also established 1n order to open accounts,
to create security and receive interest in respect thereof, and to enter into certain related transactions as described n the
Offering Circular dated 8 July 2005 On 12 July 2005, the subsidiary 1ssued £236,056,634 floating rate loan notes n
accordance with the Offering Circular

The key performance indicator of the business 1s considered to be the net interest margin In the year ended 31 March 2007,
the Group achieved a net interest margin of 4 51% In the period from incorporation on 13 June 2005 to 31 March 2006,
the Group achieved a net iterest margin of 2 67% The profit after tax for the year ended 31 March 2007 was £4,014,540
(peniod from incorporation on 13 June 2005 to 31 March 2006 a loss of £842,044)

RESULTS AND DIVIDENDS

The trading results for the year and the Group’s financial position at the end of the year are shown 1n the attached financiai
statements

The profit of the Group for the vear after tax amounted to £4,014,540 (2006 loss after tax of £842,044) The directors have
not recommended a dividend

DIRECTORS AND THEIR INTERESTS
The directors who served the Company during the year, together with therr beneficial interests in the shares of the
Company, were as follows

Wilmungton Trust SP Services (London) Limited
Mr M R G Baker - resigned on 28 February 2008
Mr M H Filer
Mr J Traynor — appointed on 28 February 2008
Ordinary shares of £1

At 31 March 2007 At 31 March 2006
Wilmington Trust SP Services {London) Linuted 2 2

Wilmington Trust SP Services (London) Lumted holds the sole share in the Company under a declaration of trust for
chantable purposes No other director had any beneficial interest in the shares of the Company during the period

FINANCIAL INSTRUMENTS

The Group’s financial instruments, other than denvatives, comprise the mortgage loans, cash and cash equivalents, mterest-
beanng borrowings and vanous recervables and payables that anse directly from 1ts operations The main purpose of these
financial instruments 1s to acquire the mortgage loans from Deutsche Bank AG, London Branch

The Group also enters into denivative transactions (principally interest rate swaps and basis swaps) The purpose of such
transactions 1s to manage the interest rate nisk ansing from the Group’s operations and 1ts sources of finance

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




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED
DIRECTORS' REPORT (CONTINUED)

FOR THE YEAR ENDED 31 MARCH 2007

FINANCIAL INSTRUMENTS (CONTINUED)
The main nisks arsing from the Group’s financial instruments are interest rate risk and credit nsk The Board reviews and

agrees policies for managing these and the other nisks ansing on the Group’s financial mstruments and they are
summarised below

Currency risk
All of the Group’s assets and liabilities are denorminated in pound Sterling and therefore there 1s no foreign currency rsk

Interest rate risk
Interest rate risk exists where assets and habilities have interest rates set under a different basis or which reset at different
times The Group muinmmuses its exposure to 1nterest rate risk by ensuring that the interest rate characteristics of its assets

and habilities are similar, where this 1s not possible the Group uses mterest rate swaps and basis swaps to mitigate any
residual interest rate nisk

Credit risk
Credit nsk anises where the borrower will not be able to meet their obhigations as they fall due The mortgage loans are

secured on a number of UK commercial properties which are geographically diverse and include a diverse tenant
portfolio

The most significant concentration of credit risk 1s considered to be the mortgage loans At 31 March 2007, the amount
outstanding was £150,246,687 The maximum exposure to credit risk 15 represented by the carrying amount of the
mortgage loans

Liquidity risk
A facihity provided by Calyon (London Branch) has been estabhished which will be available, subject to certan cniteria
and circumstances, i the event of the Group being unable, on a temporary basis, to meet its financial commtments

At 31 March 2007, no amounts were drawn on this facility (2006 £ml) The hquidity facihity was renewed 1n June 2007
to July 2008 The Dhrectors expect this facility to be renewed annuaily

Further discussion of the Group’s approach to financial instruments 15 set out in note 1 (sigmficant accounting policies)
and 1n note 14

FUTURE DEVELOPMENTS
The directors will continue to closely momtor the Group's progress There were no sigmficant events affecting the

Group after the period end The directors do not expect any sigmificant changes in the operating activities of the Group
or company after the penod end

CREDITOR PAYMENT POLICY
The Group’s policy concerning payment of its trade creditors 1s to pay in accordance with 1ts contractual and other legal
obligations Due to the nature of the business, the mamn creditors are the noteholders Principal and mterest 1s repaid

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

AUDITORS

A resolution to re-appomnt Deloitte & Touche LLP as auditors for the ensming year will be proposed at the annual general
meeting 1n accordance with section 385 of the Companies Act 1985




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED
DIRECTORS' REPORT (CONTINUED)

FOR THE YEAR ENDED 31 MARCH 2007

STATEMENT AS TO DISCLOSURE OF INFORMATION TO AUDITORS

In the case of each of the persons who are directors of the company at the date when this report was approved

» 50 far as each of the directors 1s aware, there 1s no relevant audit information (as defined i the Compames Act 1985) of
which the company's auditors are unaware, and

= each of the directors has taken all the steps that he/she ought to have taken as a director to make himself/herself aware
of any relevant audit information (as defined) and to establish that the company's auditors are aware of that information

This confirmation 15 given and should be interpreted in accordance wath the provisions of s234ZA of the Companies Act
1985

Signed by order of the directors

and on behalf of

WILMINGTON TRUST SP SERVICES (LONDON) LIMITED
Company Secretary

Date 9 May 2008




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED
STATEMENT OF DIRECTORS’ RESPONSIBILITIES

FOR THE YEAR ENDED 31 MARCH 2007

The directors are responsible for preparing the Annual Report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financral year Under that law the
directors have elected to prepare the financial statements 1n accordance with International Financial Reperting
Standards (IFRSs) as adopted by the European Urion The financial statements are required by law to be
properly prepared n accordance with IFRSs as adopted by the European Umion and the Companies Act 1985

International Accounting Standard 1 requires that financial statements present fairly for each financial year the
company's financial posinon, financial performance and cash flows  Ths requires the faithful representatron of
the effects of transactions, other events and conditions in accordance with the defimtions and recognition critena
for assets, liabilities, mcome and expenses set out in the International Accounting Standards Board's 'Framework
for the preparation and preserntation of financial statements' In virtually all circumstances, a fair presentation
will be aclueved by compliance with all applicable IFRSs However, directors are also required to

. properly select and apply accounting polices,

. present information, including accounting pohicies, i a manner that provides relevant, reliable,
comparable and understandable mformation,

. provide additional disclosures when compliance with the specific requirements 1 IFRSs are insufficient

to enable users to understand the impact of particular transactions, other evenis and conditions on the
entity's financial position and financial performance, and

. make an assessment of the company's ability to continue as a gomg concern

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the company and enable them to ensure that the financial statements comply with
the Companies Act 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 rregulanties

The directors are responsible for the maintenance and integnty of the corporate and financial information
mcluded on the company's website Legislation in the Umited Kingdom governmg the preparation and
dissermunation of financial statements may differ from legislation in other junisdictions




INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF DECO SERIES
2005-UK CONDUIT 1 HOLDINGS LIMITED

We have audited the group and parent company financial statements (the "financial statements”) of Deco Senes
2005-UK Condwit 1 Holdings Limited for the year ended 31 March 2007 which comprise the Group and
Company mcome statements, the Group and Company balance sheets, the Group and Company cash flow
statements, the Group and Company statement of changes 1n equity and the related notes 1 to 17 These financial
statements have been prepared under the accounting policies set out theren

This report 15 made solely to the company’s members, as a body, in accordance with section 235 of the
Compames Act 1985 Our audit work has been undertaken so that we might state to the company’s members
those matters we are required to state to them m an auditors’ report and for no other purpose To the fullest
extent permutted by law, we do not accept or assume responsibility to anyone other than the company and the
company’s members as a body, for our audit work, for thus report, or for the opinions we have formed

Respective responsihilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report and the financial statements 1n accordance with
apphicable law and International Financial Reporing Standards (IFRSs) as adopted by the European Umon are
set out 1n the Statement of Directors' Responsibilities

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements grve a true and fair view and are properly
prepared i accordance with the Compames Act 1985 We also report to you whether 1n our opmion the
information given in the Directors' Report 1s consistent with the financial statements

In adéhtion we report to you 1if, 1 our opimon, the company has not kept proper accounting records, 1f we have
not received all the information and explanations we require for our audit, or 1if information specified by law
regarding directors’ remuneration and other transactions 1s not disclosed

We read the other information contained 1n the Annual Report and onsider whether 1t 1s consistent with the
audited financral statements We consider the implications for our report if we become aware of any apparent
msstatements or inconsistencies with the financial statements Our responsibilities do not extend to any further
mnformation cuts:de the Annual Report

Basis of aud:t opinion

We conducted our audit in 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 1n the financial statements It also includes an assessment of the significant estimates and
Judgments made by the directors 1n the preparation of the financial statements, and of whether the accounting
policies are appropnate to the group's and company's circumstances, consistently applied and adequately
disclosed

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

Opimion

In our opinion

. the group and parent financial statements give a true and fair view, 1 accordance with IFRSs as adopted
by the European Union, of the state of the group's and the parent company’s affairs as at 31 March 2007
and of the group's and the parent company profit for the year ended 31 March 2007,

. the group and parent company financial statements have been properly prepared in accordance with the
Companies Act 1985, and
. the information given 1n the Directors' Report 1s consistent wath the financial statements

&»«b«.m £7 ot tif

Delaiite & Touche LLP

Chartered Accountants and Registered Auditors
London, United Kingdom

S May 20038




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

CONSOLIDATED INCOME STATEMENT

FOR THE YEAR ENDED 31 MARCH 2007

Continning operations
Interest income
Interest expense

Net interest iIncome

Fair value gamn/(loss) on denvative financial imstruments
Operating expenses

Profit/(loss) before tax for the year/period
Income tax (charge)/credit

Profit/(loss) after tax for the year/period attributable to equity
holders

Peniod from 13
Year ended 31 June 2005 to 31

March 2007 March 2006

Notes £ £

2 11,160,563 9,733,795

3 (10,657.108) (9,462.185)

503,455 271,610

4,901,872 (1,053,460)

4 {449.873) (257,71 1)

4,955,454 (1,039,561)

5 (940.914) 197,517
11

4,014,540 42 04

The notes on pages i4 to 28 form part of these financial statements




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

COMPANY INCOME STATEMENT

FOR THE YEAR ENDED 31 MARCH 2007

Continuing operations
Other operating income
Profit before tax for the year/period

Income tax credit/(expense)

Profit after tax for the year/period attributable to equuty holders

Pertod from 13
Year ended 31 June 2005 to 31
March 2007 March 2006

Notes £ £
- 12,501

- 12,501

5 356 (2,375)
11 356 10,126

The notes on pages 14 to 28 form part of these financial statements




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

CONSOLIDATED BALANCE SHEET

AS AT 31 MARCH 2007

Assets

Non-current assets
Mortgage loans

Current assets

Deferred tax asset

Mortgage loan

Trade and other receivables
Denvative financial instruments
Cash and cash equivalents

Total assets

Equity

Share capital
Retained profit/(loss)

Total equity

Non-current liabilities
Interest-bearing loans

Total non-current liabilities
Current liabilities
Interest-bearing loans

Trade and other payables
Current tax hability

Denvanve financial instruments

Deferred tax hability

Total current habilities

Total liatilities

Total equuty and liabilities

Notes

—
(=2 -SRI -

1
11

12

12
13

2007 2006

3 £

Restated

140,373,280 157,431,588
- 200,158

9.838,369 58,288,215
1,760,268 2,230,756
3,848,412 -
67.809 356.503
15,514,858 61,076,032
155888,138 218,507,620
2 2

3,172,496 (842,044)
3,172,498 (842.042)
140.373.280 157.693.472
140,373.280 157,693.472
11,333,380 60,114,110
265,583 485,979
12,199 2,641

- 1,053,460

731.198 -
12,342,360 51,656,190
152,715,640 219,349,662
155,888,138 218,507,620

These financial statements on pages 7 to 28 were approved by the directors and authonised for 1ssue on 9 May

2008 and are signed on therr behalf by.

For and on behalf of

WILMINGTON TRUST SP SERVICES (LONDON) LIMITED

Director

e

The notes on pages 14 to 28 form part of these financial statements

9




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED
COMPANY BALANCE SHEET

AS AT 31 MARCH 2007

Notes
Non-current asset
Investment 1n subsichary 7
Current assets
Cash and cash equivalents 10
Total assets
Equty
Share capatal 11
Retamed profit 11
Total equity

Current habilities
Current tax Liability

Total current habilifies
Total habilities

Total equity and habilities

2007

12,501

2006
£
Restated

12,501

These financial statements on pages 7 to 28 were approved by the directors and authorised for 1ssue on 9 May

2008 and are signed on their behalf by

For and on behalf of
WILMINGTON TRUST SP SERVICES (LONDON) LIMITED
Director

o

The notes on pages 14 to 28 form part of these financial statements

10




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 MARCH 2007

At start of year 1 April 2006

Profit/(loss) for the year/period
Total recogmsed income and expense for the year/period
Issue of share capital

Closing equuty at 31 March 2007

COMPANY’S STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 MARCH 2007

At start of year 1 April 2006

Profit for the year/penod

Total recognised income and expense for the year/period

Issue of share capatal

Closing equity at 31 March 2007

Note Year ended

31 March
2007

£

(842,042)

11 4,014,540
3,172,498

11 -

Note Year ended

31 March
2007

£

10,128

11 356
10,484

11 -

10,484

The notes on pages 13 to 27 form part of these financial statements

11

Penod from 13
June 2005 10 31
March 2006 —
Restated

£

(842.044)

(842,044)
2

(842,042)

Period from 13
June 2005 to 31
March 2006 -
Restated

10,128




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 MARCH 2007

Cash flows from operating activities

Profit/(loss) before tax for the year/period

Adypustments for

Farwr value movernent on derivative financial instruments
Bank interest receivable

Bank interest payable

Increase in trade and other receivables

Increase in trade and other payables

Net cash used in operating activities

Cash flows from investing activities
Acquisition of beneficial interest in mortgage portfolio
Repayments during year/pernod

Bank interest received

Net cash used n investing activities

Cash flows from financing activities

Proceeds on 1ssue of shares

Proceeds on 1ssue of loan notes

Redemption of loan notes dunng the vear/peniod
Bank interest payable

Net cash from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year/pertod

Cash and cash equivalents at 31 March 2007

Notes

12,13

[ - -~ ]

11
12
12

10

Pertod from 13

Year ended 31  June 2005 to 31
March 2007 March 2006 -
Restated

£

4,955,454 (1,039,561)
(4,901,872) 1,053,460
(71,994) (553,285)

51 458

470,488 (2,230,756)
(551,279) 2,311,874
(99,152) (457,810)

- (231,346,434)

65,523,521 15,576,225
71,994 553,285
65,595,516 {215,216,924)
- 2

- 236,056,634
(65,785,407 (20,024 541
(51) {458)
(65,785,458) 216,031,636
(289,094) 356,903
356,903 -
67,309 356,903

(As explaned in the accounting policies note on page 15, the cash 1s not freely available to be used )

12




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

COMPANY STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 MARCH 2007

Cash flows from operating activities

Profit before tax for the year/penod

Net cash from operating activities

Cash flows from Investing activities
Investments

Net cash used 1n investing activities

Cash flows from financing activities
Proceeds on 1ssue of shares

Net cash from financing activities

Net mcrease 1n cash and cash equivalents
Cash and cash equivalents at beginning of year/period

Cash and cash equivalents at 31 March 2007

Peniod from 13

Year ended 31  June 2005 to 31

March 2007 March 2000 -

Restated

Notes i £
- 12,501

- 12,501

7 - (12,501)
- (12,501)

11 - 2
- 2

- 2

2 _

10 2 2

{As explained n the accounting policies note on page 15, the cash 1s not freely available to be used )

13




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2007
1.  SIGNIFICANT ACCOUNTING POLICIES

Deco Senes 2005-UK Conduit 1 Holdings Linuted 1s 2 Company incorporated in the Umited Kingdom under
the Compames Act 1985 and domicaled 1n England The address of the registered office 15 given on page 1

Statement of comphance

The Group’s financial statements have been prepared in accordance with International Financial Reporting
Standards as adopted by the EU as they apply to the financial statements of the Group and the Company for the
year ended 31 March 2007

The accounting poelicies set out below have been applied 1n respect of the financial year ended 31 March 2607

Basis of preparation

The financal statements are presented in Pound Sterling In the prior year the financial statements covered
a peniod of less than a year as this was the first period since incorporation The financial statements have
been prepared on the histonical cost basis as modified for the revaluation of certain financial instruments

Due to the fact that the nature of the business 1s to provide finance, the directors are of the opmion that it 1s
more appropriate to use interest income and interest expense rather than turnover and cost of sales in
prepanng the profit and loss account

Basis of consolhidation

The consohdated financial statements incorporate the financial statements of the Company and entities
controlled by the Company (the Subsicharies) Controt 15 achieved where the Company has the power to
govemrn the financial and operating policies of an investee entity so as to obtain benefits from its activities  All
infra-group transactions, balances, income and expenses are eliminated on consolidation

- Subsidiarnies
Subs:dianes are those entities controlled by the Company Control exssts when the Company has the power,

directly or indirectly, to govern the financial and operating pohcies of an enuty so as to benefit from 1ts
activities

- Transactions eliminated on consolidation

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

Business combinations

The acqusition of subsidianes 1s accounted for using the purchase method The cost of the acquisition 18
measured at the aggregate fair values, at the date of exchange, of assets given, habilities incurred or assumed,
and equity wmstruments 1ssued by the Group 1n exchange for control of the acquiree, plus any costs directly
attnibutable to the business combination The acquiree’s identifiable assets, rabihties and contingent habilities
that meet the conditions for recogmition under IFRS 3 are recogmsed at thear fair value at the acquisition date,
except for non-current assets (or disposal groups) that are classtfied as held for sale 1n accordance with IFRS 3
Non Current Assets Held for Sale and Discontinued Operations, which are recognised and measured at farr
value less costs to sell

Cnitical accounting judgements and key sources of esimation and uncertainty

The preparation of financial statements 1 conformuty with IFRSs requires management to make judgenents,
estimates and assumptions that affect the application of policies and reported amounts of assets and habilities,
meoime and expenses The estimates and associated assumptions are based on histornical expenence and vanious
other factors that are believed to be reasonable under the circumstances, the results of which form the basis of
making judgements and carmrying values of assets and habilines that are not readily apparent from other
sources Actual results may daffer from these estimates used n the financial statements

The estimates and underlying assumptions are reviewed on an ongomg basis Revisions to accounting

estimates are recogmsed 1n the period m which the estimate 1s revised 1f the revision affects only that period, or
i the period of the revision and future penods 1f the revision affects both the current and future pertods

14




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 MARCH 2007

1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Critical accounting judgements and key sources of estimation and uncertainty (contiued)
Due to the fact that the nature of the business is to provide finance, the directors are of the opimeon that 1t 1s

motre appropnate to use interest mcome and 1nterest expense rather than turnover and cost of sales in preparing
the profit and loss account

Financial mstruments

The Group’s financial instruments comprnise the mortgage loans, cash and liquid resources, denvatives,
mterest-bearing borrowings and various receivables and payables that anse directly from 1ts operations The
main purpose of these financial instruments 1s to acquire a beneficial mterest 1n a mortgage portfolio These
financial nstruments are classified in accordance with the principles of IAS 39 Financial Instruments
Recogmition and Measurement as described below

Mortgage Loans
The acquisition n the beneficial interest of the mortgage loans 15 mitially measured at fair value with
subsequent measurement bemng at amortised cost using the effective mterest method

Appropriate allowances for estimated nrecoverable amounts are recognised m profit or loss when there 1s
objective evidence that the asset 1s impawred The allowance 1s measured as the difference between the

asset’s carrying amount and the present value of estimated fiture cash flows discounted at the effective
interest rate computed at iihial recognition

Deferred consideration

Deferred purchase consideration represents further amounts payable on the acquisition of commercial
mortgage loans from Deutsche Bank AG, London Branch Provision 1s made for the deferred purchase
consideration as amounts become payable as a result of the performance of the acquired commercial
mortgage loans and 15 mcluded in the income statement as an expense

Cash and cash equivalents

Cash and cash equivalents in the balance sheet comprise cash at banks and i hand and short-term deposits
with an onginal matunty of three months or less

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

Derivative financial instruments and hedging activities

The Group uses denvative financial mstruments to hedge 1its exposure to interest rate risk ansing from
operational, financing and investment activities In accordance with its treasury policy, the Group does not
hold or 1ssue derivative financial instruments for trading purposes

[AS 39 requires all financial assets and habilites to be recogmised mtrally at fair value on the balance
sheet All denivatives have been designated at fair value through profit and loss Hence, subsequent to
tmitial recogmtion, any changes in fair value of the derivatives held are recogmsed in the income statement

The fair value of interest rate swaps and basis swaps 15 the estimated amount that the Company would
receve or pay to termunate the swap at the balance sheet date, taking into account current interest rates and
the current creditworthiness of the swap counterparties

Interest income receivable or nterest expense on the interest rate swap 1s accounted for on an effective
mterest rate basis within interest income or interest expense in the income statement

15




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 MARCH 2007

1.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Interest-bearing loans

Interest-beaning loans are recogmsed 1mtially at fair value less attributable transaction costs Subsequent to
mutial recognition, 1nterest-bearing loans are stated at amortised cost with any difference between cost and
redemption value being recogmsed i1n the mcome statement over the period of the borrowings on an
effective mterest basis

Embedded derivatives

Certain denvatives are embedded within other non-derivative host financial instruments to create a hybrid
mstrument Where the economuc characteristics and nsks of the embedded derivatives are not closely
related to the economuc characteristics and risks of the host instrument, and where the hybrnid instrument 18
not measured at fair value, the ermbedded derivative 1s separated from the host instrument with changes in
farr value of the embedded denvative recogmsed n the income statement Depending on the classification
of the host mstrument, the host 1s then measured n accordance with IAS 39

Interest income and expense

Interest incorne and expense 1s accounted for on a time basis, by reference to the principal outstanding and
at the effective interest rate apphcable, which 1s the rate that exactly discounts estimated future cash
receipts or payments through the expected life of the financial asset or hability to that asset’s or hability’s
net carrying amount

Value added tax
Value added tax 15 not recoverable by the Group and 1s included wath 1ts related cost

Income tax expense

The tax expense represents the sum of the tax currently payable and deferred tax The tax currently payable
1s based on the profit for the period Taxable profit differs from net puofit as ieported mn the mcome
statement because 1t excludes items that are never taxable or deductible The Group’s hability for current
tax 1s calculated using tax rates that have been enacted or substantively enacted by the balance sheet date

Deferred income tax 1s recogmsed on all temporary differences ansing between the tax bases of assets and
liabihties and their carrying amounts 1 the financial statements, with the following exceptions
¢  where the temporary difference anses from the uutial recogmtion of goodwill or of an asset or
liability 1n a transaction that 15 not a busmess combination that at the time of the transaction affects
neitther the accounting nor taxable profit or loss, and
* deferred income tax assets are recogmsed only to the extent that it 1s probable that taxable profit
will be available against which the deductible temporary differences, carned forward tax credits or
tax losses can be utthised
Deferred income tax assets and habilities are measured on an undiscounted basis at the tax rates that are
expected to apply when the related asset 15 realised or Liability 1s settled based on tax rates and laws enacted
or substantively enacted at the balance sheet date

Under special rules 1ssued by the Inland Revenue for securitisation compantes, the company’s charge for
taxation is based on 1ts taxable profits calculated on a UK GAAP basis but 1s disclosed mn accordance with
IAS 12
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DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2007

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The directors are considenng the following standards which are currently 1n 1ssue but are not yet effective
and are not intended to be adopted 1n the current period financial statements

IAS 1 Presentation of Financial Statements — amendment on Capital Management
IFRS 7 Financial Instruments Disclosures
IFRS 8§ Operating Segments

IFIRC 11 IFRS 2 — Group and treasury share transaction

IFRIC 12 Service concession arrangements
IFRIC 14 1AS 19 The Limut on a defined benefit asset, munimum fundmg requirements and therr mteraction

The directors anticipate that the adoption of these standards and 1interpretations in future periods will have
no material impact on the financial statements of the company and group

Upon the adoption of IFRS 7, the company will have to disclose additional information about 1ts financial
mstruments, their sigmficance and the nature and extent of the nisks that they give to rise More specifically
the Company will need to disclose the fair value of its financial mstruments and 1ts risks 1n greater detail
There wall be no effect on reported income or net assets

Segmental reporting

The principal asset of the Group 1s the beneficial mterest in the mortgage portfolio origmated 1n the Umted
Kingdom which 1s funded by floating rate notes issued in the Unmited Kingdom The directors do not
considet If necessary lo provide a further analysis of the resuits of the Group from those already disclosed
n these financial statements

INTEREST INCOME

Year ended Penod from 13
31 March June 2005 to 31

2007 March 2006
Group Group
£ £
Income from mortgage loans 10,988,402 9,164,370
Net swap 1nterest receivable 84,799 -
Amortisation of discount on acqusition of mortgage portfolio 15,368 3,639
Bank interest recerved 71,994 553,285
Other mmcome - 12,501
11160563 9,733,795

All mcome 15 derived from the United Kingdom

INTEREST EXPENSE

Year ended Penod from 13

31 March June 2005 to 31

2007 March 2006

Group Group

£ £

Interest on loan notes 9,630,245 8,096,321
Net swap interest payable - 398,812
Amortisation of discount on floating rate notes 15,368 3,639
Deferred consideration 1,011,444 962,955
Bank interest paid 51 458
10,657.108 9.462,185

17




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2007

4.

OPERATING EXPENSES

Administration and cash management fees
Audit fees
Corporate services fees

Year ended Penod from 13
31 March June 2005 to 31
2007 March 2006
Group Group

£ £

415,016 219,667
25,909 25,850
8.948 12,194
449,873 257,711

Other than the fees received for the provision of corporate services as detailed m note 16, the directors
recerved no emoluments for their services as directors to the Group during the period The directors had no
material interest i any contract of significance 1n relation to the business of the Group The Group did not

have any employees 1n the current year (2006 nil)

INCOME TAX EXPENSE

Group

Current tax.

Corporation tax charge for the period at a rate of 19%
Overprovision of the prior period tax charge
Deferred tax.

Deferred tax at 19% (see note 6)

Total income tax expense/(credit) 1n income statement

Reconcihation of total tax charge
The tax assessed for the period 1s at the small companies rate of
corporation tax 1n the UK of 19%

Profit/(loss) before tax

Profit/(loss) before tax multiplied by the small compames rate of
corporation tax in the UK of 19%

Overprovision of the prior period tax charge

Total income tax expense/(credit) in income statement
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Year ended 31

Penod from 13
June 2005 to 31

March 2007 March 2006
E £

10,180 2,641
(622) -
931,356 (200.158)
940,914 ___(197.517)
Period from 13

Year ended 31 June 2005 to 31
March 2007 March 2006
£ £
4955454 (1,039.561)
941,537 (197,517)
(623) -
940,914 —(197,517)




DECO SERIES 2005-UK CONDUIT 1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2007

5.

INCOME TAX EXPENSE (continued)

Period from 13
Year ended 31 June 2005 to 31

Company March 2007 March 2006
Current tax: £ £
Corporation tax charge for the period at a rate of 19% - 2,375
Overprovision of the prior period tax charge (356) -
Total income tax (credit)/ expense 1n income statement (356) 2,375

Period from 13
Year ended 31 June 2005 to 31
March 2007 March 2006

Reconciliation of total tax charge £ £
The tax assessed for the period 1s at the small companies rate of
corporation tax in the UK of 19%

Profit before tax - 12,501
Profit before tax multiphied by the small companies rate of
corporation tax i the UK of 19% - 2,375
Overprovision of the prior period tax charge (356) -
Total income tax (credit)/expense n income statement (356) 2375
DEFERRED TAX
2007

Group
Deferred tax asset/(Lability) £
At 1 April 2006 200,158
Charge to income for the year (931.356)
Balance carnied forward at 31 March 2007 (731,198)

The deferred tax hability of £731,198 represents the amount of deferred tax payable in respect of the fair
value on the denvative financral instruments

INVESTMENT IN SUBSIDIARY

2006
Company £
Balance at 1 April 2006 and 31 March 2007 12,501

The mvestment represents the acquisition of 99 98% of the 1ssued ordmary share capital of Deco Series
2005 — UK Conduit 1 Plc, a special purpose entity incorporated in England and Wales Deco Senes 2005 —
UK Conduit 1 Plc was established 1n order to 1ssue floating rate loan notes due July 2017 (“the Notes™), to
acquire the beneficial interest i a mortgage portfolio (“the mortgage loans™) firom Deutsche Bank AG,
London Branch, to open accounts, to create security and receive interest in respect thereof, and to enter into
certamn related transactions as described n the Offering Circular dated 8 July 2005

This transaction has been accounted for by the purchase method of accounting
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2007

8. MORTGAGE LOANS

2007 2006
Group
At 1 Apnl 2006 215,719,803 -
Onginations - 231,346,434
Discount on 1ssue - (54,045)
Amortisation of discount 15,368 3,639
Redemptions (65,523,522) (15.576,225)
At 31 March 2007 150,211,649 215719,803
2007 2006
£ £
The balance can be analysed as follows
Non-current assets 140,373,280 157,431,588
Current assets 9,838,369 38,288,215

150,211,649 215,719,803

The mortgage loans are due for repayment by Qctober 2012 Interest on the mortgage loans are at fixed
rates rangmg from 5 39% to 6 42%

The mortgage loans are secured over commercial properties held by Deutsche Bank AG, London Branch mn
its capacity of Borrower Security Trustee on behalf of the Group

9. TRADE AND OTHER RECEIVABLES

2007 2007 2006 2006

Group Company Group  Company

£ £ £ £

Prepaymcnits and accrued mcome 1,760,268 - 223075 -

The directors consider that the carrying value of trade and other receivables approximate their fair value

10. CASH AND CASH EQUIVALENTS

2007 2007 2006 2006

Group Company Group  Company

£ £ £ £

Cash and cash equivalents 67,809 2 356,903 2

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

The Group has deposits in bank accounts held 1n the Group’s name which meet the definition of cash and
cash equivalents but their use 1s restricted by a detailed pnionity of payments set out 1 the securiisation
transaction agreements As the cash can only be used to meet certain specific habiliies and 1s not available
to be used with discretion, 1t 1s viewed as restricted cash
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2007

11. TOTAL EQUITY

Issued share Retamned
Group captal profit Total
£ £ £
At 1 Apnl 2006 1 (842,044) (842,043)
Issue share capital (prior year adjustment) 1 - 1
At 1 Apnl 2006 (restated) 2 {842,044) (842,042)
Profit for the year - 4,014,540 4,014,540
Balance at 31 March 2007 2 3,172,496 3,172,498
Issued share Retained
Company capital profit Total
£ £ £
At 1 Apnl 2006 1 10,126 10,127
Issue share caputal (prior year adjustment) 1 - 1
At 1 Apnl 2006 (restated) 2 10,126 10,128
Profit for the year - 356 356
Balance at 31 March 2007 2 10,482 10,484

There are 100 authonsed ordinary shares of £1 each The 1ssued share capital comprises two allotted
£1 share called up and fully paid at par Wilnungton Trust SP Services (London) Limuted holds the share

under a declaration of trust for charitable purposes

12. INTEREST-BEARING LOANS

This note provides information about the contractual terms of the Group’s nterest-bearing loans and
burrowings For mote information abeul the Group's exposure lo interest rate risk, see note 14

Group 2007 2006
£ £
At 1 Apnl 2006 215,981,687 -
Loan notes 1ssued - 236,056,634
Redemptions 1n year (65,785,407) (20,024,541)
Discount - (54 045)
Amortisation of discount 15,368 3,639
At 31 March 2007 150,211,649 215,981,687
Non-current habilittes
Loan notes 140373280  157,693.472
Current liabilities
Loan notes 9,838,369 58,288,215
Interest payable on loan notes 1,495,011 1,825,895
11333380  _60,114,110

Current habihities due within one year are paid when cash 1s available after other commutments have been
fulfilled m order of prionty 1n accordance wath the Offering Circular

On 12 July 2005 an agreement was entered into with Calyon (London Branch) for the provision of a
hquidity facility for the Group The facility 1s in place to allow the Group to meet its obligations should
there be a shortfall 1n the revenue or principal received from the mortgage loans At the balance sheet date,
the hmit on this facihity was £12,000,000 A fee 15 charged on the undrawn balance, currently set out at
0 15% per annum This fee would increase on any drawn balance No amounts have been drawn under the

facility since nception The liqudity facility 1s secured by way of fixed and floating charges over the
Group’s assets
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12, INTEREST-BEARING LOANS (Continued)

Interesi-bearing loans and borrowings are repayable as follows

Group 2007 2007
2007 Less than 1 2007 2007 More than 5
Total year 1-2 years 1-5 years years
Liabilities £ £ £ £ £
Loans notes 150,211,649 9,838,369 1,239,369 94,963,639 44,170,272
Interest payable 1.495.011 1.495,011 -

151,706,660 11,333,380 1,239,369 94,963,639  44,170272
The Company has no interest-bearing loans and berrowings

The loan notes are denomunated 1n the following currencies

2007
Group £
Sterling 150,211,649
Group 2006 2006
2006 Less than | 2006 2006 More than 5
Total year 1-2 years  2-5 years years
Liabilities £ £ £ £ £
Loans notes 215,981,687 58,288,215 1,585,069 99,797,327 56,311,076
Interest payable 1,825,895 _1,825.895 - - -
217,807,582 60114110 585069 99.797,327 56311076
The Company has no interest-bearing loans and borrowings
The loan notes are denorunated in the following currencies
2006
Group £
Sterling 215,981,687

On 12 July 2005, the Group 1ssued £195,215,000 Class A notes due July 2017, £14,785,000 Class B notes
due July 2017, £12,400,000 Class C notes due July 2017, £10,750,000 Class D notes due July 2017 and
£2,906,634 Class E notes due July 2017 Interest on the Class A notes i1s payable at a rate of 3 month
LIBOR plus 0 23% Interest on the Class B notes 1s payable at a rate of 3 month LIBOR plus 040%
Interest on the Class C notes 1s payable at a rate of 3 month LIBOR plus 0 57% Interest on the Class D
notes 1s payable at a rate of 3 month LIBOR plus 0 80% Interest on the Class E notes 1s payable at a rate of
3 month LIBOR plus 1 25%

At the balance sheet date £110,222,099 {2006 £176,007,505) n respect of the Class A notes was
outstanding, £14,489,223 (2006 £14,489,223) 1n respect of the Class B notes, £12,131,935
(2006 £12,151,935) 1n respect of the Class C notes, £10,534,944 (2006 £10,534,944) n respect of Class D
notes and £2,848,486 (2006 £2,848,486) in respect of the Class E notes was outstanding The notes are
secured by way of a fixed and floating charge over the assets of the Group The proceeds of the notes were
used by the Company to acquire the beneficial interest in the mortgage portfoho from Deutsche Bank AG,
London Branch in accordance with the terms of the securitisation of documents
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13

14

TRADE AND OTHER PAYABLES

Group Group

2007 2006

Current habilities £ £
Other creditors 812 49 606
Accruals and deferred incorne 264,711 436,373

265,583 485,979
Current liabilittes due within one year are paid when cash 1s available after other comnmutments have been
fulfitled, m order of prionity in accordance with the Offering Circular

The directors consider that the carrying amount of trade and other payables approximates to their fair value

FINANCIAL INSTRUMENTS

The Group's financial instruments comprnise the mortgage loans, cash and lhiquid resources, denvatves,
interest-bearing borrowings and various receivables and payables that anise directly from 1ts operations

Currency risk
All of the Group’s assets and habilities are denominated m pounds sterling therefore there 1s no foreign
currency risk

Credit risk

Credst nisk on the mortgage loans anses where the mortgage loans are secured on underlying commercial
properties The most significant concentration of credit rnisk s considered to be Tofty Associated S A
£44,369,806 (2006 £44,369,806) At 31 March 2007, the total amount outstanding on the mortgage loans
was £150,246,687 The maximum exposure to credit risk 1s represented by the carrying amount of the
mortgage loans The directors consider that the Company’s beneficial interest i the commercial properties
granted as sccunty will be sufficient to recover the full amount of these loans

Interest rate nsk

Interest rate risk exists where assets and habilities have interest rates under a different basis or which reset
at a different ime The Group rmimuises 1ts exposure to interest rate risk by ensuring that the interest rate
charactenistics of assets and habihties are simlar Various interest rate and basis swaps have been entered
mto with Deutsche Bank AG, London Branch to manage the Group’s exposure to interest rate risk
assoclated with the mortgage toan This 1s to reduce interest rate nisk as a result of the possible vanance
between the fixed rates of interest receivable on the mortgage loan and the variable rate of interest payable
on the floating rate loan notes

Liquidity risk

A facility provided by Calyon (Londen Branch) has been established which will be available, subject to
certain criteria and circumstances, in the event of the Group being unable, on a temporary basis, to meet 1ts
financial commitments

At 31 March 2007, no amounts were drawn on this facility (2006 £ml) The hqudity facility was renewed
m June 2007 to July 2008 The Directors expect this facility to be renewed annually
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14 FINANCIAL INSTRUMENTS (CONTINUED)

Effective interest rates and repricing analysis
In respect of income-eaming financial assets and interest-bearing financial liabihties, the following table
mehieates thew effective interest rates at 31 March 2007 and the periods in whach they repnice

As at 31 March 2007

Group
Assets
Mortgage loans
Denvative asset

Trade and other receivables

Cash and cash equivalents

Group

Liabilities

L.oan notes — Class A
Loan notes — Class B
Loan notes — Class C
Loan notes — Class D
Loan notes — Class E
Unamortised discount
Interest payable
Trade and other payables
Current tax lability
Deferred tax lability

Company

Assets

Investments

Cash and cash equivalents

Company
Liabihities
Current tax habiity

Effective
interest rate
(%)

5.96

4.51

LIBOR + 0 23%
LIBOR + 0 40%
LIBOR + 0 57%
LIBOR + 0 80%
LIBOR + 1 25%

Effective
mterest rate
(%)

6 months More than SNon interest -

Total or less years bearing

£ £ £ £
150,211,649 - 150,211,649 -
3,848,412 - - 3,848,412
1,760,268 - - 1,760,248
67.809 67.809 - -
155,888,138  _67.809 150,211,649 5,608,680
110,222,099 110,222,099 - -
14,489,223 14,489,223 - -
12,151,935 12,151,935 - -
10,534,944 10,534,944 - -
2,848,486 2,848,486 - -
(35,038) - - (35,038)
1,495,011 - - 1,495,011
265,583 - - 265,583
12,199 - - 12,199
731,198 - - 731.198
152,715,640 150246,687 ___. - _2.,468,983
6 months More than SNon interest -

Total or less years bearing

£ £ £ £

12,501 - 12,501 -

2 2 - -

— 12508 2 12501 ___ -
2,019 - - 2,019

2,019 - - 2,019
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14.

As at 31 March 2006

Effective
Group interest rate
Assets (%)
Mortgage loans 584
Deferred tax asset
Trade and other receivables
Cash and cash equivalents 413
Group
Liabilities
Loan notes - Class A LIBOR + 0 23%
Loan notes —~ Class B LIBOR + 0 40%
Loan notes — Class C LIBOR + 0 57%
Loan notes — Class D LIBOR + 0 80%

Loan notes ~ Class E LIBOR + 1 25%
Unamortised discount

Interest payable

Trade and other payables

Current tax hability

Derivative hability

Effective
Company interest rate
Assets (%)
Investments

Cash and cash equivalents -

Company
Liahhities
Current tax hiability

FINANCIAL INSTRUMENTS (CONTINUED)

6 months More than SNon interest -

Total or less years bearing

£ £ £ £
215,719,803 - 215,719,803 -
200,158 - - 200,158
2,230,756 - - 2,230,756
356,903 356.903 - -
218,507,620 __336,903 215,719.803 2430514
176,007,505 176,007,505 - -
14,489,223 14,489,223 - -
12,151,935 12,151,935 - -
10,534,944 10,534,944 - -
2,848,486 2,848,486 - -
(50,406) - - (50,400)
1,825,895 - - 1,825,895
485,979 - - 485979
2,641 - - 2,641
1,053.460 - - 1,053.460
419,349,662 216,032,093 : 3317569
6 months More than SNen interest -

Total or less years bearing

£ £ £ £

12,501 - 12,501 -

2 2 - -
12,503 2 12,501 -
2375 - - 2,375
235 - - 2,375
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14.

FINANCIAL INSTRUMENTS (CONTINUED)

Fair values
The far values together with the carrying amounts shown n the balance sheet are as follows

Group Note Carrymg amount Fair value
2007 2007

£ £

Mortgage loans 8 150,211,649 147,168,043
Denvative asset 15 3,848,412 3,848,412
Trade and other receivables 9 1,760,268 1,760,268
Cash and cash equivalents 10 67,809 67.809
Interest-bearing loans and borrowings 12 (150,211,649) (150,172,642)
Interest payable 12 {1,495,011) (1,495,011)
Trade and other payables 13 (265,583) (265,583)
Cwrrent tax liabihity 5 (12,199) (12,199
Deferred tax hability 6 (731.198) (731.198)
3,172,498 — 167,899

Company Note Carrying amount Fair value
2007 2007

£ £

Investments 7 12,501 12,501
Cash and cash equivalents 10 2 2
Current tax hability 5 {2.019) {2,019
— 10,484 — 10,484

Group Note Carrying amount Fair vatue
2006 2006

£ £

Mortgage loans 8 215,719,803 216,748,994
Deferred tax asset 6 200,158 200,158
Trade and other recervables 9 2,230,756 2,230,756
Cash and cash equivalents 10 356,903 356,903
Interest-bearing loans and borrowings 12 (215,981,687} {215,957,418)
Interest payable 12 (1,825,895) (1,825,895)
Trade and other payables 13 (485,979) (485,979)
Current tax hability 5 (2,641) (2,641)
Denvative liability 6 (1.053.460) (1.053,460)
(842 0447 211418

Company Note Carrying amount Fair value
2006 2006

£ £

Investments 7 12,501 12,501
Cash and cash equivalents 10 2 2
Current tax liability 5 (2.375) (2.375)
10,128 10,128

The interest rate swaps and basis swaps have a notional value of £147,044,032 as at 31 March 2007 The
Interest rate swaps receive a floating rate based on 3 month LIBOR and pay a fixed rate ranging from
4 52% to 5 21% The basis swaps receive a floating rate based on 3 month LIBOR and pay a fixed rate
ranging from 4 65% io0 4 99% The interest rate cap limsts 3 month LIBOR to 5 25%
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14. FINANCIAL INSTRUMENTS (CONTINUED

Estimation of fair values
The Group has interest rate and basis swaps hedging the income stream from the morigage loans with the
payment on the floating rate loan notes This interest rate swap 15 accounted for as held for trading

The following comments summanse the main methods and assumptions used 1n estimating the fair value of
financial instruments that are reflected in the table above

The fairr value of the mortgage loans has been approximated by using the combined fair values of the
derivatives and the floating rate notes Cash and cash equivalents and interest beanng loans and borrowings
have been calculated using a discounted cash flow analysis For other recervables and other payables, no
calculation of fair value is prepared as thewr carrying amount 1s viewed as a reasonable approximation of
fair value

The faur value of the interest rate swaps and basis swaps between the Group and Deutsche Bank AG,
London Branch are reflected as a derivative hability in the balance sheet of the Group as at 31 March 2007
The fair value of the interest rate swaps are deterrmned by using a discounted cash flow analysis model that
1s consistent with commonly used market techniques The fair value calculated using this technique 1s
regularly compared with prices of sumilar instruments obtained 1n actual market transactions to ensure
reliability All inputs nto valuation models adopted by the entity, imcluding the sterling zero coupon yield
curve used as the discount rate on the swap, are obtained from observable market data The change n fair
value that has been estimated using this valuation technique and has been recognised in the Income
Statement for the year ended 31 March 2007 amounts to £3,848,412 The underlying cash flows are the
relevant interest payments up to the maturity of the floating rate notes 1n 2017

DERIVATIVE FINANCIAL INSTRUMENTS

The net far values of dernvative financial mstruments at the balance sheet date were

2007 2007 2006 2006
Group Company Group  Company
£ £ £ £
Interest rate swaps 3,848,412 - (1,053 .460) -

The notional pnincipal amount of the outstanding interest rate and basis swaps as at 31 March 2007 was
£147,044,032 (2006 £199,336,066)

Embedded derivatives

In accordance with IAS 39 ‘Financial instruments Recognifion and measurement’, the Group has reviewed
all mortgage loan contracts and floating rate notes terms for embedded derivatives that are required to be
separately accounted for if they do not meet certain requirements set out in the standard In relation to the
ftoating rate notes the Group has the ability to redeem the floating rate notes in full or part at thewr then
principal amount outstanding, together with interest accrued to the date of redemption, on any interest
payment date The Group effectively has a call option on the floating rate notes exercisable on certain
dates The option constitutes an embedded derivative, however, as this 1s closely related to the underlying
host contract (the floating rate notes) as set out in [AS 39, the option does not require separation

A simlar hybnd nstrument arnses on the mortgage loan whereby the Group has effectively sold a put

option on the mortgage loans exercisable on certain dates As this option 1s considered to be closely related
to the underlying host contract, 1t does not require separation
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16.

17.

RELATED PARTY TRANSACTIONS

The Group 15 a special-purpose company controiled by its Board of directors, which comprises three
directors, Wilmungton Trust SP Services (London) Limited, Mr R G Baker and Mr M H Filer Mr M H
Filer, a director of the Company, 1s also a director of Wilmington Trust SP Services (London) Limuted The
Group pays a corporate service fee to Wilmington Trust SP Services (London) Linited in connection with
corporate services received The fees payable to these directors for their services in the year ended 31
March 2007 amounted to £8,948 (penod ended 31 March 2006 £12,194) At the end of the year, an amount
of £2,036 (penod ended 31 March 2006 £4,994) was outstanding and mcluded within current Liabilittes
trade and other payables

ULTIMATE PARENT UNDERTAKING

Deco Senes 2005-UK Conduit 1 Holdings Limited 15 a company registered in England and Wales
Wilmington Trust SP Services (London) Lumated holds one share m Deco Series 2005-UK Conduit 1
Holdings Limuted under a declaration of trust for chantable purposes The registered office of Wilmington
Trust SP Services 1s given on page 1

The Group 1s the smallest and largest group into which the Company 1s consohidated
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