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Arkle Funding (No 1} Ltd

DIRECTORS’ REPORT

The Directors have pleasure in presenting therr first report for Arkle Funding {No 1) Lid for the period from
incorporation to 11 May 2007

Principal activities

The principal activity of Arkle Funding (No 1) Lid {the “Company”) is to acquire an interest in a portfolio of mortgage
loans and to enter into financial arrangements with its related parties No future changes in activity are envisaged

The Company was registered as Arkle Funding (No 1} Ltd in England and Wales on 20 September 2006 as a
imited company The authorised share capital ts £100 comprising of 100 ordinary shares of £1 each, 1 of which has
been 1ssued

Results and dividends

Distribution of revenue by the Company 1s pre-determined under the secuntisation transaction documents Under
the terms of the secunitisation, the Company retains the nght to 0 01% of 'Issuer available revenue receipts’ (as
defined within the secunitisation transaction documents)

The profit on ordinary activities before tax for the period from incorporation to 11 May 2007 was £14,000 No
dividends were paid during the year

Business review and future developments

The company commenced trading on 6" November 2006 when 1t received £7,015 million as an intercompany lean
from Arkle Master Issuer plc following the sale of Notes The loan proceeds were used to purchase an interest in
the assets of Arkle Finance Trustee Ltd (the “Trust”) The assets of the Trust comprnise mortgage loans ornginated
by Cheitenham & Gloucester plc (“C&G plc”) and secured on residential properties in England, Wales and Scotland

On the 14" December 2008, the Company received a further intercompany loan folloming a further 1ssue of Notes
by Arkle Master Issuer plc to the value of £3,179 million

The company will continue to recewve the proceeds as intercompany loans from Arkle Master Issuer plc following
future issuances The Directors anticipate that the company will be profitable aver its ifetime

Risks and Uncertainties

The company 1s exposed to the beneficial interest in a portfolio of mortgage assets The structure of the company 1s
designed to minimise nsk and uncertainties at an entity level This 1s achieved through the fixed to floating and basis
rate swaps with C&G plc, certain credit enhancement agreements and on-going linked obligations to Arkle Master
Issuer ple

Key Performance Indicators (KPls)

Given the straightforward nature of the business, the Company's directors are of the opinion that analysis using
KPls 15 not necessary for an understanding of the development, performance or position of the Company

However, the performance of the Company 1s montored by companng the actual repayments on the intercompany
ioan to those necessary to repay the 1ssued loan notes, as forecast in the Company's Offering Circular To date, ali
loan and note repayments have been made (n accordance with the forecast
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Directors and Directors’ interests
The Directors of the Company at the end of the penod were as follows

Ohwver FJ Pritchard
Vincent M Rapley
Mark Escott

None of the directors had a beneficial interest in the shares of the Company, or of the ultimate holding company,
Stanhope Gate Trustees Limited

Danel J Birtwistle resigned from the Board on the 17 January 2007

During the penod, Mark Escott was an employee of Lloyds TSB Bank plc which s a related party of Cheltenham &
Gloucester plc

Policy and practice on payment of creditors

The Company follows “The Better Payment Practice Code”, published by the Department of Trade and Industry,
regarding payments to suppliers A copy of the code and information about it may be obtaned from the Department
of Trade and industry, No 1 Victona Street, London, SW1H 0ET

The Company's policy 1s to agree terms of payment with suppliers and these normally provide for settlement withm
30 days after the date of the invoice, except where other arrangements have been negotiated It 1s the policy of the
Company to abide by the agreed terms of payment, provided the supplier performs accerding to the terms of the
contract

The number of days required to be shown in this report, to comply with the provisions of the Companies Act 1985,
1s 31

Auditors

PricewaterhouseCoopers LLP were appomnted during the penod and have indicated their willingness to continue In
office

Employees
The Company does not have any employees
Statement of Directors’ Responsibilities

Company law requires the Directors to prepare financial statements for each financial year that give a true and far
view of the state of affars of the Company

The Directors confirm that suitable accounting policies have been used and applied consistently in the year They
also confirm that reasonable and prudent judgements and estmates have been made in prepanng the financial
statements for the penod from incorporation to 11 May 2007 and that applicable accounting standards have been
followed

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 cther trregularities

So far as the directors are aware, there 1S no relevant audit information of which the Company's auditors are
unaware, and the directors have taken all the steps that they ought to have taken as directors in order to make
themselves aware of any relevant audit information and to establish that the company's auditors are aware of that
information
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Post Balance Sheet Events

Cn 31 May 2007, the Company received further proceeds in the form of an intercompany loan to the value of
£3,024 million from Arkle Master Issuer plc following the sale of Notes, which were used to purchase an interest in
the assets of the Trust administered by Arkle Finance Trustee Limited The assets of the Trust comprise mortgage
loans onginated by Cheltenham & Gloucester plc and secured on residential properttes in England, Wales and
Scotland

Statement of Going Concern

The Directors are satisfied that the Company has adequate resources to continue to operate for the foreseeable
future and 1s financially sound For this reason, they continue to adept the going concern basis in prepanng the
financial statements

By order of the board

Ot LZZ=

Olwer FJ Pntchard
Director
4 March 2008

Registered Office

8" Floor

68 King Wilhiam Street
London EC4N 7D0Z
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF ARKLE FUNDING (NO 1) LIMITED

We have audited the financial statements of Arkle Funding {No 1) Limited for the period ended 11 May 2007, which
comprise the Income Statement, the Balance Sheet, the Cash Fiow Statement, the Statement of Changes in Equity
and the related notes These financial statements have been prepared under the accounting policies set out therein

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the financial statements in accordance with applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the European Union are set out in the Statement
of Directors’ Responsibilities

Our responsibility 15 to audit the financial statements in accordance with relevant legal and regulatory requirements
and Internaticnal Standards on Auditing (UK and Ireland) This report, including the opinion, has been prepared for
and only for the company's members as a body in accordance with Section 235 of the Companies Act 1985 and for
no other purpose We do not, in giving this opinion, accept or assume responstbility for any other purpose or to any
other person to whom this report 1s shown or into whose hands it may come save where expressly agreed by our
prior consent In writing

We report to you our opimion as to whether the financial statements give a true and farr view and whether the
financial statements have been properly prepared in accordance with the Companies Act 1985 We also report to
you whether in our opinion the information given in the Directors' Report 1s consistent with the financial statements

In additton we report to you If, in our opimien, the company has not kept proper accounting records, If we have not
received all the information and explanations we require for our audit, or If information specified by law regarding
directors' remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the implications for our report If we hecome aware of any apparent
misstatements within it

Basis of audit opinion

We conducted cur 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 in 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
appropriate to the company's circumstances, consistently applied and adequately disclosed

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

Opinion
In our opinion

¢ the financial statements give a true and fair view, In accordance with IFRSs as adopted by the European Union,
of the state of the company's affairs as at 11 May 2007 and of its profit and cash flows for the perod then
ended,

»  the financial statements have been properly prepared in accordance with the Companies Act 1985, and

the information given in the Directors' Report 1s consistent with the financial statements

PHMWWMC»WU) A

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Bristol

10 March 2008
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INCOME STATEMENT
FOR THE PERIOD ENDED 11 MAY 2007

Note Period from
incorporation
to 11 May 2007

£'000
Interest recervable and similar income 3 289,369
Interest payable and similar charges 4 (288,820}
Net interest income 549
Operating expenses 5 (535)
Profit before tax 14
Taxation 6 (4)
Profit for the penod attnbutable to equity shareholders 10

The accompanying notes are an integral part of the Financial Statements
All amounts are on a continuing bas|s




Arkle Funding (No 1) Ltd

BALANCE SHEET
AT 11 MAY 2007

Note 11 May
2007
£'000
Assets
Deemed loan to group undertaking 7 10,193,966
Trade and other recevables 8 34,250
Deferred tax -
Cash and cash equivalents 287,821
Other Debtors -
Total assets 710,516,037

The accompanying notes are an integral part of the Financial Statements




Arkle Funding {No 1) Ltd

BALANCE SHEET
AT 11 MAY 2007

Note 11 May
2007
£'000
Equity and habilities
Loan from related companies 9 10,367,993
Trade and other payables 10 148,030
Current Tax Liabihty 4
Total abihties W
Called up share capital " -
Retained profits 12 10
Shareholders’ equity 10
Total equrty and Liabilities W

The Directors approved the accounts on 4 March 2008

Vincent Rapley
Director

The accompanying notes are an integral part of the Financial Statements




STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD ENDED 11 MAY 2007

Company

Balance sheet at incorporation

20 September 2006

Share Capital 1ssued in the pernod
Profit for the penod

Balance at 11 May 2007

Arkle Funding (No 1) Ltd

Note Share Retained Total
capital profits
and
premium
£'000 £'000 £000
0 0 0
12 - 10 10
0 10 10
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CASH FLOW STATEMENT
FOR THE PERIOD ENDED 11 MAY 2007

Note
Cash generated from operations
Profit before tax
Changes in operating assets
Deemed loan due from group undertaking 7
Changes in other assets 8
Changes 1n operating liabilities
Loans due to group undertaking 9
Changes in other habilihes 10

Net cash provided by (used in) operating
activities

Cash flows from financing activities
Issue of share caprtal

Net cash generated by financing activities
Change in cash and cash equivalents

Cash and cash equivalents at incorporation
Cash and cash equivalents at end of peniod

Period from
incorporation
to 11 May 2007
£'000

14

(10,193,966)
(34,250)

(10,228,2186)

10,367,993
148,030

10,516,023

287,821

287,821
0

287,821

-10 -
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NOTES TO THE ACCOUNTS

1 ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set out below

These financial statements have been prepared in accordance with International Financial Reporting Standards
('IFRS")

The financial information has been prepared under the historcal cost convention, as modified by the revaluation of
the financial assets and financial labilities as appropnate under IFRS

Revenue recognition

Interest Income and expense are recognised in the ncome statement for all interest-beanng financial instruments,
mcluding loans and advances, using the effective interest method The effective interest method 1s a method of
calculating the amortised cost of a financial asset or liabiity and of allocating the interest income or interest
expense The effective interest rate 1s the rate that exactly discounts the estimated future cash payments or
receipts over the expected life of the instrument or, when appropriate, a shorter perod, to the net carrying amount
of the financial asset or financial iability When calculating the effective interest rate, the future cash flows are
estimated after considering all the contractual terms of the nstrument but not future credit losses The calculatron
includes all amounts paid or received by the Group that are an integral part of the overall return, direct incremental
transaction costs related to the acquisition, issue or disposal of a financial instrument and all other premiums or
discounts

Taxation
Current tax which 1s payable on taxable profits 1s recogrised as an expense In the perod in which the profits arise

Deferred tax Is provided in full, using the lability method, on temporary differences ansing between the tax bases of
assets and habilities and therr carrying amounts in the financial statements Deferred tax 1s determined using tax
rates that have been enacted or announced by the balance sheet date that are expected to apply when the related
deferred tax asset 1s realised or the deferred tax hability 1s settled

Deferred tax assets are recognised where it 1s probable that future taxable profit will be available against which the
temporary diferences can be utlised Deferred tax is provided on temporary differences ansing from investments
in subsidianes and associates and it 1s probable that the difference will not reverse in the foreseeable future
Income tax payable on profits, based on the applicable tax law in each junsdiction, I1s recognised as an expense in
the perod in which those profits anse The tax effects of losses available for carry forward are recognised as an
asset when it Is probable that future taxable profits will be availlable against which these losses can be utilised

Deferred and current tax assets and habiliies are offset when they arise in the same tax reporting group and where
there 1s both a legal nght of offset and the intention {o settle on a net basis or to realise the asset and settle the
hability ssmultaneously

Cash and cash equivalents

Cash and cash equivalents compnse cash in hand and on demand deposits

Recognition of Financial Assets and Liabihities

Under IFRS, if a transferor retains substantially alt the risks and rewards associated with the transferred assets, the
transaction 15 accounted for as a financing transaction, notwithstanding that it 1s a sale transaction from a legal
perspective The Directors of the Company have concluded that C&G ple has retained substantially zll the risks and

rewards of the pool of mortgage loans and as a consequence, the Company does not recognise the mortgage loans
on its balance sheet but rather a deemed loan due from C&G plc

-11-
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The initial amount of the lean due from C&G plc corresponds to the consideration pard by the Company to cbtain
the mortgage loans less the subordinated loan granted by the Qnginator The Company recognises principal and
interest cashflows from the underlying pool of mortgage loans anly to the extent that it 1s entitled to retain such
cashflows Cashflows attnbutable to C&3G plc are not recognised by the Company

The fixed-to-floating interest rate swaps and basts swaps entered into by the Company and C&G plc are not
recogrnised separately as financial derivative instruments, as the amounts payable under the swaps reftect interest
flows from the mortgage loans which are not recognised by the Company for accounting purpose Instead, the
deemed loan to C&G plc 1s recogrised with an effactive interest rate which reflects the amount recerved under the
swap receiving leg

All underlying cashflows are UK based

Impairment of financial assets

At each balance sheet date the Company assesses whether, as a result of one or more events occurring after initial
recognition, there 15 objective evidence that a financial asset or group of financial assets has become impaired
Evidence of mpairrment may include indications that the counterparty 1s expenencing significant financral difficulty,
default or delinquency In interest or principal payments

Dwvidends

Dividends on ordinary shares are recognised in equity in the period in which they are pard

2 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The Company makes assumptions and estimates that affect the reported amounts of assets and liabilities
Estmates and judgments are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the crcumstances The
accounting policies deemed critical to the Company's results and financial position, based upen matenality and
significant judgments and estimates, are discussed below

Effective interest method — expected life assumptions
Fees, costs and interest are accounted for on a level yield basis over the expected life of the loan, to either maturity

or a market-based re-pricing event Management makes assumptions regarding the expected life of the loan, taking
into account expectations of future behaviour

3 INTEREST RECEIVABLE AND SIMILAR INCOME

Perniod from

incorporation

to 11 May

2007

£000

Interest receivable on Deemed loan 283,991

Bank interest receivable 5,378

289,369

-12-
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4. INTEREST PAYABLE AND SIMILAR CHARGES

Period from

incorporation

to 11 May

2007

£'000

Interest payable on Deemed loan 279,978

Interest payable on start up lean 5,895

Amortisation of 1Issue costs 2,947

288,820

5 OPERATING EXPENSES
Penod from
incorporation
to 11 May
2007
£'000
Audit Fees 29

Admirustration charges 506

535

The company has no employees The Directors’ emoluments are paid in the form of a management charge A
management fee for administration services 1s charged by Cheltenham & Gloucester plc

6. TAXATION
Analysis of charge in period

Period from
incorporation
to 11 May
2007

£000

UK corporation tax
Current tax on profits for the period 4
Current year deferred tax

4

The charge for tax on the profit for the period from incorporation to 11 May 2007 1s hased on a UK corporation tax
rate of 30 per cent

-13 -
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Factors affecting tax charge for the penod

Perod from
incorporation
to 11 May
2007
£°000
Tax charge at UK corporation tax rate of 30% 4
Deferred tax tming differences -
Total tax charge 4
7 DEEMED LOAN DUE FROM GROUP UNDERTAKING
As at
11 May
2007
£'000
Deemed loan due from C&G
10,193,966

All unsubordinated
The terms of this loan are aligned to the bonds 1ssued by Arkle Master Issuer ple

Durning the penod, a beneficial interest of £10,193,966,000 1n mortgage assets onginated by C&G plc was acquired
In accordance with the accounting policy set cutin Note 1 This has been accounted for as a deemed loan

8 TRADE AND OTHER RECEIVABLES

As at
11 May
2007
£'000

Due from C&G plc 33,800
Due from related party 450
All unsubordinated 34,250

9. LOAN FROM RELATED COMPANIES

As at
11 May
2007
£000

Loan due to Arkle Master {ssuer plc 10,187,913

Loan due to C&G plc 180,080
10,367,993

The terms of the loan due to Arkle Master Issuer plc are aligned to the bonds 1ssued by Arkle Master Issuer plc

-14 -
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10 TRADE AND OTHER PAYABLES

As at

11 May

2007

£'000

Interest payable on foan from group undertaking 147,676

Other amounts owed to group undertakings 308
Other payables 46

148,030

11 CALLED UP SHARE CAPITAL

2007

£

Authonsed ordinary shares of £1 each 100

Issued and fully paid ordinary shares of £1 each 1

The Company was registered as Arkle Funding (No 1) Limited in England and Wales on 20 September 2006 as a
Imited company, with authorised share capital of £100 compnsing 100 ordinary shares of £1 each One share was
Issued and fully paid up

12 RETAINED PROF!ITS

2007
£'000
Profit for the period from incorporation 10
At 11 May 2007 10

13. RELATED PARTY TRANSACTIONS
A number of transachons are entered into with related parties as part of the Company's normal business

The related parties are Arkle Master Issuer plc, Cheltenham & Gloucester plc and Lioyds TSB Bank plc by wirtue of
their vanous roles and inputs into secuntisation arrangements to which Arkle Funding (No 1) Ltd 1s a party

These transactions include a loan from Arkle Master Issuer, a loan from Cheltenham & Gloucester plc, a banking
relationship with Lloyds TSB Bank plc, a cash management fee of £978,000 payable to Cheltenham & Gloucester
plc and Arkle Master Issuer plc and management expenses borne by the company in respect of Arkle Master Issuer
plc and other associated companies

-15-
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14 FUTURE DEVELOPMENTS

The following pronocuncements wil! be relevant to the Company but were not effective at 11 May 2007 and have not
been apphed in preparing these financial statements

Pronouncement Nature of Change Effective Date
IFRS 7 Financial Instruments Consolidates the current financial Annual periods beginning on
Disclosures Instruments disclosures inte a single cor after 1 January 2007

standard and requires more detailed
qualtative and quantitative disclosures
about exposure to nsks arising from
financial instruments

Amendment to IAS 1 Introduces additional disclosures of Annual penods beginning on
Presentation of Financial the objectives, policies and processes | or after 1 January 2007
Statements — Capital for managing capital, quantitative data

Disclosures about what the entity regards as

capital, and compliance with capital
requirements

16 PARENT COMPANIES

The immediate parent company 18 Arkle Holdings Limited for which Stanhope Gate Trustees Limited holds the
shares In trust for the benefit of certain discretionary objects (which do not include Lioyds TSB Bank or any entity
connected with Lloyds TSB Bank) For accounting purposes, the Company’s ultimate parent and controlling party 1s
Lloyds TSB Group plc The Company's results are included within the consolidated financial statements of Lloyds
TSB Group plec Copies of the group accounts may be obtained from the Company Secretary’s Office, Lloyds TSB
Group ple, 25 Gresham Street, London EC2V 7HN
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Arkle Funding (No 1) Limited
Registered Office
8th Floor
68 King Willam Street
London
EC4N 7DZ

Registered in England No 05941595
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