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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
THE DIRECTORS' REPORT

FOR THE YEAR ENDED 30 NOVEMBER 2009

The directors present their report and the audited financial statements of Excalibur Holdings Limited (the
“Company”) and 1ts subsidianies Excahibur Funding No 1 plc and Excalibur Funding No 1 Options Limited for
the year ended 30 November 2009 The comparatives are for the peniod from incorporation on 2 May 2008 to
30 November 2008

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW
The Company's principal activity 1s that of a special purpose company whose only activity 1s to hold an
investment 1n Excalibur Funding No 1 plc and Excalibur Funding No 1 Options Limuted

The principal activity of the Group duning the peniod was to participate 1n a securnitisation transaction

In accordance with the terms of a Prospectus dated 22 May 2008, Excalibur Funding No 1 plc issued
€2,166,541,000 Class A Notes due Apnil 2054 and €722,181,000 Class B Notes due Apnl 2054, (together the
“Notes™)

Having 1ssued the Notes, Excahbur Funding No | plc applied the proceeds of the issuance primardy for the
purposes of purchasing from Lehman Brothers Financing Ltd ("LBF"), Lehman Commereial Paper Inc , United
Kingdom Branch ("LCPF"), Lehman Brothers Bankhaus AG, London Branch ("LBB"), Lehman Brothers
Internauonal (Europe) ("LBIE"), LB RE Financing No 3 Ltd ("LBRE") and Storm Funding Limuted ("SFL"),
(together the “Sellers™), certain debt instruments, each of which, according to their terms, entitles the holders to
payments of interest and repayments of principal (the "Initial Collateral Debt Obligations™)

The Directors consider that the Sellers have retained substantially all the nisks and rewards of ownership of the
Collateral Debt Obligations and therefore their transfer to Excalibur Funding No 1 plc has been accounted for as
a financing transaction (“a deemed loan™), notwithstanding that it was a sale from a legal perspective

The Initial Collateral Debt Obligattons are made up of Real Estate Senior Loans, Real Estate Mezzamne Loans,
B Notes and CMBS Secunties

In addition to the Notes, Excalibur Funding No 1 plc may at any time 1ssue Additional Notes, provided that,
among other things, the 1ssuance of Additional Notes does not result in a downgrade of the then current rating
ascribed to the Class A Notes then outstanding

In the event that Excalibur Funding Ne 1 plc 1ssues Additional Notes, the proceeds of such issuance will be used
by 1t to purchase further debt instruments (“Additional Collateral Debt Obligations™) simular to the Imtial
Collateral Debt Obligations from the Sellers or from other entities from time to time

In addition to the purchase of Additional Collateral Debt Obhgations, Excahibur Funding No 1 plc may, from
time to tume and subject to certain conditions

(a) sell Collateral Debt Obligations and apply the proceeds of sale to purchase simular assets, and
(b) use principal proceeds to purchase similar assets,

Any such action shall be taken by Excalibur Funding No 1 plc at the direction of the holders of the Class B
Notes (the "Class B Noteholders") in accordance with certain conditions and shall only be taken if such action
does not result 1n a downgrade or withdrawal of the then current rating ascribed to the Notes

The Collateral Debt Obligations were sold to Excalibur Funding No [ plc pursuant to loan sale agreements under
which the Sellers gave vanous representations and warranties about the Collateral Debt Obligations, breach of
which may give Excalibur Funding No 1 plc the right to sell back the affected Collateral Debt Obligation to the
Seller thereof for a price determined 1n accordance with the relevant Loan Sale Agreement



EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
THE DIRECTORS' REPORT (continued)

FOR THE YEAR ENDED 30 NOVEMBER 2009

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW (continued)

The payment of interest on and the repayment of principal of each of the Collateral Debt Obligations 15 funded,
directly or mdirectly, by income generated by certain specafic commercial properties such as office properties,
industrial properties, land development sites, data centres, multi-family properties and retall properties located
a variety of European countries The income generated by these properties typicaltly takes the form of rent paid
by the tenants occupying those properties However, income may also be generated by the sale or refinancing of
those properties All Collateral Debt Obligations are thus related, directly or indirectly, to commercial real estate

Any failure of a commercial property to generate the income expected from 1t, howsoever that failure arises, may
result 1n a failure to pay interest on or repay the principal of the related Collateral Debt Obligation by 1ts
obhgors This, m tum, may result in a failure on the part of Excalibur Funding No 1 plc to pay interest on or
repay the principal of the Notes The ability of Excalibur Funding No 1 plc to pay interest on and repay the
principal of the Notes 1s, therefore, substantially dependant on the performance of the commercial properties
backing the Collateral Debt Obhgations and any investor 1n the Notes may be impacted by vanations in such
performance

The exercise by Excalibur Funding No 1 plc of its nghts 1n relation to certain of the Collateral Debt Obligations
1s undertaken by Hatfield Phillips International Limuted (in 1ts capacity as the "Hatfield Servicer") and the
excrcise by Excalibur Funding No 1 plc of 1ts nights n relation to the remainder of the Collateral Debt
Obligations 1s undertaken by LNR Asset Services Limited (the "LNR Servicet” and, together with the Hatfield
Servicer, the "Servicers”) The Servicers' respective rights and obhigations, which vary according to the nature
of each Collateral Debt Obligation that 1t services, are regulated by a servicing agreement entered nto between
Excalibur Funding No 1 plc and the Servicers though certain actions are to be taken by the relevant Servicer only
upon receipt of directions from the Class B Noteholders

In addition to the functions performed by the Servicers, certain admumistrative functions in respect of the
Collateral Debt Obligations are or have been performed on behalf of Excalibur Funding No 1 plc by Bank of
America Nattonal Association (London Branch) (the "Collateral Administrator) and by Lehman Brothers
International (Europe) (the " Administrative Agent")

The Class B Noteholders have various discretions in relation to selling and purchasing Collateral Debt
Obligations and various rights to direct the Servicers 1n connection with the performance of their duties relating
to Collateral Debt Obhgations The way mn which these discretions and direction nights are exercised may
impact on Excalibur Funding No 1 plc’s ability to pay nterest on and repay the principal of the Notes

Lehman Brothers and certain of its subsidiaries

Lehman Brothers International (Europe) was appointed as the Admumusirative Agent to act as the agent of
Excalibur Funding No | plc 1n relation to the purchase and sales of Collateral Debt Obligations, which take place
at the direction of the Class B Notcholders, and 1 relation to certain other matters On 15 September 2008
Lehman Brothers Internationat (Europe) went mnto Administration

Lehman Brothers Special Financing Inc was appointed as the Hedge Provider to enter into the Interest Rate
Swap Transactions, the Basis Swap Transactions and the Currency Swap Transactions with Excalibur Funding
No 1 plc On 15 September 2008 Lehman Brothers Special Financing Inc filed for bankruptcy under Chapter 11
of the United States Bankruptcy Code

Lehman Brothers Holdings, Inc was appomted as the Hedge Guarantor o act as the guarantor of the obligations
of the Hedge Provider under the Interest Rate Swap Transactions, the Basis Swap Transactions and the Currency
Swap Transacttons On 15 September 2008 Lehman Brothers Holdings Inc filed for bankruptcy under Chapter
11 of the Umted States Bankruptcy Code This constituted an event of default under the terms of the Hedging
Arrangements as a consequence Excalibur Funding No 1 ple has made no further payments under the terms of
the Hedging Arrangements Lehman Brothers Holdings Inc was also downgraded below the required mimimum
rating requirements required by the transaction documentation and was therefore asked to post collateral No
such funds collateral have been received by Excalibur Funding No 1 plc at the date of this report



EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
THE DIRECTORS' REPORT (continued)

FOR THE YEAR ENDED 30 NOVEMBER 2009

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW (continued)

Lehman Brothers and certain of its subsidiaries (continued)

Excalibur Funding No 1 plc has engaged J C Rathbone Associates Limited (“JCRA™) to advise 1t as to 1its
approach m relauon to the defaulted Hedging Transactions JCRA has produced a report which sets out 1is
advice 10 the Excalibur Funding No 1 plc and Excalibur Funding No | plc has delivered a copy of this advice to
Noteholders in order to obtain directions from them [n 1ts report JCRA has advised that Excalibur Funding No 1
plc termmates the Hedging Transactions, makes a liquidated claim agaimnst the Hedge Provider and Hedge
Guarantor 1n respect of such termiated Hedging Transactions, does not replace any of the Hedging Transactuons
at present, approaches the Hedge Provider and Hedge Guarantor with a view to negotiating an agreed settlement
of the hiquidated claim and considers some nsk mitigation against nsing interest rates and further adverse
currency movements

Lehman Commercial Paper Inc , Umted Kingdom Branch was appointed as the Advancing Agent to enter into
the Advancing Agency Agreement with Excalibur Funding No 1 ple under which 1t, subject to certain conditions
and limitations, will make payment to Excalibur Funding No 1 plc of amounts that Excalibur Funding No t plc
15 scheduled to receive but does not receive under the Collateral Debt Obligations Cn 3 October 2008 Lehman
Commercial Paper Inc , filed for bankruptcy under Chapter 11 of the United States Bankruptcy Code

Excalibur Funding No | plc has made all relevant claims agamnst the US Lehman Brothers entities for which a
deadline for filing claims was set by the US Bankruptcy Court and continues to monitor the insolvency
proceedings of the Lehman Brothers entities in other jurisdictions

Excahibur Funding No 1 plc, the Note Trustee, and the Servicer where applicable, have sought to termnate and
find replacements for the roles undertaken by the Lehman Brothers entities which are in Chapter 11 or
Administration proceedmgs This process 1s still continuing at the date of this report On 1 June 2009 the
Company has successfully terminated the role of Lehman Commercial Paper Inc , London Branch as Advancing
Agent but to date has been unable to obtain a replacement In addition, Excalibur Funding No 1 plc has made all
relevant claims against the US Lehman Brothers entities for which a deadline for filing claims was set by the US
Bankruptcy Court and continues to momtor the msolvency proceedings of the Lehman Brothers entities in other
Junsdictions

Results
The Directors have faced severe difficulties in obtaiung information 1n relation to this securitisation transaction
follow:ng the collapse of Lehman Brothers As a result these financial statements have taken a significant time
to prepare and the Directors have had to use best efforts to determine with sufficient reliability the following
matters

. During the year the Directors commissioned a third party professional valuation of the underlying
Collateral Debt Obligatuons within Excalibur Funding No | plc  This has been used to determune the fair
values of the deemed loan to ongmator and the Class A and Class B floating rate loan notes on the date
they were 1ssued As a result the Directors have had to make a number of assumptions when estmating the
mitial fair value of these assets and habihities together with the appropnate effective interest rate to be
applied 1n accounung for these instruments subsequently

. The fair vatues of the deemed loan to the onginator and the Class A and Class B floating rate loan notes at
the end of the financial periods have been estimated based on the third party professional valuation of the
underlying Collateral Debt Obligations obtained by the Directors in the year Due to the number of
vanables involved the fair values disctosed may be sigmficantly different to actual fair value

The results for the year and the Group's financial position at 30 November are shown in the attached financial
statements The loss on ordinary acuvities after taxation for the year was €335,793,791 (Penod ended 30
November 2008 €146,947,495 loss) The loss includes an impairment charge of €361,660,491 (2008
€135,466,673) agamnst the underlying Collateral Debt Obligations




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
THE DIRECTORS' REPORT (continued)

FOR THE YEAR ENDED 30 NOVEMBER 2009

Prior Period Adjustment

The comparative figures for the Group have been restated and reclassified as detailed in note 19 to the financiai
statements These amendments have resulted 1n a €107,207,781 increase in the loss before tax for the perod
before and afler taxation resulung n a total increased equuty deficit of €146,947,494  Total equity and habihities
have decreased by €399,378,374 to €2,388,625,560 The cash position of the Group has remained the same as a
result of these reclassifications

Coverage tests

Under the terms of the Prospectus, certain coverage tests have to be cammed out at each Note interest
determination date Should the coverage tests fail then interest on the Class B notes 1s not paid but rolled up and
carned forward

The results for the coverage tests available to the date of this report are as follows

Class A par value

(overcollateralisation) test date Minimum Actual Spread Result
23 July 2008 110% 131 66% 21 66% Pass
22 October 2008 110% 131 69% 21 69% Pass
23 January 2009 110% 126 52% 16 52% Pass
23 Apnl 2009 110% 124 17% 14 17% Pass
23 July 2009 110% 118 44% 8 44% Pass
22 October 2009 110% 114 68% 4 68% Pass
25 January 2010 110% 108 52% (1 48)%% Fail
23 Apnl 2010 110% 110 91% 091% Pass
23 July 2010 110% 105 57% (4 43)% Fail
22 October 2010 110% 106 66% (3 34)% Fail
25 January 2011 110% 107 84% (2 16)% Fail
Class A Interest coverage test date Minimum Actual Spread Result
23 July 2008 110% 233 88% 123 88% Pass
22 October 2008 110% 45 22% (64 78)% Fail
23 January 2009 110% 70 71% (39 29)% Fail
23 Apnl 2009 110% 104 62% (538)% Fail
23 July 2009 110% 136 84% 26 84% Pass
22 October 2009 110% 84 52% (25 48)% Fail
25 January 2010 110% 252 32% 142 32% Pass
23 Apnl 2010 110% 69 82% {40 18)% Fail
23 July 2010 110% 104 89% G11)% Fail
22 October 2010 110% 95 71% (14 29Y% Fail
25 January 2011 110% 72 95% (37 05)%% Fail

STRATEGY AND FUTURE DEVELOPMENTS

Due to repayments decreasing the principal value of the loans each year, the deemed loan, loan notes, interest
income and interest expense are expecied to decrease 1n future years The rate of decrease 1s dependent on future
redemptions and further advances, 1f any Excalibur Funding No 1 plc’s responsibility to make cash payments
under the terms of the Prospectus 1s imited to the funds available to 1t The Group has no recourse to any other
assets

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES

The Group’s financial instruments, compnse loans, cash and cash equivalents, interest-beanng loan notes and
various receivables and payables that anse directly from its operations The main purpose of the interest bearing
borrowings 1s to finance the acquired Collateral Debt Obligation portfollo The Group has also entered into
derivative transactions The purpose of such transactions 15 to manage the interest rate and currency nisk arising
from the Group’s operations and 1ts sources of finance

The Board reviews and agrees policies for managing risks arising on the Group’s financial instruments and they
are summarised below




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
THE DIRECTORS' REPORT (continued)

FOR THE YEAR ENDED 30 NOVEMBER 2009
FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES (continued)

Interest rate risk and currency risk

Interest rate risk exists where assets and habihities have interest rates set under a different basis or which reset at
different imes Currency nsk exists where assets and Liabilities are denominated 1n more than one currency The
Group uses interest rate swaps and currency swaps to mitigate its exposure to wnterest rate risk

The Hedging Arrangements for currency and interest rate nsk are comprnised of

(a) transactions under which interest payments 1n respect of Collateral Debt Obligations which are paid by
reference to a fixed rate of interest or a weighted average reference raie will be swapped to a floatung
rate of interest (the "Interest Rate Swap Transactions"),

(b) transactions under which mnterest payments 1n respect of Collateral Debt Obligations which are paid by
reference to a particular day-count fraction basis or which pay interest less frequently than quarterly
will be swapped to a rate of interest calculated by reference to the day-count fraction basis applicable to
the Notes or, as apphicable, which 1s paid quarterly (the "Basis Swap Transactions), and

(<) transactions under which payments in respect of Collateral Debt Obligations which are paid n a
currency other than Euro will be swapped into Euro (the "Currency Swap Transactions")

The Hedging Amrangements were provided by Lehman Brothers Special Financing Inc (the "Hedge Provider™)
The obligations of the Hedge Provider under the Hedge Arrangements were being guaranteed by Lehman
Brothers Holdings Inc (the "Hedge Guarantor") The Company entered into Hedging Arrangements on an
"asset by asset" basis, so that Hedging Arrangements n respect of each Collateral Debt Oblhigation that required
hedging were n place The position of the Company with respect to such Hedging Arrangements has been set
out more fully 1n the section entitled “Principal Activities and Business Review™ above

Liquidity risk

Liquidity risk anses where the funds received by the Group are insufficient to meet the debts of the Company as
they fall due for payment on the relevant interest payment dates The availability of funds 1s determined on set
determunation dates under the terms of the securttisation by the cash manager All payments are made 1n
accordance with a pre-defined prienty of payments schedule and the Group 1s structured sc that 1t 15 only hable
to pay amounts fallng due to the extent that 1t has recetved funds The Group has also entered into certain
Liquidity Arrangements

The Liquidity Arrangements are compnsed of a facility provided to Excalibur Funding No 1 ple under an
agreement (the "Advancing Agency Agreement") pursuant to which Lehman Commercial Paper Inc, Umted
Kingdom Branch (the "Advancing Agent") was obliged, subject to certain condttions and certain hmitations, to
make payments to Excalibur Funding No 1 plc in the event that Excalibur Funding No | plc does net recerve
scheduled payments of interest that 1t should have received under the terms of the Collateral Debt Obligations

The Liquidity Arrangements are intended to enable Excalibur Funding No 1 plc to pay interest as required to the
Class A Noteholders and to pay amounts to Excalibur Funding No 1 plc creditors which are payable in prionity
to the Class A Notcholders The amount available to Excalibur Funding No 1 plc under the Advancing Agency
Agreement may be increased, from time to ume, to reflect the acqusiion of Additional Collateral Debt
Obligations and Substitute Collateral Debt Obligations, as well as the 1ssuance of Additional Notes The terms of
the Recoverability Determination 1n the Liquidity Arrangements have meant that the Company has not requested
any payments from the Advancing Agent to date

Due 10 insolvency proceedings of Lehman Commercial Paper Inc Excalibur Funding No 1 ple has been exposed
to the mability of Lehman Commercial Paper Inc to make funds available under the Advancing Agency
Agreement




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
THE DIRECTORS' REPORT (continued)

FOR THE YEAR ENDED 30 NOVEMBER 2009
FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES (continued)

Credit risk

The principal credit nsk to the Group 1s that the borrowers will not be able to meet their obhgations as they fall
due on the loans underlying Collateral Debt Obligations acquired by the Group The amount and tuming of
receipt of the principal and interest mn respect of the Collateral Debt Obligations will depend upon the detailed
terms of the documentation relating to each of them, on whether or not any obligor thereunder defaults 1n 1ts
obligations and the proceeds realised through enforcing security granted by obligors under the Collateral Debt
Obligations Because all Collateral Debt Obligations are serviced out of cash-flow generated by commercial real
estate assets, the performance of the Collateral Debt Obhgations will depend on the cash-flow-generating ability
of those assets

At 30 November 2009 the Collateral Debt Obligation portfolio had an esumated carrymg value of
€1,902,855,553 (2008 €2,299,387.000) including a provision for impairment of €497,127,164 (2008
€135,466,673)

Counterparty Risk

The Hedging Arrangements involve Excalibur Funding No 1 plc entening into contracts with the Hedge Provider
or, as the case may be, the Seller of a Collateral Debt Obligation novating 1n favour of Excalibur Funding No 1
plc 1ts nghts and obligations under a corresponding contract with the Hedge Provider Pursuant to such contracts,
the Hedge Provider will agree to make payments to Excaltbur Funding No 1 plc under certain circumstances
Excalibur Funding No 1 plc was exposed to the credit nsk of the Hedge Provider in respect of any such
payments The obligations of the Hedge Provider were guaranteed by the Hedge Guarantor Accordingly, the
Company was also exposed to the credit nsk of the Hedge Guarantor Given that the Hedge Provider has
defaulted and become unable to perform due to its msolvency, Excahbur Funding No 1 plc has not received
payments 1t would otherwise have been enttled to from the Hedge Prowvider to cover 1ts foreign exchange and
nterest rate exposure The position of the Company with respect to such Hedging Arrangements has been set out
more fully in the section entitled “Principal Actuvities and Business Review” above

The Liquidity Arrangements mnvolved Excahbur Funding No 1 plc entering into contracts with the Advancing
Agent Due 10 insolvency proceedings of the Advancing Agent the Company has been exposed to the inability
on the part of the Advancing Agent to make funds available under the Advancing Agency Agreement, which, in
any event, was subject to the Advancing Agent undertaking a Recoverability Determination

As discussed above, Lehman Brothers Special Financing Inc, Lehman Brothers Holdings Inc and Lehman
Commercial Paper Inc , United Kingdom Branch all filed for bankruptcy under Chapter 11 of the Umted States
Bankruptcy Code on 15 September 2008 and 5 October 2008 respectively The efforts which are continuing at
the date of this report to find replacements for the roles these entities undertook are more fully set out m the
section entitled “Principal Activities and Business Review” above

PRINCIPAL RISKS AND UNCERTAINTIES
The management of the business and the execution of the Group’s strategy are subject to a number of risks The
key financial nsks affecting the Group and its management are set out m note 16 to the financial statements

DIRECTORS
The directors who served the Company during the year were as follows

Mr M H Filer
Mr M McDermott
Wilmuington Trust SP Services (London) Limited




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
THE DIRECTORS' REPORT (continued)
FOR THE YEAR ENDED 30 NOVEMBER 2009

GOING CONCERN
The Group’s principal acuvities, together with the factors likely to affect its future development, performance
and position and 1ts principal nsks and uncertainties are set out above

The financial statements have been prepared on a gomg concern basis as, m the opinton of the directors, the
Group will be able to meet 1ts obligations as they fall due for payment in accordance with the terms of the
securiisation documentation  According to the terms of the loan notes, where there are insufficient funds to
repay the loan notes at maturity in Apnl 2054, the priority of payment schedule detailed in the Prospectus dated
22 May 2008 1s followed Under the terms of this schedule each class of loan notes 1s subordinated to the class
ranking immediately above 1t

The loan notes 1ssued by Excalibur Funding No | plc are full recourse obhgations of Excalibur Funding No 1 ple
and are 1ssued subject to an option of Excalibur Funding No 1 Options Limited, a related party, to acquire the
notes for nominal consideration, the post enforcement call option, should any of the notes remain outstanding
following enforcement of their nghts and realisation of the assets of Excalibur Funding No [ plc  Following the
purchase of such remammng note oblhgatuons by Excalibur Funding No 1 Options Limited, the directors of
Excalibur Funding No 1 plc would rely on Excalibur Funding No 1 Options Limited to support the continued
operations of Excalibur Funding No 1 plc through the cancellation of the loan notes The notes are therefore
viewed as bemng “without recourse” and the Company will only be hable to make any payments to the extent that
it has recerved sufficient funds to enable 1t so to do

While the Class B noteholder has been granted an option which would require Excalibur Funding No 1 plc to
redeem all of the loan notes 1n 1ssue at any payment date after 1ssue under certamn conditions (see note 14) this
cannot occur without the disposal or realisation of the underlying Collateral Debt Obligations

As a consequence, the directors believe that the Group 1s 1n a position to manage 1ts business nsks despite the
current uncertain economic outlook It 1s the intention of the Directors of the Company to continue operations
until such time as the amounts due from the underlying Collateral Debt Obligation portfolio have been fully
realised Since the year end, as described below, the Class A noteholder has sought to enforce the securnty
following an event of default but has not sought to appoint a receiver

After making enquines, the directors have a reasonable expectation that the Group has adequate resources to
continue 1n operational existence for the foreseeable future Accordingly, they continue to adopt the going
concern basis 1n prepanng the financial statements

DIRECTORS’ RESPONSIBILITIES IN RELATION TO TRE FINANCIAL STATEMENTS

The directors are responsible for preparing the Directors’ Report and the financial statements 1n accordance with
applicable laws and regulations Company law requires the directors to prepare financial statements for each
financial year Under that law the directors have elected to prepare financial statements in accordance with
Intermational Financial Reporting Standards (*IFRSs™) as adopted by the European Union

In prepaning the financial statements, the directors are required to

. Present information, including accounting policies, 1n a manner that provides relevant, relable,
comparable and understandable information,
= Provide additional disclosures when compliance with specific requirements of IFRS 1s insufficient to

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

. State the company has complied with IFRS, subject to any matenal departures discussed and explamned 1n
the financial statements

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at
any ume the financial position of the Company and to enable them to ensure that the financial statements comply
with the Companies Act 2006 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 iregulanties

Whilst every effort has been made by the Directors to prepare financial statements that give a true and fair view
following the collapse of Lehman Brothers there have been significant limitations 1n the Directors’ ability to do
this




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
THE DIRECTORS' REPORT (continued)
FOR THE YEAR ENDED 30 NOVEMBER 2009

POST BALANCE SHEET EVENTS

Excalibur Funding No 1 plc has acted upon a direction from the Note Trustee on 15 December 2009, following
an instruction from the Class A noteholder, to take action 10 enforce the Company’s nghts agamnst the Class B
noteholder for 1ts breach of 1ts obligations to fund unfunded amounts, to sustain the required ratings and for the
failure to transfer the Class B note

The Class A notes were downgraded by S&P on 4 November 2010 from BB+ to B-

On the 23 January 2011 the par coverage numerator fell below 100 per cent of the principal amount outstanding
of the Class A Notes 1ssued by Excalibur Funding No 1 ple This constituted an Event of Default under the
terms of the Note 1ssuance by Excalibur Funding No | plc  Excalibur Funding No 1 plc informed noteholders of
the cccurrence of this Event of Default on 31 January 2011

On 4 February 2011 the Class A noteholder, the controlling class of noteholders, by way of written resolution,
1ssued an Acceleration Resolution and nstructed the Trustee in accordance with Condition 10(¢)(1) of the Notes
to give notice to Excalibur Funding No 1 plc that all of the Notes are immediately due and payable following the
Event of Default but that the Trustee should not appoint a recerver or take any other enforcement action under
the Trust Deed or any additional secunty agreement without the nstructions of the controlling class of
noteholders

On 7 February 2011, the Trustee, as directed by an Extraordinary Resolution of the Class A noteholders, gave
notice to Excalibur Funding No 1 plc that both classes of the Notes are immediately due and payable at their
respective redemption prices

On 8 February 2011 the Class A noteholder, the controlling class of noteholders, by way of wniten resolution,
1ssued an Enforcement Resolution and nstructed the Trustee 1n accordance with Condition 10(c)(1n) of the
Notes to enforce the secunty in accordance with the terms of Condition 11 of the Notes, the Trust Deed and any
additional security agreement

On 8 February 2011 the Class A noteholder, the controlling class of noteholders, by way of written resolution,
observed that

(1) Pursuant to Condition 14 (d) of the notes, where there 1s a conflict between the interests of the
different classes of noteholders, the Trustee must give prionty to the interests of the controlling
class and shall act 1n accordance with the directions of such noteholders,

{n) It 1s not 1n the interest of the Class A noteholders that a recerver 1s appointed at this time,

(m) The Class A noteholder 1s prepared to discuss any specific enforcement actions with the Trustee
and n each individual case give instructions as to how the security 1s to be enforced

STATEMENT AS TO DISCLOSURE OF INFORMATION TO AUDITORS
Each of the directors confirms that

. so far as the directors are aware, there 15 no relevant audit information of which the Company’s auditors
are unaware, and

. they have taken all the steps that they ought to have taken as directors 1n order to make themselves aware
of any relevant audit information and to estabhish that the Company's auditors are aware of that
mformation

AUDITORS

A resolution to re-appoint Emst & Young LLP as auditors will be proposed at the Annual General Meeung 1n
accordance with the pantes Act 2006.

e

if of Wilmington Trust SP Services (London) Limited
Director

18 February 2011




INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF EXCALIBUR
FUNDING NO.1 HOLDINGS LIMITED

We have audited the Group and parent company financial statements (the ‘‘financial statements’”) of Excalibur
Funding No | Holdings Limited (the “Company”)} for the year ended 10 November 2009, which comprnise the
Group Statement of Comprehensive Income, the Group and Parent Company Statement of Changes in Equaty,
the Group and Parent Company Statement of Financial Position, the Group and Parent Company Statement of
Cashflows and the related notes These financial statements have been prepared under the accounting pohicies
set out therein

Respective responsibilities of directors and auditors

The directors” responsihlities for prepaning the Annual Report and the financial statements 1n accordance with
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union are
set out 1n the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements in accordance with relevamt legal and regulatory
requirements and International Standards on Auditing (UK and Ireland) This report, including the opinton, has
been prepared for and only for the Company’s members as a body 1n accordance with Chapter 3 of Part 16 of the
Companies Act 2006 and for no other purpose We do not, in giving this opinion, accept of assume
responsibility for any other purpose or to any other person to whom this report 1s shown or imto whose hands 1t
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 fairr view and have been
properly prepared in accordance with the Companies Act 2006 We also report to you whether in our opinion the
mnformation given 1n the Directors' Report 1s consistent with the financial statements

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

We read other information contained n the Annual Report and consider whether 1t 1s consistent with the audited
financial statements The other information comprises only the Directors’ Report We consider the implications
for our report 1If we become aware of any apparent misstatements or material inconsistencies with the financial
statements Our responsibilities do not extend to any other information

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board, except that the scope of our work was hmited as explamed below

An audit includes examination, on a test basis, of evidence relevant {0 the amounts and disclosures in the
financial statements [t also includes an assessment of the significant estimates and judgments made by the
directors m the preparation of the financial statements, and of whether the accounting policies are approprnate to
the company's circumstances, consistently apphed and adequately disclosed

We planned our audit so as to obtamn all the mformation and explanations which we considered necessary 1n
order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free
from matenal misstatement, whether caused by fraud or other irregularity or error

Qualified opinion on the group financial statements arising from linutation in audat scope

With respect to the mitial fair value of the deemed loan to onginator the audit evidence available to us was
limited As described in Note 1, the directors have faced difficulues 1n obtaiming complete information about the
debt mstruments acquired by the company’s subsidiaries as at the date of their acquisition Consequently, the
directors have had to make a number of assumptions when estimating the initial fair value of the deemed loan to
ongmator Any adjustment to the imial fair value of the deemed loan to ongmator would have a consequential
effect on the imtial fair value of the Class A and Class B floating rate loan notes, the effective interest rates
apphed and hence the amount of interest income and interest expense reported and the carrying amounts of those
assets and habilities at subsequent reporting dates
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF EXCALIBUR
FUNDING NO.1 HOLDINGS LIMITED (Continued)

Qualified opinion on the group financial statements ansing from limitation in audit scope (continued)

Except for the financial effects of such adjustments, 1f any, as might have been determuned to be necessary had
we been able to satisfy ourselves as to the 1mutial fair value of the deemed loan to originator, in our cpimon the
group financial statements

e give a true and fair view of the state of the Group’s affairs as at 30 November 2009 and of 1ts loss for

the year then ended,
e have been properly prepared i accordance with IFRSs as adopted by the European Union, and
¢ have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on parent company financial statements

In our opinmion the parent company financial statements
® pgive a true and fair view, in accordance with IFRS’s as adopted by the European Union, of the state of
the parent company’s affairs as at 30 November 2009, and
e have been prepared 1n accordance with the Compames Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opimon the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception
In respect solely of the limitation on our work relating to the imuial fair value of the deemed loan to ongmnator,
described above
¢  we have not obtamed all the information and explanations that we considered necessary for the purpose
of our audit, and
e we were unable to determine whether adequate accounting records had been kept

We have nothing to report in respect of the following matters where the Compames Act 2006 requires us to
report to you if; in our opinion
s retums adequate for our audit have not been received from branches not visited by us,

¢ the financial statements are not in agreement with the accounting records and returns, or
e certain disclosures of directors’ remuneration specified by law are not made

Sos? %~7 L/

Andrew Woosey (Sentor Statutory Auditor)
for and on behalf of Ernst & Young LLP
Statutory Auditor

London

Dated é’ /f«'é 2011




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

GROUP STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 30 NOVEMBER 2009

2 May 2008
1 Dec 2008 to 30 Nov2008
to 30 Nov 2009 (restated)
Note € €
Interest income 3 219,796,782 177,707 485
Interest expense 4 (168.538,105) (156,386,744)
Net interest income 51,258,677 21,320,741
Other income 5 - 15,925
Fair value movements 1in denivative financial mstruments 12 19,591,865 31,977,608
Losses realised on underlymng collateral to loan to onginator (1,974,436) (5,807,868)
Impairment of loan to originator (361,660,491) (135,466,673)
Foreign exchange losses (36,847,782) (57,629,167}
Adminmistrative expenses 6 (6,161,624) (1,354.717)
Loss before tax for the period (335,793,791) (146,944,151)
Taxation 7 - 3.344
Loss for the period 13 (335,793,791)  (146,947.495)
GROUP STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 NOVEMBER 2009
Retained
Share Earnings Total
Capital (restated) (restated)
€ € €
Shares 1ssued 1 - 1
Loss for the pertod as ongmally stated - (39,739.714) (39,739.714)
Balance at 30 November 2008 as onginally stated 1 (39,739,714) (39,739,713)
Restatement to loss for the penod - (107,207.781) (107.207.781)
Balance at 30 November 2008 restated 1 (146,947.495) (146,947.494)
Loss for the year - (335793.791) (335.793.791)
Balance at 30 November 2009 1 {482,741,286) (482,741,285)

The notes on pages 18 to 37 form part of these financial statements
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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

COMPANY STATEMENT OF COMPREHENSIVE INCOME

COMPANY STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 NOVEMBER 2009

Share

Capital

€

Shares 1ssued 1
Loss for the penod -
Balance at 30 November 2008 restated 1
Loss for the year -
Balance at 30 November 2009 1

Retained
Earnings
(restated)
€

(3.343)
(3,343)

43,343)

The notes on pages 18 to 37 form part of these financial statements
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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

GROUP STATEMENT OF FINANCIAL POSITION

AS AT 30 NOVEMBER 2009

Assets

Deemed loan to the onginator
Other assets

Cash and cash equivalents
Denvative financial instruments
Total assets

Equity
Issued capital
Retained earnings

Total equity

Liabilities

Floating rate loan notes
Taxation

Other lhabilities

Total liabilities

Total equity and liabilities

Note

10
11
12

13
13
13
14

15

2009

1,902,855,553
73,065,123
36,261,155
51,569,473

2,063,751,304

1

(482.741.286)
(482,741,285)

2,517,606,425
3,344
28.882.820
2,546.492.589

2,063,751,304

2008
(restated)
€

2,299,387,000
45,781,850
11,479,102
31.977.608

RSN AL A A Y

2,388,625,560

1

(146.947.495)
(146.947.494)

2,509,525,509
3,344
26,044,201
2,535,573,054

2,388,625,560

These financial statements of Excalibur Funding No 1 Holdings Limited, Company Registration 06582771 on
pages 12 to 37 were approved and authonsed for 1ssue by the directors on 18 February 2011 and signed on their

behalf by

Director

The notes on pages 18 to 37 form part of these financial statements

On behalf of Wilmington Trust SP Services (London) Limited
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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

COMPANY STATEMENT OF FINANCIAL POSITION

AS AT 30 NOVEMBER 2009

2009 2008

Note € €
Non-current Assets
Investment 1n subsidianes 8 1
Total non-current assets 1 1
Current Assets
Cash and cash equivalents 11 1 1
Total current assets i | _ 1
Total assets 2 2
Equity
Issued capital 13 1 I
Retained earmings 13 (3.343) (3.343)
Total equity 13 {3.342) (3.342)
Current Liabilities
Taxation 7 3,344 3.344
Total current liabilities 3.344 3,344
Total liabihties 3.344 3344
Total equuty and liabilities —2 -2

These financial statements of Excalibur Holdings Limited, Company Registration 06582771 on pages 12 to 37
were approved and authonsed for 1ssue by the directors on 18 February 2011 and signed on their behalf by

alf of Wilmington Trust SP Services (London) Limited
Director

The notes on pages 18 to 37 form part of these financial statements
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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

GROUP STATEMENT OF CASHFLOWS

FOR THE YEAR ENDED 30 NOVEMBER 2009

Cash flows from operating activities
Loss before tax for the period
Adjustments for

Interest income

Interest expense

Fair value movement in dertvatives

Losses realised on underlying collateral relating to the loan to

Onginator

Impairment of loan to originator

Foreign exchange losses

Increase 1n other payables

Net cash (used in)/generated by operating activities

Cash flows used in investing activities
Deemed loan to the Onginator acquired
Repayment of deemed loan to the Onginator

Proceeds received on disposal of underlying collateral relating

to the deemed loan to the Ongmator
Interest recerved
Net cash generated by/(used in) investing activities

Cash flows from financing activities

Issue of loan notes

Repayment of loan notes

Interest paid

Share capital 1ssued

Net cash (used in)/generated by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at start of the penod
Foreign exchange losses on cash and cash equivalents
Cash and cash equivalents at end of the peniod

Note

11

2 May 2008 to

1 Dec 2008 to 30 Nov2008
30 Nov 2009 (restated)
€ €
(335.793.791) (146,944,151)
(219,796,782) (177,707,485)
168,538,105 156,386,744
(19,591,865) (31,977,608)
1,974,436 5,807,868
361,660,491 135,466,673
34,098,404 58,767,428
1,536,311 467,777
(7.374,691) 267,246
(9,824,083) (3,423,923,943)
99,937,831 91,699,261
- 539,873,510
102,706,240 65.238.619
192.819988 (2.727.112,553)
- 2,801,696,102
(58,124,582)

(101,878,188)

(63,371,694)
1

(160,002,770)  2.738,324.409
25,442,527 11,479,102
11,479,102 .

(660,474) -
36,261,155 11,479,102

All wathdrawals from the Company’s bank accounts are restncted by the detailed prionty of payments set out 1n
the securitisation agreements and as such the cash and cash equivalents are not freely available to be used for

other purposes

The notes on pages 18 to 37 form part of these financtal statements




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED
COMPANY STATEMENT OF CASHFLOWS

FOR THE YEAR ENDED 30 NOVEMBER 2009

1 Dec 2008 to
Note 30 Nov 2009

Cash flows from operating activities
Profit before tax for the period
Adustments for

Provision for impairment of investments
Net cash from operating activities

Cash flows used in investing activities
Investment in subsidianies
Net cash used in investing activities

Cash flows from financing activities
Share capital 1ssued
Net cash from financing activities

Net mmcrease in cash and cash equivalents
Cash and cash equivalents at start of penod
Cash and cash equivalents at end of penod 11

L A A

1 May 2008 to
30 November 2008
€

15,160
15,161

(15.161)
(15.161)

‘._.l._. — |—

The notes on pages 18 to 37 form part of these financial statements
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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 NOVEMBER 2009

1 PRINCIPAL ACCOUNTING POLICIES
Excalibur Funding No 1 Holdings Limited 1s a public hmited company incorporated and domiciled 1n the United
Kingdom with registered number 06582771

In accordance with the terms of the Prospectus dated 22 May 2008, the Group was allowed to 1ssue up to
€2,166,541,000 Class A Notes due Apnil 2054 and €722,181,000 Class B Notes due Apnl 2054

Basis of preparation

These financial statements have been prepared in accordance with International Financial Reporting Standards
(“IFRSs™} and IFRIC interpretations as adopted by the European Umon (EU) and with those parts of the
Companies Act, 2006 applicable to companies reporting under IFRS The financial statements have been
prepared under the listoncal cost convention as modified by the revaluation of all denvative contracts

The Group mainly transacts in euros (“€™), therefore, the euro 1s 1ts functional and presentational currency

The Directors have faced severe difficulties in obtaiming information 1n relation to thus securitisation transactton
following the coliapse of Lehman Brothers As a result these financial statements have taken a sigmficant ime
to prepare and the Directors have had to use best efforts to determie with sufficient reliability the following
matters

. Durnng the year the Dhrectors commussioned a third party professional valuation of the undertying
Collateral Debt Obligations This has been used to determune the fair values of the deemed loan to
ongator and the Class A and Class B floating rate loan notes on the date they were 1ssued As a result
the Directors have had to make a number of assumptions when estimating the imtial fair value of these
assets and liabilities together with the appropnate effective interest rate 1o be apphed 1n accounting for
these instruments subsequently

. The fair values of the deemed loan to the onginator and the Class A and Class B floating rate loan notes
at the end of the financial pertods have been estimated based on the third party professional valuation of
the underlying Collateral Debt Obligations obtained by the Directors 1n the year Due to the number of
vanables mvolved the fair values disclosed may be sigmificantly different to actual fair value

The comparative figures have been restated and reclassified as detailed in note 19 to the financial statements

Basis of preparation - going concern

The Group’s business activities, together with the factors likely to affect 1ts future development, performance
and position and its principal uncertainties are set out in the Directors’ Report In addition, note 16 to the
financial statements includes the Group’s objectives, polictes and processes for managing 1ts capital, its financial
nisk management objectives, details of its financial instruments, and its exposures to credit rsk and hquidity risk

According to the terms of the loan notes, where there are insufficient funds to repay the loan notes at matunty in
Apnl 2054, the prionity of payment schedule detailed in the Prospectus dated 22 May 2008 1s followed Under
the terms of this schedule each class of loan notes 1s subordinated to the class ranking immediately above 1t




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 NOVEMBER 2009
1. PRINCIPAL ACCOUNTING POLICIES (continued)

Basis of preparation - going concern (continued)

The loan notes 1ssued by Excalibur Funding No 1 ple are full recourse obligations of Excalibur Funding No 1 plc
and are 1ssued subject to an option of Excalibur Funding Neo 1 Options Limuted, a related party, to acquire the
notes for nomimal consideration, the post enforcement call option, should any of the notes remain outstanding
following enforcement of their nghts and realisation of the assets of Excalibur Funding No 1 plc  Following the
purchase of such remaiming note obhgations by Excahibur Funding No 1 Options Limted, the directors of
Excalibur Funding No 1 plc would rely on Excalibur Funding No 1 Options Limited to support the continued
operations of Excalibur Funding No 1 plc through the cancellation of the loan notes The notes are therefore
viewed as being “without recourse” and the Company will only be liable to make any payments to the extent that
1t has received sufficient funds to enable it so to do

While the Class B noteholder has been granted an option which would require Excalibur Funding No 1 plc to
redeem all of the loan notes 1n 1ssue at any payment date after 1ssue under certain conditions (see note 14) this
cannot occur without the disposal or realisation of the underlying Collateral Debt Obligations

As a consequence, the directors beheve that the Group 1s 11t a position to manage its business risks despite the
current uncertain economic outlook It 1s the mntenuon of the Directors of the Company to continue operations
unt1l such time as the amounts due from the underlying Collateral Debt Obligation portfolic have been fully
realised Since the year end, as descnibed 1n the Directors Report, the Class A noteholder has sought to enforce
the secunty following an event of default but has not sought to appoint a receiver

After making enquines, the directors have a reasonable expectation that the Group has adequate resources to
continue 1n operational existence for the foreseeable future Accordingly, they continue to adopt the going
concern basis in preparing the financial statements

Consolidation

Subsidianes are all entities over which the Group, directly or indirectly, has power to exercise control over the
financial and operating policies generally accompanying a shareholding of more than one half of the voting
rights The existence and effect of potential voung nghts that are currently exercisable or convertible are
considered when assessing whether the Group controls another entity Subsidianes are fully consohdated from
the date on which control 1s transferred to the Group and are no longer consolidated from the date that control
ceases Inter-company transactions, balances and unrealised gains on transactions between Group companies
are elimnated, unrealised losses are also eliminated unless the transaction provides evidence of impairment of
the asset transferred Accounting policies of subsidiaries have been changed where necessary to ensure
consistency with the policies adopted by the Group A hst of subsidianies of the Group 1s set out tn note 8

International Accounting Standards and International Financial Reporting Standards (IAS/IFRS)
The following standards, amendments and 1nterpretations are effective and have been adopted for the year ended
30 November 2009
Effective for annual
periods beginning on or

after
IAS 1 Presentation of financial Statements (revised) 1 January 2009
IFRS 7 Improving Disclosure about Financial Instruments {amendment) 1 January 2009
IAS 23 Borrowing Costs (revised) 1 January 2009




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 NOVEMBER 2009
2.  PRINCIPAL ACCOUNTING POLICIES (continued)

International Accounting Standards and International Financial Reporting Standards (IAS/IFRS)
(continued)

The following standards, amendments and interpretations are effective but not relevant for the Group for the year
ended 30 November 2009
Effective for annual
periods beginning on or

after
IFRS 8 Operating Segments 1 January 2009
IAS 32 Financial Instruments Presentation (amendment) 1 January 2009
IAS 1 Presentatton of Financial Statements Puttable Financial 1 January 2009
Instruments and Obhgations Ansing on Liquidation (amendment)
IFRS 2 Share-based Payments (amendment) 1 January 2009
IFRIC 13 Customer Loyalty Programmes 1 July 2008
IFRIC 14 IAS 19 — Limit on defined benefit asset, mimmum funding 1 January 2009
requirements and their interaction
IFRIC 16 Hedge of a Net Investment in Foreign Operation 1 October 2008

The following standards, amendments and interpretations are not effective and have not been adopted by the

Group for the year ended 30 November 2009
Effective for annual
perods beginning on or

after
IAS 27 Consolidated and Separate Financial Statements (revised) 1 July 2009
IAS 39 Financial Instruments Recogmition and Measurement Ehgible 1 July 2009

Hedged Items (amendment)

IFRS 1 First Time Adoption of IFRSs (amendment) 1 July 2009
IFRS 3 Business Combinations {revised) 1 July 2009
IFRIC 12 Service Concession Arrangements 30 March 2009
IFRIC 16 Hedges of a Net Investment in a Foreign Operation 1 July 2009
IFRIC 17 Dhastnibution of Non-Cash to Owners 1 July 2009
IFRIC 18 Transfer of Assets from Customers 1 July 2009
IFRS 2 Group Cash Settled Share Based Payment Transactions 1 January 2010
IFRS $ Financial Instruments part 1 Classification and Measurement 1 January 2013

A summary of the more important accounting pohicies which have been used for the preparation of these
financial statements 1s set out below

Other income
Other income 1s accounted for on an accruals basis

Taxation

Income tax on the profit or loss for the year compnses current and deferred tax Income tax ts recogmsed in the
statement of comprehensive income except to the extent that 1t relates to 1tems recognised directly in equity, in
which case 1t 1s recogmsed 1n equity

Deferred tax 1s provided using the balance sheet hability method, providing for temporary differences between
the carrying amounts of assets and habilities for financial reporting purposes and the amounts used for taxaton
purposes The amount of deferred tax provided 1s based on the expected manner of realisation or settlement of
the carrying amount of assets and liabihties, using tax rates enacted or substantially enacted at the financial
reporting date
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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 NOVEMBER 2009

1. PRINCIPAL ACCOUNTING POLICIES (continued)

Deferred consideration

Deferred consideration 1s included within interest expense Deferred consideration 1s payable to the Onginator
dependent on the extent to which the surplus income, 1n excess of the agreed margin, generated by the portfohio
of loans 1n which the Group has purchased an interest, exceeds the administration costs of the portfolio of loans

Interest income and interest expense

Interest income and expense for all interest-beanng financial instruments are recogmsed within ‘interest income’
and ‘interest expense’ 1n the income statement using the effective interest method The effective interest method
15 a method of calculating the amortised cost of a financial asset or a financial hability and of atlocating the
interest mcome or interest expense over the relevant peniod The effective interest rate 15 the rate that exactly
discounts estimated future cash payments or receipts through the expected hife of the financial mstrument or,
when appropnate, a shorter period to the net carrying amount of the financial asset or financial hability When
calculating the effective interest rate, the Group estimates cash flows considering all contractual terms of the
financial instrument (for example, prepayment options) but does not consider future credit losses The
calculation includes, all fees and comrmussions paid or received between parties to the contract that are an
integral part of the effective interest rate, transaction costs and all other premsums or discounts

Foreign currencies

Assets and liabihties in foreign currenctes are translated into Euros at the rates of exchange ruling at the
underlying swap rate or at the year end rate, where no swap 1s n place, at the balance sheet date Foreign
exchange gains and losses resulting from the settlement of such transactions and from the translation at peniod-
end exchange rates of monetary assets and liabilities denominated 1n foreign currencies are recogmsed in the
Income statement

Value added tax
Value added tax 1s not recoverable by the Company and 1s included with 1ts related cost

Finaneial instruments

The Company’s financial instruments comprnise collateral loans, cash and hiquid resources, interest-beanng loan
notes and vanous recervables and payables that anse directly from 1ts operatons The main purpose of these
financial instruments 1s 1o finance the beneficial interest in a collateral portfolio These financial instruments are
classified 1n accordance with the principles of IAS 39 Financtal Instruments Recogmition and Measurement as
described below

Deemed loan to the Originator

Under IAS 39 Financial mstruments Recogmition and Measurement, 1f a transferor retains substantally all the
risks and rewards associated with the transferred assets, the transaction 1s accounted for as a financing
transaction, notwithstanding that 1t 1s a sale transaction from a legal perspective The directors of the Company
have concluded that the Ongmnator has retaned substantially all the nsks and rewards of the secunitised
Collateral Debt Oblhigations and as a consequence, the Group does not recognise the Collateral Debt Obligations
on 1ts balance sheet but rather a deemed loan to the Oniginator

The deemed loan to the Orniginator imtially represents the consideration paid by the Group in respect of the
acquisition of an interest in the secunused Cotllateral Debt Oblhigations and 15 subsequently adjusted due to
repayments made by the Onginator to the Group The deemed loan to the Onginator 15 camed at amortised cost
using the effective interest method, less provision for impairment

Deferred consideration payable to the Onginator, representing the excess of the Company’s collections regarding
the Collateral Debt Obligations above the Group’s payments as determined by the Prospectus, 1s also netted off
against the deemed loan since 1t 1s due to and from the same counterparty

The Group regularly reviews the underlying collateral in relation to the deemed loan to the Onginator to assess
for impairment
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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 NOVEMBER 2009
1. PRINCIPAL ACCOUNTING POLICIES (continued)

Investments
The mvestments 1n subsicdharies are stated in the Statement of Financial Position at cost, less any provision for
impairment

Cash and cash equivalents

For the purposes of the Statement of Cashflows, cash and cash equivalents compnise balances with less than
3 months matunty from the date of acquisition All withdrawals from Excalibur Funding No 1 plc bank accounts
are restricted by the detailed prionty of payments set out in the offening circular and as such the cash and cash
equivalents are not freely available to be used for any other purposes

Floating rate loan notes
Floating rate loan notes compnised the Notes 1ssued by the Group through the Prospectus dated 22 May 2008
The Notes were mitially recogmsed at the fair value and are subsequently stated at amortised cost using the
effective interest method

In the event that impairment losses exceed the credit enhancement provided by the Onginator, 1t 1s possible that
some loss may be bome by the Noteholders

Derivatives

The Group used denivative financial instruments to hedge 1ts exposure to interest rate and currency nisk ansing
from operational, financial and investment activities The Group does not hold or 1ssue denvative financial
instruments for trading purposes

International Accounting Standards require all derivative financial instruments to be recogrised mtially at fair
value 1n the Statement of Financial Position  Subsequent to mitial recognitton, dertvative are remeasured to fair
value Where the value of the derivative 1s positive, it 1s carried as a derivative asset and where negative, as a
denivative iability The gain of loss on remeasurement to fair value 1s recognised immediately 1n the Statement
of Comprehensive Income The fair value of the interest rate swaps, caps and currency swaps 1s the estimated
amount that the Group would receive or pay to terminate the swap at the balance sheet date

2 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Certain estimates 1n the financial statements are based wholly or in part on estimates or assumptions made by the
directors  There 1s, therefore, a potential risk that they may be subject to change n future periods The most
sigmficant of these are as foltows

Impairment losses on loan to originator

The recoverability of the lean to ongnator 1s dependent on the collections from underlying Collateral Debt
Obligations The Collateral Debt Obligations are considered impaired when 1t 1s probable that the Group will be
unable to coilect all amounts due according to the contractual terms of the agreements The key assumptions for
recoverability relate to estimates of the probability of any account going nto default, cash flows from the
Collateral Debt Obligations, their iming and expected proceeds from their sale These key assumptions are
based on observed data from histonical patterns and are updated regularly as new data becomes available

In addition, the directors consider how appropnate past trends and patterns could impact the current economic
climate and may make any adjustments they believe are necessary to reflect the current economic and market
conditions

The accuracy of impamrment calculations would therefore be affected by unexpected changes to the econormmc
situation, vanances between the models used and the actual results, or assumptions which differ from the actual
outcomes
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EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 NOVEMBER 2009

Effective interest rates

The effective interest rate method calculates the amortised cost of a financial asset or financial hability (or a
group of financial assets or habilines) and allocates the mnterest income or mnterest expense over the expected life
of the asset or habihity The effective interest rate is the rate that exactly discounts estimated future cashflows to
the relevant instrument's initial carrymg amount  All contractual terms of a financial instrument are considered
when estimating future cash flows

In order to determine the effective interest rate applicable to loans an estimate must be made of the expected hfe
of the Collateral Debt Obligations and hence the cash flows relating to them These estimates are based on
historical data from histonical patterns and are updated regularly The accuracy of the effective interest rate
would therefore be affected by any differences between the actual borrower behaviour and that predicted

Fair values

A majority of the fair values of the Group's financial instruments are not quoted 1n active markets and are armnved
at using valuation techniques Duning the year a third party was used to estimate the fair value of the underlying
Collateral Debt Obligations at the date of acquisitiont and also at 30 November 2008 Estimated fair values were
also obtained for the denvatives at inception and also at each pernod end These valuations have then been used
to denve fair values at 30 November 2009 The fair values derived and disclosed 1n the financial statements may
vary sigmficantly from actual value due to the assumpuions and estimates involved

3 INTEREST INCOME

Interest income represents the interest income on the deemed loan to the Onginator together with interest on

bank deposits, as analysed below

Group
Group 2 May 2008 10
1 Dec 2008 to 30 Nov 2008
30 Nov 2009 (Restated)
Interest income on deemed loan to the QOriginator € €
Interest income on loans 219,602,537 173,153,060
Net swap 1nterest receivable 39,942 3,849,247
Bank nterest income 154,303 705,178
219,796,782 177,707,485
The analysis of interest income by geographic location 1s set out below
Geographic [ocation
Europe 219,796,782 177,707,485
4. INTEREST EXPENSE
Group Group
1 Dec 2008 to 2 May 2008 to
30 Nov 2009 30 Nov 2008
€ €
Interest payable on loan notes 168,538,108 156,386,744
5. OTHER INCOME
Group Group
1 Dec 2008 to 2 May 2008 10
30 Nov 2009 30 Nov 2008
€ €
Other income - 15925
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6. ADMINISTRATIVE EXPENSES

Auditors’ remuneranon — audit of the statutory financial
statements of the Company

Auditors’ remuneration - tax services
Accountancy fees

Servicing fees

Servicer legal and professional fees
Trustee fees

Trustee legal and professional fees
Agent feces

Corporate service fees

Filing fees, statutory returns and couriers
Rating agency fees

Valuation fees

Issuer legal and other professional fees

Apart from the directors, the Group has no employees and, other than the fees pard to Wilmington Trust SP
Services (London) Limited as set out 1n note 18, the directors received no remuneration during the current year

or the pnor penod
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Group

1 Dec 2008 to
30 Nov 2009
€

174,720
11,399
36,397

2,005,312

1,195,552

458,303
375,753
219,281
22,672
243

963,294

698,198

6,161,624

Group

2 May 2008 to
30 Nov 2008
(restated)

€

142,492
11,399
21,374

658,622

208,393

102,782
12,835
813
8,133

187.874
=L334,717
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 NOVEMBER 2009
7.  TAXATION

{a) Analysis of charge in the year/period
Group
1 Dec 2008 to
30 Nov 2009
Current tax: €
Corporation tax charge for the year/period -
Total income tax charge in the income statement —_—

(b) Reconciliation of effective tax rate

Group

2 May 2008 to
30 Nov 2008
€

3.344

3344

The tax assessed on the loss on ordmary activities for the year/period 15 equal to the small companies’ rate of

corporation tax n the UK of 21%

Group

1 Dec 2008 to

30 Nov 2009

Loss before tax (335,793,791}
Profit before tax multiplied by the standard rate of

corporation tax in the UK of 21% (70,516,696)

Losses not recognised for tax purposes 70,516,696

Disallowable expenditure for tax purposes -
Total income tax charge ——

Group

2 May 2048 to
30 Nov 2008
(restated)

€

(146,944,151)

(30,858,272)
30,858,272
3,344

- 3344

As at 30 November 2009, there are no tax-related contingent assets or contingent habilities 1n accordance with
International Accounting Standard No 37 ‘Provisions, Contingent Liabilhities and Contingent Assets” (IAS37)

There 15 a deferred tax asset ansing on losses 1n the penod of €101,374,968 (2008 restated €30,858,272) Ths
has not been recogmsed due to uncertainty around the future profitability of the entity against which to utilise the

losses

8. INVESTMENTS

Company
Non-current assets 2009
Investments 1n subsidiaries at cost £
At start of the pertod 15,161
Addiuons 1n the period -
At 30 November 15,161
Provision for impairment (15,160}
At 30 November S |
Subsidianes of the Company as at 30 November 2009 and 2008
Name of company Country of Details of investments &
registration proportion held by company
Excalibur Funding No | Plc England and 100% of ordinary shares
Wales
Excalibur Funding No | England and 100% of ordinary shares
Options Limuted Wales
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Company
2008
£

15,161

15,161

{15.160)

—_1

Nature of business

Secuntisation of Collateral
Debt Obligations

Secuntisation Option
Company
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9.  DEEMED LOAN TO THE ORIGINATOR

Group

Group 2008

2009 (restated)

€ €

At start of the pertod 2,434,853,673 -
Additions 10,671,974 3,064,314.724
Repayments (99,937,831) (91,699,261)
Disposals (1,974,436) (545,681,378)
FX movements (48,003,737) (55,463,711)
Amortised cost adjustment 104,373,074 63.383.299
At 30 November 2.399.982.717 2,434 853 673
Provision for impairment at start of period (135,460,673) -
Impairment charge for the period {361,660,491) (135.466,673)
Provision for impairment at end of period (497.127.164) (135.,466,673)
Net book value 1,902,855,553 2,299,387,000

Deemed loan to the Ongtnator refers to the beneficial interest in the Collateral Debt Obligations portfoho
imtially acquired from lLehman Brothers Financing Itd, Lehman Commercial Paper Inc, United Kingdom
Branch, Lehman Brothers Bankhaus AG, London Branch, Lehman Brothers International (Europe), LB RE
Financing No 3 Ltd and Storm Funding Limited, each of which, according to their terms, entitles the holders to
payments of mterest and repayments of principal

The credit quality of the Collateral Debt Obhgations underlying the deemed loan to the Onginator 13 summarised

as follows

Group
Group 2008
2009 {restated)
€ €
In special servicing 379,100,652 -
On servicer watchlist 550,477,962 413,295,439
Performing 1,577,302,632 2,317.784.154
2,506,881,246 2,731,079,593

Adjustment to the expected cash flows ansing from the
impairment of the underlying collateral debt obligations (604.025.693) (431.692,593)
1,902,855,553 2,299,387,000

10. OTHER ASSETS

Group
Group 2008
2009 {restated)
€ €
Accrued interest receivable 13,065,123 45,781,850
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11. CASH AND CASH EQUIVALENTS

All withdrawals from Excalibur Funding No | plc bank accounts are restricted by the detailed prnonty of

payments set out in the secuntisation agreements At 30 November 2009 these amounted to €36,261,152 (2008
€11,479,099)

Group Group Company Company

2009 2008 2009 2008

€ € € €

Bank deposit accounts 36,145,365 - - -
Cash and bank current accounts 115,790 11,479,102 1 1
36,261,155 114791 1 1

12, DERIVATIVE FINANCIAL INSTRUMENTS

Dernvative financial istruments are imtially accounted and measured at fair value on the date they are entered
into and subsequently measured at fair value The gam or loss on re-measurement 1s taken to the mcome
statement Such fair values are subject to a number of vanables and the actual value may vary significantly as
market conditions fluctuate

13. TOTAL EQUITY

Reconcihiation of movement 1n capital and reserves

Retained
Share earnings Total
capital (restated) (restated)
Group; € € €

- 1
(39.739.714) {39.739.714)
(39,739,714) (39,739,713)

(107,207,781) (107,207,781)

(146,947 ,495) (146,947.494)

(335,793.791) (335.793,791)

Issued capital

Loss for the penod as onginally stated

Balance at 30 November 2008 as ongmnally stated
Restatement to loss for the period

Balance at 30 November 2008 restated

Loss for the year

e T P

Balance at 30 November 2009 1 (482,741,286) (482,741,285)
Retained

Share earnings Total

capital (restated) (restated)

Company: € € €
Issued capital 1 - 1
Loss for the period as ongmally stated - (3,343) (3.343)
Balance at 30 November 2008 as onginally stated 1 (3,343) (3,342)
Loss for the year - - -
Balance at 30 November 2009 1 £3,.343) [(3,342)

There are 1,000 authorised ordinary shares of £1 each The 1ssued share capital consists of 1 fully paid ordinary
share The 1ssued share caputal 1s reflected 1n the financial statements as €1 (£1)
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14. LIABILITIES

Group

Group 2008

2009 (restated)

€ €

Class A floating rate loan notes 2,101,678,990 2,166,541,000
Class B floating rate loan notes 415,927.435 342 684,509
2.517,606,425 2,500,525,509

Interest on the Notes 1s payable quarterly in arrears on 28 January, 28 Apnl, 28 July and 28 October 1n each year,
adjusted for non-Business Days, commencing on 28 July 2008 Interest on the Notes 1s calculated based on three
month EURIBOR plus a2 margin of 2% per annum for the Class A Notes and 0 40% per annum for the Class B
Notes

A failure by Excalibur Funding No 1 plc to pay interest due on the Class A Notes on any payment date will
result in the occurrence of an event of default of the Notes This will result in the Notes becomng enforceable,
in accordance with the conditions attached to the 1ssue of the Notes as set out n the Prospectus However, a
failure by Excalibur Funding No 1 plc to pay interest on the Class B Notes wall not result in the occurrence of an
event of default of the Notes Interest on the Class B Notes 1s not paid under certain conditions

The Floating Rate Notes are due to be repaid by Apnl 2054 and are secured over a portfolio of collateral secured
by first charges over commercial real estate The repayment of the loan notes are dependent on the receipt in full
of the payments from the collateral real estate loans purchased

Subject to certain conditions, the Floatng Rate Notes are subject to early redemption only at the option of the
Class B Noteholders Under the terms of thus option, the Notes shall be redeemed by Excalibur Funding No |
plc, m whole but not 1n part, from the proceeds of liquidation or realisation of the underlying Collateral Debt
Obligations on any payment date at the request 1n writing of the holders representing at least 66 2/3 per cent of
the principal amount outstanding of the Class B Notes The Class B Notes cannot be optionalty redeemed
unless, not less than seven and not more than fifteen business days before the scheduled redemption date,
Excalibur Funding No 1 plc, based on the certification by Lehman Brothers Intemational (Europe) as
Admuinstrative Agent, has certified to the Trustee that the expected net proceeds from either

1) The entry mto a binding agreement with a financial mnstitution, or
11) The hquidation of the collateral to be received 1n before the redemption date

will equal or exceed the applicable redemption threshold test as defined in the underlying securnitisation
transaction documentation

The Trustee (as agent for the noteholders) and Excalibur Funding No 1 Options Limted, a sister company of
Excalibur Funding No 1 plc, have entered into a post-enforcement call option agreement which will require,
upon exercise of the option granted to Excalibur Funding No I Options Limited by the Trustee, the transfer to
Excalibur Funding No 1 Options Limited of all (but not part) of the Notes The Post-Enforcement Call Option
may be exercised by the Excalibur Funding No 1 Options Limtted on the date following the enforcement by the
Trustee of the Issuer Secunty on which the Trustee determines that there are no further assets available to pay
amounts due and owing to the Noteholders Noteholders will be bound by the terms of the Post-Enforcement
Call Option granted to Excalibur Funding No 1 Options Limited and the Noteholders will not be paid more than
a nominal amount for that transfer
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15. OTHER LIABILITIES

Group Group

2009 2008

€ €

Interest payable 26,030,841 25,576,424
Other creditors 847,891 -
Accruals and deferred income 2,004,088 467,777
28,882,820 26,044,201

16. PRINCIPAL RISKS AND UNCERTAINTIES

The Group’s financial nstruments compnise a loan to the onginator, cash and liqud resources, denvatives,
mterest-bearing borrowings and vanous receivables and payables that anse directly from its operations The
main nisk ansing from the Group’s financial 1nstruments are interest rate nisk, liquidity nisk, credit nsk and
currency risk The Board reviews and agrees policies for managing each of these nsks and they are summarised
below

Interest rate risk and currency risk

Interest rate nsk exists where assets and liabilities have interest rates set under a different basis or which reset at
different umes Currency nisk exists where assets and habihities are denominated in more than one currency The
Group uses nterest rate swaps and currency swaps to mitigate its exposure to nterest rate nsk

The Hedging Arrangements for currency and interest rate nisk are comprised of

(a) ransactions under which interest payments mn respect of Collateral Debt Obligations which are paid by
reference to a fixed rate of nterest or a weighted average reference rate will be swapped to a floating
rate of interest (the "Interest Rate Swap Transactions”),

(b} transactions under which interest payments n respect of Collateral Debt Obligations which are paid by
reference 10 a particular day-count fraction basis or which pay :nterest less frequently than quarterly
will be swapped 1o a rate of interest calculated by reference to the day-count fraction basis applicable to
the Notes or, as apphicable, which 1s paid quarterly (the "Basis Swap Transactions}, and

{c) transactions under which payments i respect of Collateral Debt Obligations which are paid n a
currency other than Euro will be swapped into Euro (the "Currency Swap Transactions")

The Hedging Arrangements were provided by Lehman Brothers Special Financing Inc (the "Hedge Provider”)
The obligations of the Hedge Provader under the Hedge Arrangements were guaranteed by Lehman Brothers
Holdings Inc (the "Hedge Guarantor") Excalibur Funding No 1 plc entered into Hedging Arrangements on an
"asset by asset” basis, so that Hedging Arrangements 1n respect of each Collateral Debt Obligation that required
hedging were 1n place

Interest rate and foreign exchange sensitivity

The sensitivity of the Group to interest rate and foreign exchange rate fluctuations, and the resulting changes n
net assets attnbutable to equity shareholders, 1s limited as Excalibur Funding No 1 plc only retains 0 01% of
available revenue receipts from 1ts interest 1n the loans portfolio with the resulting fluctuations being taken up by
the deferred purchase consideration

The following interest rate sensitivity analysis has been determuned based on the Group’s exposure to interest
rates for interest bearing assets and liabihties at the balance sheet date and has been based on management’s
assessment of the possible changes in interest rates If interest rates had been 25 basis points ligher or lower,
and all other vanables held constant, the net loss and the net assets attributable to equuty shareholders for the
year ended 30 November 2009 would have been €5,312,479 (penod ended 30 November 2008 €6,400,294)
higher or lower respectively
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16. PRINCIPAL RISKS AND UNCERTAINTIES (continued)

Interest rate and foreign exchange sensitivity (continued)

The following foreign exchange rate sensitivity analysis has been determined based on the Company's exposure
to foreign exchange rates for assets and habilities 1n currencies other than Euro at the balance sheet date and has
been based on management’s assessment of the possible changes 1n foreign exchange rates

If foreign exchange rates had vaned been 5% higher or lower, and all other vanables held constant, net assets
attributable to equity shareholders for the year ended 30 November 2009 would have been €1,842,389 (penod
ended 30 November 2008 €2,854,101) higher or lower respectively

Interest rate risk

All of the Group's financial habihties are floating rate and carry interest rates based on the relevant three-month

EURIBOR rate

Interest rate re-pricing analysis

The following table details the Group’s exposure to interest rate risk by the earlier of contractual maturities or re-

pricing
1to3 Fixed Non interest
Total months rate bearing
2009 € € € €
Assets
Deemed loan to the onginator 1,902,855,553 1,142,040,031 760,815,522 -
Other assets 73,065,123 - - 73,065,123
Cash and cash equivalents 36,261,155 36,261,155 - -
Denvative financial mstruments 51,569,473 - - 51,569,473
Total assets 2,063,751,304 L178301,186  760,815522 124,634,596
Liabilities
Floating rate loan notes 2,517,606,425 2,517,606,425 - -
Taxation 3,344 - - 3,344
Other liabilities 28,882 820 - - 28.882.820
Total liabilities 2,346,492,589  2,517,606,425 - 28,886,164
lto3 Fixed Non interest
Total months rate bearing
2008 (restated) € € € €
Assets
Deemed loan to the onginator 2,299,387,000 1,212,182,434 1,087,204,566 -
Other assets 45,781,850 - - 45,781,850
Cash and cash equivalents 11,479,102 11,479,102 - -
Denvatve financial instruments 31,977,608 - - 31,977,608
Total assets 2.3 25,560 1,223,661,536 1 2045 17,759,458
Liabilities
Floating rate loan notes 2,509,525,509 2,509,525,509 - -
Taxation 3,344 - - 3,344
Other habiliues 26.044.201 - - 26,044,201
Total habilities 2,535,573.054 2 525,500 - 26,047,545
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16. PRINCIPAL RISKS AND UNCERTAINTIES (continued)

Foreign exchange exposure

The Group’s total net exposure n foreign currency using exchange rates at 30 November was approximately

2009 Total Euro Sterhing SEK
Assets € € € €
Deemed loan to the onginator 1,902,855,553 1,599,842,882 157,905,515 145,107,156
Other assets 73,065,123 68,602,157 2,886,982 1,575,984
Cash and cash equivalents 36,261,155 27,339,554 8,921,601 -
Denvative financial mstruments 51,569,473 3.889.901 25,193,780 22,485,792
Total assets 2063751304 L1699,674494 194907878 169,168,932
Liabilities

Floating rate loan notes 2,517,606,425 2,517,606,425 - -
Taxation 3,344 - 3,344 -
Other habilities 28.882.820 27,598,036 1.284.784 -
Total liabihties 2546492589 2545204461 _L28R128 -
2008 (restated) Total Euro Sterling SEK
Assets € € € €
Deemed loan to the oniginator 2,299.387,000 1,859,742,889 185,264,364 254,379,747
Other assets 45,781,850 33,845,888 3,874,040 8,061,922
Cash and cash equivalents 11,479,102 2,459,113 9,019,840 149
Denvative financial instruments 31,977,608 7.314.609 11,971.428 12.691.571
Total assets 2,388,625,560 1,903,362,499 210,129,672 275,133,389
Liabilities

Floating rate loan notes 2,509,525,509 2,509,525,509 - -
Taxation 3,344 - 3,344 -
Other habilities 26.044 201 25,868,935 175.266 -
Total liabilities 2,535,573,054 2,535,394,444 178,610 -

Credit risk

The principal credit risk to the Group 1s that the borrowers will not be able to meet their obliganons as they fall
due on the loans underlying Collateral Debt Obligations acquired by Excalibur Funding No 1 plc  The amount
and hming of receipt of the principal and interest in respect of the Collateral Debt Obligations will depend upon
the detailed terms of the documentation relating to each of them, on whether or not any obligor thereunder
defaults 1n 1ts obligations and the proceeds realised through enforcing secunty granted by obligors under the
Collateral Debt Obligations Because all Collateral Debt Obligations are serviced out of cash-flow generated by
commercial real estate assets, the performance of the Collateral Debt Obligations will depend on the cash-flow-
generating ability of those assets

The maximum exposure to credit nisk 1s considered to be the carrying amount of the relevant financial assets
as detailed below

2009 2008

€ €

Deemed loan to the onginator 1,902,855,553 2,299.387.000
Other assets 73,065,123 45,781,850
Cash and cash equivalents 36,261,155 11,479,102
Denvative financial instruments 51,569.473 31.977.608

Maximum credit nsk exposure 2,063,751,304 2,388,625,560

Refer also to note 9 for information on the credit quality of the Collateral Debt Obligations
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Liquidity risk

Liquidity nisk anses where the funds received by the Group are insufficient to meet the debts of the Group as
they fall due for payment on the relevant inierest payment dates The availability of funds 1s determined on set
determination dates under the terms of the secunitisation by the cash manager All payments are made in
accordance with a pre-defined prionty of payments schedule and Excalibur Funding No 1 plc 1s structured so
that 1t 1s only lable to pay amounts falling due to the extent that it has received funds Excalibur Funding No 1
plc has also entered into certain Liquidity Arrangements

The Liquidity Arrangements are comprised of a facility provided to Excalibur Funding No | plc under an
agreement (the "Advancing Agency Agreement") pursuant to which Lehman Commercial Paper Inc, Umted
Kingdom Branch (the "Advancing Agent") will, subject to certain conditions and certain limitations, make
payments 10 Excalibur Funding Nol plc mn the event that Excalibur Funding No 1 plc does not receive
scheduled payments of interest that 1t should have received under the terms of the Collateral Debt Obligations
The Liquidity Arrangements are intended to enable Excalibur Funding No 1 plc to pay interest as required to the
Class A Noteholders and to pay amounts to Excalibur Funding No | ple’s creditors which are payable 1in prionty
to the Class A Notcholders The amount available to Excalibur Funding No | plc under the Advancing Agency
Agreement will be increased, from time to ume, to reflect the acqusition of Additional Collateral Debt
Obligations and Substitute Collateral Debt Obligations, as well as the 1ssuance of Additional Notes

The following table details the Group’s liquudity analysis for its financial habihities at 30 November
The actual cashflows will vary from the amounts disclosed due to the unpredictable nature of the principal
coltections which are used to repay the principal on the floating rate notes on a quarterly basis and changes in

EURIBOR values 3 month Euribor at 30 November 2009 was 0 791% (2008 3 853%)

The table has been drawn up based on the expected undiscounted gross cash flows on the cash flows that settle
on a gross basis

In more than
1 year but not

1to3 3to12 more than 5 In more than
Group: 2009 Total months months years 5 years
Financial liabilities € € € € €
Floating rate loan notes 2,743,571,519 - - - 2,743,571,519
Interest payable 2.904.817.925 16.516.357 48,960,321 261,240,837 2,578.100.410
Total 5,648,389.444 16,516,357 48,960,321 261,240,837 5,321,671,929
In more than
1 year but not
1to3 3to12 more than 5 In more than
Group: 2008 Total months months years 5 years
Financial habilities € € € € €
Floatng rate loan notes 2.,801,696,102 - - - 2,801,696,102
Interest payable 7.109.445.756 46,935,041 117.074.713 780,640,515 6.164.795.487
Total 9,911,141,858 46,935,041 117,074,713 780,640,515 8,966,491,589

Capital risk management

The Company’s objectives when managing capatal are to safeguard the Company’s ahility to continue as a going
concern in order to provide returns for the shareholder and benefits for other stakeholders and to maintain an
optimal capital structure to reduce the cost of capital The Company 1s not subject to any external capital
requirements except for the mimmum requirement under the Companies Act 2006 The Company has not
breached the mimimum requirement

32




EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 NOVEMBER 2009
16. PRINCIPAL RISKS AND UNCERTAINTIES (continued)

Counterparty Risk

The Hedging Arrangements involve Excalibur Funding No 1 plc entering 1nto contracts with the Hedge Provider
or, as the case may be, the Seller of a Collateral Debt Obligation rnovating 1n favour of Excahbur Funding No 1
plc 1ts nights and obligations under a corresponding contract with the Hedge Provider Pursuant to such contracts,
the Hedge Provider will agree to make payments to Excalibur Funding No | plc under certain circumstances as
described therein Excalibur Funding No 1 plc will be exposed to the credit nisk of the Hedge Provider 1n respect
of any such payments The obligations of the Hedge Provider will be guaranteed by the Hedge Guarantor
Accordigly, the Company 1s also exposed to the credit nsk of the Hedge Guarantor If the Hedge Provider
defaults or becomes unable to perform due to insolvency or otherwise, Excalibur Funding No | pilc may not
recelve payments 1t would otherwise be entitled to from the Hedge Prowvider to cover its foreign exchange and
nterest rate exposure

The Ligquidity Arrangements invoive Excalibur Funding No 1 plc entenng into contracts with the Advancing
Agent Excahbur Funding No 1 plc will be exposed to the unwillingness or 1nability on the part of the Advancing
Agent to make funds available under the Advancing Agency Agreement, which 1s, in any event, subject to the
Advancing Agent undertaking a Recoverability Determination

As discussed above, Lehman Brothers Special Financing Inc, Lehman Brothers Holdings Inc and Lehman
Commercial Paper Inc , United Kingdom Branch all filed for bankruptcy under Chapter 11 of the United States
Bankruptcy Code on 15 September 2008

Prepayment risk

Prepayment nisk on the Collateral Debt Obligations arises when these are voluntarily prepaid by the relevant
borrower This will be influenced by the prepayment provisions of the related Underlying Loans and also may
be affected by a variety of economic, geographic and other factors, including the difference between the interest
rates on the Collateral Debt Obligatons (giving consideration to the cost of refinancing) and prevailing interest
rates and the availability of refinancing With respect to all of the loans, such prepayment 1s contingent upon the
payment of a prepayment fee Any prepayment fees required to be paid by a borrower will be paid to the
Originator as part of the deferred consideration and will not form part of available funds

The Underlying Loans may provide for balloon payments to be due at their respective stated matunty dates
unless prepaid prior thereto Underlying Leans with balloon payments involve a greater hkelihood of default
than self amortising loans because the ability of an Underlying Obhgor to make a balloon payment will typically
depend upon 1ts ability euther to refinance such Underlying Loan or to sell the related Underlying Property The
ability of an Underlying Obhgor to accomphish either of these goals will be affected by a number of factors,
including the value of the related Underlying Property, the level of available mortgage rates at the ume of sale or
refinancing, the equity of the Underlying Obligor 1n the related Underlying Property, the financial condition and
operating history of the Underlymg Obligor and the related Underlying Property, tax laws, rent control laws
{with respect to certain residential properties), prevailling general economic conditions and the availability of
credit for Loans secured by commercial properties generally

Financial instruments

The Group’s financial instruments, comprise of a deemed loan to the Ongunator, cash and hiqud resources,
interest-bearing borrowings and vanous receivables and payables that anse directly from its operations It 1s,
and has been throughout the penod under review, the Group’s policy that no trading 1n financial instruments 1s
undertaken

33



EXCALIBUR FUNDING NO.1 HOLDINGS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 NOVEMBER 2009

16. PRINCIPAL RISKS AND UNCERTAINTIES (continued)

Fair values of financial assets and habilities

The approximate fair values together with the carrying amounts shown in the balance sheet are as follows

Carrying
Carrymng Approximate amount Approximate
Note amount fair value (restated) fair value
2009 2009 2008 2008
Group: € € € €
Deemed loan to the Oniginator 9 1,902,855,553  1,713,039,944  2,299,387,000  2,122,676,652
Other assets 10 73,065,123 73,065,123 45,781,850 45,781,850
Cash and cash equivalents 11 36,261,155 36,261,155 11,479,102 11,479,102
Derivative financial instruments 12 51,569,473 51.569.473 31,977.608 31.977.608
2063751304 1873,935695 2388,625,560 2211915212
Floating rate notes 14 2,517,606,425 1,764,609,417  2,509,525,509  2,154,654,260
Taxation 7 3,344 3,344 3,344 3,344
Other Labilities 15 28.882.820 28,882,820 26,044,201 26,044,201
2,546,492,589 1,793.495581 2,535,573,054  2,180,701,805
Carrying Approximate Carrying Approximate
amount fair value amount fair value
Note 2009 2009 2008 2008
Company: € € € €
[nvestment 1n subsidiaries 8 1 1 1 1
Cash and cash equivalents 11 1 1 1 1
—_— _2 .2 N
Taxation 7 3,344 3.344 3.344 3344
3344 3344 2,344 3344

The fair value of the derivative financial instruments has been estimated by a third party based on an assessment
of market value and the credit worthiness of the counterparty

The fair value of the deemed loan to the originator has been estimated by considertng external valuations
obtained for the underlying Collateral Debt Obligations as at November 2008 Due to the excessive cost in
undertaking this external valuation, no external valuation was undertaken at 30 November 2009 and the
approximate fair value has been calculated based on a calculation using the 30 November 2008 valuations

The fair value of the floating rate notes, taking in to account the linited recourse nature of the securitisation,
have been estimated based on the fair values of the derivative financial instruments and the deemed loan to the
Originator as no market values are available

Fair value hierarchy

The denivative financial instruments are measured at fair value through profit or loss The fair value of the
derivative financial snstruments 1s partly based on unobservable inputs and 1s therefore classified as Level 3 1n
the fair value reliability hierarchy of IFRS 7 Financial Instruments Disclosure

17. ULTIMATE PARENT UNDERTAKING AND CONTROLLING PARTY
Wilmington Trust SP Services (London) Limuted, a director of the Company, holds the shares in Excalibur

Funding No 1 Holdings Limited under a Declaration of Trust for charitable purposes  Uttimate control of the
Group rests with the directors and shareholders
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18. RELATED PARTY TRANSACTIONS

The Company has 1dentified the following transactions which are required to be disclosed under the terms of
IAS 24 “Related Party Disclosures”

During the year admimstration and accounting services were provided by Wilmington Trust SP Services
(Londen) Limited for which Wilmington Trust SP Services (London) Limuted earned €41,452 (2008 €34,209)
Mr M H Filer and Mr M McDermott, directors of the Company are aiso directors of Wilmington Trust SP
Services (London) Limited At 30 November 2009 €53,408(30 November 2008 €34,209) remained outstanding
and included within accruals and deferred income

During the perned to 30 November 2008 the Company acquired a beneficial interest in a Collateral Debt
Obligations portfolio which had been acquired from Lehman Brothers Financing Ltd, Lehman Commercial
Paper Inc, Umted Kingdom Branch, Lehman Brothers Bankhaus AG, London Branch, Lehman Brothers
International (Europe), LB RE Financing No 3 Ltd and Storm Funding Limuted The value of Collateral Debt
Obhigations acquired, including substitutions and additional purchases, amounted to €3,423,923,943  Principal
repayments recerved n the period amounted to €184,892,149 (2008 €91,699,261) The Collateral Debt
Obligations portfolio has been treated as a deemed loan to the onginator No deferred consideration has been
carned or paid to any of the sellers of the Collateral Debt Obligations during the period

During the peniod to 30 November 2008, Lehman Brothers International (Europe) was appointed as the
Administrative Agent to act as the agent of the Company 1n relation to the purchase and sales of Collateral Debt
Obligations, which take place at the direction of the Class B Noteholders, and 1n relation to certain other matters
On 15 September 2008 Lehman Brothers International (Europe) went into Admumistration No fees were pard
duning the current year or prior period and no amounts were owed at 30 November 2009 (30 November 2008
€nl)

Dunng the period te 30 November 2008, Lehman Brothers Special Financing, Inc was appomted as the Hedge
Provider to enter into the Interest Rate Swap Transactions, the Basis Swap Transactions and the Currency Swap
Transactions with the Company On 15 September 2008 Lehman Brothers Special Financing Inc filed for
bankruptcy under Chapter 11 of the United States Bankruptcy Code The net amounts recetved under the swap
transactions amounted to €39,942 1n the current year (€3,849,247 in the prior period)

During the peniod to 30 November 2008, Lehman Brothers Holdings, Inc was appointed as the Hedge Guarantor
to act as the guarantor of the obligations of the Hedge Provider under the Interest Rate Swap Transactions, the
Basis Swap Transactions and the Currency Swap Transactions On 15 September 2008 Lehman Brothers
Holdings Inc filed for bankruptcy under Chapter 11 of the United States Bankruptcy Code This constituted an
event of default under the terms of the Hedgmng Arrangements and as such the Company had no contimuing
obligation to make payment under the terms of the Hedging Arrangements Lehman Brothers Holdings Inc was
also downgraded below the required mimmum rating requirements required by the transaction documentation
and were therefore asked to post collateral No such funds collateral have been received by the Company 1n the
current year or prior period

Dunng the penod to 30 November 2008, Lehman Commercial Paper Inc, Umited Kingdom Branch was
apponted as the Advancing Agent to enter nto the Advancing Agency Agreement with the Company under
which 1t, subject to certain conditions and limitauons, will make payment to the Company of amounts that the
Company 1s scheduled 1o receive but does not receive under the Collateral Debt Obligations On 15 September
2008 Lehman Commercial Paper Inc, filed for bankruptcy under Chapter 11 of the Umited States Bankrupicy
Code Lehman Commercial Paper Inc eamed fees amounting to €ml duning the current year (prior period
€102,782), of which €ml remained outstanding at 30 November 2009 (€67,792 at 30 November 2008) and 1s
included within accruals and deferred income
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19. PRIOR YEAR ADJUSTMENT

As a consequence of those matters described 1n Note 1, the comparative figures of the Group have been restated
and reclassified as set out 1n the table below This has resulted 1n a €107,207,781 increase 1n the oss before tax
for the period before and afier taxation Total equity has decreased by €107.207,781 to an equuty deficit of
€146,947,494 The cash posiuon of the Group has remained the same as a result of these adjustments No

adjustments have been made te the Company

GROUP STATEMENT OF COMPREHENSIVE INCOME

FOR THE PERIOD ENDED 30 NOVEMBER 2008

2 May 2008

2 May 2008 to 30 Nov2008

to 30 Novz2008 Adjustments (restated)

Note € €

Interest income b1 76,817,048 100,890,437 177,707,485

Interest expense 1 (8R.948,118) (67.438.626) {156.386.744)

Net interest (expense)/income (12,131,070) 33,451,811 21,320,741

Other 1income 15,925 - 15,925

Fair value movements 1n derivative financtal 2 - 31,977,608 31,977,608

Instruments

Loss on disposal of underlying collateral to {5,807,868) - (5,807,868)
loan to onginator

Impairment of loan to originator 3 (20,457,.857) (115,008,816) (135,466,673)

Foreign exchange losses 4 - (57,629,167} (57,629,167)

Admimistrative expenses 4 {1.355.500) 783 (1354,717)

Loss before tax for the period (39,736,370) (107,207,781} (146,944,151)

Taxation (3.344) - {3,344)

Loss for the period £39.739.714) (107,207,781)  {146,947,495)

Notes:

1

Following the establishment of estimated fair values of the underlying Collateral Debt Obligations at the date
of acquisition, interest receivable and interest payable has been calculated based on cffective interest rates
This has resulted 1n a credit 1n the income statement for interest mcome of €100,890,437 and an additional
€67,438,626 increase 1n interest payable on the Class B floating rate notes  As a result of these fair value and
interest adjustments, accrued interest receivable within other assets has increased by €35,342,465, the
deemed loan to the onginator has decreased by €351,689,631 and the floating rate notes have decreased by
€292,170,593 afier the impact of foreign exchange movements

A fair value was attnibuted to the denvative financial instruments amounting to €31,977,608 following
significamt addizonal work using external parties This increased the value of derivative financial
instruments wiathin current assets by €31,977,608 and decreased the accumulated losses in retained earmings

A €115,008,816 additional ympairment charge on the loan to the ongmater resulted 1in an increase in the
income statement charge and a reduction 1n the carrying value of the deemed loan to the onginator it the
balance sheet

The adjustment of foreign exchange translations using year end spot exchange rates and the foreign exchange
impacts of the other pnor year adjustments has resulted in an total increase 1n the foreign exchange losses of
€37,629,167, including the reclassification of €783 from admimstration expenses This amount includes
€54,916,560 which has resulted 1n a reduction 1n the deemed loan to the onginator in the balance sheet

The Class A floating rate notes, amounting to €2,166,541,000, have been reclassified on the face of the new
Statement of Financial Position to be shown wath the Class B floating rate notes
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19 PRIOR YEAR ADJUSTMENT (continued)

GROUP STATEMENT OF FINANCIAL POSITION

AS AT 30 NOVEMBER 2008

Non-current Assets
Deemed loan to the onginator

Total non-current assets

Current Assets

Other assets

Cash and cash equivalents
Derivative financial imstruments
Total current assets

Total assets

Equity

[ssued caprtal
Retained earmings
Total equity

Non-current Liabilities
Floating rate loan notes
Total non-current habilities

Current Liabilities
Floating rate loan notes
Taxation

Other habilities

Total current habilities

Total liabilities

Total equity and hiabalities

Note

3

1,2,3,4

1,5

2008

2,766,085,447
2,766,085,447

10,439,385
11,479,162

21,918,487

2,788,003,934

1

(39.739.714)
(39.739,713)

2.166.541.000

Adjustments
€

(466.698.447)
(466,698.447)

35,342,465

31,977,608
67,320,073

(399,378,374}

(107.207.781})
(107,207, 781)

(2.166,541,000)

635,155,102
3,344
26,044,201

1,874,370,407

661,202,647

2,827,743,647

2 03,934
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1.874.370,407

s

(292,170,593}
(398,378,374)

2008
(restated)
€

2,299.387,000
2,299,387,000

45,781,850
11,479,102
31,977,608
89,238,560

2,388,625,560

1

(146,947.495)
(146,947.494)

2,509,525,509
3,344
26,044,201
2,535.573.054

2,535,573.054

2,388,625,560




