Registered Number 3110558

BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC

DIRECTORS' REPORT AND FINANCIAL STATEMENTS

YEAR ENDED 31 DECEMBER 2005

Al RSBITH7RN 63
COMPANIES HOUSE 18/07/2006

A\




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
DIRECTORS' REPORT AND FINANCIAL STATEMENTS

CONTENTS

Page
Directors and Company Information 2
Directors’ Report l 3-5
Statement of Directors' Responsibilities ’ 6
Independent Auditors’ report to the Members of BOS (Shared 7-8
Appreciation Mortgages) NO. 1 PLC
Incorne Staternent 9
Statement of Recognised Income and Expense 10
Balance Sheet . . t1
Statement of Cash Flows 12

Notes to the Financial Statements 13-35




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
DIRECTORS AND COMPANY INFORMATION

DIRECTORS

C W Haresnape
1 G Stewart

SECRETARY

S Mayer

REGISTERED OFFICE

Premier House
City Road
CHESTER
CH88 3AN

AUDITORS

KPMG Audit Ple

1 The Embankment
Neville Street
LEEDS

LS14DW




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
DIRECTORS' REPORT

The directors present their report and the audited financial statements for the year ended
31 December 2005.

PRINCIPAL ACTIVITY AND BUSINESS REVIEW

The principal activity of the Company is to finance mortgage lending. In 1997 the Company
issued £27.2m fixed rate loan notes. The interest payable on the loan notes is set at 4.2% pa
until 2027. The loan notes are secured on the mortgage portfolio. The capital appreciation
arising on the sale of a mortgage holder's property is shared between the mortgage holder and
the Company as set out in the original loan agreement. The Company pays its entire share of the
appreciation to the loan note holders. No changes in the business of the Company are
anticipated.

Movements in the mortgage book are disclosed in the notes to the financiai statements.

RESULTS FOR THE YEAR TO 31 DECEMBER 2005

No new mortgages were acquired or generated by the Company in the year and no new loan
notes were issued. :

The profit after taxation for the year, prepared. using International Financial Reporting Standards,
amounted to £128,699 (2004: £121,400). An interim dividend of £54,697 was paid (2004
£50,342). The directors do not recemmend a ﬁnal dividend (2004: £58,918).

SUPPLIER PAYMENT POLICY :

It is the Company's policy that payments to suppliers are made in accordance with those terms
and conditions agreed between the Company and its suppliers. The Company did not, at any
time during the year, obtain or seek to obtain credit from any of its suppliers. On this basis no
calculation has been made for the average number of days credit taken at the year-end.

FINANCIAL INSTRUMENTS

The Company's main financial instruments are mortgage loans, funds on deposit and loan notes.
The principal purpose of these financial instruments is to raise finance for the Company's
operations. It is, and has been throughout the year under review, the Company's policy that no
trading in financial instruments is undertaken.

Interest rate risk exists where assets and liabilities have interest rates set under a different basis
or which reset at a different time. The Company minimises its exposure to interest rate risk by
ensuring that the interest rate characteristics of assets and liabilities are simitar.

Credit risk arises on the individual loans within the mortgage portfolio which are secured on the
underlying residential properties but the credit risk is considered to be low. The mortgage
balances are monitored as part of the HBOS Group impairment process but no impairment
provision is considered to be necessary at 31 December 2005.

Further discussion of the Company's approach to financial instruments is set out in note 1
(accounting policies) and in note 16.




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
DIRECTORS' REPORT (CONT'D)

DIRECTORS AND THEIR INTERESTS
The directors who served during the year were as follows:
I G Stewart

J H Lioyd (resigned 2 December 2005)
C W Haresnape (appointed 2 December 2005)

During the year, no director had any beneficial interest in the share capital of the Company or of
any other Group undertaking other than in HBOS plc, the ultimate holding company.

The beneficial interests of the directors and their immediate famities in HBOS plc shares are set
out below. References to "HBOS plc shares” are to ordinary shares of 25p each in HBOS plc.

At 31.12.04 At 31.12.05
HBOS pl¢ shares HBOS plc shares

| G Stewart ‘ 13,390 13,719

LONG TERM INCENTIVE PLAN
HBOS SCHEME, FORMER BANK OF SCOTLAND SCHEME AND FORMER HALIFAX
SCHEME

Share options granted between 1995 and 2000 under the Bank of Scotland Executive Stock
Option Scheme 1995 are subject to performance pre-conditions which have now been satisfied.
Share options granted under the other plans are hot subject to a performance precondition.
Details of the options outstanding under these plans are set out below.

Options outstanding at  Granted(G), lapsed (L) or At 31.12.05
31.12.04 exercised (E) in year
| G Stewart 9,043 - 9,043

ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS ("IFRSs")

The financial statements for the year ended 31 December 2005 have been prepared in
accordance with International Financial Reporting Standards (IFRSs) and its interpretations as
endorsed by the EU and effective at 31 December 2005.

IAS 32 "Financial Instruments: Disclosure and Presentation” and IAS 39 "Financial Instruments:
Recognition and Measurement” only became effective from 1 January 2005. Accordingly, the
2004 comparatives do not reflect the provisions of these standards, but have been prepared in
accordance with the applicable UK accounting standards in force for that period.

The main effects of IFRSs for the Company are that dividends previously accrued at
31 December 2004 under UK GAAP have not been reflected in the financial statements until they
were declared and paid in 2005; the mortgage portfolio and loan notes have been presented on
an amortised cost basis, and the Company's share of the capital appreciation arising on the
mortgage portfolio and capital appreciation payable to the loan note holders has been reflected as
an embedded derivative asset and liability, respectively.

Full disclosures are given in the notes to these financial statements for the year ended 31
December 2005 which explain the financial effect of transition to IFRSs.




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
DIRECTORS' REPORT (CONT'D)

RATIFICATION OF PREVIOUS UNAPPROVED DIVIDEND PAYMENTS

Dividend payments of the Company were made between 1 March 2001 and 31 December 2004
without the payments having been formally approved by the directors and/or shareholders of the
Company.

The directors believe that neither the Company's shareholders nor its creditors were prejudiced,
given that at the time the payments were made the Company had sufficient distributable reserves
to make such payments. The Company has therefore obtained from the Company’s shareholders,
retrospective ratification of ail previous unapproved dividend payments.

AUDITORS AND ANNUAL GENERAL MEETING

KPMG Audit Plc were re-appointed as auditors of the Company on 22 February 2005 for the
forthcoming financiat period. KPMG Audit Plc have signified their willingness to continue in office
and a resoiution for their re-appointment will be proposed at the forthcoming Annual General
Meeting on 17 March 2006,

By Order of the Board

Secretary

Premier House
City Road
CHESTER
CH88 3AN

17 March 2006




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
STATEMENT OF DIRECTORS' RESPONSIBILITIES

The directors are responsible for preparing the financial statements in accordance with applicable
law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under
that law they have elected to prepare the financial statements in accordance with IFRSs as
adopted by the EU.

The financial statements are required by law to present fairly the financial position and
performance of the company; the Companies.Act 1985 provides in relation to such financial
statements that references in the relevant part of that Act to financial statements giving a true and
fair view are references to their achieving a fair presentation.

In preparing these financial statements, the directors are required to:
+ select suitable accounting policies and then apply them consistently;
¢ make judgments and estimates that are reasonable and prudent;

e state whether they have been prepared in accordance with IFRSs as adopted by the EU;
and

s prepare the financial statements on thé going concern basis unless it is inappropriate to
presume that the company will continue in business.

The directors are responsible for keeping proper accounting records that disclose with reasonable
accuracy at any time the financial position of the company and enable them to ensure that its
financial statements comply with the Companies Act 1985. They have general responsibility for
taking such steps as are reasonably open to them to safeguard the assets of the company and to
prevent and detect fraud and other irregularities.




INDEPENDENT AUDITORS' REPORT
TO THE MEMBERS OF BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC

We have audited the company financial statements (the “financial statements”) of BOS (Shared
Appreciation Mortgages) NO. 1 PLC for the year ended 31 December 2005 which comprise the
Income Statement, the Balance Sheet, the Cash Flow Statement, the Statement of Recognised
Income and Expense and the related notes. These financial statements have been prepared
under the accounting policies set out therein.

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

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Directors’ Report and the Company financial
statements in accordance with applicable law and International Financial Reporting Standards
(IFRSs) as adopted by the EU, are set out in the Staternent of Directors’ Responsibilities on page
6.

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

We report to you our opinion as to whether the financial statements give a true and fair view and
whether the financial statements have been properly prepared in accordance with the Companies
Act 1985 and whether, in addition, the financial statements have been properly prepared in
accordance with Article 4 of the IAS Regulation. We also report to you if, in our opinion, the
Directors’ Report is not consistent with the financial statements, if the company has not kept
proper accounting records, if we have not received all the information and explanations we
require for our audit, or if information specified by law regarding directors’ remuneration and other
transactions is not disclosed.

We read other information contained in the Directors’ Report and consider whether it is consistent
with the audited financial statements. We consider the implications for our report if 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)
issued by the Auditing Practices Board. An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in the financial statements. It also includes an
assessment of the significant estimates and judgments made by the directors in the preparation of
the financial statements, and of whether the accounting policies are appropriate to the company’s
circumstances, consistently applied and adequately disclosed.

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




INDEPENDENT AUDITORS' REPORT
TO THE MEMBERS OF BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC (CONT'D)

Opinion
In our opinion:

 the financial statements give a true and fair view, in accordance with IFRSs as adopted by the
EU, of the state of the Company's affairs as at 31 December 2005 and of its profit for the year
then ended; and

« the financial statements have been propérly prepared in accordance with the Companies Act
1985 and Article 4 of the 1AS Regulation;

Kbt Anecr b

KPMG Audit Plc
Chartered Accountants
Registered Auditor

1 The Embankment
Neville Streef

LEEDS

LS1 4DW

17 March 2006




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2005

2005 2004
Notes £ £
Interest receivable and similar income 2 1,059,491 849,207
interest payabie and similar charges ' 3 {846,551) {587.,601)
Net interest income 212,940 261,606
Net fair value gains and losses on derivatives 4 - -
Other operating income 5 2,750 2,105
Operating expenses 6 (31,834) (90,282)
Profit before tax for the year . 183,856 173,429
Income tax expense 7 (55,157) (52,029)
Profit for the year 128,699 121,400
';
Profit attributable to equity holders 128,699 121,400

The profit shown above is derived from continuing operations.

The notes on pages 13 to 35 form part of these financial statements.




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
STATEMENT OF RECOGNISED INCOME AND EXPENSE

FOR THE YEAR ENDED 31 DECEMBER 2005

Notes
Change in accounting policy on adoption of IAS 39
Tax on items taken directly to equity
Net income recognised directly in equity 19(d)

Profit for the year

Total recognised income and expense for the year
attributable to equity holders

The notes on pages 13 to 35 form part of these fi_nancial statements.

2005

274,675
(82,402)

192,273

128,699

320,972

2004

121,400

121,400
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
BALANCE SHEET AS AT 31 DECEMBER 2005

2005 2004
Notes £ £
Assets
Mertgage portfolio 8 11,152,814 13,687,723
Shared appreciation rights receivable 9 19,701,281 -
Total non-current assets 30,854,095 13,687,723
Other receivables 10 1,093 86,513
Cash and cash equivalents 11 973,515 1,235,792
Total current assets 974,608 1,322,305
Total assets 31,828,703 14,910,028
Equity
Called up share capital 50,001 50,001
Retained earnings 1,137,651 930,294
Total equity 12 1,187,652 980,295
Liabilities
Interest-bearing loans and borrowings 13 10,762,164 13,518,960
Shared appreciation rights payable 14 19,701,281 -
Deferred tax liability 7 82,402 -
Total non-current liabilities 30,545,847 13,518,960
Other payables 15 28,694 363,767
Cutrent tax liability 7 55,157 52,029
Bank overdraft 11 11,353 4977
Total current liabilities 95,204 410,773
Total liabilities 30,641,051 13,929,733
Total equity and liabilities 31,828,703 14,910,028

The notes on pages 13 to 35 form part of these financial statements.

These financial statements were approved by the Board of Directors on 17 March 2006

and were signed on its behalf by: Director

an Gordon Stewart

11



Indirect Method

Notes
Cash flows from operating activities
Profit before tax for the year
Adjustments for:
Interest income ' 2
Interest expense 3
Amortisation of issue costs . 3/6
Shared appreciation income 5
Shared appreciation expense 5

Operating profit before changes in working capital
and provisions

(Increase)/decrease in other receivables

Decrease in other payables

Cash generated from the operations

Income taxes paid

Net cash from operating activities

Cash flows from investing activities

Mortgage interest received

Bank interest received

Repayment of mortgages 8
Shared appreciation received

Net cash flows from investing activities

Cash flows from financing activities

Interest paid on borrowings

Repayment of borrowings 13

Dividends paid 12
Shared appreciation paid

Net cash flows from financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December 11

BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2005

2005

2004
£ £

183,856 173,429
(1,059,491) (849,207)
805,596 587,601
40,955 49,149
(984,320) (592,568)
984,320 592,568
(29,084) (39,028)
(397) 6,732
(178,898) (446,554)
(208,379) (478,850)
(52,029) (59,400)
(260,408) (538,250)
757,071 795,403
60,698 53,804
984,577 652,487
984,320 592,568
2,786,666 2,004,262
(557,352) (592,903)
(993,450) (665,000)
(113,615) (112,442)
(1,130,494) (836,501)
(2,794,911)  (2,206,846)
(268,653) (650,834)
1,230,815 1,861,649
962,162 1,230,815

As explained in the accounting policies on page 13, cash is distributed in accordance with the

securitisation transaction agreements.

The notes on pages 13 to 35 form part of these financial statements.
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005

1. SIGNIFICANT ACCOUNTING POLICIES

BOS (Shared Appreciation Mortgages) NO. 1 PLC is a company domiciled in the United Kingdom.
The financial statements were authorised for issue by the directors on 17 March 2008.

{a) Statement of compliance

The financial statements for the year ended 31 December 2005 have been prepared in
accordance with International Financial Reporting Standards (IFRSs) and its interpretations as
endorsed by the EU and effective at 31 December 2005.

The accounting policies set out below have been applied in respect of the financial year ended 31
December 2005. IAS 32 "Financial Instruments: Disclosure and Presentation” and IAS 39
"Financial Instruments: Recognition and Measurement” only became effective from 1 January
2005. Accordingly, the 2004 comparatives do not reflect the provisions of these standards, but
have been prepared in accordance with the applicable UK accounting standards in force for that
period. Where the implementation of these standards resulted in a change in accounting policy
from 1 January 2005, the policy applied in respect of the 2004 comparative information has been
set out at the end of each accounting policy. The related 2005 policy has been annotated with an
asterisk in the heading to indicate the change in policy. Where there is no asterisk, the policy has
been applied consistently in both periods presented in the financial statements.

IFRS 1 "First-time Adoption of IFRSs" has been applied to these financial statements. An
explanation of how the transition to IFRSs has affected the reported financial position, financial
performance and cash flows of the Company is provided in note 19. There has been no material
effect on the reported profit for the year ended 31 December 2004, the changes are confined to
changes in presentation.

{b) Basis of preparation
The financial statements are presented in sterling.

The financial statements have been prepared on the historical cost basis (except that derivative
financial instruments are stated at their fair value), and on a going concern basis.

The preparation of financial statements in conformity with IFRSs requires management to make
judgements, estimates and assumptions that affect the application of policies and reported
amounts of assets and liabilities, income and expenses. The estimates and associated
assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of making the
judgements about carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates used in the financial statements.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period, or in the period of the revision and future periods if the revision affects
both current and future periods. Further information on the assumptions used is given in note 16.

13




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(c) Financial instruments*

The Company’s financial instruments comprise a mortgage portfolio, cash and cash equivalents,
derivatives, interest-bearing borrowings and various receivables and payables that arise directly
from its operations. The main purpose of these financial instruments is to raise finance for the
Company's operations. These financial instruments are classified in accordance with the
principles of IAS 39 as described below.

{c){i} Mortgage porifolio*

The Company's mortgage portfolio comprises mortgage loans with no fixed maturity date. The
individual mortgage loans terminate on the earlier of, the sale of the property or the death of the
mortgage account holder.

Under IAS 39, the mortgage portfolio is classified within "loans and receivables”. The initial
measurement is at fair value (excluding amounts for the shared appreciation referred to in (cXiv)
below). Subsequent measurement is at amortised cost with revenue being recognised using the
effective interest method. The discount arising on initial recognition is being amortised over the
expected life of the mortgages.

At each reporting period end, the Company assesses whether there is any objective evidence that
mortgage loans within the portfolio are impaired. The directors do not consider that a provision for
impaired assets is currently required. :

For the 2004 financial statements that were prepared under UK GAAP, interest receivable was
calculated on an accruals basis using the contractual fixed interest payment terms of the
mortgages.

(c){ii) Cash and cash equivalents*

The Company holds bank accounts with an external provider and a group undertaking. These
accounts are held in the Company's name and meet the definition of cash and cash equivalents
but their use is restricted by a detailed priority of payments set out in the securitisation transaction
agreements. The cash can only be used to meet certain specific liabilities and is not available to
be used with discretion.

These bank accounts are classified within "loans and receivables" in accordance with IAS 39 and
income is being recorded using the effective interest method.

The Statement of Cash Flows has been presented using the indirect method of preparation.
For the 2004 financial statements the interest arising on the bank accounts was recognised on an

accruals basis under UK GAAP. In practice, this does not give rise to a difference between
income recognised on a UK GAAP basis and what would be recognised on an |IFRS basis.

14




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED}
(¢)(iii) Interest-bearing borrowings*

The Company's interest-bearing borrowings comprise mortgage-backed fixed rate loan notes that
have been issued in the capital market.

Interest-bearing borrowings are recognised initially at fair value less attributable transaction costs.
Subsequent to initial recognition, interest-bearing borrowings are stated at amortised cost with
any difference between cost and redemption value being recognised in the income statement
over the period of the borrowings on an effective interest basis.

For the 2004 financial statements, the issue costs, in respect of the fixed rate loan notes, were
deferred and were charged to operating expenses over a ten-year period, being the estimated life
of the mortgages. Interest payable was calculated on an accruals basis using the contractual fixed
interest payment terms of the loan notes.

{c){iv) Embedded derivatives*

Certain derivatives are embedded within other non-derivative host financial instruments to create
a hybrid instrument. Where the economic characteristics and risks of the embedded derivatives
are not closely related to the economic characteristics and risks of the host instrument, and where
the hybrid instrument is not measured at fair value, the embedded derivative is separated from
the host instrument with changes in fair value of the embedded derivative recognised in the
income statement. Depending on the classification of the host instrument, the host is then
measured in accordance with 1AS 39.

The capital appreciation arising on the sale of a mortgage holder’s property is shared between the
mortgage holder and the Company as set out in the original joan agreement. The Company pays
its entire share of the appreciation to the loan note hoiders.

The economic characteristics and risks of the shared appreciations rights receivable and payable
are not viewed as being closely related to those arising on the mortgages and loan notes,
respectively. The shared appreciation rights receivable and payable have therefore been valued
separately from the mortgages and loan notes using discounted cash fiow techniques and taking
account of current House Price Inflation ("HPI"). There is uncertainty regarding the timing of any
future shared appreciation receipts and the directors do not consider that it is practical to include
an estimate of future HPI in these valuations. The resulting fair value movements of these
embedded derivatives are recorded in net fair value gains and losses on derivatives in the income
statement and the embedded derivatives are shown separately on the face of the balance sheet.
The host instruments are valued at amortised cost, as noted above in (c){i) and (c)iii).

tn the 2004 financial statements that were prepared under UK GAAP, the shared appreciation
was accounted for at the point when cash was received from the mortgage customer, with an
equal liability recognised at this point.

{c){v) Other receivables

Other receivables are stated at their cost less impairment losses.

{c)(vi) Other payables

Other payables are stated at cost.

15




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(d) Fees and commissions
Fees and commissions receivable for the continuing service of loans and advances are
recognised on the basis of work done. Other fees are recognised when receivable.

{e) Income tax

Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is
recognised in the income statement except to the extent that it relates to items recognised directly
in equity, in which case it is recognised in equity.

Deferred tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting purposes
and the amounts used for taxation purposes. The following temporary differences are not
provided: the initial recognition of assets and liabilities that affects neither accounting nor taxable
profit; and differences relating to investments in subsidiaries to the extent that they will probably
not reverse in the foreseeable future. The amount of deferred tax provided is based on the
expected manner of realisation or settlement of the carrying amount of assets and liabilities, using
tax rates at the balance sheet date.

Deferred tax has been charged or credited to equity for the adjuét‘rnents to retained earnings that
have been recognised on the adoption of IAS 39 at 1.January 2005.

(f) VAT ';
Value Added Tax is not recoverable by the Company and is inctuded with its related costs.

(g) Dividends

Dividends on the equity shares of the Company are recognised as a liability in the period in which
they are declared.

{h) Related parties

In accordance with the provisions of IAS 24 "Related Party Disclosures”, the Company has
disclosed details of transactions with its related parties, including those with fellow HBOS group
companies.

(i) Standards in issue but not yet adopted

The directors are considering the following standards which are currently in issue but are not

mandatory. The directors do not intend to adopt these standards and amendments to standards in
the current year financial statements:

IAS 39: Financial Instruments: Recognition and Measurement — amendment to financial
guarantee confracts and amendment to the fair value optioh;

IAS 1: Presentation of Financial Statements — amendment on Capital Management;

IFRS 7: Financial Instruments: Disclosures,

The directors do not consider the financial effect or disclosure of these standards to be material to
the financial statements.

16



BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D}

2. INTEREST RECEIVABLE AND SIMILAR INCOME

2005 2004
_ £ £
Mortgage interest from customers 998,793 795,403
Bank interest from group undertakings 29,529 27,041
Bank interest : 31,168 26,763
1,059,491 849,207

Interest on impaired assets is £nil for the year ended 31 December 2005.

3. INTEREST PAYABLE AND SIMILAR CHARGES

2005 2004
£ £
Interest payable on loan notes 805,596 587,601
Amortisation of issue costs : 40,955 -
' 846,551 587,601

interest payable comprises amounts arising on the loan notes, calculated on an effective yield
basis for the year ended 31 December 2005. For the year ended 31 December 2004, amortisation

of issue costs has been included in operating expenses.

4. NET FAIR VALUE GAINS AND LOSSES ON DERIVATIVES

2005

£

Fair value movement on shared appreciation rights receivable (1,041,736)
Fair vaiue movement on shared appreciation rights payable 1,041,736

2004

17



BOS (SHARED APPRECIATION MORTGAGES) NO.1PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

5. OTHER OPERATING INCOME

2005 2004

, £ £

Fees and commissions receivable 2,750 2,105
Shared appreciation receivable 984,320 592,568
Shared appreciation payable : (984,320) (592,568)

2,750 2,105

6. OPERATING EXPENSES

2005 2004

£ £

Amortisation of issue costs ‘ - 49,149
Bank administration fees 23,013 24 648
Rating agency fees _ 6,000 6,000
Audit fees 2,352 2,291

Other fees _ 469 8,194

! 31,834 90,282

In accordance with IAS 39, the amortisation of issue costs is included in interest payable for the
year ended 31 December 2005.

The Company has no employees and none of the directors receive any emoluments from the
Company.

18



BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

7. INCOME TAX EXPENSE

Current Tax

Corporation tax charge for the year at a rate of 30% (2004:30%)

Deferred Tax

Deferred tax charge for the year at a rate of 30% (2004:30%)

Total income tax expense in income statement

Reconciliation of effective tax rate

The tax for the year is equal to the standard rate of corporation tax in the
UK of 30%.

Profit before tax

Profit multiplied by the standard rate of corporation tax in the UK

Deferred tax recognised directly in equity

Relating to effective yield adjustments on adoption of IAS 38

Deferred tax balance

Deferred tax liabilities

The movement for the year was as follows:

At 1 January
Change in accounting policy

Opening balance restated
Charge for year

At 31 December

2005 2004

£ £
59,157 52,029
55,157 52,029
55,157 52,029
2005 2004

£ £
183,856 173,429
55,157 52,029
82,402 -
82,402 -
82,402 -
82,402 -
82,402 -

19



BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

8. MORTGAGE PORTFOLIO

At 31 December 2003
Capitalised fees and interest
Mortgage redemptions in the year

At 31 December 2004

At 31 December 2004
Adjustment on adoption of 1AS 39
Capitalised fees and interest
Mortgage redemptions in the year
Amortisation of discount

At 31 December 2005

2004
£
14,240,210
12,513
(665,000)

13,587,723

2005
£
13,587,723
(1,692,054)
8,873
(993,450)
241,722

11,152,814

The mortgage loans advanced by the Company have no fixed maturity date but would terminate

on the earlier of, the sale of the property, or the death of the mortgage account holder.

9, SHARED APPRECIATION RIGHTS RECEIVABLE

The right for the Company to receive a share of the capital appreciation arising on the individual
mortgages, as set out in the original loan agreements, is classified as an embedded derivative, in
accordance with the principles of IAS 39, The embedded derivative has been valued separately
from the host contract using discounted cash flow techniques. No estimate has been made of the

effect of future HPI as the directors consider that this is impractical.

The Company is contractually obliged to pay to the loan note holders any amounts received from
mortgage customers for the shared appreciation. A corresponding derivative liability has therefore
been recognised in the balance sheet for the same value as the derivative asset (note 14}.
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

10. OTHER RECEIVABLES

2005 2004
£ £
Deferred expenditure - 85,817
Other debtors 1,093 696
1,093 86,513

11. CASH AND CASH EQUIVALENTS
2005 2004
Bank balances 973,515 1,235,792
Bank overdraft (11,353) (4,977}
Cash and cash equivalents in the statement of cash flows 962,162 1,230,815

The Company holds bank accounts with an external provider and a group undertaking. These
accounts are held in the Company's name and meet the definition of cash and cash equivalents
but their use is restricted by a detailed priority of payments set out in the securitisation transaction
agreements. The cash can only be used to meet certain specific liabilities and is not availabie to
be used with discretion. ‘
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

12. TOTAL EQUITY

Recongiliation of movement in capital and reserves

Share Capital  Retained Total
Earnings Equity
£ £ £
Balance at 1 January 2004 (restated) . 50,001 921,336 971,337
Total recognised income and expense (restated) - 121,400 121,400
Dividends to shareholders - (112,442) (112,442)
Balance at 31 December 2004 50,001 930,294 980,295
Baiance at 1 January 2005 50,001 930,294 980,295
Total recognised income and expense (includes
accounting policy changes) - 320,972 320,972
Dividends to shareholders - {113,615) (113.615)
Balance at 31 December 2005 50,001 1,137,651 1,187,852
Share capital .
‘ 2005 2004
£ £
Authorised
50,000 ordinary shares of £1 each 50,000 50,000
1 deferred share of £1 1 1
Allotted, called up and fully paid '
50,000 ordinary shares of £1 each 50,000 50,000

1 deferred share of £1

&

1

The deferred share carries no entitlement to any dividend or to any share in any surplus assets of
the Company on a winding-up, other than the right to be repaid the amount of any paid up share
capital thereon. The right to be repaid any paid up share capital in the deferred share shall be
deferred until after ali paid up share capital has been first repaid on all other classes of issued
share capital in the Company.

The deferred share carries the right to receive notice of all general meetings of the Company but
does not carry the right to attend, speak or vote at a general meeting unless a resolution is to be
proposed abrogating, varying or modifying any of the rights or privileges of the holder of the
deferred share, or for the winding up or administration of the Company under the Insolvency Act
1986, or for the entry by the Company with any other party into a merger, reconstruction, scheme
of arrangement or amalgamation of or affecting the Company, in any of which cases such holder
shall have the right to attend such general meeting and shall be entitled to speak and vote.
Whenever the holder of the deferred share is entitied to vote at a general meeting, such holder
shall have one vote and on a polt such number of votes as is equal to 34% of the number of votes
attached to all other issued shares of the Company.
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 {CONT'D}

12. TOTAL EQUITY (CONTINUED)

Dividends

After the balance sheet date the following dividends were proposed by the directors. The
dividends have not been provided for in these financial statements and there are no income taxes
CONSEequUences.

2005 2004

£ £

2005 Final dividend - -
2004 Final dividend - 58,918
- 58,918

13. INTEREST-BEARING LOANS AND BORROWINGS

This note provides information about the contractual terms of the Company's interest-bearing
loans and borrowings. For more information about the Company's exposure to interest rate risk
and the fair value of its financial instruments, see note 16.

: 2004

‘ £

At 31 December 2003 14,135,431
Loan note redemptions (665,000)
13,470,431

Accrued interest 48,529
At 31 December 2004 13,518,960
2005

£

At 31 December 2004 13,470,431
Adjustment on adoption of IAS 39 (1,765,861)
Loan note redemptions (993,450)
Amortisation of discount 252,266
10,963,386

Accrued interest 44,507
Deferred issue costs (245,729)
At 31 December 2005 10,762,164

—————e—
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

13. INTEREST-BEARING LOANS AND BORROWINGS {CONTINUED)

In 1997 the Company issued £27,200,000 of mortgage-backed fixed rate loan notes due in 2072.
The interest rate applicable on the loan notes up to August 2027 is 4.2% per annum. Thereafter,
the interest rate applicable to the loan notes will be 5.2% per annum.

The loan notes carry, in addition to interest, rights to receive certain amounts calculated by
reference to the value of shared appreciation proceeds received from redeemed mortgages. The
loan notes are subject to mandatory part redemption from time to time based on the level of
redeemed mortgages and can be redeemed in full, in certain circumstances, at the option of the
Company. The loan notes are secured on the morigage book and certain other assets of the
Company.

14, SHARED APPRECIATION RIGHTS PAYABLE
The Company is contractually obliged to pay to the loan note hoiders any amounts received from
mortgage customers for the shared appreciation arising on the sale of the property. A derivative

liability has therefore been recognised in the balance sheet for the same value as the derivative
asset (note 9).

15. OTHER PAYABLES

, 2005 2004
! £ £
Accruals and deferred income 28,694 353,767

28,694 353,767

16. FINANCIAL INSTRUMENTS

The Company's financial instruments comprise a mortgage portfolio, cash and cash equivalents,
derivatives, interest-bearing borrowings and various receivables and payables that arise directly
from its operations. Exposure to credit and interest rate risk arises in the normal course of the
Company's business.

16(a) Credit risk

Credit risk arises on the individual loans within the mortgage portfolio which are secured on the
underlying residential properties. Mortgage loans are no longer offered by the Company. The
maximum loan-to-value of the original advances was 75% and the credit risk is considered to be
low. The mortgage balances are monitored as part of the HBOS Group impairment process but
no impairment provision is considered to be necessary at 31 December 2005. The maximum
exposure to credit risk is represented by the carrying amount of the mortgages.

The Company has no exposure 1o credit risk on the shared appreciation. In accordance with the

legal documents, only amounts actually received by the Company from the borrower are required
to be paid over to the loan note holders.
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

16. FINANCIAL INSTRUMENTS (CONTINUED}

16(b) Interest rate risk

interest rate risk exists where assets and liabilities have interest rates set under a different basis
or which reset at a different time. The Company minimises its exposure to interest rate risk by
ensuring that the interest rate characteristics of assets and liabilities are similar. Both the
mortgage portfolio and the joan notes issued by the Company are exposed to fair value interest
rate risk as they carry fixed interest rates.

Effective interest rates and repricing analysis

in respect of income-earning financial assets and interest-bearing financial liabilities, the following
table indicates their effective interest rates at the balance sheet date and the periods in which
they reprice, if this is earlier than the maturity date.

2005 ‘ o
Effective Total 6 months 6-12 1-2 2-5 Morethan§
interest orless months years  years years
Rate
% £ £ £ £ £ £
Mortgage
portfolio® 8.66 11,152,814 - - - - 11,152,814
Cash and ;
cash i
equivalents 4.92 973,515 973,515 - - - -
Loan
notes* 7.08 (10,762,164) - - - - {10,762,164)
Bank
overdraft 0.00 (11,353)  (11,353) - - - -
2004
Effective Total 6 months 6-12 1-2 2-5 Morethan$
interest orless months years Yyears years
Rate
% £ £ £ £ £ £
Mortgage
portfolio* 5.72 13,587,723 - - - - 13,587,723
Cash and
cash
equivalents 4.64 1,235,792 1,235,792 - - - -
Loan
notes* 4,26 (13,518,960) - - - - {13,5618,960)
Bank
overdraft 0.00 (4,977) (4,977) - - - -

*These assets/liabilities bear interest at a fixed rate.
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

16. FINANCIAL INSTRUMENTS (CONTINUED)

16(c) Fair values

The fair values of the Company's financial instruments, together with the carrying amounts shown

in the balance sheet are as follows

Note Fair Carrying Fair Carrying
Value Amount Value Amount
2005 2005 2004 2004
£ £ £ £
Mortgage portfoiio 8 12,832,873 11,152,814 35,040,367 13,687,723
Shared appreciation rights 9 19,701,281 19,701,281 - -
receivable
Other receivables 10 1,093 1,093 86,513 86,513
Cash and cash equivalents 11 973,515 973,515 1,235,792 1,235,792
Interest-bearing loans and 13 (12,480,473)  (10,762,1 64) (35,040,367) (13,51 §,960)
borrowings
Shared appreciation rights 14 (19,701281) (19,701,281) 3 .
payable i
Other payables 15 (28,694) (28,694) (353,767) (353,767)
Bank overdraft 11 (11,353) (11,353) (4,977) (4,977)

Estimation of fair values

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

Cash and cash equivalents and bank overdrafts are recognised on an amortised cost basis that is
considered to be a close approximation to fair value. Other receivables and other payables have a
carrying value that closely approximates to the fair value of the instrument.

The fair value of the mortgage portfolio, shared appreciation rights receivable, interest-bearing
loans and shared appreciation rights payable has been caiculated by discounting future cash
flows at an appropriate market rate. The valuation method is consistent with commonly used
market technigues. All inputs into the valuation models are obtained from observable market data.

The fair value of the mortgages as at 31 December 2004 includes the value of house price
inflation that would be receivable from borrowers if the loans were terminated at the period end.
Simitarly, the fair value of the interest-bearing loans as at 31 December 2004 includes the value
of house price inflation that would be payable to loan note holders on redemption of the mortgage
loans. The current value of house price inflation has been included in the embedded derivative for
shared appreciation rights receivable and payable as at 31 December 2005, following the
adoption of 1AS 39.
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BOS (SHARED APPRECIATION MORTGAGES) NO.1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

17. RELATED PARTIES

The Company is a subsidiary undertaking of HBOS pic group. The Company receives interest
from Bank of Scotland, a fellow subsidiary. Bank of Scotland administers the mortgage portfolio
on behalf of the Company, for which quarterly service fees are paid. Dividends were paid to
Uberior Investments PLC, the immediate parent undertaking of the Company. The Company's

transactions with related parties are summarised below.

income Statement

Interest receivable and similar income

QOperating expenses
Equity

Dividends paid

Balance Sheet

Assets

Cash and cash equivalents
Liabilities

Other payables

Bank overdraft

HBOS plc
and
subsidiaries
2005

£

29,529

(23,013)

(113,615)

880,551

1,886

11,353

HBOS plc
and
subsidiaries
2004

£

27,041

(24,648)

(112,442)

820,258

2,053

4977
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 {CONT'D}

18. PARENT UNDERTAKINGS

HBOS plc is the ultimate parent undertaking of BOS (Shared Appreciation Mortgages) NO. 1 PLC
and heads the largest group into which the accounts of the Company are consolidated. The
consolidated accounts of HBOS plc may be obtained from its head office at The Mound,
Edinburgh, EH1 1YZ.

The Governor and Company of the Bank of Scotland heads the smallest group into which the
accounts of the Company are consolidated. The accounts of The Governor and Company of the
Bank of Scottand may be obtained from its head office at The Mound, Edinburgh, EH1 1YZ.

19. EXPLANATION OF TRANSITION TO IFRS

As stated in note 1(a), these are the Company's first financial statements prepared in accordance
with [FRSs.

The accounting policies applied in preparing the financial statements are set out in note 1.

in preparing its opening IFRS balance sheet, the Company has reclassified and adjusted amounts
reported in previous financial statements prepared in accordance with its old basis of accounting
(UK GAAP). An explanation of how the transition process from UK GAAP to IFRSs has affected
the Company's financial position, financial performance and cash flows is set out in the following
tables and the notes that accompany the tables.
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 {CONT'D)

19. EXPLANATION OF TRANSITION TO IFRS (CONTINUED)

19(a) Balance Sheet as at 1 January 2004 (IFRS GAAP)

Notes
Assets

Mortgage portfolio

Shared appreciation rights receivable
Deferred tax asset

Total non-current assets

Other receivables , 1
Cash and cash equivalents T2

Total current assets

Total assets

Equity

Called up share capital
Retained earnings 3
Total equity

Liabilities

Interest-bearing loans and borrowings

Shared appreciation rights payable
Deferred tax liability

Total non-current liabilities

Other payables 1
Current tax liability

Proposed dividend 3
Bank overdraft

Total current liabilities

Total liabilities

Total equity and liabilities

31.12.2003 Transition 1.1.2004
UK GAAP to IFRS IFRS GAAP
£ £ £
14,240,210 - 14,240,210
14,240,210 - 14,240,210
142,394 - 142,394
1,886,693 - 1,886,693
2,029,087 - 2,029,087
16,269,297 - 16,269,297
50,001 - 50,001
859,236 62,100 921,336
909,237 62,100 971,337
14,189,262 - 14,189,262
14,189,262 - 14,189,262
1,044 254 - 1,044,254
59,400 - 59,400
62,100 (62,100) -
5:044 - 5,044
1,170,798 (62,100) 1,108,698
15,360,060 (62,100) 15,297,960
16,269,297 - 16,269,297

29




BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

19. EXPLANATION OF TRANSITION TO IFRS (CONTINUED)

19(a) Balance Sheet as at 1 January 2004 (IFRS GAAP) (Continued)

Notes

1. Other receivables and other payables comprise certain amounts that were previously
recognised separately on the face of the balance sheet. Other receivables comprise interest
receivable, deferred expenditure and other debtors. Other payables comprise accruals and
deferred income,

2. Cash and cash equivalents include certain amounts that were previously recognised separately
on the face of the balance sheet as amounts due from group undertakings.

3. Under IFRS, dividends on the Company's equity shares are recognised as a liability in the
period in which they are declared. The proposed dividend at 31 December 2003 of £62,100 has
therefore been reversed from current liabilities and retained earnings have been increased by the
same amount. This is the only change to amounts previously recognised under UK GAAP.
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BOS {(SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

19, EXPLANATION OF TRANSITION TO IFRS (CONTINUED)

19{b) Balance Sheet as at 31 December 2004 {IFRS GAAP)

Notes  31.12.2004 Transition 31.12.2004

UK GAAP to IFRS IFRS GAAP
£ £ £

Assets
Mortgage portfolio 13,587,723 - 13,587,723
Shared appreciation rights receivable - - -
Deferred tax asset - - -
Total non-current assets 13,587,723 - 13,587,723
Other receivables ' - 1 86,513 - 86,513
Cash and cash equivalents 2 1,235,792 - 1,235,792
Total current assets 1,322,305 - 1,322,305
Total assets ' . 14,910,028 - 14,910,028
Equity 3
Called up share capital 50,001 - 50,001
Retained earnings 3 871,376 58,918 930,204
Total equity 921,377 58,918 980,295
Liabilities
Interest-bearing loans and borrowings 4 13,518,960 - 13,518,960
Shared appreciation rights payable - -
Deferred tax liability ' - - -
Total non-current liabilities 13,518,960 - 13,518,960
Other payables i, 4 353,767 - 353,767
Current tax fiability 52,029 - 52,029
Proposed dividend 3 58,918 (58,918) -
Bank overdraft 4977 - 4,977
Total current liabilities 469,691 (58,918) 410,773
Total liabilities 13,988,651 (58,918) 13,929,733
Total equity and liabifities 14,910,028 - 14,910,028
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

19. EXPLANATION OF TRANSITION TO IFRS (CONTINUED)

19(b) Balance Sheet as at 31 December 2004 (IFRS GAAP) (Continued)

Notes

1. Other receivables and other payables comprise certain amounts that were previously
recognised separately on the face of the balance sheet. Other receivables comprise deferred

expenditure and other debtors. Other payables comprise accruals and deferred income.

2. Cash and cash equivalents include certain amounts that were previously recognised separately

on the face of the balance sheet as amounts due from group undertakings.

3. Under IFRS, dividends on the Company's equity shares are recognised as a liability in the
period in which they are declared. The proposed dividend at 31 December 2004 of £58,918 has
therefore been reversed from current liabilities and retained earnings have been increased by the

same amount. This is the only change to amournits previously recognised under UK GAAP.

4. Under IFRS accrued interest is now included with the financial instrument. This was previously

included in other payables.
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

19. EXPLANATION OF TRANSITION TO IFRS (CONTINUED)

19(c) Balance Sheet as at 1 January 2005 {IFRS GAAF)

Assets
Mortgage porifolio

Shared appreciation rights receivable
Deferred tax asset

Total non-current assets

Other receivables
Cash and cash equivalents

Total current assets

Total assets

Equity

Calied up share capital

Retained eamings

Total equity

Liabilities

Interest-bearing loans and borrowings

Shared appreciation rights payable
Deferred tax liability

Total non-current liabilities

Other payables
Current tax liability
Bank overdraft

Total current liabilities

Total liabilities

Tofal equity and liabilities

" Notes

31.12.2004 IAS 39 1.1.2005

IFRS GAAP Adoption IFRS GAAP

£ £ £

1 13,587,723  (1,692,064) 11,895,669

2 - 20,743,017 20,743,017

13,587,723 19,050,963 32,638,686

3 86,513 (85,817) 696

4 1,235,792 - 1,235,792

1,322,305 (85,817) 1,236,488

; 14,810,028 18,965,146 33,875,174
!

50,001 - 50,001

5 930,294 192,273 1,122,567

980,295 192,273 1,172,568

3.6 13,518,960  (2,052,546) 11,466,414

7 - 20,743,017 20,743,017

- 82,402 82,402

13,518,960 18,772,873 32,291,833

353,767 - 353,767

52,029 - 52,029

4,977 - 4,977

410,773 - 410,773

13,029,733 18,772,873 32,702,606

14,910,028 18,965,146 33,875,174
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

19. EXPLANATION OF TRANSITION TO IFRS (CONTINUED)
19(c) Balance Sheet as at 1 January 2005 (IFRS GAAP) {Continued)
Notes

The comments below expiain the adjustments required at 1 January 2005 on adoption of IAS 39
and IAS 32 and noted in the table above. These notes should be read in conjunction with the
accounting policies set out in note 1 fo the financial statements.

1.The adjustment to the mortgage portfolio represents the adjustment required to recognise the
portfolio at its initial fair value, excluding the embedded derivative for shared appreciation. The
discount arising is being amortised over the expected life of the mortgages.

2. The right to receive shared appreciation is being accounted for as an embedded derivative that
is not closely related to the host contract, being the mortgage loans, and is included in the
balance sheet at its fair value-at 1 January 2005.-

3. Deferred issue costs incurred in raising the loan notes have previously been included in current
assets under UK GAAP. On adoption of IAS 39, the balance of attributable transaction costs has
been netted against the loan notes included in interest-bearing loans and borrowings.

4, Cash and cash equivalents include certain amounts that were previously recognised separately
on the face of the balance sheet as amounts due from group undertakings.

5. The effect on retained earnings of the IAS 39 adjuétments is set out in the table below.

6. The loan notes have been adjusted to recognise them at their initial fair value, excluding the
embedded derivative for shared appreciation. The discount arising is being amortised over the
expected life of the loan notes. The expected life of the loan notes has been revised under 1AS 39
and this has necessitated an adjustment to the amortisation charged to date on the issue costs.

7. The obligation to pay shared appreciation is being accounted for as an embedded derivative
that is not closely related to the host contract, being the loan notes, and is included in the balance
sheet at its fair value at * January 2005.

19(d) Effect on Retained Earnings

The effect of the above adjustments on retained earnings is as follows:

1 January 2004 31 December 2004 1 January 2005

£ £ £
Amortisation of deferred issue costs - - 200,868
Fair value adjustment on mortgages - - {(1,692,054)
Fair value adjustment on loan notes - - 1,765,861
Shared appreciation rights receivable - - 20,743,017
Shared appreciation rights payable - - {20,743,017)
Tax effect of adjustments - - (82,402)
Dividends proposed 62,100 58,918 -
Total adjustment to equity attributable 62,100 58,918 192,273

to equity holders of the parent
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BOS (SHARED APPRECIATION MORTGAGES) NO. 1 PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005 (CONT'D)

19. EXPLANATION OF TRANSITION TO IFRS (CONTINUED)

19(e) For the year ended 31 December 2004

" Notes UK  Effect of IFRS
GAAP transition GAAP
to IFRSs
£ £ £
Interest receivable and similar income 849,207 - 849,207
Interest payable and similar charges (587,601) - (587,601)
Net interest income 261,606 - 261,606
Net fair value gains and Iosse_s on derivatives - - -
Fees and commissions receiQabIe ' 2,105 {2,105) -
Shared appreciation receivable 592,568 (592,568 -
Shared appreciation payabie {592,568) 592,568 -
Other operating income R - 2,105 2,105
Operating expenses i (90,282) - (90,282)
Profit before tax for the year 173,429 - 173,429
Income tax expense (52,029) - (52,029)
Profit for the year 121,400 - 121,400
Dividend on equity shares - paid 2 (50,342) 50,342 -
Dividend on equity shares - proposed 2 {58,918) 58,918 -
Retained profit for the year 12,140 109,260 121,400

Notes

1. Other operating income includes £592,568 payable and receivable for shared appreciation.
These amounts were previously disclosed separately on the face of the profit and loss account.

2. Proposed dividends of £58,918 are not reflected as an obligation under IFRS until they are
declared. The distribution has therefore been reversed from the profit and loss account. Paid
dividends of £50,342 are now shown as a deduction from retained earnings.

19(f) Cash Flows.

Under UK GAAP the Company was exempt from preparing a Cash Flow Statement under
paragraph 5(a) of FRS 1(revised 1996) "Cash Fiow Statements”, as it is a wholly-owned
subsidiary and its results are consolidated within the financial statements of HBOS plc which are
publicly available. No such exemption exists under 1AS 7 and a statement of cash flows has
therefore been presented for the first time for the year ended 31 December 2005 and the
comparative period.
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