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THIS DEED OF SUB-CHARGE AND ASSIGNMENT is made on 20 July 2006

BETWEEN:

(A)

(B)

(&

F

()

(H)

PARAGON MORTGAGES (NO.12) PLC (registered number 5386924) whose
registered office is at St. Catherine’s Court, Herbert Road, Solihull, West Midlands
B91 3QE (the "Issuer");

CITICORP TRUSTEE COMPANY LIMITED (registered number 235914) whose
registered office is at Citigroup Centre, 14th Floor, Canada Square, Canary Wharf,
London El14 5LB (the "Trustee", which expression shall, without limiting Clause 1.2,
include such company and all other persons or companies for the time being acting as
trustee or trustees under the Trust Deed referred to below):

PARAGON FINANCE PLC whose registered office is at St. Catherine’s Court,
Herbert Road, Solihull, West Midlands B91 3QE together with MTS, a Subordinated
Lender (the "Subordinated Lenders"), as a party to the Fee Letter and in such
capacity under the Fee Letter and in any other capacity shall be referred to as
"PFPLC", acting in its capacity as an Administrator under the Administration
Agreement (as defined below) (severally with MTS) the "Administrator” and in its
capacity as the "Issue Services Provider”;

PARAGON MORTGAGES LIMITED whose registered office is at St. Catherine’s
Court, Herbert Road, Solihull, West Midlands B91 3QE ("PML"),

MORTGAGE TRUST SERVICES PLC (registered number 3940202) whose
registered office is at St. Catherine’s Court, Herbert Road, Solihull, West Midlands
B91 3QE ("MTS" in its capacity as a Seller, and together with PML, the "Sellers” and
in its capacity as an Administrator severally with PFPLC, the "Administrator”, and a
"Subordinated Lender");

MORTGAGE TRUST LIMITED (registered number 2048895) whose registered
office is at St. Catherine’s Court, Herbert Road, Solihull, West Midlands B91 3QE
("MTL" and together with PML, the "Originators").

HOMELOAN MANAGEMENT LIMITED a company incorporated under the laws
of England and Wales (registered number 2214839) whose registered office is at 1
Providence Place, Skipton, North Yorkshire, BD23 2HL (the “Substitute
Administrator");

BARCLAYS BANK PLC, a public company incorporated under the laws of England,
registered number 1026167, acting through its office at 5 The North Colonnade,
Canary Wharf, London E14 4BB (the "Flexible Drawing Facility Provider" (if
required), the "Remarketing Agent” and the "Currency Swap Provider” which
expression shall include each replacement currency swap provider under any of the
Currency Swap Agreements (as defined below));
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43} ABN AMRO BANK N.V., LONDON BRANCH acting through its office at 250
Bishopsgate, London EC2M 4AA ("ABN AMRO" and, together with JP Morgan
Chase Bank, National Association, a "Basis Hedge Provider" which expression shall
include each replacement basis hedge provider under any of the Basis Hedge
Agreement (as defined below);

[ JPMORGAN CHASE BANK, NATIONAL ASSOCIATION acting through its
office at 125 London Wall, London EC2Y 5AJ (a "Basis Hedge Provider" which
expression shall include each replacement basis hedge provider under the Basis Hedge
Agreement (as defined below) and together with ABN AMRO the "Basis Hedge
Providers");

(K)  SHEFFIELD RECEIVABLES CORPORATION, a corporation established under the
laws of Delaware registered number 2277559 with registered office at c/o The
Corporation Trust Company, The Corporation Trust Center, 1209 Orange Street,
Wilmington, Delaware 19801, United States of America (the "Al Note Conditional
Purchaser");

(L) CITIBANK, N.A., LONDON BRANCH acting through its office at Citigroup
Centre, 21* Floor, Canada Square, Canary Wharf, London E14 5LB as tender agent
for the Notes (the "Tender Agent", the "Principal Paying Agent", the "Reference
Agent" and the "Registrar” and together with the U.S. Paying Agent the "Agents");
and

(My CITIBANK, N.A.,, NEW YORK BRANCH acting through its office at 338
Greenwich Street, 14" Floor, Agency & Trust, New York, NY 10013, U.S.A. as US
paying agent for the Notes (the "US Paying Agent"” and together with the Principal
Paying Agent the "Paying Agents").

WHEREAS:

This deed of sub-charge and assignment is supplemental to the Trust Deed of even date
herewith and made between the Issuer and the Trustee constituting the Notes of the Issuer.

IT IS HEREBY AGREED AS FOLLOWS:

1. DEFINITIONS AND INTERPRETATION

1.1 The expressions defined in the Relevant Documents or the Conditions (each as defined
below) shall, unless otherwise defined in this Clause 1.1, have the same meanings in
this Deed, and, in this Deed, except so tar as the context otherwise requires:

"Al Note Conditional Purchase Agreement” means the agreement entered into on
around the date hereof between, among others, the Issuer and the A1 Note Conditional
Purchaser;

"Act" means the Law of Property Act 1925;
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"Additional Amounts” means, if any of the Currency Swap Provider or the Basis
Hedge Providers are required by law to make any deduction or withholding for or on
account of United Kingdom tax from any payments payable by it under the relevant
Currency Swap Agreement or Basis Hedge Agreement, as the case may be, on any
Interest Payment Date, such additional amount that the Issuer would require to receive
to ensure that the Issuer receives (after any deduction or withholding) the full amoun it
would have otherwise received from that Hedge Provider had no deduction or
withholding been made;

"Additional Subordinated Lender" means a person (other than either PFPLC or MTS
(in its capacity as Subordinated Lender)) from whom the Issuer may borrow pursuant
to the Subordinated Loan Agreement, as contemplated by the proviso to Clause 11,2
and which has undertaken in a manner and form satisfactory to the Trustee to be bound
by this Deed as if it had originally been a party hereto;

"Additional Subordinated Lender Secured Amounts” means any monies and
liabilities which from time to time may be owing or payable from or by the Issuer to an
Additional Subordinated Lender under the Subordinated Loan Agreement and
references to the "Additional Subordinated Lender Secured Amounts” include
references to any of them:

"Administration Agreement” means the agreement of even date herewith between the
Administrators, the Issuer, PML, MTL, MTS (in its capacity as Seller) and the Trustee
as from time to time varied with the approval of the Trustee and any agreement to
which the Trustee is a party under which a substitute administrator is appointed to
render services of the nature referred to in such agreement other than the Substitute
Administrator Agreement;

"Administrator Secured Amounts” means the monies and liabilities which the Issuer
covenants and undertakes in this Deed to pay or discharge to the Administrators (in its
capacity as Administrator); and references to the "Administrator Secured Amounts”
include references to any of them;

"Administration Senior Fee" has the same meaning as in the Administration
Agreement;

"Administration Subordinated Fee" has the same meaning as in the Administration
Agreement;

"Agency Agreement” means the agency agreement of even date herewith between,
among others, the Issuer and the Agents, as from time to time varied in accordance
with the provisions thereof;

“Basis Hedge Agreement" has the same meaning as in the Trust Deed;
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"Borrower" means:

(a) in relation to each Individual Mortgage, the same as in the Mortgage
Conditions; and

(b) in relation to each Corporate Mortgage, the company named as the
"Borrower" in the Mortgage Conditions;

"Business Day" has the meaning given to it in Condition 4(a), whether or not there are
any Notes outstanding;

"Cap” means a hedging arrangement entered into by the Issuer and a Cap Provider
pursuant to a Cap Agreement whereby in the event that LIBOR (as determined in
accordance with such agreement) exceeds the rate agreed with such Cap Provider (the
"strike rate"), such Cap Provider will be required to make a payment to the Issuer
equal to the difference between LIBOR (as so determined) and the strike rate calculated
on the notional principal amount agreed for the relevant period, provided that such
strike rate is set at such a level that the then ratings of the Class A Notes, the Class B
Notes and the Class C Notes will not be adversely affected thereby;

"Cap Agreement" means any agreement in such form as is approved by the Trustee to
be entered into on or before the Closing Date or (in relation to a Mortgage which is
converted) at any time thereafter, or any agreement entered into in substitution or
replacement of any such agreement, between the Issuer and a Cap Provider pursuant to
which such Cap Provider has agreed or will agree, among other things, to provide to
the Issuer a Cap or series of Caps, and any other agreements for similar purposes
entered into from time to time with the approval of the Trustee;

"Cap Guarantee” means any unconditional and irrevocable guarantee in a form agreed
by the Trustee and the Rating Agencies to be given by a Cap Guarantor guaranteeing
the timely payment of the obligations of any Cap Provider under any Cap Agreements
or any other provider in relation to any other hedging arrangements;

"Cap Guarantor" means such bank or financial institution as may from time to time
hereafter provide a Cap Guarantee, provided that the rating of the long term unsecured
and unsubordinated indebtedness of such Cap Guarantor is at least equal to that then
applicable to the Class A Notes or, if lower, is such that the then current ratings of the
Class A Notes, the Class B Notes and the Class C Notes are not adversely affected as a
result, as confirmed by the Rating Agencies;

"Cap Provider” means any bank or financial institution acting as a Cap Provider under
any Cap Agreement which will, on the date on which it makes a Cap available to the
Issuer, have a rating for its long term or short term debt obligations sufficient to
maintain the then ratings of the Notes unless the Cap is guaranteed under a Cap
Guarantee or other arrangements are entered into at the time which are sufficient to
maintain such ratings;
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"Charged Property” means the assets, rights and undertaking of the Issuer for the
time being held as security (whether fixed or floating) for the Secured Amounts under
this Deed and references to the "Charged Property” include references to any part of
it;

“Class A Notes" has the meaning given to it in the Trust Deed;
"Class B Notes" has the meaning given to it in the Trust Deed;
"Class C Notes" has the meaning given to it in the Trust Deed;

"Collection Account Declarations of Trust” means each of the declarations of trust
over the Collection Accounts made by PML and MTS respectively as the same may be
supplemented and amended from time to time (including by the respective
Supplemental Deed of Declarations of Trust of even date herewith) and as may be
further supplemented and amended from time to time;

"Conditions" has the meaning given to it in the Trust Deed;
"Corporate Mortgages" has the meaning given to it in the Mortgage Sale Agreement;

"Cross-coliateral Mortgage Rights Deed” means the Principal Deed as defined in the
Cross-Collateral Mortgage Rights Accession Deed;

"Current Balance” means at any time, in relation to a Mortgage, the then outstanding
balance, including arrears of interest and all other sums due but unpaid under such
Mortgage at such time but excluding, for the avoidance of doubt, any accrued interest
thereon which has not yet fallen due for payment;

"Currency Swap Al Agreement’ means the ISDA master agreement entered into
between the Issuer, the Currency Swap Provider and the Trustee on or about the
Closing Date in relation to the Class Al Notes together with the schedule, each
confirmation and each credit support annex or other credit support documents relating
thereto and shall include any additional and/or replacement agreements or documents
entered into by the relevant parties from time to time in connection with those Notes;

"Currency Swap A2b Agreement’ means the ISDA master agreement entered into
between the Issuer, the Currency Swap Provider and the Trustee on or about the
Closing Date in relation to the Class A2b Notes together with the schedule, each
confirmation and each credit support annex or other credit support documents relating
thereto and shall include any additional and/or replacement agreemenis or documents
entered into by the relevant parties from time to time in connection with those Notes;

"Currency Swap A2c Agreement" means the ISDA master agreement entered into
between the lIssuer, the Currency Swap Provider and the Trustee on or about the
Closing Date in relation to the Class A2c Notes together with the schedule, each
confirmation and each credit support annex or other credit support documents relating
thereto and shall include any additional and/or replacement agreements or documents
entered into by the relevant parties from time to time in connection with those Notes;
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“Currency Swap Blb Agreement” means the ISDA master agreement entered into
between the Issuer, the Currency Swap Provider and the Trustee on or about the
Closing Date in relation to the Class Blb Notes together with the schedule, each
confirmation and each credit support annex or other credit support documents relating
thereto and shall include any additional and/or replacement agreements or documents
entered into by the relevant parties from time to time in connection with those Notes;

"Currency Swap Clb Agreement” means the ISDA master agreement entered into
between the Issuer, the Currency Swap Provider and the Trustee on or about the
Closing Date in relation to the Class Clb Notes together with the schedule, each
confirmation and each credit support annex or other credit support documents relating
thereto and shall include any additional and/or replacement agreements or documents
entered into by the relevant parties from time to time in connection with those Notes;

“Currency Swap Agreements" means the Currency Swap Al Agreement, the
Currency Swap A2b Agreement, the Currency Swap A2c Agreement, the Currency
Swap Blb Agreement and the Currency Swap Clb Agreement;

“Currency Swap Interest Amount" means an amount in GBP payable by the Issuer to
a Currency Swap Provider under the terms of a Currency Swap Agreement on an
Interest Payment Date intended to match the amount of interest which would have
accrued on the relevant class of Notes during the Interest Period ending on (but
excluding) that Interest Payment Date if those Notes comprised GBP Notes and the
relevant Note Interest Rate Margin had been equal to the spread specified in the
relevant Currency Swap Agreement and by reference to the GBP Equivalent Principal
Liability Outstanding of that class of Notes as at the start of that Interest Period;

"Currency Swap Principal Amount” means an amount in GBP payable by the lssuer
to a Currency Swap Provider under the terms of a Currency Swap Agreement on an
Interest Payment Date equal to the amount available to be applied in repayment of
principal on the relevant class of Notes on that Interest Payment Date;

"this Deed" means this present deed including the Schedules and any document
executed hereunder or supplemental hereto, all as from time to time varied with the
approval of the Trustee;

"Deferred Purchase Consideration” has the meaning given to it in the Mortgage Sale
Agreement,

"Discretionary Further Advance" has the meaning given to it in the Administration
Agreement;

"document” means any deed, instrument (including a negotiable instrument) or other
document of any kind;

"Eligible Company" means a company which satisfies the requirements of paragraph 2
of Schedule Al to the Insolvency Act 1986 on the date the documents required by
paragraph 7 of Schedule Al are filed with the court;

UK/835671/06 -6- 201214/70-40043001

A,

e



"Enforcement Notice" means a notice given by the Trustee under Condition 9 causing
the Notes to become immediately due and repayable;

"English Mortgage" has the meaning given to it in the Mortgage Sale Agreement;

"Expected Exchange Time" means the date the GBP Equivalent is to be determined,
unless it is clear from the context that the relevant reference to GBP Equivalent relates
to and is being used to anticipate currency exchanges which will be made at a specific
future date, in which case it means that future date:

"Fee Letter" means the agreement dated the same date as this Agreement between the
Issuer, the Issue Services Provider and the Trustee relating to the reimbursement of
certain expenses of the issues of the Notes incurred by PFPLC and on behalf of the
Issuer and the payment by the Issuer of an arrangement fee to the Issue Services
Provider;

"First Loss Liquidity Excess Amount” has the meaning given to it in Clause 6.1.7:
"Fitch” means Fitch Ratings Limited;

"Flexible Drawing Capitalised Advance” has the meaning given to it in the
Administration Agreement;

"Flexible Drawing Facility Agreement” means the flexible drawing facility
agreement, if required to be entered into by the Rating Agencies, dated on or about the
date of this Deed entered into by, among others, the Trustee, the Issuer and the
Flexible Drawing Facility Provider;

"Flexible Drawing Facility Ledger” has the meaning given to it in the Administration
Agreement;

"Flexible Drawing Facility Principal Debt" has the meaning indicated in Condition
5(a);

"GBP Equivalent” in relation to an amount means:

(a) where that amount is expressed in GBP, that amount at the Expected
Exchange Time; and

(b) where that amount is expressed in any currency other than GBP, the GBP
equivalent of that amount ascertained using:

(ty if that amount relates to a Note other than a GBP Note and the Currency
Swap Agreement relating to that Note has not or is not expected to have
terminated early on or before the Expected Exchange Time, the
exchange rate specified in that Currency Swap Agreement: or

(2) in any other case, the applicable spot rate of exchange at (or as expected
to be at) the Expected Exchange Time as determined by the
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Administrators (prior to the Security becoming enforceable) or the
Trustee (from or after the Security becoming enforceable);

"Global Note" means the Global Rule 144A Notes and the Global Reg S Notes;

"Global Reg S Note" means the Notes represented by one or more permanent global
notes in fully registered form without interest coupons sold to non-U.S. persons outside
the United States in reliance of Regulation S of the United States Securities Act 1933

"Global Rule 144A Note" means the Notes represented by one or more permanent
global notes in fully registered form without interest coupons sold to persons who are
qualified institutional buyers in reliance on Rule 144A of the United States Securities
Act 1933;

"Hedge Agreements" means each Currency Swap Agreement, each Basis Hedge
Agreement, each Permitted Basis Hedge Agreement and each other hedging agreement
entered into by the Issuer from time to time;

"Hedge Provider Subordinated Amounts" means on any Interest Payment Date in
relation to a Hedge Agreement the amount, if any, due to the relevant Hedge Provider
on that Interest Payment Date (excluding the amount of any Hedge Collateral which is
not to be applied towards any termination payment from the relevant Hedge Provider)
in connection with a termination of that Hedge Agreement where such termination has
arisen as a result of an Event of Default where that Hedge Provider is the Defaulting
Party or as a result of a Termination Event where that Hedge Provider is the Affected
Party (and for these purposes Event of Default, Defaulting Party, Termination Event
and Affected Party have the meanings indicated in that Hedge Agreement),

"Hedge Providers" means each Currency Swap Provider, the Basis Hedge Provider,
each Permitted Basis Hedge Provider and each other provider of interest rate and/or
currency hedging to the Issuer under any other hedging agreement entered into by the
Issuer from time to time;

"Individual Mortgages" has the meaning given to it in the Mortgage Sale Agreement;

"Initial Principal Amount"” means, in relation to each Note, the initial face principal
amount of that Note upon issue of the relevant Global Note relating to that Note.

“Insurance Contracts" means the insurance contracts described in Schedule 1 or any
other policies providing equivalent cover;

"Interest Payment Date" has the meaning given to it in Condition 4(a);
"Interest Period" has the meaning given to it in Condition 4(a);
"Issuer Account” has the meaning given to it in the Administration Agreement;

"Issuer Cash Account"” has the meaning given to it in the Administration Agreement;
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“Land Registration Acts” means the Land Registration Acts 1925-2002, or in relation
to Northern Ireland, the Land Registration Act (Northern Ireland) 1970 and the
Registration (Land and Deeds) (Northern Ireland) Order 1992;

"Lead Managers" means Barclays Bank PLC, Deutsche Bank A.G., London Branch
and HSBC Bank plc;

"Liquidity Amount” means after the occurrence of a Liquidity Amount Trigger while
any Class A Note remains outstanding, on each relevant Interest Payment Date an
amount equal to 1.6% of the then aggregate GBP Equivalent Principal Liability
Outstanding of the Notes on the immediately preceding Principal Determination Date;
at all other times, the Liquidity Amount will equal zero;

"Liquidity Amount Trigger" means, on any Interest Payment Date (and all following
Interest Payment Dates until the redemption of the Class A Notes in full or the
repayment in full of all the Mortgages) if on the immediately preceding Principal
Determination Date the then aggregate outstanding balance, including arrears of
interest and all other sums due and payable but unpaid (the "Current Balance") of
Mortgages which are more than three months in arrears represents at least 7.5% of the
then Current Balances of all of the Mortgages (and for these purposes a Mortgage will
he more than three months in arrears at any time if at such time amounts totalling in
aggregate more than three times the then current monthly payment due from the
borrower under such Mortgage have not been paid and/or have been capitalised (in
each case otherwise than as a result of the making of a Flexible Drawing Cash
Advance)) within the 12 months immediately preceding such time;

“Mandatory Further Advance” has the meaning given to it in the Administration
Agreement;

"Moody's" means Moody's Investors Service Limited;
"Mortgages" has the meaning given to it in the Mortgage Sale Agreement;

"Mortgage Sale Agreement” means the agreement of even date herewith between each
Seller, each Originator, each Administrator, the Warehouser, the Issuer and the
Trustee relating to the sale and purchase of the Mortgages as from time to time varied
with the prior written approval of the Trustee;

“NatWest" means National Westminster Bank Pic:
"Noteholders" has the meaning given to it in the Trust Deed;

"Northern Irish Mortgage” has the meaning given to it in the Mortgage Sale
Agreement;

"Notes" has the meaning given to it in the Trust Deed;

"Permitted Basis Hedge Agreement” means an ISDA master agreement thereto
entered into between the Issuer, a Permitted Basis Hedge Provider and the Trustee,
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together with the schedule, each confirmation and each credit support annex or other
credit support documents relating thereto, pursuant to which the Issuer enters into
hedging arrangements pursuant to clause 4.10.2(c) of the Administration Agreement
but only to the extent permitted by clause 12(X) of the Trust Deed, and shall include
any additional and/or replacement basis hedging agreements or documents entered into
by the relevant parties from time to time in connection with those Notes;

"Permitted Basis Hedge Provider" means a bank or financial institution which has
entered into hedging arrangements with the Issuer and which on the date of entering
into such arrangements:

(A) has a rating for its long-term or short-term debt obligations sufficient to
maintain the then ratings of the Class A Notes, the Class B Notes and the
Class C Notes (unless such arrangements are guaranteed by a guarantor of
appropriate credit rating or other arrangements are entered into at the time
which are sufficient to maintain the then ratings of the Class A Notes, the
Class B Notes and the Class C Notes); and

(B) has entered into a deed supplemental to this Deed in form and substance
satisfactory to the Trustee agreeing to be bound by the terms of this Deed on
the same terms as the Basts Hedge Provider;

"PFPLC Secured Amounts” means the monies and liabilities which the Issuer
covenants and undertakes in this Deed to pay or discharge to PFPLC (excluding, for
the avoidance of doubt, any Administrator Secured Amounts); and references to
"PFPLC Secured Amounts” include references to any of them,

"powers" in relation to the Trustee and any Receiver, means their respective powers,
discretions, authorities and rights under this Deed or the general law;

"Principal Liability Outstanding" of a Note on any date means the Initial Principal
Amount of that Note less the aggregate amount of all Principal Payments in respect of
that Note that have been paid prior to such date;

"Principal Payment” means the amount allocated to a Note in accordance with
Condition 5(a);

“Protection Notice" means a notice given by the Trustee in accordance with Clause
7.1

"Property” has the meaning given to it in the Mortgage Sale Agreement;

"purchaser” has (in relation to any part of the Charged Property situated in England
and Wales or governed by the law of England and Wales) the meaning given to it by
section 205 of the Act or (in relation to any part of the Charged Property situated in or
governed by the law of Scotland) the meaning given to it under Scots law or (in
relation to any part of the Charged Property situated in or governed by the law of
Northern Ireland) the meaning given to it by Section 2 of the 1831 Act;
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"Rating Agencies” means Moody's, S&P and Fitch;

"receiver" includes a manager, and also a receiver and manager and an administrative
receiver;

“Receiver" means a receiver, manager, receiver or manager or administrative receiver
appointed under this Deed or pursuant to statutory powers, and includes more than one
such receiver and any substituted receiver;

"Relevant Documents” means the Subscription Agreement dated on or about 14 July
2006 and other agreements relating to the issue of the Notes (or any of them), the
Mortgage Sale Agreement, the Scottish Declarations of Trust, this Deed, the Fee
Letter. the Services Letter, the Subordinated Loan Agreement, the Trust Deed, the
Agency Agreement, the Notes, the VAT Declaration of Trust, the Administration
Agreement, the Substitute Administrator Agreement, each Hedge Agreement, any Cap
Agreement, any Cap Guarantees, the Cross-collateral Morigage Rights Deed, the
Flexible Drawing Facility Agreement (if any), the Remarketing Agreement, the Al
Note Conditional Purchase Agreement, the Mortgages, the Insurance Contracts and any
other insurances in which the Issuer has an interest at any time, the Collection Account
Declarations of Trust, the Scottish Sub-Securities and all other agreements and
documents comprised in the security for the Notes;

"Remarketing Agreement” means the remarketing agreement entered into on or
around the date hereof between the Issuer and the Remarketing Agent:

"Required Amount” means the amount of the First Loss Fund on the first Principal
Determination Date or such other amount (including a reduction thereof) as may have
been agreed with the Rating Agencies: provided that, if on any Principal
Determination Date, the then Current Balance of Mortgages which are then more than
two months in arrears in aggregate comprise more than 3% of the then aggregate
Current Balances of all of the Mortgages (for these purposes, a Mortgage will be more
than two months in arrears at any time if, at such time, amounts totalling in aggregate
more than two times the then current monthly payment due from the Borrower under
such Mortgage have not been paid and/or have been capitalised (in each case otherwise
than as a result of the making of a Flexibie Drawing Advance) within the 12 months
immediately preceding such time) then the Required Amount will be increased to equal
2.40% of the aggregate GBP Equivalent Initial Principal Amount of the Notes on the
Closing Date and provided that if at any time, as a result of the rate at which amounts
are received in respect of Purchased Pre Closing Accruals and Arrears, any Rating
Agency notifies the Issuer that the then current Required Amount would have to be
increased to a higher amount (the "Increased Required Amount”) in order to maintain
the then current ratings of the Notes, the Required Amount shall be so increased to
such higher amount with effect from the date on which that Rating Agency so notifies
the Issuer and such Increased Required Amount (or any subsequent Increased Required
Amount specified by that Rating Agency) shall continue to apply as the Required
Amount until such time as each Rating Agency confirms to the Issuer that the Required
Amount may be reduced to the amount which would otherwise have applied, or

UK/835671/06 -1l 261214/70-40043001



otherwise specifies a new Increased Required Amount. If, after application of any
funds required to be-applied from the First Loss Fund on any Interest Payment Date,
there remains on that Interest Payment Date a surplus over the Required Amount in the
First Loss Fund, that surplus will be released from the First Loss Fund and applied in
repayment of principal amounts outstanding under the Subordinated Loan Agreement.
If a Liquidity Amount Trigger has occurred, the Required Amount will be equal to an
amount which is the greater of:

(a) the Liquidity Amount plus 1% of the GBP Equivalent Initial Principal Amount
of the Notes; and

(b) the Required Amount or the Increased Required Amount, as the case may be,
had a Liquidity Amount Trigger not occurred;

"Revenue Ledger” has the meaning given to it in the Administration Agreement;

"Retained Pre-Closing Accruals and Arrears” has the meaning given to it in the
Mortgage Sale Agreement;

"S&P" means Standard & Poor's Rating Services, a division of The McGraw-Hill
Companies Inc.;

“Scottish Declarations of Trust" means the declarations of trust in respect of the
Scottish Mortgages made by each Originator in favour of the Issuer on the Closing
Date in relation to the Scottish Mortgages pursuant to clause 3.3(C) of the Morigage
Sale Agreement;

"Scottish Mortgage" has the meaning given to it in the Mortgage Sale Agreement;

“"Scottish Sub-Securities” means any Standard Securities executed and delivered
pursuant to Clause 3.2;

“Secured Amounts" means the monies and liabilities which the Issuer covenants and
undertakes in this Deed to pay or discharge; and (except in Clause 4 and Clause 10)
references to the "Secured Amounts” include references to any of them;

"Secured Parties" means the Trustee, the Noteholders, any Receiver, the
Administrators, each Subordinated Lender, each Additional Subordinated Lender, the
Remarketing Agent, the Tender Agent, the Al Note Conditional Purchaser, the Issue
Services Provider, each Agent, the Substitute Administrator, the Flexible Drawing
Facility Provider (if any), each Hedge Provider, each Seller, each Originator and
PFPLC;

“Security Interest" means any mortgage, sub-mortgage, Standard Security,
assignation, charge, sub-charge, pledge, lien, or other security interest, howsoever
created or arising other than any of the foregoing which arise by operation of law;

"Seller Secured Amounts" means the monies and liabilities which the Issuer covenants
and undertakes in this Deed to pay or discharge to PML, MTL or MTS (in its capacity
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as Seller); and references to "Seller Secured Amounts” include references to any of
them;

"Standard Security" has the meaning given to it in the Mortgage Sale Agreement;

Subordinated Lender Secured Amounts" means the monies and liabilities which the
Issuer covenants and undertakes in this Deed to pay or discharge to each Subordinated
Lender and references to “Subordinated Lender Secured Amounts" include
references to any of them;

"Subordinated Loan Agreement" means the agreement dated of even date herewith
between the Subordinated Lenders, the Issuer and the Trustee relating to the provision
of a loan facility by the Subordinated Lenders to the Issuer;

"Substitute Administrator Agreement” means the agreement of even date herewith
between, among others, the Issuer, the Trustee and the Substitute Administrator;

"Taxes Act 1988" means the Income and Corporation Taxes Act 1988,
“Transaction Account’ has the meaning given to it in the Administration Agreement;

“Trust Deed” means the Trust Deed of even date herewith and made between the
Issuer and the Trustee constituting the Notes, together with the Schedules thereto, and
any document supplemental thereto and the schedules (if any) thereto, all as may from
time to time be varied in accordance with the provisions contained therein;

"Trustee Secured Amounts" means the monies and liabilities which the Issuer
covenants and undertakes in this Deed to pay or discharge to the Trustee; and
references to the "Trustee Secured Amounts" include references to any of them;

"UCD Amount" means any amount advanced to the Issuer by either of the
Subordinated Lenders under the Subordinated Loan Agreement to enable the Issuer to
pay that part of the consideration for any Mortgages which constituies unamortised
cashbacks and/or discounts;

"VAT" has the meaning given to it in the Administration Agreement;

“Withheld Amounts" means if the Issuer is required by law to make any deduction or
withholding for or on account of United Kingdom tax from any payments payable by it
under a Hedge Agreement on any Interest Payment Date, the amount of such
withholding or deduction;

"Withholding Compensation Amounts” means on any Interest Payment Date in
relation to a Currency Swap Agreement or Basis Hedge Agreement (as applicable) an
amount or amounts equal to (i) any Additional Amounts paid by the Currency Swap
Provider or such Basis Hedge Provider (as applicable) to the Issuer on such Interest
Payment Date together with, to the extent not paid on any previous Interest Payment
Date, an amount equal to any Additional Amounts paid by the Currency Swap Provider
or that Basis Hedge Provider (as applicable) under that Currency Swap Agreement or

UK/835671/06 -13- 261214/70-40043001



Basis Hedge Agreement (as applicable) on any previous Interest Payment Date, and (ii)
any Withheld Amount on such Interest Payment Date together with, to the extent not
paid on any previous Interest Payment Date, an amount equal to any Withheld Amount
applicable to any previous Interest Payment Date being together the amount payable by
the Issuer to Currency Swap Provider or such Basis Hedge Provider (as applicable)
pursuant to the paragraph indicated as being the "Withholding Compensation Amounts
Provision" in Part 5 of the Schedule to the relevant Currency Swap Agreement or Basis
Hedge Agreement (as applicable); and

"1881 Act” means the Conveyancing and Law of Property Act 1881 (Northern
Ireland).

References to the Issuer, to the Trustee, to the Administrators, to the Substitute
Administrator, to NatWest, to any Hedge Provider, to each Subordinated Lender, the
Flexible Drawing Facility Provider (if any), to any Additional Subordinated Lender, to
PML, to MTL, to MTS (in its capacity as both Seller and Administrator), to the Issue
Services Provider, to each Agent, to the Al Note Conditional Purchaser, to the
Remarketing Agent, to the Tender Agent, to PFPLC include references to their
successors, transferees and assigns and persons deriving title under or through them
respectively (to the extent permitted by the relevant documents); and any reference to
any statute or statutory provision shall be deemed also to refer to any stawutory
modification or re-enactment thereof and to any statutory instruments, orders or
regulations made thereunder or under any such re-enactment.

References herein to the Notes include the Conditions and any references to an amount
of money due or payable by reference to any of the Notes shall include any sum
covenanted (o be paid by the Issuer under the Trust Deed in respect of such Notes.

Where reference is made in this Deed to the Administration Agreement the provisions
to which reference is made shall be deemed to be included in this Deed to the extent
necessary to give effect thereto.

References herein to a particular numbered clause of the Administration Agreement
shall, in relation to any agreement under which a substirute administrator (other than
the Substiute Administrator as the administrator of last resort) is appointed
Administrator, be construed as a reference to the provisions (if any) in such agreement
which correspond to the provisions of such particular numbered clause of the
Administration Agreement in effect at the date hereof.

The Clause headings in this Deed shall not affect its interpretation.

Words denoting the singular number only shall include the plural number also and vice
versa; words denoting one gender only shall include the other genders and words
denoting persons only shall include firms and corporations and vice versa. References
in this Deed to Clauses and Schedules shall, unless the context otherwise requires, be
references to Clauses of, and the Schedules to, this Deed.

UK/835671/06 -14- 201214/70-40043001

o

s



2.1

2.2

2.