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Section 1

Financial results

For the six months ended

31 March 2007
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Financial highlights — six months ended 31 March 2007 /‘

Pre-tax profit

Fully taxed EPS

Interim dividend

£43.3m

27.3p

8.0p

Buy-to-let lending

Buy-to-let assets

Fully taxed ROE

£1.9bn

£8.7bn

21.9%

|
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Five year profit record )
O

£m First half
90 - UK GAAP IFRS m Second half

80 Operating profit
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EPS and dividend increased _-

Fully taxed earnings per share | Dividend per share |

+  Earnings per share increased by 13% “ 16% increase in the interim dividend
+  Effective tax rate 29% (H106: 17%) +  Dividend cover reduced

pence | UK GaAP [ wrs |
30 -
28
26
24
22 A
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18 A
16 A
14 4
12 4
10 4

= Fully taxed cover

T T T— al

MBES  GRED LHUS. FRES R H103 H104 H105* H106 H107

‘
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Capital management

¢ Buy-to-let growth strategy has driven capital re-alignment

¢ Dividend cover reducing to sector average

¢ Share repurchase programme of up to £40 million

¢ £36 million repurchased under programme to 31 March 2007

t Share buy-back programme to be reviewed once completed
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New lending and loan assets
]
New lending | Loan assets |
“  39% growth in new lending “  Total loan assets 35% higher
“  Buy-to-let lending increased by 45% “  Buy-to-let assets increased by 45%
£m
UK GAAP IFRS
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Segmental loan assets

]
First Mortgages loan assets | Consumer Finance loan assets |
£m
10,000 £_m M Buy-to-let Owner-occupied 900 - = Secured Cars.
: 355 . Unsecured W Retail
9,000 - 800 1 —3 62
8,000 J 83
700 =
70 5 481 600 - 146
6,000 147
' 500 1
5,000 - 400
4,000 A et
3,000 - 5,965 3001 521 482
2,000 20 5
1,000 1 100 1
0 + 0 T
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+
paragon e
Segmental profit analysis
]
£m
40 -
W H1 2006
H1 2007
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+
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Interest margin

)
]
Group margin reflects changes in business mix
%
4 7.57
8.0 H1 2006 709
7.0 4 W H1 2007
6.0
5.0
4.0
301 e
1 ~" 1.70
20 . 1.13 1.09
1.0
'm
Group First Mortgages Consumer
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Funding )4
]
¢ Mortgage-backed securities
— October 2006 - £1.5 billion (buy-to-let)
— January 2007 - £269 million (owner-occupied)
— March 2007 - £1.5 billion (buy-to-let)
¢ Average coupon 10bps for recent buy-to-let deals
¢ Best-ever pricing achieved for transactions reflecting
high quality of loans
¢ No contagion from US sub-prime fall-out
paragbn 11




Other operating income

0
Other income split |
T UK GAAP IFRS
{mmmmmmmmmmmmmo—mmoooeoen ‘
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(proforma)
s
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Bad debt charge
0
% of average loan assets |
% B Group
0.4 4
0.34 0.34 Buy-to-let
0.3 0.28
0.2
0.1 1
0.01 0.00 0.01
0.0
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Operating profits

O
M Net interest income and fair value net gains Other operating income
£m Operating expenses Provisions
100 4 UK GAAP IFRS 7
15.2 5.0
50 - 18.8
13.0
0 4
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207 -23.6 26,2
-50 -
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(proforma)
+
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Segmental cost:income ratio
O
%
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Section 2

Current trading and
outlook
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Paragon strategy ),

”DI:I,> Broad, robust relationships
|| i,
o [T R
”DI:> Optimis&acz:;;itzjlr?;ﬁciency
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Strategic application

O
Risk controlled position in consumer
Strong buy-to-let growth
enables
Capital realignment
Exploitation of distribution value
paragbn 1 18
Consumer finance
O
¢ Intense competition, often on credit issues
¢ Paragon risk focus has been to tighten lending criteria
¢ Bad debts remain below industry average
¢ RoC requirements being maintained
£ Sub-prime originations being sold to Morgan Stanley
— Incremental fee income
— Good progress in pilot phase
paragbn 7 19




Consumer finance

¢ Current strategy to continue:

— Stable volumes
— RoC being achieved

¢ Further progress expected in sub-prime sales to Morgan Stanley

t Segmentation for disposal of closed unsecured loan assets to
optimise value

+ Closed book balances down 20% to £66.4 million
¢ £3.5 million of balances sold in H1 2007

t Expect additional unsecured disposals going forward

par agbn
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First Mortgages
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First mortgages strategy

¢ Buy-to-let remains core focus and engine for growth

¢ Owner-occupied mortgages scheme with Morgan Stanley:

— Initial focus on sub-prime/self-cert

— No assets to be retained

— Utilise existing distribution and infrastructure
— Incremental fee income

par agbn
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Key drivers to buy-to-let demand

¢ Long-term returns (16 year investment horizon)

— L/T HPI expectation (RPI +2.4% (Barker Report))
— Compounding rental growth (wage inflation correlation)

¢ Pensions substitute/supplement
£ Timing may be affected by sentiment

¢ Tenant demand

7 23
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Tenant demand

]
Tenant demand rising at fastest pace for 9 years
35 %
30
25 A
20 +
15 4 %)
2
10 : : : : : : : |3
Jan-03 Jul-03 Jan-04 Jul-04 Jan-05 Jul-05 Jan-06 Jul-06 Jan-07 8
“
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Short-term growth prospects
]
Buy-to-let pipeline |
+  Pipeline gives strong £m
start to H2 2007 1,400 4
¢ Latest ARLA survey 1,200 +
shows buoyant mood
1,000
amongst landlords
¢ 12% of buy-to-let 8001
landlords to buy 600 4
more despite rising
interest rates 400 1
¢ 70% + of customers g
take fixed rate — 04
already discounting H1 2005 H1 2006 H1 2007
rate rises
“
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Rental demand supports buy-to-let

affordability

e

y

/
]
Balance of surveyors reporting a rise in rents |
%
30 ~
¢ Landlords not driven by
same affordability factors 251
as owner-occupiers
¢ Tenant demand remains 20 1
key driver
¢« Landlords increasing rents | 15 1
w
10 ————————— |¢
Jan- May- Sep- Jan- May- Sep- Jan- &
05 05 05 06 06 06 07 ﬁ
“
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Long-term growth prospects ),
]
000s units
Underlying tenancy ACTUAL 0
growth is forecast to 4,000 A PROJECTED
increase the size of the
rental market by up to 3,500 A
51% by 2021 L0
“Buy-to-let, the revolution — SO 5 ‘ Centre_for
10 years on” Economics &
By Michael Ball, Professor of Urban 25008} 2usmeSE
and Property Economics ESEELE
University of Reading Z{000 5 DCLG
Business School
1,500 : : : .
1981 1989 1997 2005 2015
“
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Government’s housing policy

o /
“l also recognise you have got to
combine the building of housing
for ownership with the building
of houses for rent in a far more
mobile and fluid society”
Gordon Brown
13th May 2007
“
paragon {28
Low debt penetration )4
Potential market for the buy-to-let sector |
3,000 § PRS Stock (000s) | 1yna of landlord:
Low leverage in sector (000s) . e
) . 453 Non-commercial
Rental properties 2,500 1 organisations
[ Buy-to-let loans ) e o e
3,000 - /’ 2,000 organisations
’ Private individuals
2,500
1,500 4 g
2,000 + . Target market §
booa of 2,376,000 S
1,500 - 2,617 < N 1,000 properties =
2453 2530 S 1,895 5
1,000 -| 850" ¥ Only 30% g
526 702 ‘%\ 500 1 penetrated %
] 41 8 Pe 5
500 - e SRS S o RN 2
S a g
0+ 'g o4/ o
2001 2002 2003 2004 2005 2006 |t 2005 ’5"

N
©
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Redemption rates

* Average investment hold
period 16 years

+ Lower housing
transactions

¢ Retention rates high with
strong repeat business
levels

+  Enhanced embedded
lifetime customer value

¢ Closer customer
relationship opportunities

*  Buy-to-let is pension
substitute

Paragon and market redemption rates

%
30 4

25 4
20 1

TN

CML buy-to-let
— Paragon buy-to-let
CML all mortgages

10 A

5 T T T
2003 2004 2004 2005 2005 2006 2006 Mar-07
H2 H1 H2 H1 H2 H1 H2

1

Note: Figures are for calendar years (annualised)
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What happened in 2004-2005?

+ Housing market stalled

t Paragon new lending volumes fell by 5%
¢ Redemption rate fell

t Balance sheet grew by 25%

£ 90% of income from balance sheet

¢ Net interest income grew by 20%

par agbn
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Endowment effects — mortgage portfolios )4
]
Projected buy-to-let mortgage loan book |
15% growth rate
. 30,000 -
£ ¢c90% of Group income 5% growth rate 25 40
: .4on
derived from loans on 25,000 | —Flatvolumes
balance sheet rather than '
new business activity 72% reduction in current 21.7bn
20,000 volumes
+  New business CAGR for 106
last five years at 55% 15,000 4 :
£ Assuming constant 10,000 8.8bn
redemptions, projected ®
mortgage loan book 5000 4 e
growth based on four ®
scenarios T S
2007 2008 2009 2010 2011 2012 S
“
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Competitive environment 4

|

¢ Product’'s ‘coming-of-age’ has increased attention on the sector
¢ Asset spread compression largely met by reduced debt costs

£ Some new entrant noise evident, however, margins already
considerably closer to prime

£ Market shift from interest margin to fees

¢ Significant strength in intermediary relationships and franchise
with customers — high levels of repeat business

¢ Marginal funding costs competitive

paragbn 7 33




Funding costs

Coupon trends — October 2003 to date

40 ~

N W W
g o O
! ! !

=
o o
L

Slow Pay AAA Coupon (bp)
N
o
L

= Prime
Non conforming

= Paragon

PM6 PM7 PM8

PM9

LN B B S B e B B S B B e |

PM10 PM11 PM12 PM13 PM14

+ Estimates of AAA tranches in other issuers’ deals equivalent
in term and rating to Paragon’s “Paragon Mortgages” series

[ 34

par agbn

Landlord profile

/
]
Paragon Mortgages Mortgage Trust |
Age: 50 Age: 48
13 years experience 9 years experience
11 properties 8 properties
Average income £79,400 Average income £69,600
v
Average value of portfolio £1.95m Average value of portfolio £1.28m §
d
Overall LTV ratio 49% Overall LTV ratio 53% §
[=]
<
“
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Arrears analysis

o /
Three months + arrears Paragon three months + arrears |
1.6% 7 Paragon BTL
0.50% 1
1.4% CML BTL
0.45% 4 )
120 4 — CML All mortgages 0.40% | — Arrears (inc RoR)
Arrears
1.0% - 89bps 0.35% -
0.8% - 0.30% -
0.6% A C2shch s
64bps 0.20%-4"
0.4%
0.15% A 15bps | |
0.2% - e g
m 0.10% - 3
0% ——————— B - Lvinl A s
e N T e A T O O 0.05% | 6bps | 2
I I r r T I r I I I I T e -
o 4 N N M M S ¥ W W O O =
Mar-06 Sep-06 Mar-07 %
S
“
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Conclusions

in buy-to-let

¢ Buy-to-let to remain focus

¢ Elsewhere exploiting value based on credit and RoC

¢ Demand drivers still support short and long-term growth

¢ Financial metrics provide strong ability to compete
— Market leading cost:income ratio
— Attractive marginal funding costs

par agbn
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Appendix A

Group overview

par agbn
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Paragon Group overview

- First Consumer
Specialist lender } Mortgages Finance
Market Capital Most established UK
capitalisation management securitisation issuer
Fully taxed ROE 21.9% 52
¢ £660m Dividend growth 15.9% transactions
£40m share buy-back -
FTSE 250 programme £18.5 billion
s
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Business mix

]
Loan portfolio — 97% secured New lending — 96% secured |
% %
100 5 100 5
75 4 75 4
50 4 50 4
25 1 25 1
0 0
H103 H104 H105 ~H106 H107 H103  H104 H% 05 = H106  H107
W Secured (e, Unsecured M Secured (proforma) Unsecured
paragon 7 40
Business model
]
Broad and powerful
relationships
P |ntermediary ﬂ
[ direct
. Strong
OC‘J;”E:IE distribution
-ap e ROE Centralised technology
efficiency. Securitisation ; link
(- 21.9% operations inks.
— Cost:income
g t Credit ‘ ratio 25.5%
management

<~

Seeks below
industry average

arrears

s
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Paragon buy-to-let strategy

Diverse strategy covers wider residential investment market
Total buy-to-let book: £8.7 billion
UK’s 3" largest lender
Largest lender to professional landlords

*  Professional/SME *  Experienced investor *  Private investor
e Complex product *  Pension substitute e Limited experience
RIS ¢ Medium sized ¢ Retail product offering
portfolios
Direct
Distribution L0260 Strong repeat business flow
Intermediaries

90%

par agbn
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PRS and buy-to-let market

¢ PRS 32% real growth over last 15 years

¢ PRS units grew by 8% in the last two years, during which
time total housing stock grew by only 1.6%

£ New lending in 2006 - £38.4 billion — 11% of all mortgages
— 2005 - £24.5 billion

¢ High socio-economic group customers
¢ £95 billion mortgage debt outstanding
¢ Excellent credit quality with longer average loan life

¢ Under-geared sector

1 43
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CML top 10 buy-to-let lenders

par agbn

2006 by Gross Advances

1 Birmingham Midshires

2 Mortgage Express

3 Paragon Group

4 GMAC

5 Northern Rock

6 Mortgage Business

7 Cheltenham & Gloucester
8 UCB Home Loans

9 Capital Home Loans

10 Bristol & West

by Balances Outstanding
Mortgage Express
Birmingham Midshires
Paragon Group
Cheltenham & Gloucester
Bristol & West

Northern Rock

Capital Home Loans
Mortgage Business
Barclays - Woolwich

Mortgage Works

[ 44

Consumer finance strategy

Secured
H1 2007
Loan book £482m
New lending £103m

Point of Sale
H1 2007

Loan book £208m
New lending £81m

« Alllending secured «  Carfinance:
by mortgages on .
residential property

¢ PPF targets prime

¢ Retail:
customers -
« Originations
«  Expanding into direct » Product focu
marketing channels .

¢ Sub-prime
originations passed
to Morgan Stanley
for fee income

Primarily new cars
« Origination via medium-sized dealers and brokers

via specialist retailers
s on furniture/floor covering

Primarily sales aid initiatives

par agbn
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Securitisation and funding

7% callable
subordinated
bond

£120m

Funding activity

Six months to 31 March 2007 |

Corporate
facility

£280m

Warehouse
facility

£2.3bn

£269 million

Special purpose
vehicles

£9.9bn

+ Best-ever pricing

¢ October 2006 — PM13 - £1.5 billion
+ January 2007 First Flexible No 7 -

£ March 2007 — PM14 - £1.5 billion

{7 46
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Shareholder structure

£

/

Top ten shareholders (% of shares held at period end)

% ) )
60 O Scottish Widows IP
B Barclays Global Investors
50 A
0O Legal & General IM
40 B Rathbone IM
B Schroders IM
30 A
@ Columbia Wanger AM
20 O Morley Fund Management
O Newton IM
10 A
u M&G IM
0 0 BlackRock
March 2007

sdn :80in0s

0
100% free float
Management interest 5%

Corporate brokers:
-~ ABN AMRO
- uBS

Analyst coverage:

— ABN AMRO

— Bridgewell

— Cazenove

- Citi

—  Credit Suisse

- HSBC

— Keefe Bruyette & Woods
— Shore Capital

— Teather & Greenwood
- UBS

[ 47
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Management biographies

Robert G Dench, Chairman — Joined the Group as a non-executive director in 2004. He was appointed
Chairman in February 2007. Previously held a number of senior positions within Barclays and served on
the boards of Barclays’ Retail Bank and Private Client businesses. He is also a non-executive director of
AXA UK plc, AXA Ireland plc and Clipper Ventures plc.

Nigel S Terrington, Chief Executive — Joined the Group in 1987 and became Chief Executive in June
1995, having held the positions of Treasurer and Finance Director. Prior to Paragon, he worked in
investment banking. He is a Board member of the FLA and Chairman of the FLA's Consumer Finance
Division Management Committee. He was previously the Chairman of IMLA.

Nicholas Keen, Finance Director — Joined the Group in May 1991 and became Finance Director in June
1995 having previously held the position of Treasurer. Prior to joining the Group he worked in Corporate
Banking, Treasury and Capital Markets. He is Chairman of the Credit Committee.

John Heron, Director of Mortgages — Joined the Group in 1986, was appointed Marketing Director in
1990, and an Executive Director of the Paragon Group in 2003. In 1994 he played a pivotal role in re-
establishing the Group's mortgage lending operations and is a member of the CML's Executive Committee.

Pawan Pandya, Chief Operating Officer - joined the Group in December 1988. He was appointed as Chief
Operating Officer in July 2002, and as an Executive Director of Paragon Group in 2003. He is responsible
for operational and IT areas of the Group. Prior to joining Paragon, he worked at Natwest in London.

par agbn
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Appendix B

Buy-to-let
investment case

T 49
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Private rented sector )4
0
The private rented sector had been in long-term decline until 1988...
000s units
2,750
2,500 g
2220 “Modern PRS id
20 oo oo || Wvas Teund et (| &
§885588868888883838855858¢5 || thattimethrough W3
a combination of |8
4 [e]
d since 1989 it h ded changing :
... ana since it has expanae Government §
a2 unts Housing policy and social |8
Act 1988 n a
2500 trends g
8
2,250 o
¢
5 Y2388 5828538388582 8333833 El
§8885886853888888888888¢8¢8 8 g
s
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What happened in 19907

o /
+  First-time buyer
confidence affected Private rented sector |
. . 000s units
+  Private renting A -
increased rapidly ’
£ Strong tenant 2,500 ~
demand supported
rental incomes 2,400
+ Falling house prices
; A 2,300 A
combined with strong
rental demand
improved yields 2,200 +
+  Professional 2,100 1
landlords took g
advantage of 2000 g
purchase 1981 1983 1985 1987 1989 1991 1993 1995 1997 2
opportunities o
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Repeating in early 2000's

Private rented sector
000s units
2,900 4
£ House price inflation A
has priced-out first- =EET
time buyers
2,700 4
“  Private renting has
increased rapidly 2,600 1
¢ Strong tenantdemand | , 500 4
supports rental '
incomes
2,400 4
*  Professional landlords
remain committed to 2,300 1 &
2
the market 3
2,200 T T T T T T T T |8
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 |6
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Private rented sector today

Private rented sector accounts for 11%*

Social housing
19%

Private rentals
11%

*Percentage of all UK housing stock of 26m properties

Owner-occupied
70%

970@ :901n0S
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Household trends

/
O
Owner-Occupiers in England
¢ Between 1971-2006: i 2 |
— UK households increased 000s
by 30% 15,000 -
— Population increased by 8%
13,000
¢ Significant increase in the
. 11,000 -
proportion of one-person
households: 9,000 -
-1971: 18%
-2006: 29% 7,000 A
¢ Owner-occupiers fell in 2006 | 5,000 - ®
for the first time since H
records began in 1939 SOCCR g
193919531961 1971 1981 1991 2001 2005 2006 |
(o]
“
paragon [T s4
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Government policy on private rented sector )4
Government policy on private rented sector | Dwelling stock rented from local authorities
“ The + Tenure neutral housing policies miflfens
Government's * MIRAS removed from owner-occupation 7
objective is to + Stamp duty imposed 6
secure a larger, X ‘  landlord / leqislati
better-quality, Re ormq andlord / tenant legislation 5
better-managed — Housing Act 1988 a
private rented * Fall in local authority housing
sector” . - 3
* Housing Association stock flat
2+ T T T T T T 1

Protection of tenants’ deposits under

Source: DCLG Tenant Deposit Protection Schemes

Housing completions — UK

1984 1987 1990 1993 1996 1999 2002 2005

Government help with housing costs

1973 1977 1981 1985 1989 1993 1997 2001 2005

1991 1993 1995 1997 1999 2001 2003 2005

000s £bn

gl “ — Local Authority 12 1 — Private renting

300 Total 12 Home owners

200 6
0| 4

100 ) —
§ 2

0+ T T T T T T T T T T ' o 0+ T T T T T T 1

(e}
Q
@
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Demographic factors

“  Inward immigration
. . £ Job mobility
“  Ageing population ) )
. . . +  Lifestyle choices
“  Higher education policy
Household types and size, England
o : P No. per
millions Hm married couple | cohabltlng‘ couple household
30 1 lone parent other multi-person 25
one person household size (RHS)
25 24|
<
20 23(8
g
o}
15 225
=
10 21|%
4
5 2 §
0 19 %
1991 2001 2002 2003 2004 2006 2011 2016 2021 2026 |2
o
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Rising student population

Students in higher education

* UCAS applications for university
places up 28% since 2000

+ Government committed to
increasing numbers in higher
education — 50% by 2010 (currently
42%)

millions
25

23
2
L&
17

15+ T T T T T

T

T

1

1998 1999 2000 2001 2002 2003 2004 2005 2006

+ Student debt up 380% in last ten
years

£ 2006 intake expect to pay £33,500
to obtain a degree, according to
NatWest survey

“ Research by UNITE shows that
universities are only able to supply
accommodation to 25% of students

Source: Higher Education Statistics Agency

Student debt at graduation

£000s
14
12
10

oON DO ®

t T T T

1995 1997 1999 2001

T

2003

1

2005

Source: Barclays Student Survey
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Inward migration ()

/
]
“ In 2005, 565,000 people migrated into - .
the UK “...only one fifth of inward
R h migrants become home
¢ Net migration was 185,000 - slightly 9 i
below the record level seen in 2004 owners. YV' !n IEGe/Cals
) of living in the UK”
“ Increase largely due to EU Accession
+  Inward migrants have a greater Source: CML
propensity to rent
Net migration to the UK Tenure within five years
000s
250 Owner
200 occupied
150 Social
100 housing ¢
<
3
<L mPrivate  ®
0+ T T T T T T T T ) rented 2
© N~ ® © 9O oS o ®» < sector @
D D D D o o o o o [=3 (o)
2 2 2 2 R 8 R R & R =
=
“
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Inward migration i)

o /
Overseas workers obtaining NI number |
L Migrants from EU accession W Poland  Restof World ~ All Nationalities
countries have boosted the 200
number of workers obtaining a igg
UK national insurance number 300
200
100
2002/03 2003/04 2004/05 2005/06
Source: ONS
Net migration forecasts
o Official Estimate - - - - Capital Economics Estimate GAD Forecast
s i
500 - :
A0 5 .+ 77777 +-._ _ Forecasts
300 - ' e
200 - ¢ T
100 4 !
(o] : : . : . . .
1996 1998 2000 2002 2006 2008 2010
+ Sources: Capital Economics, Government Actuary’s Department, ONS
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Decline of first-time buyers (j )4
]
First-time buyers as % of all buyers |
“ FTB in decline due to: =
— Affordability constraints 60 &
— Lifestyle choices 50
— Rising student numbers
40
* Average age of FTB now 34 - @
* Increases demand for rented 20 4 , , , , , B
accommodation 1994 1996 1998 2000 2002 2004 2006 %
% of first-time buyers under 25 | First-time buyers LTV |
% %
35 110 7
30 o
90 _R/—-
25
» | 80 " " " " . :
20 g 1994 1996 1998 2000 2002 2004 2006 (¢
15 + T T T T T - 1|2 |+ Decline from 95% in 1994 to 90% in 2006 a
1991 1993 1995 1997 1999 2001 2003 2005 g « Despite rising prices, FTBs paying larger deposits 2
“
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Decline of first-time buyers i )4
]
+ The % of under 25s aspiring to home- +  The proportion of under 25s who are
ownership recovered slightly during home owners has halved since 1988

the past five years ¢ In 2004, 43% of under 25s aspired to be

“ Actual home ownership rates still home owners in 2 years'’ time
declining for under 25s, showing

o ’ AN “ In 2006, the actual homeownership rate
aspirations are not entirely realistic

for the under 25s was 18%
“ Survey found first-time buyers

: - +  58% of under 25s failed to achieve their
delaying until mid 30s

aspiration of homeownership

% under 25's with home ownership aspiration % under 25's who are home owners

100% 0%
80 35
60 30
25
40 20
20 { =uUnder 25 All Adults 15
0 + T T T T T y 10 - T T T 1

1986 1991 1997 1999 2001 2003 2007
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Decline of first-time buyers i

/
]
¢ Findings from the extensive GMAC survey of first-time buyers:
« Majority of non-homeowners felt “comfortable” with
buying their first property over the age of 30
e Over 50% of non-homeowners felt that not owning a
property by the age of 30 was no cause for concern
*« 50% gave the reason for postponement as lifestyle -
under 50% mentioned the affordability of a deposit
* Renting seen as giving a range of benefits
Source: GMAC
“
paragon 1 62
Tenant demand 4
]
Tenant demand rising at fastest pace for 9 years |
%
35
30
25
20 4
15 4 w
10 T T T T T T T 1 ;
Jan-03 Jul-03 Jan-04 Jul-04 Jan-05 Jul-05 Jan-06 Jul-06 Jan-07 9
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Rental demand rising )4
]
Rents per calendar month | Balance of surveyors reporting a rise in rents |
£800 - %
30 T~
£750 25 |
£700 20 A
£650 - 15 +
v w
o § 10 T T T T T | %
8§ 88833388 8EEE 8|2 Jan- May- Sep- Jan- May- Sep- Jan- | ©
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Long-term growth prospects ),
]
000s units
Underlying tenancy ACTUAL 0
growth is forecast to 4,000 A PROJECTED
increase the size of the
rental market by up to 3,500 A
51% by 2021 L0
“Buy-to-let, the revolution — SO 5 ‘ Centre_for
10 years on” Economics &
; 2,500 - Business
By Michael Ball, Professor of !
Urban and Property Economics Research
University of Reading Z{000 5 DCLG
Business School
1,500 T T T ,
1981 1989 1997 2005 2015
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Landlord profile ),
O
Paragon Mortgages Mortgage Trust |
Age: 50 Age: 48
13 years experience 9 years experience
11 properties 8 properties
Average income £79,400 Average income £69,600
o
Average value of portfolio £1.95m Average value of portfolio £1.28m %
Overall LTV ratio 49% Overall LTV ratio 53% g
“
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Government surveys show that professional - L
landlords hold bulk of private rented sector stock /
O
55% of landlords own 3% of stock <—> 12% of landlords own 75% of stock |
%
45 9 B % landlords ™ % stock
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UK buy-to-let market

par agbn

Il Balances outstanding

70 1 Gross new advances

00 00 01 01 02 02 03 03 04 04 05 05 06 06
HlI H2 H1I H2 H1I H2 H1 H2 Hl H2 H1 H2 Hl1 H2

IND :82In0S

(Note: Figures are for calendar years)

Low debt penetration

Low leverage in sector (000s)

Rental properties

Il Buy-to-let loans
3,000 1
2,500 -
2,000 A o
2,704
1500 154sq 2530 FO
1,000 1 S8 850
526
500 1 jge | 276 418
0 -+
2001 2002 2003 2004 2005 2006

par agbn

9700 “TND :221pbs

,

o /
Potential market for the buy-to-let sector |
3,000 § PRS Stock (000s) | 1yna of landlord:
2,829
-
/ 453 Non-commercial
2,500 1 organisations
, 4 481 Commercial
2,000 organisations
Private individuals
1,500 g
Target market 3
of 2,376,000 o
i [e]
1,000 1,895 properties 5
)
Only 30% g
Jd 5004 penetrated s
N 5
N a
0 +— 2
2005 3

O




Market share

/
]
Paragon share of buy-to-let mortgage market |
i Hm Paragon advances in period (LHS) %
4,000 4 12
CML BTL share of all mortgages (RHS)
3,500
Paragon market share (RHS) T 10
3,000
+8
2,500
2,000 +6
1,500
T4
[
1,000 2
8
500 AJ | 2 2
=
0 T T T T o |8
2002 2003 2004 2005 2006 §
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(Note: Figures are for calendar years)
Decline of building societies and rise of L
specialist lenders )4
]
Specialist lenders now account for 20% of total lending |
% Banks as proportion of total
90 - — Specialist as proportion of total
—— Building Societies as proportion of total
80 |
70 A
60 A
50 A
40 A
30 |
20 A
10 A (gn
.
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 %
“
paragon On




Credit quality — buy-to-let

Three months + arrears |

10% 0.89

CML
Total

CML Paragon Arrears (inc ROR)
Buy-to-let

Paragon’s LTV distribution is highly conservative and avoids high risk areas

Maximum LTV 85%

P Avg Indexed LTV 67% High Risk
aragon Avg Indexe b Area
Landlord portfolio gearing 37%

CML

50%
50-55%
55-60%
60-65%
65-70%
70-75%
75-80%
80-85%
85-90%
90-95%
95
100%
100%+

V18V / TND / uobeled :8ainos

z
%
=}
a

Buy-to-let enforcement process J

Buy-to-let enforcement is a clearly defined process which is simpler
and costs less than the owner-occupied methodologies

Buy-to-let Owner-occupied
Fast - multiple options Slow - few options
Case review

Chase for payment / negotiate agreement

Litigation and continued collection

Receiver Tenant Unopposed

of rent eviction possession
Foreclosure through courts

Review options
Eviction
Salewith  Hold & manage Vacant sale Sale with vacant procession
tenant - sell later

Chase any residual balance Chase any residual balance
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Voids

/
]
Voids
%
97 — Paragon total
8 1 ARLA
7 -
6 7’\/“_\/\/\
5 -
4 -
3 -
2 -
1 -
[
O................§
QL Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 |}
2003 2004 2005 2006 2007 E
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Rental yields )4
]
Market rental yields |
o FPD Savills
£ Most sources show ° RICS
yields have fallen 8
gradually over past —ARLA
two years, from an = Capital Economics *
average of 5.7% to
7 -

+  ARLA yields
however are

as they were 12
months ago

account of rental
growth

an average of 5.5%

currently the same

£ Only measures yield
on day one, takes no

4 T T

T T T

1

Q12004 Q32004 Q12005 Q32005 Q12006 Q32006 Q12007

*(RPI Rent Index; Average of ARLA, RICS and Paragon)
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Landlords committed to buy-to-let J

¢ Latest ARLA survey
shows buoyant mood
amongst landlords -
key data showing
significant
improvement

£ As a subset of overall
mortgage market,
buy-to-let seeing
strong volume growth

+  Buy-to-let contributing
an ever-bigger share
of overall volumes

|

86% of ARLA landlords said they would
hold their buy-to-let investment even if
house prices fall

65% said average life expectancy of their
property investment is 10 years or more

58% intend to acquire further buy-to-let
investments during the next 12 months

Source: ARLA Review & Index of Residential Investment
(Q1:2007)
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Disclaimer

£

),

|

This presentation has been issued by The Paragon Group of Companies PLC (“Paragon”). This presentation is directed
only at persons in the United Kingdom who fall either within Article 19 (Persons having professional experience in
matters relating to investments) or Article 49 (High net worth companies) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2001.

It is supplied for information only and may not be reproduced or redistributed. This presentation is not and should not
be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for any investment nor shall it form
the basis of or relied upon in connection with, or act as any inducement to enter into, any contract or commitment
whatsoever.

This presentation may contain certain “forward-looking statements” with respect to certain of Paragon’s plans and its
current goals and expectations relating to its future financial condition, performance and results. By their nature, all
forward-looking statements involve risk and uncertainty because they relate to future events and circumstances which
are beyond Paragon’s control including among other things, UK domestic and global economic business conditions,
market related risks such as fluctuations in interest rates and exchange rates, the policies and actions of regulatory
authorities, the impact of competition, inflation, deflation, the timing impact and other uncertainties of future acquisitions
or combinations within relevant industries, as well as the impact of tax and other legislation and other regulations in the
jurisdictions in which Paragon and its affiliates operate. As a result, Paragon's actual future financial condition,
performance and results may differ materially from the plans, goals and expectations set forth in Paragon’s forward-
looking statements.

Paragon undertakes no obligation to update the forward-looking statements contained in this presentation or any other
forward-looking statements we may make.
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