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OVERVI EW

e Qur credit and cash flow analysis showed that the current credit
enhancenent for the class C notes is insufficient to support its rating.

* W |owered our rating on the class C notes and affirned our ratings on
cl asses A and B.

e The portfolio conprises al nost exclusively second-lien, floating-rate
| oans originated in the U K by Paragon Secured Fi nanci ng.

LONDON (Standard & Poor's) July 31, 2009--Standard & Poor's Ratings Services
today | owered and renpved from Credi t WAt ch negative its credit rating on the
class C notes issued by Paragon Secured Finance (No. 1) PLC (PSFl). At the
sane time, we affirmed our ratings on the class A and B notes (see |ist

bel ow) .

Today's actions follow a credit and cash flow review applyi ng our U K
resi dential nortgage-backed securities (RVBS) criteria, of the npbst recent
information received for this transaction.

Thi s anal ysis showed an increased risk to debt service paynents on PSF1's
class C notes. W believe that the specific nature of the portfolio will |eave
any defaults particularly exposed to declines in U K house prices; we

cal cul ate the wei ght ed-average | oan-to-value in the portfolio as being al nost
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95% Accordingly, we have | owered our rating on these notes by one notch to
"BBB-'. The class A and B notes have built sufficient enhancenent for us to
affirmthe ratings.

The PSF1 portfolio conprises al nost exclusively second-1ien nortgage | oans
secured over U K. properties. Gven their relative ranking, we would generally
expect losses on defaults fromsuch a portfolio to be significantly higher
than in nmost nonconfornming transactions. At the May interest paynent date,
cunul ative | osses had increased by 46 basis points (bps) to 4.57% follow ng
an increase of 58 bps in January. 90+ day delinquencies are currently 6.74%
for PSF1, rising from5.54% at the previous interest paynent date.

Al t hough the first loss fund remains undrawn and all | osses to date have been
covered by excess spread, we believe that increasing arrears will nanifest

t hensel ves in ever greater defaults, while house price declines are likely to
i ncrease | oss severities and place greater pressure on transacti on cash fl ows
going forward. After curing losses in the period, quarterly excess spread for
the May interest paynent date was 1.37%

RELATED RESEARCH

» Met hodol ogy And Assunptions: Update To The Criteria For Rating U K
Resi dential Mortgage-Backed Securities, Jan. 6, 2009

* U K Nonconformng RVMBS | ndex Report, published quarterly
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