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The Modus Alpha General Partner Limited 3
Financial statements for the period ended 30 June 2009

Report of the directors

The directors present their report together with the andited financal statements for the penod
ended 30 June 2009

Principal activity
The company’s principal activity 1s acting as general partner of a property mvestment
partnershup

Results and dividends
The profit for the peniod after taxation amounted to £2,969 (2007 £1,975) The directors do
not recommend the payment of a dividend (2007 £Nil)

Directors
The directors who served during the penod are listed below All directors served throughout
the period unless otherwise indicated

D Lockhart

B Flood

A Buchan (resigned 24 June 2009)
I F Nichol (resigned 24 June 2009)

Statement of directors’ responsibilities
The directors are responsible for prepaning the report of the directors and the financial
statements 1n accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year
Under that law the director has elected to prepare finanaal statements 1n accordance with
Unuted Kingdom Accounung Standards (Unuted Kingdom Generally Accepted Accounung
Practice) The financial statements are required by law to give a true and fair view of the state
of affairs of the company and of the profit or loss of the company for that penod In
prepaning 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,
state whether applicable accounting standards have been followed, subject to any
material departures disclosed and explamed 1n the financial statements,

. prepare the financial statements on the going concern basts unless it 1s inappropnate
to presume that the company will continue 1n business

The directors are responsible for maintating proper accounting records that disclose with
reasonable accuracy at any ume the financial position of the company and enable them to
ensure that the financial statements comply wath the Compames Act 1985 They are also
responsible for safeguarding the assets of the company and for taking reasonable steps for the
prevenuon and detection of fraud and other rregulanties
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Financial statements for the period ended 30 June 2009

Auditor

KPMG LLP resigned as auditor during the period and Grant Thornton UK LLP were
appointed to fill the casual vacancy Grant Thornton UK LLP, having expressed their
wilhngness to continue m office, will be deemed reappointed for the next financial year in
accordance with section 487(2) of the Companies Act 2006 unless the company receves notice
under section 488(1) of the Companies Act 2006

Small company exemption
Thus report has been prepared 1n accordance with the special provisions of Part VII of the
Companues Act 1985 relating to stnall companies

ON BEHALF OF THE BOARD

AN
D Lockhart

Darector
The Modus Alpha General Partner Limited - Company No 5622821

12 Apnl 2010
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Report of the independent auditor to the
members of The Modus Alpha General Partner
Limited

We have audited the financial statements of The Modus Alpha General Partner Limuted for \
the period ended 30 June 2009 whuich comprise the principal accounung policies, the profit

and loss account, the balance sheet and notes 1 to 10 These finanaal statements have been

prepared 1n accordance wath the accounting policies set out therein and the requrements of

the Financial Reporting Standard for Smaller Entities (effective January 2007)

This report 1s made solely to the company’s members, as a body, 1n accordance with Section
235 of the Companies Act 1985 Qur audit work has been undertaken so that we might
state to the company’s members those matters we are required to state to them 1n an
auditors’ report and for no other purpose  To the fultest extent permutted 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’ responsibilites for prepanng the report of the directors and the financial
staterments 1n accordance with United Kingdom law and Accounting Standards (Urnuted
Kingdom Generally Accepted Accounting Practice} are set out in the statement of directors'
responsibihties

Our responsibility 1s to audit the finanaal statements 1n 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 are propetly prepared 1n accordance with the Compamies Act 1985 We also report
to you if whether 10 our opiuon the nformation given 1n the report of the directors 1s
consistent with the financial statements

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

We read the report of the directors and consider the implications for our report if we
become aware of any apparent rmusstatements within 1t.

Basis of audit opinion

We conducted our audit in accordance with Internanonal Standards on Auditing (UK and
Ireland) 1ssued by the Audiing Practices Board An audit includes examination, on a test
basis, of evidence relevant to the amounts and diselosures in the financial statements It
also includes an assessment of the sigmficant estmates and judgements made by the
directors in the preparation of the financial statements, and of whether the accounting

policies are appropriate to the company's circumstances, conststently applied and adequately
disclosed ‘
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Report of the independent auditor to the
members of The Modus Alpha General Partner
Limited

We planned and performed our audit 50 as to obtamn all the mformation and explanations
which we considered necessary 1n order to provide us with sufficient evidence to give
reasonable assurance that the financial statements are free from matenal misstatement,
whether caused by fraud or other irregularity or error  In formung our opiuon we also
evaluated the overall adequacy of the presentation of information i the financral
statements

Opinion
In our opimon

. the financial statements give a true and fair view, 1n accordance with United
Kingdom Generally Accepted Accounting Practice apphicable to Smaller
Entities, of the state of the company's affairs as at 30 June 2009 and of its profit

for the period then ended,

. the financial statements have been propetly prepared in accordance with the
Compantes Act 1985, and

. the information given in the report of the directors 1s consistent with the

financial statements

Emphasis of matter - going concern

In forming our opimon on the financial statements, which 1s not qualified, we have
considered the adequacy of the going concern disclosures made 1n the accounting policies
section of the financial statements concermng the company's ability to continue as a going
concern These conditions indicate the existence of a matenal uncertainty which may cast
sigrificant doubt about the company's ability to continue as a going concern The financial
statements do not mclude the adjustments that would result if the company was unable to
continue as a going concern

G'/"' _T ’_[L.fo\'fD"—\ LA pt_,(o

GRANT THORNTON UK LLP
REGISTERED AUDITOR
CHARTERED ACCOUNTANTS
MANCHESTER

12 April 2010
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Financial statements for the period ended 30 June 2009

Principal accounting policies

Basis of preparation
The financtal statements have been prepared under the lustoncal cost convention and 1n
accordance with the Fiancial Reporting Standard for Smaller Entities (effective January 2007)

The principal accounung policies of the company have remained unchanged 1n the period and
are set out below The directors have reviewed the accounting policies in accordance with FRS
18 and constder them to be the most appropriate 1o the company's circumstances

Going concern

The company acts as general partner to Modus Alpha Property Partners Limited Partnership
{('the LP") The company recerves a fee for acting in this capacity, but has no mterest 1n the
profits or assets of the LP However, the company's future mcome streams and 1ts ability to
recover amounts due from the LP and 1ts related entines (togethet, "the Alpha Fund) 1s
dependent on the abihity of the LP to continue in operational existence

The current economic environment 1s challenging, particularly 1n regard to the property sector,
and the partners of the LP consider that the future outlook presents significant challenges both
1in terms of avalabihity of funding and volatity of property values

During the period to 30 June 2009, the Alpha Fund has breached the loan to value covenants
on a mumber of its bank facihoes and 1s currently 1n negotiattons with its lending banks In
addition, during the pettod, one of the Alpha Fund's equity partners took the decision to exat
the Alpha Fund As a result, 1 June 2009 the equity partner wrote off its equuty investment of
£8 im and in October 2009 wrote off 1ts mezzamine loans and rolled up interest amounting in
total to £20 2m This exat by the equity partner formed part of a wider restructuring of the
Alpha Fund, 1n which the investors agreed to extend the life of the Fund to 30 June 2014
Based on the negotiations to date with the lending banks, all of whom are supportive of the
restructuning of the Alpha Fund, the partners are confident that all facihnes will be renewed,
although 1t 15 likely there will be revistons to the existing facihity terms An agreement 1n
panciple has been reached wath the principal lender to the Alpha Fund, who at 30 June 2009
accounted for 63% of the Alpha Fund's total debt

Whilst the directors of the company acknowledge that these circumstances cast some
uncertainty over the company's ability to temain as a going concern, they are confident that the
LP's negonations with 1ts lending banks wnll lead to a successful outcome For this reason, the
directors continue to adopt the going concern basts 1n the preparation of the financial
statements

Turnover

Turnover consists of the company's fee for acting as the general partner t0 Modus Alpha
Property Partners Limited Partniershup and 1s recogrused on an accruals basis over the perod to
which the service relates

Deferred taxation

Deferred tax 15 recogmsed on all tming differences where the transactions or events that give
the company an obligation to pay more tax in the future, or a nght to pay less tax i the future,
have occurred by the balance sheet date Deferred tax assets are recognised when 1t 1s more
likely than not that they will be recovered Deferred tax 1s measured using rates of tax that
have been enacted or substantively enacted by the balance sheet date
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Profit and loss account

Pertod ended Year ended

30 June 31 December

2009 2007

Note £ L

Turnover 1 3,750 2,500
Profit on ordinary activities before taxation 1 3,750 2,500
Tax on profit on ordinary activities 3 (781) (525)
Profit for the financial penod 7 2,969 1,975

The results disclosed above relate entirely to continuing operations

There were no recognised gains or losses other than the profit for the financial period

The accompanying notes form part of these financial statements.
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Balance sheet

30 June 31 December

2009 2007

Note £ £
Current assets
Debtors 4 8,008 5,100
Creditors : amounts falling due within one year 5 (781) (842)
Net current assets 7,227 4 258
Net assets 7,227 4,258
Capital and reserves
Called up share capatal 6 100 100
Profit and loss account 7 7,127 4,158
Shareholders’ funds 8 7,227 4,258

The financial statements have been prepared 1n accordance with the special provisions of Part VII of the
Compames Act 1985 relating to small companies and with the Financial Reporting Standard for Smaller
Entittes (effective January 2007)

The financial statements were approved by the Board on 12 Apri 2010

QM Ayt

D Lockhart Director

The accompanying notes form part of these financial statements.
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Notes to the financial statements

Turnover and profit on ordinary activities before taxation

The turnover and profit on ordinary activities are attnibutable to the prnincipal acuvity of the
company, and arose entirely within the United Kingdom

Remuneration in respect of the company's auditor 1s settled by Modus Alpha Property Partners
Limited Partnership, a related undertaking

Directors and employees

There were no employees of the company dunng the period other than the directors The directors
received no remuneration dunng the peniod (2007  £IN1l)

Tax on profit on ordinary activities

Period ended Year ended

30 June 31 December

The tax charge represents 2009 2007
£ £

UK corporation tax at 21% (2007 19 8%) 781 494
Adjustment in respect of prior years - 31
781 525

Factors affecting the tax charge for the period
The difference between the actual tax assessed i the pertod and the charge based on the standard
rate of corporation tax in the United Kingdom of 21% (2007 19 8%) 15 explained as follows

Period ended Year ended

30 June 31 December

2009 2007

£ £

Profit on ordinary activities before taxation 3,750 2,500
Profit on ordinary activies before taxatnon muttphed by standard rate

of corporation tax in the United Kingdom of 21% (2007 19 8%) 788 494

Effect of
Change 1n tax rate Q) -
Adjustment 1n respect of prior years - 31

Current tax charge for the period 781 525




The Modus Alpha General Partner Limited
Financial statements for the period ended 30 June 2009

Debtors

Amounts owed by related undertaking (note 9)
Unpaid share capital

Creditors : amounts falling due within one year

Corporation tax

Share capital

Authonsed
1,000 ordinary shares of £1 each

Allotted
100 ordinary shares of £1 each

Reserves

At 1 January 2008
Profit for the financtal period

At 30 June 2009

Reconciliation of movements in shareholders’ funds

Profit for the financial period
Opening shareholders’ funds

Closing shareholders” funds

11

3¢ June 31 December
2009 2007

£ £
7,908 5,000
100 100
8,008 5,100
30 June 31 December
2009 2007

£ £

781 842

30 June 31 December
2009 2007

£ £
1,000 1,000
100 100
Profit and

loss account

4,158

2,969

7,127

Period ended Year ended
30 June 31 December
2009 2007

£ £
2,969 1,975
4,258 2,283
7,227 4,258
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The Modus Alpha General Partner Limited
Financial statements for the period ended 30 June 2009

Related party transactions

The company has taken advantage of the exemption 1n FRS 8 and has not disclosed transactions with
group undertakings

During the period the company recerved a fee of £3,750 (2007 £2,500) from Modus Alpha Property
Partners Limited Partnership, a hmited partnership of which the company acts as general partner At
30 June 2009 the company was owed a balance of £7,908 (2007 £5,000) from Modus Alpha
Property Partners Limited Partnership

Ultimate parent undertaking

"The company 1s a subsidiary undertaking of Spectrum Investment Management Limited which 1s the
ultmate parent undertaking

12
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Modus Alpha Property Partners Limited Partnership 3
Financial statements for the period 30 June 2009

Report of the general partner

The general partner presents its report together with the audited financial statements for the
period ended 30 June 2009

Reporting framework

Although the entity 15 a limited partnership, its governing document, the partnership agreement
specifies that the accounts should be produced under United Kingdom Generally Accepted
Practice and the Partnership and Unlimited Companies {(Accounts) Regulattons 1993
Regulaton 4 of the Partnership and Unlimuted Compantes (Accounts) Regulanons 1993
stipulates that the accounts should be prepared under Part VII of the Compantes Act 1985 as 1f
the partnership were a company formed and registered under that Act

Principal activity
The principal acuvity of the partnership 1s property investment.

Business review
The profit for the penod after taxation amounted to £3,386,000 (2007 restated loss £961,000)

The Modus Alpha Property Partners Limited Partnershup (‘the Alpha Fund’) was established, 1n
November 2005 with an estimated hfe to run to November 2010

The economic environment has been very challenging over the eighteen month penod under
review, along with most other asset classes, values 1n the commercial property market have
been significantly affected by the credit crunch and resulung global economuc cnsis  There has
been an unprecedented lack of liquudity 1n the market in general and this has lead to alarge
drop 1n transactional actvity in the property sector and as a result values of retatned properties
across the sector have been adversely affected As a consequence of the economic chimate a
number of key changes to the Alpha Fund have been made in the period as summarised below

. A proposal was made to the investors in May 2009 to extend the hife of the Alpha
Fund to June 2014 The proposal was made in order to allow time for the property
values to recover to enable optimum returns for investots in the Alpha Fund The
proposal was accepted by the Investors and the restructure was completed in
October 2009,

. Negotanons with the lending banks over the restructure of the Alpha Fund are at
an advanced stage Generally all banks have been very supportive over the eighteen
month period, albeit they have all taken the opportumty to increase fees/margins
based upon a reduction 1n property values across the sector All banks have been
supportive of the Alpha Fund extension to June 2014,

. One of the equity partners took the decision to exit the Alpha Fund and wrote off
its equuty investment and subsequent to the year end wrote off its mezzanine loan to
the Alpha Fund,

. Modus Stourbridge was hiquidated on the 29% October 2008 and the property

previously held by the partnership was acquired by Modus Alpha Jersey Property
Unut Trust as consideration of the inter company loan balance

. The partners performed a valuation of the investment portfolio based on advice
from the partnership's property asset manager The results of the valuation have
been reflected in the accounts
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To date the Alpha Fund has a portfolio of 24 properties and given the hard work undertaken in
the reporting period 1t 1s 1n 2 much stronger position to face the current and future market
conditions

The partners would like to take this opportunity to thank all interested parties in the Alpha
Fund for their support and encouragement over the penod under review and we look forward
to facing the challenges that hie ahead

Post balance sheet events
Post balance sheet events are disclosed 1in note 27 to the financial statements

Partners

Modus Alpha General Partner Limited acts as general partner to the imited partnership
Modus Alpha Jersey Property Umit Trust, Brendan Flood and Modus Alpha Founder Partner
LLP are the limited partners

Financial risk management policies and objectives

The partnership uses various financial instruments to finance its operations, including bank
loans, loans from the partners and also items whach anise directly from 1ts operanons such as
cash, trade debtors and trade creditors

The man nisks ansing from the group's financial instruments are market risk, hqudity risk,
interest rate nisk and credit risk  The partnership has no exposure to currency nisk since all of
its operations are carried out withuin the United Kingdom The directors review and agree
polictes for managing each of these risks and they are summansed below These policies have
remained unchanged from previous years

Market risk

The partnership's exposure to market nsk pnmanly relates to movements in the value of its
investment properttes, since the value of the properties 1s subject to a number of mainly
external factors, many of which zre outside of the partners' control such as general economic
conditions, 1nterest rate fluctuations and other factors specific to the property sector The
partners monutor the market value of the properties by undertalung regular independent
valuations

Liquidity risk

The partners seek to manage financial nsk by ensuning sufficient hquidity 1s available to meet
foreseeable needs and to invest cash assets safely and profitably. Short—term flexability 15
achteved by loans from the partners

The partnershup finances its operations pnimanly through bank borrowings and loans from the
partners The matunty of these obligations 1s set out 1n note 15 to the financal statements

Interest rate risk

The partnershup manages its exposure to interest rate fluctuations on its bank borrowings by
entenng into fixed rate agreements where possible, and also by the use of interest rate swap
agreements
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Credit risk

In order to manage credit nsk, the partners regularly review the quality and credit rating of 1ts
tenant base Credit limits are set where appropriate and reviewed by the finance team on a
regular basis 1n conjunction with debt ageing and collection history

Statement of the general partner's responsibilities
The general partner 1s responsible for prepanng the report of the general partner and the
financial statements 1n accordance with applicable law and regulations

Company law requires the general partners to prepare financial statements for each financial
year Under that law the general partners have elected to prepare financial statements in
accordance with United Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice) The financial statements are requured by law to give a true and fair view
of the state of affaus of the partnership at the end of the penod and of the profit or loss for the
period then ended In prepaning those finanaal statements, the general partner 1s required to

. select suitable accounting policies and then apply them consistently,
make judgments and estimates that are reasonable and prudent,

. state whether applicable accounting standards have been followed, subject to any
matenal departures disclosed and explamned 1n the financial statements,

. prepate the financial statements on the going concern basis unless 1t 1s mnapproprate

to presume that the partnershup wall continue 1n business

The general partner 1s responsible for keeping proper accounting records that disclose with
reasonable accuracy at any time the finanaal positon of the partnership and enable 1t to ensure
that the financial statements comply with the Companies Act 1985 as applied by the
Partnerships and Unlimited Comparues (Accounts) Regulatons 1993 The general partner 1s
also responstble for safeguarding the assets of the partnership and for taking reasonable steps
for the prevention and detection of fraud and other 1rregulanities

In so far as the general partner i1s aware

. there 1s no relevant audit informanion of which the partnership's auditor 1s unaware,
and
. the general partner has taken all steps that 1t ought to have taken to make tself

aware of any relevant audit information and to establish that the auditor 1s aware of
that information
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Auditor

KPMG LLP resigned as auditor duning the pertod and Grant Thornton UK LLP were
appotnted to fill the casual vacancy Grant Thornton UK LLP, having expressed their
wilhngness to continue in office, will be deemed reappomted for the next financial year in
accordance with section 487(2) of the Companies Act 2006 unless the company receives notice
under section 488(1) of the Compares Act 2006

ON BEHALF OF THE GENERAL PARTNER

@W‘ ,Z,M G 37

For and on behalf of Modus Alpha General Partner Linmted /
General Partner

12 Apnl 2010
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Report of the independent auditor to the members
of Modus Alpha Property Partners Limited
Partnership

We have audited the financial statements of Modus Alpha Property Partners Limited
Partnership for the period ended 30 June 2009 which comprise the princpal accounting
policies, the consolidated profit and loss account, the consolidated balance sheet, the
partnership balance sheet, the statement of total recogmsed gains and losses, the note of
hustorical cost profits and losses and notes 1 to 27 These financal statements have been
prepared in accordance with the accounting pohicies set out therein

This report 15 made solely to the partnership's members, as a body, i accordance with Section
235 of the Comparues Act 1985 as applied by the Partnerships and Unlimited Companies
(Accounts) Regulations 1993 Our audit work has been undertaken so that we mght state to
the partnership’s members those matters we are requred to state to them in an auditors' 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 partnership and the partnership's members as a body,
for our audit work, fot this report, ot for the opintons we have formed

Respective responsibilities of general partner and auditor

The general partner's responsibihities for preparing the report of the general partner and the
financial statements 1n accordance with Unuted Kingdom law 2and accounting standards are set
out 1n the statement of general partner's responsibihties

Our responsibility 1s to audit the financial statements 1n accordance with relevant legal and
regulatory requirements and International Standards on Auditing (UK and Ireland)

We report to you our opiaion as to whether the financtal statements give a true and fair view
and are propetly prepared 1n accordance with the Companses Act 1985 as applied by the
Partnerships and Unlimited Companites (Accounts) Regulanons 1993 We also report to you
whether 1n our opinion the information given 1n the report of the general partner 1s consistent
with the financial statements

In addition we report to you if, 1n our opimon, the partnership has not kept proper accounting
records, if we have not recerved all the information and explanations we require for our audit

We read the report of the general partner and consider the implications for our report if we
become aware of any apparent misstatements or material inconsistencies with the financial
statements.

Basis of audit opinion

We conducted our audit 1n accordance with Intetnational Standards on Audiing (UK and
Ireland) 1ssued 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 sigmificant estimates and judgements made by the general partner 1n the
preparation of the financial statements, and of whether the accounting policies are appropniate
to the partnership's circumstances, consistently apphed and adequately disclosed
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Report of the independent auditor to the members
of Modus Alpha Property Partners Limited
Partnership

We planned and petformed 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 matenal misstatement, whether
caused by fraud or other urregulanty or error  In forming our opiruon we also evaluated the
overall adequacy of the presentaton of informanon in the financial statements

Opinion
In our opimon

. the financial statements give a true and fair view, 1n accordance with United
Kingdom Generally Accepted Accounting Practice, of the state of affairs of the
group and the partnership as at 30 June 2009 and of the profit of the group for the
period then ended,

. the financial statements have been propetly prepared n accordance with the
Compantes Act 1985 as applied by the Partnerships and Unlimited Companies
(Accounts) Regulations 1993, and

. the information given 1n the report of the general partneris consistent with the
finanaal statements

Emphasis of matter - going concern

In forming our opmion on the financial statements, which 1s not qualified, we have considered
the adequacy of the going concern disclosures made 1n the accounting policies section of the
financial statements concerning the partnership's ability to continue as a going concern These
conditions indicate the exsstence of a matenal uncertainty which may cast significant doubt
about the partnership's ability to continue as a going concern The financial statements do not
include the adjustments that would result if the partnership was unable to continue as a gomng
concern

é/w- -.'t' TTw .:;/,-\'%:‘-\ Al \-—Lf

GRANT THORNTON UK LLP
REGISTERED AUDITOR
CHARTERED ACCOUNTANTS
MANCHESTER

12 April 2010
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Financial statements for the period ended 30 June 2009

Principal accounting policies

Basis of preparation

The financial statements have been prepared n accordance with applicable accounting
standards and under the historical cost convention except that they have been modified to
mclude the revaluaton of tangible fixed assets

The principal accounting policies of the partnership have remained unchanged 1n the period
and are set out below The general partner has reviewed the accounting policies 1n accordance
with FRS 18 and considers them to be the most appropnate to the company's circumstances

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the partnership
and all subsidiary undertakings Acquisitions are accounted for under the acquisiion method
The results of entiies acquired or disposed of are included in the group profit and loss account
from or up to the date that control passes

Going concern

The principal acuvity of Modus Alpha Property Partners Limited Partnership (the LP') and 1ts
related entities (together, 'the Alpha Fund), together wath the factors likely to affect its futare
performance and development are described 1n the report of the general partner

As described 1n the report of the general partner, the current economic environment s
challenging, particularly 1n regard to the property sector, and the partners of the LP consider
that the future outlook presents sigmificant challenges both 1n terms of availability of funding
and volatlity of property values

As disclosed in note 9, the LP's investment properties wete revalued 1n the perod at £118 2m,
a deficit of £20 5m on the carrying value The partners believe that the fall in value of the
mvestment properties 1s a reflection of the current economic conditions, and 1s therefore
temporary m nature The partners are satsfied that the future rental income streams from the
investment properties ate robust, since the majorty of properties are occupied on long term
lease agreements by a very secure tenant base The partners consider there 1s a potental nisk to
the financial viability of tenants as a result of the current economic conditions, however to date
the LP has not expenenced any significant loss in revenue ansing from this sk

As a result of the fall in value of the investment properties, during the peniod to 30 June 2609,
the Alpha Fund has breached the loan to value covenants on a number of 1ts bank facilities and
1s currently 1n negotiations with 1ts lending banks In addition, during the penod, one of the
Alpha Fund's equuty partners took the decision to exit the Alpha Fund As a result, in June
2009 the equity partner wrote off its equity investment of £8 1m and in October 2009 wrote
off its mezzanine loans and rolled up interest amounting 1n total to £20 2m This exit by the
equity partner formed part of a wider restructuning of the Alpha Fund, in which the investors
agreed to extend the life of the Fund to 30 June 2014 Based on the negotiations to date with
the lending banks, all of whom are supportive of the restructuring of the Alpha Fund, the
partners are confident that all facthties will be renewed, although 1t 1s hikely there will be
revisions to the extstung facility terms An agreement in prnciple has been reached with the
principal lender to the Alpha Fund, who at 30 June 2009 accounted for 63% of the Alpha
Fund's total debt
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Whilst the partners acknowledge that these circumstances cast some uncertamnty over the LP's
ability to remain as a going concern, they are confident that the negotiations with its lending
banks will lead to a successful outcome For this reason, the partners continue to adopt the
going concern basis 1n the preparation of the financial statements

Turnover

Tutnovet consists of rental mcome recervable which 1s recogrused on an accruals basis and 1s
spread evenly over the term of the lease Incentives paid to tenants to enter 1nto a lease
agreement and any costs associated with entering into the lease are spread over the same
peniod

Investment properties

Investment properties are imtially recorded at cost and are revalued annually by the directors,
with an independent valuation at least once every five years These valuations are reflected 1n
the balance sheet, and the surpluses or deficits on revaluation of such properties are transferred
to the revaluation reserve Depreciation 1s not provided in respect of freehold mvestment
properties Leasehold investment properties are not amortised where the unexpired term 1s
over twenty years

This policy represents a departure from statutory accounting principles, which require
depreciaton to be provided on all fixed assets The directors consider that this policy 1s
necessary m order that the financial statements may give a true and fair view, because current
values and changes 1n current values are of prime importance rather than the calculaton of
systematic annual depreciaton  Depreciation 1s only one of many factors reflected 1n the
valuation and the amount which mught otherwise have been shown cannot be separately
identified or quantified

Intangible fixed assets - goodwill

Purchased goodwill ansing on acqusitions 1s the difference between the fair value of the
purchase consideration and the fair value of the group's share of the identifiable assets and
liabihities of the acquired business at the date of acquisiton Purchased goodwall 1s capitalised
and amortised over 1ts estimated useful life Goodwill 1s reviewed for impatrment at the end of
the first full financial year following each acquisition and subsequently when necessary if
circumstances indicate that 1ts carrying value may not be recoverable

Fixed asset investments
Fixed asset investments are stated at cost less amounts wntten off

Leased assets

Assets held under finance leases and hire purchase contracts are capitalised and depreciated
over thetr expected useful lives  The interest element of leasing payments represents a constant
proportion of the capital balance outstanding and 1s charged to the profit and loss account over
the period of the lease

All other leases are regarded as operatng leases and the payments made under them are
charged to the profit and loss account on a straight line basis over the lease rerm
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Current tax

The partnership 1s not subject to corporation tax since the partners are taxed individually The
partnership's has a number of corporate subsidianes which are consolidated into these financial
statements, which are subject to corporation tax

Deferred taxation

In respect of the partnershup's corporate subsidianies which are subject to corporation tax,
deferred tax 15 recognused on all tming differences where the transactions or events that give
the entty an obligation to pay more tax in the future, or 2 night to pay less tax 1n the future,
have occurred by the balance sheet date Deferred tax assets are recogrused when 1t 1s more
likely than not that they will be recovered Deferred tax 1s measured using rates of tax that
have been enacted or substantively enacted by the balance sheet date

Financial instruments

Financial habilities are obligations to pay cash or other financial assets and are recognised when
the group becomes a party to the contractual provisions of the instrument All financial
habihitres are recorded 1nuttally at fair value, net of direct 1ssue costs Finance charges are
charged to the profit and loss account on an accruals basis using the effective interest rate
method and are added to the carrying amount of the instrument to the extent that they are not
settled 1n the pertod 1n which they anse

An equity instrument 1s any contract that evidences a residual interest in the assets of the
partnership after deducting all of 1ts labilities Distributions relating to equity mstruments are
debited directly to reserves
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Consolidated profit and loss account

Note
Turnover — continuing operations 3
Other operating income
Adrmunustrative expenses
Operating profit — continuing operations
Profit on disposal of fixed assets
Loss on disposal of subsidiary undertaking 12
Exceptional item — wnte-off of loans 5
Net interest 6
Profit/ (loss) on ordinary activities before taxation 3
Tax on profit on ordinary acovities in corporate subsidiaries 7
Profit/ (loss) for the financial period 18

The accompanying notes form part of these financial statements.

12

Restated
Penod ended Year ended
30 June 31 December
2009 2007
£000 £000
13,658 9,651
- 125
(3,404) (2,490)
10,254 7,286
- 745
(180) -
8,119 -
(14,675) (8,876)
3,518 (845)
(132) (116)
3,386 (961)
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Consolidated balance sheet

Fixed assets
Tangible assets

Current assets
Debtors

Cash at bank and 1n hand

Creditors . amounts falling due within one year

Net current liabilities

Total assets less current liabilities

Creditors : amounts falling due after more than one year

Prowvision for liabilities
Net liabilities

Capital and reserves
Partners' capttal accounts
Revaluation reserve
Partners' other reserves

Total membets' intetests

Note

13

14

15

16

17
18
18

19

13

Restated
30 June 31 December
2009 2007
£000 £000
118,198 147,264
12,508 2,561
1,278 2,595
13,786 5,156
(152,555) (16,043)
(138,769) (10,887}
(20,571) 136,377
(8,423) (147,861)
(107) 72)
(29,101) (11,556)
2 3
{28,426) (8,698)
(677) (2,861)
(29,101) (11,556)

‘The financial statements were approved by the general partner on 12 April 2010

Do Lcon

For and on behalf of Modus Alpha General Partner Lumited
General partner

The accompanying notes form part of these financial statements.
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Partnership balance sheet

Fixed assets
Tangble assets
Investonents

Current assets
Debtors

Cash at bank and 1n hand

Creditors : amounts falling due within one year
Net current liabilities
Total assets less current habilities

Creditors : amounts falling due after more than one year
Net liabilities

Capatal and reserves
Partners' capttal accounts
Revaluation reserve
Partners' other reserves

Total members' interests

Note

13

14

15

17
18
18

19

14

30 June 31 December
2009 2007
£000 £000

98,227 116,871

22,103 23,164
120,330 140,035
12,429 10,549
1,219 2,408
13,648 12,957
(152,132) (15,409)
(138,484) (2,452)
(18,154) 137,583
(8,423) (147,861)
(26,577) (10,278)
2 3

(26,132) (7,754)
447) (2,527)

(26,577) (10,278)

The financial statements were approved by the general partner on 12 Aprid 2010

For and on behalf of Modus Alpha General Partner Limited
General partner

The accompanying notes form part of these financial statements.
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Consolidated cash flow statement

15

Restated
Penod ended Year ended
30 June 31 December
2009 2007
Note £000 £000
Net cash inflow from operating activities 20 11,210 10,197
Returns on investments and setrvicing of finance
Net mterest (14,524) (8,870)
Net cash outflow from returns on mvestments and
servicing of finance (14,524) (8,876)
Tax pard (44) -
Capital expenditure and financial investment
Purchase of tangible fixed assets 24) (35,390)
Proceeds from sale of tangible fixed assets — 4,856
Net cash outflow from capital expenditure and financial
investment (24) (30,534)
Acquisitions and disposals
Acquisition of subsidiary undertaking - (17,657)
Net cash acquired with subsidiary - 285
Disposal of subsidiary undertaking 12 (110) -
Net cash outflow from acquisitions and disposals 110) (17,372)
Equity dividends paid (521) (230)
Cash outflow before financing (4,013) (46,815)
Financing
Movement in partners capital (1) 1
Movement on bank loans 22 2,196 41,964
Movement on partners' loans 22 501 6,071
Net cash inflow from financing 2,696 48,036
(Decrease)/increase in cash in the period 21 (1,317) 1,221

The accompanying notes form part of these financial statements.
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Other primary statements

Statement of total recognised gains and losses

Profit/(loss) for the financial penod

Unrealised deficit on revaluation of fixed assets

Total recogmsed gains and losses for the period

Note of historical cost profits and losses

Profit/(loss) on ordinary activities before taxation
Realisation of revaluation deficit of previous years

Historical cost profit/ (loss) on ordinary activines before
taxation

Historical cost profit/ (loss) for the period

Note

Note

16

Restated

Perod ended Year ended
30 June 31 December

2009 2007

£000 £000
3,386 (961)
(20,500) (8,098)
(17,114) (9,659)
Restated

Pernod ended Year ended
30 June 31 December

2009 2007

£000 £000

3,518 (845)

(772) -
2,746 (845)

2,614 (961)
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Notes to the financial statements

Limited partnership agreement

The agreement dated 22 December 2005 states that the purpose of the partnership 15 to carry out
property investment

Durnng the year, Modus Alpha General Partner Linuted acted as general partner to the partnership
The general partrer had no interest 1n the profits or assets of the partnership and instead took a fixed
salary of £3,750 (2007 £2,500) Modus Alpha Founder Partner LLP ('the FPLLP'), Brendan Flood
and Modus Alpha Jersey Property Unt Trust (‘the JPUT?) are the limited partners, and had interests
in the profits and assets of the partnership as follows

= On a winding up or other return of capital the JPUT 1s entitled to 100% of profits and assets until
one half of its unit holders, being the B unit holders, have achieved an internal rate of return (IRR’)
of 12% On account of their entitlement the B’ urut holders are enttled to an annual dividend of 4%
on the cost of their investment, payable quarterly Following the setdement of their 12% IRR
requirement the 'B' umit holders cede 31 25% of remaining profits and assets to the FPLLP until the
point 1s reached where the other half of the umt holders, being the 'A’ unut holders, have achieved an
internal rate of return of 20%

® On a winding up or other return of capital the FPLLP 1s entitled to profits and assets of the
partnership as set out above

* On a winding up or other return of capital, Brendan Flood is entitled to the same proporuonate
remuneration as the 'B' unut holders in the JPUT, relative to the s1ze of their respective investments 1n
the partnership

Prior year adjustment

The partners have made a prior year adjustment to correct a fundamental error in the 2007 financial
statements Acqusition costs and the goodwall ansing in respect of acquisitions made 1n previous
accounting peniods were incorrectly eliminated against the carrying value of investment properties
rather than recognising goodwill on these acquisitions In additton, amounts wrtten off investments
1n the partnership were not properly elimnated on consolidaton The impact of the prior year
adjustment 1s summansed below, all 2007 comparatves have been restated accordingly

2007
As
previously Prior year 2007
reported adjustment  As restated

£000 £000 £000
Consolidated profit and loss account
Loss on ordinary acuvities before taxation (367) (478) (845)
Tax on profit on ordinary activittes in corporate
subsidiaries (116) - (116)

Loss for the finanaal year (483) (478) (961)




Modus Alpha Property Partners Limmted Partnerstip

Financial statements for the period ended 30 June 2009

Prior year adjustment (continued)

Consolidated balance sheet

Tangible assets

Current assets

Creditors amounts falling due withun one year
Creditors amounts falling due after more than one year
Prowvisions for Liabihities

Net assets

Partners’ capital accounts
Revaluation reserve
Partners' other reserves

Turnover and profit/(loss) on ordinary activities before taxation

The turnover and profit/(loss) on ordinary activities are attributable to the principal actvity of the

group, and arose entirely within the Umited Kingdom

The profit/{loss) on ordinary actvities before taxation 1s stated after charging:

Auditor's remuneration

Directors and employees

18
2007
As
previously Prior year 2007
reported adjustment  As restated
£000 £000 £000
148,143 879 147,264
5,156 - 5,156
(16,115) 72 (16,043)
(147,861) - (147,861)
- 72) 72)
(10,677) 879 (11,556)
3 - 3
{8,698) - (8,698)
{1,982) (879 {2,861)
(10,677) (879) (11,556)
Penod ended Year ended
30June 31 December
2009 2007
£000 £000
30 53

The directors of the general partner did not receive any remuneration for their services to the himited
partnership duning the penod (2007 £Nil) There were no employees of the partnership dunng the

penod (2007 Nl

Exceptional item

On 24 June 2009, one of the equity partmers 1n the Modus Alpha Jersey Propetty Unut Trust (the
JPUT, the primary stakeholder in the partnership, took the decision to exat the JPUT and wrote off
its equuty mnvestment of £8,118,711 Since these funds had been invested by the JPUT 1n the
partnership in the form of a loan, the JPUT 1n turn wrote off the amount of £8,118,711 from this

loan
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Net interest

Interest on bank loans
Other interest payable
Bank and other interest recervable

Tax on profit on ordinary activities in corporate subsidiaries

The tax charge represents

UK corporation tax at 28% (2007 30%)
Adjustment 1n respect of prior years

Deferred taxaton (note 16)

Factors affecting the tax charge for the period

The difference between the actual tax assessed in the period and the charge based on the standard

rate of corporation tax in the Umted Kingdom of 28% (2007 30%) 1s explained as follows

Profit/(loss) on ordinary activities before taxation

Profit/(loss) on ordinary activities before taxauon mulaphed by
standard rate of corporation tax in the UK of 28% (2007 30%)

Effect of

Profits/{losses) 1n entittes not subject to corporation tax
Expenses not deductible for tax purposes

Caputal allowances 1n excess of depreciation

Tax losses

Small comparues relief

Adjustment in respect of prior years

Current tax charge for the penod

19
Petiod ended Year ended
30 June 31 December
2009 2007
£000 £000
15,002 9,081
- i
(327) {(206)
14,675 8,876
Period ended Year ended
30 June 31 December
2009 2007
£000 £000
97 39
- 5
97 44
35 72
132 116
Perniod ended Year ended
30 June 31 December
2009 2007
£000 £000
3,518 (845)
985 (254)
(980) 274
131 76
(35) (50)
- 2
@ 6]
- 5
97 44
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Dividends

Interim dividend paid
Final drmidend payable

Tangible fixed assets

Group

Cost/valuation and net book amount

At 1 January 2008 (as restated)

Addmons

Disposals

Disposal of subsidiary undertaking (note 12)
Deficit on revaluation in the period

At 30 June 2009

Partnership

Cost/valuation and net book amount
At 1 January 2008

Additions

Disposals

Deficat on revaluation in the penod

At 30 June 2009

Period ended
30 June

2009

£000

392
38

20

Year ended
31 December
2007

£600

230
N

430

321

Investment

property
£000

147,264
24
(290)
(8,300)

(20,500)

118,198

Investment
property
£000

116,871
24
(290)

(18,378)

98,227

The partners have performed a valuation of the investment properties as at 30 June 2009, based on
advice recerved from the partnership's property asset manager The valuations were based on

applying market rate rental yields to the rental ncome denved from the properties The last

independent professional valuations were undertaken on 31 December 2007 by Savills Chartered
Surveyors and CB Richard Ellis, Chartered Surveyors The basis of valuauon used was open market

value

If the investment properties had not been revalued, they would have been included on the histoncal

cost bas:s at the following amounts

Cost and net book amount
At 30 June 2009

At 31 December 2007

Investment property

Group Partnership
£000 £000
146,624 124,359
155,962 124,625
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Intangible fixed assets

Group

Cost
At 1 January 2008 (as restated)
Disposals

At 30 June 2009

Amortisation

At 1 January 2008 (as restated)
Disposals

At 30 June 2009

Net book amount
At 30 June 2009

At 31 December 2007

21

Purchased
goodwill
£000

1,133

(218

915

1,133
(218)

915

= ————
—_——e—

The partnership's pohcy 1s to wnte off purchased goodwill immediately following acquisihon The
disposal 1n the period relates to the purchased goodwill previously recogmsed in respect of Modus

Stourbnidge Lamited, which was disposed of duning the peniod (see note 12)

Fixed asset investments

Partnesship

Cost
At 1 January 2008
Dusposals

At 30 June 2009

Amounts written off

At 1 January 2008 and 30 June 2009

Net book amount
At 30 June 2009

At 31 December 2007

Group
undertakings

£000
24,082

(1,061)

23,02t

918

22,103

23,164

The disposal in the period relates to the sale of the partnership's interest in Modus Stourbndge

Larnuted (see note 12)
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Fixed asset investments {continued)
At 30 June 2009 the partnership held an interest of more than 20% i the following entities
Country of
Group undertaking incorporattion  Class held Holding Principal actvity
Hawkbond Propernies Limuted UK Ordinary 100% Property investment
Modus Alpha Nominees (No 5)
Limited UK Ordinary 100% Property invesunent
The MA Street Unit Trust Jersey Unuts 100% Property invesunent
Disposal of subsidiary undertaking
On 13 August 2008, the partnership disposed of 1ts 100% interest 1n Modus Stourbridge Limuted to
the Modus Alpha Jersey Property Umt Trust (the JPUT") for a consideraton of £1 The JPUT 15 a
related undertaking since 1t acts as himited partner to the partnership and 1s the pnncipal stakeholder
The net assets disposed of and the loss on disposal 1s calculated as follows
£000
Tangible fixed assets 8,300
Creditors (8,230}
Net assets disposed of 70
Disposal costs 110
180
Consideration -
Loss on disposal 180
Debtors
Group Partnership
30 June 31 December 30 June 31 December
2009 2007 2009 2007
£000 £000 £000 £000
Trade debtors 1,187 1,214 944 881
Amounts owed by related undertakings 8,494 21 8,733 8,483
Prepayments and accrued income 171 724 136 639
Other debtors 2,656 602 2,616 546
12,508 2,561 12,429 10,549
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Creditors : amounts falling due within one year
Group Partnership
Restated
30 June 31 December 30 June 31 December
2009 2007 2009 2007
£000 £000 £000 £000
Bank loans (note 15) 142,440 8,273 142,440 8,273
Corporation tax 97 44 - -
Trade creditors 664 237 662 234
Amounts owed to related undertakings 8 45 8 45
Social secutity and other taxes 320 378 278 337
Accruals and deferred income 8,972 6,804 8,728 6,413
Other creditors 54 171 16 16
Dividends payable - 91 - 91
152,555 16,043 152,132 15,409

Creditors : amounts falling due after more than one year

Group and Partnership
30 June 31 December

2009 2007

£000 £000

Bank loans - 131,820
Partner loans 8,423 16,041
8,423 147,861

Bank loans are stated net of unamortised 1ssue costs of £113,461 (2007 £264,690), which are being
released to the profit and loss account over the relevant loan term, 1n accordance with FRS 4

The group has entered into loan facilines with a number of lending banks 1n order to invest in
properties All facihuoes are secured on the relevant investment properties and mterest 15 payable at

various commercial rates, typically based on LIBOR plus margin The partners classify these loans as
‘seruor’ debt, and at 30 June 2009, the total amount of seruor debt cutstanding was £127,782,000

1n addiion to the sentor debt, the group also has mezzamne funding outstanding at 30 June 2009 of
£14,658,000 Interest on the mezzanine debt 15 payable at 12%, and at 30 June 2009 the total accrued
interest amounted to £4,944,000 (disclosed within accruals) As disclosed in note 27 to the financial
statements, the provider of the mezzanne funding took the decision to exit their investment in the
partnership, and 1n October 2009 wrote off the mezzamne loans The amount written off, mcluding
accrued interest charges, amounted to £20 2m

Durning the penod, the group has breached the loan to value covenants on all of 1ts semior debt
facihities All relevant facihues have therefore been disclosed as immediately repayable

The group has entered into various interest rate swap agreements dunng the penod At 30 June 2009,
the group had interest rate swap agreements covering total bank debt of £122,536,000 The fair value
of these swap agreements ar 30 June 2009 was £6,201,000 (hiability) which has not been recogmsed 1n
the financial statements
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Creditors : amounts falling due after more than one year {continued)

In addition to the write-off of the mezzanne loans disclosed above, in June 2009 the equity partner
also wrote-off 1ts equity investment of £8,118,711 in the Modus Alpha Jersey Property Umt Trust
('the JPUT") As disclosed 1n note 5, these funds had in turn been invested i the partnership by the
JPUT by way of a loan (disclosed as partner loans above) and duning the penod the JPUT wrote off
the amount of £8,118,711 from 1ts outstanding loan to the partnership

Bank and other loans are repayable as follows

Group and Partnership
30 June 31 December
2009 2007
£000 £000
Wathin one year
Bank loans 142,440 8,273
Between one and fwo years
Bank loans - 9,430
Between two and five years
Bank loans - 122,390
Partner loans 8,423 —_
Afler more than five years
Partner loans - 16,041
150,863 156,134
Provisions for liahilities
Deferred
Group taxation
£000
At 1 January 2008 72
Charge for the peniod 35
At 30 June 2009 107

Deferred tax has been calculated at 28%, and the above hability relates entirely to accelerated capital
allowances

Partners capital accounts

30 June 31 December

Group and Partnership 2009 2007
£000 £000
Limuted partners 2 3

General partner -

2 3
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Reserves

Group

At 1 January 2008 — as previously reported
Prior year adjustment (note 2)

At 1 January 2008 — as restated

Profit for the finanaal peniod

Dividends

Deficit on revaluation of fixed assets
Transfer

At 30 June 2009

Partnershup

At 1 January 2008

Profit for the finanaal penod
Dividends

Deficit on revaluation of fized assets

At 30 june 2009

Profit attributable to the partnership

The partnership has taken advantage of section 230 of the Comparues Act 1985 and has not included
its own profit and loss account 1n these financial statements The partnershup’s profit for the penod

was £2,510,000 (2007 loss £1,107,00)

Reconciliation of movement in total members’ interests

Group

Profit/(loss) for the finanaal pentod
Dividends

Deficit on revaluation of tangible fixed assets
Movement in parmers’ capital

Net movement in total members’ interests
Opening members' interests

Closing members' interests

25
Partners'
Revaluation other
reserve reserves
£000 £000
(8,698) (1,982)
- (879)
(8,698) (2,861)
- 3,386
- (430)
(20,500) -
772 (772)
(28,426) (677)
Partners'
Revaluation other
reserve reserves
£060 £000
(7,754) @,527)
- 2,510
- (430)
(18,378) -
(26,132) {447)
Restated
Period ended Year ended
30 June 31 December
2009 2007
£000 £000
3,386 (961)
(430) (321}
(20,500) (8,698}
)] 1
(17,545) 9,979
(11,556) {1,577)
(29,101) (11,556)
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Reconciliation of movement in total members’ interests (continued)

Partnership

Profit/(loss) for the financal pertod
Dividends

Deficit on revaluatnon of tangible fixed assets
Movement 1n partners' capital

Net movement 1n total members' interests
Opening members’ 1nterests

Closing members' interests

Reconciliation of operating profit to net cashflow from operating activities

Operanng profit
Loss on disposal of fixed assets

Amortsation of goodwall
Increase in debtors
Increase 1n creditors

Reconciliation of net cash flow to movement in net debt

(Decrease)/increase mn cash in the penod
Movement on bank loans

Movement on partners' loans

Movement n net debt ansing from cash flows
Other non-cash changes

Movement 1n net debt

Openung net debt

Closing net debt

26
Pertod ended Year ended
30 June 31 December
2009 2007
£000 £000
2,510 (1,107)
(430) {321)
{18,378) (7,754)
(1) 1
{16,299) (9,181)
{10,278) (1,097)
(26,577) (10,278)
Restated
Period ended Year ended
30 June 31 December
2009 2007
£000 £000
10,254 7,286
290 -
- 732
(9,947) (558)
10,613 2,737
11,210 10,197
Period ended Year ended
30 June 31 December
2009 2007
£000 £000
(1,317) 1,221
(2,196) (41,964)
(501) 6,070y
(4,014) (46,813)
7,968 -
3,954 {46,813)
(153,539) (106,726)
(149,585) (153,539)
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Analysis of net debt
At At
1 January Non-cash 30 June
2008 Cash flow changes 2009
£000 £000 £000 £000
Cash at bank and 1n hand 2,595 (1,317) - 1,278
Bank debt {140,093) (2,196) (151) (142,440)
Partner loans {16,041) {501) 8,119 (8,423)
(153,539) (4,014) 7,968 (149,585)

The non-cash movements 1n respect of the bank debt relate to the release of deferred bank
arrangement fees, and 1n respect of the partner loans relate to the write-off of part of the loan as
disclesed 1n notes 5 and 15

Leasing commitments

The group and partnership had annual commitments under non-cancellable operating leases as
follows

30 June 31 December

Group and Partnershup 2009 2007
£000 £000

Land and buildings

Leases which expire after more than five years 219 140

Capital commitments

30 June 31 December

Group and Partnership 2009 2007
£000 £000
Contracted, but not provided 1n the financial statements 23,606 23,606

The commitment disclosed above relates to an agreement entered into by the partnership to purchase
an investment property In November 2009, the partnershup entered into a Deed of Release which
released the partnership from this commrment Qther than the professional costs of acqusition
incurred, the partnership has not suffered any financal loss as a result of sevenng this commitment

Contingent liability

At 31 December 2007, the partnership had a potential contingent liabihty 1n respect of one of the
loans outstanding to its equity partners The terms of the loan provided for an exit fee payable to the
partner equal to 25% of the profit in the event of the sale of a speaific investment property No
amounts had been provided in the financial statements 1n respect of thus liability since 1t was not the
intention of the partners to dispose of the relevant property, and hence the potennal hability could
not be quantified As disclosed 1n note 12, the partnership sold its investment in Modus Stoubnidge
Limited to the Modus Alpha Jersey Property Unit Trust (the JPUT) dunng the period This potenual
contingent hability was transferred to the JPUT as a result. There were no matenal contingent
labilities at 30 June 2009
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Related party transactions
There 15 no ultmate controling party

Spectrum Investment Management Limited

Spectrum Investment Management Limited ('SIM) 15 a 50% shareholder in Modus Alpha General
Partner Limited, the general partner of Modus Alpha Property Partners Limited Partnership ("the
LPY In addition, D Lockhart and P Macfarlane, who are the controling shareholders of SIM, are
beneficianies of the Modus Investors Syndicate Trust (MIST"}, a urut holder in the Modus Alpha
Jersey Property Umit Trust (the JPUT") which 1s the principal equity stakeholder in the LP They are
also members of the Modus Alpha Founder Partner Limuted Liability Partnership (the FPLLP?)
which also has an equity stake 1n the LP

Dunng the peniod, the following transactions took place with SIM

1 Fees of £197,403 (2007 £460,014) were paid to SIM for the proviston of various services,
including the day to day management of the LP's property portfolio

Royal Bank of Scotland Plc
Royal Bank of Scotland Ple (RBS) 1s a 50% stakeholder in the LP, via its subsidary undertaking KUC
Properties Limited {KUC? KUC s also a 50% stakeholder 1n the JPUT

Durnng the peniod, the following transactions took place wath RBS

3 RBS provided mezzamne funding to the LP, the balance outstanding on which at 30 June 2009
amounted to 14,658,000 Interest charged on the mezzanine loans 1n the period amounted to
£2,818,000, bringing the total amount of accrued mnterest to £4,944,000 which 1s disclosed
withun accruals

1 The LP has entered into interest rate swap agreements with RBS, which at 30 June 2009
covered £130,656,000 of the group's borrowings The mnterest pard to RBS during the pertod
1n respect of these swap agreements amounted to £842.390 (2007 receved £824,820)

Modus Ventures Limited
Modus Ventures Limuited (MVL) 1s controlled by B Flood Durning the penod the following
transactions took place with MVL

1 MVL leased premises from the LP duning the period at an annual rental of £429,510 The
amount of rental received durning the penod amounted to £456,757 (2007 £408,8306)
u On 29 May 2009, MVL entered into admimstraton As a result, the LP has made a provision

against a debtor for oustanding rental income of £107,143, and also wntten off the
unamortised balance of £272,421 on the reverse lease preruum paid to MVL 1n September

2007

Modus Alpha General Partner Limited
Modus Alpha General Partner Limuted (MAGP') acts as general partner of the LP During the period
the following transactions took place with MAGP

1 The LP paid a salary of £3,750 (2007 £2,500) to MAGP 1n respect of its role as general
partner At 30 June 2009, the amounts owed by MAGP amounted to 7,907 (2007 £5,000)




27

Modus Alpha Property Partners Limited Partnership 29
Financial statements for the period ended 30 June 2009

Related party transactions (continued)

The Modus Alpha Jersey Property Unit Trust ("JPUT')
The JPUT 1s the pnmary stakeholder in the LP, and at 30 June 2009 had contnbuted capital of £812
(2007 £607) and loans of (8,117,899 (2007 £9,666,036) to the LP

Dunng the pertod, the following transactions took place with the JPUT

i The JPUT's 'B' umt holders have an obligauon to rexmburse the LP for any arrangement fees
levied by SIM The JPUT has agreed to collect these amounts from the 'B’ unit holders and
distribute them to the LP At 30 June 2009, the JPUT owed the LP £Nil (2007 (20,944} in
respect of amounts due from the 'B' unit holders

1 As diselosed 1n notes 11 and 12, on 13 August 2008 the LP sold its 100% interest in Modus
Stourbndge Limited to the JPUT for a considerauon of £1 The LP made a loss of £180,416
on the disposal In its individual partnershup accounts, the LP recorded a loss of £1,170,989
on the disposal

m As part of the agreement for the sale of Modus Stourbridge Limited ("MSL) to the JPUT, the
LP's inter-company loan with MSL was novated to the JPUT The amounts owed by the
JPUT in respect of this loan at 30 June 2009 amounted to £8,493,650 (2007 £Nil) and 15
disclosed within debtors

Post balance sheet events

Duting the peniod, the mvestors in the LP and 1ts related entities (together, ‘the Alpha Fund’)
unamumously approved a restructuring of the Alpha Fund and an extension to the hife of the Alpha
Fund to 30 June 2014 This restructuning was performed following the decision by one of the equty
partners to exit the Alpha Fund, and was completed on 7 October 2009 As disclosed in note 15, 1n
June 2009 the equuty partner wrote-off its equuty investment in the JPUT, which in turn wrote-off the
amount of £8 1m from 1ts loan to the LP On completion of the restructuring in October 2009, the
equity partner wrote off its mezzanine loans to the LP, which together with acerued interest
amounted in total to 20 2m

In November 2009, as disclosed 1n note 24, the partnership entered mto an agreement which released
the partnerstup from the commutment to purchase an investment property for £23 6m Although the
partnershup effectively lost the deposit paid of £2 5m by entering into this agreement, thus had been
entirely funded by additonal mezzamne loans, which as disclosed above were wntten off in October
2009 Hence, the partnership has not suffered any financial loss from sevenng this commtment other
than the professional acqusition costs incurred




