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AIRE VALLLY MORTGAGLES 1004 - 1 PLC

Directors' Report for the year ended 31 December 2011
Registered number: 5154235

The Directors present their Report and the audned Financial Statements for the year ended 31 December 2011

Ownership and control

Aare Valley Mortgages 2004 - 1 ple {"the Company'} 1s a pubhc lumited hability company incorporated and dormciled 1n the United
Kmgdom The Company 15 a subsicdiary of Awe Valley Holdings Limited, a pnvate imited habihity company mncorporated and
domiciled i the United Kingdom

Awe Valley Holdings Litmited holds one £) fully pad share and 49,998 quarter paid ordmary shares in the company One £1
ordinary full paid share 1s held by SFM Nominees Limited for the benefit of Aire Valley Holdings Limited

On 1 Ociober 2010 UK Asset Resolution Limited {'UKAR ) was estabitshed as the holding company for Northern Rock {Asset
Management) plc (NRAM?) and Bradford & Bingley pic ( B&B"), bninging together the two brands under shared management and
a common Board of Drectors

Principal activities

The Company's principal activity 15 to 1ssue floaung and/or fixed rate debt secunties and to enter into financial arrangements to
fund the actvities of certamn subsidianes of Aire Vatley Holdings Lumited and utuimately UKAR by means of wntercompany loans
I'he debt secunties are 1ssued in Eures and Sterling and are secured on a beneficial nterest in a portfoho of mortgage loans
ongmnated by the B&B Group and held under a master trust arrangement by Aire Valley Trustee Limited  These mortgage loans are
secured on residenual property n the Untted Kingdom  Detanls are set out in the offering circular pertinent to this 1ssue  The
Company 1ssued £2bn floating rate notes to the market on 5 October 2004  £225m of the notes were redeemed in September 2005,
£500m n June 2007, £500m in December 2007, £96m 1n March 2008, £41m 1 June 2008, £22m 1 June 2011, £5m 1 September
2011 and £5m mn December 2011 At the exchange rates at issue as a1 31 December 2011 £606m remained in 1ssue {2010 £638m)
interest expense for the year was £9 3m (2010 £7 Sm) Far value pans of £8,189,000 (2010 £1,037,000) arose due to the
movements in interest rates and exchange rales over the course of the year

Ths fair value gam 15 a timing effect only, which wall reverse, and does not have cash implications

Business review

The profits of the Company are pre-determined under the terms of the 1ssue documentation The results for the year are shown n
the Staicment of Comprehensive Income on page 9 Pnmanly as a result of the fair value movements, the profit after taxation was
£8,613,000 (2010 £840,000} The Company has met all 1ts obhgations under the terms of the issue documentaticn

As described n note 16, on 10 May 2012 a non-asset tngger event occurred  This will affect the uming of future redempiions of
the loan notes 1n 1ssue

Key performance indicators

The key performance indicators used by management n asscssing the performance of the Company are actual cash flows against
planned cash flows and the credst ratings assigned to the loan notes  The performance of the Company 1s addressed n the monthly
trustee reports to mvestors  Certain of the Company's debt secunties 1n 1ssue were downgraded duning the year and subsequent to
the year end

Some of the key performance indicators of the morigage pool of the master trust are

2011 2010
Number of outstanding mortgage loans No 87,771 90,841
Outstanding mortgage loans £bn 109 113
Number of mortgage Foans 3 months or more 1n arrears No 1,578 2,553
Principal value of mortgage loans 3 months or £m 2342 3859
MOre In arrears
Arrears value of mortgage loans 3 months or fm 64 120
MOre I ATTEars
Mortgage Joans in repossession No 98 136
Value of morigage foans 1n repossession im 155 i91
Weighted average mdexed current LTV % B46 838

Future developments
The Directors expect that during 2012 the Company will continue t0 meet the interest payments on the notes At the
present time the Directors do not foresee any changes in the Company's activities

As described 1 note 16, on 10 May 2012 a non-asset tngger cvent occurred  This will affect the timing of future
redempuions of the loan notes n 1ssue
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AJRE VALLEY MORTGAGES 2004 - 1 PLC

Directors’ Report for the year ended 31 December 2011 (continued)

Registered number 5154235

Dividend
No dividends were paid dunng the year or previous year and the Directors do not recommend the payment of a final

dividend for the year (2010 £Lnil)

Payment pohcy
Standard terms provide for payment of all invoices within 30 days of invoice date, except where different arrangements

have been agreed with suppliers Itas the pelicy of the Company to abide by the agreed payment terms

Directors

The Directors who served during the year and up to the date of signing the Financial Statements were as follows
Philhp McLelland

SFM Dhrectors Limited

SFM Durectors (No 2) Limited

Mr McLelland STM Directors Limited and SFM Darectors (No 2) Limmted are also directers of Aire Valley Holdings
Limited None of the Direclors had any interest in the share or loan capital of the Company dunng the current or
preceding year and none of the Directors had an interest in the share or loan capital of B&B or in any of 1s subsidiary
undertakings

Disclosure of information to auditors

The Directors who held office at the date of approval of this Directors' Report confirm that so far as they are each
aware, there 1s no relevant audit mfermation of which the Company's auditors are unaware and each Director has taken
all the steps that he ought to have taken as a Director 1o make himself aware of any relevant audit information and 1o
establish that the Company’s audntors are awarc of that information

This confirmation 15 given and should be interpreted in accordance with the provisions of section 418 of the Companies
Act 2006

Risk management and control

In the ordinary course of business the Company 15 exposed to, and manages, a variety of nisks with credit nisk, hiquidity
nsk, currency nsk and nterest rate nisk beng of particular sigmficance The Directors have responsibility for the
overall system of internal control and for reviewing its effectiveness In general, when a transaction or group of
transactions 15 entered 1nto dervative instruments are taken oul 1o manage the associated risks The effectiveness of
the nisk management 15 then momitored on an ongomng basts Details of the Company's nsks and their management and
control are provided tn note 11, and further discussion 1n the context of the B&B Group as a whole 15 provided in that
Group's 2011 Annual Report & Accounts which do not form part of this Report and Financial Statements

The Company has entered into contracts with a number of third parties to provide operational support including
corporate service providers, paying agents and swap providers B&B acts as a bank account and cash manager The
Company's operations are subject to pertodic review by the B&B internal audst department

The 1ssue documentation also seis out a number of business risks through a number of asset and non asset trigger
events The occurrence of trigger cvents could lcad to carly redemption of the floating rate notes

As described in note 16 on 10 May 2012 a non-asset tngger event occurred This will affect the tming of future
redemptions of the loan notcs 1n 1ssue
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AIRE YALLEY MORTGAGES 2004 - | PL.C

Directors’ Report for the year ended 31 December 2011 (continued)
Repistered number 5154235
Corporate governance

The Directors have been charged with governance in accordance with the transacuen decuments describing the
structure and operation of the transaction The structure of the Company 15 such thal the key polwies have been
predetermined at the time of 1ssuance and the eperational roles have been assigned te third parties with their roles
strictly governed by the transaction documents

The transaction documents provide for procedures that have been designed for safeguarding assets against unauthorised
use or disposition for mantaining proper accounting records, and for the reliability and usefulness of financial
information used within the business or for publication Such procedures are designed 10 manage rather than eliminate
the nisk of failure to achieve business objectives whiist enabling them to comply with the regulatory obligations

Due to the nature of the securities which have been issved, the Company is exempt from the requirements of Disclosure
and Transparency Rules 7 1 audit commuttees and 7 2 Corporate governance statements, which would otherwise require
the Company respectively 1o have an audit commitice tn place and include a corporate governance statement in the
report of the directors The directors are therefore satisfied that there 15 no requirement for an audit committee or a
supervisory body entrusied 1o carry out the functions of an audit commitiee or to publish a corporate governance
statement

Political and charitable contributions
During the year no political or charitable contributions were made (2010 £ml)

Third party indemnities
Quahfying third party indemnity provision for the benefit of the directors was in force during the vear under review and
remains 1n force as at the date of approval of the Dhrectors Report and Financial Statements

Independent audstors
During the year KPMG Audnt Plc resigned as auditor to the Company, and PricewaterhouseCoopers LLP (Pw(C') were
appointed

In accordance with the Companies Act 2006 a resolution for the re-appointment of PwC as auditor of the Company will
be proposed at the forthcoming Annual General Meeting

By order of the Board

Helena Whitaker
per pro SFM Corporate Services Lumted
Company Sccretary

25 June 2012
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AIRE YALLEY MORTGAGES 2004 - 1 PLC

Statement of Directors' Responsibilihies in respect of the Directors’ Report and Financial Statements

The Directors are responsible for preparing the Directors’ Report 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
Directors have prepared the Financial Statements 1n accordance with International Financial Reporting Standards
{'IFRS") as adopted by the European Union ('EU")

Under company law the Directors must not approve the Financial Statements unless they are satisfied that they give
a true and fair view of the state of affawrs of the Company and of the profit or loss of the Company for that period
In preparing these Financiai Statements, the Directors are required to

+ select suitable accounting policies and then apply them consistently,
« make judgements and accounting estimates that are reasonable and prudent

» state whether applicable IFRS as adopted by the EU have been followed, subject to any matenal departures
disclosed and explaned mn the Financial Statements,

» prepare the Financial Statements on the going concern basis unless 11 1s inappropnate to presume that the
Company wiil continue 1n business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company’s transacttons and disclose with reasonable accuracy at any time the financial position of the Company
and enable them to ensure that the Financial Statements comply with the Compames Act 2006 They are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention
and detection of fraud and other irregularities
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AIRE VALLLY MORIGAGLS 2004 - 1 PLC

Independent Auditor's Report to the members of Aire Valley Mortgages 2004 - 1 plc

We have audited the Financial Statements of Awre Valley Morigages 2004-1 plc for the year ended 31 December
2011 which compnse the Statement of Comprehensive Income the Balance Sheet the Statement ot Changes in
Equity, the Cash Flow Statement and the related notes The financial reporting framework that has been apphed n
their preparation 1s applicable law and International Financial Reporting Standards {IFRS) as adopted by the
European Union

Respective responsibilities of Directors and Auditor

As explained more fully in the Statement of Dhrectors’ Responsibilities set out on page 7, the Dureclors are
responsible for the preparation of the Financial Statements and for being sausfied that they give a true and fair view

Our responsibihity 1s to audit and express an opinion on the Financial Statements i accordance with applicable law
and Intemational Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Practices Board's Ethucal Standards for Auditors

This report, including the oprons, has been prepared for and only for the Company's members as a bedy n
accordance with Chapter 3 of part 16 of the Companes Act 2006 and for no other purpose  We do not, in giving
these opinsons, accept or assume responsibility for any other purpose or to any other person to whom this report 1s
shown or into whose hands 11 may come save where expressly agreed by our pnior consent 1n writing

Scope of the audit of the Financial Statements

An audit involves obtaining evidence about the amounts and disclosures 1n the Financial Statements sufficient to
gne reasonable assurance that the Financial Statements are free from material musstatement whether caused by
fraud or error This includes an assessment of whether the accounting polictes arc appropriate to the Company’s
circumstances and have been consistently apphied and adequately disclosed, the reasonableness of sigmficant
accounting estimates made by the Directors, and the overall presentation of the Financial Statements  In addition,
we read all the financial and non-financial information in the Directors’ Report to identify material inconsistencies
with the audited Financial Statements If we become aware of any apparent material musstatements or
imconsistencies we consider the implications for our report

Opinion on financial statements

In our optmon the Financial Statements

- give a true and fair view of the state of the company's affairs as at 31 December 2011 and of its profit and cash
flows for the year then ended,

« have been properly prepared in accordance with IFRS as adopted by the European Umnion, and

« have been prepared in accordance with the requirements of the Compames Act 2006

Opimion on other matter prescribed by the Compames Act 2006
In cur opimon the information given in the Directors’ Report for the financial year for which the Financial
Statements are prepared 1s consistent with the Financial Statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Compames Act 2006 requires us to report to

you 1f; 1n our opinion

» adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us, or

= the Financial Statements are not 1n agreement with the accounting records and retums, or

= certain disclosures of Directors' remuneration specified by law are not made, or

- we have not received all the information and explanations we require for our audst

MU L

Mark Hannam (Senior Statutory Auditor)

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Leeds

2{ &\Junc 2012
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AIRE VALLEY MORTGAGES 2004 - 1 PLC

Statement of Comprehensive Income for the year ended 31 December

Note
Interest receivable and similar iIncome 2
Interest expense and similar charges 3
Net interest income
Operating expenses 4
Fair value movements life)
Profit before taxation
Taxation 5

Profit for the financial year
Other comprehensive income for the financial year

Total comprehensive income for the financial year

2011 2010
£000 £000
9,344 7,581

(9,309)  (7,545)

35 36
(34) (36)
8,189 1,037
8,190 1,037
423 (197)
8,613 840
3,613 840

The Company’s business and operations comprise one single activity in the United Kingdom, and the Company
has only one operating segment for the purpose of IFRS § 'Operating Segments’ The results above arise from

continuing activities and are atinbutable to the equity shareholder

The notes on pages 13 to 25 form an integral part of these Financial Statements
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Balance Sheet at 31 December

Registered number 5154235

Assels

Leans to Group undertakings
Dernivative financial instruments
Total non-current assets

Cash and cash equnvalents
Current tax assets
Total current assets

Total assets

Liahhties

Interest-bearing loans and borrowings
Deferred tax Liabilities

Total non-current habilities

Deposits by banks
Interest-bearing loans and borrowings
Total current hahmhties

Total habihties

Equity

Capital and reserves attributable to equity holders
Share capital
Retained eamings

Total attributable equity

Total equity and habihitres

The notes on pages 13 to 25 form an integral part of these Financial Statements

AIRE VALLEY MORTGAGES 2004 - 1 PLC

Note

1ife)

12

2011 2010
£000 £000
606,439 638,450
$6,202 97,305
692,641 735,755
112,559 124,107
- 4
112,559 124,111
805,200 859,866
682,146 733,590
. 426
682,146 734,016
112,224 123,766
458 325
112,682 124,091
794,828 858,107
13 13
10,359 1,746
10372 1,759
805,200 859,866

The Fmancial Statements were approved by the Board of Directors and authorised for 1ssue on 25 June 2012 and signed

on its behalf by

Helena éhltaker

per pro SFM Drrectors Limited
As Director
25 June 2012
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Statement of Changes in Equity for the year ended 31 December

AIRE VALLEY MORTGAGES 2004 - 1 PLC

Share Retamed Total

capital earnings equity

£000 £000 £000

At 1 Japuvary 2011 13 1,746 1,759
Total comprehensive income for the financial year - 8,613 8,613
At 31 December 2011 13 10,359 10,372
At ] January 2010 13 906 919
Total comprehensive income for the financial year - 340 840
At 31 December 2010 13 1,746 1,759

Page 11




Cash Flow Statement for the year ended 31 December

Cash flows from eperating activities
Profit before tax
Adjustments for
Interest on loans to Group undertakings
Interest on call loans
Bank interest
Interest on floating rate notes
Interest on collateral
Amortisation of 1ssue costs
Swap interest
Fair value movements

Cash flows used 1n operating activities before changes in operating

assets
Net decrease/(increase) in operating assets
Loans to Group undertakings
Prepayments and accrued income
Cash generated from/(used 1n) operations
Taxation recerved
Net cash generated from/(used 1n) operating activities
Cash flows from financing activities
Repayment of deposits by banks
Interest received on loans to Group undertakings
Interest received on call loans
Bank interest recerved
Interest paid on floating rate notes
Interest paid on collateral
Swap nterest received
Repayment of floating rate notes
Net cash used in financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Cash collateral held
Cash at bank

AIRE VALLEY MORTGAGES 2004 - 1 PLC

2011 2010
£000 £000
8,190 1,037

(9,102) {7,505)
(241) (75)
(1) (1)
10,466 7,524
248 76

12 17
1,417) (72)
(8,189) (1,037)
(34) (36)
32,011 (275)
- 8
31,977 (303)
1 7
31,978 (296)

(11,542) (17,385)
9,102 7,505

241 75
1 1

(10,334) (7,409)
(248) (76)
1,200 208

(31,946) -

(43,526) {17,081)

(11,548) (17,377)

124,107 141,484

112,559 124,107

112,224 123,766

335 341

112,559 124,107

All of the cash collateral held 15 1n respect of collateral recerved from denvative counterparties pursuant to the provisions of

assounated credit support agreements and 1s repayable on demand

All cash 15 deposited with a third party bank with a credit rating of A or above
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AIRE VALLEY MORTGAGES 2004 - 1 PLC

Notes to the Financial Statements for the year ended 31 December 2011

1 Principal accounting policies

Aire Valley Mortgages 2004 - 1 ple ('the Company’) 1s a public hmited company incorporated and domiciled 1n the Umited
(a) Statement of comphance

The Company's Financial Statements have been prepared and approved by the Directors 1n accordance with International
Financial Reporting Standards as adopted by the EU (‘adopted IFRS')

For these 2011 Financial Statements, including the 2010 comparative financial infermation where apphcable the Company has
adopted for the first ume the following statements

+ The November 2009 amcndments to 1AS 24 “Related Party Disclosures’, whtch clanfied the disclosure requirements for
Government-related entities and was effectrve from | January 2011

« The October 2010 amendments to IFRS 7 ‘Financial Instruments Disclosures’ reparding enhancement of disclosures of
transfers of financial assets

For these 2011 Financial Statements the Company has not adopted the following statements

IFRS 9 ‘Financial Instruments’, scctions of which have been 1ssued as part of the [ntemational Accounting Standard
Board’s (‘IASB’s’) project to replace JAS 39 *Financial Instruments Recogmiion and Measurement , and the associated
amendments to IFRS 7 These stalements are expected to be mandatory for 2015 Financial Statements with 2014
comparative information, but have not yet been adopted for use in the EU

IFRS 13 ‘Fair Value Measurement’ This statement 1s expected 10 be mandatory for 2013 Financial Statements with 2012
comparative information but has nol yet been adopted for use n the EU

The December 2010 amendments to IAS 12 ‘Income Taxes’ relaung 1o ‘Deferred Tax Recovery of Underlying Assets  This !
amendment 15 expected 10 be mandatory for 2012 Financial Statements, with 2011 comparative information, but has not yet ,
been adopted for use n the EUJ

The June 2011 amendmenis to 1AS 1 *Presentation of Financial Statements’ relaung to ‘Presentation of ltems of Other
Comprehensive Income’  This statement 1s expected to be mandatory for 2013 Financial Statements with 2012
comparative mformation, but has not yet been adopted for use in the EU

The December 2011 amendments to IFRS 7 and IAS 32 “Financial Instruments Presentation’ relating to the offsetting of
financial assets and financial iabihies  This statement 15 expected to be mandatory for 2013 Financial Statements, with
2012 comparative information, but has not been adopied for use in the EU

Al other new standards, amendments (o standards and interpretations are not considered relevant to and have no impact upon
the Financial Statements of the Company

{b) Basis of preparation

The Financial Statements are presented m pounds sterling, which 1s the currency of the Company’s primary operating
environment, and on a going concern basis The Financial Statements are prepared on the histoncal cost basis except for |
financia) instruments classified as ‘at fair value through profit or loss' \

The Directors consider that the accounting policies set out in this note are the most appropnate to the Company’s circumstances,
have been consistently applied to the Company 1n dealing with items which are considered material and are supporied by
reasenable and prudent esimates and judgements

Judgements made by the Directors in the apphcation of these accounting policies that have a sigmificant effect on the Francial
Statements and estimates with a sigmficant nsk of material adjustment 1n the next year are discussed 1n note 10

The Directors consider the business 1o compnse one operating and geographical segment due to the similanty of nsks faced
within its UK based residential portfolios
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ATRE VAl LEY MORTGAGES 2004 - 1 PL.C

Notes to the Financial Statements for the year ended 31 December 2011 (continued)
1 Principal accounting policies (continued)

(b) Basis of preparation (continued)

The Financial Statements have been prepared 1n accordance with EU adopted IFRS, IFRIC interpretations 1ssued by the IFRS
Interpretations Committee (formerly the International Frmancial Reporting Interpretations Commuttee) and wath those parts of the
Companies Act 2006 applicable to compames reporting under IFRS A summary of accounting policies is sct out below The
preparation of the Financial Statements in conforruty with these accounting policies and generally accepted accountng
principles requrres the use of estimates and assumptions that affect the reported values of assets and liabilities at the date of the
Financtal Statements and the reported amounts of revenues and expenses durning the reporting period  Although these esumates
are based on management's best knowledge of the amounts, event or actions, actual results ultimately may differ from those
estimates (see note 10)

(¢) Interest income and expense

For all financial instruments measured at amortised cost (inciuding loans to Group undertakings and floaung rate notes) interest
income and expense are recogmsed m the Statement of Comprehensive Income on an Effective Interest Rate ('"EIR") basis  The
EIR method calculates the amortised cost of a financial asset or financial hability and spreads the resulting interest income or
interest expense on a level yield basis over the expected hife of the instrument  The EIR 1s the rate which at the inception of the
instrument exactly discounts expected future cash flows over the expected hife of the mnstrument to the imitial carrying amount
When calculating the EIR, future cash flows are estimated, considering all contractual terms of the instrument (for example
prepayment options), but potenual future credit losses are not considered The calculation includes all directly atinbutable
incremental fees and costs, premia on acquisinion of mortgage portfolios and all other premia and discounts as well as interest

When a financial assct or a group of similar financial assets 1s wntten down as a result of an impairment loss interest income
continues to be recognised by applymg the apphcable EIR to the reduced balance

d) Taxation

(1) Current tax

The charge for 1axation 15 based on the result for the year and takes into account taxation deferred or accelerated ansing from
temporary differences between the carryming amounts of certain items for taxatton and for accounting purposes Tax relating o
items which are taken directly to reserves 1s also taken directly to reserves

(1) Deferred 1ax

Deferred tax 1s calculated using the habihty method, on temporary differences ansing between the tax bases of assets and
lrabihities and their carrying amounts in the Financial Statements Deferred tax 1s determuned using tax rates and laws that have
been enacted or substantively enacted by the Balance Sheet date and are expected to apply when the related deferred tax asset s
realised or the deferred tax lrability 1s settled The principal temperary differences anise from unrealised fair value movements

Deferred tax assets are recogmsed only when 1t 15 probable that future taxable profits will be available against which these
temporary differences can be ut:lised

(e} Cash and cash equivalents

For the purposes of the Cash Flow Statement, cash and cash equivalents compnse balances which had an onginal matunty of
three months or less

(f) Floating rate notes

On imial recognition, debt 1ssued 15 measured at 1ts fair value net of directly attnbutable transaction costs and discounts, 1n
accordance with JAS 39 Subsequent measurement 15 at amortised cost using the EIR method to amortise incremental
attributable 1ssue and transaction costs premia and discounts over the hhfe of the instrument, these costs arc charged along with
interest on the debt to “interest expense and simlar charges' Unamortised amounts are added to or deducted from the carrying
value of the instrument
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AIRE VA1l EY MORTGAGES 2004 - 1 PLC

Notes to the Financial Statements for the year ended 31 December 2011 (continued)
1 Principal accounting pelicies (continued)

(g} Classification of financial instruments

In accordance with 1AS 39 each financial asset 15 classified at imtial recognitton into one of four categories

(1) Financial assets at farr value through profit or loss
(1) Held to matunty mvestments,

() Loans and receivables, or

{1v) Available-for-sale,

and each financial liability into one of two categories

(v) Fmancial habilities at fair value through profit or loss or
(v1) Other habilitres

Measurement of financial instruments 1s either amortised cost (categonies (1), (111) and (v1) above) or at fair value {categeries (1),
(1v) and (v) above), depending on the category of financial mstrument The Company does nol carry any financial instruments at
fair value other than derivative financial instruments

Amortised cost is the amount measured at imtial recognition adjusted for subsequent pnncipal and other payments, less
cumulative amertisation calculated using the EIR method the amortisation ts taken to interest income or expense depending on
whether the instrument 15 an assct or hability The amoriised cost balance 1s reduced where appropriate by an allowance for
amounts which are considered to be impaired or uncotlectable

Fair value 15 the amount for which an asset can be exchanged, or a hability settled, between knowledgeable, willing parties 1in
an arm’s length transaction  Where a market exists, fair values are based on quoted market prices  For instruments which do not
have active markets, fair value 15 calculated using expected future cash flows taking individual cash flows together with
assumptions based on market conditions and credit spreads and are consisient with accepted econormic methodelogtes for pricing
financial mstruments  Any net movements in fair value are included m the Staternent of Comprehensive Income as 'far value
movemenis'

(h) Derivative financial instruments

All derivatives are carried in the Dalance Sheet at fair valug, as assets when the fair value 1s positive and as habilities when the
far value 1s negative Changes n the fair value of derivatives are reflected immediately in the Statement of Comprehensive
Income as 'fair value movements’

(1) Foreign currencies

Foreign currency transactions, assets and habilities are accounted for 1n accordance with 1AS 21 The Effects of Changes in
Foreign Exchange Rates' The presentational and functional currency of the Company 1s pounds sterling  Transactions which are
not denominated 1n pounds sterhng are translated into sterhing at the spot rate of exchange on the date of the transaction
Monetary assets and liabiliies which are not denominated in pounds sierling are transiated into sterling at the closing rate of
exchange at the Balance Sheet date

Any foreign exchange gams or losses ansing from settlement of transactions at rates different from those at the date of the
transaction, and any unrealised foreign currency exchange gans and losses on unsettled foreign currency monetary assets and
liabthities, are included 1n the Statement of Comprehensive Income 1n 'fair value movements'

(3} Hedge accounting

The Company apphes fair value hedge accounting to its floating rate notes Provided that the hedge arrangement meets Lhe
requrements of IAS 39 to be classed as ighly effecuve’ the hedged itemn 1s carned on the Balance Sheet at fair value in respect
of the hedged nisk, with any gain or loss 1n that fair value being included in the Statement of Comprehensive Income as “fair
value movements'
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AIRE VALLEY MORTGAGES 2004 - 1 PLC

Notes to the Financial Statements for the year ended 31 December 2011 (continued)

2 Interest recenable and ssmlar income

2011 2010
£000 £000
Interest on loans to Group undertakings 2,02 7,505
Interest on call joans 241 75
Bank interest 1 1
9,344 7,581
Interest income for the year on impaired assets was £mil (2010 £n1l) as no financial asset 15 impawred
3 Interest expense and simslar charges
2011 2010
£000 £000
Interest on floating rate notes 10,466 71,524
Interest on cash collateral 248 76
Amortisatuon of 1ssue costs 12 17
Swap interest (1,417) (1)
9,309 7,545
4  Operating expenses
2011 2010
£000 £000
Legal and professional fees 34 36
Auditors' remuneration of £2 475 (2010 £2,767) was borne by B&B
5 Taxatien
2011 2010
£000 £000
Current taxation charge
UK corporation tax on profit for the year - -
Deferred taxation onigination and reversal of temporary differences (426) 206
Adjustments 1n respect of previous years 3 ()]
Total taxation (credit)/charge per the Statement of Comprehensive Income 423 197
Profit before taxation 8,190 1037
UK corporation tax at 26 5% (2010 28%) 2,170 290
Effects of
Income not taxable (2,170) -
Other 1ax rates - (72}
Change 1n rate effecuive 1 Apnil 2011 on deferred tax stems - (12}
Adjustments i respect of previous years (423) 9}
Total taxation (credit)/charge per the Statement of Comprehensive Income (423) 197
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)

Taxation (continued)

Deferred taxation

Recogmsed m Recogmsed m
mncome As at 31 tneome As a1 31
2011 December 2011 2010 Decemnber 2010
£000 £000 £000 £000
Fair value movements 426 - (206) (426)

The standard rate of Corporation Tax n the UK changed from 28% to 26% with effect from § April 2011 Accordingly,
the Company's profils for this accounting penod are taxed at an effective rate of 26 5%

The carrving amount of deferred tax relating to far value movemems has been reassessed as being mil because it 15 not
expected to result in an actual future tax payment or receipt

Employees and Directors’ emoluments

There were no employees during the year (2010 none} and none of the Directors receved emoluments in respect of their
services to the Company A corporate service fee 1s paxd to Structured Finance Management Limited 1n connection with
Us supply of corporate management services including the provision of directors (sec note 9)

Interest-bearing leans and borrowings
Interest-beaning loans and borrowings compnise floating rate notes 1ssued on 5 October 2004

Under the terms of the Notes, any shortfalls arising on the redemption of the Loan to Group undertaking, over which the
Noteholders have a charge, may result m a reduction 1n the hability under the Notes, duc to therr limied recourse nature
Such shortfall on the redemption of the Loan 1o Group undertaking may arise if the underlying mortgage pool aganst
which the Loan to Group undertaking 1s secured does not generate sufficient cash to repay the Loan to Group undentaking
and the credit enhancement m the structure 15 not sufficient to cover such shortfall

Class Final In currency In currency 31 December 2011 31 December 2010
matunty 31 December 2011 3] December 2010 £000 £000

Series 3 Al Sep 2066 £202,040,982 £215,000,000 202,041 215,000
Senes 3 A2 Sep 2066 €432,273,728 € 460,000,000 361338 396,520
Series 3 Bl Sep 2066 £20,000,000 £20,000,000 20,000 20,000
Senies 3 B2 Sep 2066 € 25,000,000 € 25,000,000 20,398 21,550
Senes 3 Cl Sep 2066 £20,000,000 £20,000,000 20,000 20,000
Sernes 3 C2 Sep 2066 € 31,000,000 € 31,000,000 25,913 26,722
Senes 3 DI Sep 2066 £15,000,000 £15,000,000 15.000 15,000
Senes 3 D2 Sep 2066 € 22,000,000 € 22,000,000 18390 18,964
683,580 733 756

Issue costs - {12)
Hedge adjustments {1,434) (134)
682,146 733 599

Accrued interest - curmrent 458 325
682.604 733,915

Subject 1o their scheduled redemption dates, the Class A notes rank, irrespective of serics, without preference or priority
amongst themselves  Subject 10 the retevant scheduled and/or, as applicable, permitted redemption dates or other payment
conditions of the 1ssuer notes, payments of principal and interest due and payable on the Class A notes wili rank ahead of
pavments of pnncipal and interest due and payable on the Class B, C and D notes, subject to the terms and conditions of
the notes, the 1ssuer cash management agreement, the 1ssuer deed of charge and the other 1ssuer transaction documents
Similarly, paymenis of principal and interest due and payable on the Class B notes will rank ahead of pavments of
pnncipal and interest due and payable on the Class C and [ notes, and payments of principal and interest due and payable
on the Class C notes will rank ahead of payments of pnncipal and nterest duc and payable on the Class D notes

The Directors anticipaie that there will not be sufficient funds available to redeem all of the notes on the next scheduled
redemption date  The timing of future redempuions will be dependent on the availabihity of funds, and cannot be rehably
forecast

As described in note 16, on 10 May 2012 a non-asset tngger event occurred  This will affect the timing of future
redemptions of the loan notes in 1ssuc

Interest 1s payable on the Senes 3 Class A2, Sertes 3 Class B2, Series 3 Class C2 and Senies 3 Class D2 notes at
vanable rates based upon three month EURIBOR  Interest 15 payable on Senies 3 Class Al, Senes 3 Class B1,
Senes 3 Class C1 and Senes 3 Class D1 notes a1 vanable rates based upon three month sterling LIBOR
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)
. Interest-bearing loans and borrowings (continued)

The Company's obligations to noteholders and to other secured creditors are secured under a deed of
charge which grants security over all its assets 1n favour of the secunity trustee  The principal assets of
the Company are loans made by 1t to Aire Valley Funding 1 Limited, a fellow subsidiary of Aire Valley
Holdings Limited. whose obligations 1n respect of these loans are secured pursuant to a deed of charge
which grants security over all 1ts assets, pnmarily consisting of 1ts beneficial interest 1n a portfolio of
residential mortgage loans, in favour of the secunity trustee The secunty trustee holds this secunty for
the benefit of all secured creditors of Are Valley Funding 1 Limited, including the Company

. Loans to Group undertakings

Loans to Group undertakings compnse a single loan to Aire Valley Funding 1 Limited, denominated
Sterling and at a vanable rate of interest The loan has ultimately been secured against a beneficial
interest 1n a mortgage portfolio held in trust on behalf of the Aire Valley Holdings Limited Group

Arre Valley Funding 1 Limited's ability to pay amounts due on the intercompany loan will depend
mainly upon it receving sufficient revenue receipts and principal on the trust property from Aire Valley
Trustee Limited, receiving the required funds from the swap provider and amounts avallable n the
reserve funds

The repayment of the intercompany loan will coincide with the repayment of the floating rate notes as
they become due for payment, only to the extent these are available

Related party disclosures .

The Company 15 a special purpose vehicle controlled by its Board of Directors. which compnises three
directors Two of the Company's three directors are corporate directors provided by Structured Finance
Management Limited and the third director 1s a director of B&B (the controtling party under IFRS)
The Company pays a corporate services fee to Structured Finance Management Limited 1n connection
with 1ts supply of corporate management services including the provision of directors The fee
amounted to £13,341 (2010 £14,694)

The Company undertook the following transactions with compames in the B&B Group and the Aire
Valley Holdings Limited Group

Arre Valley Aire Valley
Heldings Holdings
Limited and Limited and
subsidiaries subsidianes
2011 2010
£000 £000
Interest receivable and similar income
Interest on loans to Group undertakings 9,102 7,505
Non-current assets
Loans to Group undertakings 606,439 638,450

Auditors' remuneration of £2,475 (2010 £2,767) was borne by B&B
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)
10 Critical accountmyg judgements and estimates

in preparauion of the Company's Financial Statements, judgements and estimates are made which affect the reported
amounts of assets and habihties, judgements and estimates are kept under contimuous evaluatton Judgements and
estimates are based on historical expenence, expectations of future events and other factors

Effective interest rate

Certain financial instruments are accounted for on an effective interest rate basis, under which the income or expense
associated with the mstrument 1s spread over the mstrument's expected hfe  On a quarterly basis, models are reviewed
to re-assess expected life

Fair values of financial mstruments

Centain financial instruments are carried at fair value Where a market exists, fair values are based on quoted market
prices For imstruments which do not have an active market, fair value 15 calculated using expected future cash flows
for which assumpttons are made

Qualifying hedge relationships

In designating a financial instrument as pant of a qualifying hedge relavonship, the Company has determined that the
hedge 15 expected to be highly effective over the life of the hedging instrument

11 Fmancial instruments

(a) Categories of financial assets and financial habihities: carrymg value compared to fair value
At 31 December 2011

If fair

Assets at fair value Total values

through profit or loss - Loans and carrying Fair  ncreased

Financial assets on 1n1tal recogmtion recewvables value value by 1%
£000 £000 £000 £000 £000

Loans to Group undertakings - 606,439 606,439 428,359 4,284
Denvative financral instruments 86,202 - 86,202 86,202 862
Cash and cash equivalents - 112,559 112,559 112,539 1,126
Total financial assets 86,202 718,998 805,200 627,120 6,272
Liabihties If fair

Laabihities at fair value at Total values

through prefit or loss - amortised carrymng Fawr  increased

Financial habihtres on inttial recognition cost value value by 1%
£000 £000 £000 £000 £0600

Interest-beanng loans and borrowings - 682,604 682,604 504,524 5,045
Deposits by banks - 112,224 112,224 112,224 1,122
Total financial habilities - 754,828 794,828 616,748 6,167
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AIRE VALLEY MORTGAGES 2004 - 1 PLC

Notes to the Financial Statements for the year ended 31 December 2011 (continued)

Financial mstruments (continued)

Categories of financial assets and financial habihities carrying value compared to farr value (continued)

At 31 December 2010

If fair

Assets at fair value Total values

through profit or loss - Loans and carrying Farr 1ncreased

Financial assets on imtial recogmbion receivables value  value by 1%
£000 £000 £000 £000 £000

Loans to Group undertakings - 638,450 638,450 456,587 4,566
Derivative financial instruments 97,305 - 97,305 97,305 973
Cash and cash equivalents - 124,107 124,107 124,107 1,241
Total financial assets 97,305 762,557 859,862 677,999 6,780
Liabilities at fair  Liabilities If fawr

value through profit at Total values

or loss - on imtial  amortised carrymng Fair increased
Financial habihtes recogmon cost valee  value by 1%
£000 £000 £000 £000 £000

Interest-bearing loans and borrowngs - 733,915 733,915 552,052 5521
Deposits by banks - 123,766 123,766 123,766 1,238
Total financial habilities - 857,681 857,681 675,818 6,759

No financial instruments were reclassified during the year or previous year between amortised cost and faur value

categories

The fair value of loans to Group undertakings has been adjusted to reflect the market yields :mphed by the floating rate

valuations

The fair value of interest-bearing loans and borrowings 1s based upon queted market prices

The fair value of denvatives 1s their carrying amount

Interest income and expense on flinancial instruments that are not at fair value through profit or loss

Interest on loans to Group undertakings
Interest on call loans

Bank interest

Interest on floating rate notes

Interest on collateral

Amortisation of 1ssue costs

2011
Income

£000

9,102
241
1

2011 2010
Expense Income
£000 £000

- 7,505

- 75

- 1

10,466 -
248 -

12 -

2010
Expense
£000

7,524
76
17

Interest income for the year on impaired assets was £ml {(20£0 £nil} as no financial asset 1s impaired
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Notes to the Financial Statements for the year ended 31 December 2011 {continued)
11 Financial instruments (conhnued)
{c) Nature and extent of risks anising from financial mstruments

The Company's exposure to nsk on financial mstruments and the management of this nsk s established a1 the
commencement of the securitisation transactions, with the Company's activities and the roles of other parties defined in
the programme documentation Financial instruments used by the Company for nsk management purposes include
dertvative mstruments  Such instruments are used for commercial hedging purposes only, not for trading or speculauve
purposes, to hedge interest rate and currency nisk ansing as part of the secuntisation transaction  The principal denvative
instruments used by the Company 1n managing its risk are cross currency swaps The duration of denvative instruments 1s
generally short to medium term and their maturnty profile reflects the nature of exposures ansing from underlying business
activies All of the Company’s denvatives activity 1s contracted with financial instatutions

Credu risk

Credit nisk 1s the nisk that a counterparty of the Company will be unable or unwilling to meet a commitment that it has
entered into with the Company The Company s exposed to credit nsk via amounts due from the loan to Group
undertakings, dertvative counterparties and deposits with third party banks

The Company's ability to meet payments under the floating rate notes relies on the receipt of funds on the loans to Group
undertakings, which m turn 15 dependent on receipt of payments on the mortgage portfohio held in trust To mimmuse nisk
any mortgage cluded n the portfolio 15 required to meet a number of criteria as determined in the transaction
documentation  Credit nsk also exists on the dervative contracts entered into The swap counterparties are required (o
have mimumum credit ratings as outhned 1n the transaction documentanen The maximum exposure to credit nsk 1s
represented by the carrying amount of each financial asset, as set out in the table i note 11c(1)

Liquidity risk

Liquidity nisk 1s the nisk that the Company 15 not able to meet its financial obhigations as they fall due The Company's
policy 1s to mamtain suffictent funds 1n a liquid form at all umes to ensure that the Company can meet its habilities as they
fall due The Cempany's ability to meet payments under the floating rate notes relies on the receipt of funds on the loan to
Group undertakings, which 15 1 tum dependent on the recept of payments on the morigage portfolio held in trust (note
1c(a)

Currency risk

The Company has floating rate notes 1 1ssue denominated 1n Euros  The Company's policy 15 to ehimnate all exposures
ansing from movements in exchange rates by the use of ¢ross currency swaps to hedge payments of interest and principal
on the notes All other assets, habiliies and transactions are denominated n Sterling  The table in note 1le(m)
summarnises the Company's asseis and habilihies denominated 1n foreign currencies

Interest rate risk

Interest rate nisk exists where assets and hiabilies have interest rates set under a different basis or which reset at different
times  To mumimise exposure 10 interest rate nsk the Company ensures that the interest rate profiles of the loans due from
Group undertakings and of the iterest-bearing loans and borrowings are sumlar Where this 1s not possible, derivative
financial instruments are also used to reduce any residual interest rate sk 1f LIBOR for three month-Sterhing deposits
was 1% higher or lower, with all other vaniables held constant the effect on the Company's net tnterest income would be
immatenal due to movements on interest on the loan o Group undentakings betng offset by movements on nterest on the
loan notes This would also apply 1f LIBOR for three-month Euro deposits was 1% higher or lower, with all other
vanables held constant, as movements n mierest on foreign cumrency loan notes would be offset by a corresponding
movement 1n interest on the currency swaps and on loans to Group undertakings A change n interest rates would also
affect the fair value movements 1n the Statement of Comprehensive Income A 1% increase in LIBOR for three-month
Sterling deposits would give nse ta a fair value loss 1n the Statement of Comprehensive Income of £1,848,774 duc to
changes n the fair value of denvatives, and similarly a 1% decrease would give nise to a fair value gain 1n the Statement
of Comprehensive Income of £1 950,098 A 1% increase in LIBOR for three-month Euro deposits would give nise io a
fasr value gain in the Statement of Comprehensive Income of £1,742,122 due to changes in the fair valucof dervatives
and similarly a 1% decrease would give nise to a fair value loss in the Statement of Comprehensive Income of £1,831,603
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)

Fiosncmal mstruments (continued)
Naturce and extent of risks arising from financial instruments (coptinved)

Cther market risks

At the year end the Company had no other matenal exposure to market nsks (2010 ml)

(1) Credit risk

Before taking account of any colfateral, the maximum exposure to credit risk as at 31 December was

AIRE VALI EY MORTGAGES 2004 - 1 PLC

2011 2010
£000 £000
Cash and cash equivalents 112,559 124,107
Derivative financial instruments 86,202 97,305
Loans to Group undertakings 606,439 638,450
Total on-Balance Sheet and maximum exposure to credut risk 805,200 859,862

No impairment has been recognised in respect of any financial asset, and no financial assets were past due

Further information regardmg the number and credit quahty of loans in the morigage pool is provided tn the Key Performance Indicators on

page 4
(n) Lagudity risk

There 15 a hquidity reserve fund provided by Awre Valley Funding No 1 Limited in the event that the Company 1s unable 1o meet 1ts financial
commitments, on a temporary basis, 1 certan circumstances and subject to ceramn critena This fund was not drawn upon during the
cufrent or preceding year or in 2012 up to the date of authonisation of these Financial Statements

The contractual undiscounted cash flows associated with financial habiliies were as follows

2011 ln more
than
three In more
Innot months than one
more butnot year but
thap more nBot more In more
On three thanome than five than five
demand months vear years years Total
£000 £000 £000 £000 £000 £000
Interest-beanng loans and borrowings - 7,219 31,349 400,049 327455 766,072
Deposits by banks 112,224 - - - - 112 224
Total 112,224 7,219 31,349 400,049 327,455 878,296
2010 In more
than
three In more
Innot  months  than one
more  butnot  year but
than more not more In more
On three thanone than five than five |
demand  months year years years Total |
£000 £00¢ £000 000 £000 £000 .
Interest-bearmng loans and borrowings - 2,449 40,086 339,275 42271 804,581
Deposnts by banks 123 766 - - - - 123,766
Total 123,766 2449 40,086 339275 422,771 928,347

The cash flows above assume thai the loan notes are redeemed on the earhest possible date that the Company could be compelled to redeem

them

As described 1n note 16, on 10 May 2012 a non asset trigger event occurred  This will affect the trming of future redemptions of the loan

noies m issue
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Notes to the Financial Statements for the year ended 31 Decernber 2011 (continued)

Financia) instruments (continued)

Nature and extent of nisks ansiog from financial instruments (contineed)

{im) Currency risk

AJRE YVALLEY MORTGAGES 2004 1 PLC

The Group's policy 15 to hedge all matenal forergn currency exposures, by the use of denvatives Consequently, at 31 December 2011 and
31 December 2010 the Company had no net matertal exposure to foreign exchange fluctuations or changes in foreign currency interest rates
The impact on the Company's profit and equity of reasonably possible changes in exchange rates compared to actual rates would not have
been material at 31 December 2011 the movement i value of the floanng rate nates would be offset by movement in value of derivatives

Excluding the effects of derivaunes, the amounts of financial assets and habilies denominated in foreign currencies were as follows

Euro
£000
A1 3t December 2411
Financial assets
Loans to Group undertakings -
Cash and cash equivalents 112,224
Derivative financial instruments 426,839
Total financial assets 539,063
Financial habilities
Deposits by banks 112,224
Interesi-bearning leans and borrowings 416,839
Total financial habihtyes 539,063
Net currency gap -
Euro
£000
At 3] December 2010
Financial assets
Loans to Group undertakings -
Cash and cash equivalents 123,766
Dervative financial instruments 463,975
Total financial assets 587,741
Financial liabihtics
Deposits by banks 123,766
Interest-bearing loans and borrowings 461,975
Total financial habiliues 587,741

Net currency pap

Concentrations of nisk

The Company operates primarily in the United Kingdom and adverse changes to the United Kingdom economy could impact on all areas of
the Company’s business The loan to Group undertakings 1s due from one enuty, Awre Valley Funding 1 Limited, and represents an interest
1n a portfolio of morigage loans secured on residenual properties in the United Kingdom  In turn Arre Valley Funding 1 Limited's ability to

meet s loan obligations to the Company 1s based upon its cash reccipts from its interest in the portfolio
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Notes to the Financial Statements for the year ended 31 December 2011 {(continued)

Financial instruments (continued)

Denivatives and hedging

The Company had the following types of denvatives and hedges
At 31 December 2011

Cross-currency interest rate swaps

Total asset balances

Al 31 December 2010

Cross-currency mterest rate Swaps
Total asset balances

AIRE YALLEY MORTGAGES 2004 - 1 PLC

Fair value movements in the Statement of Comprehensive Income comprised the following

Net losses on hedging swaps
Net gams on hedged 1tems due to exchange rate movements
Net gains/(losses) on hedged items due to interest rate movements

Nominal  Far value Total
amounts hedges  dernatives
£000 £000 £000
426,538 36,202 36,202
426,538 36,202 36,202
£000 £000 £000
463,756 97 305 97,305
463,756 97,305 97,305
2011 2010

£000 £000

(11,110) (12,565)

18,021 14,149

1,278 (547)

8,189 1,037

Cross-currency swaps are used to hedge the interest and exchange rate nsk on the floating rate notes This represents an effective economic
hedge, but for accounting purposes there 1s some hedge ineffecnneness which 1s a nming 1ssue only

Fair value measorement

Financial assets and habihties carmed at fair value are valued on the following bases

Level 1 Level 2 Level 3 Totsl
At 31 December 2011 £'000 £'000 £000 £'000
Financial assets
Dernvatve financial instruments - - 86,202 86,202
Level 1 Level 2 Level 3 Total
At 31 December 2010 £000 £000 £000 £000
Financial assets
Denvatrve financial instruments - - 97,305 97,305
Level 1 Quoted prices (unadjusted) m active markeits for identical assets or habihities
Level 2 Inputs other than quoted prices included within Level | that are observable for the asset or habihty either directly (1 ¢ as
price) or indirectly (1 ¢ denved from prices)
Level 3 Inputs for the asset or liabihity that are not based on observable market data (unobservable tnputs)

These definitions have been taken from the March 2009 amendment to IFRS 7 'Improving Disclosures about

Financial Instruments’

‘The movement in assets and hiabilities measured using a valuation techmque for which any significant input 15 not based on observable

market data (Level 3) 15 as follows

Finapcial assets

Financtal habihities

Derwvative Denvative finanoial Total

£000 £'000 £000

At 1 January 2011 $7,305 - 97,305
Total losses in the Statement of Comprehensive Income (11,103) - (11,103)
Transfers from assets to habilitics - - -
At 31 December 2011 86,202 - 86,202

Fnancial assects

Financial Liabihies

Denvative financial  Denvative financial Total

£000 £000 £000

At} January 2010 110,006 - 110,006
Totat losses 1n the Statement of Comprehensive Income (12,701) - {12,701)
Transfers from assets to habilities . _ :
At 3] December 2010 97,305 - 97.305
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Notes to the Financial Statements for the year ended 31 December 2011 {continued)

Share capital

2011 2010 2011 2010
Authonsed Number  Number £ £
Ordinary shares of £1 cach
At 1 January and 31 December 100,000 100,000 100,000 100,000
Issued
Ordimary shares of £1 each fully paid 2 2 2 2
Ordnary shares of £1 each partly pad 49,998 49,998 12,499 12 499
At 1 January and 31 December 50,000 50,000 12,501 12,501

The shares rank equally m respect of nghts attaching 1o voung, dividends and in the cvent of 2 winding up

Capital structure

The Company's capital 1s represented by the captial and reserves atuributable to equity holders  The Company 15 not subject to
externally imposed capital requirements other than the mmimum share capital required by the Companies Act, with which 1t
complies The Company manages its capital and reserves i order thal there 15 sufficient capnal 1o meet the needs of the
Company n 1ls operations

Ultumate parent undertzlong

The Company's immediaie parent undenaking 1s Aire Valley Holdings Limited, a limted habity company incorporated and
domiciled 1 the United Kingdom

The Company’s ultimate parcnt undertaking 15 SFM Corporate Services Limited a limited hability company incorporated and
domiciled 1 the Uninted Kigdom, which holds the shares of Aire Valley Holdings Limited on a discretionary trust basis for
charitable purposes Copies of the financial statements of Awre Valley Holdings Limited and SFM Cerporate Services Limited
may be obtaned from the Company Secretary at 35 Great St Helen's, London EC3A 6AP

As a result of The Bradford & Bingley plc Transfer of Secunues and Property etc Order 2008, which transferred all shares in
B&B 1o the Treasury Sohcitor as nominee for HM Treasury on 29 September 2008, the Company considered Her Majesty's
Government to be its ultumate controlling party from that date  On 1 October 2010 all shares in B&B were acquired viz a share-
for-share exchange by UK Assct Resolunion Limited a pnvate himited company mncorporated and domiciled in the United
Kingdom, which 15 wholly owned by the Treasury Solicitor as nominee for HM Treasury The Company considers Her Majesty's
Government to remarn 3ts ulumate controlling party UKAR heads the largest group of compames into which the Financial
Statements of the Cempany are consohidated Copes aof the financial statements of UKAR may be obtained from the Company
Sccretary at Croft Road, Crossflans, Bingley, West Yorkshre B2 16 2UA

Operations of the Company

B&B, the ongnator of the mortgage loans 1n the Master Trust pool, carmcs the poo) morigages on its balance sheet The cash
receipts 1 respect of the mortgage loans in the pool are collected by B&B and paid to the Trustee  On a monthly basis the Trustee
allocates this cash between Are Valley Funding 1 Limuted, the other funding companies n the Master Trust structure and to B&B
{which holds a share of the pool mongages) according 1o the rules of the sructure  On a monthly banis Awre Valley Funding |
Lumited allocates this cash between the Company and the other 1ssuing compames 1 the Aure Valley Funding 1 Limited structure

The Company uses 1ts cash recerpts to service its loan notes m accordance with their terms

As described 1n note 16, on 10 May 2012 a non-asset tngger event occurred  This will affect the timing of future redemptions of
the loan notes in 1ssuc

Events after the reporting period

On 10 May 2012 a Non-Asset Tngger Event occurred within the structure of the Master Trust, due 1o the aggregate Current
Balance of Loans compnsing the Trust Property falling below the mimmum trust size of £10 7 billion The ympact of this event 1s
to change the order of pnenty of the Fundmg 1 Available Principal Receipts as set out on pages 108 10 112 of the Company's
Offenng Cucular As a result of the Non-Asset Trigger Event, all principal 1s allocated 10 Funding 1 and will continue to be so
allocated unul all holders of Aire Vallev residential mortgage-backed secunties have been repaid in full if sufficient funds are
available The principal 15 then passed to the Issuers based on their respective notes outstanding Each Issuer then vulises this
princrpal to pay down pro rata and sequentially by Class of Note The ummg of future redemptions will be dependent on the
availabihity of funds, and cannot be reliably forecast

1 FPLC
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