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AIRF VALLEY MORIGAGLS 2004 - 1 PLC

Directors’ Report for the year ended 31 December 2012
Registered number 05154235

I he Directors present thetr Report and the audited Financtal Statements for the year ended 31 December 2012

Ownership and control
Aure Vatley Mortgages 2004 - 1 plc (‘the Company”) ts 2 public hmited habihity company incorporaied and dormeiled in the United Kingdom  The
Company ts a subsidiary of Atre Valley Holdings Limited a pnivate limited liability company incorporated and domiciled in the United Kingdom

Arre Valley Holdings Limited holds one £1 fully paid share and 49,998 quarter pard ordinary shares in the company One £1 ordinary full pard share
1s held by SFM Nominees Limited for the benefit of Aire Valley Holdings Limuted

On 1 October 2010 UK Asset Resolution Limued (UKAR') was established as the holding companv for Northern Rock (Asset Management) plc
('NRAM"and Bradford & Bingley plc (B&B"), bringing together the two brands under shared management and a common Board of Directors B&B
1s the Company's controlling party

Principal activities

The Company's principal activity s 10 1ssue floating and/or fixed rate debt securiies and 1o enter into financial arrangements to fund the ackivities of
certain subsidiaries of Atre Valley Holdings Limited and ultimately UK AR by means of mtercompans loans  The debt secunties are 1ssued in Euros
and Sterhing and are secured on a beneficial interest in a portfoho of merigage loans onginated by the B&B Group and held under a master trust
arrangement by Aire Valley Trustee Limued These mortgage toans are sccured on residential property in the United Kingdom  Detanls are set out
1n the offering circular pertinent te this issue The Company 1ssued £2bn floaung rate notes to the market on 3 October 2004 £225m of the notes
were redeemed i September 2005 £500m 1n June 2007 £500m in December 2007, £96m in March 2008 £41m m June 2008 £22m n June 2011,
£5m 1n September 2011 and £5m 1n December 2011 £2m of the notes were redeemed in March 2012 £8m in September 2012 and £7m n
December 2012 At the exchange rates at 1ssue as a1 31 December 2012 £58%m remained (n 1ssue (2011 £606m) [nterest expense for the year
was £16 8m (2011 £93m) Fair value losses of £6 3m (2011 £8 2m profit) arose due to the movements in interest rates and exchange rates over
the course of the year

This fair value gain is a tming effect only which will reverse, and does not have cash implications

As described 1n note 11{a), on 10 May 2012 a non-asset tngger event occurred  This has affected the uming of future redemptions of the loan notes
In 155U

Business revien

The profits of the Company are pre-detcrmined under the terms of the 1ssue documensation  The results for the year are shown 1n the Statement of
Comprehensive Income on page 9 Prnmanly as a result of the fair value movements, the loss after taxation was £6 3m (2011 profit £8 6m) The
Company has met all its obligations under the terms of the 15sue decumentation

Key performance indicators

The key petformance indicators used by management in assessing the performance of the Company are the quality of the assets in the morigage pool
and she compliance of the Company with the terms of the secunitisation documentation  Dunng the year the Company has complied with the terms
of the securiisation documentation  Informatton about the quahty of the assets in the mortgage pool s provided in the monthly trustee reports to
nvestors, including the following

2012 2011
Number of outstanding mortgage loans Number 84,769 87771
Outstanding mortgage loans £bn 104 108
Number of mortgage toans 3 months or more i arrears Number 1,098 1,578
Principal value of mortgage loans 3 months or more in arrears £m 158 6 2342
Arrears value of mortgage loans 3 months or more i arrcars £m 39 64
Mortgage loans tn repossession Number 207 98
Value of mortgage loans in repossession £m 292 155
Weighted average indexed current LIV Yo 844 846

Tuture developments
The Directors expect that during 2013 the Company will continue to meet the interest payments on the notes At the present time the
Drrectors do not foresee any changes in the Company’s activities

Davidend

No dividends were pard duning the year or previous year, and the Directors do not recommend the payment of a final dividend for the
year (2011 £nil)
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AIRF VAILFY MORTGAGES 2004- 1 PIC

Directors' Report for the year ended 31 December 2012 (continued)

Registered number 05154235

Payment policy

Payments are made m accordance with the prionity of payments set out in the transaction documentation  Subjeci to this standard
terms provide for payment of suppliers’ invorces within 30 days of invoice date, except where different arrangements have been agreed
with suppliers It 1s the pohcy of the Company to abide by the agreed payment terms

Directors

T'he Direciors who served during the year and up to the date of signing the Financral Statements were as foltows
Phtllip McLelland

SI'M Dnrectors Limuted

SI'M Dhrectors (No 2) Limated

Mr McLeltand, SFM Directors Limited and SEM Dhrectors (No 2) Limuted arc also directors of Atre Valley Holdings Limited  None
of the Directors had any interest in the share capital of Aire Valley Holdings Limued during the current or preceding year and none of
the Dhrectors had an interest in the share or loan capital of B&B or in any of 1ts subsidiary undertakings

Mr McLelland 15 a director of B&B and UKAR

Events after the reporting period
The rate of corperation tax will decrease to 23% from 1 April 2013 as described mnote 5 The proposed further reduction to 21% from
1 April 2014 15 expected Lo be enacied separately

Iisclasure of information to anditors

T'he Directors who held office at the date of approval of this Directors' Report confirm that, so far as they are each aware, there 15 no
relevant audit information 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 to make lamself aware of any relevant audut information and to establish that the Company's auditors are aware of
that information

This confirmation 1s given and should be interpreted in accordance with the provisions of secuon 418(2) of the Compames Act 2006

Risk management and control

[n the ordinary course of business the Company 15 exposed to, and manages, a variety of risks, with credit nsh, liqguidity nisk, currency
risk and interest rate risk being of particular sigmificance The Directors have responsibihity for the overall system of internal control
and for reviewing its effecuveness In general when a transaction or group of transactions 15 entered mnto, derivative insiruments are
taken oul to manage the associated nisks  The effecuveness of the nisk management 1s then monitored on an ongoing basis  Detals of
the Company's risks and therr management and control are provided in note 11, and further discussion 1n the context of the B&B Group
as a whole 1s provided on pages 11-13 of that Group's 2012 Annual Report & Accounts, which do not form part ol this Report and
[ inancial Statements

The Company has entered into coniracts with 2 number of third parties 1o provide operational support including corporate service
providers, paying agents and swap providers B&B acts as a bank account and cash manager The Comipany’s operations are subject to
periodic review by the B&B internal audit department

The 1ssue documentation alse sets out a number of business risks through a number of asset and non asset tngger events  lhe
occurrence of trigger events could lead to early redemption of the floating rate notes

Corporate governance

The Directors have been charged with governance 1n accordance with the transaction documents describing the structure and operation
of the transaction The governance structure of the Company 1s such that the hey policies have been predetermined at the ume of
issuance and the operational roles have been assigned to third parties with their roles strictly governed by the transaction documents

The transaction documents provide for procedures that have been designed for safeguarding assets agamst unauthonsed use or
disposition, for mamntaiming proper accounting records and for the rehabihity and usefulness of financial informauon used within the
bustness or for publication Such procedures are designed to manage rather than ehminate the nisk of failure to achieve business
objectives whilst enabling them to comply with the regulatory obligations
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AIRE VALLEY MORFGAGFS 2004-1PIC

Directors’ Report for the year ended 31 December 2012 (continued)

Registered number 05154235

Due to the nature of the securities which have been 1ssued, the Company is exempt from the requirements of the Iinancial Conduct
Authority ('FCA") Disclosure and Transparency Rules 7 1 Audn Commuttees and 72 Corporate Govemnance statements (save for the
rule 7 2 5 requining description of the features of the internal control and nisk management systems), wiich would otherwise requtre the
Company respectively to have an audit committee 1n place and include a corporate governance statement in the report of the directors
The directors are therefore sausfied that there 15 no requirement for an audit commultee or a supervison body entrusted to carry out the
funcuons of an audit commitiee or to publish a corporate governance statetnent

Political and charitable contnbuhons

During the year no poliucal or chanitable contnibutions were made (2011 £mil)

Third party indemnities
Quahfying third party tndemmity provision for the benefit of all directors was 1n force duning the year under review and remains in force
as at the date of approval of the Directors’ Report and | inancial Statements

Independent auditors
The auditors, PricewaterhouseCoopers LLP, have indicated their willingness to continue in office and a resolution that they be
reappointed will be proposed at the annuat general meeting

Statement of Directors’ Responsibilines
The Directors are responsible for prepaning the Directors' Report and the Financial Statements 1n accordance with apphcable law and
regulations

Company law requires the Dircctors to prepare Financial Statements (or each financial year Under that law the Drrectors have prepared
the Tinancial Statements in accordance with International Financial Reporting Siandards (IFRSs) as adopted by the European Umion
(EW)

Under company law the Directors must not approve the Financial Statemnents unless they are satisfied that they give a true and fair view
of the state of affawrs ol the Company and of the profit or loss of the Company for that peniod In preparing these Financial 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 apphicable IFRSs as adopted by the EU have been followed, subject to any material departures
disclosed and explained in the Financial Statements

= prepare the | mnancial Statements on the going concern basis unless it 1s tnappropriate to presume that the
Company will continue in business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any ume the financial position of the Company and enable them to ensure that
the Financial Statements comply with the Companies 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 irregulanties

By order of the Board

HeleWa Whitaker
per pro SFM Corporate Services Limited
Company Secretary

14 June 2013
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AIRE VAL LEY MORTGAGES 2004 - L PI C

Independent Auditor's Report to the members of Awre Valley Mortgages 2004 - 1 ple

We have audited the Tmancial Statements of Are Valley Mongages 2004-1 plc for the year ended 31 December
2012 which comprnise the Statement of Comprehensive Income the Balance Sheet the Statement of Changes in
Equihv the Cash Flow Statement and the related notes [he financial reporting framework that has been applicd in
thewr preparation 15 applicable law and International Financial Reporting Standards (IFRSs) as adepted by the
European Umion

Respectine responsibilities of Directors and Auditor

As explained more fully 1 the Statement of Directors’ Responstbilities set out on page 6 the Directors are
responsible for the preparation of the Mnancial Statements and for bemg sausfied that they give a true and lair view
Our responsiblily 15 to audit and express an opinion on the T'nancial Statements in accerdance with applicable law
and International Standards on Auditing (UK and Ireland) [hose standards require us to comply with the Audiing
Practices Board's Cthical Standards for Auditors

This report, including the opinions, has been prepared for and only for the Company's members as a body 1n
accordance with Chapter 3 of part 16 of the Companies Act 2006 and for no other purpose We do net, in giving
these opiniens, accept or assume responsibulity for any other purpose or to any other person to whom this report 1s
shown or into whose hands 1t may come save where expressly agreed by our prior consent 1n wrnng

Scope of the audut of the Financial Statements

An audnt involves obtaiming evidence about the amounts and disclosures 1n the Financial Statements sufficient to give
reasonable assurance that the Ninancial Statements are free from material misstatement, whether caused by fraud or
error  This includes an assessment of whether the accounting policies are appropnate 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 Nnancial Statements  In addition, we
read all the financial and non-financial information n the Directors’ Report and Financial Statements to identify
material 1nconsisicneies with the audned inancial Statements 11 we become aware of any apparent matenal
misstatements or inconsistencies we consider the implications for our report

Opnion on financial statements

In our opimion the Financial Statements

* give a true and fair view of the state of the company's affairs as at 31 December 2012 and of its loss and cash
flows for the vear then ended

» have been properly prepared 1n accordance with ITRSs as adopted by the Curepean Union and

* have been prepared in accordance with the requirements of the Companies Act 2006

Opimon on other matter prescribed by the Companies Act 2006
In our opimion the information given in the Directors’ Report for the financial year for which the Financtal Statements
are prepared 1s consistent with the Tinancial Statements

Matters on which we are required to report by exception

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

you il in our opimon

+ adequate accounting records have not been kept. or returns adequate for our audit have not been received from
branches not visited by us ot

» the Financial Statements are not 1n agreement with the accounting records and returns, or

« certaun disclosures of Directors’ remuneration specified by law are not made or

+ we have not recerved all the information and explanations we require for our audit

Craig Gentle (Sentor Statutory Auditor)

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

14 June 2013
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AIRE YALLFY MORTGAGES 2004 - 1 PLLC

Statement of Comprehensive Income for the year ended 31 December

Interest receivable and simtlar income

Interest expense and simular charges

Net interest income

Operating expenses

Other (loss)/gain

(Loss)/profit before taxation

Taxation

{Loss)/profit for the year attributable to owners of the parent
Other comprehensive income for the year

Total comprehensive (expense)/income for the financial year

Note

1i(e)

w

2012 2011
£000 £000
16,755 9,344
(16,720)  (9,309)
35 35

(33) (34)
(6,322) 8,189
(6,320) 8,190

- 423
(6,320) 8,613
(6,320) 8,613

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 8 'Operating Segments’ The results above arise from

conunuing activities and are attributable to the equity sharehelder

The notes on pages 12 to 25 form an integral part of these Financial Statements
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AIRE VAILFY MORTGAGLS 2004 - 1 PLC

Balance Sheet at 31 December

Registered number 05154235

2012 2011

Note £000 £000
Assets )
Loans to Group undertakings 8 594,952 606,439
Denvative financial instruments life) 65,613 86,202
Total non-current assets 660,565 692,641
Cash and cash equivalents 91,415 112,559
Current tax assets i -
Total current assets 91,416 112 559
Total assets 751,981 805 200
Liabilities
Interest-bearing loans and borrowings 7 656,623 682 146
Total non-current habihties 656,623 682,146
Deposits by banks 91,078 112,224
Interest-bearing loans and borrowings 7 228 458
Total current habilities 91,306 112,682
Total habihities 747,929 794,828
Equity
Capntal and reserves attributable to equity holders
Share capual 12 13 13
Retamned earnings 4,039 10,359
Total equity attributable to owners of the parent 4,052 106372
Total equity and habihities 751,981 805,200

The notes on pages 12 to 25 form an integral part ot these Financial Statements

The FNinancial Statements were approved by the Board of Directors and authonsed for 1ssue on 14 Junc 2013 and signed

on its behalf by

a Whitaker
per pro SFM Directors Limited
As Director
14 June 2013
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AIRE VALLEY MORTGAGES 2004 - 1 PLL.C

Statement of Changes i Equity for the year ended 31 December

Share Retained Total

capital earnings equity

£000 £000 £000

At 1 January 2012 13 10,359 10,372
Total comprehensive income for the financial year - (6,320) (6,320)
At 31 December 2012 13 4,039 4,052
At 1 January 2011 13 1,746 1,759
Total comprehensive income for the financial year - 8613 8,613
At 31 December 2011 13 10,359 10,372
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Cash Flow Statement for the year ended 31 December

Cash Nows from operating activities
(Loss)/profit before tax
Adjustmenis for
Interest on loans to Group undertakings
Interest on call loans
Bank interest
Interest on floating rate notes
Interest on collateral
Amortisation of 185ue costs
Swap interest
Fair value movements
Cash generated from operations
Taxation (paid)/received
Net cash used in operating activities
Cash flows from financing activities
Movement in loans to Group undertakings
Repayment of deposits by banks
Interest received on loans to Group undertakings
Interest received on call loans
Bank interest received
Interest paid on floating rate notes
Interest paid on coliateral
Swap interest received
Repayment of floating rate notes
Net cash used in financing activities
Net decrease 1n cash and cash equivalents
Cash and cash equivalents at beginming of year
Cash and cash equivalents at end of year

Cash collateral held
Cash at bank

AIRE VALLEY MORTGAGFS 204 -1PI C

2042 2011
£000 £000
(6,320) 8,190
(16,738) (9,102)
(16) (241)

) (N
15,738 10,466
16 248

- 12

966 (1,417)
6,322 (8,189)
33 (34)

(1) 1

34) (33)
11,487 32,011
(21,146) (11,542)
16,738 9,102
16 241

[ 1
(9,682) (10,334)
(16) (248)
(852) 1,200
(17,636) (31,946)
(21,110) (11,515)
(21,144) (11,548}
112,559 124,107
91,415 112,559
91,078 112,224
337 335
91,415 112,559

All of the cash collateral held 1s 1n respect of collateral received from denivative counterparties pursuant
to the provisions of associated credit support agreements and 1s repayable on demand The Company will
only be free to utilise collateral in the event that there 15 a default by the derivative counterparty in

relation to the associated cross currency swaps
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AIRE VALLEY MORTGAGES 2004 -1 PLC

Notes to the Financial Statements for the year ended 31 December 2012
1 Principal accounting pohcies

Are Valley Mortgages 2004 - 1 ple ('the Company’) is 2 public hmited company mcorporated and domiciled n the Umted
Kingdom

(a) Statement of comphance

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

For these 2012 Financial Statements, mcluding the 2011 comparative financial nformation where applicable, the Company has
adopted for the first time the following statements

» The December 2010 amendments to IAS 12 “Income Taxes’ relating to Deferred Tax Recovery of Underlying Assets’ This
amendment 1s mandatory for 2012 financial statements, with 2011 comparative informatien - Adoption of this statement had no
impact on the Financial Statements of the Company

For these 2012 Financial Statements the Company has not adopted the following statements but 1s conhinuing to assess whether
these statements will have any itnpact on the Financial Stalements

+ [FRS 9 ‘Financial [nstruments’, sections of which have been 1ssued as part of the International Accounting Standard Board’s
(‘[ASI3's) project 1o replace [AS 39 ‘Tinancial Instruments Recogmiion and Measurement’  This statement 1s expected to be
mandatory for 20135 financal statements, with 2014 comparauve informauon, but has not yet been adopted for use wn the EU
e Company continues 1o monitor developments,

IFRS 13 *Fair Value Measurement’ | his statement 1s mandatory for 2013 financial stalements, with 2012 comparauve
informatton,

The June 2011 amendments to 1AS 1 *Presentation of Financial Statements’ relatng to *Presentation of [ems of Other
Comprehensive Income’ This statement 1s mandatory for 2013 financial statemenls, with 2012 comparative mformation,

The December 2011 amendments 1o IFRS 7 'Financial Instruments  Disclosures’ and 1AS 32 'Financial Instremenis
Presentation’ relaung to the offsetting of financial assets and financial habilities These amendments are mandatory for 2013
financial statements, with 2012 comparative mformation

The Annual Emprovements to IFRSs 2009-2011 Cycle, 1ssucd in May 2012 These changes are mandatory for
2013 financial statements, with 2012 comparative information

Al other new standards, amendments to standards and interpretations are not conswdered relevant 1o and have no impact upon the
Financial Statements of the Company

The Fimancial Statements also comply with the relevant provisions of Part 15 of the Compames Act 2006 and regulations made
thereunder

(b) Basss of preparation

The Finangial Statements are presented in pounds sterling, which 1s the currency of the Company’s primary operating
environment, and on a going concern basis HM Treasury has confirmed that 11 15 115 mtention to continue to fund B&D so as to
maintain that company as a going concern and enable that company te meet 11s debts as and when they fall due until at least 31
October 2014 The Financial Statements are prepared on the historical cost basis except for financial instruments classified as "at
fair value through profit or loss'

I'he Darectors consider that the accounting policies set out in this note are the most appropriate to the Company’s circumstances,
have been consistently applied to the Company i dealing with items which are considered matenal, and are supported by
reasonable and prudent estimates and judgements

Judgements made by the Directors n the application of these accounting polictes that have a significant etlect on the Financial
Statements and estimates with a significant risk of material adjustment in the next year are discussed n note 10

Ihe Directors consider the business to comprnise one operating and geographical segment due to the similanity of nisks faced
within 1ts UK based residennial portfolios
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AIRE VALLEY MORTGAGES 2004 -

Notes to the Financial Statements for the year ended 31 December 2012 (continued)
1 Principal accounting policies (continued)

{b) Basis of preparation (continued)

‘Fhe Financial Statements have been prepared m accordance with EU adopied IFRS, 1FRIC interpretations 1ssued by the IFRS
Interpretations Committee (formerly the International Financial Reporting [nterpretanons Committee) and with those parts of the
Companies Act 2006 applicable 10 companies reporting under IFRS A summary of accounting policies 15 set out below The
preparation of the Financial Statements in conformity with these accounung policies and generally accepted accounting principles
requires the use of estimates and assumptions that affect the reported values of assets and habihuies at the date of the Financial
Statements and the reported amounts of revenues and expenses during the reporting period  Although these esiimates are based
on management's best knowledge of the amounts, event or actions, actual results ulumately may differ from those estimates (sce
note 190)

{¢) Intercst income and expense

For all financial instruments measured at amortised cost (including loans to Group undertakings and floating rate notes) nterest
income and expenst are recogmsed n the Statement of Comprehensive Income on an Lifective Interest Rate ('EIR') basis The
EIR method calculates the amorused cost of a financial asset or financial hability and spreads the resulting interest mcome or
interest expense on a level yietd basis over the expected life of the mstrument  The EIR 15 the rate which at the mception of the
instrument exactly discounts expected future cash flows over the expected hife of the instrument 1o the izl carrying amount
When calculating the EIR, future cash flows are estimated, considering all contractual terms of the instrument (for example
prepayment options), but potential future credit losses are not considered The calculation mcludes all directly atinbutable
mcremental fees and ¢osts, premia on acquisiion of mortgage portfolios and all other premid and discounts as well as nterest

When a financial asset or a group of strmilar financial assets 15 written down as a result of an impairment loss, mterest income
continues 1o be recognmised by applying the applicable EIR to the reduced balance

d) laxation

(1) Current tax

The charge for taxation 15 based on the result for the year and takes mto account taxation deferred or accelerated arising from
temporary differences between the carrying amounts of certamn items for taxation and for accounting purposes  Tax relaung to
items which are taken directly to reserves is also taken directly to reserves

(1) Deferred tax

Deferred tax s calculated using the Liability method, on temporary differences ansing between the tax bases of assets and
habiltties and their carryimg amounts 1 the Financial Statements Deferred 1ax is determined using tax rates and laws that have
been enacted or substanuvely enacted by the Balance Sheet date and are expected to apply when the related deferred tax assct 1s
reahsed or the deferred 1ax habihity 1s scttled  The principal temporary differences anse from unreahsed fair value movements

(e) Cash and cash equivalents

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

(N Floating rate notes

On mitial recognition, debt 1ssued 15 measured at its fair value net of dwectly attributable transaction costs and discounts,
accordance with IAS 35 Subsequent measurements at amortised cost using the EIR method to amortise incremental attributable
13sue and transaction costs premia and discounts over the life of the mstrument, these costs are charged along with inierest on the
debt to 'interest expense and similar charges' The carrying value of the instrument includes the amount of these adjusiments
which still remains to be charged 1o the Statement of Comprehensive Income

1PLC
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AIRE VALL FY MORTGAGES 2004 -

Notes to the Financial Statements for the year ended 31 December 2012 (continued)
1 Principal accounting policies (continued)

{g) Classification of financial instruments

In accordance with 1AS 39 each financial asset 15 classified at iniual recognition mto one of four categornes

{1} Financial assets at fair value through profit or loss,
{n) Held to matunity investments

(1) Loans and reccivables, or

(v} Avaitable-for-sale

and each financial liability into one of two categones

(v} Finaneial habilities at fair value through profit or loss, or
(v1) Other liabihues

Measurement of financial mstruments 15 enther amortised cost (categories (1), (i) and (v1) above) or at farr value (categorics (1),
{(1v) and (v} above), depending on the category of financial instrument  The Company does not carry any financial instruments at
lair value other than derivative financial instruments

Amortsed cost 15 the amount measured at initial recognition, adjusted for subsequent pnncipal and other payments, less
cumulative amortisation calculated using the EIR method, the amortisation 1s taken to interest mcome or expense depending on
whether the instrument 1s an asset or hability The amortised cost balance would be reduced where appropriate by an allowance
for amounts considered 1o be impaired or uncollectable The loans to Group undertakings will not become impaired unless the
mortgages in the pool become impaired to the extent that all credit enhancement is used up

Farr value 1s the amount for which an asset can be exchanged, or a hability settled, between knowledgeable, willing patties in an
arm'’s length transaction Where @ markel exists, fair values are based on quoted market prices  Por mstruments which do not
have active markets, fair value 1s calculated using expected future cash flows taking mdividual cash flows together with
assumptions based on market conditions and credst spreads and are consistent with accepted cconemic methodelogies for pricing
financial instruments  Any net movements i fair value are included 1n the Statement of Comprehensive Income as ‘far value mo

(h) Dervative financial instruments

All derivatives are carried m the Balance Shect at fair value, as assets when the fair value 1s positive and as habihuies when the
farr value 1s negative Changes tn the fair value of denvatives are reflected immediately 1 the Satement of Comprehensive
Income as 'other gamn/loss'

The derivatives were taken out as economic hedges agaimst interest rate and exchange rate movements

(1) Foreign currencies

Foreign currency lransactions, assets and Liabiliies are accounted for in accordance with I1AS 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 n pounds sterhng are translated nto sterling at the spot rate of exchange on the date of the transaction
Monetary assets and habihtics which are not denominated in pounds sterling are translated into sterhing at the closing rate of
exchange at the Balance Sheet date

Foreign exchange gans and losses resuliing from the restatement and scttlement of such transactions are recognised in the
Statement of Comprehensive Income 1n 'other foss/gain’

(J) Hedge accounting

The Company apphed fair value hedge accounung to its floating rate notes to hedge interest and exchange rate movements In
2011 the Company ceased to apply hedge accounting The carrying amount of floating rate notes sull includes legacy fatr value
hedge. adjustments which are being amertised to the statement of comprehensive income over the the instrument's remaining ife
by recalculating its effective interest rate

1PIC
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AIRE VAILEY MORTGAGES 2004- 1 PIC

Notes to the Financial Statements for the year ended 31 December 2012 {continued)

2 Interest recen able and simidar income

2012 2011
£000 £000
Interest on loans to Group undertakings 16,738 9,102
Interest on call loans 16 241
Bank interest 1 !
16,755 9,344
Interest income for the year on impaired assets was £ml (2011 £mil) as ne financial asset 15 impatred
3 Interest expense and similar charges
2012 2011
£000 £000
Interest on floating rate notes 15,738 10,466
[nterest on cash cellateral 16 248
Amortisation of 1Ssue costs - 12
Swap mnterest 966 (1,417)
16,720 9,309
The 1nterest rates payable on the floating rate notes step up 1f the notes are not redeemed by certain dates
4  Operating expenses
2012 2011
£000 £000
Legal and professional fees 33 34
Auditors’ remunerauon of £2.438 (2011 £2,475) was borne by B&B
The Company had no employees during the year or previous year
5 Taxation
2012 2011
£000 £000
Current taxation charge
UK corporation tax on profit for the year - -
Delerred taxation origination and reversal of temporary differences - (426)
Adjustments in respect ol previous vears - 3
Total taxation credit per the Statement of Comprehensive Income - (423)
{Loss)profit before taxation {6,320) 8190
UK corporanon tax at 24 5% (2011 26 5%) (1,548) 2,170
Effects of
Expenses not deductible for taxation 1,548
Income not taxable - (2,170)
Ad)justments in respect of previous years - {423)
Total taxation (credit)y/charge per the Statement of Comprchensive Income - (423)

Page 15




AIRF VALLEY MORTGAGES 2004

Notes to the Finanaial Statements for the year ended 31 December 2012 (continued)

Iaxation {continued)

I'ke deferred tax Liabilitv ts attnbutable to the following

Recognised in Recognised in
mncome  As at 31 December income As at 31 December
2012 2012 2011 2011
£060 £000 £000 £000
Fair value movements - - 426 -

On 2§ March 2012, the Government announced a reduction tn the rate of corporation tax 1o 24% with effect from 1 Apnil 2012
This reduchion was enacted under the Provisional Collectton of Taxes Act 1968 on 26 March 2012 In addition, the Finance Act
2012, which passed nto law on 31 July 2012 ncluded legislation to reduce the main 1ax rate of corporaion tax from 24% to 23%
with effect from 1 Apnl 2013

The carrying amount of deferred tax relatng 1o fair value movements has been reassessed as being ml because 1015 not expected to
result in an actual future tax pay went or receipt

Employees and Directors’ emoluments

There were no employees dunng the year (2011 none) and none of the Directors received emoluments in respect of ther services
1o the Company A corporate service fee 15 pad to Structured Finance Management | imited n connection with s supply of
corporate management services including the provision of directors (see note 9)

Interest-bearng loans and borrowings
[nierest-bearing loans and borrowings compnse floating rate notes 1ssued on 5 October 2004

Under the terms of the Notes, any shortfalls arising on the redemption of the Loan te Group undertaking over which the
Noteholders have a charge, may result m a reduction in the liability under the Notes due to therr limited recourse nature Such
shortfall on the redemption of the Loan to Group underntaking may anse if the underlying mortgage pool against which the Loanto
Group undertaking 1s secured does not generate sufficient cash to repay the Loan to Group undertaking and the credit enhancement
1n the structure 1s not sufficient to cover such shortfall

Class Final In currency In currency 31 December 2012 31 December 2011
maturity 31 December 2012 31 December 2011 £000 £000

Senes 3 Al Sep 2066 £194,878,842 £202 040 982 194,879 202,041
Senies 3 A2 Sep 2066 £ 416,950,078 €4322713,728 338,731 361,338
Senes 3 B Sep 2066 £20,000,000 £20 000 000 20,000 20 000
Seres 3 B2 Sep 2066 € 25,000,000 € 25,000 000 0310 20,898
Senes 3 Cl Sep 2066 £20,000,000 £20 000 000 20,000 20,000
Senes 3 C2 Sep 2060 € 31,000,000 € 3] 000000 25,185 25913
Senes 3 DL Sep 2065 £15,000,000 £15,000,000 15,000 15,000
Sertes 3 D2 Sep 2066 € 22,000,000 €22 000 000 17,873 13 390
651,978 683,580

Unamorsed carrying value of de-designated far value hedge (1,641) {1434}
650,337 682 146

Accrued interest - non-current 6,286 -
Accrued interest - current 118 458
655,851 682,604

Non-current accrued interest reflects the anticipated mterest rate step-ups on certam nofes

Subject to ther scheduled redemption dates the Class A noles rank, nrespective of sertes, without preference or prionity amongst
themselves  Subyect to the relevant scheduled and/or, as apphcable permitted redempt:on dates or other payment conditions of the
1ssuer notes, payments of principal and interest due and payable on the Class A notes will rank ahead of payments of pnncipal and
inferest due and payable on the Class B C and D notes, subject to the terms and condimons of the notes the 1ssuer cash
management agreement the issuer deed of charge and the other 1ssuer transaction documenis  Swmilarly payments of principal and
inicrest due and payable on the Class B notes will rank ahead of payments of principal and nterest due and payable on the Class C
and D notes and payments of principal and mterest due and payable on the Class C notes will rank ahead of payments of principal
and interest due and payable on the Class D notes

The notes are now in ‘pass through' and will be parmally redeemed on each quarterly interest payment date to the extent that funds
are available m accordance with the terms set cut in the Offering Circular The timing of future redemptions will be dependent on
the availability of funs and could be reliably forecast and hence the notes have all been descnibed as non current habihities

Interest 15 payable on the Senes 3 Class A2, Seres 3 Class B2 Senes 3 Class C2 and Senes 3 Class D2 notes at vanable rates basec
upen three menth EURIBOR  Interest 1s payable on Senes 3 Class Al Series 3 Class B, Senes 3 Class Cl and Senes 3 Class Dt
noles at vaniable rates based upon three month sterhng LIBOR  The interesi rates payable on certain noles stepped up on certarn
dates, and the rates payable on on other notes will step up 1f the notes have not been redeemed by the step up date  The step up has
been accounted for on an EIR basis  The increase in accrued interest at 31 December 2012 compared to 31 December 2011 reflects
the anncpated future step ups

LPLC
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Notes to the Financial Statements for the year ended 31 December 2012 (continued)
Interest-bearing loans and borrowings (continized)

The Company's obligations to notcholders and to other secured creditors are secured under a deed of charge
which grants secunity over all its assets in tavour of the security trustee  The principal assets of the Company
are loans made by 11 10 Atre Valley Funding 1 Limited a fellow subsidiary of Awre Valley Holdings Limited.
whose obligations n respect of these loans are secured pursuant to a deed of charge which grants security over
all wts asscts, primarily consisting of 1ts beneficial interest i a portfolio of residential mortgage loans, 1n favour
of the secunty trustee The security trustee holds this security for the benefit of all secured creditors of Arre
Valley Funding 1 Limited including the Company

As described 1n note 11¢(a) on 10 May 2012 a non-asset trigger eventoccurred This has affected the uming of
future redemptions of the loan notes 1n 1ssue

Loans to Group undertakings

Loans to Group undertakings comprisc a single loan to Awre Valley Funding | Linuted, denominated in Sterting
and at a vanable rate of interest [he loan has ulumately been secured aganst a beneficial intercst in a
mortgage portiolio held in trust on behalf of the Aire Valley Holdings Limited Group

I he ability of Aire Valley I'unding 1 Limited to pay amounis due on the intercompany loan will depend mainly
upon 1t receiving sufficient revenue receipts and principal on the trust property from Aire Valley Trustee
Limited, recerving the required funds from the swap provider and amounts available in the reserve {unds

The terms of the loans to Group undertakings are set such that the Company's income s sefficient to service its
habihines and to retain a profit prescribed by the terms of the securnitisation structure

lhe repayment of the mtercompany loan will comcide with the repayment of the floating rate notes as they
become due for payment, only 10 the extent these are availlable and hence the loans have all been described as
non-current asscts

Related party disclosures

The Company 1s a special purpose vehicle controlied by 1ts Board of Ihrectors which compnises three
Directors Two of the Company's three Directors are corporate directors provided by Structured I'nance
Management Limited and the third director 15 a director of B&B (the controlling party under [FRS) [he
Company pays a corporate services fee to Structured Finance Management Limited in connection wath its
supply ot corporatc management services including the provision of directors ‘The fee amounted 1o £13 169
{2011 £13 341) IThe Company undertook the following transactions with companies in the B&B Group and
the Arre Valley Holdings Limited Group

Aire Valley Aare Valley
Holdings Limited Holdings Limited
and subsidiaries and subsidiaries
1012 201t
£000 £000
Interest recervable and similar mcome
Interest on loans to Group undertakings 16,738 9102
Non-current assets
Loans to Group undertakings 594,952 606 439

Auditors’ remuneration of £2 438 (2011 £2 475) was borne by B&B

Al 31 December 2012 B&B held £10 300 000 (2011 £mnul) and €5 500 000 (2011 €nil) of the Company's
floating rate notes and carned £176 000 (2011 £ml) and €88 000 (2011 €ml) intcrest on then during the year
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Naotes to the Financial Statements for the year ended 31 December 2012 (continued)
10 Critical accounting yjudgements and estimates

In preparation of the Company's I'nancial Statements, judgements and estimates are made which affect the reported
amounts of asscts and hiabihiies, judgements and estimates are kept under conunuous evaluation Judgements and
estimates are based on historical expenence, expectattons of future events and other factors

Effective interest rate

Certain financial nstruments are accounted for at amortised cost on an effective nterest rate basis, under which the
income or expense assoclated with the mstrument 1s spread over the mstrument’s expected life  On a quarterly basis,
models are reviewed to re-assess expected hife

Fair values of financial instruments

Certain financial instruments are carned at far value  Where a market exists, farr values are based on quoted market
prices For instruments which do not have an active market, farr value 15 calculated using expected future cash flows for
which assumptions are made

11 Financial instruments

(a) Categories of financial assets and financial ilabilities carrying value compared to fair value
At 31 December 2012

Assets at fair value Total
through profit or loss -  Loans and carrymng Fair
Financial assets on imitial recognition  recevables value value
£000 £000 £000 £000
Loans to Group undertakings - 594 952 594,952 532149
Dervative financial instruments 65613 - 65,613 65,613
Cash and cash equivalents - 91,415 91,415 91,415
Total financial assets 65,613 686,367 751,980 689,177

Liabilities

Liabilities at fair value at Total
through profit or loss - amortised carrying Fair
Fiancial habilitres on imitial recognition cost value value
£000 £000 £000 £000
[nterest-bearing loans and borrowings - 656,851 636,851 594,047
Deposits by banks - 91,078 91,078 91078
Total financial habilities - 747,929 747,929 685,125
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Notes to the Financial Statements for the year ended 31 December 2012 {continued)

Fimancial instruments (continued)

Categories of financial assets and financial habilities carrying value compared to fair value (continued)
At 31 December 201t
Assets at far value lotal
through profit or loss - Loans and camrying Fair
TMnancial assets on imual recogmition receivables valhie  value
£000 £000 £000 £000
Loans to Group undertakings - 606,439 606 439 428,359
Derivative financial instruments 86,202 - B6202 86,202
Cash and cash equivalents - 112559 112559 112,559
1 otal financial assets 86,202 718998 805,200 627,120
Liabihuies
Liabilities at fair value at T'otal
through profitor loss- amortised  carrying Fair
Fiancial habilities on 1mual recogmtion cost value value
£000 £000 £000 £000
Interest-bearing loans and borrowings - 682,604 682,604 504,524
Deposits by banks - 112,224 112,224 112,224
Total financial habilities - 794 828 794,828 616 748

No financial nstruments were reclassified during the year or previous year between amortised cost and fair value
catcgorics

The fair value of loans to Group undertakings has been adjusted to reflect the market yields imphed by the flosting rate
valuations

The fair value of interest-bearing loans and borrowings 1s based upon quoted market prices
The fair value of dertvatives 15 their carrying amount

On 10 May 2012 a non-asset trigger event occurred within the structure of the Aire Valley Master Trust, due to the
aggregate current balance of loans comprising the trust property falling below the mmimum trust size of £10 7billion

T'his affected the order of priority of payments as set out on pages 108 to 112 of the Company’s Offering Circular As a
result, scheduled redempuions of any cutstanding notes will not be paid on their scheduled redemption dates and may not
be paid on their final maturity date  All principal receipts are allocated 1o Asre Valley I'unding 1 Linuted and will
continue to be so allocated until the relevant share of the trust property 1s zero The principal receipts are utilised to repay
all mtercompany term advances untl they have been repaid 1n full, if sufficient funds are available

Interest income and expense on financial instruments that are not at fair value through profit or los

2012 2012 201 2011
Income Expense [ncome Expense
£000 £000 £000 £000

Interest on loans to Group undertakings 16,738 - 9102 -
Interest on call loans 16 - 241 -
Bank interest 1 - 1 -
Interest on floating rate notes - 15,738 - 10 466
Interest on cash collateral - 16 - 248
Amorusation of 15sue costs - - - 12

Interest income for the year on impaired assets was £ml (2011 £m)) as no finanoal asset 1s imparred

1 PLC
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Notes to the Financial Statements for the year ended 31 December 2012 (continued)
11 Fingncial instruments (contineed)
(c) Nature and extent of nisks arising from financial instruments

The Company's exposure to nsk on financial wnstruments and the managemenl of this risk 1s established at the
commencement of the sccuritisation transactions, with the Company's activities and the roles of other parues defined 1n
the programme documentation Fnancial mstruments used by the Company for nsk management purposes in¢lude
derivative nstruments  Such nstruments are used for commercial hedging purposes only, not for trading or speculative
purposes, 10 hedge 1nterest rate and currency risk ansing as part of the secuniusation ransaction  The principal denvative
instruments used by the Company in managing its risk are cross currency swaps The matunty profile of denvative
nstruments reflects the nature of exposures ansing from underlying business acuvities  All of the Company's denvatives
activity 1s contracted with financial instiutions

Credit risk

Credit risk s the nisk that a counterparty of the Company will be unable or unwilling 10 meet a commutment that o has
entered 1nto with the Company The Company 1s exposed to credi risk via amounts duc from the loan to Group
undertakimgs, derivative counterparties and deposits with third party banks

The Company's ability to meet payments under the {loating rate notes relies on the recewpt of funds on the loans to Group
undertakings, which in turn 15 dependent on receipt of payments on the mortgage portiolio held in trust 1o mimimase risk,
any mortgage ncluded in the portfohio 15 required to meet a number of crieria as determmed m the transaction
documentation Credit nisk also exists on the derivative contracts entered mio  The swap counterparties are required to
have mummum credit ratings as outhned n the (ransaction documentatton The maximum exposure to credit nsk 1s
represented by the carryuig amount of each financial asset, as set out 1n the table 1n note 11¢(1)

Liquiduty risk

Ligquedity risk 1s the nisk that the Company 1s not able to meet s financial obligations as they fall due The Company's
policy 15 to maintan sufficient funds in a hquid torm at all times to ensure that the Company can meet its lrabthuies as
they fall due The Company's ability to mect payments under the floating rate notes relies on the receipt of funds on the
loan 10 Group undertakings, which 1s in turn dependent on the receipt of payments on the mortgage porttolio held in trust
{note 11c(n})

Currency risk

The Company has floating rate notes 1n 1ssuc denormnated in Euros  The Company's policy 15 to ehmunate all exposures
ansing from movements in exchange rates by the use of cross currency swaps to hedge payments of interest and principal
on the notes All other assets, habilities and transactions arc denominated in Sterling  The table in note 11¢(n)
summarises the Company's assets and habilties denominated in foreign currencies

Interest rate risk

Interest rate nsk exasts where assets and habilines have interest rates set under a dufferent basis or which reset at different
times  To minimise exposure to nterest rate nisk the Company ensures that the interest rate profiles of the loans due from
Group undertakings and of the interest-bearing loans and borrowings are similar Where this 18 not possible, derivalive
financial instruments are also used to reduce any residual interest rate nisk  [f LIBOR for three month-Sterling deposits
was 1% higher or lower, with all other vanables held constant, the effect on the Company's net interest income would be
immatenal due to movements on interest on the loan to Group undertakings being offset by movements on nterest on the
loan notes [his would also apply 1f LIBOR for three-month Eure deposits was 1% higher or lower, with all other
variables held constant, as movements 1n interest on foreign currency loan notes would be offset by a comesponding
movement 1n interest on the currency swaps and on loans o Group undertakings A change m mterest rates would also
affect the fair value movements in the Statement of Comprehensive Income A 1% increase in LIBOR for three-menth
Sterling deposits would give nse to a far value gain in the Statement of Comprehensive Tncome of £1,604,000 due 1o
changes in the fair value of denvatives A 1% increase in LIBOR for three-month Euroe deposis would give nise to a far
value loss in the Statement of Comprehensive Income of £1,778,000 due to changes tn the fair value of denvatives

Other market risks
At the year end the Company had no other matenal exposure to market risks (2011 mi)
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Notes to the bhinancial Statements for the year ended 31 December 21012 (continued)
Financial instruments (continued)
Nature and extent of nsks grising from financial instruments (conhnued)

{1) Credit risk
Before taking account of any collateral the maximum exposure to credit nisk as a1 31 December was

2012 2011
£000 £000
Cash and cash equivalents 91,415 112 559
Diervative financial instruments 65.613 46 202
Loans 10 Group undertakings 594,952 606 439
Total on-Brlance Sheet and maximum exposure to credit sk 751,980 805 200

No tmpairment has been recogmsed 1 respect of any financeal asset and no financial assets were past due

Credit enhancements

Credit enhancement 1s provided to the securitisation stucture 1n a number of ways The mortgage pool assets are significantly greater than the
Notes which have been 1ssued by the members of the Awre Vatley Holdings Limited group This over collaterahisanon as well as the reserve
fund are available to make good any reductions in the pnincipal balance of the morigage pool as result of defaults by customers

2012 2011

£000 £000
Mortgages 10,402,949 10 838 207
Notes in 1ssue (7,667.634) (8096 599)
Onher collateralisation 1,735,315 2,741 608
Ligquidity reserve fund 380,000 380 000
Total credit enhancements 3,115,315 3121608

At 31 December 2012 the cash and cash equivalents were deposited with a counterparty which had a credut ratmg of AA (2011 AA-)

The Company 1s exposed to credut nsk on the 'loans o Group undertakings' This compnses a loan 1o Awe Valley Funding 1 Limited which
used the proceeds 1o purchase an interest un a portfolio of residential mortgages from B&B The credit risk associated with the morntgage portfolio
15 continually monitored by the B&B group and extcrnal ratng agenctes A sigmficant increase 1n the amrears and/or repossession losses
associated with thys mortgage portfolic could result 1n Awre Valley Funding 1 [muted being unable to make all repayments of mierest and
princapal due to the Company tn respect of the loans  This in tum could mean that the Company 1s unable to make all repayments of interest and
principal due 1n respect of the loan notes 1t should be noted however that the Company 13 only obhged to make repayments of interest and
principal 1n respect of the loan notes to the extent that the repayments recenved from the loans o Awre Valley Funding 1 | umited allow

(n) Liguadity risk

There 15 2 lequidity reserve fund provided by Aure Valley Funding Ne 1 Lumuted an the event that the Company 15 unable to meet its fingncial
commitments on a temporary basis 1n certain circumstances and subject to certain critena This fund was not drawn upon dunng the cusrent or
preceding year or in 2013 up to the date of authorisaton of these Fmnancial Statements

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

2012
In more than

In more than one year but

In not mere  three months net more
than three  but not more than five In more than
On demand months  than one year vears five vears Total
£000 £000 £000 £000 £000 £000
Interest-beanng loans and borrowings 15 684 57631 416 967 253 605 743 887
Deposits by banks 91078 - - - . 91078
Total 91,078 15,684 57.631 116,967 253,605 834,965
2001 In more than
In more than  one year but
In not more three months not more
than three but not more than five  Inmore than
On demand months  than one year ycars five years Total
£000 £000 £000 £000 £000 £000
Interest-beanng loans and borrowings - 7219 31349 400049 327455 T66 072
Deposits by banks 112 224 - - £12 224
Total 112 224 7219 31 349 400 049 327 455 878 296
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Notes to the Financial Statements for the vear ended 3t Decermber 2012 (continued)
Financial mmstruments (continued)
Nature and extent of risks ansing from financial nstruments (continued)

(n} Liguidity risk {centinued)

The cash flows above assume that the loan notes are redeemed on the earliest possible date that the Company could be compelled 1o redeem
them

As described 1n note 1i(a) on 10 May 2012 a non-asset trgger event occurred  This has affected the uming of future redemptions of the loan
noetes n 1ssue

{m) Currency risk

The Group's policy 1 to hedge oll matenal foreign currency exposures by the use of denvatives  Consequently at 31 December 2012 and 31
December 2011 the Company had no net matenal exposure to foreign cxchange fluctuations or changes in foreign cumency interest rates The
tmpact on the Company's profit and equuty of reasonably possible changes (n exchange rates compared to actual rates would not hove been

matenal at 31 December 2012 the movement m value of the floating rate notes would be offset by movement in value of denvanives

Excluding the effects of denvanves the amounts of financial assets and habilities denormmated m foreign curencigs were as follows

Yure
£000
At 3l December 2012
Financial sssets
Cash and cash equivalents 91,078
Denvatnve financial instruments 402,217
Total financial assets 493,295
Fipancial habilities
Deposits by banks 91,078
Interest bearing loans and borrowings 402,217
1 ota! financial habthties 493,295
Net currency gap -
Euro
£000
At 31 December 2011
Financaal assets
Cash and cash equivalents 112224
Dcnyative financial instruments 426 83%
Total financial assets 536 063
Financial latnhines
Deposits by banks 112224
Interesi-bearing loans and borrowings 426 839
Total financtal liabilines 539063

Net currency gap -

Coneentratons of risk

The Company operates pnmanly 1n the United Kingdom and adverse changes to the United Kingdom economy could impact on all arcas of the
Company's business  The loan to Group undertakings s due from one enuty Awe Valley Funding | Limited and represents an mterest an a
portfolio of montgage lozns secured on residennial properties in the Untted kingdom  In tum the ability of Aire Valley Fundmg | Limited 10 meet
1ts loan obligations to the Company 1s based upon #ts cash recerpts from 1ts interest i the portfolic
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Motes to the Financial Statements for the year ended 31 December 2012 (continued)
Financizl instruments {continued)
Denvanves

The Company had the followiag types of denvates

Nommal Ear Total

amounts value dernatives

At 31 December 2012 £000 £000 £000

Cross-currency interest rate swaps 402,097 65,613 65,613

Total asset balances 402,097 55,613 65,613

A1 31 December 2011 £000 £000 £000

Cross-currency interest rate swaps 426 538 86 202 86 202

Total asset balances 426 538 86 202 86 202
Qther gain/(loss) on denvatn es in the Statement of Comprehensive Income compnsed the following

2012 2011

£000 £000

Net losses on denvalives (20,475) (11 1190)

Net gains on mterest-beanng loans and borrow ings dus to exchange rte movements 13,947 i8 021

Amortisation of the carrying value of de-designated fair value hedge 106 1278

(6,312) 3 189

Cross-cutrency swaps are used to hedge the mterest and exchange rate nsk on the floaung rate notes  This represents an effectne econamic
hedge but for accounung purposes there 1s some hedge ineffectiveness which 1s a timung ssee only

Fair value measurement

Fuinancial assets and habiities camed at far value are valued on the following bases

Level 1 level 2 level 3 1otal
At 3t December 2011 £000 £'000 £'060 £000
Financial assets
Den+ative financial ingtruments . - 65,613 65,613
Level ] Level 2 Level 3 Total
At 31 December 2011 £000 £000 £000 £ 000
Financial assets
Denative financial instruments - - 86,202 86 202

Level | Quoted prices (unadjusted) in active markets for identical assets or labdhties

Leve! 2 Inputs othier than quoted prices included within Level | that are obsen able for the asset or liabihity either directly (1 e as price) ot
indirecly (1 ¢ denved from prices)

Level 3 Inputs for the asset or liabilery that are not based on observable market data {unobservable inputs)

These definitiens have been taken from the March 2009 amendment to I[FRS 7 'Improving Disclosures about Finanaal Instruments

The movement in assets and habibties measured using a valuanen techmique for which any sigmficant input 1s not based on observable market
data {Level 3) 15 as follows

Frnancial assets

Dernvative financial

mstruments fotal

£000 £°000

At 1 Januvary 2012 86,202 86,202
Total losses in the Statement of Comprehensive {20,589) (20,589)
At 31 Decemnber 2012 65,613 65,613

Financial assets
Densative financial

imnstruments Total

£'000 £000

At ] January 2011 97 303 97 305
Total losses 1n the Statement of Comprehensing (11103} (103
At 31 December 2011 86 202 86 202
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Notes to the Financial Statements for the y car ended 31 December 2012 (continued)

Financial instruments (coentinued}

Sensitvity analysis of reasonably possible nlternain ¢ assumptions for tevel 3 instruments

The mam unobsenvable mput that affects the valuation of the denvati e financial instruments 1s the forecast lev el of customer prepayments tn
respect of mongage loans essigned to the Trust  An tnercase n forecast prepay ments will cause eross currency swaps assocrated with the notes
1n 1ssue to pay down m an aceelerated manner so affecung thew fawr values  The following table shows the impact on reported fair values of a

hypothencal 10% increase in customer prepayments

Favourable Unfavourable
changes to changes to

Reported Revised Intame Income
2012 fair value fair salue Statement Statement
£000 £000 £000 £000

Financial assets
Denvative financial mstruments 65,613 65,503 - (110 0)

Financial iabilities
Denvatnc financial instuments - - -

Favourzbte Unfavourable

changes to changes to
Reported Revised Income income
2011 fair value fasr value Statement Statemnent
£000 £000 £000 £000
Financial assets

Denvative financial anstruments 86 202 36 847 645 -

Financial habilines
Denvanve financial instruments - - -

1PLC
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Notes to the Financial Statements for the year ended 31 December 2012 (continued)

Share capital

2012 2011 012 2011
Authonsed Number  Number £ £
Ordinary shares of £1 each
At 1 January and 31 December 100,000 100,000 100,000 100,000
Issued
Ordinary shares of £1 each fully pmd z 2 2 2
Ordinary shares of £1 each partly paid 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 1n respect of rights attaching to voting, dividends and 1n the event of a winding up

Capital structure

The Company's capital 1s represented by the capital and reserves auributable 1o equity holders The Company 1s not subject to
externally imposed capital requirements other than the mimmum share capital required by the Companies Act, with which 2t
complies The Company manages 11s capiial and reserves in order that there 1s sufficient capital to meet the needs of the Company
N its operations

Ultimate parent undertaking
The Company's immediate parent undertaking 1s Aire Valley Holdings Limited, a private limited hability company incorporated and
domiciled 1n the United Kingdom

The Company's ultimate parent undertaking 1s SFM Corporate Services Limited, a private hrmited liability company incorporated
and domiciled i the United Kingdom, which holds the shares of Aire Valley Holdings Limited on & discretionary trust basis for the
benefit of certain charities

Copies of the financial statements of Awre Vatley Holdings Limited and SFM Corporate Services Limited may be obtaned from the
Company Secretary at 35 Great 51 Helen's, London EC3A 6AP

Under iFRS, the Company's controliing party during the year and previous year was B&B a public company incorporated and
domiciled n the United Kingdom B&B heads the smallest group of companics inte which the Financial Statements of the
Company are consolidated Copies of the financial statements of B&B may be obtamned from the Company Secretary at Croft Road,
Crossflatts, Bingley, West Yorkshire BD16 2UA

As a result of The Bradford & Bingley ple Transfer of Securnues and Propeny etc Order 2008, which transterred all shares 1n B&B
to the I'reasury Solicitor as nominee for HM Treasury on 29 September 2008, the Company considered Her Majesty's Government
to be its ultimate controlling party from that date  On 1 October 2010 all shares in B&B were acquired via a share-for-share
exchange by UK Asset Resolution Limuted, a private limited company incorporated and domuciled in the United Kingdom, which 1s
wholly owned by the Treasury Solicitor as nominee for HM Treasury The Company considers Her Mgjesty's Government to
remain is ultimate controlhing party UK Asset Resolution Limited heads the largest group of compames into which the Financial
Statements of the Company are consolidated Copies of the financial statements of UK Asset Resolution Limuted may be abtained
from the Company Secretary at Croft Road, Crossflatts, Bingley, West Yorkshire BD16 2UA

Operations of the Company

B&B, the onigmator of the mortgage loans in the Aire Valley Master Trust pool, carries the pool morigages on 1ts balance sheet The
cash receipts in respect of the mortgage loans 1n the pool are collected by B&B and pad to the Trustce On a monthly basis the
lrustee allocates this cash between Aire Valley Funding 1 Limited, the other funding companies in the Awre Valley Master Trust
structure and to B&B (which holds a share of the pool mortgages) according to the rules of the structure  On a monthly basis Aire
Valley Funding 1 Limited ailocates this cash between the Company and the other 1sswing companies in the Aire Valley Funding 1
Limued structure  The Company uses its cash receipts to service 1ts lean notes 1n accordance with therr terms

As described in note 11(a), on 10 May 2012 a non-asset trigger event occurred  This has affected the timing of future redemptions
of the loan notes 1n 155u€e

In accordance with the terms of the secunusation transaction, the company retains a profit before tax of a maximum of 0 01% of
eligible income

Events after the reporting period
The rate of corporation tax will decrease to 23% from 1 April 2013 as detailed in note 5 The proposed further reduction to 21%
with effect from | April 2014 1s expected to be enacted seperately
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