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Granite Mortgages 04-3 plc

Directors’ report for the year ended 31 December 2011

The Directors present their report and the audited financial statements of Granite Mortgages 04-3 plc (the
‘Company’) for the year ended 31 December 2011

Principal activities
The principal activity of the Company 1s to 1ssue publicly histed floating rate notes in the international capital

markets which are denominated in US Dollars, Euros and Sterling (the ‘loan notes'} and to enter nto certain
related financial arrangements 1n order to fund the achivities of the Granite Finance Holdings Limited group (of
which the Company 15 a member) by means of an inter-company loan to Granite Finance Funding Limztted, a
fellow member of that group

The activities of the Company and of the Granite Finance Holdings Limited group are managed in accordance
with the securitisation transaction documents The secuntisation structure was established primarily as a means
of raising finance for Northern Rock plc durning 2004

The Company was registered as Granite Mortgages 04-3 ple in England and Wales on 1 July 2004 as a public
hmited company, with an authorised share capital of £50,000 comprising 50,000 ordinary shares of £1 each, of
which £12,500 15 pard up The Company 1s domiciled 1n the United Kingdom

Controlling party
Following the completion of a legal and capital restructuning on 1 January 2010, Northern Rock plc became

Northern Rock Asset Management plc (‘'NRAM ple’) NRAM ple no longer operates as a deposit taking
mstitution under the supervision of the Financial Services Authonty (‘FSA”), but continues to work as
Admnistrator and Cash Manager to the Company NRAM plc 1s now authorised and regulated by the FSA as
a mortgage admimistration company and NRAM plc’s Directors believe that 1t has appropnate and adequate
levels of capital to support these activities

All shares n NRAM plc were transferred to the Treasury Solicitor as nominee for HM Treasury on 22
February 2008 as a result of ‘The Northern Rock Transfer Crder 2008’ On 1 October 2010 all shares n
NRAM plc were acquired via a share-for-share exchange by UK Asset Resolution Limited (‘UKAR Limited’),
a private limited company 1ncorporated in the Umited Kingdom under the Compames Act 2006 and registered
n England and Wales, which is wholly owned by the Treasury Solicitor as nommee for HM Treasury As such,
the Company considers that Her Majesty’s Government remains its ultimate controlling party (see note 18)

UKAR Limited 1s the holding company established to bring together the Government-owned businesses of
Bradford & Bingley plc and NRAM plc

UKAR Limuted 1s not authonsed or regulated by the FSA UKAR Limited does not deal with customers
directly, who continue to be serviced through the subsidiary businesses of Bradford & Bingley plc and NRAM
ple UK Financial Investments Limited (UKFI Limited) manages HM Treasury’s 100% shareholding in UKAR
Limited

Review of the business
During the year, Granite Finance Funding Limited made repayments totalling £184 2m (2010 £195 1m) to the

Company 1n respect of the inter-company loan These repayments were used to repay part of the loan notes
back to note holders The Company made all interest payments due 1n the year in line with the transaction




Granite Mortgages 04-3 plc

documents All payments made 1n 201§ were m accordance with the pass-through provisions that continue to
apply following the breach of the non-asset tngger in November 2008

On 20 January 2009, another NRAM plc group undertaking, Granite Mortgages 03-3 plc failed to exercise a
call notice on the relevant step-up and call date of its loan notes in 1ssue  As a consequence of this there 1s a
requirement to increase Granite Mortgages 04-3 ple’s 1ssuer reserve fund (held by Gramite Finance Funding
Limited) by £10 8m  As at the year end, this increase was fully funded There 1s also a requirement to increase
the reserve fund of Gramite Finance Funding Limited by £22 1m  As at the year end, this increase was fully
funded Any of the Granite Finance Funding Limited issuers including this Company can utihise this reserve
fund should the need arise

HM Treasury has confirmed that 1t 1s its intention to continue to fund NRAM ple¢ so as to maintain that
company as a going concern and enable that company to meet its debts as and when they fall due until at least
1 October 2013 It has also commutted to convert up to £1 6bn of the Government loan to meet regulatory
capital requirements 1f so required. This should be regarded as a positive development for the Company

Following the completion of the legal and capital restructuring on 1 January 2010, customers of NRAM plc,

which includes all mortgages loans acquired by Granite Finance Funding Limited, which as part of the

securitisation, were assigned to Granite Finance Trustees Lirmited (‘the Trust”) are not entitled to any further

loans or new mortgage products This has significantly reduced the volume of loans repurchased by NRAM plc

from the Trust (further advances and product switches being cniteria for repurchase from the Trust) This has

ultimately reduced the level of principal receipts available to the Company and hence slowed down repayments

to noteholders  Other than this, it 1s not anticipated that the legal and capital restructuring will have any 1mpact

upon the Company [t remains the case that noteholders will only be paid interest and principal to the extent '
that funds are received on the Trust’s mortgage portfolio and used by Granite Fance Funding Limited to
repay the mnter-company loan with the Company in accordance with the inter-company agreements

Results and dividends
The Company 15 entitled to a pre-determined retamned profit under the secuntisation transaction documents

Under the terms of the securitisation, the Company retamns the night to Q0 01% of the interest received under the
inter-company loan (as defined within the secuntisation transaction documents) This 15 reflected in the income
statement on page 9 net of temporary volatility relating to mismatches between foreign exchange revaluation
movements and fair value changes in denvative instruments The profit for the year of £122,000 (2010
£1,041,000) has been transferred to reserves The Directors do not recommend the payment of a dividend
(2010 £Nil} The Company's profit over the lifetime of the secuntisation will be limited to the predetermined
retamned profit

Taxation
The Company’s tax charge for the year has been calculated 1n accordance with the permanent regime for

securitisation companies Under the permanent regime, as the tax charge 1s based purely on contractually \
retained profit, the tax charge will not be affected by any profits or losses anising on denvatives and other

financial instruments This means that under IAS12, no deferred tax anses on any differences between cost

and fair value

Future outlook
Although the legal and contractual maturity of the loan notes 1ssued by the Company 1s 1n September 2044, the

rate at which the loan to Granite Fmance Funding Limited and the loan notes will actually reduce will depend
upon the Company’s allocation of Granite Finance Funding Limited's share of the Trust’s principal receipts
Any significant changes in the level of the Trust’s underlying mortgage redemptions or removals will have an
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impact upon the maturity profiles of the loan to Granite Finance Funding Limited and the loan notes As Note
15 shows, arrears affecting the residential mortgages that underpin the deemed loan (see page 13) from Granite
Finance Funding Limited to NRAM plc remain sigmificant A sigmificant increase in arrears and/or
repossession losses could ultimately lead to Gramite Finance Funding Limited failing to repay all amounts due
to the Company 1n respect of the inter company loan This in turn could result in the Company failing to make
all payments due to note holders in respect of principal and/or interest Such a situation would not render the
Company mnsolvent because the Company is only obliged to make payments to note holders to the extent that
the inter company loan repayments allow

Key Performance Indicators {KPIs)
Given the straight forward nature of the business, the Company’s Directors are of the opimion that analysis

using KPIs 1s not necessary for an understanding of the development, performance or position of the Company
This 15 primarily the case because the Company’s profit for the year (excluding any temporary hedge
meffectiveness relating to forergn exchange revaluation movements and fair value changes 1n derivative
instruments) 15 fixed as detailed within the Results and dividends section above

However, any 1ssues or developments affecting the Company are discussed at a monthly management meeting
and a monthly checklist 1s completed and reviewed detailing all of the key requirements that must be met under
the various legal agreements which underpin the Granite Finance Holdings Limuted group structure The 1tems
covered are predomunantly consideration of whether there have been breaches of the transaction documents,
however there are certain specific tangible measures which are venfied and which are relevant to the Company
mcluding assessing whether

o There 15 a potential interest rate shortfall in the next pernod 1 ¢ whether expected available revenue 1s
sufficient to meet interest payable in respect of AAA notes,

»  The reserve funds are fully funded including any increase required as a result of a step-up tngger
breach A step-up tngger event occurs 1f any Granite Finance Funding Limited 1ssuer, of which the
Company 1s one, fails to exercise 1ts option to redeem any of 1ts notes on the relevant step-up date
pursuant to the terms and conditions of such notes As the notes 1ssued by Granite Mortgages 03-3
plc were not redeemed 1 January 2009, the step-up tmigger has been breached As a consequence of
this there is a requirement to increase Granite Mortgages 04-3 plc's 1ssuer reserve fund (held by
Granite Finance Funding Limited) by £10 8m  As at the year end, this increase was fully funded As
a further consequence of this breach the Granite Finance Funding Limited reserve fund required
amount has increased by £22 1m As at the year end, this increase was fully funded Any of the
Granite Finance Funding Limited 1ssuers can utilise this reserve fund should the need anse,

» NRAM pic’s rating remains adequate to support its ongoing roles in the programme  This 15
momtored within the monthly Secured Funding Management Information Pack prepared for NRAM
plc management,

= Any notes have not been called at the step-up and call date The notes were not called on their step-up
date in September 2011 The margins payable have now doubled as detailed n the offering circular

Additionally, any changes to the credit ratings assigned to the loan notes in 1ssue are monitored. On 11% July
2011 Standard & Poors downgraded the Class A notes from AAA to A+ and the class B notes from AA+ to
A+ At the same time their ratings of the Class M notes were reaffirmed as A+ and Class C notes were
reaffirmed as A- Further revisions to ratmgs were notified by Standard & Poors in January 2012 as detailed
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within note 19 Changes to the ratings of the loan notes n 1ssue have no impact upon the Company, but may
have an 1mpact upon the pricing of the loan notes in the secondary market

The arrears performance of the residential mortgage portfolio that underpins the deemed loan (5e¢ page 13)
from Granite Finance Funding Limited to0 NRAM plc 1s continuously monitored by the NRAM ple group and
external credit rating agencies The performance of this morigage portfolio ultimately determines the amounts
that Granite Finance Funding Limited 15 able to repay to the Company 1 respect of the inter company loan
This 1n turn determines the amounts that the Company 1s able to repay to the loan note holders mn respect of the
debt securnities in 1ssue Note 15 provides information with regard to the mortgage portfolio

The credit ratings of the Company’s derivative counterparties are continuously monitored and when
necessitated by the associated credit support agreements, collateral 1s called to mitigate agamst the risk of
counterparty default

Financial risk management
In order to manage and control its risks, the Company has implemented a comprehensive set of policies and

procedures The manner in which the principal risks faced by the Company are mitigated 1s described below

Foreign exchange risk
‘Foreign exchange risk’ arises when exchange rate fluctuations change the Sterling equivalent value of assets,

habilities, income anrd expense denominated 1n foreign currencies When loan notes 1ssued are denominated in
foreign currencies, the Company enters into cross currency swap agreements that exchange the funds raised for
equivalent amounts of Sterling The Company receives foreign currency interest from the swap agreements
equivalent to that due on the loan notes, 1n exchange for the payment of Sterling interest based upon three
month UK LIBOR As the loan note principal 1s repaid, equivalent reductions are made to the outstanding
swap notional amounts so that effective hedges are maintained The effect of the above pohicy 15 to ehmunate
all of the risks associated with exchange rate fluctuatrons

Interest rate risk
‘Interest rate risk” arises as a result of tming differences on the re-prnicing of assets and hiabihities, unexpected

changes m the slope and shape of yield curves and changes in correlation of interest rates between different
financial instruments (often referred to as basis nsk) The interest receivable on the loan to Granmite Finance
Funding Limiied (a NRAM plc group undertaking) re-prices on the same quarterly basis as the mterest payable
in respect of the loan notes (as adjusted by cross currency swaps), so that interest rate risk 1s elimnated

Credit risk
‘Credit nsk’ 1s the exposure to loss 1f another party fails to meet its financial obligations to the Company,

including fatling to perform them in a timely manner The Company’s primary exposure 1s the loan to Granite
Finance Funding Limited, which used the proceeds to purchase an interest 1 a portfolio of restdential
mortgages from NRAM plc The credit nisk associated with the mortgage portfolio 1s continually monitored by
the NRAM plc group and external rating agencies Note 15 provides information with regard to the quality of
the underlying mortgage portfolio as at the year end A significant increase in the arrears and/or repossession
losses associated with this mortgage portfolio could result in Granite Finance Funding Limited being unable to
make all repayments of interest and principal due n respect of the loan to the Company This m turn could
mean that the Company 15 unable to make all repayments of interest and principal due in respect of the loan
notes It should be noted however, that the Company 1s only obliged to make repayments of interest and
principal in respect of the loan notes to the extent that the repayments received from the loan to Gramite
Finance Funding Limited allow To reduce the exposure of the noteholders should such a situation anse, there
are reserve funds held within Granite Finance Funding Lumuted, whuch can be drawn upon to meet shortfalls in
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mnterest and ultimately principal repayments Of these reserves funds at 31 December 2011 £66 0m (2010
£60 6m) was ring fenced for use by the Company and an additional £49 8m (2010 £49 1m) was available for
the use of any of the Granite Finance Funding Limited group issuers

Master netting agreements are in place with all denvative counterparties, whose creditworthiness 1s continually
monitored and assessed Under the terms of the relevant credit support agreements, Swiss Re and Citi are
obliged to deposit collateral with the Company and have done so throughout the year This mitigates the risk
that denvative asset posttions are inpawred as a result of the counterparties falling to meet thewr obligations
Collateral held 1s disclosed i Note 17

Liquidity risk

‘Liquidity sk’ anses from a mismatch 1n the cash flows generated from current and expected assets, liabilities
and dervatives The Company’s policy 1s to ensure that interest and principal repayments due from the loan to
Grantte Finance Funding Limited are timed to comncide with amounts due on the lean notes and associated
cross currency swaps The Company is only obliged to make repayments of interest and principal n respect of
the loan notes to the extent that repayments are received from Granite Finance Funding Limited 1n respect of
the loan

Directors and their interests
The Directors who served during the year and up to the date of the signing of the financial statements were

L D C Securtisation Director No 1 Limited,

L D C Secunitisation Director No 2 Limated,

Alan Weatherston (appointed 03 March 2011),
Jerold Robert Williamson (resigned 03 March 2011)

None of the Directors had a beneficial interest in the shares of the Company, or of the ultimate holding
company, The Law Debenture Intermediary Corporation plc

Alan Weatherston 15 an employee of Bradford & Bingley plc and 1s contracted to provide services to NRAM
plc

Jerold Robert Williamson was until 04 March 2011 an employee of Bradford & Bmngley plc and was
contracted to provide services to NRAM pic

Employees
The Company does not have any employees (2010 Nil)

Policy and practice on payment of creditors
Invoices received are all pa:d 1n the first instance by NRAM plc and then recharged to the Company NRAM

plc’s policy 1s to settle imvoices within 25 days of the invoice date

Post balance sheet events
On the 20 January 2012 Standard & Poors rating agency updated the ¢ntena they use for assessing

counterparty risk This resulted in the Class A notes being downgraded from A+ to A, the Class B notes from
A+ to A, the Class M notes from A+ to A and the Class C notes being upgraded from A-to A

Statement of directors’ responsibilities
The Directors are responstble for preparing the Directors’ report and the financial statements 1n accordance

with applicable law and regulations
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Company law requires the Directors to prepare financial statements for each financial year Under that law the
Directors have prepared the financial statements in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union 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 affairs of the
Company and of the profit or loss of the Company for that period In preparing these financial statements, the
Directors are required to

¢  Select suntable accounting policies and then apply them consistently,
s Make judgements and accounting estimates that are reasonable and prudent,

»  State whether applicable Intemnational Financial Reporting Standards (IFRSs) as adopted by the
European Union have been followed, subject to any matenal departures disclosed and explaned in the
financial statements,

*  Prepare the financial statements on the going concern basis unless 1t 1s iappropriate to presume that
the Company will continue 1n 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 time 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 irregularties

Independent auditors
The auditors, PricewaterhouseCoopers LLP, have indicated their willingness to continue n office and a

resolution that they be reappointed will be proposed at the annual general meeting

Disclosure of information to auditors
So far as each Director 1s aware, there 15 no relevant audit information (that 1s, information needed by the

Company’s auditors in connection with preparing their report) of which the Company’s auditors are unaware

Each Director has taken all the steps (such as making enquiries of other Directors and the auditors and any

other steps required by the director’s duty to exercise due care, skill and diligence) that he ought to have taken ,

n his duty as a director in order to make himself aware of any relevant audit information and to establish that |

the Company’s auditors are aware of that information. |
|

By order of the Board

For and on behalf of Law Debenture Corporate Services Limited, Company Secretary

24 Apnil 2012
Registered Office

Fafth Floor

100 Wood Street

London

EC2V 7EX !
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Independent auditors’ report to the members of Granite Mortgages
04-3 plc

We have audited the financial statements of Granite Mortgages (04-3 plc for the year ended 31 December 2011
which comprise the Income statement, the Statement of comprehensive income, the Balance sheet, the
Statement of changes i equity, the Cash flow statement, the Statement of accounung policies and the related
notes The financial reporting framework that has been applied in their preparation 1s applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the European Union

Respective responsibilities of directors and auditors
As explamed more fully 1n the Statement of directors’ responsibilities statement set out on page 5, the directors

are responsible for the preparation of the financial staternents and for being satisfied that they give a true and
fair view Our responsibility 1s to audit and express an opimion on the financtal statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland) Those standards require us to
comply with the Auditing Practices Board's Ethacal Standards for Auditors

This report, including the opimiens, has been prepared for and only for the company’s members as a body 1n
accordance with Chapter 3 of Part 16 of the Comparnies Act 2006 and for no other purpose  We do not, in
giving these opinions, accept or assume responsibility for any other purpose or to any other person to whom
this report 1s shown or mnto whose hands 1t may come save where expressly agreed by our prior consent 1n
writing

Scope of the audit of the financial statements
An audnt snvolves obtaining evidence about the amounts and disclosures n the financial statements sufficient

to give reasonable assurance that the financial statements are free from material misstatement, whether caused
by fraud or error This includes an assessment of whether the accounting policies are appropriate to the
company’s circumstances and have been consistently applied 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 1n the annual report and accounts o 1dentify
material inconsistencies with the audited financial statements If we become aware of any apparent matenal
misstatements or inconsistencies we constder the implications for our report

Opinion on financial statements
In our opinion the financial statements

s pive a true and fair view of the state of the company’s affaurs as at 31 December 201 1 and of its profit and
cash flows for the year then ended,

¢  have been properly prepared 1n accordance with [FRSs as adopted by the European Union, and

¢ have been prepared in accordance with the requirements of the Compantes Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ report for the financial year for which the financial

statements are prepared 1s consistent with the financial statements
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Matters on which we are required to report by exception
We have nothing to report 1n respect of the following matters where the Compames Act 2006 requires us to

report to you 1f, 1n our opinion

s adequate accounting records have not been kept, or returns adequate for our audit have not been
recerved from branches net visited by us, or

¢ the financial statements are not in agreement with the accounting records and returns, or
e  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 audit

L

Mark Hannam (Semior Statutory Auditor)

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

24 April 2012
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Income statement for the year ended 31 December 2011

Note 2011 2010
£'000 £000
Interest receivable and similar income 1 11,500 10,649
Interest payable and sumilar charges 2 (11,339) (10,480)
Net interest income 161 169
Unrealised fair value gains and losses 3 121 1,041
Administrative expenses 4 (160) (169}
Operating profit before taxation 122 1,041
Taxation 5 - -
Profit for the year attnibutable to equity holders of the
Company 122 1,041

Statement of comprehensive income for the year ended 31 December
2011

Other than the profit for the year of £122,000 (2010 £1,041,000), there was no comprehensive income (2010
£Nil)
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Balance sheet as at 31 December 2011

Note 2011 2010
£7000 £'000

Assets
Cash and cash equivalents 10 44,331 54,488
Lean due from group undertaking 7 757,380 941,625
Denvantve financial instruments 8 44,235 59,510
Trade and other receivables 9 685 553
Total assets 846,631 1,056,176
Liabilities
Fmancial liabihities (debt secunties in 1ssue) 11 798,657 998,293
Trade and other payables 12 44,926 54,957
Current tax habilities - -
Total habilities 843,583 1,053,256
Equity shareholders’ funds
Called up share capital 13 50 50
Retained surplus 14 2,998 2,876
Total equity attributable to equity shareholders 3,048 2,926
Total equity and habilities 846,631 1,056,176

The financial statements on pages 9 to 46 were approved by the Board of Directors on 24 Apnl 2012 and were

signed on behalf of the Board of Directors by

Adbil

L D C Secuntisation Director No 1 Limited
Director

Gramite Mortgages 04-3 ple 1s registered in England and Wales under Company Number 05168395
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Statement of changes in equity for the year ended 31 December 2011

Share Retained Total

Capital Surplus equity

2011 2011 2011

£'000 £000 £'000

Balance at 1 January 50 2,876 2,926
Profit for the year and total comprehensive mcome - 122 122
Balance at 31 December 50 2,998 3,048
Share Retained Total

Capital Surplus equity

2010 2010 2010

£'000 £000 £000

Balance at 1 January 50 1,835 1,885
Profit for the year and total comprehensive income - 1,041 1,041

Balance at 31 December 50 2,876 2,926
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Cash flow statement for the year ended 31 December 2011

Note 2011 2010
£°000 £000
Net cash inflow/(outflow) from operating activities
Operating profit before taxation 122 1,041
122 1,041
Movements in operating assets
Movements 1n loan due from group undertaking 184,245 195,075
Movements 1in denivative financial instruments 15,275 12,707
Movements in trade and other receivables (132) (18)
199,388 207,764
Movements in operating habilities
Movements 1n debt securities in 1ssue {199,636) (208,834)
Mevements 1n trade and other payables (10,031) (22,292)
(209,667) (231,126)
Net cash outflow from operating activities (10,157) (22,321)
Income taxes paid - 9]
Net decrease 1n cash and cash equivalents (10,157) (22,322)
Opening cash and cash equivalents 54,488 76,810
Closing cash and cash equivalents 10 44,331 54,488

Operating activities are the principal revenue producing activities of the Company and other activities which

are not investing or financing activities

There were no cash flows from investing or financing activities duning the year (2010 £Nil)

12
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Statement of accounting policies

The principal accounting policies applied 1n the preparation of these financial statements are set out below
These policies have been consistently appled to all the years presented, unless otherwise stated

Basis of preparation
These financial statements have been prepared mn accordance with International Financial Reporting Standards

(‘IFRS") and IFRIC interpretations, as endorsed by the European Union and with those parts of the Compames
Act 2006 applicable to companies reporting under IFRS The financial statements have been prepared on a
gomng concern basis under the historical cost convention as modified by the revaluation of financial assets and
Irabihities held at fair value through profit and loss A summary of the more important Company accounting
policies 1s set out below

The preparation of financial statements 1n conformity with IFRS requires the use of estimates and assumptions
that affect the reported amounts of assets and lrabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period Although these estumates are based on
management’s best knowledge of the amount, event or actions, actual results ultimately may differ from those
estimates

Principles underlying going concern assumption
The financial statements of the Company have been prepared on a going concern basis The vahdity of this

assumption 15 dependent upon the funding position of NRAM plc  If NRAM plec was unable to continue as a
going concern this may have an impact on the recoverab:lity of certain assets 1n the balance sheet of the
Company and a sigmificant impact on its operations

NRAM plc no longer operates as a deposit taking institution under the supervision of the FSA NRAM plc s
now authorised and regulated by the FSA as a mortgage administration company and NRAM ple’s Directors
believe that 1t has appropriate and adequate levels of capital to support these activities

HM Treasury has confirmed that 1t 1s its intention to continue to fund NRAM plc so as to maintain that
company as a gowng concern and enable that company to meet its debts as and when they fall due unti] at least
1 October 2013 It has also commuitted to convert up to £1 6bn of the Government loan to meet regulatory
capital requirements 1f so required

Deemed Loan

The Company has a loan with Granite Finance Funding Limited, another NRAM plc group undertaking
Gramte Finance Funding Limited ongnally used the proceeds of this loan to purchase an interest in a portfolio
of residential mortgages written by NRAM plc and held n trust by Granite Finance Trustees Limited Under
IAS39 1t 15 the case that although the mortgage portfolio has been legally sold by NRAM plc, this has not
resulted mn NRAM plc passing on substantially all of the nsks and rewards associated with the mortgage
portfolio Accordingly the mortgage portfolio remains on NRAM plc’s balance sheet and Gramite Finance
Funding Limited mstead has a deemed loan with NRAM plc The Drrectors have considered the quality of the
mortgage assets tssued by NRAM ple as represented by the deemed loan and have concluded that 1t 15
appropnate to prepare the accounts on a gong concern basis  The Company 15 only obliged to make
repayments to noteholders to the extent permutted by receipts from Granite Finance Funding Limited 1n respect
of the loan Such receipts are determined by Gramite Finance Funding Limited’s receipts from NRAM plc in
respect of the deemed loan, which are in turn determined by the performance of the underlying mortgage
portfolio
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Guaranteed Investment Contract Amounts

Granite Finance Funding Limited and Granite Finance Trustees Limited (another NRAM plc group
undertaking) both hold cash in bank accounts held at NRAM plc Under the terms of the transaction
documents, NRAM plc 15 the Guaranteed Investment Contract (the ‘GIC*) account provider Should NRAM
pl¢’s short term unsecured, unsubordinated, and unguaranteed debt obhigations cease 1o be rated A-1 by S&P,
P-1 by Moody’s or F1 by Fitch then the GIC accounts must be transferred to another appropriately rated bank
or NRAM plc must obtain a guarantee of its obhigations under the Bank Account Agreement from a
satisfactonly rated financial institution  The existing ratings remain strong enough to allow NRAM plc to
continue as the GIC account provider

If cash at bank and m hand was not recoverable, this may affect Gramte Finance Funding Limited and Granite
Fmance Trustees Limited’s ability to meet financial obhgations due to the Company and subsequently the
Company’s ability to meet financial obligations due to the note holders

Under the terms of the Bank of England and HM Treasury guarantees detailed above, the cash held m the GIC
accounts at NRAM plc by Granite Finance Funding Limited and Granmite Finance Trustees Limited 15
guaranteed

Interest rate swap

NRAM ple (in 1ts capacity as the Interest Rate Swap Provider) has agreed to act as a swap provider to Granite
Fmance Funding Limited to hedge possible vanances between the rates of interest payable on the Mortgage
Loans that compnse the deemed loan between Granite Finance Funding Limited and NRAM ple and LIBOR
for three month Sterling deposits by entering into the Interest Rate Swap Agreement with Gramite Finance
Funding Limited and the Security Trustee The ability of Granite Finance Funding Limited to pay interest in
respect of the loan from the Company 1s in part dependent upon the mterest rate swap remaiung n place The
Interest Rate Swap Provider will be required to obtain a guarantee of 1ts obligations or put i place some other
arrangement 1n the event that 1ts short term unsecured, unsubordinated, and unguaranteed debt obligations
cease to be rated A-1 by S&P, P-1 by Moody's or F1 by Fitch The existing ratings remain strong enough to
allow NRAM plc to continue as the Interest Rate Swap Provider

Upon the termination of the Interest Rate Swap pursuant to an Interest Rate Swap Early Termination Event,
Granite Finance Funding Limited or the Interest Rate Swap Provider may be liable to make a termnation
payment to the other m accordance with the provisions of the Interest Rate Swap Agreement

Under the terms of the Bank of England and HM Treasury guarantees detailed above, the payments due under
the Interest Rate Swap Agreement are guaranteed

The servicer and the administration agreement

Granite Finance Trustees Limited and the beneficial owners of the trust property have retained NRAM pic
under the terms of the administration agreement as the servicer of the mortgage loans NRAM plc has sub-
contracted elements of the servicing to Northern Rock ple, a new bank formed on 1 January 2010 as part of the
legal and capital restructure  The abality of Gramite Finance Funding Limited 10 make the payments due mn
respect of the loan to the Company 15 1n part dependent upon the servicer administening the mortgage balances
(which form the Trust’s property) and transactions affecting the mortgage balances in a prompt and accurate
manner

The servicer administers and services the mortgage loans and therr related secunity n accordance with its
admnistration, arrears and enforcement policies and procedures (collectively referred to as the ‘admimistration
procedures’)
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Admimstration procedures include momitormg comphance with and administering the mortgage loan features
and facilities applicable to the mortgage loans, responding to customer mnquiries and management of mortgage
loans in arrears

The appomntment of the servicer may be terminated by Granite Finance Trustees Limited or Granite Finance
Funding Limited and Granite Finance Funding 2 Limited (another NRAM ple group undertaking) immediately
upon written notice to the servicer, on the occurrence of certam events (each a ‘servicer termination event’)
mcluding the occurrence of an insolvency event in relation to the servicer

Upon termination of the servicer, the Secunity Trustee has agreed to use their reasonable endeavours to appoint
a substitute servicer No such event has occurred

Interest income and expense
Interest income and expense are recognised in the income statement for all instroments measured at amornised

cost using the effective interest rate method

The effective interest rate method calculates the amortised cost of a financial asset or a financial iabihty, and
allocates the interest income or interest expense over the relevant year The effective interest rate 1s the rate
that exactly discounts estimated future cash receipts or payments through the expected hfe of the financial
mstrument or, when appropriate, a shorter period to the net carrying amount of the financial asset or financral
Liability When calculating the effective iterest rate, the Company estimates cash flows considering all
contractual terms of the financial instrument (for example prepayment options) but does not consider future
credit losses The calculation includes all amounts received or paid by the Company that are an integral part of
the overall return, direct incremental transaction costs related to the acquisition or 1ssue of a financial
mstrument and all other premsums and discounts

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment
loss, interest income 1s recogmsed using the rate of interest used to discount the future cash flows for the
purpose of measunng the impairment loss

Financial instruments
The Company’s loan to Granite Finance Funding Limited 15 classified as loans and receivables Loans and

receivables are non-denvative financial assets with fixed or determinable payments that are not quoted in an
active market, whose recoverablity 1s based solely on the credit nisk of the counterparty and where the
Company has no mtention of trading the loan

Both loans and receivables and financial liabilities other than derivative financial instruments are nitially
recogmsed at fair value including direct and incremental transaction costs Subsequent recognition 1s at
amortised cost using the effective interest rate method All regular way trades are accounted for on a trade date
basis

Offsetting financial instruments
Financial assets and liabilities are offset and the net amount reported in the balance sheet when there 15 a

legally enforceable right to offset the recognised amounts and there s an intention to settle on a net basis, or
realise the asset and settle the habihity simultaneously

Derivative financial instruments and hedge accounting
The Company undertakes transactions in dertvative financial instruments, which include cross currency swaps

The Company’s denvative activities are entered into for the purpose of matching or ehminating nisk, from
potential movements in interest and foreign exchange rates, inherent 1n the Company’s habilities All
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derivative transactions are for econonuc hedging purposes and so 1t 1s therefore decided at the outset which
position the denvative will be hedging Denvatives are reviewed regularly for therr effectiveness as hedges
and corrective action taken, if appropnate Derivatives are measured mmtially at fair value and subsequently
remeasured to fair value In the absence of a quoted price 1n an active market, fair values are obtamed from
valuation techniques including discounted cash flow models Denvatives are not designated as part of
accounting hedge relationships, therefore changes in fair value are recorded m the income statement, without
any offsetting fair value adjustments to the underlying debt securities

Impairment losses
The Company assesses 1ts financial assets for objective evidence of impairment at each balance sheet date An

mmpairment loss is recognised 1f, and only 1f, there 15 a loss event (or events) that has occurred after inttial
recogmition and before the balance sheet date and has a reliably measurable 1mpact on the estimated future cash
flows of the financial assets

Losses suffered by Granite Finance Funding Limited 1n respect of the deemed loan (see page 13) to NRAM pl¢
will not cause impairment to the Company’s loan to Granite Finance Funding Limited until all available credit
enhancement 15 used up  Credit enhancement 1s represented by excess spread and reserve funds heid by
Gramte Finance Funding Limited

Assets held at amortised cost

The Company first assesses whether objective evidence of impawrment exists individually for financial assets
that are individually significant, and individually or collectively for financial assets that are not ndividually
significant Objective evidence that a financial asset 15 impaired includes observable data that comes to the
attention of the Company about the following loss events

(a) sigmficant financial difficulty of the issuer or obligor,

(b)  abreach of contract, such as a default or delinquency m nterest or principal repayments,

{© the lender, for economic or legal reasons relating to the borrower’s financial difficulty, granting to the
borrower a concession that the lender would not otherwise consider;

(d) 1t becomes probable that the borrower will enter bankruptcy or other financial reorganisation,

(e) the disappearance of an active market for that financial asset because of financial difficulttes, or
observable data mdicating that there 1s a measurable decrease m the estimated fitture cash
flows from a portfolio of assets since the imitial recogmition of those assets, although the decrease
cannot yet be identified with the individual financial assets in the portfolio, mcluding
(1)  adverse changes in the payment status of borrowers mn the portfolio,
(n)  national or local economic conditions that correlate with defaults on the assets 1n the portfolio

If the Company determines that no objective evidence of impairment exists for an individually assessed
financial asset, whether significant or not, 1t includes the asset 1n a group of financial assets with similar credit
risk charactenstics and collectively assesses them for impairment Assets that are individually assessed and for
which an impairment loss 15 or continues 10 be recogmised are not included in a collective assessment of
impairment If there 1s objective evidence that an impairtnent loss on loans and receivables has been incurred,
the amount of the Joss 15 measured as the difference between the asset’s carrying amount and the present value
of the estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the
financial asset’s onginal effective interest rate The carrying amount of the asset is reduced through the use of
an 1mpatrment allowance and the amount of the loss 1s recognised 1n the income statement In future periods
the unwind of the discount 1s recognised withmn nterest iIncome

When a loan is uncollectible, 1t 15 written off against the related provision for loan impairment Such loans are
written off after all the necessary procedures have been completed and the amount of the loss has been
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determined Subsequent recovertes of amounts previously wntten off decrease the amount of the provision for
loan impairment 1n the mcome statement

If, 1n a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impawrment was recogised (such as an wprovement n the
customer’s credit rating), the previously recognised impairment loss 1s reversed by adjusting the impairment
allowance The amount of the reversal 1s recognised in the income statement

The only asset held by the Company that 1s at nsk of matenal impairment 1s the loan to Gramte Finance
Funding Limited, the repayment of which 15 dependent upon the performance of the residential mortgage
portfolio as represented by the deemed loan from Gramite Finance Funding Limited to NRAM plc  The nisk of
impairment 1s mitigated to a degree by the existence of reserve funds as detailed within the Credit nisk section
of the Directors’ report The performance of the mortgage portfoho 1s continually assessed by the NRAM plc
group and external credit rating agencies It follows that the impairment policies of the NRAM plc group are
applied by the Company

Debt and equity securities in issue
Issued securities are classified as liabilities where the contractual arrangements result in the Company having

an oblhigation to dehiver erther cash or another financial asset to the security holder, or to exchange financial
mstruments under conditions that are potentially unfavourable to the Company Financial liabilities are carned
at amortised cost using the effective terest rate method (see ‘mterest income and expense’) In the event that
losses exceed the available credit enhancement, debt securities n 1ssue may suffer principal write-downs
and/or interest shortfalls Any such losses will imitially affect the Class C notes, followed by the M notes, then
the B notes and finally the A notes Issued securities are classified as equity where they meet the definition of
equity and confer a residual interest in the Company’s assets on the holder of the securities

Foreign currency translation
The Company’s functional currency is Sterling and therefore under the guidance of IAS21 1t follows that

Sterling 15 the appropnate presentational currency

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at
the dates of the transactions Monetary items denominated 1n foreign currencies are translated at the rate
prevaiiing at the balance sheet date Foreign exchange gams and losses resulting from the restatement and
settlement of such transactions are recognised in the income statement

Cash and cash equivalents
For the purposes of the balance sheet and cash flow statement, cash and cash equivalents compnise balances

with less than three months’ maturity from the date of acquisition
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Collateral pledged and received

Cash collateral 1s received as part of normal derivative operations and 1s recognised as an asset of the Company
because the Company bears the risks and rewards associated with the investment of this cash with NRAM plc
In addition the Company may hold secunties collateral In the absence of counterparty default, the Company
has no right to sell or repledge such secunities and therefore 1n accordance with the provisions of IAS39 such
securities are not recogmsed on the Company’s balance sheet No collatera) 1s ever pledged

Taxation
Income tax payable on taxable profits (‘current tax’) 1s recogmsed as an expense n the year in which the

profits anse Income tax recoverable on tax allowances 15 recognised as an asset only to the extent that 1t1s
regarded as recoverable by offset against current or future taxable profits

During 2009 the Directors elected irevocably to enter into the permanent regime for the taxation of
securitisation companies Taxable profits under the permanent regime will equal the contractually retamned
profit as defined by the original fransaction documentation, being 0 01% of the nterest received under the
Inter-company loan

Segmental reporting
The Directors of the Company consider that the Company has one operating segment due to the similarity of
nisks faced in relation to the investment of the proceeds of the 1ssue of asset backed loan notes and therefore 15

not required to produce additional segmental disclosure

Statement of compliance
The Company Fmancial Statements have been prepared and approved by the Directors 1 accordance with

International Financial Reporting Standards as adopted by the EU

Implementation of new standards and amendments to published standards and interpretations effective

during 2011
For these 2011 Financial Statements, including the 2010 comparative financial information where applicable,

the Company has adopted for the first ime the following statement

+ The November 2009 amendments to [AS24 ‘Related Party Disclosures’, which clanfied the disclosure
requirements for Government-related entities

Standards, interpretations and amendments to published standards that are not yet effective and the

early adoption of standards
For these 2011 Financial Statements the Company has not adopted the following statements, but 1s continuing

to assess whether these statements will have any impact on the Financial Statements

¢  IFRS9 ‘Financial Instruments’, sections of which have been 1ssued as part of the International
Accounting Standard Board's (‘IASB’s) project to replace IAS39 ‘Financial Instruments
Recognition and Measurement’, and the associated amendments to IFRS7 ‘Financial Instruments
Disclosures” These statements are expected to be mandatory for 2015 Financial Statements, with
2014 comparative information, but have not yet been adopted for use m the EU The Group continues
to momitor developments,

» [FRS13 *Fair Value Measurement’ This statement 1s expected to be mandatory for 2013 Fmancial
Statements, with 2012 comparative information, but has not yet been adopted for use in the EU,

¢ The June 2011 amendments to [AS1 ‘Presentation of Financial Statements’ relating to ‘Presentation
of Items of Other Comprehensive Income’ This statement 1s expected to be mandatory for 2013
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Fmancial Statements, with 2012 comparative mformanon, but has not yet been adopted for use in the
EU

Critical accounting estimates

Fair value calculations
Fair value 1s defined as the value at which assets, habilities or positions could be closed out or sold in a

transaction with a2 willing and knowledgeable counterparty For the majonity of mstruments carned at fawr
value, these are determined by reference to quoted market prices Where these are not available, fair value 1s
based upon cash flow models, which use wherever possible mdependently sourced market parameters such as
mnterest rate yield curves, currency rates and option volatihines Other factors are also considered, such as
counterparty credit quality and liquidity Management must use judgement and estimates where not all
necessary data can be externally sourced or where factors specific to the Company’s holdings need to be
considered The accuracy of the fair value calculations would therefore be affected by unexpected market
movements, inaccuracies within the models used compared to actual eutcomes and incorrect assumptions For
example, 1f management were to change the credit spread by 10 basis pounts, the fair values of habilities and
derivatives would change from the reported fair values by £0 2m (2010 £0 2m)
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Notes to the financial statements
for the year ended 31 December 2011

1  Interest receivable and similar income

2011 2010

£000 £000

On loan due from Granite Finance Funding Limited 10,934 10,313
Other interest receivable from NRAM ple group undertakings 566 336
11,500 10,649

2 Interest payable and similar charges

2011 2010

£7000 £9000

On debt securities m 1ssue (see note 11) 10,934 10,302
On collateral pledged by swap counterparties (see note 17) 405 178
11,339 10,480

Under the terms of the associated credit support agreements, the Company 1s obliged to pay interest to swap
counterparties 1n respect of any collateral pledged All collateral 1s deposited with NRAM plc Interest receipts
1 respect of such deposits are equal to amounts due to swap counterparties, hence the Company does not make
any gamn or loss from collateral deposits

3 Unrealised fair value gains and losses

2011 2010
£000 £000
Fair value movements of future cash flows excluding interest flows
on non-hedging derivatives (5,947) (2,210)
Translation gains and losses on underlying instruments 6,068 3,251
Unreahsed fair value gamns and losses 121 1,041

The Company enters into certain denivative financial instruments which although highly effective as economic
hedges are not included n hedge accounting relationships  These derivatives hedge foreign currency
securitised funding recorded at amortised cost
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3  Unrealised fair value gains and losses (continued)

The fair value movements of future cash flows excluding nterest flows on such denvatives are separately
dentified within ‘Unrealised far value gans and losses’, together with the translation gains and losses on
underlying 1nstruments anising from the revaluation from foreign currency into Sterhing  The deemed interest

flows on such dertvatives are included within interest payable and simular charges

4 Administrative expenses

2010 2009

£000 £'000

Administration charges — NRAM plc 117 117
Auditors remuneration — statutory audit services 7 12
Other admimistrative expenses 36 40
160 169

The Company has no employees (2010 None) No emoluments were paid to the Directors for their services to
the Company during the year (2010 £Nil) A fee for cash management services 1s charged by NRAM plc The
Company’s audit fee 15 mitally billed to NRAM plc and then subsequently recharged to the Company There

were no non audit fees paid to the Company’s auditors dunng the period (2010 £Nil)

5 Taxation
The income tax expense for the year comprises:

The taxation charge relates to the profit for the year as follows

2011 2010
£000 £000
Profit for the year 122 1,041
Tax on this calculated at the standard rate of corporation tax in the
UK of 26 5% (2010 28%) (32) (292)
Tax effect of ncome and expenses that are deductible in determining
taxable profit 32 292

Income tax expense for the year -
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5 Taxation (continued)

Analysis of tax charge in the year:

2011 2010
£°000 £000

Current tax:

UK corporation tax on taxable profit for the year - -

6  Analysis of financial assets and liabilities by measurement basis

2011 Financial
hablities at
amortised Loans and Held for
cost recervables trading Total
£2000 £'000 £°000 £'000

Financial assets

Cash and cash equivalents - 44331 - 44,331
Loan due from group undertaking - 757,380 - 757,380
Denvative financial instruments - - 44,235 44,235
Trade and other recervables - 685 - 685
Total financial assets - 802,396 44,235 846,631

Fmancial habihties

Debt securities n 1ssue 798,657 - - 798,657
Trade and other payables 44,926 - - 44,926
Current tax liabilitries - - - .

Deferred tax habilities - - - -

Total financial habilities 843,583 - - 843,583
Equity 3,048
846,631
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6 Analysis of financial assets and liabilities by measurement basis

(continued)
2010 Financial
habilities at
amortised Leans and Held for
cost recervables trading Total
£'000 £000 £000 £000
Financial assets
Cash and cash equivalents - 54,488 - 54,488
Loan due from group undertaking - 941,625 - 941,625
Derivative financial imstruments - - 59,510 59,510
Trade and other receivables - 553 - 553
Total financial assets - 996,666 59,510 1,056,176
Financial habilities
Debt securities 1n 1ssue 998,293 - - 998,203
Trade and other payables 54,957 - - 54,957
Current tax liabilities - - - -
Deferred tax habihities - - - -
Total financial habilities 1,053,250 - - 1,053,250
Equity 2,926
1,056,176
7 Loan due from group undertaking
2011 2010
£'000 £000
Loans and advances to Granite Finance Funding Ltd 757,380 941,625
Current 122,456 144,731
Non-current 634,924 796,894
757,380 941,625

The loans and advances are all denominated i Sterling and are at vanable rates of interest, based on three
month quoted LIBOR. The repayment of the loan due from Gramite Finance Funding Limited 1s dependent
upon that company’s receipts i respect of the deemed loan with NRAM plc (see page 13) Although the
underlying mortgage loans represented by the deemed loan all have contractual matunties in excess of one
year, amounts classified as ‘Current’ represent expected repayments due within the next twelve months
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8 Derivative financial instruments

The Directors have authorised the use of derivative instruments for the purpose of supporting the strategic and
operational busmess activities of the Company and reducing the nisk of loss arising from changes m interest
rates and exchange rates All use of denvative instruments within the Company 15 to hedge risk exposure, and
the Company takes no trading positions in dertvatives However, derivatives not in an accounting hedge
relationship are classified as Held for Trading in accordance with IAS39

The objective, when using any denivative mstrument, 15 to ensure that the nsk to reward profile of any
transaction 1s optimised The intention 15 to only use derivatives to create economically effective hedges
However, because of the specific requirements of IAS39 to obtain hedge accounting, no economuc hedges are
designated as accounting hedges, erther because natural accounting offsets are expected or because obtaining
hedge accounting would be especially onerous

Fair values at 31 December 2011

Contract/
notional
amount Assets Liabilities
£000 £000 £7000
Derivatives in economic hedging relationships
but not in accounting hedge relahonships
Cross currency swaps 200,326 44,235 -
Total recognised derivative assets/(habilities) 200,326 44,235 -
Expected maturities
< 3 months 9,762 1,956 -
3-6 months 8,246 1,652 -
6-12 months 14,277 2,861 -
1-5 years 103,019 20,940 -
> 5 years 65,022 16,826 -
200,326 44,235 -
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8 Derivative financial instruments (continued)

Fair values at 31 December 2010

Contract/
notional
amount Assets Liabilities
£'000 £000 £000
Derivatives in economic hedging relationships
but not 1n accounting hedge relationships
Cross currency swaps 248,900 39,510 -
Total recognised derivative assets/(liabilities) 248,900 59,510 -
Expected maturities
< 3 months 10,172 2,237 -
3-6 months 9,433 2,075 -
6-12 months 18,553 4,081 -
1-5 years 101,687 22,367 -
> 5 years 109,056 28,750 -
248,901 59,510 -
9 Trade and other receivables
2011 2010
£000 £000
Accrued interest recervable on loan to Gramte Finance Funding Ltd 447 330
Called up share capital not paid 38 38
Other amounts owed by thurd parties 3 -
Other amounts owed by Gramite Finance Funding Ltd 179 165
Accrued nterest recervable on deposits with NRAM plc 18 20
685 553
Current 685 553
Non-current - -
685 553
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10 Cash and cash equivalents

2011 2010

£000 £'000

Cash at bank and 1n hand 44,331 54,488
Current 44,331 54,488
Non-current - -
44,331 54,488

The Company holds deposits totalling £44,328,000 (2010 £54,485,000) at NRAM plc  These deposits are

covered by the HM Treasury guarantees that are currently in place These amounts represent collateral received
from denvative counterparties pursuant to the provisions of associated credit support agreements NRAM plc

mmvests these deposits on a short term basis and pays interest earned to the Company, which in turn pays the

nterest to the derivative counterparties The Company holds a deposit of £3,000 (2010 £3,000) at a third

party bank, which pays vanable rate interest based on three months quoted LIBOR.

Cash deposits, excluding collateral, are utilised in accordance with the revenue and principal priorities of
payment contained within the Company's offering circular  The Company will only be free to utilise collateral

in the event that there 1s a default by the derivative counterparty m relation to the associated cross currency

swaps
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11 Financial liabilities (debt securities in issue)

Currency of Interest Rate 2011 2010
Issued Note £'000 £000
Senes 2 Class Al Floating Rate
Notes Sept 2044 uUsD 3MUSLIBOR +028 62,946 86,647
Series 2 Class A2 Floating Rate
Notes Sept 2044 EUR 3M EURIBOR +028 91,621 129,982
Senes 2 Class B Floating Rate
Notes Sept 2044 EUR  3MEURIBOR +0 56 23,864 24,608
Series 2 Class M Floating Rate
Notes Sept 2044 EUR  3MEURIBOR +074 18,571 19,150
Seres 2 Class C Floating Rate
Notes Sept 2044 EUR  3MEURIBOR+16 44,601 45,990
Series 3 Class Al Floating Rate
Notes Sept 2044 GBP 3M GBP LIBOR + 036 146,811 201,985
Sertes 3 Class A2 Floating Rate
Bonds Sept 2044 GBP 3M GBP LIBOR + 0 38 214,193 293,881
Series 3 Class B Floating Rate
Notes Sept 2044 GBP  3MGBPLIBOR+07 54,350 54,350
Series 3 Class M Floating Rate
Notes Sept 2044 GBP IMGBP LIBOR +09 42,250 42,250
Sertes 3 Class C Floating Rate
Notes Sept 2044 GBP  3MGBPLIBOR +176 99,450 99,450
Debt securities in 1ssue 798,657 998,293
Current 128,779 152,248
Non-current 669,878 846,045
798,657 998,293

Debt securities mn 1ssue as at 31 December 2011 and 31 December 2010 are shown in original currency

translated at year end rates of exchange Exchange rate fluctuations may cause the reported value of debt
securifies m 1ssue to exceed the reported value of the loan due from Gramite Finance Funding Limited (see note
7) The value of debt secunties 1n 1ssue as modified by applicable cross currency swaps 1s equal to the loan
due from Granite Finance Funding Limited The current/non-current sphit reflects the expected pattern of
repayments and 1s based upon the expected repayment profile of the loan due from Granite Finance Funding

Limited

27



Granite Mortgages 04-3 plc

11 Financial liabilities (debt securities in issue) (continued)

The Class A notes will rank in priority to the Class B notes in point of security as to the payment of principal
and nterest The Class B notes will rank 1 priority to the Class M notes 1 point of security as to the payment
of pnncipal and interest The Class M notes will rank 1 prniority to the Class C notes 1n point of secunty as to
the payment of pnncipal and interest Payments in respect of the Class B notes will only be made 1f and to the
extent that, there are sufficient funds after paying certan habilities, including liabilitses mn respect of the Class
A notes Payments 1n respect of the Class M notes will only be made 1f and to the extent that, there are
sufficient funds after paying certain liabihties, including habilities in respect of the Class B notes Payments in
respect of the Class C notes will only be made 1f and to the extent that, there are sufficient funds after paying
certamn habilities, including labilities in respect of the Class M notes

The notes are contractually repayable in more than five years, but will pay down on each quarterly payment
date to the extent that principal repayments have been received in respect of the Company’s loan to Granite
Finance Funding Limited Interest is payable on the notes at vanable rates based on the three-month Sterling
LIBOR, three-month Euribor and three-month US Dollar LIBOR. The notes repriced on 20 March 2012 The
notes were not called on their step-up date in September 2011 As a consequence, the margins payable have
doubled as detailed 1n the offerning circular

The Company has not had any defaults of principal, interest or other breaches in respect of debt secunities
during the year (2010 Nil)

12 Trade and other payables

2011 2010

£2000 £000

Accrued interest payable 484 375
Amounts owed to NRAM plc group undertakings 112 97
Collateral pledged by swap counterparties 44,329 54,485
Amounts owed to third parties 1 -
44,926 54,957

Current 44,926 54,957
Non-current - -
44,926 54,957
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13 Called up share capital

2011 2010
£7000 £°000
Authonised
50,000 ordinary shares of £1 each 50 30
Called up and allotted share capital
50,000 ordinary shares of £1 each 50 50
Paid up share capital
12,500 ordinary shares of £1 each 12 12
Called up share capital not paid
37,500 ordmary shares of £1 each 38 38
14 Retained surplus
£000
Balance at 31 December 2010 2,876
Profit for the financial year 122
Balance at 31 December 2011 2,998
£000
Balance at 31 December 2009 1,835
Profit for the financial year 1,041
Balance at 31 December 2010 2,876

15 Financial risk management

Risk management

In order to manage and control 1ts nisks, the Company has implemented a comprehensive set of policies and
procedures The manner in which the principal nisks faced by the Company are mitigated 1s described below

Concentration risk

Concentration risk refers to any exposure with the potential to produce losses large enough to threaten the
Company’s ability to mantain 1ts core operations This would include exposures to individual counterparties

and counterparties 1n specific geographical locations
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15 Financial risk management (continued)

The followng table breaks down the Company’s main credit exposures by geographical region at their
carrymng amounts Exposures are allocated to regions based on the country of dom:cile of the counterparty

2011 Other
UK Europe countries US Total
£'000 £°000 £'000 £000 £°000
Cash and cash equivalents 44,331 - - - 44,331
Loan due from group - - 757,380 - 757,380
undertaking
Denvative financial - 8,139 - 36,096 44235
mstruments
44,331 8,139 757,380 36,096 845,946
2010
Cash and cash equivalents 54,488 - - - 54,488
Loan due from group - - 941,625 - 941,625
undertaking
Denvative financial - 11,339 - 48,171 59,510
mstruments
54,488 11,339 941,625 48,171 1,055,623

Concentration risk in respect of derivative financial instruments 1s managed through the terms of the cross
currency swaps n place In the event of downgrades, the swap counterparties are required to post one way
collateral

The “Other countries’ exposure 1s to Jersey, since this 1s where Grantte Fmance Funding Limited 15
mcorporated The ability of this company to repay the loan 1s dependent upon the performance of a residential
mortgage portfolio originally 1ssued by NRAM plc, held in trust by Granite Finance Trustees Limited, in which
Granite Finance Funding Limited has a beneficial interest
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15 Financial risk management (continued)

A further measure of concentration nisk concerns the degree to which the mortgage loans are concentrated 1n
particular regions of the United Kingdom The following tables are derived from the monthly Investors’
Reports of Granite Finance Trustees Limited They show a geographical analysis of all non-repossessed loans
held in the Trust, in which the Company has a beneficial interest

31 December 2011

Region Number % of Total Value (£) % of Total
East Angha 4,419 227% 472,253,262 235% '
East Midlands 16,506 8 50% 1,605,935,782 8 00%
Greater London 18,247 939% 2,907,733,098 14 49%
North 18,161 935% 1,288,716,323 642%
North West 26,818 13 80% 2,376,858,247 11 85%
Scotland 23,403 12 04% 1,751,393,969 8 73%
South East 28,110 14 47% 3,818,312,765 19 03%
South West 13,825 7 12% 1,678,233,780 836%
Wales 8,732 4 49% 805,991,363 402%
West Midlands 15,416 7 93% 1,569,087,659 782%
Yorkshire & Humberside 20,664 10 64% 1,791,717,312 893%

Total 194,301 100.00% 20,066,233,560 100.00%
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31 December 2010

Region Number % of Total Value (£) % of Total
East Angha 5,341 235% 581,350,215 244%
East Midlands 18,818 §28% 1,853,501,313 7 76%
Greater London 21,942 9 65% 3,564,011,728 14 93%
North 21,198 933% 1,526,862,050 6 40%
North West 30,632 13 47% 2,743,385,984 11 49%
Scotland 27,406 12 06% 2,087,443 913 3 75%
South East 33,692 14 82% 4,636,402,151 19 42%
South West 16,534 727% 2,019,987,981 8 46%
Wales 10,004 4 40% 931,047,976 390%
West Midlands 17,614 775% 1,811,628,185 7 59%
Yorkshire & Humberside 24,150 10 62% 2,115,844,90% 8 86%
Total 227,331 100.00% 23,871,466,405 100.00%

A further measure of concentration nsk concerns the degree to which the Trust’s mortgage assets are
concentrated 1n high loan to value (LTV) loans The following tables are derived from the monthly Investors’
Reports of Granite Finance Trustees Limited They show the current LTV levels breakdown as at 31
December 1n each year of the Trust’s non-repossessed mortgage assets, in which the Company has a beneficial

nterest
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31 December 2011

LTV Levels Breakdown Number Value (£) % of Total
0% to 25% 17,096 360,133,530 1 80%
25% to 50% 19,857 1,304,905,053 6 50%
50% to 55% 5,009 436,886,216 218%
55% to 60% 5,654 537,396,570 2 68%
60% to 65% 6,566 657,649,086 328%
65% to 70% 7,974 853,176,869 425%
70% to 75% 10,499 1,154,406,678 575%
75% to 80% 13,978 1,629,882,393 8 12%
30% to 85% 24,219 2,786,062,552 13 88%
85% to 90% 35,643 4,303,666,633 2145%
90% to 95% 26,901 3,261,142,588 16 25%
95% to 100% 17,086 2,285,939,879 11 39%
>100% 3,819 494,985,513 247%
Total 194,301 20,066,233,560 100.00%

31 December 2010

LTV Levels Breakdown Number Value (£) % of Total
0% to 25% 19,195 454,563,206 190%
25%to 50% 25,683 1,776,784,308 7 44%
50%to 55% 6,387 580,759,572 243%
55% to 60% 7,104 699,785,139 294%
60% to 65% 8,002 828,963,446 347%
65% to 70% 9,380 1,048,840,161 4 39%
70% to 75% 11,888 1,375,573,564 57
75% to 80% 15,101 1,848,894,562 775%
80% to 85% 23,464 2,863,347,932 11 99%
85% to 90% 41,854 5,038,126,978 21 11%
90% to 95% 34,810 4,156,827,792 1741%
95% 1o 100% 19,917 2,626,644,083 11 00%
>100% 4,546 572,355,662 240%

Total 227,331 23,871,466,405 100.00%
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Credit risk
‘Credit sk’ 1s the exposure to loss 1f another party fails to meet 1ts financial obligations to the Company,

including failing to perform them in a imely manner

Master netting agreements are 1n place with all denvative counterparties, whose creditworthiness 1s continually
momitered and assessed In the event that denivative counterparties are downgraded by the credit rating
agencies below certain thresholds (as defined by the associated credit support agreements) and the relevant
denvatives are assets to the Company, the counterparties are obliged to deposit collateral with the Company
This mitigates the risk that derivative asset posttions are impaired as a result of counterparties failing to meet
their obligations

The Company’s pnimary exposure 1is the loan to Granite Finance Funding Limited, which used the proceeds to
purchase an interest in a portfolio of residential mortgages held n trust by Granite Finance Trustees Limited
Although Granite Finance Funding Limited 1s not assigned a credit rating by extemnal rating agencies, the credit
risk associated with the mortgage portfolio 1s continually monitored by the NRAM ple group and external
rating agencies

The following tables are derived from the monthly Investors’ Reports of Granite Finance Trustees Limited
They show the arrears performance of the Trust’s non-repossessed mortgage loans, in which the Company has
a beneficial interest

31 December 2011

Months 1n arrears Number Principal Arrears By number By principal
®) &) (%) (%)

Not 1n arrears 173,680  17,531,344,507 - 89 39% 87 36%
>=1<2 Months 6,202 739,875,316 5,411,599 3119% 3 68%
>=2<3 Months 3,670 444,188,085 5,722,835 189% 221%
>=3<4 Months 2,379 291,385,099 5,181,282 122% 145%
>=4<5 Months 1,681 204,095,148 4,673,230 087% 1 02%
>=5<6 Months 1,272 152,936,852 4,215,796 065% 076%
>=6<7 Months 1,016 125,559,374 4,020,101 052% 063%
>=7<8 Months 719 91,610,193 3,370,686 037% 046%
>=8<9 Months 655 81,735,271 3,412,366 034% 041%
>=9<10 Months 480 59,684,816 2,799,289 025% 030%
>=10<11 Months 416 53,371,093 2,722,231 021% 027%
>=11<12 Months 345 49,500,971 2,587,531 018% 025%
>=12 1,786 240,946,835 20,275,069 092% 120%
Total 194,301  20,066,233,560 64,392,015 100.00% 100.00%
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31 December 2010

Months in arrears Number Principal Arrears By number By principal
&) *) (%) (%)

Not in arrears 206,791  21,322,764,545 - 90 96% 89 32%
>=]<2 Months 5,927 712,953,515 5,157,245 261% 299%
»=2<3 Months 3,187 389,532,788 4,949,540 1 40% 1 63%
>=3<4 Months 2,139 259,210,071 4,657,683 094% 1 09%
>=4<5 Months 1,640 199,077,556 4,542,872 072% 083%
>=5<6 Months 1,255 155,122,685 4,250,440 055% 065%
>=6<7 Months 957 118,943,682 3,842,213 042% 0 50%
>=7<8§ Months 807 99,456,640 3,651,666 036% 042%
>=8<9 Months 723 87,289,348 3,599,324 032% 036%
>=9<10 Months 530 64,186,762 2,944 828 023% 027%
>=10<11 Months 493 63,038,807 3,221,917 022% 026%
>=]1<12 Months 420 56,869,717 3,010,207 019% 024%
>=12 2,462 343,020,289 26,921,712 108% 1 44%
Total 227,331 23,871,466,405 70,749,647 100.00% 100.00%

The percentages in the above tables are calculated by reference to the total number of mortgage loans in the
Trust of 194,301 (2010 227,33 1) and the principal balance of the Trust’s mortgage assets of £20,066,233,560
(2010 £23,871,466,405) as at 31 December in each year

There were 1,045 properties i possession as at 31 December 2011 (31 December 2010 1,017 properties)
Principal losses suffered in 2011 amounted to £99,801,535 (2010 £122,676,058)

Since 2010 1t has been NRAM plc’s general policy 1n their role as administrator that customers experiencing
previous arrears within a twelve month penod must make six consecutive full monthly payments before
capitalisation can be offered In addition, the number of instances of arrears capitalisation allowed during the
lifeume of a loan will normally be limuted to two Finally, customers must agree to capitalisation rather than
opt out of automatic capitalisation as was the case prior to 2010

A mortgage 15 1dentified as being in arrears when, on any due date, the overdue amounis which were due on
previous due dates equal, 1n the aggregate, one or more full monthly payments In making an arrears
determination, the admmustrator calculates as of the date of determination the difference between the sum of all
monthly payments that were due and payable by a borrower on any due date up to that date of determination
(less the aggregate amount of all authorised underpayments made by such borrower up to such date of
determination) and the sum of all payments actually made by that borrower up to that date of determmation  If
the result arrived at by dividing that difference (1f any) by the amount of the required monthly payment equals
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or exceeds 1 the loan 15 deemed to be in arrears  Arrears classification 15 determined based on the number of

full monthly payments that have been missed A borrower that has missed payments that 1n the aggregate

equal or exceed 2 monthly payments (but for which the aggregate of missed payments 15 less than 3 monthly
payments) would be classified as being between 2-3 months n arrears, and so on

Losses suffered in respect of the mortgage portfolio held by the Trust, reduce the share of cash available for
distnibution to Granite Finance Funding Limited This in turn reduces the amount of cash that 1s available to
pay interest and principal i respect of the loans between Granite Finance Funding Limited and the Granite
Finance Funding 1ssuers, which nclude the Company A significant increase n losses could result in there
beimng msufficient funds available to repay all interest and/or principal amounts due 1n respect of these loans
This ¢could result in the Company being unable to pay all interest and/or principal amounts due in respect of the
loan notes However, the Company 1s only obhiged to make payments in respect of the loan notes to the extent
of the amounts received In respect of the loan to Granite Finance Funding Limited

The loan note-holders are offered a degree of protection from default by credit enhancement provided by
excess spread and reserve funds held by Granite Finance Funding Limited, which are available to absotb losses

ansimg in respect of the mortgage portfolio

Currency risk

Currency risk anses as a result of the Company having habilities that are denominated 1n currencies other than
Sterling In addition to 1ssuing notes in Sterling, the Company has 1ssued notes denominated in US Dollars and

Euros The Company’s policy 1s to fully mitigate any exchange rate exposures by using cross currency swaps

The table below shows foreign currency habilities at Sterling carrying values and compares them to related
cross currency swap notional amounts at Sterhing carrying values at the balance sheet date Similarly foreign
currency liabilities 1n respect of collateral deposits pledged by swap counterparties are fully matched by
foreign currency cash deposits held The net currency exposure can be seen to be nil

2011 US$S € Total
£000 £'000 £°000

Assets

Cash deposits held in foreign currencies - 44,329 44,329

Denvative financial instruments 62,946 178,657 241,603

Total assets 62,946 222,986 285,932

Liabalities

Collateral pledged by swap counterparties - 44,329 44,329

Debt securities m 15sue 62,946 178,657 241,603

Total liabihties 62,946 222,986 285,932

Net position
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2010 USs € Total
£'000 £'000 £000

Assets

Cash deposits held in foreign currencies - 54,485 54,485

Denvative financial instruments 86,647 219,730 306,377

Total assets 86,647 274,215 360,862

Liabilities

Collateral pledged by swap counterparties - 54,485 54,485

Debt securities 1n 1s5ue 86,647 219,730 306,377

Total labilities 86,647 274,215 360,862

Net position - - -

As the foreign currency exposures are fully matched by currency assets, the Directors believe it unnecessary to
calculate any sensitivity analysis to movements in currency rates

Liquidity risk

‘Liquidity nisk’ anises from a mismatch 1n the cash flows generated from current and expected assets, habilities
and denivatives Assets available to meet all of the habilities as they fall due are cash and cash equivalents and
the loan to group undertaking The hiquidity profile of the loan to group undertaking 1s designed to exactly
replicate that of the debt securities 1n 15sue (on a post hedge basis where apphcable)

Cash flows on the loan to group undertaking are dependent on the underlymg mortgage loans The actual lives
of the mortgage loans within the Trust reflect the underiying lives of the mortgage loans which in general have
a maximum term of 35 years, but the actual rate at which the mortgage loans are repaid may be m advance of
the legal maturity date Any principal receipts from Granite Finance Funding Limited’s beneficial interest in
the mortgage trust will be utihsed by Gramite Finance Funding Limited to repay the mter-company loan to the
Company which i turn will be used to repay the debt securities m 1ssue
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Non derivative cash flows

The tables below analyse the Company’s non derivative cash flows payable mnto relevant maturity groupings
based on the remainmg period at balance sheet date to expected maturity dates The amounts disclosed are the

expected undiscounted cash flows including future interest cash flows

2011 After After Alflter
3 months 6 months 1 year but
Within but within but within within After
3 months 6 mooths 1 year S years 5 years Total
£°000 £'000 £000 £7000 £000 £°000
Liabilities
Debt securities 1n 1ssue 42,468 36,272 63,376 449,324 269,396 860,836
Trade and other payables 44,296 - - - - 44,296
87,394 36,272 63,376 449,324 269,396 905,762
2010 After After After
3 months 6 months 1 year but
Within  but within  but within within After
J months 6 months 1 year S years 5 years Total
£1000 £000 £000 £°000 £'000 £'000
Liabilities
Debt securities in 1ssue 43,436 40,476 80,887 494,261 516,488 1,175,548
Trade and other payables 54,957 - - - - 54,957
98,393 40,476 80,887 494,261 516,488 1,230,505

Derivative cash flows

No denvative cash flows are presented as at 31 December 2011 or 31 December 2010 because all of the

Company's derivatives are assets and this disclosure 1s only applicable to lrabilities
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Fair values of non derivative financial assets and liabilities
The following table summarises the carrying amounts and fair values of those financial assets and habilities

not presented on the Company’s balance sheet at thewr fair value Assets are presented at bid prices and offer
prices are used for liabilines Denvative financial instruments, which are already shown at fair value on the

Company’s balance sheet are mcluded for completeness

Fair Value Book Value
2011 2010 2011 2010
£7000 £000 £000 £'000
Fmancial assets
Cash and cash equivalents 44,331 54,488 44,331 54,488
Loan due from group undertaking 629,884 814,808 757,380 941,625
Trade and other receivables 685 553 685 553
Total financial assets 674,900 869,849 802,396 996,666
Denvative financial instruments 44,235 59,510 44,235 59,510
Total assets 719,135 929,359 846,631 1,056,176
Financial liabilities
Debt securities m 1ssue Class A (494,949) (669,709) (515,571) (712,495)
Debt securities n 1ssue Class B (63,353) (63,987) (78,213) (78,958)
Debt securtties mn 1ssue Class M (43,791) (47,636) (60,822} (61,400)
Debt securities in 1ssue Class C (72,025) (92,985) (144,051) (145,440)
Total debt securities i 1ssue (674,118) (874,317) (798,657) (998,293)
Trade and other payables (44,926) (54,957) (44,926) (54,957)
Total financial habilities (719,044) (929,274) (843,583) (1,053,250)
Total labilities (719,044) (929,274) (843,533) (1,053,250)

39




Granite Mortgages 04-3 plc

15 Financial risk management (continued)

Interest rate risk

‘Interest rate risk’ arises as a result of iming differences on the re-pricing of assets and habilines, unexpected

changes 1n the slope and shape of yield curves and changes in correlation of interest rates between different
financial instruments (often referred to as basts nsk) The interest receivable on the loan to Granite Finance
Funding Limited (a NRAM plc group undertaking) re-prices on the same quarterly basis and on the same
mterest reference (3m GBP Libor) as the interest payable in respect of the loan notes (as adjusted by cross
currency swaps), so that interest rate nisk 1s eliminated These provisions continue to apply following the

fatlure to call the loan notes on their step up date in September 2011  As a result of this perfect offset, there 1s

no sensitivity to movement n interest rates

Interest rate profile of financial assets and habilities

Non
Floating interest
rate bearing Total
201 £000 £000 £000
Assets
Sterimg 801,617 667 802,284
uUsD - - -
Euros 44,329 18 44,347
845,946 685 846,631
Liabilities
Sterling 557,054 579 557,633
uUsD 62,946 - 62,946
Eurcs 222,986 18 223,004
842,986 597 843,583

All floating rate assets and habilities repriced on 20 March 2012
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Non
Floating interest
rate bearing Total
2010 £7000 £000 £000
Assets
Sterling 1,001,138 532 1,001,670
UsD - - -
Euros 54,485 21 54,506
1,055,623 553 1,056,176
Liabilities
Sterling 691,916 451 692,367
USD 86,647 - 86,647
Euros 274,215 2] 274,236
1,052,778 472 1,053,250

Prepayment risk

‘Prepayment rnisk’ arises when it 15 possible that the assets may be reahsed earlier than 1t 15 possible to redeem
the liabiliies Following the advent of the pass-through arrangements on 11 November 2008, this risk 15 fully

mitigated because all available principal receipts are utihised to make repayments on the loan notes There 1s
neo restriction on the amount which can be repaid on any given payment date as was the case when scheduled
amortisation was applicable The table on page 44 shows the impact on reported fair values should there be a

hypothetical increase of 10% to customer prepayments
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Fair value measurement

The following table summarises the fair value measurement basis used for assets and habilities held on the

balance sheet at fair value

2011 Level 1 Level 2 Level 3
£000 £000 £000
Financial assets
Dervative financial instruments - - 44 235
- - 44,235
Financial liabilities
Dertvative financial instruments - - -
2010 Level 1 Level 2 Level 3
£000 £000 £000
Fancial assets
Denvative financial instruments - - 59,510
- - 59,510

Financial habilities

Derivative financial instruments - -

Level 1| Quoted prices (unadjusted) in active markets for identical assets or habihties

Level 2 Inputs other than quoted prices included within Level 1 that are observable for the asset or hability,

etther directly (1 e as price) or indirectly (1 ¢ derived from prices)

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

These defimtions have been taken from the March 2009 amendment tc IFRS7 ‘Improving Disclosures about

Financial Instruments’

The movement 1n assets and liabilities measured using a valuation techmique for which any significant input 1s

not based on observable market data (Level 3) 15 as follows
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2011 Financial Financial Total
assets lrabilities
£'000 £'000 £°000
Derivative financial instruments
At 1 January 2011 59,510 - 59,510
Total losses n profit and loss (15,275) - (15,275)
Instruments changing classification
Assets becoming habilities - - -
Liabihities becoming assets - - -
At 31 December 2011 44,235 - 44,235

Total losses recognised in the imncome statement of £15,275,000 form part of interest payable and similar
charges and unrealised fair value gains and losses and are a result of settlement gams of £10,125,000 and other

fair value losses of £25,400,000

2010 Financial Financial Total
assets habilities
£000 £'000 £000
Derivative financial instruments
At 1 January 2010 72,217 - 72,217
Total losses i profit and loss (12,707 - (12,707
Instruments changing classification
Assets becoming liabilities - - .
Liabilities becoming assets - - -
At 31 December 2010 59,510 - 59,510

Total losses recogmsed in the income statement of £12,707,000 form part of interest payable and simlar
charges and unreahsed fair value gains and losses and are a result of settlement gams of £11,597,000 and other

fair value losses of £24,304,000
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Sensitivity analysis of reasonably possible alternative assumptions for level 3 mstruments

The main unobservable input that affects the valuation of the derivattve financial mstruments 15 the forecast
level of customer prepayments in respect of mortgage loans assigned to the Trust  An increase n forecast
prepayments will cause cross currency swaps associated with the notes 1n 1ssue to pay down 1n an accelerated
manner, so affecting therr farr values The following table shows the impact on reported fair values of a
hypothetical 10% ncrease 1n customer prepayments

Reported  Revised fair  Favourable Unfavourable I
fair value value changes to changes to !
2011 Income Income |
Statement Statement
£000 £000 £°000 £000
Financial assets
Derivative financial instruments 44,235 44,151 - (84)
44,235 44,151 - (84)
Financial liabilities
Dernivative financial instruments - - - -
Reported  Revised fair  Favourable Unfavourable
fair value value changes to changes to
2010 Income Income
Statement Statement
£'000 £000 £000 £'000
Financial assets
Denivative financial instruments 59,510 59,639 129 -
59,510 59,639 129 -

Financial habilities

Dernivative financial instruments
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16 Related party transactions

A number of transactions are entered mnto with related parties as part of the Company’s normal day to day

business These include a loan to Granite Finance Funding Limited (a NRAM plc group undertaking), a cash

management fee payable to the Admimstrator and an admmisiration fee payable to Law Debenture Corporate
Services Limited All of these transactions are governed by agreements that form part of the securitisation

transaction documentation The outstanding balances at the year end and related income and expense for the

year are set out below

2011 2010
£000 £000
Loan to Granite Finance Funding Limmted
Loan outstanding at 1 January 941,625 1,136,700
Net amounts repaid (184,245) (195,075)
Loan outstanding at 31 December 757,380 941,625
Interest accrual at 31 December 447 330
Interest income earned 10,934 10,313
2011 2010
£000 £000
Cash management fee payable to NRAM ple
Fee accrual at 1 January 10 10
Amounts charged net of amounts pard - -
Fee accrual at 31 December 10 10
Expense 117 117
2011 2010
£000 £000
Admmistration fee payable to Law Debenture Corp. Servs. Lid
Fee accrual at 1 January - -
Amounts charged net of amounts paid - -
Fee accrual at 31 December - -
Expense 8 8
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17 Collateral pledged and received

Cash collateral 1s received as part of normal denvative operations and 1s recognused as an asset of the Company
because the Company bears the nsks and rewards associated with the mvestment of this cash with NRAM ple
At 31 December 2011 £44 3m (2010 £54 5m) had been received as cash collateral In addition the Company
held secunties collateral with a value of £13 Im (2010 £19 8m) In the absence of counterparty default, the
Company has no nght to sell or repledge these secunties and therefore in accordance with the provisions of
IAS39 such secunties are not recognised on the Company’s balance sheet No collateral 15 ever pledged

18 Ultimate parent undertaking and controlling party

The Company’s ultimate parent 1s The Law Debenture Intermediary Corperation ple, a company registered n
England and Wales, the shares being held under a trust arrangement Copies of the financial statements of The
Law Debenture Intermediary Corporation plc may be obtamned from Law Debenture Intermediary Corporation
ple, Fifth Fleor, 100 Wood Street, London, EC2V 7EX

The Company’s results are included within the consolidated financial statements of Granite Finance Holdings
Limited, NRAM plc and UKAR Lim:ited Copies of the financial statements of NRAM plc may be obtained
from the NRAM plc website, www n-ram co uk All shares in NRAM ple were transferred to the Treasury
Solicitor as nominee for HM Treasury on 22 February 2008 as a result of The Northern Rock Transfer Qrder
2008 On 1 October 2010 all shares in NRAM plc were acquired via a share-for-share exchange by UKAR Ltd,
a private lumited company ncorporated in the Umted Kingdom under the Companies Act 2006 and registered
mn England and Wales, which 1s wholly owned by the Treasury Solicitor as nominee for HM Treasury As such,
the Company considers that Her Majesty’s Government remains 1ts ultimate controliing party

19 Post balance sheet events

On the 20 January 2012 Standard & Poors rating agency updated the criteria they use for assessing
counterparty risk This resulted in the Class A notes being downgraded from A+ to A, the Class B notes from
A+ to A, the Class M notes from A+ to A and the Class C notes being upgraded from A-to A
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