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AIRE VALLEFY MORTGAGES 2005 - 1 PLC

Dhrectors’ Report for the year ended 31 December 2012
Repistered number 05343520
The Directors present thetr Report and the audited Financial Statements for the year ended 31 December 2012

Ownership and control

Aure Vallev Meortgages 2005-1 ple { the Company }1s a public hmued bability company incorporated and domtciled in the United Kingdom
The Company 15 a subsidiary of Aure Vallev Holdings Limited, a private limited habihity company incorporated and domsciled 1n the United
Kingdom

Aure Vallev Holdings Limited holds one £1 fully paid share and 49,998 quarter paid up ordinary shares in the Company One £1 ordinary
fully paid share 15 hetd by SFM Nominees for the benefil of Awre Valley Heldings Limued

On 1 October 2010 UK Asset Resolution Limited ('UK AR’} was established as the holding company for Nerthern Rock {Asset Management)
ple (NRAM') and Bradford & Binglev plc ('B&B ), bringing together the two brands under shared management and a common Board of
Dhrectors B&B 15 the Company s controlling party

Principal activities

The Company's principal activity 15 to issue deb! secunties and 1o enter mnto financial arrangements 1 fund the activities of certain
subsidiaries of Awre Valley Holdmgs imited and ultimately UKAR by means of intercompany loans The debt secunties were ongmally
1ssued in US Dollars, Euros and Sterling and are secured on a beneficial wnierest 1n a portfolio of mortgage loans onginated by the B&B
Group held under an Awre Vallev Master Trust arrangement by Awme Valiey Trusiee Limited These mortgage loans are secured on
restdential property 1n the United Kingdom  Detasls are set out 1n the effenng circular periinent to the 1ssue  The Company 1ssued £998 Sm
floating rate notes 1o the market on 28 Apnl 2005, £216 2m of the notes were redeemed m December 2007 £267 Im 1n March 2008,
£16 2m 1n June 2008 £5 3m of the loan notes m December 2010 £49m wn March 2011 £16m in June 2011, £18m in September 2011 and
£14m i December 2011 A further £5m of the loan notes were redeemed 1n March 2012 £6m 1n September 2012 and £5m 1n December
2012 At the exchange rates at 1ssue as at 31 December 2012 £381m (2011 £397m) loan notes remamed n 155ue

As descnbed in note 11(a} on 10 May 2012 a non-asset irigger eveni occurred  ['his has affected the tuning of futare redempuons of the
loan notes in 1ssue

Business review

The profits of the Company are pre-determined under the terms of the issue documentation The results for the year are shown n the
Siatement of Comprehensive Income on page 8 The loss after taxation was £3 6m (2011 £3 9m profit) Fair value losses of £3 6m (2011
£3 6 gain) arose due to the movemenis in interest rates and exchange rates over the course of the year This fair value loss 1s a hring effect
only, which will reverse and does not have cash implications

The Company has met all its obliganons under the terms of the 1ssue documentation

Key performance indicators

The key performance indicators used by management 1n assessmg the performance of the Contpany are the quzlity of the assets in the
mortgage pool and the comphance of the Company with the terms of the secuntisation documentation Duning the year the Company has
complied with the terms of the secunitisation documentation  Information about the qualitv of the assets n the mongage pool 18 provided 1n
the monthly trustee reports to 1nvestors, including the following

2012 2011
Number of morigage loans Numbeyr 84,769 87,771
Cutstanding mortgage loans £bn 104 108
Number of mortgage lonns 3 months or more i arrears Number 1,098 1578
Pnncepal value of mortgage loans 3 months or more in arrcars £m 1586 2342
Arrears value of mortgage loans 3 months or more 1o arrears £m 39 64
Mortgage loans in repossession MNumber 207 98
Mortgage loans in repossession £m 2912 155
Weighted average indexed current L1V e 844 846

Future developments
The Directors expect that duning 2013 the Company will continue to meet the interest pay ments on the notes At the present time
the Directors do not foresee amy changes in the Company's activities

Dnidend
No dividends were paid dunng the »ear or previous year, and the Directors do not recommend the pay ment of a final dividend for
the year (2011 Eml)
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AIRE VALI EY MORTGAGES 1005 - 1 PLC

Directors’ Report for the year ended 31 December 2012 (continued)
Registered number 05343520

Payment policy

Payments are made in accordance with the prionty of pavments sel out m the transaction documentation  Subject to this, standard
terms provide for pavment of supphers invoices wathin 30 days of invoice date except where different arrangements have been
agreed with suppliers It 1s the policy of the Company to abide by the agreed pay ment terms

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

Phillip Alexander Mck.elland
SFM Directors Limited
SFM Darectors (No 2) Linuted

Mr MecLelland S5FM Durectors Limited and SFM Directors (No  2) Lumited are also Directors of Aire Valley Holdings Limuted
None of the Directors had any interest in the share capital of Awre Valley Holdings Limited durtng the current or preceding year
and none of the Directors had an interest in the share or loan capital of B&B or in any of its subsidian undertakings Mr
McLelland 15 a director of B&B and UKAR

Exents after the repertng period
The rate of corporation tax will decrease to 23% from | April 2013 as described in note 5 The proposed funther reduction to 21%
from 1 Aprit 2014 1s expected to be enacted separatels

Disclosure of information to auditors

The Durectors who held office at the date of approval of this Directors Report confirm that so far as they are each aware, there 1s
no relevant audit 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 himself aware of any relevant audit information and to establish that the Company's auditors
are aware of that information

This confirmation 15 given and should be interpreted in accordance with the provesiens of Section 4 18(2) of the Companies Act
2006

Risk management and control

In the ordinary course of business the Company s exposed to and manages a variety of nsks, with credit risk, liqudity nisk,
currency nisk and interest rate nisk bemng of particular significance  The Directors have responsibtlity for the overall syvstem of
mternal control and for reviewing 115 effectiveness In general when a transaction or group of transactions 15 entered nto
denivative instruments are taken out to manage the associated nsk The effectiveness of the risk management 15 then momitored on
an ongoing basis Details of the Companv's nisks and their management and control are provided in note 11 and further
discussion in the context of the B&B Group as a whole 1s provided on pages 11-13 of that B&B Group's 2012 Annual Report &
Accounts, which do not form part of this Report and Financial Statements

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

The 155ue documentation also sets oul a number of business risks through a number of asset and non assei tngger evenls
The occurrence of trigger evenls could lead to early redemption of the floating rate notes

Corporate governance

The Drirectors have been charged with governance i accordance with the transaction documents desenbing the structure and
operation of the transacuon The governance structure of the Companv ts such that the kev policies have been predetermined at
the tme of 1ssuance and the operational roics have been assigned to therd parties with their roles sinctly governed by the
transaction documents

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

Due to the nature of the securities which have been 1ssued the Company 1s exempt from the requrements of the Financial
Conduct Authorty (FCA') Disclosure and Transparency Rules 7 | Audit Committees and 7 2 Corporate Governance statements
(save for the nule 7 2 5 requinng description of the features of the internal control and nsk management sy stems), which would
otherwise require the Company respecuvely to have an audit commuattee 1n place and include a corporate governance statement 1
the Directors Report  The Directors are therefore satisfied that there 15 no requitement for an audit commitiee o a Supervisory
body entrusted to carry out the functions of an audit committee or to publish a corporate governance statement
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AIRF YALLFY MORTGAGES 2005 -1 PLC

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

Registered number 05343520

Political and chantable cantributions
During the year no political or charitable contrtbutions were made (2011 £ml)

Third party indemnities
Quahfving third party indemmaty provision for the benefit of all Directors was in force during the year under review and remains n
force as at the date of approval of the Drrectors’ Report and Financial Statements

Independent auditors
The audiiors, PricewaterhouseCoopers LLP have indicated their willingness to continue 1n office and a resolution that they be
reappointed will be proposed at the annual general meeting

Statement of Dtrectors' Responsibihties
The Durectors are responsible for prepaning the Directors’ Report and the Financial Statements 1n accordance with apphicable law
and regulations

Company law requires the Directors to prepare Financial Statements for each financial year Under that law the Directors have
prepared the Financial Statements 1n accordance with International Financial Reporting Standards {IFRSs) as adopted by the
European Umeon (EU ) Under company law the Directors must not approve the Financtal Statemenis unless they are satisfied that
they give a true and fair view of the state of affars of the Company and of the profit or loss of the Company for that penod In
prepanng these Financial Statements, the Directors are required to

* select smitable accounting polictes and then apply them consistently
« make yudgements and accounting estimates that are reasonable and prudent

* state whether applicable IFRSs as adopted by the EU have been followed subject to anv matenal departures
disclosed and explamned 1n the Financial Statements

* prepare the Financtal Statements on the going concern basis unless 1t 1s inappropnate to presume that the Company
will continue 1n business

The Directors are responsible for keeping adequate accounting records thai are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any nme the financial position of the Company and enable them to
ensure that the Financial Staternents comply with the Compames Act 2006 They are also responsible for safeguarding the
assets of the Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregulanities

By order of the Board

Heldna Whitaker

per pto SEM Corporate Services Limited
Companv Secretarv

14 June 2013
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AIRE VAILEY MORTGAGFS 2005-1PIC

Independent Auditor's Report to the members of Aire Valley Mortgages 2005-1 ple

We have audited the Financial Statements of Aire Valley Mortgages 2005-1 ple for the year ended 31 December 2012 which compnse the
Statement of Comprehensive Income, the Balance Sheet, the Statement of Changes in Equity, the Cash Flow Statement and the related
notes The financial reporting framework that has been applied in their preparation 1s applicable law and International I'inancial Reporting
Standards (IFRSs) as adopted by the European Unton

Respective responsibilities of directors and auditors

As explained more fully 1n the Statement of Directors' Responsibiithes set out on page 6, the Directors are responsible for the preparation
of the Financial Statements and for being satisfied that they give a true and farr view  Our responsibility 15 to audit and express an opinion
on the tmancial Statements i accordance with applicable law and International Standards on Auditing (UK and Ireland) Those
standards require us 10 comply with the Auditing Practices Board's Ethical Standards for Auditors

This report, including the opinions, has been preparcd for and only for the Company's members as a body n accordance with Chapter 3 ol
part 16 of the Compames Act 2006 and for no other purpose  We do nol, in giving these opmions, accept or assume responsibility for any
other purposc or to any other person to whom this repert 1s shown or into whose hands 1t may come save where expressly agreed by our |
prior consent in writtng

Scope of the audit of the Financial Statements

An audit mvolves obtaming evidence about the amounts and disclosures 1n the Financial Stalements sufficient to give reasonable
assurance thal the Financial Suatements are free from material misstatement, whether cavsed by fraud or error This includes an
assessment of whether the accounting policies are appropniate o the company 's circumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall presentation of the
Financial Statements In addition, we read all the financial and non-financial information in the Durectors' Report and Financial
Statements to identify matenal nconsistencies with the audited Financial Statements If we become aware of any apparemt matenial
misstatements or inconsistencics we consider the implications for our report

Opinion on Financial Statements

In our opinton the Financial Statements

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

¢ have been properly prepared in accordance with IFRSs as adopted by the European Umion, and

* have been prepared 1n accordance with the requirements of the Companies Act 2006

CGmnion on other matter prescribed by the Companies Act 2006
In our opimon the information given 1n the Directors' Report for the financial year for which the 1inancial Statements are prepared s
conssstent with the Financial Statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requures us to report to you 1f, in our

opinion

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

* the Financial Statements are not in agreement with the accountng records and returns or

= certain 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 (Semor Statutory Auditor)

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

14 June 2013
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Statement of Comprehensive Income for the year ended 31 December

Note
[nterest receivable and similar income 2
[nterest expense and similar charges 3
Net interest income
Operating expenses 4
Other (loss)/gain 1ife)
(Loss)/profit before taxation
Taxation 5

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

Total comprehensive (expense)/income for the financial year

AIRE VALLEY MORIGAGLES 2005- 1 PLC

2012
£000

7,614
(7,575)
39

(38)

(3,389)

(3,588)

@

(3,590)

(3,590)

20N
£000

4,902
(4.863)
39
(38)

3,646

3,647

224

3,871

3,871

The Company’s business and operations compnse 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

continuing activities and are attributable to the equity shareholder

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

Page 8



Balance Sheet at 31 December

Registered number 05343520

Assets

Loans to Group undertakings
Derivatrve financial mstruments
Total non-current assets

Cash and cash equivalents
Current tax assets
Total current assets

Total assets

Liabilities
Interest-bearing loans and borrowings
Total non-current habilities

Deposits by banks
Interest-bearing loans and borrow ings
Total current habilities

Total habilities

Equity

Capttal and reserves attributable to equity holders

Share capital
Retained earmings

Total equity attributable to owners of the parent

Total equity and habihities

AIRE VALLEY MORTGAGES 2005 - | PLC

Note

Hie)

Hie)

12

The notes on pages 12 1o 25 form an integral part of these Nnancial Statements

2012 2011
£000 £000
383,871 396 808
317,729 30731
421,600 447 539
55,513 68.882
1 3
55,514 68 885
477,114 516424
420,304 442,552
420,304 442,552
55,495 68,864
109 212
55,604 69,076
475,908 511,628
13 13

1,193 4,783
1,206 4796
477,114 516424

The Financial Statements were approved by the Board of Directors and authorised for 1ssue on 14 June 2013 and

signed on 1its behalf by

HeKRna Whitaker

per pro SFM Drirectors Limited
As Director

14 June 2013
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Statement of Changes in Equity for the year ended 31 December

At 1 January 2012

Total comprehensive income for the financial year

AIRE VALLEY MORIGAGES 2005-1 PLC

At 31 December 2012

At 1 January 2011

Total comprehensive income for the financial year

At 31 December 2011

Share Retained Total
capital earnings equity
£000 £000 £000
13 4,783 4,796

- (3,590) (3,590)
13 1,193 1,206

13 912 925

- 3,871 3,871
13 4,783 4,796
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Cash Flow Statement for the year ended 31 December

Cash flows from operating activities
(Loss)/profit before tax
Adjustments for
Interest on loans to Group undertakings
Interest on call loans
Interest on floating rate notes
Interest on call deposits
Amortisation of 1ssue costs
Swap interest
Fair value movements
Cash generated from operations
Taxation recerved
Net cash used 1n operating activities
Cash flows _from financing activities
Movement in loans to Group undertakmgs
Repayment of deposits by banks
Interest recerved on loans to Group undertakings
Interest received on call loans
Interest paid on floating rate notes
Interest on call deposits
Swap mnterest (paid)received
Repayment of floating rate notes
Net cash used in financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivaleats at end of year

Cash coliateral held
Cash at bank

AIRE VALLEY MORIGAGLS 2005- 1 PLC

2012 2011
£000 £000
(3,588) 3,647
(7,604) {4,751)
(10) (151)
6,953 5,547

10 156

1 2

611 (842)
3,589 (3,646)
(38) (38)

- |

(38) (7
12,937 97,042
(13,369) (18,750)
7,604 4,75)

10 151
(4,851) (5,535)
(10) (156)
(546) 842
(15,106) (97,062)
(13,331) (18,717)
(13,369) (18,754)
68,882 87,636
55,513 68,882
55,495 68,864
18 18
55,513 68,882

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

assoctated cross Currency swaps

Page 11




AIRE VALLFY MORTGAGES 2005-1 PIC

Notes to the Financial Statements for the year eaded 31 December 20)2

1 Principal accounting pohcies

Aare Valley Mortgages 2005-1 plc ("'the Company’) 15 a public limited habiity company mncorporaied and domiciled m the United Kingdom
(a) Statement of comphance

The Company's Financial Statements have been prepared and approved by the Directors 1 accordance with international Financial Reporting
Standards as adopted by the EU {'Adopted IFRS')

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

* The December 2010 amendments to [AS 12 ‘income Taxes relating to ‘Deferred Tax Recovery of Underhving Assets” This amendment 1s
mandatory for 2012 financial statements, with 2011 comparative information  Adoption of this statement had no impact on the Financial
Statements of the Company

For these 2012 Fmancial Statements the Company has not adopted the following statements but 1s conunuing to assess whether these
statements will have any 1mpact on the Financial Statements

IFRS 9 “Financial Instruments”, sections of which have been 1ssued as part of the International Accounting Standard Board's (‘IASB’s’)
project to replace IAS 39 ‘Financial Instruments Recogmition and Measurement’ This statement 1s expected to be mandatory for 2015
financial statements, with 2014 comparative information, but has not yet been adopted for use it the EU  The Company continues o
monitor developments

.

IFRS 13 *Fair Value Measurement”  This statement 1s mandatory for 2013 Financial Statenents, with 2012 comparative information

The June 2011 amendments to IAS 1 ‘Presentation of Financial Statements’ relating to ‘Presentation of Items of Other Comprehensive
Income’ This statement 1s mandatory for 2013 financial statements, with 2012 comparative mformation,

The December 2011 amendments to IFRS 7 'Financial Instruments Dhisclosures' and 1AS 32 ‘Financial Instruments Presentation' relating to
the offsetting of financial assets and financial habihines | hese amendments are mandatory for 2013 Financial Statements, with 2012
comparative infermation

+

The Annual Improvements to IFRSs 2009-2011 Cycle, 1ssued in May 2012 ‘Fhese changes are mandatorv for 2013 financial statements,
with 2012 comparative information

All other new standards, amendments to standards and interpretations are not considered relevant to and have no impact upen the Financial
Statements of the Company

The Financial Siatements also comply with the relevant provisions of Part 15 of the Companies Act 2006 and regulations made thercunder

(b} Basis of preparation

I'he Financial 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 11s tntention to continue to fund B&B so as to mamntamn that company as a going
concern and enable that company to meet us debts as and when they fall due unul 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'

The Dhrectors consider that the accounting policies set out in this note are the most appropriate o the Company’s circumstances, have been
consistently applied to the Company n dealing with ntems which are considered matenial, and are supported by reasonable and prudent

estimates and judgements

Judgements made by the Directors in the apphication of these accounting policies that have a significant effect on the Financial Statements and
estimates with a signuficant nisk of material adyustment in the next year are discussed n note 10
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AIRE YALLEY MORTGAGLS 2005-1 P1C

Notes to the Financial Statements for the year ended 31 December 2012 (continved)

1 Principal accounting policies (continued)
I'he Directors consider the business 10 compnse one operating and geographical segment due to the similanty of nisks faced within its UK
based restdential portfolios

The Financial Statements have been prepared in accordance with EU adopted IFRS, [FRIC interpretations 1ssued by the IFRS Interpretations
Commuttee {formerly the International Financial Reporting Interpretations Commitiee} and with those parts of the Companies Act 2006
apphcable to companies reporting under IFRS A summary of accounting policies is set out below The preparation of the Financial Stztements
in conformity with these accounting policies and generally accepted accounting principles requires the use of estimates and assumptions that
affect the reported values of assets and ltabilities at the date of the Financial Statements and the reported amounts of revenues and expenses
during the reporting period  Although these esumates are based on management's best knowledge of the amounts, event or actions, actual
results ultmately may differ from those estimates {sec note 10)

{¢) Interest income and expense
For all interest-bearng financial instruments except dernatives, nterest income and expense arc recognised tn the Statement of
Comprehensive Income on an Effective Interest Rate {'LIR') basis

The EIR method calculates the amortised cost of a financial asset or financial hability and spreads the resulting interest income or interest
expense on a level yicld basis over the expected hife of the instrument  The EIR 1s the rate which at the mception ol the instrument exactly
discounts expected future cash flows over the expected life of the instrument to the imual 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 includes all directly attributable incremental fees and costs, premua on acquisitton of mortgage
portfolios and all other premia and discounts as well as interest

When a financial asset or a group of sinilar financial assets 1s wnitten down as a result of an impairment loss, interest income continues to be
recognised by applying the applicable LIR to the reduced balance

{d) laxation

(1) Current tax

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

{n) Deferred tax

Deferred tax 15 calculated using the hability method, on temporary differences ansing between the tax bases of assets and habilines and their
carrying amounts n the Financial Statements Deferred tax 1s determuned using tax rates and laws that have been enacted or substantively
enacted by the Balance Sheet date and are expected to apply when the related deferred tax asset 1s realised or the deferred tax liability 1s
settled The principal temporary differences anise from unrealised fair value movements

(e) Cash and cash equnalents

For the purposes of the Cash Flow Statement cash and cash equivalents comprise balances which had an onginal matunity of three months or
less

{f) Floating rate notes
On mual recognition, debt i1ssued ts measured at 1ts fair value net of directly attributable transaction costs and discounts, 1n accordance with
IAS 39 Subsequent measurement 1s at amertised cost using the EIR method to amortise incremental attributable 1ssuc and transaction costs,
prermia and discounts over the Life of the mstrument these costs are charged along with interest on the debt to "interest expense and similar
charges' The carrying value of the instrument includes the amount of these adjustments which sull remains to be charged to the Statement of
Comprehensive Income

Poge 13



AIRE VALLEY MORTGAGES 2005- 1 PIC

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 LAS 39 each financial asset 1s classified at imnial recognition nto one of four categories

(1) Financial assets at fair value through profit or loss,
(11) Held-to-matunty investments

(1) Loans and receivables, or

(1) Available-for-sale,

and each financial liabihty into one of two categories

(v) Fmnancral habilittes at fair value through profit or loss or
(v1) Other Liabilities

Measurement of financtal instruments 1s exther at amornised cost (categones (11), (1n) and (v1) above) or at farr value (categories (1), (iv) and (v)
above), depending on the category of financial instrument

The Company does not carry any financial instruments at ‘fair value' other than denivative financial imstruments

Amortised cost 15 the amount measured at 1muial recogninion, adjusted for subsequent principal and other payments, less cumulative
amortisation calculated using the EIR methed, the amortisatton 1s taken to interest income or expense depending on whether the instrument 1s
an asset or habilty  For assets the amortised cost balance would be reduced where appropriate by an allowance for amounts considered to be
impaired or uncollectable The loans to Group undertakings will not become impaired unless the mortgages in the pool become impaired to the
cxtent that all credit enhancement 15 used up

Fair vatue 1s the amount for which an asset can be exchanged, or a hability settled, between knowledgeable willhing parties i an arm's length
transaction - Where a market exists, fair values are based on quoted market prices  For instruments whech do not have active markets fair
value 15 calculated using present value models which take individual cash flows together with assumptions based on market conditions and
credit spreads and arc consistent with accepied economic methodologies for pricing financial 1nstruments

(h) Dervative financial instruments

All denvatives are carred 1n the Balance Sheet at fair value as assets when the far value 15 positive and as labilities when the fair value ts
negative Changes m the fair value of derivatives are reflected immediately in the Statement of Comprehensive Income as 'other ganfloss'
Ihe dernatives were taken out as economic hedges against interest rate and exchange rale moventents

(1) Foreign currencies

I areign currency iransactions, assets and habiliies are accounted for in accordance with [AS 21 'The Effects of Changes in Foreign Exchange
Rates" The presentational and funcuonal currency of the Company 15 pounds sterling Transactions which arc not denominated 0 pounds
sterling are translated into sterling at the spot rate of exchange on the date of the transaction Monetary assets and habilities which are not
denomnated 1n pounds sterling arc translated into sterhing at the closing rate of exchange at the Balance Sheet date

Foreign exchange gamns and losses resulting from the restatement and settlement of such transactions are recogmised in the Statement of
Comprehensive Income in 'other loss/gam’

(J) Hedge accounting

The Company applied fair value hedge accounting to #ts floating rate noles to hedge nterest and exchange rate movements In 2011 the
Company ceased to apply hedge accounting  The carrying amount of floating rate notes still includes legacy fair value hedge adjustments
which are being amortised to the statement of comprehensive mcome over the the instrument's remaiming hife by recalculating s effective
interest rate
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AIREVALLEY MORTGAGES 2005- 1 PLC

Notes to the Financial Statements for the year ended 3t December 2012 (continued)

Interest receryable and similar income

2082 2011
£000 £000
Interest on loans to Group undenakings 7.604 4 758
Interest on call lpans 10 151
7.614 4902
Interest income for the year on impaired assets was £m1 (2011 £ml) as no financial asset 15 impaired
[nterest expense and simmlar charges
2012 2001
£000 £000
Interest on flpaling rate notes 6,953 5547
Interest on cash collateral 10 156
Swap interest all (842)
Amortisation of 1ssue costs 1 2
7375 4 863
The interest rates payable on the floating rate notes step up 1f the noles are not redeemed by cenain dates
Operating expenses
012 2011
£000 £000
Legal and professional fees 38 38
Auditors remuneranon of £2 438 (2011 £2 475) was bome by B&B
The Company had ne empley ees duning the year or previous year
Taxation
2012 2011
£000 £0040
Current taxation charge
UK corporation tax on (loss¥profit for the year - -
Adjustments in respect of previous years 2 -

Ortgination and reversal of temporary differences - (224)

Tetal taxation charge/(credit) per the Statement of Comprehensive Income 2 (224)
(Loss)/profit before taxation (3.588) 3647
UK corporation tax at 24 5% (2011 26 5%) 879 966
Effects of
Expenses not deductble for taxaton 179 -
Income not taxable B (966)
Adjustments in respect of previous years 2 (224)
Total taxation charge/(credit) per the Statement of Comprehensive Income 2 (224)
The deferred tax lrability 1s attnbutable to the following
Recognised Asat 31 Recogmsed Asat 31
In Income December  inincome December
2012 2012 2011 20N
£000 £000 £000 £000
Fair value movements - - 224

On 21 March 2012 the Government announced a reduction wn the rate of corporation tax to 24% with effect from | Apnl 2012 This
reduction was enacted under the Provisional Collection of Taxes Act 1968 on 26 March 2012 In addition the Finance Act 2012 which
passed into law on 31 July 2012 included legislation to reduce the main tax rate of corporation tax from 24% to 23% with effect from 1
Apnl 2013

The carrying amount of deferred tax relaung 1o fair value movements has been reassessed as beng ml because 1t 15 not expected to
result in an actual future tax payment or receipt

Employees and Directors' emoluments
There wete no employ ees durng the year (2011 none) and none of the Directors received emoluments 1n respect

of thewr services to the Company A corporate service fee 18 paid to Structured Finance Management Limuted in connecnion with s
supply of corporate management services including the provision of directors {see note 9)
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AIRE VAILEY MORTGAGES 2005 - | PLC

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

Interest-bearing loans and borrowings
Interest-bearing loans and borrowings compnise fleating rate notes 1ssued on 28 April 2003

Under the terms of the Notes, any shortfalls arising on the redemption of the Loan to Group undertaking, over which the
Notcholders have a charge, may result in a reduction 1n the hability under the Notes, due to theirr hmited recourse nature Such
shortfall on the redemption of the Loan to Group undertakimg may anse 1f the underly ing mortgage pool against which the Loan to
Group undertaking 1s secured does not generate suffictent cash to repay the Loan to Group undertaking and the credit enhancement
1n the structure 15 not sufficient o cover such shortfall

Class Final In currency In currency 31 December 2012 31 December 2011
maturity 31 December 2012 31 December 2011 £400 £000

Series 2 Al Sep 2066 £168,471,605 £176,251,957 168,472 176,252
Seris 2 A2 Sep 2066 € 203,048,747 €212,425,939 164,957 177,567
Series 2 A3 Sep 2066 $36,784,193 US$38,482,960 22,660 24,777
Series 2 B Sep 2066 £10,000,000 £10,000,000 10,000 10,000
Series 2 B2 Sep 2066 € 23,000,000 € 23,000,000 18,685 19 226
Senes 22 Sep 2066 € 41,800,000 € 41,800,000 33,958 34,941
418,732 442,763

Issue costs - (1)
Unamorused carrying value of de-designated fair value hedge (633) 210
418,099 442,552

Accrued interest - non-current 2,205 -
Accrued interest - current 109 212
420,413 442,764

Non-current accrued interest reflects the anticipated interest rate step-ups on certain notes

Subject to their scheduled redemption dates, the Class A notes rank, irrespective of series, without preference or priority amongst
themselves Subject to the relevant scheduled andfor, as applicable, permitted redemptron 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 principal and
mterest due and payable on the Class B notes and the Class C notes subject to the terms and condihions of the notes, the 1ssuer cash
managementagreement, the issuer deed of charge and the other 1ssuer transaction documents  Simualarly, payments of principal and
mterest due and payable on the Class B notes will rank ahead of payments of principal and interest due and payable on the Class C
notes

The notes are now n "pass through', and will be partially redeemed on cach quarierly interest payment date to the extent that funds
are available, in accordance with the terms set out in the Offering Circular  The timtng of future redemptions will be dependeni on
the availability of funds, and cannot be reliably forecast and hence the notes have all been described as non

current habihties

As desenibed in note 11(a), on 10 May 2012 a non-asset tnigger event occurred  [his has affected the tming of future redemptions «
the loan notes n tssue

Interest 1s payable on the Senes 2 Class Al and Class B1 notes at a vanable rate based on three month sterling LIBOR  Interest
15 payable on the Senes 2 Class A2, Class B2 and Class C2 notes at a vanable rate bascd on three month EURIBOR  Interest 15
payable on the Series 2 Class A3 notes at vaniable rates based upon three month US Dollar LIBOR  The mterest rates payable

on curtain notes stepped up on certain dates, and the rates payable on other notes will step up 1 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 nterest at 31 December 2012
compared to 31 December 2011 reflects the anticipated future step ups

The Company's obligations to noteholders and to other secured creditors are secured under a deed of charge which grants
secunty over all its assets in favour of the securntv trustee  The principal assets of the Company are loans made by 1t to Aure
Valley Funding 1 Limited, a fellow subsidiary undertaking of Awre Valley Holdings Limited, whose obhigations n respect of
these loans are secured pursuant to a deed of charge which grants secunty over all its assets, primanly consisting of its
beneficial interest in a portfolio of restdential mortgage loans, 1n favour of the securnity trustee

The secunty trusice holds this secunity for the benefit of all secured creditors of Aure Valley Funding | Limited, including the
Company
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AIRE VALLEY MORIGAGES2005-1PIC

Notes to the Financial Statements for the yvear ended 31 December 2012 (continued)
Loans to Group undertakings

Loans to Group undertakings comprise a single loan to Arre Valtey Funding | Limited, denommated n
Sterling and at a vaniable rate of interest  This loan has ultimately been secured against a beneficial interest
m a morigage pertfolio held in trust on behalf of the Aire Valley Holdings Limited Group  The ability of
Auwe Valley Funding | Limuted to pay amounts due on the intercompany loan will depend manly upon 1t
receving sufficient revenue receipis 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 funds The terms
of the leans to Group undertakings are set such that the Company's income 15 sufficient to service its
habilities and (o retain a profit prescribed by the terms of the securitisation structure  The repay ment of the
micrcompany leans will comcide with the repayment of the floating rate notes as they become due for
payment, only to the extent these are available, and hence the loans have all been described as non-current
assels

Related party disclosures

The Company 15 a special purpose vehicle controlled by 1ts Board of Directors, which compnses three
Directors  1wo of the Company's threu Directors are corporate Directors provided by Structured Finance
Management Limited and the third 15 a director of B&B (lhe controlling party under IFRS) The Company
pays a corporate services fee to Structured Finance Management Limuted in connection with 1ts supply of
corporate management services including the provision of Directors  The fee amounted to £10,168 (2011
£10,093)

The Company undertook the following transactions with companies in the B&B Group and the Awre Valley
Holdings Limiuted Group

Aare Valley Are Valley
Holdwngs Limited Holdings Linned
and subsidiaries and substdiaries
2012 2011
£000 £000
Interest recervable and similar income
Interest on loans to Group undertakings 7,604 4,751
Non-current assets
Loans to Group undertakings 383,871 396,808

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

AL 31 December 2012 B&B held €13,100,000 (2011 €nil) of the Company's floating rate notes and carned
€116,000 (2011 €ml) mterest on them duning the year

Critical accounting judgements and estimates

In preparation of the Company's Financial Statements judgements and estmates are made which affect the
reported amounts of assets and habilitics, judgements and estimates are kept under continuous evaluation
Judgements and estimates are based on historical experience, cxpectations of future events and other
factors

Effectns ¢ interest rate
Certain financial instruments are accounted for at amortised cost on an effective mterest rate basis, under

which the mcome or expense associated with the nsirument 15 spread over the instrument's expected life
On a quarterly basis, models are reviewed to te-assess expected hfe

Fair values of inancial instruments

Certam financial instruments are camed at farr value Where a market exists, fair values are based on
quoted market prices  For instruments which do not have an active market, fair value 1s calculated using
expected future cash flows for which assumptions are made
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AIRE VALLEY MORTGAGLS 2005-1 PLC

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

Financial instruments

Categories of financial assets and financial habilities carrying value compared to fair value

At 31 December 2012

Assets at fair value

through profit or Total
loss onimitial  Loans and  carrying
Financial assets recognition  recervables value Fair value
£060 £000 £000 £000
Loans to Group undertakings - 383 871 383871 346 833
Dervative financial instruments 37729 - 37729 37,729
Cash and cash cquivalents - 55.513 35513 55513
Total financial assets 37,729 439,384 477,113 440,095
Liabilities at faar
value through Liabilities at Total
profitorlosson  amortised carrying
Financial habibities imrtial recognition cost value Fair value
£000 £000 £000 £000
Interest-bearing loans and borrow ings - 420413 420413 383 395
Dcposits by banks - 35 495 55495 55 495
Total financial habihties - 475,908 475,908 438,890
At 31 December 2011
Assets at farr value
through profit or Total
loss on iitial Loans and  carrying
Financial assets recognition  receivables value Tair value
£000 £000 £000 £000
Loans to Group undertakings - 396 808 396 808 293.301
Dervauve financial instruments 50731 - 50731 50 731
Cash and cash cquivalenis - 08 832 68 832 68.382
Ictal financial assets 50731 465690 516421 412914
Liabilities at fair
value through  Liabilities at Total
profit or loss on amoruised  carrving
Financial fiabilines mitial recognition cost value  Fair value
£000 £000 £000 £000
[nterest-bearing loans and borrowings - 442764 442764 339257
Deposits by banks - 68 864 68 864 63 864
Total financtal habilities - 311628 311628 408 121
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AIRE YALLEY MORTGAGLES 2005-1PLC

Notes to the Financial Statements for the year ended 31 December 2012 (conuinued)
11 Fmancial instruments (continued)

(a) Categones of financial assets and financial habittes carrying value compared to fair value (continued)

No financial assets were reclassified during the year between amortised cost and fair value categones

The fair value of loans to group undertakings has been adjusted to reflect the market yields implied by the floaung rate notes valuations
The fair value of interest-bearing loans and borrowings 1s based upon quoted market prices

The fair value of derivatives 1s their carrying amount

On 10 May 2012 a non-asset trigger event occurred within the structure of the Awrc Vallev Master Trust, due to the aggregate current
balance of loans comprising the trust property fallmg below the minimum trust size of £10 7illion  This affected the order of prionity of
payments as set out on pages 108 to 112 of the Company’s Offering Circular As a resuit, scheduled redemptions of any outstanding
notes will not be pard on thewr scheduled redemption dates and may not be paid on therr final matunity date  All principal receipts are
allocated to Aire Valley Funding ! Limited and will continue to be so allocated until the relevant share of the trust properiy 15 zero The
principal receipts are utihsed to repay all intercompany term advances until they have been repaid 1n full, 1f sufficient funds are available

(b} Interest income and expense on financial instruments that are not at fair value through profit or loss

2012 2012 2011 2011

Income k xpense Income Expense

£000 £000 £000 £000

Interest on loans to Group undertakings 7,604 - 4751 -
Interest on call Joans 10 - 151 -
Interest on floating rate notes - 6,953 - 5,547
Interest on cash collateral - 1¢ - 156
Amortisation of 1s5ue costs - 1 - 2

Interest income for the year on impaired assets was £mli {2011 £mil) as no financial assct 1s regarded as impaired

(c

—

Nature and extent of risks arising from financial instruments

Ihe Company's cxposure to nsk on financial mstruments and the management of this risk 15 established at the commencement of the
sccuritisation transactions, with the Company's acuvities and the roles of other parties defined 1n the programme documentation
Financial instruments used by the Company for risk management purposes include derivative mstruments  Such instruments are used for
commercial hedging purposes only, not for trading ot speculative purposes, to hedge tnterest rate and currency risk arising as part of the
securiisation transaction - The principal derivative mstruments used by the Company in managing its nisk are ¢ross currency swaps The
maturity profile of dernvative instrumentsreflects the nature of cxposures arising from underlying business activitics  All the Company's
denvatives activity 1s contracted with fingncial mstututions

Credut risk

Credit nisk reflects the nisk that a counterparty of the Company will be unable or unwilling to meet a contractual commitment to the
Company The Company 1s exposed to credit risk via amounts duc from the loan to Group underiakings, dertvative counterparties and
deposits with third party banks

The Company’s ability to mect payments under the floating rate notes relies on the receipt of funds on the loan to Group undertakings,
which 1s in turn dependent on receipt of pay ments on the morigage portfolio held in trust  To mummise nisk any mortgage included in
the portfolio 15 required 1o meet a number of criteria as determined in the transaction document  Credit nisk also exists on the denvative
contracts entered into  The swap counterparties are required to have minimum credit ratings as outhined in the transaction documentation

The exposure to credit resk 15 represented by the carny ing amount of each financial asset, as set out in the table in note 11e(a
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Notes to the Ftoancial Statements for the year ended 31 December 2012 {continucd)
Financial insteuments {continned)
MNature and extent of nisks arising from financial instruments {continued)

Fiquidity risk

During the year the Company had floating rate notes 1n 15sue denominated 1n Sterling US Dollars and Euros  The Company's pohicy 15 to
maintam sufficient funds 1 a iqud form at all times to ensure that the Company can meet 1ts habilities as thes fall due The Company's
abthty to meet payments under the floanng rate noies relies on the receipt of funds on the loan to Group undertakings, which 1s 1a turn
dependent on receipt of payments on the mortgage porifolio held in trust (note 11¢ (1))

Currency risk

During the year the Compzny had floating rate notes in (ssue denominated in US Dollars and Euros  The Company's policy 1s to ehrminate all
exposutes ansing {rom movements tn 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 are denominated in Sterling  The table m note 11¢(un) summanses the Company's assets
and habilittes denominated 1n foreign currencies

Interest rate risk

Interest rate nsk exists where assets and habilities have mterest rates set under a different basis or which reset at different umes  To mtnimise
exposure o interest rate sk the Company ensures that the interest rate profiles of the loans 1o Group undertakings and of the interest-bearing
loans and borrowings are simifar Where this 15 not possible derivative financial mstruments are also used to reduce any residual interest rate
risk If LIBOR for three month-Steriing deposits was 1% higher or lower with all other vanables held constant the effect on the Company's
net 1nterest income would be immaterial duc to movements on 1nterest on the loan to Group undertakings being offset by movements on
nterest on the loan notes  This would also apply 1f LIBOR for three-month Euro and US § deposits were §% higher or lower with all other
vanables held constant as movements tn interest on foreign currency loan notes would be ofTset by a corresponding movement i interest on
the currency swaps and on loans to Group undertakings

A 1% ncrease in LIBOR for three month Sterling deposits would give nise to a fair vatue gain in the Statement of Comprehensive Income of
784 000 due 10 changes 1n the faer value of denvatives A 1% 1ncrease in LIBOR for three-month Eure deposits would give nse to a (air valu
loss in the Statement of Comprehensive [ncome of £797 000 due to changes in the fair value of denvanves A 1% increase n LIBOR for
three-month US § deposits would give nise to a farr value loss 1n the Statement of Comprehensive Income of £63,000 due to changes n the fa)
value of denivatives

Chther market risks
At the year end the Companv had no other matenal exposure to market nisks (2011 £ml)

{1) Credit risk
Before taking account of any collateral the exposure to credit nsk was
202 2011
£000 £000
Loans to Group undertakings 383,871 196 8038
Denvative financtal instruments 37,729 50,731
Cash and cash equivalents 55,513 68 882
Total on-Balance Sheet and maximum exposure to credit risk 477,113 516 421

Ne impairment has been recogmsed 1n respect of any financial asset and no financial assets were past due

Credit enhancements

Credit enhancement 1s provided to the secuntisation structure in a number of ways The mortgage pool assets are significantlv greater than
the Notes which have been 1ssued by the members of the Awe Valley Holdings Limited group This over-collateralisation as well as the
reserve fund are available to make good any reductions in the principal balance of the mortgage pool as result of defaults by customers

2012 20N

£000 £000
Mortgages 10,402,945 10 838,207
Notes in 1ssue {7,667,634) (8 096 599
Over collateralisation 2,735,315 2 741,608
Liabiligy reserve fund 380,000 380 000
Total credit enhancements 3,115,315 3121 608

At 31 December 2012 the cash and cash equivalents wete deposited with a counterparty which had a credit rating of AA- (2011 AA-)

The Company 1s exposed io credit risk on the ‘toans 10 Group undertakings' Thus compnses a loan to Atre Valley Funchng 1 Limited which
used the proceeds to purchase an interest in a portfohio of residential mortgages from B&B The credit nsk assoctated with the mortgage
portfolio 15 contrnually monitored by the B&B group and external rating agencies A sigmficant increase in the arrears and/or repossession
losses associated with thus mortgage portfolio could result in Aire Valley Funding | Limited being unable to make all repayments of snterest
and principal due to the Compamy in respect of the loans  This in turn could mean that the Company 15 unable to make all repayments of
nterest and principal due 1n respect of the loan notes 1t should be noted however, that the Company 15 only obliged to make repayments of
interest and principal in respect of the loan notes to the extent that the repayments received from the loans to Aire Valley Funding 1 Limited
allow
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Notes to the Financial Statements for the year ended 31 December 2012 (continued)

Financial instruments (contmued)
Nature and extent of risks arising from financial instruments (continued)

() Ligudity nsk

There 15 a hquidity reserve fund provided by Aire Valley Funding 1 Limuted i the event that the Company 1s unable to
meet 1ts financial commitments, on a temporary basis, 1t certatn circumstances and subject to certain critenia This fund
was not drawn upon duning the cusrent or preceding year or m 2013 up (o the date of authonsation of these Financial
Statements

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

In more than
[n more than one year but

In not more  three months not more In more
On than three  but not more than five than five
demand months  than one year years years lotal
£000 £000 £000 £000 £000 £000
At 31 December 2012
Interest-bearmg loans and - 9,871 36,470 265,597 122,136 434,074
Deposits by banks 55,495 - - - - 55,495
1 otal 55,495 9,871 36,470 265,597 122,136 489,569
At 31 December 2011
Interest-bearing loans and - 17,180 22,726 238,274 190,253 468,433
Deposits by banks 68,864 - - - - 68,864
Total 68,864 17,180 22,726 238,274 190,253 337,297

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

As described 1n note 11(a), on 10 May 2012 a non-asset trigger cvent occurred This wail affect the uming of future
redemptions of the loan notes in 1ssue

() Currency risk

The Group's policy 1s to hedge all matenal foreign currency exposures, by the use of derivatives  Consequently, at 31
December 2012 and 31 December 2011 the Company had no net material exposure to foreign exchange fluctuations or
changes n foreign currency intercst rates  The impact on the Company's profit and equity of reasonably possible changes
m exchange rates compared to actual rates would not have been matenal at 31 December 2012, the movement in value of
the floating rate notes would be offset by movement in value of derivatives

The amounts of financial assels and liabiliies denominated n toreign currencies were as follows

Euro USS lotal
£000 £000 £000
At 3] December 2012
Financial assets
Denvative financial instruments 217,652 22,663 240,317
Cash and cash equivalents 55,495 - 55,495
Total financial assets 273,147 22,665 295,812
Financial habihities
Deposits by banks 55,495 - 55,495
Inlcrest-beamg loans and borrowings 217,652 22,665 240,317
Total financial habihittes 273,147 22,665 295,812

Net currency gap - - -

Page 21




(e

(d

(e

—

—

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

Financial instruments (continued)
Nature and extent of rishs arising from financial instruments (contiued)

(m) Currency risk (continued)

Euro Uss T'otal
£000 £000 £000
At 31 December 2011
Fiancial assets
Denvative financial instruments 231,863 24,783 256,646
Cash and cash equivalents 68,864 - 68,364
Total financial assets 300,727 24,783 325,510
Financial habihties
Deposiis by banks 68,864 - 68,864
Interest-bearing loans and borrowings 231,863 24,783 256,646
Total financial habiiities 300,727 24 783 325,510

Net currency gap - - _

Concentrations of risk

The Company operates primarily in the Unmited Kingdom, and adverse changes to the Umited Kimgdem economy could
impact on all areas of the Company's busmess The loan te Group undertakings 1s due from one cntity, Awre Valley
Funding | Limited, and represents an intercst in a portfolio of mortgage loans secured on residential properties m the
United Kmgdom In turn Aire Valley Funding 1 Limued's ability to meet its loan obhgations to the Company 15 based
upon tts cash receipts from 1ts mterest in the portfolio

Derivatives

The Company had the following types of derivauives

Nomnal Fair Total

amounts value derivatives
At 3] December 2012 £000 £000 £000
Cross-currency interest rate swaps 240,260 37,719 37,729
Total asset balances 240,260 37,729 37,729
At 31 December 2011 £000 £000 £000
Cross-currency mterest rate swaps 256,510 50,73t 50,731
Total asset balances 256,510 50,731 50,731

Other gain/(loss) on dervatives in the Statement of Comprehensive Income compromused the

following 2012 2011
£000 £000

Net losses on derivatives (12,936) (15,053)
Net gains on interest-bearing loans and borrowings due to exchange rate movements 8,925 19,147
Amortisation of the carrymg value of de-designated fair value hedge 422 (448)
{3,589) 3,646

Cross-currency swaps are used to hedge the interesi and exchange rate risk on the floating rate notes This represents an
effective economic hedge, but for accounung purposes there 1s some hedge neffectiveness which 1s a uming 1ssue only
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Notes to the Financial Statements for the year ended 31 December 2012 (continued)
Financial instruments {(continued)
Fair value measurement

Financial assets and Labilites carned at fair value are valued on the following bases

Level 1 Level 2 Level 3 1 otal
At 31 December 2012 £000 £000 £000 £000
Financial assets
Denvative financial instruments - - 37,7129 37,729
Level | Level 2 Level 3 [otal
Al 31 December 2011 £000 £000 £000 £000
Financial assets
Dervative financial instruments - - 50,731 50,731

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

Level 2 Inputs other than quoted prices that are observable for the asset or hability, enther directly (1 e as price) or indirectly (1 ¢

denived from the implications of prices)

Level 3 Inputs for the asset or hability that are not based on observable market data or have significant unobservable inputs

The movement 1n assets and liabilities measured using a valuation techmque for which any significant nput 15 not based on

observable market data (Lovel 3) 15 as follows
Financal assets

Derivative
financal
mnstruments 1 otal
£000 £'000
At 1 January 2012 50,731 50,731
Total losses in the Statement of Comprehensive Income (13,002) {13,002)
At 31 December 2012 37,729 37,729
Financtal assects
Denvatne
financial
nstruments Total
£'000 £000
At 1 January 2011 65,784 63,784
Total losses in the Statement of Comprehensive Income {15,053) (15,053)
At 31 December 2011 50,731 50,731
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Notes to the Financial Statements for the year ended 31 December 2012 (continued)

Financial instrements (continued)

Sensitivity analysis of reasonably possible alternative assumptions for level 3 instruments

The main unobservable mput that affects the valuation of the denivatnve financial nstruments 1s the forecast level of customer
prepayments n respect of mortgage loans assigned to the Trust  An mcreasc n forecast prepayments will cause cross currency
swaps associated with the notes n 1ssuc to pay down in an accelerated manner, so affecung therr fair values  The following table

shows Lhe impact on reported fair values of a hypotheucal 10% increase in customer prepayments

Favourable Unfavourable
changes to changes to
2012 Reported Revised Income Income
fair value fair value Statement Statement
£000 £000 £000 £000
Financial assets
Denvative financial instruments 37,729 37,619 - (110)
Financial habilities
Denvative financial mstruments - - -
Favourable Unfavourable
changes to changes te
201 Reported Revised Income Income
fair value fair vatue Statemnent Statement
£000 £000 £000 £0600
Financial assets
Denvative financial instruments 50,731 50,648 - (83)
Financial habihites
Denvative financial instruments - . -
Share capital
2012 2011 2012 2011
Number Number £ £
Authorised
Ordinary shares of £1 each
At | January and 31 December 100,000 100,000 100,000 100,000
Issucd
At 1 January and 31 December
Ordinary shares of £1 each fully paid 2 2 2 2
Ordmary shares of £1 each partly paid 49,998 49,998 12,499 12,499
50,000 50,000 12,501 12,501

These shares rank equally in respect of ights attaching to voting, dividends and in the event of a winding up

Capital structure

The Company's capital 15 represenied by the capital and reserves attributable to equity holders

The Company 15 not subject 1o

cxternally imposed capital requirements other than the mumimum share capial required by the Compames Act, with which 1t
comphes The Company manages its capital and reserves in order that there 15 sufficient capital to meet the needs of the

Company in us operaions
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Notes to the Frnancial Statements for the year ended 31 December 2012 (continued)
Ulamate parent undertaking

The Company's immmediate parent undertaking 1s Awre Valley Holdings Limited, a private hmeied liability company mcorporated
and domiciled 1n the Umited Kingdom

The Company's ultimate parent undertaking 1s SFM Corporate Services Limited, a private hmited liability company mcorporated
and domiciled 1n the Umited Kingdom, which holds the shares of Amre Valley Holdings Limited on a discretionary trust basis for
the benefit of certain chanties

Copies of the financial statements of Aire Valley Holdings Lunited and SFM Corporate Services Limited may be obtained from
the Company Sccretary at 35 Great St Helen's, London EC3A 6AP

Under [FRS, the Company's controlling party during the year and previous year was B&B, a public company incorporated and
domiciled 1n the United Kingdom B&B heads the smallest group of compantes into which the Financial Statements of the
Company are consolidated Copies of the financial statements of B&B may be obtamed (rom the Company Secretary at Croft
Road, Crossflatts, Bingley, West Yorkshire BD16 2UA

As aresult of The Bradford & Bingley plc Transfer of Sccunities and Property ete Ordor 2008, which transferred all shares 1n
B&B to the Treasury Solicitor as neminee for HM Treasury on 29 September 2008, the Company considered Her Majesty's
Government to be 1ts 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 Limited, a private lunited company incorperated and domiciled 1 the United
Kingdom, which 1s wholly owned by the Treasury Solicitor as nominee for HM Treasury The Company considers Her Majesty's
Government to remamn its ultimate controlling party UK Asset Resolutien Limited heads the largest group of companies into
which the Financial Statements of the Company are consolidated Copies of the financial statements of UK Asset Resolution
Limited may be obtained from the Company Secretary at Croft Road, Crossflatts, Bingley, West Yorkshire BD16 2UA

Operations of the Company

B&8B, the onginator of the mortgage loans 1n the Aure Valley Master [rust pool, carries the pool mortgages on its balance sheet
The cash receipts in respect of the mortgage loans in the pool are collected by B&B and pad to the Trustee  On a monthly basis
the Trustee allocates this cash between Aure Valley Funding | Limited, the other funding companzes in the 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 Awre Valley
Funding I Limied allocates this cash between the Company and the other issumng compames n the Awe Valley Funding |
Limited structure  The Company uses its cash receipts 1o service ils loan noles i accordance with their terms

As descnibed 1n note 11(a), on 10 May 2012 a non-asset trigger event occurred This has affected the tming of future
redemptions of the loan notes in 1ssue

In accordance with the terms of the securitisation transaction, the company retains a profit before tax of a maximum of 0 01% of
chigible ncome

Events after the reporting pertod

The rate of corporation tax will decrease to 23% from | April 2013 as detailed n note 5 The proposed further reduction to 21%
with effect from 1 Apni 201415 expected to be enacted seperately
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