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AIRE VALLEY MORTGAGES 2005 -1 PLC

Directors’ Report for the year ended 31 December 2010
Registered number 5343520

The Directors present therr Report and Financial Statements for the year ended 31 December 2010

Principal activities and business review

Aure Valley Mortgages 2005 - 1 plc (the Company') 1s a public mited company incorporated on 26 January 2005 1n the
Umted Kingdom under the Companies Act 1985 and registered in England and Wales The Company 1s a subsidiary of
Airc Valley Holdings Limited, a limited hiability company ncorporated i the United Kingdom and registered 1in England
and Wales under the Compantes Act 1985

Aare Valley Holdings Lumited holds 49,998 £1 quarter paid shares and one £1 fully paid share and SFM Nominees
Limuted (the share nominee) holds one £1 fully paid share

The Company's principal activity 15 to 1ssue debt secunties and 1o enter into financial arrangements to fund the activities
of certain subsidianies of Aire Valley Holdings Limued by means of intercompany loans  The debt securities were
ongmalty 1ssued in US Dollars, Euros and Sterling and are secured on a beneficial interest in a portfolio of mortgage
loans held by Aire Valley Trustee Limuted under a Master Trust arrangement  These mortgage loans, which are
onginated by Bradford & Bungley plc, are secured on residential property i the United Kingdom Details are set out 1n
the offering circular pertinent to the 1ssue  The Company 1ssued £998 5m floating rate notes to the market on 28 Apnl
2005 £216 2m of the notes were redeemed 1 December 2007, £267 1m were redeemed in March 2008 and a further
£16 2m 1n June 2008 £5 3m of the loan notes were redeemed 1n December 2010 At the exchange rates at 1ssue, as at 31
December 2010 £493 7m (2009 £499 Om) remained 1 1ssue, of which £49 Om were redeemed i March 2011 The
profits of the Company are pre-determ:ned under the terms of the 15sue documentation The results for the year are
shown 1n the Statement of Comprehensive Income on page 8 The profit afler waxation was £590,000 (2009 profit
£436,000} Fair value gains of £747,000 (2009 £550,000) arose due to the movements in interest rates and exchange
rates over the course of the year Thas fair value gan 15 a timing effect only, which will reverse, and does not have cash
mphications

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

The key performance indicators used by management in assessing the performance of the Company are actual cash flows
against planned cash flows and the credit ratings assigned to the loan notes  The performance of the Company 1s
addressed in the quarterly trustee reports to mnvestors, and there have been no changes in the credit ratings of the notes 1n
the year or previous year, or in 2011 up to the date of authonisation of this Report and Accounts

The Company operates as a provider of mortgage loans secured on residential properties and of associated services No
new lending 1s carned out. On | October 2010 UK Asset Resolution Ltd (UKAR") was established as the holding
company for Northern Rock {Asset Management) plc {NRAM") and Bradford & Bingley plc (B&B"), bnnging together
the two brands under shared management and a common Board of Directors

Future developments
The Directors expect that dunng 2011 the Company will continue to meet the interest payments on the notes At the
present ume the Directors do not foresee any changes i the Company's activities

Dividend
No dividends were paid during the year or previous year, and the Directors do not recommend the payment of a final
dividend for the year (2009 nil)

Payment pohicy
Standard terms provide for payment of all invoices within 30 days of invoice date, except where different arrangements
have been agreed with suppliers 1115 the policy of the Company to abide by the agreed payment terms

Directors
The Directors who served during the year were as follows

Phullip Alexander McLelland

SFM Directors Limited
SFM Directors (No 2) Limited
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AIRE VALLEY MORTGAGES 2005 -1 PLC

Darectors’ Report for the year ended 31 December 2010 (continued)
Registered number 5343520
Directors {continued)

Mr McLelland, SFM Directors Limited and SFM Directors (No 2} Linuted are also directors of Aure Valley Holdings
Limited None of the Directors had any mterest wn the share capital of Awre Valley Holdings Limited dunng the year
none of the Directors had an interest 1n the share or loan capital of B&B or in any of us subsidiary undertakings

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 15 no relevant audit information of which the Company’s auditors are unaware, and each Director has
taken all the steps that he ought to have taken as a Director to make himself aware of any relevant audit information
and to establish that the Company's auditors are aware of that information

Risk management and control

In the ordinary course of businness the Company 18 exposed to, and manages, a vanety of nisks, with credit nsk, hquedity
nsk, currency nisk and interest rate nsk being of particular sigmficance The Directors have responsibality for the
overall system of internal control and for reviewing its effectiveness In general, when a transaction or group of
transactions 1s entered into, denvative instruments are taken cut to manage the associated risk. The effectiveness of the
nsk management 15 then montored on an ongowng basis  Details of the Company's nisks and their management and
control are provided 1n note 22, and further discussion in the context of the B&B Group as & whole 1s provided on
pages 29-35 of that B&B Group's 2010 Annual Report & Accounts, which does not form part of this Report end
Financial Statements

The Company has entered 1nto contracts with a number of third parties to provide operational suppert including
corporate service providers, paying agents and swap providers B&B acts as bank account and cash manager The
Company's operations are subject 10 peniodic review by the B&B internal audit department

The 1s5ue documentation also sets out a number of business risks through a number of asset and non asset trigger
events The occurrence of trigger events could lead to carly redemption of the floating rate notes There have been no
trigger events in the year under review, or tn 2011 up to the date of authorisation of this Report and Accounts

Political and charitable contributions
During the year no polttical or chantable contnibutions were made (2009 £mi)

Third party indemnities

Structured Finance Management Limited has made qualifying third party indemmty provisions for the benefit of SFM
Durectors Limited and SFM Durectors (No 2) Limited Bradford & Bingley pic has made qualifymg third party
indemnity provisions for the benefit of Mr McLelland

Auditors
A resolution regarding appointment of auditors wall be presented to the next Annual General Meeting

By order of the Board

ena Whitaker
per pro SFM Corporate Services Limited
Company Secretary
| June 2011




AIRE VALLEY MORTGAGES 2005-1 PLC

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

The Directors are responsible for preparing the Directors' Report and the Financial Statements m accordance with
applicable law and regulations

Company faw requires the Directors to prepare Financial Statements for each financial year Under that law they
have elected to prepare the Financial Statements 1n accordance with [FRS as adopted by the EU and applicable
law

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 suitable accounting policies and then apply them consistently,

« make judgements and estimates that are reasonable and prudent,

» state whether they have been prepared in accordance with IFRS as adopted by the EU, and

* prepare the Financial Statements on the going concern basis unless 1t 1s mmappropriate to presume that the
Company will continue in business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's transactions and disclose with reasonable accuracy at any time the financial position of the Company
and enable them to ensure that the Financial Statements comply with the Companies Act 2006 They have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Company and to
prevent and detect fraud and other irregularities
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AIRE VALLEY MORTGAGES 2005 - 1 PLC

Independent Auditor's Report te the members of Aire Valley Mortgages 2005 - 1 plc

We have audited the Financial Statements of Atre Valley Mortgages 2005 - 1 plc for the year ended 31 December
2010 set out on pages 8 to 24 The financial reporting framework that has been applied in their preparation 1s
applicable law and International Financial Reporting Standards ('IFRS®) as adopted by the EU and, as regards the
Company Financial Statements, as apphed in accordance with the provisions of the Compantes Act 2006

This report 15 made solely to the Company's members, as a body, i accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the Company’s members those
matters we are required to state to them mn an aud:ter's report and for no other purpose To the fullest extent permutted
by law, we do not accept or assume responsibility 1o anyone other than the Company and the Company's members,
as a body, for our audit work, for this report, or for the opimons we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Statement of Directors' Responsibilittes 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 fair view
QOur responsibality 15 to audit, and express an opinion on, the Financial Statements 1 accordance with apphcable law
and International Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Practices Board's (APB's) Ethical Standards for Auditors

Scope of the audit of the Financ:al Statements
A desenpuon of the scope of an audit of financial statements 1s provided on the APB's website at
www frc org uk/apb/scope/private cfm

Opinion on Financial Statements

In our opimien the Financial Statements

= give a true and fair view of the state of the Company's affairs as at 31 December 2010 and of 1s profit for
the year then ended,

+ have been properly prepared in accordance with IFRS as adopted by the EU, and

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

Opimon on other matter prescribed by the Companies Act 2086
In our opinion the information given wn the Directors' Report for the financial year for which the Financial
Statements are prepared 1s consistent with the Financial Statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Compantes Act 2006 requires us to report to
you 1f, in our opinton
= adequate accounting records have not been kept, or returns adequate for our audit have not been recetved
from branches not visited by us, or
« the Financral Statements are not n agreement with the accounting records and returns, or
= certamn 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

W

J L Eltacott (Senior Statutory Auditor)

For and on behalf of KPMG Audit Ple, Statutory Auditor
Chartered Accountants

1 The Embankment

Neville Street

Leeds

LS1 4DW

1} June 2011
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Statement of Comprehensive Income for the year ended 31 December

Interest receivable and simular income
Interest expense and similar charges

Net interest income

Operating expenses

Farr value movements

Profit before taxation

Taxation

Profit for the financial year

Other comprehensive mcome for the year

Total comprehensive income for the year

The results above anise from the Company's single continuming activity and are attmbutable to the equity

Note

11(e)

AIRE VALLEY MORTGAGES 2005-1 PLC

2010
£000

4,642
(4,607)
35
(36)
747
746
(156)

590

590

2009
£000

9,044
(9,014)
30
29
550
551
(115)

436

436

shareholders The Company operates 1n a single business segment and all of the Company's activities are in

the UK

The notes on pages 12 to 24 form part of these Financial Statements
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Balance Sheet at 31 December

Registered number. 5343520

Assets
Loans to Group undertakings
Total ron-current assets

Cash and cash equivalents
Denvative financial instruments
Prepayments and accrued income
Current tax asset

Total current assets

Total assets

Liabihities

Interest-beaning loans and borrowings
Deferred tax liabilities

Total non-current hahlities

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

Total habilities

Equity

Capital and reserves attributable to equity holders

Share capital
Retained earnings
Total attributable equity

Total equity and habilities

Note

1ife)

~

12

The notes on pages 12 to 24 form part of these Financial Statements

AIRE VALLEY MORTGAGES 2005 - 1 PLC

2010 2009
£000 £000
493,850 499,158
493,850 499,158
87,636 99,081
65,784 73,641
- 6
4 2
153,424 172,730
647,274 671,888
558,310 572,291
224 69
558,534 572,360
87,614 99,065
201 128
87,815 99,193
646,349 671,553
13 13
912 322
925 335
647,274 671,888
r} June

The Financial Statements were approved by the Board of Directors and authonised for issue on

2011 and signied on 1ts behalf by

ena Whitaker
per pro SFM Directors Limited
As Director

] 7 June 2011
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Statement of Changes in Equity for the year ended 31 December

At 1 January 2010

Profit for the financial year

AIRE VALLEY MORTGAGES 2005- 1 PL.C

At 31 December 2010

At I January 2009

Profit for the financial year

At 31 December 2009

Share Retained Total
capital earnings equity
£000 £000 £000
13 322 335

- 590 590

13 912 925

13 (114) (101)

- 436 436

13 322 335
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Cash Flow Statement for the year ended 31 December

Cash flows from operating activities
Profit for the financial year
Adyustments 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 nterest
Fair value movements
Income tax charge
Cash flows from operating activities before changes in operating
assets and habihities
Net decrease in operating assets
Loans to Group undertakings
Prepayments and accrued income
Cash generated from operations
Taxation paid
Net cash from operating activities
Cash flows from financing activifies
Collateral (paid)/received
Interest received on loans to Group undertakings
Interest received on call loans
Interest paid on floating rate notes
interest on call deposits
Swap mterest paid
Repayment of floating rate notes
Net cash from financing activities
Net (decrease)/mncrease 1n cash and cash equivalents
Cash and cash equivalents at begmning of year
Cash and cash equivalents at end of year

AIRE VALLEY MORTGAGES 2005 -1 PL.C

2010 2009
£000 £000
590 436
(4,588) (8,902)
(54) (142)
4,569 3,791
53 138

6 24

1) 61
(147 (550)
156 115

(36) (29)
5308 289

6 (6)

5278 254
3) -
5275 254
(11,451) 99,065
4,588 8,902
54 142
(4,496) (9,098)
(53) (138)
(18) (61
(5:344) -
(16,720) 98,812
(11,445) 99,066
99,081 15
87,636 99,081
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AIRE VALLEY MORTGAGES 2005 - 1 PLC

Notes to the Financial Statements for the year ended 31 December 2010
1 Principal accounting policies

Aure Valley Mortgages 2005 - 1 plc (the Company’) 1s a public limited company incorporated n the United Kingdom under the
Companies Act 1985 and registered in England and Wales

(a) Statement of comphance

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

For these 2010 Financial Statements, including the 2009 comparative financial information where spplicable, the Company has adopted
for the first tume the following statements

» The January 2008 amendment to IFRS 3 'Business Combmations' This amendment does not change the treatment of business
combinations which occurred in prior years and has had no impact on the Company's Income Statement, Balance Sheet or Cash Flow
Statement

* The May 2008 amendment to IAS 27 "Consolidated and Separate Financital Statements' This amendiment has had no impact on the
Company's Income Statement, Balance Shect or Cash Flow Statement

* The July 2008 amendment to 1AS 39 'Financial Instruments Recognition and Measurement’ relating to eligible hedged items  Thas
amendment has had no impact on the Company’s Income Statement, Balance Sheet or Cash Flow Statement

For these 2010 Financial Statements the Company has not adepted the following statement

« [FRS 9 ‘F1nancial Instruments’, 1ssued in October 2010 as part of the International Accounting Standards Board's (TASB's") project to
replace IAS 39 'Financial Insttuments Recogmition and Measurement' This 1s expected to be mandatory for 2013 Financial
Statements, with 2012 comparative information, but has not yet been adopted for use 1n the EU

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

(b) Basis of preparation

The Financial Statements are prepared on the histoncal cost basis except for financial instruments classified as ‘at fasr value through
profit or loss', and on a gomg concern basis given the "bankruptcy remote’ nature of the entity as a special purpose vehicle

The Financial Statcments arc presented 1n pounds sterfing, which is the currency of the Company’s przmary operating environment
Actual results in the future could be affected by differences between these estimates and assumptions and actual outcomes In
accordance with IAS 8 'Accounting Policies, Changes in Accounting Estimates and Errors' the financial effect of any change in
estimates and any difference between estimates and actual cutcomes 1s included and 1f matenial disclosed, in the year of the change
Further details of accounting estimates and judgements are provided 1n note 10 The Directors consider that the accounting policies set
out below are the most appropriate to the Company's circumstances

(¢) Interest income and expense

For all interest-bearing financial instruments except derivatives, interest income and expense are recognised i the Statement of
Comprehensive Income on an Effective Interest Rate ('EIR") basis

The EIR method calculates the amortised cost of a financial asset or financial abihty and spreads the resulung interest mncome or
interest expense on a level yield basis over the expected life of the instrument  The EIR 1s the rate which at the inception of the
instrument exactly discounts expected future cash flows over the expected life of the instrument to the 1nitial 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 calculatton includes atl direcily artributable incremental fees and
costs, prema on acquisition of mortgage portfolios and all other premia and discounts as well as mterest

When a financial asset or a group of similar financial assets 1s wnitten down as a result of an impatrment loss, interest income continues
to be recognised by applying the applicable EIR to the reduced balance
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AIRE VALLEY MORTGAGES 2005 - | PLC

Notes to the Financiat Statements for the year ended 31 December 2010 {continued)
1. Principal accounting policies (continued)
(d) Taxation

(1) Current tax

The charge for taxation 1s 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 rems for taxation and for accounting purposes Tax relating to items which are taken
directly to reserves 1s also taken directly to reserves

(1) Deferred tax

Deferred tax is caleulated using the hiabihty method, on temporary differences arising between the tax bases of assets and habilities and thetr
carrying amounts 1n the Fmancial Statements Deferred tax is determined using tax rates and laws that have been enacted or substantially
enacted by the Balance Sheet date and are expected to apply when the related deferred tax asset 15 realised or the deferred tax hability 1s
settled The principal temporary differences arise from unrealised fair value movements

Deferred tax assets are recognised only when it 1s probable that future taxable profits will be available against which these temporary
differences can be utilised

(¢} Cash and cash equivalents

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

{f) Floating rate notes

On mtial recogmtion, debt 1ssued 1s measured at its fair value net of directly attmbutable transaction costs and discounts, 1n accordance with
IAS 39 Subsequent measurement 15 at amortised cost using the EIR method to amortise mcremental attributable 1ssue and transaction costs,
premma and discounts over the hife of the instrument, these costs are charged along with nterest on the debt to "interest expense and similar
charges' Unamortised amounts are added to or deducted from the carrying value of the instrument The carrying value of floating rate notes
which are effectively hedged 15 adjusted by the change in fair value of the hedged nisk

(g) Classification of financial mstruments
In accordance with 1AS 39 each financial asset ts classified at initial recognition into one of four categones

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

{m) Loans and receivables, or

(1v) Available-for-sale,

and each financial liability into one of two categones

(v) Financial hahbties at fair value through profit or loss, or
(v1) Other habilities

Measurement of financial mstruments 1s either at amortised cost (categories (), (i) and (vi} above) or at fair value (categories (1), (1v) and
{v) above), depending on the category of financial instrument

The Company does not carry any financial instruments at "faur value’ other than denyvative financial instruments

Amortised cost 15 the amount measured at 1ihal recogmtion, adjusted for subsequent principal and other payments, less cumulative
amortisation calculated using the EIR method, the amortisation 15 taken to interest income or expense depending on whether the instraument 15
an asset or liability  For assets the amortised cost balance 1s reduced where appropriate by an allowance for amounts whtch are considered to
be impaired or uncollectable

Fair value 1s the amount for which an asset can be exchanged, or a liability settled, between knowledgeable, willing parties in an arm's
length transaction  Where a market exisis, fair values are based on quoted market pnees  For instruments which do not have active markets,
fair value 13 calculated using present value models which take individual cash flows together with assumptions based on market conditions
and credit spreads and are consistent with accepted economic methodologies for pricing financial tnstruments  Any net movements tn far
value are included in the Statement of Comprehensive Income as ‘fair value movements’
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ATRE VALLEY MORTGAGES 2005- 1 PLC
Notes to the Financial Statements for the year ended 31 December 2010 (continued)
1. Principal accounting polictes (continued)
(h) Dervative financial instruments
All denivatives are carried in the Balance sheet at fair value, as assets when the fair value 1s positive and as liabilities when the farr value 1s
ncgative  Changes in the fair value of denvatives are charged immediately in the Statement of Comprehensive Income as "fair value
movements'
(1) Foreign currencies
Foreign currency transactions, assets and habilities are accounted for in accordance wath 1AS 21 'The Effects of Changes in Foreign Exchange
Rates' The presentational and functional currency of the Company 1s pounds sterling Transactions which are not deneminated n 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

denominated 1 pounds sterling are translated into sterling at the closing rate of exchange at the Balance Sheet date

Foreign exchange gains and losses resulting from the restatement and settlement of such transactions are recogmsed 1n the Statement of
Comprehensive Income tn "fair value movements'

()) Hedge accounting
The Company applies fair value hedge accounting 1o 1ts floating rate notes Provided that the hedge arrangement meets the requirements of

IAS 39 to be classed as "hughly effective’ the hedged 1tem 1s carried on the Balance Sheet at fair value 1n respect of the hedged nsk, wath any
gaun or loss in that fair value being included in the Statement of Comprehensive Income as “fair value movements'
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AIRE YALLEY MORTGAGES 2005 - 1 PLC

Notes to the Financial Statements for the year ended 31 December 2010 (continued)

. Interest recervable and similar income

2010 2009
£000 £000
Interest on loans to Group undertakings 4,588 8,902
Interest on call loans 54 142
4,642 9,044
Interest income for the year on impaired assets was £ml (2009 £n1l)
. Interest expense and similar charges
2010 2009
£000 £000
Interest on floating rate notes 4,569 8,791
Interest on call deposits 53 138
Swap mterest (21) 61
Amortsation of 1ssue costs 6 24
4,607 9,014
Operating expenses
2010 2009
£000 £000
1 egal and professional fees 36 29
Auditors' remuneration of £2,767 (2009 £2,767) was borne by B&B
Taxation
2010 2009
£000 £000
Current taxation charge
UK corporation tax on profit for the year - -
Deferred taxation temporary differences (see below) 1 )
Onigination and reversal of temporary differences 166 116
Change in rate effective 1 Apnl 2011 on deferred tax tems (11) -
Total taxatton charge per the Statement of Comprehensive Income 156 115
Profit before taxation 746 551
UK corporation tax at 28% 209 154
Effects of
Change in rate effective 1 Apnl 2011 on deferred tax items an -
Other tax rates (53) (38)
Adjustments n respect of previous periods 11 (1)
Total taxation charge per the Statement of Comprehensive Income 156 115
The deferred tax (hability)/esset 15 attrnbutable to the following
Fair value movements (224) (69)

The movement 1n the year was recogmsed 1n imncome

The Emergency Budget on 22 June 2010 announced that the UK corporation tax rate would reduce from 28% to
27% on 1 Apnl 2011 and would further reduce by 1% each year for the next 3 years, ultimately reducing to 24%
on 1 Apnj 2014 The Budget on 23 March 2011 amended this to a reduction of 2% to 26% on 1 Apnil 2011,
further reducing by 1% each year ultimately to 23% on 1 Apnt 2014 The Company's deferred taxation reflects
the changes which had been substantively enacted by 31 December 2010, s ¢ a reduction to 27% on 1 Apnl 2011

Employees and Dhrectors' emoluments

There were no employees during the year (2009 none) and nene of the Directors received emoluments in respect
of their services to the Company A corporate service fee 1s paid to Structured Finance Management Limited in
connection with 1ts supply of corporate management services including the provision of directors (see note 9)
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AIRE VALLEY MORTGAGES 2005 -1 PLC

Notes to the Financial Statements for the year ended 31 December 2010 (continued)

Interest-bearing loans and borrowings

Interest-beaning loans and borrowings compnise floating rate notes 1ssued on 28 Apnl 2005

Under the terms of the notes any shortfalls artsing on the redemption or repossession of the mortgage assets held o trust
on behalf of Aire Valley Funding | Limited, over which the note halders have a floating charge, may result in a reduction
in the Liability under the notes  Shortfalls are atlocated against the notes in reverse order to the seruonty of the class of
the note, resulting 1n any such reductions being first allocated against Class C notes

Class Final In currency In currency 31 December 2010 31 December 2009
maturity 31 December 2010 31 December 2009 £000 £000

Series 2 Al Sep 2066 £226,247,411 £229.,000,000 226,247 229,000
Series 2 A2 Sep 2066 €272,682,469 € 276,000,000 235,052 245,171
Senes 2 A3 Sep 2066 $49,398,998 US$50,000,000 3813 30,845
Series 2 Bl Sep 2066 £10,000,000 £10,000,000 10,000 10,000
Series 2 B2 Sep 2066 € 23,000,000 € 23,000,000 19,826 20,431
Series 2 C2 Secp 2066 € 41,800,000 € 41,800,000 36,032 37,131
558,970 572,578

Issue costs 3) %)
Hedge adjustments (657) 278)
558,310 572,291

Accrucd interest - current 201 128
558,511 572,419

Subject to their scheduled redemption dates, the Class A notes rank, irrespective of series, without preference or prnionty
amongst themselves Subject to the relevant scheduled and/or, as applicable, permitted redemption dates or other
payment conditions of the 1ssucr notes, payments of principal and interest due and payable on the Class A notes will
rank ahead of payments of principal and interest due and payable on the Class B notes and the Class C notes, subject to
the terms and conditions of the notes, the 1ssuer cash management agreement, the 1ssuer deed of charge and the other
1ssuer transaction documents  Similarly, payments of pnincipal and interest due and payable on the Class B notes will
rank ahead of payments of principal and tnterest due and payable on the Class C notes

The notes are now 1n 'pass through', and will be partially redeemed on each quarterly interest payment date to the extent
that funds are available, in accordance with the terms set out in the Offerring Circular  The timung of future redemptions
will be dependent on the availability of funds, and cannot be reliably forecast A further £49 0m were redeemed 1n
March 2011

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

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 1n favour of the secunity trustee  The principal assets of the Company are loans made by 1t to
Aare Vallcy Funding 1 Limited, a fellow subsidiary undertaking of Aire Valley Holdings Ltd, whose obligations in
respect of these loans are secured pursuant to a deed of charge which grants security over all its assets, prnimanly
consistng of its beneficial interest 1n a portfolto of residential morigage loans, in favour of the securty trustee

The security trustee holds this security for the benefit of all secured creditors of Aire Valley Funding i Limited,
including the Company
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10.

AIRE VALLEY MORTGAGES 2005 -

Notes to the Financial Statements for the year ended 31 December 2010 (continued)

Loans to Group undertakings

Loans to Group undertakings comprise a single loan to Aire Valley Funding 1 Limited, denomunated in
Sterling and at a variable rate of interest This loan has ultimately been secured against a beneficial interest
1n & mortgage portfolio held in trust on behalf of the Aire Valley Holdings Limited Group The ability of
Aire Valley Funding | Lirmited to pay amounts due on the intercompany loan will depend mainly upon 1t
recerving sufficient revenue receipts and principal on the trust property from Aire Valley Trustee Limuted,
receiving the required funds from the swap provider and amounts available 1n the reserve funds The
repayment of the intercompany loan will coincide with the repayment of the floating rate notes as they
become due for payment

Related party disclosures

The Company 1s a special purpose vehicle controlled by its Board of Directors, which comprises three
directors Two of the Company's three directors are corporate directors provided by Structured Finance
Management Limited and the third 15 an employee of B&B (the controliing party under [FRS) The
Company pays a corporate services fee to Structured Finance Management Limited in connection with
its supply of corporate management services, including the provision of directors  The fee amounted to
£10,286 (2009 £9,782)

The Cempany undertook the following transactions with companies 1n the B&B Group and the Awre
Valley Holdings Ltd Group

Aire Valley Aire Valley
Holdings Holdings
Limited and Limited and
subsidianes subsidianes
2010 2009
£000 £000
Interest receivable and similar mmcome
Interest on loans to Group undertakings 4,588 8,902
Non-current assets
Loans to Group undertakings 493,850 499,158

Auditors' remuneration of £2,767 (2009 £2,767) was borne by B&B

Cnitical accounting judgements and estimates

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

Effective interest rate

Certain financtal imstruments are accounted for on an effective interest rate basis, under which the
income or expense associated with the instrument 1s spread over the instrument’s expected life Ona
quarterly basis, models are reviewed to re-assess expected life

Fair values of financial instruments

Certain financial instruments are carried at fair value Where a market exists, fair values are based on

quoted market prices For tnstruments which do not have an active market, fair value 1s calculated using
expected future cash flows for which assumptions are made

1 PLC
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AIRE YALLEY MORTGAGES 2005-1 PLC

Notes to the Financial Statements for the year ended 31 December 2010 (continued)

10. Critical accounting judgements and estimates (continued)

11,

(a)

Qualifymg hedge relationships

In designating a financial instrument as part of a qualifying hedge relationship, the Company has determined that
the hedge 15 expected to be highly effective over the hife of the hedging instrument

Financial instruments

Categones of financial assets and financial Labilities: carrying value compared to fair value

At 31 December 2010

Assets at fair value If fair
Total
through profit or Loans and R . values
. carrying Fair value
loss - on imtial receivables mcreased
recognition value by 1%
Financial assets g
£000 £000 £000 £000 £000
Loans to Group undertakings - 493,850 493,850 370,823 3,708
Denvative financial instruments 65,784 - 65,784 65,784 658
Cash and cash equivalents - 87,636 87,636 87,636 876
Total financial assets 65,784 581,486 647,270 524,243 5,242
Liabihties at fawr Liabilifzes at Total If fair
value through values
amortised carrymg Fair value
profit or loss - on cost value mereased
imtial recognition by 1%
Financial habilities
£000 £000 £000 £000 £000
Interest-bearing loans and borrowings - 358,511 558,511 435,483 4,355
Total financial habilities - 558,511 558,511 435,483 4,355
At 31 December 2009
Assets at fair value Total If fair
through profitor ~ Loans and carrvme  Far value values
loss - on imtial  receivables Arymg increased
value
recognition by 1%
Financial assets
£000 £000 £000 £000 £000
Loans to Group undertakings - 499,158 499,158 318,935 3,189
Denvative financial instruments 73,641 - 73,641 73,641 736
Cash and cash equivalents - 99,081 99,081 99,081 991
Total financial assets 73,641 508,239 671,880 491,658 4917
Liabilities at fair Liabilites at Total If fair
value through profit values
amortised carrying Farr value
or loss - on mitial increased
cost value
recognition by 1%
Financial habihities
£000 £000 £000 £000 £000
Interest-beanng loans and borrowings - 572,419 572419 392,197 3,922
Total financial habilities - 572,419 572419 392,197 3,922
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AIRE VALLEY MORTGAGES 2005 - 1 PLC

Notes to the Financial Statements for the year ended 31 December 2010 (continued)

Financial instruments (continued)

Categones of financial assets and financial liabilities: carrying value compared to fair value (continued)

No financ:al 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 implhed by the
floating rate notes valuations

The farr value of interest-bearing loans and berrowtngs 15 based upon quoted market prices

The fair value of denvatives 1s their carrying amount

Interest income and expense on financial instruments that are not at fair value through profit or loss
2010 2010 2009 2009
Income Expense Income Expense
£000 £000 £000 £000
Interest on loans to Group undertakings 4,588 - 8,502 -
Interest on floating rate notes - 4,569 - 8,791
Amortisation of 1ssue costs - 6 - 24

Interest income on unpaired assets 1s £ml (2009 £ml) as no financial asset 1s regarded as impaired
Nature and extent of risks arising from financial instruments

The Company’s exposure to risk on financial instruments and the management of this risk 1s established at the
commencement of the securitisation transactions, with the Company's activities and the roles of other parties
defined n the programme documentation Financial instruments used by the Company for nsk management
purposes include dertvative instruments  Such instruments are used for commercial hedging purposes only, not
for trading or speculative purposes, to hedge interest rate and currency risk ansing as part of the securitisation
transaction The principal derivative instruments used by the Company 1n managing its risk are currency swaps
The duration of denvative instruments 1s generally short to medium term and their matunty profile reflects the
nature of exposures arising from underlying business activities  All the Company's denvatives activity 15
contracted with financial institutions

Credit risk

Credit nisk reflects the nsk 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 due from the loan to Group
undertakings, derivative counterparties and deposits with third party banks

The Company’s ability to meet payments under the floating rate notes relies on the receipt of funds on the loan
to Group undertakings, which ts in turn dependent on receipt of payments on the mortgage portfolio held 1n
trust To minmise risk, any mortgage included n the portfolio 1s required to meet a number of critenia as
determined n the transaction document. Credit risk also exists on the derivative contracts entered into  The
swap counterparties are required to have mnimum credit ratings as outlined in the transaction documentation

The exposure to credit risk 1s represented by the carrying amount of each financial asset, as set out 1n the table
in note 11c{1}
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AIRE VALLEY MORTGAGES 2045 - 1 PLC

Notes to the Financial Statements for the year ended 31 December 2010 (continued)
Financial instruntents (continued)

Nature and extent of rnisks ansing from linancial instruments (continued)

Liqudury risk

Dunng the year the Company had floating rate notes 1n 1ssue denominated in Sterling, US Dollars and Euros
The Company’s policy 1s to maintain sufficient funds in a liquid form at al! times to ensure that the Company
can meet its liabihties as they fall due The Company's ability to meet payments under the fioating rate notes
relies on the receipt of funds on the loan to Group undertakings, which 1s 1n turn dependent on receipt of
payments on the mortgage portfolio held 1n trust

Currency risk

During the year the Company had floating rate notes in 1ssu¢ denominated in US Dollars and Euros  The
Company's policy 1s to ehminate all exposures arising from movements in exchange rates by the use of cross
currency swaps to hedge payments of interest and principat on the notes  All other assets, labiliies and
transactions are denominated 1n Sterhing The table in note 11¢(1i1) summarises the Company's assets and
lLiabilities denominated 1n foreagn currencies

Interest rate risk

Interest rate nsk exists where assets and habilities have interest rates set under a different basis or which reset at
different umes To munimise exposure to 1rHerest rate risk the Company ensures that the interest rate profiles of
the loans to Group undertakings and of the interest-bearing loans and borrowings are sinilar  Where thas 15 not
possible, derivative financial instruments are also used to reduce any residual interest rate risk If LIBOR for
three month-Sterling deposits was 1% higher or tower, with all other vaniables held constant, the effect on the
Company's net interest income would be immatenal due to movements on interest on the loan 10 Group
undertakings being offset by movemenis on interest on the loan notes  This would also apply if LIBOR for
three-month Euro and US § deposits were 1% higher or lower, with all other variables held constant, as
movements 1n intcrest on foreign currency loan notes would be offset by a corresponding movement in interest
on the currency swaps and on loans to Group underiakings A change 1n interest rates would also affect the fair
value movements in the Statement of Comprehensive Income A 1% increase in LIBOR for three-month
Sterling deposits would give rise to a fair value loss in the Statement of Comprehensive Income of £823,809
due 10 changes in the fair value of derrvatives, and similarly a 1% decrease would give rise to a farr value gain
n the Statement of Comprehensive Income of £800,936 I1f LIBOR for three-month Euro and US $ deposits
were 1% higher or lower, there would be no impact on fair value gains/losses in the Statement of
comprehensive Income as any change 1n the value of the cross currency interest rate swaps would be offset by a
corresponding movement in the value of Euro and US § interest-bearing loans and borrowings under the
designated hedging relationship

Other market risks

At the year end the Company had no other material exposure tc market risks (2009 £nil)

(1) Credit nsk
Before taking account of any collateral, the exposure to credit risk was
2010 2009
£000 £000
Loans to Group undertakings 493,850 499,158
Denvative financial mstruments 65,784 73,641
Cash and cash equivalents 87,636 99,081
‘Fotal on-Balance Sheet and maximum exposure to credit nisk 647,270 671,880

No impairment has been recognised in respect of any financial asset, and no financial assets were past due
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AIRE VALLEY MORTGAGES 20051 PLC

Notes to the Financial Statements for the year ended 31 December 2010 (continued)

Financial instruments {continued)

Nature and extent of nsks arising from financial instruments (continued)

{n) Liguidity nsk

There 15 a liquidity reserve fund provided by Atre Valley Funding No 1 Limited 1n the event that the Company 15

unable to meet 1ts financial commitments, on a temporary basis, 1n certain circumstances and subject to certain

criteria Thas fund was not drawn upon during the current or preceding year or 1n 2011 up to the date of authorisation

of these Financial Statements

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

In more
than three In more
months but than one
not more year but not
In not more than than one meore than
On demand three months year  five years Total
£000 £000 £000 £000 £000
At 31 December 2010
Interest-bearing loans and borrowmgs - 1,489 563,436 - 564,925
Total - 1,489 563,436 - 564,925
At 31 December 2009
Interest-bearing loans and borrowings - 1,186 576,136 - 577,322
Total - 1,186 576,136 - 577,322

The cash flows above assume that the loan notes are redeemed on the earliest possible date that the Company

could be compelled to redeem them

(1) Currency risk

The Group's policy 1s to hedge all material foreign currency exposures, by the use of denvatives Consequently, at 31
December 2010 and 31 December 2009 the Company had no net mater:al exposure to foreign exchange fluctuations
or changes in foreign currency interest rates  The impact on the Company's profit and equity of reasonably possible
changes n exchange rates compared to actual rates would not have been matenal at 31 December 2010, the movement
m value of the floating rate notes would be offset by movement in value of derivatives

The amounts of financial assets and habilities denominated 1n foreign currencies were as follows

Sterling Euro uss Total
£000 £000 £000 £000

At 31 December 2010
Financial assets
Loans to Group undertakings 493,850 - - 493,850
Denvative financial instruments 59,897 5,887 65,784
Cash and cash eguivalents 87,636 - - 87,636
Total financial assets 581,486 59,897 5,887 647,270
Fimancial habiities
Interest-bearing loans and borrowings 235,788 290,910 31,813 558,511
Total financial habilities 235,788 290,910 31,813 558,511
Net financial assets/(habilities) 345,698  (231,013) (25,926) 88,759
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Notes to the Financial Statements for the year ended 31 December 2010 (continued)

AIRE VALLEY MORTGAGES 2005-1 PLC

Financial instruments (continued)
Nature and extent of risks ansing from financial instruments (continued)
{ui) Currency risk (continued)

Sterling Euro UsSs$ Total

£000 £000 £000 £000

At 31 December 2009
Financial assets
Loans te Group undertakings 499,158 - - 499,158
Derivative financial instruments 69,044 4,597 73,641
Cash and cash equivalents 99,081 - - 99,081
Total financial assets 598,239 69,044 4,597 671,880
Financial habilities
Interest-bearing loans and borrowmgs 238,841 302,733 30,845 572,419
Total financial habilities 238,841 302,733 30,845 572,419
Net financial assets/{liabilities) 359,398 (233,689} (26,248) 99,461

Concentrations of risk

The Company operates primanly in the Umted Kingdom, and adverse changes to the United Kingdom economy could
impact on all areas of the Company's business The loan to Group undertakings 15 due from one entity, Aire Valley
Funding 1 Limited, and represents an nterest 1n a portfolio of mortgage loans secured on residential properties in the
United Kingdom In turn Aire Valley Funding 1 Lumted's ability to meet its loan obligations to the Company 1s based

upon 1ts cash receipts from its interest in the portfolio
Derivatives and hedging

The Company had the following types of derivatives and hedges

At 31 December 2010
Cross-currency interest rate swaps
Total asset balances

At 31 December 2009
Cross-currency 1nterest rate swaps
Total asset balances

Fair value movements 1n the Statement of Comprehensive Income comprised the following

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

Nomnal Fair value Total
amounts hedges derivatives
£000 £000 £000
322,723 65,784 65,784
322,723 65,784 65,784
£000 £000 £000
333,578 73,641 73,641
333,578 73,641 73,641
2010 2009

£000 £000

(7,895) (25,743)

8,263 25,321

379 972

747 550

Cross-currency swaps are used to hedge the terest and exchange rate nisk on the floating rate notes Thus represents
an effective economic hedge, but for accounting purposes there 1s some hedge meffectiveness which 1s a timing 1ssue

only
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AIRE VALLEY MORTGAGES 2005 -1 PLC

Notes to the Financial Statements for the year ended 31 December 2010 (continued)
Financal mstruments (continued)
Fair value measurement

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

Level 1 Level 2 Level 3 Total
At 31 December 2010 £m £m £m £m
Financial assets
Denivative financial instruments - 65,784 - 65,784
Level 1 Level 2 Level 3 Total
At 31 December 2009 £m £m £m £m
Fmancial assets
Denvanve financial instruments - 73,641 - 73,641
Level 1 Quoted prices (unadjusted) m active markets for identical assets or habilines
Level 2 Inputs other than quoted prices included within Level 1 that are observable
for the asset or hiability, either directly (1 e as price) or indirectly (1e dernived from prices)
Level 3 Inputs for the asset or habality that are not based on observable market data

(unobservable mputs)

These defimitions have been taken from the March 2009 amendment to [FRS 7 'Improving Disclosures about
Fmaneral Instruments'

Called up share capital

2010 2009 2010 2009
Shares Shares £ £
Authonised
Ordinary shares of £1 each
At 1 January and 31 December 100,000 100,000 100,000 100,000
Allotted, 1s5ued and fully paid
At 1 January and 31 December
Ordinary shares of £1 each fully paid 2 2 2 2
Ordinary 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 n respect of nghts attaching to voting, dividends and in the event of a winding up

Capital structure

The Company's capital 1s represented by the capital and reserves attnibutable to equity holders The Company
1s not subject to externally imposed capital requirements other than the nunimum share capital required by the
Companies Act, with which 1t compltes The Company manages its capital and reserves i order that there 15
suffictent capital to meet the needs of the Company 1n 1ts operations
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Notes to the Financial Statements for the year ended 31 December 2010 (continued)

14. Ultimate parent undertaking

The Company's immediate parent undertaking 1s Aire Valley Holdings Limited, a limited habihty company
incorporated in the United Kingdom and registered in England and Wales The Company's ultimate parent
undertaking 1s SFM Corporate Services Lumited, a himited hiability company mcorporated in the United
Kingdom and registered in England and Wales under the Companies Act 1985, which holds the shares of Aire
Valley Holdings Limited on a discretionary trust basis for charitable purposes Copies of the Financial
Statements of SFM Corporate Services Limited and Aire Valley Holdings Limited may be obtamned from the
Company Secretary at 35 Great St Helen's, London EC3A 6AP

Under [FRS, the Company's controlling party 1s B&B, a company mncorporated 1n the United Kingdom and
registered in England and Wales, under the Companies Act 1985 B&B heads the largest and smallest group
of companies into which the Financial Statements of the Company are consolidated Copies of the Financial
Statements of B&B may be obtained from the Company Secretary at Croft Road, Crossflatts, Bingley, West
Yorkshire BD16 2UA

As a result of The Bradford & Bingley plc Transfer of Securities and Property etc Order 2008, which
transferred all shares in B&B to the Treasury Solicitor as nornee 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 n B&B were acquired via a share-for-share exchange by UK Asset Resolution
Limited, 2 private rmited company mcorporated in the United Kingdom under the Compamies Act 2006 and
registered in England and Wales, which 1s wholly owned by the Treasury Solicitor as nominee for HM
Treasury The Company considers Her Majesty's Government to remain its ultunate controlling party

15, Operations of the Company

B&B, the criginator of the mortgage loans i the Master Trust pool, carries the pool mortgages on its balance
sheet The cash receipts mn respect of the mortgage loans in the pooi are collected by B&B and paid to the
Trustee On a monthly basis the Trustee allocates this cash between Aire Valley Fundmg 1 Limited, the other
funding companies 1n 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 Arre Valley Funding 1 Limited allocates this cash
between the Company and the other 1ssuing companies in the Aire Valley Funding 1 Limted structure The
Company uses its cash receipts to service its loan notes in accordance with their terms

Page 24




