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FOSSE FUNDING (NO.1) LIMITED - 05925696

Report of the Directors

The Directors submit their report together with the audited financial statements for the year ended 31 December 2012

Principal activity and business review

Fosse Funding (No 1) Ltd (the "Company"), was established as a special purpose company to (1) borrow funds
generated by the issuance of debt secunties (residential mortgage backed notes) (the ‘Notes’) by Fosse Master Issuer
plc in the international capital markets, and (1) make such funds available to the Santander UK Group by purchasing a
beneficial interest in a mortgage loan portfolio held by Fosse Trustee Limited (the 'Fosse Master Trust')

Payments of interest and pnncipal on the loan from Fosse Master Issuer plc are made only to the extent that the
Company has recewed sufficient funds from its beneficial interest in the underlying mortgage loans and after certain
expenses have been met Under the documents governing the transaction, Santander UK plc and its subsidianies are
not obliged to suppor any losses thal may be suffered by holders of the Noles

Issuances of £2,560m (2011 £6,069m) were made during the year using the Fosse Master Trust

The Santander UK plc group {the "Group") manages its operations on a dwisional basis For this reascn, the
Company's Directors believe that further key performance indicators for the Company are not necessary or appropriate
for an understanding of the development, performance or position of the business The performance of the divisions of
Santander UK plc, which include the Company, are discussed in the Group’s Annual Report which does not form part of
thus Report

The purpose of this Report is to provide information to the members of the Company and as such it i1s only addressed to
those members The Report may contain certain forward-looking statements wath respect lo the operations,
performance and financial condition of the Company By therr nature, these statements mvolve inherent nsks and
uncertainties since future events, circumstances and other factors can cause results and developments to differ
matenally from the plans, objectives, expectations and intentions expressed in such forward-looking statements
Members should consider this when relying on any forward-looking statements The forward-looking statements reflect
knowledge and information available at the date of preparation of this Report and the Company undertakes no obligation
to update any forward-looking statement during the year Nothing in this Report should be construed as a profit
forecast

The Directors do not expect any significant change in the level of business in the foreseeable future

Principal risks and uncertainties

The Company's principal nsks and uncertainties together with the processes that are in place to monitor and mitigate
those nsks where possible can be found in Note 15

Results and dividends

The loss after tax for the year ended 31 December 2012 was £184m (2011 loss of £81m) The Directors do not
recommend the payment of a final dividend (2011 £Nil)

Directors
The Directors who served throughout the year and to the date of this repert were as follows

T Ranger
SFM Drirectors Limited
SFM Directors (No 2) Limited

Secretary

Santander Secretanat Services Limited was appointed company secretary on 3 September 2012 following the
resignation of Abbey National Nominees Limited
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FOSSE FUNDING (NO.1) LIMITED - 05925696

Report of the Directors (continued)
Directors’ Responsibilities Statement

The directors are responsible for prepanng the report and the financial statements in accordance with applicable laws
and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law, the directors

have elected to prepare the financial statements in accordance with International Financial Reporting Standards (IFRSs})

as adopted by the European Union Under company law directors must not approve the financial statements unless
they are satisfied that they give a true and fair view of the state of affarrs of the Company and of the profit or loss of the

Company for that period In prepanng these financial statements, International Accounting Standard 1 requires that

directors

* properly select and apply accounting policies,

= present information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information,

« provide additional disclosures when comphance with the specific requirements in IFRSs are insufficient to enable
users to understand the impact of particular transactions, other events and conditions on the entity's financial
position and financial performance, and

+ make an assessment of the Company's ability to continue as a going concern

The directors are responsible for keeping adequate accounting records which are sufficient to show and explain the
Company's transactions and which disclose with reasonable accuracy at any time the financial position of the Company
and to enable them to ensure that the financial statements comply with the Companies Act 2006 They are also
respensible for safeguarding the assets of the Company, and hence far taking reasonable steps for the prevention and
detection of fraud and other irregulanties

Financial Instruments

The Company's financral instruments, other than denvatives, compnse loans to group undertakings, berrowings, cash
and hguid resources, and various items, such as debtors and creditors that anse directly from its operations The main
purpose of these financial instruments 1s to raise finance for the Company's cperations

The Company also enters into denvatives transactions (principally interest rate swaps) The purpose of such
transactions 1s to manage the interest rate nsk ansing from the Company's sources of finance

It 1s, and has been throughout the year under review, the Company's policy that no trading in financiat instruments shall
be undertaken

All assets, habihties and transachons are denominated in sterling

Further disclosures regarding financial nsk management objectives and policies and the Company's exposure to
pnncipal nsks can be found in Note 15




FOSSE FUNDING (NO.1) LIMITED - 05925696

Report of the Directors {continued)
Statement of Going Concern

The Company's business activities, together with 1he factors likely to affect its future development, performance and
position are set out above The financial positien of the Company, its cash flows, iquidity position and borrowing
faciiies are set out in the financial statements In additton, notes 1, 15 and 18, to the financial statements include the
Company's objectives, policies and processes for managing its capital, its financial nsk management objectives, and its
exposuwres to credit sk and iquidity nsk

The Directors acknowledge that the Company 1s in a net hability position Having considered the pesition of the financial
status of the Company and the secunitisation structure as a whole, the Directors note that £17,059m (2011 £17,680m)
of the habilities are locans due to fellow group undertakings due after more than one year There 1s no plan or
requrement to settle these loans before their matunty date and therefore the Directors are confident that there will be
sufficient funds to meet payments as they fall due The Directors believe that the Company is well placed to manage its
business nsks successfully despile the current uncertain economic outlook

The Directors have a reasonable expectation that the Company has adequate financial resources to continue in
operational existence for the foreseeable future and 1s well placed to manage its business nsks successfully despite the
current uncertain economic outlook Accerdingly, they continue to adopt the going concern basis of accounting in
prepanng the annual Report and Accounts

Third Party Indemnities

Enhanced indemnities are provided for the benefit of Mr T Ranger as a Director of the Company by Santander UK plc
against habilihes and associated costs which he could incur in the course of his duties to the Company All indemnities
remain in force as at the date of this Report and Accounts A copy of each of the indemnities 1s kept at the registered
office address of Santander UK plc

The Company has made qualfying third party indemnity provisions for the benefit of the Directors as set out In a
corporate services agreement Indemnities are also provided to the Directors by Structured Finance Management
Limited (as corporate services provider) aganst habilties and associaled costs incurred by them These indemnities
remain in force as at the date of the Directors’ Report and Financial Statements

Payment Policy

Given the nature of the Company's business, the Company does not have any suppliers and therefore does not
operate a payment policy

Auditors
Each of the Directors as at the date of approval of this report confirms that

= so far as the Director 1s aware, there 1s no relevant audit information of which the Company's auditors
are unaware, and

« the Director has taken all steps that he/she cught to have taken as a Director to make himself/herself
aware of any relevant audit information and to establish that the Company's auditors are aware of that
information

This confirmation 1s given and should be interpreted in accordance with the prowvisions of Section 418 of the
Companies Act 2006

Deleitte LLP have expressed themr willngness to continue in office  Accordingly, in accordance with Sections 485 and
487 of the Companies Act 2006, Deloitte LLP are deemed to have been re-appointed as auditors of the Company

By Order of the Board

Helena Whitaker
Per pro SFM Directors Limited,
As Director

15 March 2013

Registered Office Address
35 Great 51 Helen's, London, EC3A 6AP
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FOSSE FUNDING (NO.1) LIMITED - 05925696
Independent Auditor’s Report to the members of Fosse Funding {(No.1) Limited

We have audited the financial statements of Fosse Funding No 1 Limited for the year ended 31 December 2012 which
comprise the Statement of Comprehensive Income, the Statement of Changes in Equity, the Balance Sheet, the Cash
Flow Statement and the refated notes 1 to 18 The financiat reporting framework that has been applied in thewr
preparation 1s applicable law and Internationa! Financial Reporting Standards (IFRSs) as adopted by the European
Union

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

Respective responsibihties of directors and auditor

As exptained more fully in the Directors’ Responsibilities Statement, the directors are responsible for the preparation of
the financial statements and for being satisfied that they give a true and far view Our responsibility 1s to audit and
express an opinon on the financial statements in accordance with applicable law and International Standards on
Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices Board's Ethical Standards
for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or
error  This includes an assessment of whether the accounting policies are appropniate to 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 addihon, we read all the financial and
non-financial information in the annual report to identify matenal inconsistencies with the audited financial statements  If
we become aware of any apparent matenal misstatements or inconsistencies we consider the implications for our
report

Opinion on financial statements
In our opinton the financial statements
e give a true and far view of the state of the company’s affairs as at 31 December 2012 and of its loss for the
year then ended,
« have been properly prepared in accordance with IFRSs as adopted by the European Union, and
e have been prepared in accordance with the requirements of the Comparnies Act 2006

Separate opimion n relation to IFRSs as 1ssued by the IASB
As explained in Note 1 to the financial statements, the company in addition to applying IFRSs as adopted by the
Eurapean Union, has also apphed IFRSs as 1ssued by the International Accounting Standards Board (IASB)

In our opimion the financial statements comply with [FRSs as 1ssued by the IASB

Opirion on other matter prescribed by the Companies Act 2006
In our opiion the information given in the Directors’ Report for the financial year for which the financial statements are
prepared 1s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you
if, In our opinion
 adequate accounting records have not been kept, or returns adequate for our audit have not been received

from branches not visited by us, or

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

certain disclosures of directors’ remuneration specified by law are not made, or

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

(ot e, B~
Caroline Bntton (Senior Statutory Auditor)
for and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditor

London, United Kingdom
’5‘ March 2013




FOSSE FUNDING (NO.1) LIMITED - 05925696

Statement of Comprehensive Income
For the year ended 31 December 2012

Year ended Year ended
31 December 31 December
2012 2011
Note £000 £000
Interest income 3 474,986 425,153
Interest expense 4 (474,976) (421,633)
Net interest income 10 3,520
Other unrealised fair value losses 5 {179,870) (81,107)
Administration expenses 3] (3,949) (3,203)
LOSS BEFORE TAX {183,809) {80,790)
Tax 9 (55) (57)
LOSS FOR THE YEAR (183,864) (80,847)
Other comprehensive expense for the year - -
TOTAL NET COMPREHENSIVE EXPENSE FOR THE YEAR
ATTRIBUTABLE TO THE ORDINARY EQUITY HOLDER OF
THE COMPANY (183,864) (80,847)
All results denve from continuing operations
The accompanying notes 1 to 18 form an integral part of the accounts
. . '
Statement of Changes in Equity
For the year ended 31 December 2012
Share Retained
Capital Earnings Total
£000 £000 £000
At 1 January 2011 - 124,064 124,064
Loss and total comprehensive expense for the year - (80,847) (80,847)
Al 31 December 2011 and 1 January 2012 - 43,217 43,217
Loss and total comprehensive expense for the year - {183,864} (183,864)
At 31 December 2012 - {140,647) {140,647}

The accompanying notes 1 ta 18 form an integral part of the accounts
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FOSSE FUNDING (NO.1) LIMITED - 05925696

Balance Sheet
As at 31 December 2012

31 December

31 December

2012 201
Note £000 £000
NON CURRENT ASSETS
Financial assets loans and receivables 10 15,549,456 16,655,292
Other assets 11 11,200 14,254
Financial instruments denvatives - 159,983
15,560,656 16,829,539
CURRENT ASSETS
Financial assets loans and receivables 10 - 1,282
Other assets 11 8,898 10,719
Cash and cash equivalents 12 1,565,296 1,077,852
1,574,194 1,089,853
CURRENT LIABILITIES
Current tax (35) (64)
Accruals and deferred income - {1,138)
Financial hapihities 13 (64,460) {77,949)
(64,495) (79,151)
NET CURRENT ASSETS 1,509,699 1,010,702
NON CURRENT LIABILITIES
Financial habilities 13 {17,050,452) (17,669,043)
Derivative financial instruments {160,550) (127,981)
{17,211,002) (17,797,024)
NET (LIABILITIES) / ASSETS (140,647} 43,217
EQUITY
Called up share captal 14 . .
Retamned earnings (140,647) 43,217
TOTAL ORDINARY SHAREHOLDER'S FUNDS (140,647} 43,217

The accompanying notes 1 to 18 form an integral part of the financial statements

These financial statements were approved by the Board of Directors and authonsed for 1ssue on 15 March 2013 They

were signed on ther behalf by

i

Helena Whitaker
Per pro SFM Directors Limited

As Director




FOSSE FUNDING (NO.1) LIMITED - 05925696

Cash Flow Statement
For the year ended 31 December 2012

Year ended Year ended
31 December 31 December
2012 2011
Note £000 £000

Operating activities
Loss before tax {183,809) (80,790)
Tax paid (84) (23)
Cash flows from operating loss before changes in operating
assets and habilities (183,893) (80,813)
Changes in operating assets and habihties
Decrease in denvative financial instruments - assets 159,993 112,920
Decrease/(increase) in other assets 4,875 (3,144)
Increase / (decrease) in denvative financial mstruments —
liabihties 32,569 (48,797)
(Decrease)/ increase n accruals and deferred income (1,138) 526
Net Cash provided by / (used in) operating activities 12,406 (19,308)
Investing activities
Net decrease / (increase) in group loans 1,107,118 (4,745,2886)
Cash flows provided by /(used in) Investing activities 1,107,118 (4,745,286)
Financing activities
New loans from Group company 2,606,197 5,398,468
Repayment of loans (3,290,158) (377.406)
increase in other financial hiabiliies 51,881 34,168
Cash flows (used in) / provided by financing activities (632,080) 5,055,230
Net increase in cash and cash equivalents 487,444 290,636
Cash and cash equivalents at beginning of year 1,077,852 787,216
Cash and cash equivalents at end of year 12 1,565,296 1,077,852

The accompanying notes 1 to 18 form an integra! part of the accounts
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FOSSE FUNDING (NO.1) LIMITED - 05925696

Notes to the Financial Statements
For the year ended 31 December 2012

1 Principal accounting policies

The financial statements of Fosse Funding (No 1) Ltd, Company Number 05925696 (the “Company”)
have been prepared in accordance with International Financial Reporting Standards ('IFRS’) as adopted
for use in the European Union that are effective or available for early adeption at the Company’s reporting
date The Company, in addition to complying with its legal obligation to comply with IFRSs as adopted for
use in the European Union, has alsc complied with the IFRSs as issued by the International Accounting

Standards Board
These policies have been consistently apphed dunng the current year and previous year unless otherwise stated

a Accounting convention

The financial statements have been prepared under the historical cost convention ‘as modified by
the revaluation of denvative financial instruments through profit and loss' to account for the
remeasurement of derivatives and on the gaing concern basis as disclosed in the Statement of
Going Concern set out In the Directors’ Report

b Presentation of Statement of Comprehensive Income

Due to the nature of the business, the directors are of the opinion that it 1s more appropnate to use
‘Interest Income’ rather than ‘Revenue’ in presenting the Statement of Comprehensive Income

c income recognition

Interest mcome and expense on financial assets and habihties held at amortised cost 1s measured
using the effective interest rate methed, which allocates the interest income or interest expense
over the relevant period The effective interest rate 1s the rate that exactly discounts estimated
future cash payments or receipts through the expected life of the financial instrument

d Taxation
The tax expense represents the sum of tax currently payable

Income tax payable on profits, based on the applicable tax law in each jurisdiction 1s recogrised
as an expense In the year in which profits anse Taxable profit differs from net profit as reported in
the Statement of Comprehensive Income because it excludes tems of income or expense that
are taxable or deductible in other periods and it further excludes items that are never taxable or
deductible The habiliy for current tax 18 calculated using tax rates that have been enacted or
substantively enacted by the balance sheet date

Deferred tax 15 provided n full, using the habiity methed, on temporary differences ansing
between the tax bases of assets and lhabilities and ther carrying amounts in the financial
statements Deferred tax llabihties are generally recognised for all taxable temporary differences
and deferred tax assets are recognised to the extent that it 1s probable that taxable profits wiil be
avallable aganst which deductible temporary differences can be utihsed Such assets and
liabilities are not recognised If the temporary difference anses from the inital recogniion of other
assets (other than in a business combination} and liabilities 1n a transaction that affects neither
the tax profit nor the accouniing profit

Deferred tax 1s calculated at the tax rates that are expected to apply in the penod when the Lability
1s settled or the asset I1s realised Deferred tax i1s charged or credited in the Statement of
Comprehensive Income, except when It relates to items charged or credited directly to equity, In
which case the deferred tax s also dealt with in equity

The carrying amount of deferred tax assets 1s reviewed at each Balance Sheet date and reduced
to the extent that it 1s no longer probable that sufficient taxable profits will be available to allow all
ar part of the asset lo be recovered

Deferred and curmrent tax assets and liabilities are only offset when they anse in the same tax
reporting group and where there s both the legal nght and the intention to settle on a net basis or
to realise the asset and seltle the lability simultaneously




FOSSE FUNDING (NO.1) LIMITED - 05925696

Notes to the Financial Statements
For the year ended 31 December 2012

1 Principal accounting policies {continued)

e

Financial assets

All financial assets are recognised and derecognised on a trade date where the purchase or sale
of a financral asset 1s under a contract whose terms require delivery of the financial asset within
the timeframe established by the market concerned, and are initrally measured at farr value, plus
transaction costs, except for those financial assets classified as at fair value through profit or loss,
which are initially measured at farr value

Financia! assets are classified into the following specified categornes financial assets ‘at far value
through profit or loss’ (FVTPL), 'held-to-maturity’ investments, ‘available-for-sale’ (AFS) financial
assets and ‘loans and recewvables' The classification depends on the nature and purpose of the
financial assets and i1s determined at the tme of initial recognition The Company does not hold
held-to-matunty or AFS financial assets

(1) Financial assets at FVTPL

The Company’s financial assets that are classified as FVTPL are denvatives that are not
designed In a hedging relationship Denvatives initialiy recorded at fair value and subsequently
remeasured to fair value through profit and loss The Company has no other financial assets
classified or designated as FVTPL (see Valuation of financial instruments below)

{2) Loans and recewables

Loans and receivables are non-denvative financial assets with fixed or determinable payments
that are not quoted in an active market Loans and receivables are intially recorded at fair value
plus transaction costs and are subsequently measured at amortised cost using the effective
interest method (see impairment of financial assets below)

Financial habilities

Financial labihties include loans and advances to group companies and accrued interest shown
within other habilities on the face of the balance sheet

Financial lhabilites are ihially recorded at far value with subsequent re-measurement at
amorhsed cost

The amortisation 1s to be calculated under the standards on an Effective Interest Rate ("EIR”)
method The EIR method spreads the expected net interest income ansing from a loan over its
expected life  The EIR 1s that rate of interest which, at nception, exactly discounts the future
cash payment and receipts ansing from the loan to the initial carrying amount

Cash and cash equivalents

For the purposes of the Balance Sheet and Cash Flow Statement, cash and cash equivalents
compnse balances with less than three months’ matunty from the date of acquistion, including
cash and non-restricted balances with central banks, treasury bills and other elgible bills, loans
and advances to banks, amounts due from other banks and short term investments in secunties

Derecogrution

As a result of IAS 39 “Financial Instruments Recogmtion and Measurement” the legai transfer of
the benefictal interest in the Trust mortgage portfolio from Fosse Trustee Limited to the Company
falls the cntena for derecogmtion As neo transfer has occurred for accounting purposes the
beneficial interest has not been recogmsed in the Company's financial statements and remains on
the Balance Sheet of Santander UK plc

The beneficial interest in the mortgage portfolio 1s replaced by a related party loan included in
Loans and advances to related parties on the Company’s Balance Sheet The related party loan 1s
recorded at the book value of the beneficial interest in the mortgage portfolio to Santander UK ple
at the time of transfer less any subseguent transfers and repayments of capital Management
assess the recoverability of the related party loan on an annual basis but have concluded that no
such provision 1s needed due to the overcollatenzation of the Fosse trust structure




FOSSE FUNDING (NO.1} LIMITED - 05925696

Notes to the Financial Statements
For the year ended 31 December 2012

1 Principal accounting polictes (continued)
1 Impairment of financial assets

At each balance sheet date the Company assesses whether, as a result of one or more events
occurnng after initial recognition, there 1s objective evidence that a financial asset or group of
financial assets has become mparred Ewidence of imparment may include indications that the
borrower or group of borrowers have defaulted, are expenencing significant financial difficulty, or the
debt has been restructured to reduce the burden to the borrower

Impairment losses are assessed individually for the financial assets that are individually significant
and individually or collectively for assets that are not individually significant For individually assessed
assets, the Company measures the amount of the loss as the difference between the carrying
amount of the asset or group of assets and the present value of the estmated future cash flows from
the asset or group of assets discounted at the oniginal effective interest rate of the asset

Once a financial asset or a group of financial assets has been wntten down as a result of an
impairment loss, interest income 1s continued to be recogmsed on an effective interest rate basis,
though on the asset value after provisions have been deducted

Impairment losses are recognised in the Statement of Comprehensive Income and the carrying
amount of the financial asset or group of financial reduced by establishing an allowance for
impairment losses If in a subsequent perod the amount of the impairment loss reduces and the
reduction can be ascnbed to an event after the imparment was recognised, the previously
recognised loss 1s reversed by adjusting the allowance

A wnte off 1s made when al! coliection procedures have been completed and 1s charged against
previously established provisions for impairment

J Cntical accounting estimates and areas of significant management judgement

The preparation of the Company's Financial Statements requires management to make estimates and
Judgements that affect the reported amount of assets and habilities at the date of the Financial Statements
and the reported amount of Income and expenses dunng the reparting penod Management evaluates its
estimates and judgements on an ongoing basis Management bases its estimates and judgements on
histoncal expenence and on cther factors that are believed to be reasonable under the circumstances
Actual results may differ from these estimates under different assumptions or conditions Estimates and
judgements that are considered important to the portrayal of the Company's financial condition including,
where applicable, quantifications of the effects of reasonably possible ranges of such estimates and
Judgements are set out In the Accounting Policies in the Financial Statements

k Deferred consideration

Under the terms of the mortgage sale agreement, Santander UK plc, as the ongmnator of the
mortgage loans, legally retains the nght to recewve excess income (deferred consideration) ansing on
those loans, after certain higher prionty payments have been met Deferred consideration is
disclosed within interest income with accruals recognised for any outstanding amounts

-10-




FOSSE FUNDING (NO.1) LIMITED - 05925696

Notes to the Financial Statements
For the year ended 31 December 2012

1 Principal accounting pehcies {continued)

| Derivative financial instruments

Derwvatives are imtially recognised at far value on the date on which a denvative contract is
entered Into, and are subsequently re-measured at ther far value All denvatives are carned as
assets when fair value 1s positive and as liabilities when far value is negative The Company does
not apply hedge accounting

m Related party transactions

Santander UK plc, the Company’s UK controlling underiaking 1s incorporated in Great Britain and
registered in England and Wales Santander UK plc performs the administration, operations,
accounting, and financial reporting functions of the Company Related party transactions with
group undertakings are detailed in their respective notes

n Changes to Accounting Standards

Recent accounting developments

In 2012, the Company adopted ihe following amendments to standards which became effective for
financial years beginning on 1 January 2012

a)

b)

IFRS 7 ‘Financial Instruments Disclosures’ — In October 2010, the IASB i1ssued amendments to
IFRS 7 that increase the disclosure requirements for transactions involving transfers of financial
assets The amendments are intended to provide greater transparency around nisk exposures
when a financial asset Is transferred but the transferor retains some level of continuing exposure In
the asset The amendments also require disclosures where transfers of financial assets are not
evenly distributed throughout the penod The amendments to IFRS 7 are effective for annual
periods beginning on or after 1 July 2011, with earlier application permitted Disclosures are not
required for comparative periods before the date of inital application of the amendments

These changes did not have an impact on the Company’s financial statements

There are a number of other changes to IFRS that were effective from 1 January 2012 Those
changes did not have a significant impact on the Company's financial statements

Future accounting developments
The Company has not yet adopted the following significant new or revised standards and interpretations,
and amendments thereto, which have been 1ssued but which are not yet effective for the Company

a)

IAS 1 ‘Presentation of Financial Statements’ - In June 2011, the IASB 1ssued amendments to 1AS
1 that retain the option to present profit or loss and other comprehensive income n either a single
statement or in two separate but consecutive statements However, the amendments to IAS 1
require addittonal disclosures to be made in the other comprehensive income section such that
items of other comprehensive income are grouped into two categones (i} items that will not be
reclassified subsequently to profit or loss, and (i) tems that wall be reclassified subsequently to
profit or loss when specific conditions are met Income tax on items of other comprehensive
income 1Is required to be allocated on the same basis The amendments to IAS 1 are effective for
annual periods beginning on or after 1 July 2012

The Company anticipates that IAS 1 (2011) will be adopted in the Company's financial statements
for the annual penod beginning on 1 January 2013 and that the application of the new Standard
will modify the presentation of items of other comprehensive income accordingly Retrospective
application 1s required The Company does not anticipate that these amendments to 1AS 1 will
have a significant impact on the Company’s disclosures

-11-




FOSSE FUNDING (NO.1) LIMITED - 05925696

Notes to the Financial Statements
For the year ended 31 December 2012

1 Principal accounting pelicies (continued)

Future accounting developments (continued)

b)

IFRS 10 'Consolidated Financial Statements’, IFRS 11 'Joint Arrangements’, IFRS 12 'Disclosure
of Interests In Other Entities’, IAS 27 ‘Separate Financial Statements’ and 1AS 28 ‘Investments In
Associates and Joint Ventures' — In May 2011, the |IASB 1ssued new and amended guidance on
consolidated financial statements and joint arrangements IFRS 10, IFRS 11 and IFRS 12 were
new standards 1ssued while IAS 27 and |AS 28 were amended Each of the standards issued 1s
effective for annual penods beginning on or after 1 January 2013 with earlier application permitted
as leng as each of the other standards 1s also appled earher
Under IFRS 10 'Consolidated Financial Statements’, control 1s the single basis for consolidation,
irrespective of the nature of the investee, this standard therefore eliminates the nsks-and-rewards
approach IFRS 10 identifies the three elements of control as power over the investee, exposure, ar
nghts, to vanable returns from involvement with the investee and the ability to use power over the
investee to affect the amount of the investor's returns An investor must possess all three elements to
conclude that it controls an investee The assessment of control 15 based on all facts and
circumstances, and the conclusion 1s reassessed If there are changes to at least one of the three
elements Retrospective application 1s required subject to certain transitional provisions
IFRS 11 apples to all entities that are parties to a joint arrangement A joint arrangement ts an
arrangement of which two or more parties have joint control IFRS 11 establishes two types of joint
arrangements, joint operations and joint ventures, which are distinguished by the nghts and
obligaticns of the parties to the arrangement In a joint operation, the parties to the joint arrangement
(referred to as ‘joint operators’) have nights to the assets and obligatons for the habiliies of the
arrangement By contrast, in a joint venture, the parties to the arrangement (referred to as ‘joint
venturers’) have nghts to the net assets of the arrangement IFRS 11 requires that a joint operator
recognise its share of the assets, labilities, revenues, and expenses in accordance with applicable
IFRSs, however, a joint venturer would account for its interest by using the equity method of
accounting under [AS 28 (2011) Transitional provisions vary depending on how an interest s
accounted for under 1AS 31 and what its nature 1s under IFRS 11
IFRS 12 integrates the disclosure requirements on interests 1n other entihies, currently included in
several standards to make it easier to understand and apply the disclosure requirements for
subsidianes, joint arrangements, associates and unconsolidated structured entties The standard
also containg additional requirements on a number of topics Under IFRS 12, an entity should
disclose information about significant judgements and assumptions (and any changes to those
assumptions) made in determiming whether 1t has control, joint control, or significant influence over
another entity and the type of joint arrangement |IFRS 12 also requires additional disclosures to
provide information to enable users to assess the nature of, and risks associated with the Company’s
interests in other entities and the effect of those interests on the Company’'s financial position,
performance and cash flow Disclosures shall be aggregated or disaggregated so that useful
information 1s not obscured by either the inclusion of a large amount of insignificant detail or the
aggregation of items that have different charactenstics The standard applies prospectively from the
beginning of the annual period in which it 1s adopted
In June 2012, the IASB issued amendments to IFRS 10, IFRS 11 and IFRS 12 that clanfy the
transitional guidance in IFRS 10 Consolidated Financial Statements, IFRS 11 Joints Arrangements
and IFRS 12 Disclosure of Interest in Other Entities The amendments provide additional transition
relief in IFRS 10, IFRS 11 and IFRS 12 by limiting the requirement to provide adjusted comparative
information to only the preceding comparative period, and are in response to constituent requests for
clanfication on certain aspects of the transiion guidance
The Company anticipates that IFRS 10, IFRS 11 and IFRS 12 will be adopted in the Company's
financial statements for the annual penod beginming on 1 January 2013
The Company does not anticipate that the application of the new standards will have a significant
impact on its profit or loss or financial posthion but expects to enhance its disclosures around holdings
of structured entities as a result of IFRS 12
IAS 27 was amended for the ssuance of IFRS 10 but retains the current guidance on separate
financial statements
IAS 28 was amended for conforming changes on the basis of the 1ssuance of IFRS 10 and IFRS 11
The Company anticipates that 1AS 27 (2011) and 1AS 28 (2011) will be adopted in the Company’s
financial statements for the annual period beginning on 1 January 2013 The Company does not
anticipate that these amendments to IAS 27 and IAS 28 will have a signifficant impact on its
disclosures and on amounts reported in respect of the Company's profit or loss, financial position or
disclosures
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1 Principal accounting policies {(continued)

Future accounting developments (continued)

c)

e)

IFRS 13 ‘Farr Value Measurement’ - In May 2011, the |IASB 1ssued IFRS 13, which establishes 2
single source of guidance for fair value measurement IFRS 13 defines far value, establishes a
framework for measunng fair value, and requires disclosures about farr value measurements IFRS
13 applies to both financial instrument items and non-financial instrument items for which other
IFRSs require or permit farr value measurements and disclosures about fair value measurements,
except in specified circumstances In general, the disclosure requirements in IFRS 13 are more
extensive than those required In the current accounting standards IFRS 13 1s effective for annual
penods beginning on or after 1 January 2013, with early adoption permitted, and applies
prospectively from the beginming of the annual penod in which it 1s adopted

The Company anticipates that IFRS 13 will be adopted in the Company's financial statements for
the annual period beginming on 1 January 2013 The Company does nol anticipate that the
apphcation of the new standards will have a significant impact on its profit or loss, financial position
or disclosures

IFRS 9 ‘Financial instruments’ — In November 2009, the IASB 1ssued IFRS 9 ‘Financial instruments
(‘IFRS g) which introduced new requirements for the classification and measurement of financial
assets In October 2010, the IASB 1ssued an amendment to IFRS 9 incorporating requirements for
financial habiities Together, these changes represent the first phase in the J1ASB’s planned
replacement of IAS 39 ‘Financial Instruments Recognition and Measurement’ (‘IAS 39) with a less
complex and impreved standard for financial instruments

Following the 1ASB’'s decision in December 2011 to defer the effective date, the standard 1s
effective for annual periods beginning on or after 1 January 2015 with early adeption permitted
IFRS 91s required to be apphed retrospectively but prior periods need not be restated

The second and third phases in the IASB's project to replace IAS 39 will address impairment of
financial assets measured at amortised cost and hedge accounting

The IASB re-opened the requirements for classificabon and measurement in IFRS 2 1n 2012 to
address practice and other 1ssues, with an exposure draft of revised proposals 1ssued in November
2012

The Company anticipates that IFRS 9 will be adopted in the Company’s financial statements for
the annual penod beginning on 1 January 2015 and that the application of the new Standard may
have a significant impact on amounts reported n respect of the Company's financial assets and
financial iabilities However, 1t 1s not practicable to provide a reasonable estimate of that effect until
a detalled review has been completed

IAS 19 ‘Employee Benefits’ — In June 2011, the IASB 1ssued amendments to IAS 19 that change
the accounting for defined benefit plans and termination benefits The most significant change
relates to the accounting for changes in defined benefit obligations and plan assets The
amendments require the recognition of changes in defined benefit obligations and n fair value of
plan assets when they occur, and hence eliminate the ‘corndor approach’ permitted under the
previous version of IAS 19 and accelerate the recognition of past service costs The amendments
require all actuanal gains and losses to be recognised immediately through other comprehensive
income n order for the net pension asset or liabity recogrised in the consolidated statement of
financial position to reflect the full value of the plan deficit or surplus The amendments to 1AS 19
are effective for annual periods beginning on or after 1 January 2013 and require retrospective
application with certain exceptions

The Company anticipates that IAS 18 (2011) will be adopted in the Company's financial statements
for the annual penod beginning on 1 January 2013 The Company does not anticipate that these
amendments to IAS 19 will have a significant impact on its profit or loss or financial position as the
Company does not utilise the ‘corndor approach’

In December 2011, the IASB 1ssued amendments to IFRS 7 ‘Disclosures — Offsetting Financial
Assets and Financial Liabiities’ which requires the disclosures about the effect or potential effects
of offsetting financial assets and financial liabilites and related arrangements on an entity’s
financial posiion The amendments are effective for annual periods beginning on or after 1
January 2013 and intenm penods within those annual periods The amendments are required to be
applied retrospectively
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] Principal accounting policies (continued)

0

Level
1

Level

Level

Future accounting developments (continued)

a In December 2011, the IASB i1ssued amendments to IAS 32 ‘Offseting Financial Assets and
Financial Liabiiies’ which clanfied the requirements for offsetting financal instruments and
addressed nconsistencies In current practice when applying the offsetting cnterra in 1AS 32
‘Financial Instruments Presentation’ The amendments are effective for annual penods beginning
on or after 1 January 2014 with early adoption permitted and are required to be applied
retrospectively
The Company 1s currently assessing the impact of these clanfications but it 1s not practicable to
quantify the effect as at the date of the publication of these financial statements

hy There are a number of other standards which have been 1ssued or amended that are expected io be
effective In future penods However, It 1s not practicable to provide a reasonable estimate of their
effects on the Company’s financial statements until a detalled review has been completed

Valuation of financial instruments

Financial instruments that are classified at farr value through profit or loss (‘FVTPL'), including those held
for trading purposes, or avallable-for-sale, and all denwvatives, are stated at fair value The fair value of
such financial instruments 1s the estimated amount at which the instrument could be exchanged in a
current transaction between willing knowledgeable parties, other than in a forced or hquidation sale

Imtial measurement

The best evidence of the farr value of a financial instrument at inihial recognition 1s the transaction price
unless the instrument 1s evidenced by companson with other observable current market transactions in the
same Instrument or based on a valuation technique whose vanables include significant data from
observable markets Any difference between the transaction price and the value based on a valuation
techmqgue where the inputs are not based on data from observable current markets 1s not recognised in
profit or loss on initial recognition Subsequent gains or losses are only recognised to the extent that they
anse from a change in a factor that market participants would consider in setiing a price

Subsequent measurement
Fair value hierarchy

The Company applies the following fair value hierarchy that pnontises the inputs to valuation techmques
used n measuring fair value The hierarchy establishes three categones for valuing financia!l instruments,
giving the highest prionty to unadjusted quoted pnces in active markets for identical assets or liabilities
and the fowest priorty to unobservable inputs The three categories are quoted prnices in active markets
(Level 1), internal models based on observable market data (Level 2) and internal models based on other
than observable market data (Level 3) If the inputs used to measure an asset or a hability fall to different
levels within the hierarchy, the classification of the entire asset or liability will be based on the lowest level
input that 1s significant to the overall farr value measurement of the asset or liability

The Company categonses assets and liabilities measured at fair value wathin the fair value tuerarchy
based on the inputs to the valuation techniques as follows

Unadjusted quoted prices for identical assets or habilities in an active market that the Company has
the abilty to access at the measurement date Level 1 positions include debt secunties, equity
securities, exchange traded denvatives and short positions in securities The Company has no
assets or labihties measured at far value that are classified as Level 1

Quoted prices in markels that are not active, quoted prices for similar assets or habilities, recent
market transactions, inputs other than quoted market prices for the asset or habity that are
observable either directly or indirectly for substantially the full term, and inputs to valuation
technigues that are derived principally from or corrobeorated by observable market data through
correlation or other statistical means for substantially the full term of the asset or liability Level 2
positions include loans and advances to banks, loans and advances to customers, equity securities,
exchange rate denvatives, interest rate derivatives, equity and credit denvatives, debt secunities,
deposits by banks, deposits by customers, debt secunties in 1ssue, amounts due to banks, and
amounts due to customers

Inputs to the pncing or valuation techniques that are significant to the overall far value
measurement of the asset or hability are unobservable The Company has no assets or
liabilites measured at fair value that are classified as Level 3
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1 Principal accounting policies {continued)

Fair value hterarchy (continued)

The Company assesses active markets for equity instruments based on the average daily trading volume both in
absolute terms and relative to the market capitalisation for the instrument The Company assesses actve
markets for debt instruments based on both the average dally trading volume and the number of days with
trading actvity The Company assesses active markets for exchange traded denvatives based on the average
daily trading volume both in absoclute terms and relative to the market capitalisation for the instrument

Market activity and hquidity i1s discussed in the relevant monthly Risk Forum as well as being part of the daily
update given by each business at the start of the trading day This information, together with the observation of
achive trading and the magnitude of the bid-offer spreads allow consideration of the iquidity of a financial
instrument Al underlying assets and habilities are reviewed to consider the appropriate adjustment to mark the
mid pnce reported in the trading systems to a realisable value This process takes into account the liquidity of the
position in the size of the adjustment required These iquidity adjustments are presented and discussed at the
monthly Risk Forum

In determining the appropnate measurement levels, the Company performs regular analyses on the assets and
habiliies All underlying assets and habilites are regularly reviewed to determine whether a position should be
regarded as iliquid, the most important practical consideration being the observability of trading Where the bid-
offer spread I1s observable, this 1s tested against actual trades If trades are not observed, the bid-offer spread 1s
disregarded as a sign of Iquidity and the position 1s regarded as lliquid

Changes in the observability of significant valuation inputs dunng the reporting period may resull In a
reclassification of certain assets and habilities within the fair value hierarchy

Financial instruments valued using observable market prices

If a quoted market price In an active market i1s avalable for an instrument, the fair value 1s calculated based on
the market price

Financial instruments valued using a valuation technique

In the absence of a quoted market price In an active market, management uses internal models to make its best
estimate of the price that the market would set for that financial instrument In order to make these estimations,
vanous techniques are employed, including extrapolation from observable market data and observation of similar
financial instruments with similar charactenistics Wherever possible, valuation parameters for each product are
based on pnces directly observable in active markets or that can be derived from directly observable market
prices Valuation parameters for each type of financial instrument are discussed below

The Company did not make any matenal changes to the valuation techrnigues and internal models it used during
the year ended 31 December 2012
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1

Principal accounting poficies (continued)

Fair value valuation hases

The following tables summanse the fair values at 31 December 2012 of the asset and hability classes accounted
for at farr value, by the valuation methodology used by the Company to determine ther farr value The tables
also disclose the percentages that the recorded fair values of financial assets and liabilittes represent of the total
assets and habihties, respectively, that are recorded at farr value in the balance sheet

31 December 2012
Balance sheet
category

Internal models based on

Level 1
£000 % £000

Level 2

%  £000 % £000

Level 3 Total

Valuation
technique
%

Liabihties
Financial Liabiities
designated

at farr value -
dervative liabilities
(interest rate
contracts)

- (160,550)

100 - (160,550)

100 A

Total habilities at
fair value

- (160,550)

100 - {160,550)

100

31 December 2011
Balance sheet
category

Internal models based on

Level 1
£000 % £000

Level 2

% £000 % £000

Level 3 Total

Valuation
technique
%

Assets

Financial assets
designated

at fair value -
dervative assets
(interest rate
contracts)

- 159,993

100 - - 159,993

100 A

Total assets at fair
value

- 159,993

100 - - 159,993

100

Liabilities
Financial Liabilbhes
designhated

at farr value -
dervative liabilities
{interest rate
contracts)

- (127,981)

100 - (127,981)

100 A

Total habihities at
fair value

(127,981)

100 (127,981)

100

There have been no transfers between the levels dunng the current and preceding year
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3

Principal accounting policies (continued}
Valuation techmiques

The main valuation techniques employed in the Company’'s internal models to measure the fair value of the
financial instruments disclosed above at 31 December 2012 are set out below The principal mputs into these
models are denved from observable market data

A In the valuation of financial instruments requinng static hedging (for example interest rate and currency
dervatives) and in the valuation of loans and advances and deposits, the ‘present valug’ method 15 used
Expected future cash flows are discounted using the interest rate curves of the apphcable currencies The
Interest rate curves are generally observable market data and reference yield curves denived from quoted
interest rates in appropriate time bandings, which match the timings of the cashflows and matunties of the
instruments

B In the valuation of equity financial instrument requiring dynamic hedging {pnncipally equity secunties,
options and other structured instruments), proprietary stochastic velatilily models are used These types of
models are widely accepted in the financial services industry Observable market inputs are used In these
models to generate vanables such as the bid-offer spread, foreign currency exchange rates, credit risk,
volatility, correlation between indices and market iquidity as appropriate

C In the valuaticn of financial instruments exposed to interest rate nisk that require ether static or dynamic
hedging (such as interest rate futures, caps and floors, and options), the present value method (futures),
Black's model (caps/floors) and the Markov functional model (Bermudan options) are used These types of
models are widely accepted n the financial services industry The significant inputs used in these models
are observable market data, including appropriate interest rate curves, volatfities, correlations and exchange
rates

in determining fair value, the Company also considers both the credit nsk of its counterparties, as well as its own
creditworthiness The Company attempts to mibigate credit nsk to third parties by entening into netting and
collateral arrangements Net counterparty exposure (counterparty positions netted by offsetting transactions and
both cash and secunties collateral) 1s then valued for counterparty creditworthiness and this resultant value 1s
incorporated into the fair value of the respective instruments The Company generally calculates the credit nsk
adjustment for denvatives on observable credit data

Credit nisk 1s measured using dynamic models that calculate the probability and potential future exposure given
default The man inputs used in these models are generally data relating to indwvidual 1ssuers in the portfolio and
correlations thereto The main inputs used in determining the underlying cost of credit for credit risk denvatives
are quoted credit spreads and the correlation between individual 1ssuers’ quoted credit denvatives

Segmental reporting

The Company operates in one business sector and all of the Company’s activities are in the UK

Interest Income

Year ended Year ended

31 December 31 December

2012 2011

£000 £000

Interest income on loan to fellow Group undertaking 465,447 418,489
Other interest iIncome 9,539 6,664
474,986 425,153

-17-




FOSSE FUNDING (NO.1) LIMITED - 05925696

Notes to the Financial Statements
For the year ended 31 December 2012

4 Interest expense
Year ended Year ended
31 December 31 December
2012 2011
£000 £000
On lcans repayable after more than five years
Interest on loans from fellow Group undertaking 379,389 295,511
Interest on subordinated loan from fellow Group undertaking 9,144 9,481
Denvative interest 86,443 116,641
474,976 421,633
5 Other unrealised fair value losses
Year ended Year ended
31 December 31 December
2012 2011
£000 £000
Far value movements of denvatives 178,870 81,107

The fair value movements of future cash flows on denvatives are separately identified within '‘Unreahsed fair

value gains and losses’

6 Administrative expenses
Year ended Year ended
31 December 31 December
2012 2011
£000 £000
Professional fees 514 226
Administration fees and bank charges 3,435 2,977
3,949 3,203

7 Loss before tax

The audit fee for the current period has been paid on the Company’s behalf by its UK controlling undertaking,
Santander UK plc, in accordance with Company policy, for which no charge has been made The audit fee for
the current year 1s £11,700 (2011 £11,700)

Fees payable to Deloitte LLP and their associates for non-audit senvices to the Company are not required to
be disclosed because the Santander UK plc consolidated financial statements are required to disclose such

fees on a consolidated basis
8 Directors' emoluments

Directors’ emoluments for Mr T Ranger are borne by the UK controling undertaking, Santander UK plc
(2011 position unchanged)

During the year under review no other Directors apari from Mr Ranger were remunerated for their services
to the Company in respect of qualifying services (2011 £nil) Corporate Service fees of £3,5560 which
included fees for the provision of directors were paid by the Company to Structured Finance Management

Lirruted (2011 £4,2186)
The Company has no employees (2011 nil)
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9 Corporation tax
Year ended Year ended
31 December 31 December
2012 2011
£000 £000
Current taxation
Current year corporation tax expense 35 64
Adjustments to current tax of prior penod 20 {7
Current tax expense 55 57
Total corporation tax expense 55 57

UK corporation tax 1s calculated at 24 5% (2011 26 5%) of the estimated assessable profits for the year The
standard rate of UK corporation tax was reduced from 26% to 24% with effect from 1 Apnl 2012

The Finance Act 2012, which provides for a reduction in the main rate of UK corporation tax to 23%
effective from 1 April 2013 was enacted on 17 July 2012 The small profits rate of UK corporation tax rate
remains at 20% The UK Government has also indicated that it imtends to enact a further reduction in the
main tax rate down to 21% by 1 Apnl 2014

The tax on the Company’s loss before tax differs from the theoretical amount that would anse using the basic tax
rate of the Company as folfows

Year ended Year ended

31 December 31 December

2012 2011

£000 £000
Loss before tax {183,809) (80,790)
Tax calculated at a rate of 24 5% (2011 26 5%) {(45,033) (21,409)
Benefit of small profits rate {8) -
Non taxable income and disallowable expenses 45,076 21,473
Prior year adyustments 20 {7
Corporation tax expense 55 57
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1

12

Financial assets loans and receivables

31 December

31 December

2012 2011
£000 £000
Nen current
Receivable from Santander UK — amorfised cost 15,549,456 16,655,292
Total 15,549,456 16,655,292
Current
Receivable from Santander UK — amortised cost - 1,282
Total - 1,282
Other assets
31 December 31 December
2012 2011
£000 £000
Non current
{ssuance fees 11,200 14,254
Total 11,200 14,254
Current
Issuance fees 8,898 10,719
Total 8,898 10,719

Cash and cash equivalents

31 December

31 December

2012 2011

£000 £00Q

Depostts with Group undertakings 1,565,296 1,077,852
1,565,296 1,077,852

A cash deposit of £1 1s held by SFM Corporate Services Limited 1in the name of and benefit for the

Company, and 1s accessible by the Company on demand

-20-




FOSSE FUNDING (NO.1) LIMITED - 05925696

Notes to the Financial Statements
For the year ended 31 December 2012

13 Financial habilities

Current Non- current Total
£000 £000 £000
At 31 December 2012
Loan from fellow Group undertaking |
Due within one year 63,023 - 63,023
Due after five years - 16,555,543 16,555,543 !
Subordinated loan from fellow Group undertaking
Due within one year 1,437 1,437
Due after five years - 494 909 494 909
64,460 17,050,452 17,114,912
At 31 December 2011
Loan from fellow Group undertaking
Due within one year 75,858 - 75,958
Due after one year - 17,133,371 17,133,371
Subordinated loan from fellow Group undertaking |
Due within one year 1,91 - 1,991
Due after one year - 535,672 535,672
77,949 17,669,043 17,746,992

14 Share capital

31 December
2012
£

31 December
2011
£

Issued and fully paid
1 ordinary share of £1 each
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Risk management policy and control framework

The Company was established as a special purpose company for the purposes of borrowing from fellow
Group undertakings and investing in a portfolo of mortgage assets held by a fellow Group undertaking

The principal objects of the Company are set out in its memorandum of associaton and include
 carrying on business as a general commercial company,
+ borrowing or raising money by any method and to obtain any form of credit or finance, and

+ secuning the payment of any monies, the discharge of any habilities and the observance or

performance of any kind of obligatons by any charge over the whole or any part of its
undertaking or assets

The activities of the Company are limited to owning an interest in the morigage portfolio, borrowing funds
under the intercompany loan agreements and other activites reasonably incidental thereto by the terms
and conditions of the transaction documents under which the Notes are 1ssued

The pnncipal nsks ansing from the Company's financial instruments (both assets and habilties) are

operational nsk, credit risk, interest rate nsk, and lquidity nsk  The principal nature of such nisks are
summarised below

Credit nsk

Credit sk 1s the nisk of financial loss where counterparties are not able to meet their obligations as they
fall due

The Company’s ability to make payments of principal and interest on the intercompany loan and to pay
its operaling and admimistrative expenses will depend primanly on payments received from the
underlying morigage loans held in the Fosse Master Trust for its benefit The quality of the underlying
mortgage loans 1s covered by eligibility cntena as set out in the transaction documents

In addition, the Company relies on interest rate swaps to make payments on the intercompany loan

The Company 1s not required to make payments under the intercompany loan agreement if It has
insufficient resources to do so

The maximum exposure to credit nsk without taking into account collateral or credit enhancements 1s the
carrying amount of the loans and advances to group companies as disclosed in Note 10 and the farr
value of denvative financial assets as shown in the Balance Sheet

Santander UK pic’s credit rating 1s disclosed below as the financial assets of the Fosse secuntisation
structure are secured on mortgage assets within Santander UK plc Detalls and the performance of the

underlying mortgage assets are disclosed in the Santander UK plc accounts and quarterly investor
reports of Fosse Master Trust

Santander UK plc's credit ratings as at 31 December 2012 were

S&P Moody’s Fitch
Long-term rating A A2 A
Long-term rating outlook Negative Negative Stable
Short term A1 P-1 F1

The Fosse structure compnsing the immediate parent and fellow subsidianes 1s over collaterahised by

£3 2bn (2011 £2 1bn) The structure also has cash balances of £2 Obn (2011 £1 8bn) which also act as
a credit enhancement
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Risk management policy and control framework {continued)

Interest Rate Risk

The Company's key interest rate nsk 1s between GBP LIBOR based interest expense on the
intercompany loans and the payments received from the mortgage portfolio where the underlying interest
rates include amounts based on fixed interest rates, rates linked the Bank of England base rate and rates
hnked to Santander UK plc standard vanable rate This exposure 1s mitigated by an interest rate swap
with a fellow Group undertaking

A 50bp increase or decrease in interest rates would have an mmatenal impact on the Statement of
Comprehensive income and on net assets

Liguidity risk

Liqgudity nsk 1s the potential nsk that the Company, though solvent, either does not have sufficient
financial resources available to meet its obligations as they fall due, or can only secure them at excessive
cost The Company's ability to meet its obligations will depend primanly on payments being recewed by it
under the intercompany loan agreement Such payments are held in cash or hquid assets in accordance
with the terms of the transaction documents until paid to holders of the Notes

The following tables analyse the Company's non-denvative habilities into relevant matunty groupings
based on the remaining penod at the Balance Sheet date (to contractual matunty) These have been
drawn on the undiscounted contractual matunties of financial habilities including interest that will accrue to
those labilities except where the Company 1s entitled and intends to repay the hability before its matunty

Oneto Threeto

Less than three twelve One to five Over five
one month months months years years Total
2012 £000 £000 £000 £000 £000 £000

Loans from fellow

Group undertakings 54 125 - - - 16,564,441 16,618,566
Other amounts due

from fellow Group

undertakings 1,437 - - - 494,909 496,346

Accruals - - 35 - - 35

Interest payable - 76,899 230,698 1,230,388 11,381,088 12,819,073
55,562 76,899 230,733 1,230,388 28,440,438 30,034,020

2011

Loans from fetiow

Greup undertakings 65,239 - - - 17,144,090 17,209,329

Other amounts due
from fellow Group

undertakings 1,991 - - - 535672 537,663
Accruals - 1,138 64 - - 1,202
Interest payable - 91,231 273,692 1,459,692 13,867,072 15,691,687

67,230 82,369 273,756 1,459,692 31,546,834 33,439,881

These figures reflect the contractual maturity on secuntisation to 2013 and 2054
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Risk management policy and control framework {(continued)

The following table gives the Company's contractual matunty for its denvative financial instruments  The
table has been drawn up based on undiscounted net cash inflows / (oufflows) on the denvative
instruments which settle on a net basis and the undiscounted gross outflows on those dernvatives that
require gross settfement When the amount payable or recevable 1s not fixed, the amounts disclosed
have been determined by reference to the projected interest rates as illustrated by the yield curves
existing at ihe reporting date

Denvative financial Less than One to Three to
instruments one three twelve Oneto  Over five
month months months five years years Total
2012 £000 £000 £000 £000 £000 £000
Assets - - - - - -
Liabilities (29,268) - (74,206) (74,824) 17,245  (161,053)
Total (29,268) - (74,206) (74,824) 17,245 (161,053)
2011
Assets 3,979 - 22,072 136,790 3,400 166,241
Liabilities (23,640) - {56,133) {45,141) - {124.914)
Total {19,661) - {34,061} 91,649 3,400 41,327
Dernivatives

A denivative 1s an agreement which defines cerlain financial nghts and obligations which are contractually linked
1o interest rates, exchange rates or other financial prices Denvatives are used to manage interest and currency
nsks by the Company

The use of dervatives 1s determined In the transaction documents at the time of 1ssue of each senes of notes
Loans and advances to fellow Group undertaking and due from banks

Floating rate loans and advances and deposits are recorded in the Balance Sheet at amortised cost, less
provisions for impairment This value 1s considered to be a good approximation for fair value

16 Capital management and financial resources

Capital held by the Company and managed centrally as part of the Santander UK group, compnses share
capital and reserves

Capital 1Is managed by way of processes set up at inception of the Company and subsequently there 1s no
active process for managing its own capital The Company is designed to hold minmum reserves once
all amounts due have been received and amounts owing have been paid The Company’'s capital 1s not
externally regulated
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17 Related party transactions
Durning the year, fees of £10,159 (2011 £23,122) were charged by Structured Finance Management Limited in
respect of corporate services fees, which included fees for the prowision of directors to the Company
There have been no transactions with key management personnel during the year, other than those disclosed
elsewhere In these accounts in respect of transactions with Structured Finance Management Limited
Durning the year, the Company entered into the following transactions with related parties
Amounts due to related Interest Amounts due from Cash and cash
Interest Expense parties Income related parties equivalents
2012 2011 2012 2011 2012 2011 2012 2011 2012 2011
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Santande
r UK
plc
Group 95,587 126,122 899,273 719,127 474,986 425467 15,549,456 16,816,566 1,565,296 1,077,852
Fosse
Master
Issuer 379,389 295,511 16,376,189 17,028,592 - - - - - -
Included within amounts due to related parties 1s £160,550,000 (2011 £127,981,000) of denvative liabilities
relating to interest rate contracts
18 Parent undertaking and controlling party

The entire 1ssued share capital of the Company 1s held by Fosse (Master Issuer) Holdings Limited The shares in
Fosse {Master Issuer) Moldings Limited are held by SFM Corperate Services Limited, a wholly owned subsidiary
of Structured Finance Management Limited, on a discretionary trust basis for the benefit of certain chanties

Copies of the financial statements of SFM Corporate Services Linuted may be obtained from 35 Great St Helen's,
London, EC3A 6AP

In accordance with SIC 12 “Consolidation — Special Purpose Entties”, the Company 1s controlled by Santander
UK plc and 1s therefore consolidated in the Santander UK Group accounts Santander UK plc 1s incorporated in
Great Brntain and 1s registered in England and Wales

The Company's ultimate parent undertaking and controlling party 1s Banco Santander, S A, a company registered
in Spain  Banco Santander, § A s the parent undertaking of the largest group of undertakings for which group
accounts are drawn up and of which the Company 1s a member Santander UK plc 1s the parent undertaking of
the smallest group of undertakings for which group accounts are drawn up and of which the Company 15 a
member

Copies of all sets of group accounts, which include the results of the Company, are available from Secretanat,
Santander UK ple, 2 Triton Square, Regent’s Place, London NW1 3AN
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