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AIRE VALLEY VIORTGAGES 2007 - 2 PLC

Inrectors” Report for the year ended 31 December 2011
Registered number 6374633

The Drrectors present their Report and the audited Financeal Statements for the year to 31 December 2011}

Ownership and control
Aure Vailey Mortgages 2007-2 plc Cthe Company?) 1s 2 public hmuted hability company incorporated and domtciled in the Umited Kingdom The
Company 1s a subsidiary of Asre Valley Holdings Limited a private limited hability company incorporated and domiciled 1n the United Kingdom

Aure Valley Holdings Limited holds one £1 fully paid sharc and 49,998 quarter paid up ordinary shares in the Company One £1 ordinary fully pad
share 15 held by SFM Nomenees for the benefit of Aure Valley Holdings Limited

On | October 2010 UK Asset Resolution Limited (UKAR') was established as the holding cotnpuy for Northern Rock (Asset Management) ple
(NRAM') and Bradford & Bingley plc (B&B'), bringing together the two brands under shared management and a common Board of Directors

Principat activities

The Company's pnncipal activity 1s to 15suc debt secunties and to enter into financial arrangements to fund the activities of certain subsidianes of Aire
Valley Holdings Limited and ultimately UKAR by means of intercompany loans  The debt secunties were oniginally issued in Eusos and Sterling and
are secured on a beneficial interest 1n a portfolic of morigage loans onginated by the B&B Group and held under a Master Trust arrangement by Aire
Valley Trustee Limited  These mongage loans are secured on ressdennal property in the UK Details are sct out in the offenng circular pertinent to
thus 1ssuance In November 2007, £1,156 3m of loan notes denominated in Euros and Sterling were 1ssued to purchase a £1,156 3m share wn the
Master Trust £175 8tn loan notes were redeemed in Oclober 2008 and a total of £11 8m notes were redeemed in 2009  [n October 2010 £2 4m loans
were redeemed £7 3m were redeemed 1n January 2010, £6m i Apnl 200, and a further £7m were redeemed 1n January 2011, £6m were redeemed n
Apnt 2011 £6m in July 2011 and £7m tn October 2011 At the cxchange rates at 155uc a8 a1 31 December 2011 £940 3m (2010 £966 Im) loan notes r
Subsequent to the year end, a further £200m loan notes were redeemed th Apnl

In September 2009, as a result of (1} the mte of early redemption of the loans in the mortgage pool' being lower than had been anticipated at the tme
of 13sue of the loan notes and (11) the occurence of the step-up event, amounts due and payable under certain senes of notes that fell to be redeemed 1
sccordance with specified controlled amortisauon schedules began to be repaid en a pass-through basis (such notes bemng the ‘Affected Controlled
Amorusation Notes) This Company has no Affected Controlted Amorusation Notes

Business review

The profits of the Company are pre-determined under the terms of the (ssue documentation  The results for the year are shown i the Statement of
Comprehensive Income on page 9 The loss after taxation was £772,000 (2010 profit £1,604,000) Fair value movements of a loss of £968,000
(2010 £2 017,000 gmn} arose duc to the movements tn interest rates and exchange mtes over the course of the year Thus fmr value loss 15 a tming
effect only, which will reverse, and does not have cash implicahons The Company has met all 1ts obligatons under the terms of the 1ssue
documentation

In Apnl 2011 all of the Company's remaming Euro-denominated floating rate notes were redenominated tnto sterling at their onginal exchange rate,
and ali of the Company's derivatives were transferted at ml value 10 B&B, the holder of the redenominated notes  The Company made no matenal net
profit or loss on the combined transaction

As descnbed 1n note 16, on 10 May 2012 a non-asset tngger event occurred  This wall affect the tming of future redemptions of the toan notes 1n
155ue

Key performance indicators

The key performance indicators used by management in assessing the performance of the Company are actual cash flows agamst planned cash flows
and the credit rotings assigned to the loan notes The performance of the Company 15 addressed in the monthly trustee reports to investors  Certain of
the Company s debt secunties 1n 1ssuc were downgraded during the year and subsequent to the year end

Some of the key performance indicators of the mortgage pool of the Master Trust are

2011 21
Mumber of outstanding mortgage loans Me 87,771 90,841
QOutstanding mortgage loans £bn 109 113
Number of mortgage loans 3 months or more tn arrears Mo, 1,578 2,553
Principal value of mortgage loans 3 months or more 1o arrears £m 2342 3859
Arrears value of mortgzge loans 3 month or more 16 arrears £m 64 120
Mortgage loans b repossession No 98 136
Mortgage loans \p repossession £m 155 191
Weighted average indexed cyerent LTV Y 846 833

Future developments
The Directors expect that dunng 2012 the Company will continue to meet the interest payments on the notes At the present time the

Dnrectors do not foresee any changes in the Company’s activities

As described tn note 16, on 10 May 2012 a non-asset tngger event occurred  This will affect the ttming of future redemptions of the loan
notes 1 1ssue

Drvidend
No dividends were paid duning the year (2010 £ntl}, and the Directors do not recommend the payment of a final dividend for the year

(2010 £ml)

Payment policy
Standard terms provide for payment of all mvoices within 30 days of invoice date, except where different arrangemenis have been agreed
with suppliers It 1s the policy of the Company to abede by the agreed payment terms
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AIRE VALLEY MORTGAGES 2007-2 PLC

Directors’ Report for the year ended 31 December 2011 (tontinued)
Registered number 6374633

Drrectors
The Directors who served duning the vear and up to the date of signing the Financial Statements were as follows

Phillip Alexander McLelland
SFM Durectors Limited
SFM Durectors {(No 2} Limited

Mr McLelland, SFM Directors Lid and SFM Directors (No 2) Limited are also directors of Aire Valley Holdings Limited None of the
Drrectors had any wnterest in the share capital of Aire Valley Holdings Ltd dunng the year None of the Directors had an mnterest in the
share or loan capital of B&B or tn any of s subsidiary undertakmgs Mr McLelland 1s a director of B&B

Disclosure of mformation to audrtors

‘The Directors who held office at the date of approval of this Directors' Report confirm that, so far as they are cach aware, there 1s no
relevant audit information of which the Company's auditors are unaware, and each Director has taken all the steps that he ought to have
taken as a Director to make himself aware of any relevant audit information and to establish that the Company's auditors are aware of thai
information

This confirmation is given and shoutd be interpreted in accordance with the provisions section of the Companies Act 2006

Risk management and control

in the ordinary course of business the Company 1s exposed to and manages, & vanety of risks, with credit nisk, hquedity risk, currency nisk
and interest rate nsk being of particular sigmficance The Durectors have responsibility for the overall system of internal control and for
reviewing 1ts effectiveness In general, when a transaction er group of transacttons 1s entered into, denvative instruments are taken out to
manage the associated risks The effectiveness of the risk management 15 then morutored on an ongoing basis  Details of the Company's
risks and theirr management and control are provided tn note 11, and further discusston n the context of the B&B Group as a whole s
provided on pages 10-13 of the B&B Group's 201! Annual Report & Accounts, which do not form part of this Report and Financial
Statements

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

The 1ssue documentation also sets out a number of business risks through a number of asset and non asset tngger events The occurrence
of trnigger events could lead to early redemption of the floating rete notes

As described in note 16, on 10 May 2012 a non-asset tngger event occutred This wall affect the timing of future redemptions of the loan
notes tn issue

Corporate governance

The Directors have been charged with governance 1n accordance with the transaction documents describing the structure and operation of
the transaction The structure of the Company 18 such that the key policies have been predetermined at the time of 1ssuance and the
operational roles have been assigned to third parties with their roles strictly governed by the transaction documents

The transaction documents provide for procedures that have been designed for safeguarding assets against unauthonsed use or disposition,
for mantaining proper accounting records, and for the rehability and uscfulness of financtal information used within the business or for
publication Such procedures are designed to manage rather than ehminate the nisk of fallure 10 achieve business objectives whilst enabling
them to comply with the regulatory obligations

Due to the nature of the securities which have been issued the Company 15 exempt from the requerements of Disclosure and Transparency
Rules 7 1 audit commuttees and 7 2 Corporate governance statements, which would otherwise require the Company respectively to have an
audit commattee 1n place and include a corporate governance statement in the Directors’ Report  The Directors are therefore satisfied that
there 15 no requerement for an audit committee or a supervisory body entrusted to carry out the functions of an audit commuttee or to publish
a corporate governance statement

Political and chantable contributions
Duning the vear no political or charttable contnibutions were made (2010 £nul)
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AIRE VALLEY MORTGAGES 2007 -2 PLC

Durectors' Report for the year ended 31 December 2011 (continued)
Registered number 6374633

Third party indemmties
Quahfying third party mdemntty provision for the benefit of the Directors was 1n force during the year under review and remams i force
as at the date of approval of the Directors’ Report and Financial Stawements

Independent auditors
During the year KPMG Audit Plc resigned as auditor to the Company, and the Directors have appointed PricewaterhouseCoopers LLP
(PwC)

In accordance with the Companies Act 2006 a resolution for the re-appountment of PwC as auditor of the Company will be proposed at the
forthcoming Annual General Meeting

By order of the Board

Helena ¥V aker
per pro SFM Corporate Services Limited
Company Secretary

25 June 2012
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AIRE VALLEY MMORTGAGES 2007 -2 PLC

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

The Directors are responstble for preparing the Directors’ Report and the Financial Staternents 1n accordance with
applicable law and regulations

Company law requires the Directors to prepare Financial Statements for each financial year Under that law the
Directors have prepared the Financial Statements in accordance with International Financial Reporting Standards
{'IFRS") as adopted by the European Union ('EL/') 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 affaurs of the
Company and of the profit or loss of the Company for that pertod In preparing these Financial Statements, the
Directors are requtred to

» select surtable accounting policies and then apply them consistently,
» make judgements and accounting esttmates that are reasonable and prudent,

» state whether applicable IFRS as adopted by the EU have been foilowed, subject to any material departures
disclosed and explained in the Financial Statements,

» prepare the Financial Statements on the going concern basis unless 1t 1s inappropriate to presume that the
Company wiil 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 tume the financial position of the Company
and enable them to ensure that the Financial Statements comply with the Compantes Act 2006 They are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention
and detection of fraud and other irregularities
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AIRE VALLEY MORTGAGES 2007 - 2 PLC

Independent Audator's Report to the members of Aire Valley Mortgages 2007-2 ple

We have audited the Financial Statements of Aire Valley Mortgages 2007-2 plc for the year ended 31 December 2011 which
comprise the Statement of Comprehensive Income, the Balance Sheet the Statement of Changes in Equity, the Cash Flow
Statement and the related notes The financtal reporting framework that has been applied n their preparation 1s applicable
law and International Financial Reporting Standards (IFRS) as adopted by the Eurpoean Union

Respective responsibilities of directors and auditors

As explained more fully n the Statement of Directors' Respons:bilities set out on page 7, the Directors are responsible for
the preparation of the Financial Statements and for being satisfied that they give a true and fair view Our responsibility 15 to
audit and express an opinion on the Financial Statements 1n accordance with applicable law and International Standards on
Auditing (UK and Irefand} Those standards require us to comply with the Auditing Practices Board's Ethical Standards for
Auditors

This report, including the opinions, has been prepared for and only for the Company's members as a body in accordance with
Chapter 3 of part 16 of the Compantes Act 2006 and for no other purpose  We do not, in giving these optnions accept or
assume responsibility for any other purpose or to any other person to whom this report 15 shown or into whose hands 1t may
come save where expressly agreed by our prior consent in writing

Scope of the audit of the Financial Statements

An audit involves obtamning evidence about the amounts and disclosures in the Financial Statements sufficient to give
reasonable assurance that the financial statements are free from materal misstatement. whether caused by fraud or error
This includes an asscssment of whether the accounung pohicies are approprate 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 addition we read all the financial and non-financial
informatton 1n the Director's Report to 1dentify material inconsistencies with the audited Financial Statements  1f we become
aware of any apparent material misstatements or tnconsistencies we consider the implications for our report

Opmmion on the Financial Statements

In our opinion the Financial Statements

» give a true and fair view of the state of the Company's affairs as at 31 December 2011 and of 1ts loss and cash flows for the
year then ended,

« have been properly prepared 1n accordance with IFRS as adopted by the European Umien, and

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

Opinion on other matter prescribed by the Companzes Act 2006
In our opinion the information given m the Directors’ Report for the financial year for which the financial statements are
prepared 1s conststent 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 optnion

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

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

+ certamn disclosures of Dhrectors’ remuneration specified by law are not made, or

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

L

Mark Hannam (Senior Statutory Auditor)

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

ng;‘ June 2012
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AIRE VALLEY MORTGAGES 2007 -2 PLC

Statement of Comprehensive Income for the year ended 31 December

2011 2010

Note £000 £000

Interest receivable and similar income 2 18,203 16,234
Interest expense and similar charges 3 (18,160} (16,198)
Net nterest income 43 36
Operating expenses 4 “1) (33
Fair value mevements life) (968) 2,017
(Loss)/profit before taxation (966) 2,020
Taxation 5 194 (416)
(Loss)/profit for the financial year (772) 1,604
Other comprehensive 1ncome for the financial year - -
Total comprehensive (expense)/imcome for the financial year (772) 1,604

The Company’s business and operations comprise one single activity in the United Kingdom, and the Company has
only one operating segment for the purpose of IFRS 8 'Operating Segments' The results above arise from

continuing activities and are attributable to the equity shareholder

The notes on pages 13 to 26 form an integral part of these Financial Statements
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Balance Sheet as at 31 December

Registered namber: 6374633

Assets

L.oans to Group undertakings
Denvative financial instruments
Total non-current assets

Cash and cash equivalents
Current tax assets
Total current assets

Total assets

Laabilities

Deferred tax habilities
Interest-bearing loans and borrowings
Total non-current liahlities

Interest-bearing loans and borrowings
Total current habihties

Total habilities

Equrty

Capttal and reserves attributable to equity holders

Share capital
Retained earmings
Total attributable equity

Total equity and liabihities

The notes on pages 13 to 26 form an integral part of these Financial Statements

AIRE VALLEY MORTGAGES 2007 - 2 PLC

Note

11(e)

12

2011 2010
£000 £000
944,121 969,640
- 73,923
944,121 1,043,563
14 14

2 3

16 17
944,137 1,043,580
- 194
940,293 1,038,728
940,293 1,038,922
3,819 3,861
3,819 3,861
944,112 1,042,783
13 13

12 784

25 797
944,137 1,043.580

The Financial Statements were approved by the Board of Directors and authorised for 1ssue on 25 June 2012

and signed on 1ts behaif by

Helena thtnker

per pro SFM Directors Limited
As Director

25 June 2012
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Statement of Changes tn Equity for the year ended 31 December

At 1 January 2011

Total comprehensive expense for the financial year

AIRE VALLEY MORTGAGES 2007 -2 PLC

At 31 December 2011

At | January 2010

Total comprehensive income for the financial year

At 31 December 2010

Share Retained Total
capital earnings equity
£000 £000 £000
13 784 797
- (772) 772)
13 12 25
Share Retamed Total
capital eamings equity
£000 £000 £000
13 (820) {807)
- 1,604 1,604
13 784 797
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Cash Flow Statement for the vear ended 31 December

Cash flows from operating activities
(Loss)/ profit before tax
Adjustments for
Interest on loans to Group undertakings
Interest on floating rate notes
Swap interest
Fair value movements
Amortisation of tssue costs
Cash flows used in operating activities before
changes n operating assets and liabilities
Net decrease in operating assets
Loans to Group undertakings
Cash generated by operatrons
Taxation recerved/(paid)
Net cash generated from operating activities
Cash flows from financing activities
Interest recerved on loans to Group undertakings
Interest paid on floating rate notes
Swap nterest recerved/(paid)
Repayment of floating rate notes
Net cash used n financing activities
Net movement in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Cash at bank

All cash 15 deposited with a third party bank with a credit rating of A or above

AIRE VALLEY MORTGAGES 2007 -2 PLC

2011 2010
£000 £000
(966) 2,020

(18,203) (16,234)

18,163 16,017
(134) (122)
968 (2,017)

131 303

@1 33)
25,519 1,486
25,478 1,453

1 )
25,479 1,451
18,203 16,234
(18,205) (15,064)
527 (199)
(26,004) (2,422)
(25,479) (1,451)
14 14

14 14

14 14
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AIRE VALLEY MORTGAGES 1007 -2 PLC

Notes to the Financial Statements for the year ended 31 December 2011

1 Principal accounting poheies

Atre Valley Mortgages 2007-2 plc ('the Company’} 1s a public hrmited habihizy company incorporated and dormeiled in the United Kingdom
(a) Statement of Compliance

The Company’s Financtal Statements have been prepared and approved by the Durecters in accordance with Intemational Financial Reporting
Standards as adopied by the EU (adopted IFRS")

For these 2011 Financial Statements, mcluding the 2010 comparative financral information where applicable, the Company has adepted for
the first time the following statements

* The November 2009 amendmemnts to IAS 24 ‘Related Party Disclosures’, which clanfied the disclosure requirements for Government-related
entities and was effective from 1 January 2011

= The October 2010 amendments to [FRS 7 ‘Financial Instruments Disclosures® regarding enhancement of disclosures of transfers of financial
assels

For these 2011 Financial Statements the Company has not adopted the following siatements

« [FRS 9 ‘Financial Instruments’, sections of which have been issued as part of the International Accounting Standard Board’s (‘[ASB’s )
project to replace [AS 39 'Financial Instruments Recognition and Measurement , and the associated amendments to [FRS 7 These
statements are expected 1o be mandatory for 2015 Financial Statements, with 2014 comparative information, but have not yei been adopted
for use 1n the EU

[FRS 13 ‘Fair Value Measurement’ Thus statement 1s expected ic be mandatory for 2013 Financial Statements, with 2012 comparative
information but has not yet been adopted for use in the EU

The December 2010 amendments 1o 1AS 12 ‘Income Taxes’ relating to *Deferred Tax Recovery of Underlying Assets’ This amendment
15 expected 1o be mandatory for 2012 Financial Statements, with 2011 comparative information, but has not yet been adopted for use in
the EU

The June 201 1 amendments to IAS 1 “Presentatton of Financial Statements’ relating to “Presentation of ltems of Other Comprehensive
Income’ This statement 1s expected to be mandatory for 2013 Financial Statements, with 2012 comparative information, but has not yet
been adopted for use in the EU

The December 201 | amendrments to [FRS 7 and JAS 32 *Financial Instruments Presentation’ relating to the offsetting of financial assets
and financial labthties This statement 1s expected to be mandatory for 2013 Financial Statements, with 2012 ¢comparative information,
but has not been adopted for use in the EU

All other new standards, amendments to standards and (nterpretations are not considered relevant to and have no impact upon the Financiat
Statements of the Company

(b} Basis of preparation

The Financial Statements arc presented in pounds sterling, which s the currency of the Company’s primary operating environment, and on a
going concern basis  The Financial Statements are prepared on the histoncal cost basis except for financial instruments classified as ‘at far
value through prefit or Joss'

The Directors consider that the accounting policies set out in this note are the most appropriate to the Company s circumstances, have been
consistently applied to the Company i dealing with items which are considered material and are supported by reasonable and prudent
estinates and judgements

Judgements made by the Duwectors 1n the application of these accounting polictes that have a sigmficant effect on the Financial Statements and
estimatcs with a significant risk of matenal adjustment 1n the next year are discussed tn note 10

The Directors consider the business 1o comprise one operating and geographical segment due to the simlanty of nisks faced within its UK
based residential portfolios

I'he Financial Statements have been prepared in accordance with EU adopted IFRS, [FRIC interpretations 1ssued bv the IFRS Interpretations
Commutiee (formerly the International Financial Reporting Interpretations Commuttee} and with those parts of the Companies Act 2006
applicable o companies reporting under [FRS A summary of accounting pelicies 18 set out below The preparation of the Financial Statements
i conforrmty with these accounting pelicies and generally accepted accounting principles requires the use of estmates and assumptions that
affect the reported values of assets and habilities at the date of the Financial Statements and the reported amounts of revenues and expenses
during the reporting period - Although these estimates are based on management's best knowledge of the amounts,

event or actions, actual results ultimately may differ from those estimates (see note 10)
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AIRE VALLEY MORTGAGES 2007 - 2 PLC

“votes to the Financial Statements for the year ended 31 December 2011 (continued)
| Princapatl accounting policies {continued)

(c) Interest :ncome and expense

For all interest-beanag financtal instruments except denvatives interest income and expense are rece d in the S of Comprehensive Income
on an Effective Interest Rate (EIR') basis

The EIR method calculates the amorused cost of a financial asset or financial habelity and spreads the resulng imterest income or tnterest expense o a
level yicld basis over the expected hife of the instrument. The EIR 15 the mte which at the inception of the instrument exactly discounts expected future
cash flows over the expected hife of the mstrument to the 1nztial carrying amount When calculating the EIR, future cash flows are estmated, constdening
all contractual teams of the instrument (for example prepayment options), but potenttad {uiere credit losses are not conssdered The calculation includes
al! directly anbutable incremental fees and costs premaa on acquisition of mortgage ponfolios and al) other premra and discounts as well as interest.

When 2 financia! asset or a group of similar financial assets 15 wntten down as 2 result of an impairment loss 1nterest tncome continues to be
recogrused by applying the applicable EIR to the reduced balance

(d) Taxation

(1) Current tax

The charge for taxation i3 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 stems for taxation and for accounting purposes Tax relating 1o ttems which are taken
directly to reserves 1$ also taken directly 10 reserves

(n) Deferred wax

Deferred tax 15 calculated using the hability method, on temporary differences anising between the tax bases of assets and liabilities and ther
carrying amounts n the Financial Statements Deferred tax 1s deterrmined using tax rates and laws that have been enacted or substantively
enacted by the Balance Sheet datc and are expected to apply when the related detferred tax asset 15 realised or the deferred tax liability 15
settled The principal temporary differences ansc from unrealised farr value movements

Deferred tax assets are recogmised only when it 15 probable that future taxable profits will be available against which these temporary
differences can be utithised

(e} Cash and cash equivalents

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

(D) Floating rate notes

On 1niial recogmtion, debt 1ssued 1s measured at its far value net of directly attnbutable transaction costs and discounts Subsequent
measurement 15 at amortised cost using the Effective Interest Rate ('EIR" method to amortise incremental attributable 18sue and transaction
costs, premia and discounts over the hife of the instrument these costs are charged along with interest on the debt to 'interest expense and
sunilar 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 ts adjusted by the change i fair value of the hedged nisk

(g) Classification of financial instruments

In accordance with LAS 39 each financial asset 15 classified at imuial recogmtion into one of four categories

(1) Financial assets at fair value through profit or loss,

(11} Held-to-matunty investments,

(1) Loans and recetvables, or

(1v) Available-for-sale,

and each financtal lzbility into one of two categories

(v} Financial liabihities at farr value through profit or loss, or
(v1) Other habilittes

Measurement of financial wnstruments 1s either at amortised cost (categortes (1), {n1) and (vi} above) or at fair value {categortes (1), {1v) and
(v) above), depending on the categony of financial mstrument
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AIRE YALLEY MORTGAGES 1007 -  PLC

Iotes to the Financial Statements for the year ended 31 December 2011 (contnued)

1 Principal accounting policies (continued)

(g) Clzssificatior of financis! rostrumeats (continued)

The company does not carry any assets at "fair value other than denvative financtal instruments

Amortised cost 15 the amount measured at inthal recogmition, adjusted for subsequent principal and other payments, less cumulateve
amortisation calculated using the EIR method, the amortisation 18 taken to interest income or expense depending on whether the instrument 15
an asset or liability The amortised cost balance 15 reduced where appropriate by an allowance for amounts which are considered to be
impaired or uncollectable

Fair value 15 the emount for which an asset can be exchanged, or a hability sentled between knowledgeable, willing parties n an arm's length

transaction Where a market exists, fair values are based on quoted prices or lead manager prices  For wistruments which do not have active

markets, fair value 1s calculated using present saluc 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 instruments  Any net movements
n fatr value are mcluded un the Sietement of Comprehensive Income as 'fair value moyements'

(b} Dervatwe financial instruments
All derivatives are camied at farr value in the Balance Sheet, as assets when the fair value 1s positive and as habihities when the fair value 1s
negative Changes in the fair value of derivatives ore reflected tmmediately m the Statement of Comprehensive Income as fair value

movements'

(1) Fareign currencies

Foretgn currency transactions, assets and Liabilities are accounted for i accordance with [AS 21 "The Effects of Changes i Foreign Exchange
Rates' The presentational and funcuonal currency of the Company 1s pounds sterling Transactions which are not denomtnated in pounds
sterling are translated into sierling at the spot rate of exchange on the date of the transaction  Monetary assets and habilites which are not
denomunated in pounds sterling are translated mnto sterling at the closing rate of exchange at the Balance Sheet date

Foreign exchange gains and losses resulung from the restatement end settfement of such transactions are recogmsed in the Statememt of
Comprehensive Income in 'fair value movements’

{)) Hedge accounting

The Company applics fair value hedge accounting to 1ts floating rate notes Provided that the hedge arrangement meets the requirements of
IAS 39 1o be classed as 'highly effective’ the hedged item 1s carmied on the Batance Sheet at fair value in respect of the hedged nisk, wath any
gain or loss 1n that fair value being included mn the Statement of Comprehensive income as 'fair value movements'
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AJRE YALLEY MORTGAGES 2007 -2 PLC

Notes to the Financial Statements for the year ended 31 December 2011 (continued)

2. loterest recervable and stmlar income
2011 2010
£000 £000
Interest on loans to Group undertakings 18,203 16,234
18,203 16,234
Interest income for the year on imparred assets was £l (2010 £mil) as no financial asset 15 impaired
3. Interest expense and similar charges
2011 2010
£000 £000
Interest on floating rate notes 18,163 16,017
Amortisatton of 155ue costs 131 303
Swap interest payable (134) (122}
18,160 16,198
4 Operating expenses
2011 2010
£000 £000
Legal and professional fees 41 33
Auditors' remuneration of £3,650 (2010 £4,080) was borne by B&B
§. Taxation
20m 2010
£000 £000
Current taxation charge
UK corporation tax on (loss)/profit for the year - 2
Deferred taxation temporary differences (see below) {194) 424
Change n: rate effective 1 April 2011 on deferred tax items - (10)
Total taxation {credit)/charge per the Statement of Comprehensive Income (194) 416
(Loss)/profit before taxation (966) 2,020
UK corporation tax at 26 5% (2010 21%) (256) 424
Change n rate effective 1 April 2011 on deferred tax items - (§19)]
Effects of other tax rates 62 -
Adjustments n respect of previous years - 7
Total taxation (credit)/charge per the Statement of Comprehensive Income (194} 416
The deferred tax hability 15 attnbutable to the following
Recogmised 1n As at 31 Recognised in Asat 31
mcome December meome  December 2010
2011 2011 2010
£000 £000 £000 £000
Far value movements 194 - 414 (194)
194 - 414 {194)

The standard rate of Corporation Tax in the UK changed from 28% 1o 26% with cffect from 1 April 2011  Accordingly. the
Company’s profits for this accounting period are taxed at an effective rate of 26 5%

The carrying amount of deferred tax relating to fair value movemeents has been reassessed as mil because 1t 1s not expected to
result m an actual future tax payment or receipt
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AIRE VALLEY MORTGAGES 2007 -2 PLC

Notes to the Financial Statements for the year ended 31 December 2011 (continued)

. Employees and Directors' emoluments

There were no employees dunng the year and preceding year none 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 servtces including the provision of directors (see note 9)

. Interest-bearing loans and borrowings

Interest-bearing loans and borrowings comprise floating rate notes 1ssued on 14 November 2007

In April 2011, the A2 Euro-denomunated floating rate notes were redenomumnated into sterlhing at their onginal
exchange rate, and all of the Company's dervatives were transferred at nil value to B&B, the holder of the
redenominated notes The Company made no material net profit or loss on the combined transaction

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

31 December 31 December

Class Maturity In currency In currency 2011 2010

31 December 2011 31 December 2010 £000 £000

Al Oct 2066 £297,933,098 £311,181,633 297,933 311,182

A2 Oct 2066 £285,402,621 € 428,297,623 285,403 369,193

A3 Apr 2030 £200,000,000 £200,000,000 200,000 200,000

B Oct 2066 £73,000,000 £73,000,000 73,000 73,000

C Oct 2066 £84,000,000 £84,000,000 84,000 84,000

940,336 1,037,375

Issue costs (43) (174)
Hedge adjustients - 1,527
940,293 1,038,728

Accrued mterest - current 3,819 3,861
944,112 1,042,589

Subject to their scheduled redemption dates, the Class A notes rank, irespective of series, without preference or
priority amongst themselves Subject to the relevant scheduled and/or, as applicable, permitted redemption dates or
other payment conditions of the 1ssuer notes, payments of principal and interest due and payable on the Class A notes
will rank ahead of payments of principal and 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 principal and interest due and payable on the Class B
notes will rank ahead of payments of principal and interest due and payable on the Class C notes

The notes are now 1n 'pass through', and will be parnally redeemed on each quarterly interest payment date to the
extent that funds are available, in accordance with the terms set out in the Offering Circular  The timing of future
redemptions will be dependent on the availability of funds, and cannot be rehiably forecast and hence the notes have all
been described as non current hiabilities

As described in note 16, on 10 May 2012 a non-asset trigger event occurred  This will affect the uming of future
redemptions of the loan notes 1n 1ssue
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AIRE VALLEY MORTGAGES 2007 - 2 PLC

Notes to the Financial Statements for the year ended 31 December 2011 (continued)

7. Interest-bearing loans and borrowings (continued)

Interest 15 payable on the Class A, Class B and Class C notes at a variable raie based on three month sterling LIBOR

The Company's obligations to noteholders and to other secured creditors are secured under a deed of charge which
grants security over all its assets in favour of the security trustee The principal assets of the Company are loans
made by 1t to Awe Valley Funding 1 Limited, a fellow subsidiary undertaking of Aire Valley Holdings Limited,
whose obhigations 1n respect of these loans are secured pursuant to a deed of charge which grants secunty over all 1ts
assets, primarily consisting of 1ts beneficial nterest in a portfolio of residential mortgage loans, i favour of the
security trustee

The security trustee holds this security for the benefit of all secured creditors of Awe Valley Funding 1 Limuted,
including the Company

Loans to Group undertakings

Loans to Group undertakings comprise a single loan to Aire Valley Funding 1 Limited, denominated mn Sterling and
at a variable rate of interest This loan has ultimately been secured against a beneficial mnterest in a mortgage
portfolio held wn trust on behalf of the Aire Valley Holdings Limuted Group

The abilsty of Are Valley Funding | Limited to pay amounts due on the intercompany loan will depend mamnly upon
it recerving sufficient revenue receipts and principal on the trust property from Awre Valley Trustee Limtted, receiving
the required funds from the swap provider and amounts available in the reserve funds The repayment of the
mtercompany loan will comcide with the repayment of the floating rate notes as they become due for payment

The repayment of the intercompany loans will coincide with the repayment of the floating rate notes as they become
due for payment only to the extent these are available and hence the loans have all been described as non-current
assets

. Related party disclosures

The Company 1s a special purpose vehicle controlled by 1ts 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 1s a director of B&B The Company pays a corporate services fee to Structured Finance Management
Limited 1n connection with 1ts supply of corporate management services, including the provision of directors The fee
amounted to £12,408 (2010 £9,758)

The Company undertook the following transactions with companies n the B&B Group and the Aire Valley Holdings
Limuted Group

Aure Valley
Arre Valley Holdings
Holdings Limited Lumted and
and subsidianes subsidianes
2011 2010
£000 £000
Interest receivable and similar tncome
Interest on loans to Group undertakings 18,203 16,234
Non-current assets
Loans to Group undertakings 944,121 969,640
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AIRE VALLEY MORTGAGES 2007 -2 PLC

Notes to the Frnancial Statements for the year ended 31 December 2011 (continued)

Related party disclosures (continued)
Auditors' remuneration of £3,650 (2010 £4,080) was bome by B&B

At 31 December 2011 B&B held £740,366,000 (2010 £468,181,683) and €nil (2010 €428,297,623) of the
Company's floating rate notes and earned £16,366,000 (2010 £16,015,771) interest on them during the year

Critical accounting judgements and esttmates

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

Effective interest rate

Certain financial mnstruments are accounted for on an effective interest rate basis, under which the income or
expense associated with the mstruments 1s spread over the instrument's expected life  On a quarterly basis,
models are reviewed to re-assess expected hife

Fair values of financial instruments

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

Qualfy:ng 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 hfe of the hedging mstrument, considering the
matunty and terms of the hedged 1tem and hedging instrument
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)

11

Financial imnstruments

a) Categortes of financial assets and financial habihities: carrying value compared to fair value

At 31 December 2011

Assets at farr

value through If fair
profit or loss - Total values
oninitial  Loans and  carrymng mcreased
Financial assets recognition receivables value Fair value by 1%
£000 £000 £000 £000 £000
Loans to Group undertakings - 944,121 944,121 944,121 9,441
Denivative financial instruments - - - - -
Cash and cash equivalents - 14 14 14 -
Total financial assets - 944,135 944,135 944,135 9,441
Liabilities at
fair value
through profit | jahihties if fair
or loss - on at Total values
'“ft'al amortised carrying mncreased
Financial liabilities recognitton cost value Fawr value by 1%
£000 £000 £000 £000 £000
Interest-bearing loans and borrowings - 944,112 944,112 944,112 9,441
Total financial habihties - 944,112 944,112 544,112 9,441
At 31 December 2010
Assets at fair
value through If fair
profit or loss - Total values
on wmnitial Loans and carryng increased
Financial assets recognition  recewvables value Farr value by 1%
£000 £000 £000 £000 £000
Loans to Group undertakings - 969,640 969,640 236,638 2,366
Denvative financial instruments 73,923 - 73,923 73.923 739
Cash and cash equivalents - 14 14 14 -
Total financial assets 73,923 969,654 1,043,577 310,575 3,105
Liabilities at
fair value
through proefit If farr
orloss - on [ abilities at Total values
mitial  amortised  carrying ncreased
Financial hiabihities recogniion cost value Farr value by 1%
£000 £000 £000 £000 £000
Interest-bearing loans and borrowings - 1,042,589 1,042 589 309,587 3,096
Total financial habilittes - 1,042,589 1,042,589 309,587 3,096

Page 20




AIRE VALLEY MORTGAGES 2007 -2 PLC

Notes to the Financial Statements for the year ended 31 December 2011 (continued)
11 Financial instruments (continued)
a) Categones of financial assets and ftnancial habilities- carrying value compared to fair value (continued)
No financial assets were reclassified during the year between amortised cost and fair value categories

The fair value of leans to Group undertakings has been adjusted to reflect the market yields impled by the
floating rate notes valuations

The fair value of interest-bearing loans and borrowings and amounis due to Group undertakings takes into
account the iming and extent of future cash flows based on expectations and known circumstances The fair
value of derivatives 1s thewr carrymmg amount

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

2011 2011 2010 2010

income  Expense [ncome  Expense

£000 £000 £000 £000

Interest on loans to Group undertakings 18,203 - 16,234 -
Interest on floating rate notes - 18,163 - 16,017
Amortisation of 1ssue costs - 131 - 303

Interest income for the year on impaired assets was £ml (2010 £ril) as no financial asset 1s impaired
¢) Nature and extent of risks arising from financial instruments

The Company's exposure to Tisk on financial mstruments 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 in the programme documentation Fnancial instruments used by the Company for risk management
purposes mclude derivative mstruments  Such tnstruments are used for commercial hedging purposes only, not
for trading or speculative purposes, to hedge mnterest rate and currency nisk ansing as part of the securitisation
transaction The principal derivative instruments used by the Company in managing 1ts nisk are ¢ross currency
swaps The duration of derivative instruments 1s generally short to medmum term and their matunity profile
reflects the nature of exposures arising from underlying business activities  All the Company's derivatives
activity 1s contracted with financial institutions

Credit risk

Credit risk reflects the risk 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 reltes on the receipt of funds on the loan to
Group undertakings, which 1s i turn dependent on receipt of payments on the mortgage portfolio held in trust
To mimmise nsk, any mortgage included 1n the portfolio 1s required to meet a number of cntena as determined
in the transaction document Credit risk also exists on the denivative contracts entered nto The swap
counterparties are required to have mimimum 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 in the table n
note 11c(1)
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)

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

Liquudrty risk

Liquidity nsk 1s the nsk that the Company 1s not able to meet its financial obligations as they fall due The
Company's policy 15 to mamntamn sufficient funds 1n a iquid form at all times o ensure that the Company can
meet 1ts llabilities as they fall due  The Company's ability to meet payments under the floating rate notes rehes
on the receipt of funds on the loan to Group undertakings, which 1s 1 turn dependent on receipt of payments
on the mortgage pertfolio held in Trust {note 11c(u))

Currency risk

During the year the Company had floating rate notes in 1ssue denominated m Eures The Company’s policy s
to eltminate all exposures ansing from movements 1n exchange rates by the use of cross currency swaps to
hedge payments of interest and principal on the notes All other assets, liabthities and transactions are
denominated i Sterling The table in note 1lc(um) summarises the Company's assets and liabilihes
denominated n foreign currencies

Interest rate risk

Interest rate risk exists where assets and liabilities have interest rates set under a different basis or which reset
at different times To minmimise exposure to interest rate nsk the Company ensures that the interest rate profile
of the loans to Group undertakings and interest-bearing loans and borrowings are sunmilar Where this 15 not
posstible, derivative financial instruments are used to reduce any residual nterest rate sk  If LIBOR for three
month-Sterling deposits was 1% higher or lower, with all other variables held constant, the effect on the
Company's net interest income would be immatenal due to movements on nterest on the loan to Group
undertakings being offset by movements on nterest on the loan notes  This would also apply 1if EURIBOR for
three-month Euro deposits was 1% higher or lower, with all other variables held constant, as movements n
interest on foreign currency loan notes would be offset by a corresponding movement 1n 1nterest on the
currency swaps and on loans to Group undertakings

Other market risks

At the year end the Company had no other matenal exposure to market risks
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)

Financial instruments (continued)
Nature and extent of risks arising from financial instruments (continued)
(1) Credit nsk
Before taking account of any collateral the exposure to credit risk at 31 December was
201t 2010
£000 £000
Loans to Group undertakings 944,121 969,640
Denvative financial instruments - 73923
Cash and cash equivalents 14 14
Total on-Balance Sheet and maxiunum exposure to credit nsk 944,135 1,043,577
No impairment has been recogmsed n respect of any financial asset, and no financial assets were past due
Further information regarding the number and credit quality of loans in the mortgage pool 15 provided in the Key
Performance Indicators on page 4
(1) Liquidsty risk
The contractual undiscounted cash flows assoctated with financial habthties were as follows
In more
than
three In more
In not months than one
more but not year but
than more not more In more
three than one than five than five
On demand months year years years Total
£000 £000 £000 £000 £000 £000
At 31 December 2011
Interest-bearing loans and borrowings - 13,248 239,567 418,350 351,048 1,022,213
Total - 13,248 239,567 418,350 351,048 1,022,213
In more
than
three In more
months than onc
In not but not yedr but
more than more not more In more
three  than one than five than five
On demand months year years years Total
£000 £000 £000 £000 £000 £000
At 31 December 2010
Interest-bearing loans and berrowings - 11,774 33610 577,090 515,907 1,138,381
Total - 11,774 33,610 577,090 515,907 1,138,381

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

As described in note 16 on 10 May 2012 a non-asset tngger event occurred  This wall affect the uming of future

redemptions of the loan notes in 1s5ue
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Notes to the Financral Statements for the year ended 31 December 2011 (continued)

Financal mstrumtents (continued)
Nature and extent of risks ansing from financial instruments (continued)
(i) Currency nsk
The Group's pohey s to hedge all matenal foreign cumency exposures In April 2011 all of the Company's remaming foreign currency
denomunated assets and habilities were redenominated into sterhing or dispesed of Consequently the Company no longer has any exposure to
foreign currencies
The sterhing equaivalent amounts of the Company’s financial assets and habihities denominated 1n foreign currencies as at 31 December 2010 are
set out tn the table below, excluding the nomtnal value of cross currency interest rate swaps

Euro
At 3] December 2010 £000
Financial assets
Loans to Group undertakings -
Denvattve financial tnstruments 370,6%0
Cash and cash equivalents -
Total financial assets 370,690
Financial liabilities
[nterest-bearing loans and borrowings 370,690
Other hiabilities -
Total financial lrabilittes {370,690}
Net currency gap -
Concentrations of nsk

The Company operates primartly in the UK, and adverse changes to the UK economy could mmpact on el areas of the Company’s business  The
loan to Group undertakings 1s due from one entity, Are Valley Funding 1 Limited, and represents an interest in a portfolio of mortgage loans
secured on residential properties i England, Scotland and Wales In turn the ability of Awre Valley Funding 1 Limited to meet 1ts loan
obligations to the Company 1s based upon s cash receipts from s interest i the portfolio

Dernvatives and hedging
The Company had the following types of denvatives and bedges
Nootnal  Far value Total
amounts hedges denvatives
At31 December 2011 €000 £000 £000
Cross-currency interest rate $waps - - -
Total asset balances - - -
The fair value movements in the Statement of Comprehensive Income comprised the following 2011
£000
Net losses on hedging swaps (73.531)
Net gains on hedged 1tems due o exchange rate movements 71,035
Net losses on hedging items due to interest rate movements 1,528
(368)
Nominal Fair value Total
amounts hedges denvatives
At 31 December 2010 €000 £000 £000
Cross-currency interest rate swaps 430 000 73 923 73,923
Total asset batances 430 000 73.923 73,923
The farr value movements in the Statement of Comprehensive Income compnsed the following 2010
£000
Net losses on hedging swaps {9,498}
Net gains on hedged 1items due to exchange raie movements 11 590
Net losses on hedging items due to miterest rate movements {75)

2017
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)

Financial instruments {continued)

Eamr value measurement

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

Level 1 Level 2 Level 3 Total
At 31 December 2011 £'000 £'000 £'000 £'000
Financeal assets
Derivative financial instruments - - - -
Level § Level 2 Level 3 Total
At 31 December 2010 £000 £'000 £'000 £000
Financial assets
Denvative financial instruments - - 73,923 73,923
Level I Quoted prices (unadjusted) in active markets for 1dentical assets or habilities
Level 2 Inputs other than quoted prices that are observable for the asset or liability, either directly (1 ¢ as price) or
indirectly {1 e derived from the imphcations of prices)
Level 3 Inputs for the asset or habihty that are not based on observable market data or have sigmificant unobservable inputs
These defimitions have been taken from the March 2009 amendment to [FRS 7 'improving Disclosures about Financial Instruments'
Financial assets Fmancial habihties
Derivative Derivative
financial linancial
mstruments mstruments Total
£'000 £'000 £'000
At 1 January 2011 73,923 - 73,923
Total losses in the Statement of Comprehensive Income (73.923) - (73,923)
Transfers from assets to habithhes - - -
At 3] December 2011 - - -
Fmancial assets Financial habilitzes
Dervative Denvative
financial financial
instruments instruments Total
£'000 £000 £'000
At 1 January 2010 83,101 - 83,101
Totat losses 1n the Statement of Comprehensive [ncome (9,178} - (9,178)
Transfers from assets to liabilsties - - -
At 31 December 2010 73,923 - 73,923
Share capatal
2011 2011 2010 2010
Number £ Number £
Authonised
Ordinary shares of £1 each 100,000 100,800 100,000 140,000
At I January and 31 December 100,000 100,000 100,000 100 000
Issued
[ssued on mcorporation
Ordinary shares of £1 each fully pard 2 2 2 2
Ordinary shares of £1 each 25p pand 49,998 12,500 49,998 12,500
At 1 January and 31 December 50,000 12,502 50,000 12,502

These shares rank equally wn respect of nights attaching to voting, dividends and n the exent of a winding up
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Notes to the Financial Statements for the year ended 31 December 2011 (continued)

Capital stracture

The Company's capital 1s represented by the capual and reserves atutbutable to cquity holders  The Company 15 not subject to externally
imposed capita! requirements other than the mummum share caprtal required by the Compames Act, with whuch 1t comphies The Company
manages 1ts capital and reserves n order that there 1s sufficient capital to meet the needs of the Company in 1ts operations

Ultimate parent undertalang

The Company's immediate parent undertaking 15 Aire Valley Holdings Limuted, a hrited lrabidity company incorporated and domiciled in the
United Kingdom

The Company’'s ulttmate parent underiaking 1s SFM Corporate Services Limited, a limited hability company incorporated and domiciled in the
United Kingdom, which holds the shares of Awre Valley Holdings Limued on a discretionary trust basis for chantable purposes Copies of the
financial statements of Awre Valley Holdtngs Limited and SFM Corporate Services Limited may be obtamed from the Company Secretary at 33
Great St Helen's, London EC3A 6AP

As a result of The Bradford & Bingley plc Transfer of Secunities and Property ett Order 2008, which transferred all shares 1n B&B to the
Treasury Selicitor as nomuinee for HM Treasury on 29 September 2008, the Company considered Her Majesty's Government to be its ultimate
controliing party from that date Om 1 October 2010 all shares 1n B&B were acquired via a sharc-for-share exchange by UK Asset Resolution
Limited, a private firmited company incorporated and domiciled n the United Kingdom, which 1s wholly owned by the Treasury Solicitor as
notnmee for HM

[reasury The Company considers Her Majesty's Government to remain tts ulirmate contrelling party  UKAR heads the targest group of
companies into which the Financial Statements of the Company are consolidated Copies of the financial statements of UKAR may be obtained
from the Company Secretary at Croft Road, Crossflatts, Bingley, West Yorkshire BD16 2UA

Operanoons of the Company

B&B, the onginator of the mortgage leans in the Master Trust pool, cammes the pool mortgages on its balance sheet  The cash receipts i respect
of the mortgage loans n the pool are collected by B&B and paid to the Trustee  On a monthly basis the Trustee allocates this cash betaeen Aure
Velley Funding | Limited, the other funding compantes 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 basts Aire Valley Funding | Limited allocates this cash between the Company and the other
1ssuing companies 1n the Aire Valley Funding 1 Limited structure The Company uses its cash recetpts to service its loan notes 1n accordance
with their terms

As described in note 16, on 10 May 2012 a non-asset trigger event occurred  This will affect the timing of future redemptions of the loan notes
In 1s5u€

Events after the reporting period

On 10 May 2012 a Non-Asset Tngger Event occurred within the structure of the Master Trust, due to the aggregate Current Balance of Loans

compnising the Trust Property falling below the minimum trust size of £10 7 bilhion The impact of this event 15 to change the order of prionity of
the Funding 1 Available Prrncipal Receipts as set out on pages 145 to 154 of the Company's Offering Circular As a result of the Non-Asset

Trngger Event, all principal 15 allocated to Funding 1 and will continue to be so allocated until all holders of Aiwre Valley residential mortgage-
backed secunities have been repard wn full of sufficient funds are available The principal 1s then passed to the issuers based on their respective

notes outstanding Each Issucr then utihises this principal to pay down pro rata and sequenually by Class of Note The timing of future

redemptions will be dependent on the availabihity of funds, and cannot be relably forecast
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