IMPORTANT NOTICE

NOT FOR DISTRIBUTION TO ANY U.S. PERSON OR TO ANY PERSON OR ADDRESS IN THE U.S.
EXCEPT TO "QUALIFIED INSTITUTIONAL BUYERS" AS DEFINED BELOW.

IMPORTANT: You must read the following before continuing. The following applies to the base
prospectus attached to this electronic transmission, and you are therefore advised to read this carefully before
reading, accessing or making any other use of the base prospectus. In accessing the base prospectus, you
agree to be bound by the following terms and conditions, including any modifications to them any time you
receive any information from us as a result of such access.

NOTHING IN THIS ELECTRONIC TRANSMISSION CONSTITUTES AN OFFER TO SELL OR THE
SOLICITATION OF AN OFFER TO BUY SECURITIES IN THE UNITED STATES OR ANY OTHER
JURISDICTION WHERE IT IS UNLAWFUL TO DO SO. THE SECURITIES HAVE NOT BEEN, AND WILL NOT
BE, REGISTERED UNDER THE UNITED STATES SECURITIES ACT OF 1933, AS AMENDED (THE
SECURITIES ACT), OR THE SECURITIES LAWS OF ANY STATE OF THE U.S. OR OTHER JURISDICTION.
THE ISSUING ENTITY HAS NOT BEEN AND WILL NOT BE REGISTERED UNDER THE UNITED STATES
INVESTMENT COMPANY ACT OF 1940, AS AMENDED. THE SECURITIES MAY NOT BE OFFERED, SOLD
OR DELIVERED WITHIN THE UNITED STATES OR TO, OR FOR THE ACCOUNT OR BENEFIT OF, U.S.
PERSONS (AS DEFINED IN REGULATION S UNDER THE SECURITIES ACT (REGULATION S)), EXCEPT
PURSUANT TO AN EXEMPTION FROM, OR IN A TRANSACTION NOT SUBJECT TO, THE REGISTRATION
REQUIREMENTS OF THE SECURITIES ACT AND ANY APPLICABLE STATE OR LOCAL SECURITIES
LAWS. THE SECURITIES ARE NOT TRANSFERABLE EXCEPT UPON SATISFACTION OF CERTAIN
CONDITIONS AS DESCRIBED IN THE SECTIONS ENTITLED “SUBSCRIPTION AND SALE” AND
“TRANSFER RESTRICTIONS AND INVESTOR REPRESENTATIONS” HEREIN.

THE FOLLOWING BASE PROSPECTUS MAY NOT BE FORWARDED OR DISTRIBUTED TO ANY OTHER
PERSON AND MAY NOT BE REPRODUCED IN ANY MANNER WHATSOEVER. ANY FORWARDING,
DISTRIBUTION OR REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART IS UNAUTHORISED.
FAILURE TO COMPLY WITH THIS DIRECTIVE MAY RESULT IN A VIOLATION OF THE SECURITIES ACT
OR THE APPLICABLE LAWS OF OTHER JURISDICTIONS.

You are reminded that the base prospectus has been delivered to you on the basis that you are a
person into whose possession the base prospectus may be lawfully delivered in accordance with the laws of the
jurisdiction in which you are located and you may not, nor are you authorised to, deliver the base prospectus to
any other person. The materials relating to the offering do not constitute, and may not be used in connection
with, an offer or solicitation in any place where offers or solicitations are not permitted by law. If a jurisdiction
requires that the offering be made by a licensed broker or dealer and the managers or any affiliate of the
managers is a licensed broker or dealer in that jurisdiction, the offering shall be deemed to be made by the
managers or such affiliate on behalf of the issuing entity in such jurisdiction.

By accessing the base prospectus, you shall be deemed to have confirmed and represented to us that
(a) you have understood and agree to the terms set out herein, (b) you consent to delivery of the base
prospectus by electronic transmission, (c) you are either (i) not a U.S. person (within the meaning of Regulation
S under the Securities Act) or acting for the account or benefit of a U.S. person and the electronic mail address
that you have given to us and to which this e-mail has been delivered is not located in the United States, its
territories and possessions (including Puerto Rico, the U.S. Virgin Islands, Guam, American Samoa, Wake
Island and the Northern Mariana Islands) or the District of Columbia or (ii) a “qualified institutional buyer” as
defined in Rule 144A under the Securities Act and (d) if you are a person in the United Kingdom, then you are a
person who (i) is an investment professional within the meaning of Article 19 of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005 (the FPO) or (ii) is a high net worth entity falling within
Article 49(2)(a) to (d) of the FPO (all such persons together being referred to as relevant persons). In the
United Kingdom, this base prospectus must not be acted on or relied on by persons who are not relevant
persons. Any investment or investment activity to which this base prospectus relates is available only to
relevant persons and will be engaged in only with relevant persons.

This base prospectus has been sent to you in an electronic form. You are reminded that documents
transmitted via this medium may be altered or changed during the process of electronic transmission and
consequently none of Permanent Master Issuer PLC, Bank of Scotland plc, Lloyds Bank Corporate Markets plc
(as arranger, manager and dealer),or any manager nor any dealer nor any person who controls any such
person or any director, officer, employee nor agent of any such person (or affiliate of any such person) accepts
any liability or responsibility whatsoever in respect of any difference between the base prospectus distributed to



you in electronic format and the hard copy version available to you on request from Permanent Master Issuer
PLC or Lloyds Bank Corporate Markets plc.
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Residential Mortgage Backed Note Programme
(ultimately backed by the mortgages trust)

The issuing entity established a mortgage backed note programme (the programme)
on 17 October 2006 (the programme date).

Notes issued under the programme have been and will be issued in series. Each
series will normally: (a) be issued on a single date; (b) be subject to the terms and
conditions; and (c) consist of one or more classes of notes. Notes of the same class
rank pari passu and pro rata among themselves. Each series of the same class will
not, however, be subject to identical terms in all respects (for example, interest rates,
interest calculations, expected maturity and final maturity dates will differ). The issuing
entity may from time to time issue class A notes, class B notes, class M notes, class C
notes and class D notes in one or more series (together, the notes).

The notes have not been and will not be registered under the United States Securities
Act of 1933, as amended (the Securities Act) or the securities laws of any state of the
United States or any other relevant jurisdiction. The notes may not be offered or sold
within the United States or to, or for the account or benefit of, U.S. persons (as defined
in Regulation S under the Securities Act (Regulation S)) (U.S. persons) unless an
exemption from, or in a transaction not subject to, the registration requirements of the
Securities Act is available and in accordance with any applicable state or local
securities laws.

The programme provides that the issuing entity may issue notes to be sold outside the
United States to non-U.S. persons in reliance on Regulation S. Such notes are
collectively referred to herein as Reg S notes. In addition to Reg S notes, the issuing
entity may also issue notes that will be sold within the United States only to qualified
institutional buyers (QIBs) within the meaning of Rule 144A under the Securities Act
(Rule 144A) in reliance on Rule 144A. Such notes are collectively referred to herein as
Rule 144A notes. Prospective purchasers are hereby notified that sellers of the notes
may be relying on the exemption from the provisions of Section 5 of the Securities Act
provided by Rule 144A. For the avoidance of doubt, no US Notes (as defined in the
terms and conditions) are being offered pursuant to this base prospectus. For a
description of certain further restrictions on offers, sales and transfers of notes in this
base prospectus, see "Subscription and sale" below and "Transfer restrictions and
investor representations" below.

The issuing entity may agree with any dealer and/or manager and the note trustee that
notes may be issued in a form not contemplated by the terms and conditions of the
notes herein in which event (in the case of notes admitted to the Official List only) a
supplementary prospectus or a further base prospectus or a drawdown prospectus will
be made available which will describe the effect of the agreement reached in relation
to such series and class of notes.

Lloyds Bank Corporate Markets plc will not offer or sell any notes into the United
States unless pursuant to an available exemption from registration as a broker-dealer
under the United States Securities Exchange Act of 1934, as amended (the Exchange
Act).

Notwithstanding any provision in this base prospectus to the contrary, each
prospective investor (and each employee, representative, or other agent of each such
prospective investor) may disclose to any and all persons, without limitation of any
kind, the U.S. federal income tax treatment and U.S. federal income tax structure of
any transaction contemplated in this base prospectus and all materials of any kind
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(including opinions or other tax analyses) that are provided to it relating to such U.S.
federal income tax treatment and U.S. federal income tax structure.

A note is not a deposit and neither the notes nor the underlying receivables are
insured or guaranteed by any United Kingdom or United States governmental agency.

The issuing entity expects to issue notes in series from time to time. Notes may be
issued under a new series and backed by the same portfolio without the consent of
existing noteholders, and may have different terms from outstanding notes.

The issuing entity is not, and after giving effect to any offering and sale of notes and
the application of the proceeds thereof will not be, a “covered fund” for purposes of
regulations adopted under Section 13 of the Bank Holding Company Act of 1956, as
amended (commonly known as the Volcker Rule). In reaching this conclusion,
although other statutory or regulatory exemptions under the Investment Company Act
of 1940, as amended (the Investment Company Act) and under the Volcker Rule and
its related regulations may be available, the issuing entity has relied on the
determinations that it may rely on the exemption from registration under the
Investment Company Act provided by Rule 3a-7 thereunder, and (ii) it does not rely on
Section 3(c)(1) or Section 3(c)(7) of the Investment Company Act for its exemption
from registration under the Investment Company Act and, accordingly, may rely on the
exemption from the definition of a “covered fund” under the Volcker Rule made
available to entities that do not rely solely on Section 3(c)(1) or Section 3(c)(7) of the
Investment Company Act for their exemption from registration under the Investment
Company Act.

Any prospective investors in the notes (including a U.S. or foreign bank or subsidiary
or other affiliate thereof) should consult its own legal advisors regarding the effects of
the Volcker Rule.

Each series will be subject to final terms or a drawdown prospectus, which, for the
purpose of that series only, completes (or incorporates by reference, as applicable) the
conditions of the notes in this base prospectus and must be read in conjunction with
this base prospectus. A drawdown prospectus may be used when the issuing entity
intends to issue notes in a form not contemplated by the terms and conditions of the
notes herein, or if it considers that the information contained in this base prospectus
and the final terms needs to be supplemented, amended and/or replaced in the
context of an issue of a particular series or class of notes. In other cases, a final terms
may be used in relation to a series of notes. The final terms and drawdown
prospectuses for listed notes will be filed with the UK Listing Authority (and in the case
of a drawdown prospectus approved by the UK Listing Authority) and made available
to the public in accordance with the prospectus rules made pursuant to the Financial
Services and Markets Act 2000 (as amended, the FSMA) (the Prospectus Rules).

Interest payable under the Notes may be calculated by reference to LIBOR,
EURIBOR, SOFR or SONIA, as specified in the relevant Final Terms.

Central bank-set benchmarks (such as SONIA provided by the Bank of England) are
subject to certain exemptions pursuant to Article 2 of Regulation (EU) 2016/1011 (the
Benchmarks Regulation), but the Bank of England has issued a statement of
compliance with the principles for financial benchmarks issued in 2013 by the
International Organisation of Securities Commissioners.

At the date of this Base Prospectus, ICE Benchmark Administration Limited and the
European Money Markets Institute appear on the register of administrators and
benchmarks established and maintained by the European Securities and Markets
Authority in accordance with Article 36 of Regulation (EU) 2016/1011 (the Benchmarks
Regulation).

Standard & Poor's Rating Services, a division of Standard & Poor's Credit Market
Services Europe Limited (Standard & Poor's or S&P), Moody's Investors Service
Limited (Moody's) and Fitch Ratings Ltd. (Fitch, and together with S&P and Moody's,
the rating agencies). In general, European regulated investors are restricted from
using a rating for regulatory purposes if such rating is not issued by a credit rating
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agency established in the European Union and registered under Regulation (EC) No
1060/2009 (as amended) (the CRA Regulation) or issued by a credit rating agency
established in a third country but whose credit ratings are endorsed by a credit rating
agency established in the European Union and registered under the CRA Regulation
or which is certified in accordance with the CRA Regulation (and such endorsement or
certification, as the case may be, has not been withdrawn or suspended).

Each of Moody's, S&P and Fitch is established in the European Union and is
registered under the CRA Regulation. As such each of the rating agencies is included
in the list of credit rating agencies published by the European Securities and Markets
Authority (ESMA) on its website in accordance with the CRA Regulation. Standard &
Poor's Credit Market Services Europe Limited operates under its trading name
Standard & Poor's Rating Services.

Ratings may be assigned to all or some of the notes of a series on or before each
closing date and such ratings will be set out in the applicable final terms or drawdown
prospectus for the relevant series.

The ratings (if any) assigned by Fitch and S&P for each series and class of notes
address the likelihood of (a) timely payment of interest due to the noteholders on each
interest payment date and (b) full payment of principal by a date that is not later than
the final maturity date for that series and class of notes. The ratings (if any) assigned
by Moody's to each series and class of notes address the expected loss posed to
investors by the legal final maturity and reflect Moody's opinion that the structure
allows for timely payment of interest and ultimate payment of principal in respect of a
series and class of notes by the final maturity date (being legal final maturity) of that
series and class of notes.

Certain nationally recognised statistical rating organisations (NRSROs), as defined in
Section 3(a)(62) of the Exchange Act, that were not hired by the issuing entity may use
information they receive pursuant to Rule 17g-5 under the Exchange Act (Rule 17g-5)
to rate the notes. No assurance can be given as to what ratings a non-hired NRSRO
would assign.

The assignment of ratings to the notes is not a recommendation to invest in the
notes. Any credit rating assigned to the notes may be revised, suspended or
withdrawn at any time.

The issuing entity's primary source of funds to make payments on the notes will be
derived from, inter alia, payments pursuant to the master intercompany loan
agreement entered into between the issuing entity and Funding 2. Funding 2 pays
amounts due under the master intercompany loan principally from its share of the trust
property. The trust property comprises a portfolio of first ranking residential mortgage
loans originated by Halifax or (after the reorganisation date) by Bank of Scotland under
the "Halifax" brand, which have been sold by Halifax or Bank of Scotland to the
mortgages trustee. The mortgages trustee holds the portfolio on trust for certain
beneficiaries (including Funding 2). Neither the issuing entity nor the noteholders will
have any direct interest in the trust property, although the issuing entity will share in
the benefit of the security interest created by Funding 2 over its share of the trust
property. The issuing entity's primary asset will be its rights under the master
intercompany loan agreement and the security for such rights created by Funding 2.

The loans included in the portfolio consist of several different types with a variety of
characteristics relating to, among other things, calculation of interest and repayment of
principal and include or will include loans with all or certain of the following terms:

o loans which are subject to variable rates of interest set by reference to a
variable base rate of interest, which the servicer determines based on general
interest rates and competitive forces in the UK mortgage market from time to
time;

. loans which track a variable rate of interest other than a variable rate set by
the seller or the servicer (currently this rate is the Bank of England repo rate);
and
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. loans which are subject to fixed rates of interest.

See “The loans — Characteristics of the loans” below for a more detailed description
of the loans offered by the seller and included in the portfolio. For each issuance,
selected statistical information on the portfolio as at the relevant cut-off date will be set
out in the applicable final terms or drawdown prospectus for that issuance.

- subordination of more junior ranking notes (see "Credit structure — Priority
of payments among the class A notes, the class B notes, the class M
notes, the class C notes, the class D notes and the issuing entity
subordinated loans");

- subordination of the Funding 2 Z loans (see "Risk factors — Subordination of
the Funding 2 Z loans to the loan tranches may not protect noteholders
from all risks of loss" and "The Funding 2 Z loan agreement");

- subordination of issuing entity subordinated loans (see "Credit structure —
Priority of payments among the class A notes, the class B notes, the
class M notes, the class C notes, the class D notes and the issuing entity
subordinated loans");

- a Funding 2 general reserve fund (see "Credit structure — Funding 2 general
reserve fund");

- excess spread (see "Credit structure — Credit support for the notes
provided by Funding 2 available revenue receipts"); and

- in the case of the Funding 2 yield reserve notes only, the Funding 2 yield
reserve fund (see "Credit structure — Funding 2 yield reserve fund").

use of principal to cover interest shortfalls (see "Credit structure — Use of
Funding 2 principal receipts to pay Funding 2 income deficiency"); and

- establishment of a Funding 2 liquidity reserve fund (if established following a
seller rating downgrade) (see "Credit structure — Funding 2 liquidity
reserve fund").

Information on any optional and mandatory redemption of the notes is summarised in
"Overview of the notes — Redemption and repayment" and "Overview of the notes

— Optional redemption or repurchase of the notes" and set out in full in Condition 5.

This document dated 7 October 2019 comprises a base prospectus (the base
prospectus) for the purpose of Regulation (EU) 2017/1129 of the European
Parliament and of the Council of 14 June 2017 (the Prospectus Regulation).. This
base prospectus supersedes any previous prospectus describing the programme. Any
notes issued under the programme on or after the date of this base prospectus are
issued subject to the provisions described herein. An application has been made to the
Financial Conduct Authority (the FCA (previously known as the Financial Services
Authority, the FSA)) in its capacity as competent authority (the UK Listing Authority
or UKLA) under the FSMA in order for the base prospectus to be approved. This base
prospectus is not a prospectus for purposes of Section 12(a)(2) or any other provision
of or rule under the Securities Act. An application will be made to the UK Listing
Authority for the notes specified as listed notes in any drawdown prospectus, or the
applicable final terms when issued under the programme during the period of 12
months from the date of this base prospectus, to be admitted to the Official List (the
Official List) and application will be made to London Stock Exchange plc (the London
Stock Exchange) for such notes to be admitted to trading on its regulated market. The
regulated market of the London Stock Exchange is a regulated market for the
purposes of the Markets in Financial Instruments Directive (2014/65/EU) (as amended
or superseded, the Markets in Financial Instruments Directive or MiFID II) (the
London Stock Exchange's Regulated Market).

The issuing entity may also issue unlisted notes for which no prospectus is required to
be published under the Prospectus Regulation and which will not be issued pursuant
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to (and do not form part of) this base prospectus, and will not be issued pursuant to
any final terms document under this base prospectus. The FCA has neither approved
nor reviewed information contained in this base prospectus in connection with any
unlisted notes.

This base prospectus has been approved by the FCA, as competent authority
under the Prospectus Regulation. The FCA only approves this base prospectus as
meeting the standards of completeness, comprehensibility and consistency imposed
by the Prospectus Regulation. Such approval should not be considered as an
endorsement of the issuing entity that is the subject of this base prospectus or the
quality of the securities the subject of this base prospectus. Investors should make
their own assessment as to the suitability of investing in the securities.

The notes will be obligations of the issuing entity alone and will not be guaranteed by,
or be the responsibility of, any other entity. The notes will not be obligations of or
guaranteed by Bank of Scotland, the managers, the arranger, the dealers, the note
trustee, the Funding 1 security trustee, the Funding 2 security trustee, the issuing
entity security trustee, the previous Funding 1 issuing entities, Funding 1, Funding 2,
the mortgages trustee, the subordinated loan provider, the Funding 2 Z loan provider,
the start-up loan provider, the corporate services provider, the issuing entity corporate
services provider, the mortgages trustee corporate services provider, the Funding 2
swap provider, the issuing entity swap providers or their guarantors, as applicable, the
paying agents, the registrar, the transfer agent, the agent bank or any company in the
same group of companies as Bank of Scotland or any other party to the transaction
documents (but without prejudice to the obligations of Funding 2 to the issuing entity
under the master intercompany loan agreement), their affiliates or any other party
named in this base prospectus.

Please refer to the section entitled "Defined terms and conventions" below and the
Glossary for a list of defined terms and their meanings.

The seller confirms that it in its capacity as originator, will:

(a) retain on an on-going basis a material net economic interest in the
securitisation of not less than 5 per cent. as required by Article 6(1) of
Regulation (EU) 2017/2402 (the Securitisation Regulation) (which does not
take into account any national measures). The seller initially intends to satisfy
the Securitisation Regulation requirements by maintaining a seller share in the
master trust in an amount at least equal to 5 per cent. of the aggregate
outstanding principal balance of all loans in the portfolio, and the seller will not
hedge, sell or otherwise mitigate such risk unless it is permitted to do so under
the Securitisation Regulation. Any change to the manner in which such
interest is held will be notified to noteholders. Please refer to the section

entitted “Certain Regulatory Requirements — Securitisation Regulation”
below; and
(b) provide on a timely basis all information required to be made available by the

issuing entity pursuant to Article 7 of the Securitisation Regulation subject
always to any requirement of law, provided that the seller will not be in breach
of such undertaking if it fails to comply due to events, actions or circumstances
beyond its control.

The issuing entity, for the purposes of Article 7(2) of the Securitisation Regulation, has
been designated as the entity responsible for compliance with the requirements of
Article 7 and will either fulfill such requirements itself or shall procure that such
requirements are complied with on its behalf. In relation to any Notes which are
awarded STS status, Bank of Scotland as the sponsor and the originator is responsible
for compliance with Article 7 of the Securitisation Regulation.

The seller, as originator, may procure a notification to be submitted to the European
Securities and Markets Association (ESMA), in accordance with Article 27 of the
Securitisation Regulation, and the FCA, that the requirements of Articles 19 to 22 of
the Securitisation Regulation have been satisfied with respect to a series of notes.



U.S. Credit Risk
Retention
Requirements

In relation to such notification, the seller has been designated as the first contact point
for investors and competent authorities.

The seller is required under Section 15G of the Exchange Act (the U.S. Credit Risk
Retention Requirements) to acquire and retain (or to ensure that a majority-owned
affiliate of the seller acquires and retains) an economic interest in the credit risk of the
interests created by the issuing entity on the closing date of each issuance of notes
and on a monthly basis thereafter. The seller initially intends to satisfy the U.S. Credit
Risk Retention Requirements by maintaining a seller share in the master trust in an
amount at least equal to 5 per cent. of the aggregate outstanding principal balance of
all notes issued by the issuing entity, with certain exceptions, calculated in accordance
with U.S. Credit Risk Retention Requirements. Please refer to the section entitled
“Certain Regulatory Requirements — U.S. credit risk retention” below.

THE "RISK FACTORS" SECTION STARTING ON PAGE 26 CONTAINS DETAILS OF CERTAIN
RISKS AND OTHER FACTORS THAT SHOULD BE GIVEN PARTICULAR CONSIDERATION BEFORE
INVESTING IN THE NOTES. PROSPECTIVE INVESTORS SHOULD BE AWARE OF THE ISSUES
SUMMARISED WITHIN THAT SECTION.

Neither the United States Securities and Exchange Commission nor any state securities
commission in the United States nor any other United States regulatory authority has approved or
disapproved the notes or determined that this base prospectus is truthful or complete. Any
representation to the contrary is a criminal offence in the United States.

Arranger
Lloyds Bank Corporate Markets
Dealer
Lloyds Bank Corporate Markets
Base prospectus dated 7 October 2019



IMPORTANT NOTICE

THE NOTES HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE SECURITIES ACT,
OR THE SECURITIES LAWS OF ANY STATE OF THE UNITED STATES OR OTHER JURISDICTION AND
THEREFORE THE NOTES MAY NOT BE OFFERED OR SOLD WITHIN THE UNITED STATES OR TO, OR
FOR THE ACCOUNT OR BENEFIT OF, US PERSONS (AS DEFINED IN REGULATION S UNDER THE
SECURITIES ACT) EXCEPT PURSUANT TO AN EXEMPTION FROM, OR IN A TRANSACTION NOT
SUBJECT TO, THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT AND ANY APPLICABLE
STATE OR LOCAL SECURITIES LAWS. ACCORDINGLY, (A) THE REG S NOTES ARE BEING OFFERED
AND SOLD ONLY TO PERSONS (OTHER THAN US PERSONS) OUTSIDE THE UNITED STATES IN
RELIANCE ON REGULATION S UNDER THE SECURITIES ACT AND (B) THE RULE 144A NOTES ARE
BEING OFFERED AND SOLD IN THE UNITED STATES ONLY TO PERSONS WHO ARE “QUALIFIED
INSTITUTIONAL BUYERS” (QIBS), ACTING FOR THEIR OWN ACCOUNT, OR FOR THE ACCOUNT OR
BENEFIT OF ONE OR MORE QIBS, IN RELIANCE ON RULE 144A OR ANOTHER EXEMPTION FROM
REGISTRATION UNDER THE SECURITIES ACT. FOR A DESCRIPTION OF CERTAIN RESTRICTIONS ON
RESALES OR TRANSFERS, SEE “SUBSCRIPTION AND SALE” BELOW.

THE NOTES OFFERED HEREBY HAVE NOT BEEN APPROVED OR DISAPPROVED BY ANY
UNITED STATES FEDERAL OR STATE SECURITIES COMMISSION OR ANY OTHER UNITED STATES
REGULATORY AUTHORITY AND THE ISSUING ENTITY HAS NOT BEEN AND WILL NOT BE REGISTERED
UNDER THE INVESTMENT COMPANY ACT. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE
NOT PASSED UPON OR ENDORSED THE MERITS OF THIS OFFERING OR THE ACCURACY OR
ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL
OFFENCE IN THE UNITED STATES.

THE NOTES ARE NOT INTENDED TO BE SOLD AND SHOULD NOT BE SOLD TO RETAIL
INVESTORS. FOR THESE PURPOSES, A RETAIL INVESTOR MEANS A PERSON WHO IS ONE (OR
MORE) OF: (1) A RETAIL CLIENT AS DEFINED IN POINT (11) OF ARTICLE 4(1) OF MIFID II; OR (Il) A
CUSTOMER WITHIN THE MEANING OF DIRECTIVE (EU) 2016/97 (AS AMENDED AND/OR SUPERSEDED,
THE INSURANCE MEDIATION DIRECTIVE), WHERE THAT CUSTOMER WOULD NOT QUALIFY AS A
PROFESSIONAL CLIENT AS DEFINED IN POINT (10) OF ARTICLE 4(1) OF MIFID Il. PROSPECTIVE
INVESTORS ARE REFERRED TO THE SECTION HEADED “SUBSCRIPTION AND SALE — RETAIL
INVESTOR RESTRICTION” ON PAGE 431 BELOW FOR FURTHER INFORMATION.

THE REG S NOTES HAVE NOT BEEN AND WILL NOT BE QUALIFIED UNDER ANY APPLICABLE
CANADIAN SECURITIES LAWS. NEITHER THE REG S NOTES NOR ANY INTEREST OR PARTICIPATION
THEREIN MAY BE REOFFERED, RESOLD, ASSIGNED, TRANSFERRED OR OTHERWISE DISPOSED OF
TO PURCHASERS IN CANADA UNLESS THEY ARE (A) SOLD IN COMPLIANCE WITH OR PURSUANT TO
AN EXEMPTION FROM APPLICABLE DEALER REGISTRATION REQUIREMENTS OF ANY APPLICABLE
CANADIAN SECURITIES LAWS AND (B) SOLD OR TRANSFERRED TO AN “ACCREDITED INVESTOR” (AS
DEFINED IN CANADIAN NATIONAL INSTRUMENT 45-106 PROSPECTUS AND REGISTRATION
EXEMPTIONS).

THE ERISA ELIGIBILITY OF THE RULE 144A NOTES WILL BE SET FORTH IN THE APPLICABLE
FINAL TERMS OR DRAWDOWN PROSPECTUS. THE REG S NOTES AND ANY RULE 144A NOTES NOT
SPECIFIED IN THE APPLICABLE FINAL TERMS OR DRAWDOWN PROSPECTUS AS ERISA-ELIGIBLE
ARE NOT DESIGNED FOR, AND MAY NOT BE PURCHASED OR HELD BY, ANY "EMPLOYEE BENEFIT
PLAN" AS DEFINED IN SECTION 3(3) OF THE U.S. EMPLOYEE RETIREMENT INCOME SECURITY ACT
OF 1974, AS AMENDED (ERISA), WHICH IS SUBJECT THERETO, OR ANY "PLAN" AS DEFINED IN AND
SUBJECT TO SECTION 4975 OF THE U.S. INTERNAL REVENUE CODE OF 1986, AS AMENDED (THE
CODE), OR BY ANY PERSON ANY OF THE ASSETS OF WHICH ARE, OR ARE DEEMED FOR PURPOSES
OF ERISA OR SECTION 4975 OF THE CODE TO BE, ASSETS OF SUCH AN "EMPLOYEE BENEFIT PLAN"
OR "PLAN", OR BY A GOVERNMENTAL, CHURCH, NON-U.S. OR OTHER PLAN WHICH IS SUBJECT TO
ANY NON-U.S. OR U.S., FEDERAL, STATE OR LOCAL LAW OR REGULATION THAT IS SUBSTANTIALLY
SIMILAR TO THE PROVISIONS OF SECTION 406 OF ERISA OR SECTION 4975 OF THE CODE UNLESS,
IN THE CASE OF SUCH A GOVERNMENTAL, CHURCH, NON-U.S. OR OTHER PLAN, ITS ACQUISITION,
HOLDING AND DISPOSITION OF SUCH NOTES WILL NOT CONSTITUTE OR RESULT IN A VIOLATION OF
ANY SUCH SUBSTANTIALLY SIMILAR NON-U.S. OR U.S. FEDERAL, STATE OR LOCAL LAW OR
REGULATION; AND EACH PURCHASER OF SUCH NOTES WILL BE DEEMED TO HAVE REPRESENTED,
WARRANTED AND AGREED THAT IT IS NOT, AND FOR SO LONG AS IT HOLDS SUCH NOTES WILL NOT
BE, SUCH AN "EMPLOYEE BENEFIT PLAN", "PLAN", PERSON, OR GOVERNMENTAL, CHURCH, NON-US
OR OTHER PLAN UNLESS, IN THE CASE OF A GOVERNMENTAL, CHURCH, NON-U.S. OR OTHER PLAN,



ITS ACQUISITION, HOLDING AND DISPOSITION OF SUCH NOTES WILL NOT CONSTITUTE OR RESULT
IN A VIOLATION OF ANY SUCH SUBSTANTIALLY SIMILAR NON-U.S. OR U.S. FEDERAL, STATE OR
LOCAL LAW OR REGULATION. SEE "ERISA CONSIDERATIONS".

There is no undertaking to register the notes under U.S. state or federal securities laws. Until 40 days
after the commencement of the offering, an offer or sale of the notes within the United States by any dealer
(whether or not participating in the offering) may violate the registration requirements of the Securities Act if
such offer or sale is made otherwise than in compliance with Rule 144A, or pursuant to another exemption from
the registration requirements of the Securities Act.

Available Information

The issuing entity has agreed that, for so long as any of the Rule 144A notes remain outstanding and
are "restricted securities" within the meaning of Rule 144(a)(3) under the Securities Act, the issuing entity will
furnish, upon request of a holder or of any beneficial owner of such a Rule 144A note or of any prospective
purchaser designated by such holder or beneficial owner, the information required to be delivered under
Rule 144A(d)(4) under the Securities Act if at the time of the request the issuing entity is not a reporting
company under section 13 or section 15(d) of the United States Securities Exchange Act of 1934, as amended
(the Exchange Act), or is not exempt from reporting pursuant to Rule 12g3-2(b) under the Exchange Act.

Enforcement of Judgments

The issuing entity is a UK public limited company incorporated with limited liability in England and
Wales and its executive offices and administrative activities are located outside the United States. Any final and
conclusive judgment of any United States federal or state court having jurisdiction recognised by England or
Wales in respect of an obligation of the issuing entity in respect of the notes which is for a fixed sum of money
and which has not been stayed or satisfied in full, would be enforceable by action against the issuing entity in
the courts of England and Wales without a re-examination of the merits of the issues determined by the
proceedings in that United States federal or state court, as applicable, unless:

. the proceedings in that United States federal or state court, as applicable, involved a denial of
the principles of natural or substantial justice;

. the judgment is contrary to the public policy of England or Wales;

o the judgment was obtained by fraud or duress or was based on a clear mistake of fact;

o the judgment is of a public nature (for example, a penal or revenue judgment);

o there has been a prior judgment in another court between the same parties concerning the
same issues as are dealt with in the judgment of the United States federal or state court, as
applicable;

. enforcement would breach section 5 of the Protection of Trading Interests Act 1980; or

. enforcement proceedings are not instituted within six years after the date of the judgment.

A judgment by a court may be given in some cases only in sterling. The issuing entity expressly submits
to the non-exclusive jurisdiction of the courts of England for the purpose of any suit, action or proceedings
arising out of this offering.

All of the directors and executive officers of the issuing entity reside outside the United States.
Substantially all or a substantial portion of the assets of all or many of those persons are located outside the
United States. As a result, it may not be possible for holders of the notes to effect service of process within the
United States upon those persons or to enforce against them judgments obtained in United States courts
predicated upon the civil liability provisions of federal securities laws of the United States. Based on the
restrictions referred to in this section, there is doubt as to the enforceability in England and Wales, in original
actions or in actions for enforcement of judgments of United States courts, of civil liabilities predicated upon the
federal securities laws of the United States.

THE NOTES WILL BE OBLIGATIONS OF THE ISSUING ENTITY ONLY. THE NOTES WILL NOT BE
OBLIGATIONS OF, OR THE RESPONSIBILITY OF, OR GUARANTEED BY, ANY PERSON OTHER THAN
THE ISSUING ENTITY. IN PARTICULAR, THE NOTES WILL NOT BE OBLIGATIONS OF, OR THE
RESPONSIBILITY OF, OR GUARANTEED BY, ANY OF BANK OF SCOTLAND, THE MANAGERS, THE
ARRANGER, THE DEALERS, THE NOTE TRUSTEE, THE FUNDING 1 SECURITY TRUSTEE, THE
FUNDING 2 SECURITY TRUSTEE, THE ISSUING ENTITY SECURITY TRUSTEE, THE PREVIOUS



FUNDING 1 ISSUING ENTITIES, FUNDING 1, FUNDING 2, THE MORTGAGES TRUSTEE, THE
SUBORDINATED LOAN PROVIDER, THE FUNDING 2Z LOAN PROVIDER, THE START-UP LOAN
PROVIDER, THE CORPORATE SERVICES PROVIDER, THE ISSUING ENTITY CORPORATE SERVICES
PROVIDER, THE MORTGAGES TRUSTEE CORPORATE SERVICES PROVIDER, THE FUNDING 2 SWAP
PROVIDER, THE ISSUING ENTITY SWAP PROVIDERS OR THEIR GUARANTORS, AS APPLICABLE, THE
PAYING AGENTS, THE REGISTRAR, THE TRANSFER AGENT, THE AGENT BANK OR ANY COMPANY IN
THE SAME GROUP OF COMPANIES AS BANK OF SCOTLAND OR ANY OTHER PARTY TO THE
TRANSACTION DOCUMENTS, THEIR AFFILIATES OR ANY OTHER PARTY NAMED IN THIS BASE
PROSPECTUS. NO LIABILITY WHATSOEVER IN RESPECT OF ANY FAILURE BY THE ISSUING ENTITY
TO PAY ANY AMOUNT DUE UNDER THE NOTES SHALL BE ACCEPTED BY ANY OF BANK OF
SCOTLAND, THE MANAGERS, THE ARRANGER, THE DEALERS, THE NOTE TRUSTEE, THE FUNDING 1
SECURITY TRUSTEE, THE FUNDING 2 SECURITY TRUSTEE, THE ISSUING ENTITY SECURITY
TRUSTEE, THE PREVIOUS FUNDING 1 ISSUING ENTITIES, FUNDING 1, FUNDING 2, THE MORTGAGES
TRUSTEE, THE SUBORDINATED LOAN PROVIDER, THE FUNDING 2 Z LOAN PROVIDER, THE START-UP
LOAN PROVIDER, THE CORPORATE SERVICES PROVIDER, THE ISSUING ENTITY CORPORATE
SERVICES PROVIDER, THE MORTGAGES TRUSTEE CORPORATE SERVICES PROVIDER, THE
FUNDING 2 SWAP PROVIDER, THE ISSUING ENTITY SWAP PROVIDERS OR THEIR GUARANTORS, AS
APPLICABLE, THE PAYING AGENTS, THE REGISTRAR, THE TRANSFER AGENT, THE AGENT BANK OR
ANY COMPANY IN THE SAME GROUP OF COMPANIES AS BANK OF SCOTLAND OR ANY OTHER PARTY
TO THE TRANSACTION DOCUMENTS (BUT WITHOUT PREJUDICE TO THE OBLIGATIONS OF FUNDING
2 TO THE ISSUING ENTITY UNDER THE MASTER INTERCOMPANY LOAN AGREEMENT), THEIR
AFFILIATES OR ANY OTHER PARTY NAMED IN THIS BASE PROSPECTUS.

The issuing entity accepts responsibility for the information contained in this base prospectus and each
final terms. To the best of the knowledge of the issuing entity, the information contained in this base prospectus
is in accordance with the facts and that this base prospectus makes no omission likely to affect their import.

The seller accepts responsibility for the section entitled "Certain Regulatory Requirements" and
declares that the information contained in such section is, to the best of its knowledge, in accordance with the
facts and that such section makes no omission likely to affect their import.

Where information has been sourced from any other third party, the Issuer confirms that this information
has been accurately reproduced and that as far as the Issuer is aware and is able to ascertain from information
published by that third party, no facts have been omitted which would render the reproduced information
inaccurate or misleading.

No representation or warranty is made or implied by the arranger, the dealers, the managers or any of
their respective affiliates, advisers, directors or group companies, and neither the arranger, the managers, the
dealers nor any of their respective affiliates, advisers, directors or group companies makes any representation
or warranty or accepts any responsibility as to the accuracy or completeness of the information contained in this
base prospectus.

The arranger, the dealers and the managers do not accept any responsibility for compliance of the
issuing entity, the mortgages trustee, Funding 2 or the seller (as applicable) with the requirements of the
Securitisation Regulation and has not assisted or advised the issuing entity, the mortgages trustee, Funding 2
or the seller (as applicable) with its compliance with the requirements of the Securitisation Regulation or the
seller with its compliance with the requirements of the U.S. Credit Risk Retention Requirements.

A copy of this base prospectus and the applicable final terms or drawdown prospectus relating to listed
notes will be available for inspection at the registered office of the issuing entity and at the specified office of the
paying agents in accordance with the Prospectus Rules.

If at any time the issuing entity shall be required to prepare a supplemental prospectus pursuant to
section 87G of the FSMA, the issuing entity will prepare and make available an appropriate amendment or
supplement to this base prospectus which, in respect of any subsequent issue of a series of notes to be listed
on the official list and admitted to trading on the London Stock Exchange's regulated market, shall constitute a
supplemental prospectus as required by the UK Listing Authority and section 87G of the FSMA.

No person is or has been authorised in connection with the issue and sale of the notes to give any
information or to make any representation not contained in this base prospectus and, if given or made, such
information or representation must not be relied upon as having been authorised by or on behalf of Bank of
Scotland, the managers, the arranger, the dealers, the note trustee, the Funding 1 security trustee, the Funding
2 security trustee, the issuing entity security trustee, the previous Funding 1 issuing entities, Funding 1, Funding
2, the mortgages trustee, the subordinated loan provider, the Funding 2 Z loan provider, the start-up loan



provider, the corporate services provider, the issuing entity corporate services provider, the mortgages trustee
corporate services provider, the Funding 2 swap provider, the issuing entity swap providers or their guarantors,
as applicable, the paying agents, the registrar, the transfer agent, the agent bank or any company in the same
group of companies as Bank of Scotland or any other party to the transaction documents, their affiliates or any
other party named in this base prospectus.

Neither the delivery of this base prospectus nor any sale or allotment made in connection with the
offering of any of the notes shall under any circumstances constitute a representation or create any implication
that there has been no change in the affairs of Bank of Scotland, the managers, the arranger, the dealers, the
note trustee, the Funding 1 security trustee, the Funding 2 security trustee, the issuing entity security trustee,
the previous Funding 1 issuing entities, Funding 1, Funding 2, the mortgages trustee, the subordinated loan
provider, the start-up loan provider, the corporate services provider, the issuing entity corporate services
provider, the mortgages trustee corporate services provider, the Funding 2 swap provider, the issuing entity
swap providers or their guarantors, as applicable, the paying agents, the registrar, the transfer agent, the agent
bank or any company in the same group of companies as Bank of Scotland or any other party to the transaction
documents, their affiliates or any other party named in this base prospectus, or in the information contained
herein since the date hereof or that the information contained herein is correct as at any time subsequent to the
date hereof or that there has been no change in any other information supplied in connection with the
programme as of any time subsequent to the date indicated in the document containing the same or that such
information is correct at any time subsequent to the date thereof.

Other than the approval of this base prospectus by the UK Listing Authority, the filing of this base
prospectus with the UK Listing Authority and making the base prospectus available to the public in accordance
with the Prospectus Rules, no action has been or will be taken to permit a public offering of any notes or the
distribution of this base prospectus in any jurisdiction where action for that purpose is required. The distribution
of this base prospectus and the offering of notes in certain jurisdictions may be restricted by law. Persons into
whose possession this base prospectus (or any part hereof) comes are required by the issuing entity, the
dealers and/or the managers to inform themselves about, and to observe, any such restrictions. For a further
description of certain restrictions on offers and sales of notes and distribution of this base prospectus, see
"Subscription and sale" below. Neither this base prospectus, nor any part hereof, constitutes an offer of, or an
invitation by, or on behalf of, the issuing entity, the dealers and/or the managers to subscribe for or purchase
any of the notes and neither this base prospectus, nor any part hereof, may be used for or in connection with an
offer to, or solicitation by, any person in any jurisdiction or in any circumstances in which such offer or
solicitation is not authorised or to any person to whom it is unlawful to make such offer or solicitation.

Accordingly, the notes may not be offered or sold, directly or indirectly, and neither this base
prospectus, nor any part hereof, nor any other offering document, prospectus, form of application,
advertisement, other offering material or other information may be issued, distributed or published in any
country or jurisdiction (including the United Kingdom), except in circumstances that will result in compliance with
all applicable laws, orders, rules and regulations.

Permanent Funding (No. 1) Limited (referred to in this base prospectus as Funding 1), a company of
common ownership with the issuing entity and Funding 2, has an interest in the same trust property (being the
pool of residential mortgage loans held by the mortgages trustee and originated by Halifax and following the
first closing date after the reorganisation date, by Bank of Scotland under the Halifax brand). Certain issuing
entities (the previous Funding 1 issuing entities) previously issued notes and used the proceeds thereof to
make intercompany loans to Funding 1. Such Funding 1 issuing entities have now been dissolved as at the
date of this base prospectus and the notes issued by those entities have been redeemed. New issuing entities
may be established from time to time to issue notes and make new intercompany loans to Funding 1. Subject to
certain conditions described further in this base prospectus, from time to time, new issuing entities may also be
established to issue notes and make new intercompany loans to Funding 2. In addition, a new Funding
beneficiary may be created in the future and new issuing entities may be established to issue notes and make
intercompany loans to such new Funding beneficiary. Any new notes issued by new Funding 1 issuing entities
will ultimately be, secured by the same trust property as the notes issued by the issuing entity under this base
prospectus and the accompanying final terms or a drawdown prospectus. The allocation of trust property as
between Bank of Scotland, Funding 1 and Funding 2, each in their capacities as a beneficiary of the trust
property, is described in this base prospectus under “The mortgages trust".

A note is not a deposit and, unless stated otherwise in the applicable final terms or drawdown
prospectus neither the notes nor the underlying receivables are insured or guaranteed by any United Kingdom
or United States governmental agency.

Stabilisation
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In connection with the issue of any series and class (or sub-class) of notes, the dealer(s) named as
stabilising dealer(s) (or persons acting on behalf of any stabilising dealer) in the applicable final terms or
drawdown prospectus may over-allot such notes or effect transactions with a view to supporting the market
price of that series and class (or sub-class) of notes at a level higher than that which might otherwise prevail.
However, stabilisation may not necessarily occur. Any stabilisation action may begin on or after the date on
which adequate public disclosure of the terms of the offer of the relevant series and class (or sub-class) of
notes is made and, if begun, may cease at any time, but it must end no later than the earlier of 30 days after the
date of issue of the relevant series and class (or sub-class) of notes and 60 days after the date of the allotment
of the relevant series and class (or sub-class) of notes. Any stabilisation action or over-allotment must be
conducted by the relevant stabilising dealer(s) (or persons acting on behalf of any stabilising manager(s)) in
accordance with all applicable laws and rules.

Forward-looking statements

This base prospectus contains statements which constitute forward-looking statements within the
meaning of the United States Private Securities Litigation Reform Act of 1995, including, but not limited to,
statements made under the headings “Risk factors”, “The loans”, “The servicer’ and “The servicing
agreement”’. These forward-looking statements can be identified by the use of forward-looking terminology,
such as the words “believes”, “expects”, “may”, “intends”, “should” or “anticipates” or the negative or other
variations of those terms. These statements involve known and unknown risks, uncertainties and other
important factors that could cause the actual results and performance of the notes, Lloyds Banking Group, Bank
of Scotland, the Halifax brand or the UK residential mortgage industry to differ materially from any future results
or performance expressed or implied in the forward-looking statements. These risks, uncertainties and other
factors include, among others general economic and business conditions in the United Kingdom, currency
exchange and interest rate fluctuations, government, statutory, regulatory or administrative initiatives affecting
Lloyds Banking Group or Bank of Scotland or the business carried on by it under the Halifax brand, changes in
business strategy, lending practices or customer relationships and other factors that may be referred to in this
base prospectus. Some of the most significant of these risks, uncertainties and other factors are discussed in
this base prospectus under the heading “Risk factors”, and you are encouraged to carefully consider those
factors prior to making an investment decision in relation to the notes. The dealers or arrangers have not
attempted to verify any such statements, nor do they make any representations, express or implied, with
respect thereto.

Prohibition of sales to European Economic Area retail investors

The notes are not intended to be offered, sold or otherwise made available to and should not be
offered, sold or otherwise made available to any retail investor in the European Economic Area. For
these purposes, a retail investor means a person who is one (or more) of: (i) a retail client as defined in
point (11) of Article 4(1) of MIFID II; or (ii) a customer within the meaning of the Insurance Mediation
Directive, where that customer would not qualify as a professional client as defined in point (10) of Article
4(1) of MIFID Il. Consequently no key information document required by Regulation (EU) No 1286/2014
(the PRIIPs Regulation) for offering or selling the notes or otherwise making them available to retail
investors in the European Economic Area has been prepared and therefore offering or selling the notes or
otherwise making them available to any retail investor in the European Economic Area may be unlawful
under the PRIIPS Regulation.

MiIFID Il product governance / target market

Solely for the purposes of each manufacturer's product approval process, the target market
assessment in respect of the notes has led to the conclusion that: (i) the target market for the notes is eligible
counterparties and professional clients only, each as defined in MiFID II; and (ii) all channels for distribution of
the notes to eligible counterparties and professional clients are appropriate. Any person subsequently offering,
selling or recommending the notes (a "distributor") should take into consideration the manufacturers’ target
market assessment; however, a distributor subject to MiFID Il is responsible for undertaking its own target
market assessment in respect of the notes (by either adopting or refining the manufacturers’ target market
assessment) and determining appropriate distribution channels.

Defined terms and conventions

Key defined terms used in this base prospectus are set out in the Glossary. Where terms first appear in
the text, such terms are also defined there or refer you to a definition elsewhere.
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References to a provision of law is to be construed as a reference to such provision as the same may
have been amended or re-enacted and any reference to a provision of any Law of the European Union is to be
construed as including a reference to such provision as the same may have been implemented, transposed,
enacted or retained under the Laws of the United Kingdom. References in this base prospectus to issuing
entity, we or us mean Permanent Master Issuer PLC and references to you mean potential investors in the
notes.

References in this base prospectus to the depositor or Funding 2 mean Permanent Funding (No. 2)
Limited.

References in this base prospectus to the SEC mean the United States Securities and Exchange
Commission.

References in this base prospectus to £, pounds or sterling are to the lawful currency for the time
being of the United Kingdom of Great Britain and Northern Ireland. References in this base prospectus to US$,
$, US dollars or dollars are to the lawful currency of the United States of America. References in this base
prospectus to €, euro or Euro are to the single currency introduced at the third stage of European Economic
and Monetary Union pursuant to the Treaty on the Functioning of the European Union, as amended from time
to time.

References to a class of notes are to the class A notes or the class B notes or the class M notes or the
class C notes or the class D notes of any series or, if applicable, any sub-class of such class of notes.

Important notice about information provided in this base prospectus and the accompanying final terms
or a drawdown prospectus

Information about each series and class of notes is contained in two separate documents: (a) this base
prospectus, which provides general information, some of which may not apply to a particular series and class of
notes; and (b) a drawdown prospectus (which will incorporate this base prospectus by reference) or the
accompanying final terms for a particular series and class of notes, which describes the specific terms of the
notes of that series, including:

. the timing of interest and principal payments;

. financial and other information about the assets of the issuing entity, Funding 2 and the
mortgages trustee;

. the ratings for your series and class of notes;

o information relating to the Funding 2 yield reserve notes (if applicable);

o information about enhancement for your series and class (or sub-class) of notes;

. the method of selling the notes; and

. otr;er terms and conditions not contained herein that are applicable to your series and class of
notes.

This base prospectus may be used to offer and sell any series and class of notes only if accompanied
by the applicable final terms or incorporated by reference into a drawdown prospectus for that series and class.

In this base prospectus any reference to a matter being set out in the most recent final terms or
drawdown prospectus shall mean the most recent final terms or if later, the most recent drawdown prospectus.

Although the accompanying final terms for a particular series and class of notes cannot contradict the
information contained in this base prospectus, insofar as the final terms contains specific information about the
series and class that differs from the more general information contained in this base prospectus, you should
rely on the specific information in the final terms.

You should rely only on the information contained in this base prospectus and the accompanying final
terms or a drawdown prospectus, including the information incorporated by reference. The issuing entity has
not authorised anyone to provide you with information that is different from that contained in this base
prospectus and the accompanying final terms or a drawdown prospectus. The information in this base
prospectus and the accompanying final terms or a drawdown prospectus is only accurate as of the dates on
their respective covers.
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Cross-references are included in this base prospectus and the accompanying final terms or drawdown
prospectus to headings in these materials under which you can find further related discussions. The table of
contents in this base prospectus and the table of contents included in the accompanying final terms or
drawdown prospectus provide the pages on which these headings are located.

If you require additional information, the mailing address of Funding 2's principal executive offices is 35
Great St. Helen's, London EC3A 6AP, United Kingdom and the telephone number is +44 (0)20 7398 6300. For
other means of acquiring additional information about the issuing entity or a series of notes, see “Documents
incorporated by reference” in this base prospectus.
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Documents incorporated by reference

The (i) audited annual accounts of the issuing entity and Funding 2 for the years ended 31 December
2016, 31 December 2017, and 31 December 2018 and the auditors reports thereon, (ii) the audited
consolidated annual financial statements of Lloyds Bank plc for the financial year ended 31 December 2018,
together with the audit report thereon, as set out on pages 170 to 282 and pages 161 to 169, respectively, of
Lloyds Bank pic’s Annual Report and Accounts 2018, (iii) the audited consolidated annual financial statements
of Lloyds Bank plc for the financial year ended 31 December 2017, together with the audit report thereon, as set
out on pages 166 to 274 and pages 158 to 165, respectively, of Lloyds Bank plc’s Annual Report and Accounts
2017, (iv) the audited consolidated annual financial statements of Lloyds Bank plc for the financial year ended
31 December 2016, together with the audit report thereon, as set out on pages 179 to 300 and pages 171 to
178, respectively, of Lloyds Bank plc’s Annual Report and Accounts 2016, in each case, which have previously
been published and have been filed with the FCA shall be deemed to be incorporated in, and to form part of,
this base prospectus save that any statement contained herein or any of the documents incorporated by
reference in, and forming part of, this base prospectus shall be deemed to be modified or superseded for the
purpose of this base prospectus to the extent that a statement contained in any document subsequently
incorporated by reference modifies or supersedes such statement (whether expressly, by implication or
otherwise), provided that such modifying or superseding statement is made by way of a supplement to this base
prospectus pursuant to Article 19 of the Prospectus Regulation. Any statement so modified or superseded shall
not be deemed, except as so modified or superseded, to constitute a part of this base prospectus. Iltems (ii), (iii)
and (iv) are being incorporated by reference in this base prospectus solely with respect to maturity purchase
notes in Lloyds Bank plc’s capacity as maturity purchaser, and these accounts are not relevant to any of the
other notes issued under this programme.

Any documents themselves incorporated by reference in the documents incorporated by reference in
this base prospectus shall not form part of this base prospectus. The information contained in those parts of
Lloyds Bank plc’'s Annual Report and Accounts 2016, Lloyds Bank plc’s Annual Report and Accounts 2017 and
Lloyds Bank plc’s Annual Report and Accounts 2018 which are not incorporated by reference in this base
prospectus is not considered by Lloyds Bank plc or the issuing entity to be relevant to prospective investors in
the notes to be issued under the programme.

Funding 2 will provide or cause to be provided without charge to each person to whom this base
prospectus and accompanying final terms or a drawdown prospectus is delivered in connection with the offering
of one or more classes of the related series of notes, on written or oral request of that person, a copy of any or
all reports incorporated in this base prospectus by reference, in each case to the extent the reports relate to one
or more of the classes of the related series of notes, other than the exhibits to those documents, unless the
exhibits are specifically incorporated by reference in the documents. Requests should be directed either by
telephone to +44 (0)20 7398 6300 or in writing to Permanent Funding (No. 2) Limited, 35 Great St. Helen's,
London EC3 6AP, United Kingdom, Attention: The Directors.

The issuing entity will provide, without charge, to each person to whom a copy of this base prospectus
has been delivered, upon the request of such person, a copy of any or all of the documents deemed to be
incorporated herein by reference unless such documents have been modified or superseded as specified
above. Written requests for such documents should be directed to the issuing entity at its registered office as
set out at the end of this base prospectus.

In addition, any document deemed to be incorporated herein by reference can be viewed electronically,
free of charge, at http://www.lloydsbankinggroup.com/Investors.
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Overview

The information set out below is an overview of various aspects of the transaction. This overview is not
purported to be complete, should be read in conjunction with, and is qualified in its entirety by references to, the
detailed information presented elsewhere in this base prospectus.

Diagrammatic overview of the transaction
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Diagrammatic overview of Funding 2 on-going cashflows
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Diagram of ownership structure of special purpose vehicles
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This diagram illustrates the ownership structure of the principal special purpose entities in respect of
the programme, as follows:

Each of Funding 1, Funding 2 and the issuing entity is, and the previous Funding 1 issuing
entities were, and any new issuing entity is expected to be, a wholly-owned subsidiary of

Permanent Holdings Limited (Holdings). See “Funding 1”, “Funding 2", “The issuing entity”
and “Funding 1 issuing entities” below.

The entire issued share capital of Holdings is held on trust by a share trustee, not affiliated with
the seller, under the terms of a discretionary trust for the benefit of one or more charities. See
“‘Holdings” below.

The entire issued share capital of the mortgages trustee is held beneficially on trust by another
share trustee, not affiliated with the seller, under the terms of a discretionary trust for the benefit
of one or more charities. See “The mortgages trustee” below.

The post-enforcement call option holder is a subsidiary of Permanent PECOH Holdings Limited
(PECOH Holdings). See “PECOH” below.

The entire issued share capital of PECOH Holdings is held on trust by another share trustee,
not affiliated with the seller, under the terms of a discretionary trust for the benefit of one or
more charities. See “PECOH Holdings” below.

Halifax was, and from the first closing date following the reorganisation date, Bank of Scotland
has been, the sponsor who organises and initiates each issuance of notes under the
programme and/or advance of any issuing entity subordinated loan and/or issuing entity start-
up loan under the programme (and Halifax was the sponsor for the transactions by the previous
Funding 1 issuing entities), and has no ownership interest in any of the entities in the diagrams
above. As a result, any such issuance of notes will not be directly linked to the credit of Bank of
Scotland, and Bank of Scotland has no obligation to support any such transaction financially,
although Bank of Scotland may still have a connection with any such transaction for other
reasons (such as acting as servicer of the loans and as a beneficiary under the mortgages
trust). See “Bank of Scotland plc” below.
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The previous Funding 1 issuing entities issued notes to investors and loaned the proceeds to
Funding 1 pursuant to separate intercompany loan agreements on each previous closing date.
See “Funding 1 issuing entities” below.

New issuing entities may in the future, in connection with Funding 1, Funding 2 or a new
Funding beneficiary, issue new notes from time to time and Funding 1, Funding 2 or any new
Funding beneficiary, as the case may be, may apply the proceeds to acquire an interest in the
trust property. Thus, the notes issued will be secured by the same trust property as the notes
offered under this base prospectus and the relevant final terms or a drawdown prospectus. See
“Risk factors — Holdings may establish another company which may become an
additional beneficiary under the mortgages trust” below.

In certain circumstances (including when new series and classes of notes are issued by the
issuing entity or when new issuing entities are established in connection with Funding 1,
Funding 2 or a new Funding beneficiary), the Funding 2 security trustee and/or the issuing
entity security trustee may, subject to certain conditions being satisfied, consent to
modifications to be made to some of the transaction documents. Your consent will not be
obtained in relation to those modifications. See ““Risk factors — The Funding 2 security
trustee and/or the issuing entity security trustee and/or the note trustee may agree
modifications to the transaction documents, which may adversely affect your interests”
below.
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Risk factors

The following section contains certain risk factors of which prospective noteholders should be aware.
These risk factors are material to an investment in the notes and in an assessment of the issuing entity. This
section describes the principal risks associated with an investment in the notes but prospective noteholders
should also read the detailed information set out elsewhere in this document prior to making an investment
decision.

1. RISKS RELATING TO THE AVAILABILITY OF FUNDS TO PAY THE NOTES
You cannot rely on any person other than the issuing entity to make payments on your notes

The notes will not represent an obligation or be the responsibility of Lloyds Banking Group plc, Bank of
Scotland plc or any of its affiliates, the arranger, the dealers, the managers, Funding 2, the mortgages trustee,
the Funding 2 security trustee, the issuing entity security trustee, the note trustee, the servicer, the cash
manager, the issuing entity cash manager, any swap provider, the subordinated loan provider, the start-up loan
provider, the Funding 2 Z loan provider, the paying agents, the registrar, the transfer agent, the agent bank,
Funding 1, any new Funding beneficiaries, any new issuing entities or any other party to the transaction
documents other than the issuing entity.

The issuing entity has a limited set of resources available to make payments on your notes

The issuing entity's ability to make payments of principal and interest on the notes and to pay its
operating and administrative expenses will depend primarily on the payments being received by it under the
master intercompany loan agreement. In addition, the issuing entity will rely on the issuing entity swaps
applicable to such series of notes to provide currency and/or interest rate hedging (as appropriate) so as to
meet its obligations under the relevant notes.

The issuing entity will not have any other significant sources of funds available to meet its obligations
under the notes and/or any other payment obligations ranking in priority to the notes. If the resources described
above cannot provide the issuing entity with sufficient funds to enable it to make the required payments on the
notes, you may suffer non-payment of interest and/or loss of principal which would otherwise be due and
payable on your notes.

The timing and amount of payments on the loans could be affected by various factors which may
adversely affect payments on the notes

The loans are affected by credit, liquidity and interest rate risks. Various factors influence mortgage
delinquency rates, prepayment rates, repossession frequency and the ultimate payment of interest and
principal, such as changes in the national or international economic climate, regional economic or housing
conditions, changes in tax laws, interest rates, inflation, the availability of financing, yields on alternative
investments, political developments and government policies. Other factors in borrowers' individual, personal or
financial circumstances may affect the ability of borrowers to repay loans. Loss of earnings, iliness, divorce and
other similar factors may lead to an increase in delinquencies by, and bankruptcies of, borrowers, and could
ultimately have an adverse impact on the ability of borrowers to repay loans. See also "Risk factors - General
volatility in the wholesale funding markets".

If a borrower fails to repay its loan and the related property is repossessed, the likelihood of there being
a net loss on disposition of the property is increased if there is a higher loan-to-value ratio. In addition, the
ability of a borrower to sell a property given as security for a loan at a price sufficient to repay the amounts
outstanding under the loan will depend upon a number of factors, including the availability of buyers for that
property, the value of that property and property values in general at the time and, ultimately, may materially
adversely affect the ability of the issuing entity to make payments on the notes. The relevant final terms or
drawdown prospectus will provide information on the distribution of the loan-to-value ratios at origination of the
loans sold to the mortgages trustee in connection with a particular issuance of notes. See “Statistical
information on the portfolio” in the accompanying final terms or drawdown prospectus.

In order to enforce a power of sale in respect of a property, the relevant mortgagee or (in Scotland)
heritable creditor (which may be the seller or the mortgages trustee) must first obtain possession of the relevant
property. Possession is usually obtained by way of a court order or decree although this can be a lengthy and
costly process and will involve the mortgagee or heritable creditor assuming certain risks. If obtaining
possession of properties in such circumstances is lengthy or costly, the issuing entity's ability to make payments
on the notes may be reduced.
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The issuing entity's ability to pay interest on and/or redeem the notes on the interest payment,
scheduled redemption or final maturity dates may be affected by a high rate of default on the loans

The amounts required to pay interest on and/or redeem the notes are generated substantially from
payments of interest and principal pursuant to the loans. Where defaults in payment of these occur there is a
risk that the payments made under the remaining loans (where no default has occurred) may not be sufficient to
pay interest on and/or redeem the notes on the interest payment or scheduled redemption dates, or at all.

The default by a borrower under a loan in payment of interest and/or principal gives rise to the lender's
rights to enforce its security (for example by selling the property) in order to repay the debt secured. There are,
however, several requirements which would need to be complied with before proceeds could be realised from
such security and be applied in or towards repayment of the related loan. These include complying with any
applicable current or future codes of practice and protocols relating to possession proceedings (see "The
servicer" section below, and the discussion of the FCA's changes to MCOB with respect to forbearance
contained in "Risk factors - Changes to mortgage regulation and to the regulatory structure in the
United Kingdom may adversely affect payments on your notes"), obtaining a court order for possession
and marketing the property for a reasonable period in order to ensure a proper price is obtained.

The combined effect of the above is that there may be several months between the date of any default
occurring under any loan and the time when the proceeds of the sale of the security for such loan are available
to repay such loan. During this period there may be no payments made under the relevant loan (thus increasing
the amount of the arrears) and there may also be costs and expenses (for example maintenance costs,
insurance premiums, and/or the costs of providing services and/or enforcing the security) relating to the
property which would need to be discharged. There can be no assurance, at the end of such process, that such
realisation proceeds would be sufficient to discharge payments due in respect of the relevant loan.

The issuing entity's ability to redeem the notes on their scheduled redemption dates or their final
maturity dates may be affected by the rate of prepayment on the loans

Prepayments on the loans may result from refinancings, sales of properties by borrowers voluntarily or
as a result of enforcement proceedings under the relevant mortgages, as well as the receipt of proceeds under
the insurance policies. In addition, repurchases of loans (for example following further advances or certain
product switches) will have the same effect as a prepayment of such loans. The yield to maturity of the notes of
any class may be adversely affected by, amongst other things, a higher or lower than anticipated rate of
prepayments on the loans.

The rate of prepayment of loans is influenced by a wide variety of economic, social and other factors,
including prevailing mortgage market interest rates, local and regional economic conditions, homeowner
mobility and the availability of financing. Generally, when market interest rates increase, borrowers are less
likely to prepay their mortgages, while conversely, when market interest rates decrease, borrowers are
generally more likely to prepay their mortgage loans. For instance, prepayments on the loans may be due to
borrowers refinancing their loans and sales of properties by borrowers (either voluntarily or as a result of
enforcement action taken). In addition, if the seller has the option to repurchase a loan (such as a deedstore
loan, a credit impaired loan, a second home loan or if a loan is in arrears) or is required to repurchase a loan or
loans under a mortgage account and their related security because, for example, one of the loans does not
comply with the representations and warranties in the mortgage sale agreement or due to a further advance or
in limited circumstances a product switch, then the payment received by the mortgages trustee will have the
same effect as a prepayment of all of the loans under that mortgage account. Because these factors are not
within the issuing entity's control or the control of Funding 2 or the mortgages trustee, no assurances can be
given as to the level of prepayments that the portfolio may experience.

Variation in the rate of prepayments of principal on the loans may affect each series and class of notes
differently depending upon amounts already repaid by Funding 2 to the issuing entity in respect of the
corresponding loan tranche and whether a trigger event has occurred or a note acceleration notice or an
intercompany loan acceleration notice has been given. If prepayments on the loans occur less frequently than
anticipated, there may be insufficient funds available to the issuing entity to redeem notes of any series and
class in full on their respective scheduled redemption dates.

Prepayment rates in respect of the loans have declined recently in line with industry performance. If
lower prepayment rates continue, this could leave the issuing entity with insufficient proceeds to repay notes on
the relevant expected maturity date. Although the seller has on certain previous dates acquired part of the
Funding 1 share or, as applicable, the Funding 2 share of the trust property in circumstances where the
proceeds were used to repay certain loan tranches, which repayment in turn funded payment of the
corresponding series and classes of notes, there is no obligation on the seller to take such action and there is
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no guarantee or assurance that the seller would or will (including in similar circumstances) acquire any part of
the Funding 1 share or the Funding 2 share of the trust property on any future date.

Excess revenue receipts available to Funding 2 may not be sufficient to replenish principal that has
been used to pay interest due on loan tranches, which may result in your notes not being repaid in full

If, on any Funding 2 interest payment date, revenue receipts available to Funding 2 (including the
Funding 2 reserve funds) are insufficient to enable it to pay interest on the rated loan tranches to the issuing
entity and its other expenses ranking in priority to interest due on rated loan tranches, then Funding 2 may use
principal receipts received from the mortgages trustee to make up that revenue shortfall.

Funding 2 will use principal receipts that would have been applied to repay the subordinated loan
tranches and then the rated loan tranches with the lowest rating designation to pay interest on those other rated
loan tranches and senior expenses described in the preceding paragraph where there is a shortfall of monies to
pay those amounts. If Funding 2 uses principal to repay interest and senior expenses in this manner, there will
be less principal available to repay the Funding 2 Z loans, then the subordinated loan tranches, then the BB
loan tranches, then the BBB loan tranches, then the A loan tranches, then the AA loan tranches and finally the
AAA loan tranches at which point an asset trigger event will occur. Similarly, if Funding 2 uses principal receipts
in such manner, there will be a corresponding reduction in principal available to repay the issuing entity
subordinated loans, then the class D notes, then the class C notes, then the class M notes, then the class B
notes and finally the class A notes, at which point a note event of default will occur.

Funding 2 will be obliged to keep a ledger that records any principal applied to pay interest and senior
expenses (as well as any losses on the loans causing a principal deficiency). If there is a shortfall in the amount
of Funding 2 available revenue receipts to pay the interest due on the BB loan tranches then Funding 2 will not
be permitted to use principal receipts to make up such shortfall if to do so would result in a deficiency being
recorded or an existing deficiency being increased on the BBB principal deficiency sub-ledger (or such other
principal deficiency sub-ledger relating to a higher ranking loan tranche). If there is a shortfall in the amount of
Funding 2 available revenue receipts to pay the interest due on the BBB loan tranches then Funding 2 will not
be permitted to use principal receipts to make up such shortfall if to do so would result in a deficiency being
recorded or an existing deficiency being increased on the A principal deficiency sub-ledger (or such other
principal deficiency sub-ledger relating to a higher ranking loan tranche). If there is a shortfall in the amount of
Funding 2 available revenue receipts to pay the interest due on the A loan tranches then Funding 2 will not be
permitted to use principal receipts to make up such shortfall if to do so would result in a deficiency being
recorded or an existing deficiency being increased on the AA principal deficiency sub-ledger (or such other
principal deficiency sub-ledger relating to a higher ranking loan tranche). If there is a shortfall in the amount of
Funding 2 available revenue receipts to pay the interest due on the AA loan tranches then Funding 2 will not be
permitted to use principal receipts to make up such shortfall if to do so would result in a deficiency being
recorded or an existing deficiency being increased on the AAA principal deficiency sub-ledger

During the term of the programme, however, it is expected that these principal deficiencies will be
recouped from subsequent excess Funding 2 available revenue receipts and amounts standing to the credit of
the Funding 2 reserve funds.

The revenue receipts will be applied first to cover any principal deficiency in respect of the loan
tranches with the highest rating designation, and then the loan tranches with the next highest rating designation
and so on down to the loan tranches with the lowest rating designation.

If there are insufficient funds available because of revenue or principal deficiencies, then one or more of
the following consequences may occur:

(A) the interest and other net income of Funding 2 may not be sufficient, after making the payments to be
made in priority, to pay, in full or at all, interest due on the Funding 2 Z loans, the subordinated loan
tranches, the BB loan tranches, the BBB loan tranches, the A loan tranches and the AA loan tranches;

(B) there may be insufficient funds to repay the principal due and payable on any of the Funding 2 Z loans,
the subordinated loan tranches, the BB loan tranches, the BBB loan tranches, the A loan tranches and
the AA loan tranches prior to their final repayment dates unless the other net income of Funding 2 is
sufficient, after making other prior ranking payments, to reduce any principal deficiency in respect of the
Funding 2 Z loans, the subordinated loan tranches, the BB loan tranches, the BBB loan tranches, the A
loan tranches and the AA loan tranches;

(C) if the amount of principal deficiencies exceeds the principal amount outstanding of any of the Funding 2
Z loans, the subordinated loan tranches and the rated loan tranches (and the principal deficiencies
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cannot be covered by the other income of Funding 2), then respectively the Funding 2 Z loan provider
and the issuing entity may not receive the full principal amount of any or all of the Funding 2 Z loans
and the subordinated loan tranches and the rated loan tranches and, accordingly, the Funding 2 Z
loans and the subordinated loan tranches and/or the Funding 2 Z loans may not be repaid or you may
not receive the full principal amount of the class D notes, the class C notes, the class M notes, the
class B notes and the class A notes, as the case may be; and/or

(D) Funding 2 may be unable to pay, in full or at all, interest due on the subordinated loan tranches or the
issuing entity may be unable to pay, in full or at all, interest due on the class D notes, the class C notes,
the class M notes, the class B notes and the class A notes, as the case may be.

For more information on principal deficiencies, see “Credit structure — Funding 2 principal
deficiency ledger” below.

Funding 2 is not obliged to make payments on the loan tranches if it does not have enough money to
do so, which could adversely affect payments on your notes

Funding 2's ability to pay amounts payable under the loan tranches will depend upon:

(1) Funding 2 receiving enough funds from its entitlement to the trust property on or before each
Funding 2 interest payment date;

(2) Funding 2 receiving the required funds from the Funding 2 swap provider;

(3) the amount of funds credited to the Funding 2 general reserve fund (as described in “Credit

structure — Funding 2 general reserve fund” below);

(4) the amount of funds credited to the Funding 2 liquidity reserve fund (if any) (as described in
“Credit structure — Funding 2 liquidity reserve fund” below);

(5) the amount of funds credited to the Funding 2 yield reserve fund (if any) (as described in
“Credit structure — Funding 2 yield reserve fund” below); and

(6) the allocation of funds between the loan tranches and any new loan tranches provided by any
new issuing entities.

You should be aware however that not all classes of notes are scheduled to receive payments from the
reserve funds referred to above. Payments out of the reserve funds referred to above are described under

“Credit structure — Funding 2 general reserve fund”, “Credit structure — Funding 2 liquidity reserve fund”
and “Credit structure — Funding 2 yield reserve fund’ below.

According to the terms of the mortgages trust deed, the mortgages trustee is obliged to pay to
Funding 2 the Funding 2 share percentage of revenue receipts on the loans (subject to payment of prior ranking
amounts) by crediting those amounts to the Funding 2 GIC account, the Funding 2 eligible bank GIC account or
(to the extent such amounts constitute Funding 2 deposit non-reserved amounts) the Funding 2 collateralised
GIC account on each distribution date. The mortgages trustee is obliged to pay to Funding 2 the Funding 2
share of principal receipts, pursuant to the terms of the mortgages trust deed, on the loans by crediting those
amounts to the Funding 2 GIC account, the Funding 2 eligible bank GIC account or (to the extent such amounts
constitute Funding 2 deposit non-reserved amounts) the Funding 2 collateralised GIC account as and when
required.

Funding 2 will be obliged to pay amounts (other than principal) due to the issuing entity in respect of a
loan tranche under the master intercompany loan only to the extent that it has revenue receipts available to it
after making payments ranking in priority to such loan tranche, such as payments of certain fees and expenses
of Funding 2 and payments of interest on loan tranches of a more senior ranking, and taking into account
payments of interest on loan tranches ranking equally with such loan tranche (such as other loan tranches of
the same ratings designation). See “Cashflows — Distribution of Funding 2 available revenue receipts
before master intercompany loan acceleration” below. Funding 2 will be obliged to pay principal amounts
due to the issuing entity in respect of a loan tranche under the master intercompany loan only to the extent it
has received principal receipts available for that purpose after repaying amounts ranking in priority to such loan
tranche (including repaying any loan tranches with higher rating designations) and taking into account
repayments on loan tranches ranking equally with such loan tranche. See “Cashflows — Distribution of
Funding 2 available principal receipts” below.
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If Funding 2 does not pay amounts to the issuing entity in respect of a loan tranche under the master
intercompany loan agreement because it does not have sufficient funds available, those amounts will be due
but not payable until funds are available to pay those amounts in accordance with the relevant Funding 2
priority of payments. Funding 2's failure to pay those amounts to the issuing entity when due in such
circumstances will not constitute a master intercompany loan event of default until the latest occurring final
repayment date of any loan tranche advanced under the master intercompany loan agreement. Following
enforcement of the Funding 2 security and application of the proceeds of enforcement, any remaining shortfall
will be extinguished.

If there is a shortfall between the amounts payable by Funding 2 to the issuing entity in respect of a
rated loan tranche under the master intercompany loan agreement and the amounts payable by the issuing
entity on the related series and class of notes, you may not, depending on what other sources of funds are
available to the issuing entity and to Funding 2, receive the full amount of interest and/or principal which would
otherwise be due and payable on those notes.

Subordination of other note classes, issuing entity subordinated loans and issuing entity start-up loans
may not protect noteholders from all risk of loss

The class B notes, the class M notes, the class C notes and class D notes of any series will be
subordinated in right of payment of both interest and principal to the class A notes of any series. The class M
notes, the class C notes and the class D notes will be subordinated in right of payment of both interest and
principal to the class B notes of any series. The class C notes and the class D notes of any series will be
subordinated in right of payment of both interest and principal to the class M notes of any series. The class D
notes of any series will be subordinated in right of payment of both interest and principal to the class C notes of
any series.

Furthermore, all issuing entity subordinated loans will be subordinated in right of payment of both
interest and principal to the class D notes and all issuing entity start-up loans will be subordinated in right of
payment of both interest and principal to the issuing entity subordinated loans.

However, there is no assurance that these subordination rules will protect the class A, class B, class M,
class C, and class D noteholders from all risks of loss. If the losses borne by the issuing entity subordinated
loans are in an amount equal to the aggregate outstanding principal balance of the issuing entity subordinated
loans, then losses on the loans will thereafter be borne by the class D noteholders. Similarly, if the losses borne
by the issuing entity subordinated loans and the class D notes are in an amount equal to the aggregate
outstanding principal balances of the issuing entity subordinated loans and the class D notes, then losses on
the loans will thereafter be borne by the class C notes. Similarly, if the losses borne by the issuing entity
subordinated loans, the class D notes and the class C notes are in an amount equal to the aggregate
outstanding principal balances of the issuing entity subordinated loans, the class D notes and the class C notes,
then losses on the loans will thereafter be borne by the class M notes. Similarly, if the losses borne by the
issuing entity subordinated loans, the class D notes, the class C notes and the class M notes are in an amount
equal to the aggregate outstanding principal balances of the issuing entity subordinated loans, the class D
notes, the class C notes and the class M notes, then losses on the loans will thereafter be borne by the class B
notes. Finally, if the losses borne by the issuing entity subordinated loans, the class D notes, the class C notes,
the class M notes and the class B notes are in an amount equal to the aggregate outstanding principal balances
of the issuing entity subordinated loans, the class D notes, the class C notes, the class M notes and the class B
notes, then losses on the loans will thereafter be borne by the class A notes at which point there will be an
asset trigger event.

You should also be aware that not all classes of notes are scheduled to receive payments of interest
and principal on the same interest payment dates. The interest payment dates for the payment of interest and
principal in respect of each series and class (or sub-class) of notes will be specified in the applicable final terms
or drawdown prospectus. The final terms may specify a different interest payment date for each series and
class (or sub-class) of notes. Despite the principal priority of payments described above, subject to no trigger
event having occurred and satisfaction of the repayment tests, lower ranking classes of notes may nevertheless
be repaid principal before higher ranking classes of notes and a series and class (or sub-class) of notes may be
repaid principal before another series of notes of the same class. Payments of principal are expected to be
made to each class of notes in amounts up to the amounts set forth under “Cashflows — Distribution of
issuing entity principal receipts before note acceleration”, “Cashflows — Distribution of issuing entity
principal receipts after note acceleration but before master intercompany loan acceleration” and
“Cashflows — Distribution of issuing entity principal receipts and issuing entity revenue receipts
following note acceleration and master intercompany loan acceleration” below.
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Furthermore, if the issuing entity exercises an option to redeem a series and class of notes in any of the
circumstances set out in Condition 5) under “Terms and conditions of the notes” below, then those series
and classes of notes so redeemed will be repaid before other series and classes of notes which are not so
redeemed, irrespective of the ranking or final maturity date of those notes.

Subordination of the Funding 2 Z loans to the loan tranches may not protect noteholders from all risks
of loss

The Funding 2 Z loans are subordinated in right of payment of interest and principal to the AAA loan
tranches, the AA loan tranches, the A loan tranches, the BBB loan tranches and the BB loan tranches.

You should be aware that despite the priority of payments described above, subject to no trigger event
having occurred, the satisfaction of the repayment tests and there being no debit balance on the Funding 2 Z
loan principal deficiency sub-ledger, the Funding 2 Z loans may be repaid as to principal in an amount required
(if any) to reduce the principal amount outstanding under the Funding 2 Z loans to the Funding 2 Z loan
required amount before the loan tranches have been repaid in full. There can be no assurance that the
Funding 2 Z loan required amount will not reduce in the future, which could allow the Funding 2 Z loans to be
partially repaid and still ensure that the Funding 2 Z loan required amount is maintained. Furthermore, there can
be no assurance that the level at any time of the Funding 2 Z loan required amount or the subordination rules
will protect you from losses on your notes. To the extent that the losses at any time are greater than the
Funding 2 Z loan required amount at such time (which amount should be equal to the aggregate principal
amount outstanding on the Funding 2 Z loans at such time), then losses will be borne by the loan tranches (and
consequently by noteholders) in inverse order of seniority (i.e. starting with the lowest ranking), but subject
always to the relevant priority of payments and any related rules at such time. For a detailed understanding of
the ranking of payments of principal on Funding 2 Z loans please see "Cashflows — Distribution of Funding 2
available principal receipts” and "Cashflows — Distribution of Funding 2 principal receipts and Funding 2
revenue receipts following master intercompany loan acceleration”, although please note that there are
also circumstances when Funding 2 Z loans may be paid outside of these priorities as described under "The
Funding 2 Z loan agreement — Repayment".

2. RISKS RELATING TO THE UNDERLYING ASSETS
Prepayments may also be affected by property values and availability of buyers

The ability of a borrower to sell a mortgaged property given as security for a loan at a price sufficient to
repay the amounts outstanding under the loan will depend upon a number of factors, including the availability of
buyers for that mortgaged property, the value of that mortgaged property and property values in general at the
time.

Further, the mortgage loan industry in the United Kingdom is highly competitive. This competitive
environment, together with the most recent downturn in the UK economy, may affect the rate at which the seller
originates new loans and may also affect the repayment rate of the seller's existing borrowers.

Increases in prevailing market interest rates may adversely affect the performance and market value of
your notes

Increases in the Bank of England base rate and/or mortgage interest rates may result in borrowers with
a mortgage loan subject to a variable rate of interest or with a mortgage loan for which the related interest rate
adjusts following an initial fixed rate or low introductory rate, as applicable, being exposed to increased monthly
payments as and when the related mortgage interest rate adjusts upward (or, in the case of a mortgage loan
with an initial fixed rate or low introductory rate, at the end of the relevant fixed or introductory period). This
increase in borrowers' monthly payments, which (in the case of a mortgage loan with an initial fixed rate or low
introductory rate) may be compounded by continued increases in the related mortgage interest rate during the
relevant fixed or introductory period, ultimately may result in higher delinquency rates and losses in the future.

Borrowers seeking to avoid these increased monthly payments (caused by, for example, the expiry of
an initial fixed rate or low introductory rate, or a rise in the related mortgage interest rates) by refinancing their
mortgage loans may no longer be able to find available replacement loans at comparably low interest rates. Any
decline in housing prices may also leave borrowers with insufficient equity in their homes to permit them to
refinance. These events, alone or in combination, may contribute to higher delinquency rates and losses.
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Risks related to the maturity purchase notes

The purchase arrangements for the maturity purchase notes provide that in respect of the transfer date,
any of the outstanding maturity purchase notes may be purchased by the maturity purchaser at the maturity
purchase price in accordance with Condition 5.8 and the relevant conditional note purchase deed.

The maturity purchaser is not obliged to purchase maturity purchase notes if a note event of default has
occurred which is continuing on the transfer date. Moreover, the purchase price payable by the maturity
purchaser in respect of the maturity purchase notes on the transfer date is subject to reduction by the amount of
any principal deficiency losses. Therefore, the purchase arrangements are not intended to provide credit
support for the assets of the mortgages trust or assets backing the maturity purchase notes and should not be
viewed as a guarantee that investors in the maturity purchase notes will receive the full outstanding principal
amount of such notes on the transfer date. See "Overview of the notes - Description of the maturity
purchase notes" below.

Investors should consider carefully the risk posed if (a) a note event of default has occurred which is
continuing on the transfer date or (b) the maturity purchaser defaults in its obligations to pay the maturity
purchase price for the maturity purchase notes on the relevant transfer date. In such situations a noteholder
may be unable to sell its maturity purchase notes on the relevant transfer date or at any other time (or, if it is
able to sell its maturity purchase notes, the price received from a third party purchaser may be less than the
purchase price set forth in the conditional note purchase deed). In addition, maturity purchase notes may be
subject on any step-up date relating to such maturity purchase notes (which may occur on or after the expected
maturity date) to a decrease in the margin which would have an adverse effect on the yield of such maturity
purchase notes.

Investors should note that they will be reliant on the financial condition of the maturity purchaser as of
the transfer date to the extent the maturity purchaser is obliged to purchase the maturity purchase notes.
Investors therefore will need to satisfy themselves independently of the ability of the maturity purchaser to
comply with its obligations under the purchase arrangements described under "Overview of the notes -
Description of the maturity purchase notes".

The purchase arrangements relating to the maturity purchase notes depend on the facilities of
Euroclear and Clearstream, Luxembourg, DTC and the registrar, as applicable. If definitive notes (other than
registered uncleared notes) are issued in any circumstances described in this base prospectus, or if the
relevant clearing system ceases to offer the relevant mechanisms to enable the purchase of the relevant
maturity purchase notes by the maturity purchaser as contemplated in Condition 5.8 and the relevant
conditional note purchase deed or if such mechanisms are disrupted, then the purchase arrangements
established for the maturity purchase notes may no longer be able to be implemented and/or may be delayed
as described in "Overview of the notes - Description of the maturity purchase notes" below. Although the
parties to the conditional note purchase deed have agreed that in such circumstances they will make
reasonable efforts to enter into alternative purchase arrangements, there can be no assurance that they will be
able to do so, in which case the maturity purchaser may not be required to purchase the maturity purchase
notes.

The ratings assigned by the rating agencies to any maturity purchase notes do not address the
mandatory purchase arrangements relating to such maturity purchase notes as described in "Overview of the
notes - Description of the maturity purchase notes" below or the likelihood of the maturity purchaser not
being required to purchase the maturity purchase notes under the maturity purchase commitment.

Reference to a change in the margin, in respect of the maturity purchase notes on any step-up date,
may refer to either a positive or a negative change in such margin.

Risks related to money market notes

It is expected that notes designated in the applicable final terms or drawdown prospectus as money
market notes will be “Eligible Securities” within the meaning of Rule 2a-7 under the Investment Company Act.
However, under Rule 2a-7, a money market fund may be required to dispose of the money market notes upon
the occurrence of any of the following events:

. the rating currently assigned to the money market notes is lowered or withdrawn;

. a material default occurs with respect to the money market notes;

. the money market fund determines that the money market notes no longer present minimal
credit risk;

. certain events of insolvency occur with respect to the issuing entity; or
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. the money market notes otherwise cease to meet the eligibility criteria under Rule 2a-7.

Where the issuing entity has entered into a 2a-7 swap provider arrangement, money market note
purchase agreement or remarketing agreement in respect of a series and class of money market notes, the
eligibility of the notes for investment by money market funds will be dependent upon timely receipt of proceeds
from the 2a-7 swap provider, money market note purchaser, remarketing agent or conditional purchaser.

The ability of the remarketing agent to procure payment of the transfer price on a transfer date will
depend upon the remarketing agent either (a) procuring third party purchasers for any tendered notes prior to
the relevant transfer date and obtaining the transfer price from those third party purchasers or (b) exercising the
issuing entity’s rights under the conditional purchase agreement to require the conditional note purchaser to
acquire the unremarketed notes. After the occurrence of a mandatory transfer termination event, the
remarketable notes will no longer be subject to any mandatory transfer.

There can be no assurance that the remarketing agent will be able to identify purchasers willing to
acquire the tendered notes on a transfer date. In such event the transfer of any unremarketed notes would be
dependent upon the ability of the conditional purchaser to pay the transfer price and acquire unremarketed
notes.

You should consider carefully the risk posed if your tendered notes cannot be remarketed on a transfer
date and either (a) the conditions to the conditional note purchaser’s obligation to purchase unremarketed notes
are not satisfied or (b) the conditional note purchaser defaults in its obligation to purchase unremarketed notes
under the conditional purchase agreement. In those situations you may be unable to sell your notes on the
relevant transfer date or at any other time.

If a 2a-7 swap provider swap arrangement is specified as applying to a certain series and class of notes
in the accompanying final terms or drawdown prospectus, the 2a-7 swap provider will be required to make a
principal payment under the relevant issuing entity swap agreement to the issuing entity to enable the issuing
entity to redeem the series and class of notes in full on their bullet repayment date notwithstanding that the 2a-7
swap provider has not received the corresponding principal payment required to be made by the issuing entity
under the relevant issuing entity swap agreement. A failure by the issuing entity to make the full principal
repayment on the bullet repayment date of the loan tranche corresponding to the relevant series and class of
notes for which the relevant issuing entity swap was entered into will not constitute an event of default or a
termination event under that swap. In such circumstances, noteholders in respect of such notes will be
dependent on the performance of the 2a-7 swap provider and no assurance can be given that the issuing entity
will have sufficient funds to make payments due on the relevant series and class of notes.

Neither the issuing entity nor any of the dealers, the managers, any remarketing agent or any
conditional note purchaser will make any representation as to the suitability of the money market notes for
investment by money market funds subject to Rule 2a-7 under the Investment Company Act. Any determination
as to such suitability or compliance with Rule 2a-7 under the Investment Company Act is solely your
responsibility.

There can be no assurance that a borrower will repay principal at the end of the term on an interest-only
loan, which may adversely affect repayments on the notes

Each loan in the portfolio is repayable on one of the following bases: (a) on a principal repayment basis;
(b) on an interest-only basis; or (c) on a part principal repayment/part interest-only basis. For interest-only loans
or loans with an interest-only element, because the principal or the remaining principal element is repaid in a
lump sum at the maturity of the loan, it is the responsibility of the borrower to have an investment plan in place
to assist the borrower to ensure that funds will be available to repay the principal at the end of the term.
However, the seller has not in all cases verified that an investment plan is in place and does not take security
over these repayment mechanisms. The borrower is also recommended to take out a life insurance policy in
relation to the loan but, as with repayment mechanisms, the seller does not take security over these life
insurance policies.

The ability of a borrower to repay the principal on an interest-only loan, or the principal element of a
loan of type (c) above, at maturity depends on the borrower ensuring that sufficient funds are available from an
investment plan or another source, such as ISAs, pension policies, personal equity plans or endowment
policies, as well as the financial condition of the borrower, tax laws and general economic conditions at the
time.

The proceeds from an investment plan or other investment may be insufficient to cover the repayment
of the principal of the loan. There can be no assurance that the borrower will have the funds required to repay
the principal at the end of the term. If a borrower cannot repay the loan and a loss occurs on the loan, then this
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may affect repayments of principal on the notes if that loss cannot be cured by application of excess Funding 2
available revenue receipts. In respect of loans sold to the mortgages trustee in connection with the issuance of
notes, the applicable final terms or drawdown prospectus will state the amount of the loans in the expected
portfolio that are interest-only loans. See “Statistical information on the portfolio” in the accompanying final
terms or drawdown prospectus.

The yield to maturity of your notes may be adversely affected by prepayments or redemptions on the
loans

The yield to maturity of the notes of each class will depend, inter alia, on (a) the amount and timing of
payment of principal on the loans and (b) the price paid by the noteholders of each class of notes.

The yield to maturity of the notes of each class may be adversely affected by a higher or lower than
anticipated rate of prepayments on the loans. The factors affecting the rate of prepayment on the loans are
described in “— The issuing entity's ability to redeem the notes on their scheduled redemption dates or
their final maturity dates may be affected by the rate of prepayment on the loans” below. See also
“Characteristics of the United Kingdom residential mortgage market” in the accompanying final terms or
drawdown prospectus.

No assurance can be given that Funding 2 will accumulate sufficient funds during the cash
accumulation periods relating to bullet loan tranches or scheduled amortisation instalments to enable it to repay
these bullet loan tranches or scheduled amortisation instalments to the issuing entity so that the corresponding
series and classes (or sub-classes) of bullet notes and scheduled redemption notes respectively will be
redeemed by the issuing entity in accordance with their scheduled redemption dates. During the cash
accumulation period for the bullet loan tranches and the scheduled amortisation term instalments owed to the
issuing entity, repayments of principal will only be made on the pass through loan tranches that are due and
payable if the quarterly CPR of the loans in the portfolio is greater than 15 per cent. and other repayment tests
are met as described in "Cashflows — Distribution of Funding 2 available principal receipts". The extent to
which sufficient funds are saved by Funding 2 during a cash accumulation period or received by it from its share
of the mortgages trust for application on a scheduled repayment date will depend on whether the actual
principal prepayment rate of the loans is the same as the assumed principal prepayment rate.

If Funding 2 is not able to save enough money during a cash accumulation period or does not receive
enough money from its share in the mortgages trust to pay the full amount scheduled to be repaid on a bullet
loan tranche or scheduled amortisation instalment on a scheduled repayment date and the issuing entity is
therefore unable to redeem the corresponding series and class (or sub-class) of bullet notes and scheduled
redemption notes respectively on their scheduled redemption dates, then Funding 2 will be required to pay to
the issuing entity on those scheduled redemption dates only the amount that it has actually saved or received.
Accordingly, the issuing entity will only be obliged to pay the amount of funds received from Funding 2 to
holders of the corresponding series and classes of notes. Any shortfall (other than a shortfall in the amount of
interest due under a AAA loan tranche) will be deferred and paid on subsequent Funding 2 interest payment
dates when Funding 2 has money available to make the payment. In these circumstances, there will be a
variation in the yield to maturity of the relevant class of notes.

During the cash accumulation period for a bullet loan tranche, payments of principal in respect of
scheduled amortisation loan tranches will be restricted and may not be made if certain CPR tests and other
repayment tests are not met as set out in “Cashflows — Distribution of Funding 2 available principal
receipts” below. Additionally, during the cash accumulation period for a bullet loan tranche and/or a scheduled
amortisation instalment, payments of principal on pass-through loan tranches will be restricted and may not be
made if certain CPR, cash accumulation shortfall and other repayment tests are not met as set out in the
repayment tests under “Cashflows — Distribution of Funding 2 available principal receipts” below.

As new loans are sold to the mortgages trustee existing loans are repaid or repurchased from the
portfolio, the characteristics of the trust property may change from those existing at the relevant
closing date, and those changes may adversely affect payments on the notes

There is no guarantee that any new loans sold to the mortgages trustee will have the same
characteristics as the loans in the portfolio as at the relevant closing date. In particular, new loans may have
different payment characteristics from the loans in the portfolio as at the relevant closing date. In addition, there
is no guarantee that loans repurchased by the seller pursuant to the mortgage sale agreement will be
representative of the portfolio. The ultimate effect of this could be to delay or reduce the payments you receive
on the notes. However, subject to “— The criteria for the sale of new loans to the mortgages trustee may
change over time without your consent” above, any new loans will be required to meet the conditions
described in “Sale of the loans and their related security — Sale of loans and their related security to the
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mortgages trustee on the sale dates” below. See further "Risk factors — The Funding 2 security trustee
and/or the issuing entity security trustee and/or the note trustee may agree modifications to the
transaction documents, which may adversely affect your interests".

After the relevant closing date, existing loans may, or will be required to be, repurchased, as applicable
in the limited circumstances established in the mortgage sale agreement, which include the repurchase of loans
as a result of a material breach of a representation or warranty, repurchase of loans following a further advance
or product switch, repurchase of loans in arrears, deedstore loans, credit impaired loans, second home loans
and non-compliant loans. For example, from time to time, the seller may become aware that a loan may not
materially comply with the representations and warranties made under the mortgage sale agreement, and, if
such breach is not remedied within 20 London business days, then the mortgages trustee will require the seller
to purchase the relevant loan and its related security from the mortgages trustee at a price equal to their
outstanding principal balances, together with any arrears of interest and accrued and unpaid interest and
expenses as at the date of repurchase. For further details, see “Sale of the loans and their related security—
Repurchase of loans under a mortgage account”, "—Further advances", “—Product switches" and “—
Repurchase of loans in arrears, deedstore loans, credit impaired loans, second home loans and non-
compliant loans”.

The seller may change the lending criteria relating to loans that are subsequently sold to the mortgages
trustee, which could affect the characteristics of the trust property and which may adversely affect
payments on the notes

Each of the loans sold to the mortgages trustee by the seller was originated in accordance with the
seller's lending criteria at the time of origination, subject only to exceptions made on a case-by-case basis as
would be acceptable to a reasonable, prudent mortgage lender. The current lending criteria as at the date of
this base prospectus are set out in the section “The loans — Underwriting” below. In the event of the sale by
the seller of any new loans and new related security to the mortgages trustee, the seller will warrant that those
new loans and new related security were originated in accordance with the seller's lending criteria at the time of
their origination. However, the seller retains the right to revise its lending criteria as determined from time to
time, and so the lending criteria applicable to any loan at the time of its origination may not be or have been the
same as those set out in the section “The loans — Underwriting” below.

If new loans that have been originated under revised lending criteria are sold to the mortgages trustee,
the characteristics of the trust property could change. This could lead to a delay or a reduction in the payments
received on the notes.

The criteria for new loans to be sold to the mortgages trustee may be amended in the future without
your consent. As a result, the mortgages trust may include types of mortgage loans in the future with different
characteristics from those currently in the mortgages trust. This may occur, for example, due to the
development of new mortgage loan types in response to changing market conditions. Any such amendments,
as provided in the mortgage sale agreement, would require the consent of the parties to the mortgage sale
agreement, including the Funding 2 security trustee and receipt of confirmation from each of the rating agencies
that its then rating of the notes will not be reduced, withdrawn or qualified as a result thereof.

The seller has adopted procedures relating to investigations and searches for remortgages which could
affect the characteristics of the trust property and which may adversely affect payments on the notes

The seller does not require a solicitor, licensed conveyancer or (in Scotland) qualified conveyancer to
conduct a full investigation of the title to a property in all cases. Where the borrower is remortgaging there will
be a limited investigation to carry out some but not all of the searches and investigations which would normally
be carried out by a solicitor or conveyancer conducting a full investigation of the title to a property. Properties
which have undergone such a limited investigation may be subject to matters which would have been revealed
by a full investigation of title and which may have been remedied or, if incapable of remedy, may have resulted
in the properties not being accepted as security for a loan had such matters been revealed, though to mitigate
against this risk search indemnity insurance is obtained in respect of such properties. The introduction of loans
secured by such properties into the trust property could result in a change of the characteristics of the trust
property. This could lead to a delay or a reduction in the payments received on the notes.

The portfolio may be subject to geographic concentration risks

The portfolio may also be subject to geographic concentration risks. To the extent that specific
geographic regions within the United Kingdom have experienced or may experience in the future weaker
regional economic conditions and housing markets than other regions, a concentration of the loans in such a
region may be expected to exacerbate all of the risks relating to the loans described in this section. The
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economy of each geographic region within the United Kingdom is dependent on different mixtures of industries.
Any downturn in a local economy or particular industry may adversely affect the regional employment levels
and consequently the repayment ability of the borrowers in that region or the region that relies most heavily on
that industry. Any natural disasters in a particular region may reduce the value of affected mortgaged
properties. This may result in a loss being incurred upon sale of the mortgaged property. These circumstances
could affect receipts on the loans and ultimately result in losses on the notes. For an overview of the
geographical distribution of the loans sold to the mortgages trustee in connection with a particular issuance of
notes, see "Statistical information on the portfolio" in the accompanying final terms or drawdown
prospectus.

Set-off risks in relation to retention loans, home cash reserves and delayed cashbacks may adversely
affect the funds available to the issuing entity to repay the notes

As described in “— There may be risks associated with the fact that the mortgages trustee has no
legal title to the loans and their related security, which may adversely affect payments on the notes”
below, the seller has made, and in the future may make, an equitable assignment of the relevant loans and their
related security, or in the case of Scottish loans a transfer of the beneficial interest in the relevant loans and
their related security, to the mortgages trustee, with legal title being retained by the seller. Therefore, the rights
of the mortgages trustee may be subject to the direct rights of the borrowers against the seller, including rights
of set-off existing prior to notification to the borrowers of the sale of the mortgages. The mortgages trust
includes flexible loans, retention loans and delayed cashbacks. Set-off rights (including analogous rights in
Scotland) may occur if the seller fails to advance to a borrower a drawing or permit the borrower to make an
underpayment or take a payment holiday under a flexible loan when the borrower is entitled to draw additional
amounts or make an underpayment or take a payment holiday under a flexible loan or if the seller fails to pay to
a borrower a retention drawing or a drawing under a home cash reserve or if the seller fails to pay to a borrower
any delayed cashback which the seller had agreed to pay to that borrower after completion of the relevant loan.
In such event, the relevant borrower may set-off any damages claim (or exercise analogous rights in Scotland)
arising from the seller's breach of contract against the seller's (and, as assignee or holder of the beneficial
interest in the loans and their related security, the mortgages trustee's) claim for payment of principal and/or
interest under the loan as and when it becomes due. These set-off claims will constitute transaction set-off as
described in the immediately following risk factor.

The amount of the claim in respect of a drawing will, in many cases, be the cost to the borrower of
finding an alternative source of finance although, in the case of flexible loans which are or relate to Scottish
loans, it is possible that the borrower's rights of set-off could extend to the full amount of the relevant drawing.
The borrower may obtain a loan elsewhere in which case the damages would be equal to any difference in the
borrowing costs together with any consequential losses, namely the associated costs of obtaining alternative
funds (for example, legal fees and survey fees). If the borrower is unable to obtain an alternative loan, he or she
may have a claim in respect of other losses arising from the seller's breach of contract where there are special
circumstances communicated by the borrower to the seller at the time the mortgage was taken out or which
otherwise were reasonably foreseeable. In either case, the damages claim will be limited by general legal
principles concerning remoteness of loss and mitigation. These include (i) the principle that something, which is
a real possibility but would only occur in a small minority of cases, will not usually fall within the contractual
measure of damages and (ii) the borrower's duty to mitigate loss.

In respect of a delayed cashback, the claim is likely to be in an amount equal to the amount due under
the delayed cashback together with interest and expenses and consequential losses (if any).

A borrower may also attempt to set-off against his or her mortgage payments an amount greater than
the amount of his or her damages claim (or exercise analogous rights in Scotland). In that case, the seller will
be entitled to take enforcement proceedings against the borrower although the period of non-payment by the
borrower is likely to continue until a judgment is obtained.

The exercise of set-off rights by borrowers would reduce the incoming cashflow to the mortgages
trustee during such exercise. However, the amounts set-off will be applied firstly to reduce the seller share of
the trust property only. If the minimum seller share is exhausted, then the amount of any set-offs would be
applied to reduce the Funding 1 share of the trust property and the Funding 2 share of the trust property in
accordance with each company’s percentage share.

See also “— Changes to mortgage regulation and to the regulatory structure in the United
Kingdom may adversely affect payments on your notes” below.

Further there may be circumstances in which certain drawings may rank behind security created by a
borrower after the date upon which the borrower entered into its mortgage with the seller.
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The minimum seller share has been sized in an amount expected to cover borrower set-off risk,
although there is no assurance that it will. The minimum seller share may be adjusted to take into account
amounts (including deposits) which a borrower may set-off against the amounts due under the loans. Any such
adjustment is subject to (i) the agreement of the seller and (ii) confirmation from the rating agencies that there
would be no adverse effect on the then current ratings of the notes as a result thereof and no assurance can be
given that any potential set-off claim from a borrower would be sized for (in part or in full) in the minimum seller
share. If the minimum seller share is not sufficient in this respect then there is a risk that you may not receive all
amounts due on the notes or that payments may not be made when due.

Independent set-off risks which a borrower has against the seller may adversely affect the funds
available to the issuing entity to repay the notes

Once notice has been given to borrowers of the transfer of the loans and their related security to the
mortgages trustee, independent set-off rights which a borrower has against the seller will crystallise (such as,
for example, set-off rights associated with borrowers holding deposits with the seller) and further rights of
independent set-off would cease to accrue from that date and no new rights of independent set-off could be
asserted following that notice. Set-off rights arising under transaction set-off (which are set-off claims arising out
of a transaction connected with the loan) will not be affected by that notice. These set-off rights if exercised
could reduce the loan receipts available to the mortgages trustee to distribute to Funding 2, and could ultimately
affect the amounts available to the issuing entity for payments on the notes. The minimum seller share may be
adjusted to take into account amounts (including deposits) which a borrower may set-off against the amounts
due under the loans. Any such adjustment is subject to (i) the agreement of the seller and (ii) confirmation from
the rating agencies that there would be no adverse effect on the then current ratings of the notes as a result
thereof and no assurance can be given that any potential set-off claim from a borrower would be sized for (in
part or in full) in the minimum seller share. If the minimum seller share is not sufficient in this respect then there
is a risk that you may not receive all amounts due on the notes or that payments may not be made when due.

Funding 2 or the issuing entity may not receive the benefit of any claims made on the buildings
insurance which could adversely affect payments on the notes

The current practice of the seller in relation to buildings insurance is described under “The loans -
Insurance policies” below. The seller no longer has the benefit of a block insurance policy if a borrower fails to
maintain insurance cover in respect of his or her property and, accordingly, it is no longer the practice of the
seller to have the interest of the mortgages trustee endorsed on an insurance policy. As described in that
section, no assurance can be given that Funding 2 will always receive the benefit of any claims made under any
applicable insurance contracts. This could reduce the principal receipts received by Funding 2 according to the
Funding 2 share percentage and could adversely affect the issuing entity's ability to redeem the notes. You
should note that buildings insurance is usually renewed annually. As the seller does not verify if buildings
insurance has been taken out by a borrower, the seller cannot be certain that a borrower has taken out or
maintained building insurance or that any such cover would be sufficient to cover any loss. Amounts paid under
the buildings insurance are generally utilised to fund the reinstatement of the property and, only on very rare
occasions, are paid to the seller to reduce the amount of the loan(s). In the latter circumstance, all insurance
cover will be removed but, as noted, no assurance can be given that amounts paid under buildings insurance
will be paid to the seller.

The mortgages trustee's entitlement to be indemnified for liabilities undertaken during the enforcement
process may adversely affect the funds available to Funding 2 to pay amounts due under the master
intercompany loan agreement, which may in turn adversely affect the funds available to pay the notes

In order to enforce a power of sale in respect of a mortgaged property, the relevant mortgagee or (in
Scotland) heritable creditor (which may be the seller or the mortgages trustee) must first obtain possession of
the mortgaged property unless the property is vacant. Possession is usually obtained by way of a court order
although this can be a lengthy process and the mortgagee or heritable creditor must assume certain risks. The
mortgages trustee is entitled to be indemnified to its satisfaction against personal liabilities which it could incur if
it were to become a mortgagee or heritable creditor in possession before it is obliged to seek possession.

3. OTHER RISKS RELATING TO THE NOTES AND THE STRUCTURE

The required subordinated loan tranche principal amount outstanding for a class of notes may be
changed

The issuing entity may change the required subordinated loan tranche principal amount outstanding for
any class of notes, or the method of calculating the required subordinated amount for such class, at any time
without the consent of any noteholders if certain conditions are met, including confirmation from each rating
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agency that such change would not cause a reduction, qualification or withdrawal of its then-current rating of
any outstanding notes that would be affected by such change.

Payments of class B, M, C, and D notes may be delayed or reduced in certain circumstances

On any interest payment date on which a payment of principal is due on the Funding 2 Z loans and any
series of class B, M, C, or D notes, the issuing entity's obligation to make such principal payments will be
subject to the satisfaction of the repayment tests described under “Cashflows — Distribution of Funding 2
available principal receipts” below, including an arrears test, a general reserve fund requirement and a
principal deficiency sub-ledger test to the extent that any class A notes of any series or any other senior ranking
notes of any series are outstanding on that date.

Principal payments on the original pass-through loan tranches and the subordinated loan tranches will
be deferred in some circumstances

Principal repayments on the AA loan tranches, the A loan tranches, the BBB loan tranches, the BB loan
tranches and subordinated loan tranches will be deferred in the following circumstances:

If on a Funding 2 interest payment date:

(A) there is a debit balance on the BB principal deficiency sub-ledger, BBB principal deficiency sub-ledger,
the A principal deficiency sub-ledger or the AA principal deficiency sub-ledger, after application of the
Funding 2 available revenue receipts on that Funding 2 interest payment date; or

(B) the adjusted Funding 2 general reserve fund level is less than the Funding 2 general reserve fund
threshold; or

(C) the aggregate outstanding principal balance of loans in the mortgages trust, in respect to which the
aggregate amount in arrears is more than three times the monthly payment then due, is more than 5
per cent. of the aggregate outstanding principal balance of loans in the mortgages trust,

then if to the extent that any AAA loan tranches remain outstanding (whether or not such AAA loan tranches are
then due and payable) after the allocation of principal on that Funding 2 interest payment date to those loan
tranches, the AA loan tranches will not be entitled to principal repayments until the relevant circumstance as
described above has been remedied or otherwise ceases to exist. In addition:

(D) If any AA loan tranches remain outstanding (whether or not such AA loan tranches are then due and
payable) after the allocation of principal on that Funding 2 interest payment date to those loan tranches,
the A loan tranches will not be entitled to principal repayments until the relevant circumstances as
described above have been remedied or otherwise cease to exist, and

(E) if any A loan tranches remain outstanding (whether or not such A loan tranches are then due and
payable) after the allocation of principal on that Funding 2 interest payment date to those loan tranches,
the BBB loan tranches will not be entitled to principal repayments until the relevant circumstances as
described above have been remedied or otherwise cease to exist, and

(F) if any BBB loan tranches remain outstanding (whether or not such BBB loan tranches are then due and
payable) after the allocation of principal on that Funding 2 interest payment date, the BB loan tranches
will not be entitled to principal repayments until the relevant circumstances as described above have
been remedied or otherwise cease to exist, and

(G) if any BB loan tranches remain outstanding (whether or not such BB loan tranches are then due and
payable) after the allocation of principal on that Funding 2 interest payment date to those loan tranches,
the subordinated loan tranches will not be entitled to principal repayments until the relevant
circumstances described above have been remedied or otherwise cease to exist, and

(H) if any subordinated loan tranches remain outstanding (whether or not such subordinated loan tranches
are then due and payable) after the allocation of principal on that Funding 2 interest payment date to
those loan tranches, the Funding 2 Z loans will not be entitled to principal repayments until the relevant
circumstances described above have been remedied or otherwise cease to exist.
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This means that payments of principal on the class D, class C, class M, and the class B notes of all series and,
as applicable, all subordinated loans and Funding 2 Z loans will be deferred until the earlier of the time when
the relevant circumstance described in this risk factor has been remedied (if ever) and the final maturity date of
the relevant notes.

Furthermore, if, on a Funding 2 interest payment date:

() one or more bullet loan tranches and/or scheduled amortisation instalments are then in a cash
accumulation period; and

(J) the quarterly CPR is less than 15 per cent.; and
(K) there is a cash accumulation shortfall at that time,

then, on or before their step-up dates, the loan tranches which are original pass-through loan tranches,
the subordinated loan tranches and the Funding 2 Z loans will be entitled to principal repayments only to the
extent permitted under the pass-through repayment restrictions see “Cashflows — Distribution of Funding 2
available principal receipts”.

The occurrence of an asset trigger event and/or service of a note acceleration notice and/or an
intercompany loan acceleration notice may accelerate the repayment of certain notes and/or delay the
repayment of other notes

If an asset trigger event has occurred, the mortgages trustee will distribute principal receipts on the
loans to Funding 1, Funding 2 and the seller proportionally based on their percentage shares of the trust
property. Funding 2 will, on each Funding 2 interest payment date following the occurrence of an asset trigger
event or the service of a note acceleration notice and/or an intercompany loan acceleration notice, apply those
principal receipts received by it from the mortgages trustee, after making the requisite payments (i) to the
Funding 2 general reserve fund and/or the Funding 2 liquidity reserve fund (if any) (other than in the case of the
Funding 2 post-enforcement priority of payments) or (ii) to Funding 2's prior ranking secured creditors, to repay:

A first, the AAA loan tranches until each of those AAA loan tranches is fully repaid;

(A)

(B) then, the AA loan tranches until each of those AA loan tranches is fully repaid;

(C) then, the A loan tranches until each of those A loan tranches is fully repaid;

(D) then, the BBB loan tranches until each of those BBB loan tranches is fully repaid;

(E) then, the BB loan tranches until each of those BB loan tranches is fully repaid;

(F) then, the subordinated loan tranches until each of those subordinated loan tranches is fully repaid; and
(

G) then, the Funding 2 Z loans until each of those Funding 2 Z loans is fully repaid.

The above priority of payments may cause certain series and classes of notes to be repaid more rapidly
than expected and other series and classes of notes to be repaid more slowly than expected and there is a risk
that such notes may not be repaid by their final maturity date.

The occurrence of a non-asset trigger event may accelerate the repayment of certain notes and/or delay
the repayment of other notes

If a non-asset trigger event has occurred and until the occurrence of an asset-trigger event and/or the
service of a note acceleration notice and/or an intercompany loan acceleration notice, the mortgages trustee
will distribute all principal receipts to Funding 2 and Funding 1 proportionally based on the Funding 2 share
percentage and the Funding 1 share percentage of the trust property until the Funding 2 share percentage and
the Funding 1 share percentage of the trust property are each zero and will thereafter apply all principal receipts
to the seller. Funding 2 will, on each Funding 2 interest payment date following the occurrence of a non-asset
trigger event and until the occurrence of an asset-trigger event and/or the service of a note acceleration notice
and/or an intercompany loan acceleration notice, apply those principal receipts received by it from the
mortgages trustee, after making the requisite payments to the Funding 2 general reserve fund and the
Funding 2 liquidity reserve fund (if any), to repay:

(A) firstly, the AAA loan tranches in order of final repayment date, beginning with the earliest final
repayment date until each of those AAA loan tranches is fully repaid;
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(B) then, the AA loan tranches in order of final repayment date, beginning with the earliest final repayment
date until each of those AA loan tranches is fully repaid;

(©) then, the A loan tranches in order of final repayment date, beginning with the earliest final repayment
date until each of those A loan tranches is fully repaid;

(D) then, the BBB loan tranches in order of final repayment date, beginning with the earliest final repayment
date until each of those BBB loan tranches is fully repaid;

(E) then, the BB loan tranches in order of final repayment date, beginning with the earliest final repayment
date until each of those BB loan tranches is fully repaid;

(F) then, the subordinated loan tranches in order of final repayment date, beginning with the earliest final
repayment date until each of those subordinated loan tranches is fully repaid; and

(G) then, the Funding 2 Z loans until each of those Funding 2 Z loans is fully repaid.

The above priority of payments may cause certain series and classes of notes to be repaid more rapidly
than expected and other series and classes of notes to be repaid more slowly than expected and there is a risk
that such notes may not be repaid by their final maturity date.

Issuance of future series of notes may affect the timing and amounts of payments to you

The issuing entity expects to issue notes in series from time to time. Notes may be issued under a new
series and backed by the same portfolio without the consent of existing noteholders, and may have different
terms from outstanding notes. Existing noteholders will be deemed to have notice of the issuance of a new
series of notes via publication of the relevant final terms or drawdown prospectus in accordance with terms and
conditions of the notes and any regulatory announcements as applicable. For a description of the conditions
that must be met before the issuing entity can issue new series of notes, see "Overview of the notes".

The issuance of new series of notes could adversely affect the timing and amount of payments on
outstanding notes. For example, if notes of the same class as your notes issued after your notes have a higher
interest rate than your notes, this could result in a reduction in the available funds used to pay interest on your
notes. Also, when new series of notes are issued, the voting rights of your notes will be diluted.

In certain circumstances, loans subject to product switches will be repurchased by the seller from the
mortgages trustee, which will affect the prepayment rate of the loans, and this may affect the yield to
maturity of the notes

A loan will be subject to a product switch if the borrower and the seller agree on, or the servicer sends
an offer of, a variation in the financial terms and conditions applicable to the relevant borrower's loan, other than
those variations set out in “Sale of the loans and their related security — Product switches” below.

Loans subject to product switches will not be repurchased unless (i) the seller is, on the distribution
date immediately preceding the relevant product switch, in breach of the conditions precedent to the sale of
new loans to the mortgages trustee set out in “Sale of the loans and their related security — Sale of loans
and their related security to the mortgages trustee on the sale dates” below or (ii) prior to the date on
which all notes issued prior to 1 June 2016 are redeemed in full, the seller accepts an application from, or
makes an offer (which is accepted) to a borrower for a product switch, the effect of which is to extend the final
maturity date beyond June 2040 or (iii) on and following the date on which all notes issued prior to 1 June 2016
are redeemed in full, the seller accepts an application from, or makes an offer (which is accepted) to a borrower
for a product switch, the effect of which is to extend the final maturity date beyond the date determined in
accordance with the relevant representation and warranty in the mortgage sale agreement. From and including
that date to but excluding the date when those conditions precedent have been satisfied, the seller will be
required to repurchase any loans and their related security that are subject to product switches (save for any
loans in arrears). The seller will be required to repurchase the relevant loan or loans under the relevant
mortgage account and their related security from the mortgages trustee at a price equal to the outstanding
principal balance of those loans together with accrued and unpaid interest and expenses to the date of
purchase.

The yield to maturity of the notes may be affected by the repurchase of loans subject to product
switches.
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Loans subject to further advances will be repurchased by the seller from the mortgages trustee, which
will affect the prepayment rate of the loans and this may affect the yield to maturity of the notes

If the seller at its discretion decides to grant a borrower a further advance under a loan which has been
sold to the mortgages trustee, then the seller will repurchase that loan under the relevant mortgage account and
its related security from the mortgages trustee (save for any loan in arrears) at a price equal to the outstanding
principal balance of those loans together with any accrued and unpaid interest and expenses to the date of
purchase.

The yield to maturity of the notes may be affected by the repurchase of loans subject to further advances.
If the master intercompany loan (or any part thereof) is refinanced your notes could be repaid early

Funding 2 may refinance some or all of the master intercompany loan through proceeds received from
the issuing entity, the proceeds received from a new Funding 2 issuing entity under new Funding 2
intercompany loans or payments received from the seller and/or Funding 1 and/or a new funding entity. The
issuing entity or the new Funding 2 issuing entity would fund such loans through the issuance of new notes. For
example, a rated loan tranche outstanding under the master intercompany loan might be re-financed in order to
provide the issuing entity with funds to redeem a series and class of notes after their step-up date. If the
proceeds of a refinanced rated loan tranche under the master intercompany loan were used by the issuing
entity to exercise an optional redemption of notes prior to their expected maturity, your notes could be repaid
early. This, in turn, could have an adverse effect on the yield on your notes. See “Terms and conditions of
notes — Redemption, purchase and cancellation” below.

Enforcement of the issuing entity security is the only remedy for a default on the issuing entity's
obligations, and the proceeds of that enforcement may not be enough to make all the payments due on
your notes

The only remedy for recovering amounts on the notes is through the enforcement of the issuing entity
security. The issuing entity security is only enforceable in certain circumstances and such enforcement may be
subject to certain conditions, including a requirement that the issuing entity security trustee be indemnified
and/or secured to its satisfaction. The issuing entity does not have any recourse to the assets of Funding 2
unless Funding 2 has also defaulted on its obligations under the master intercompany loan agreement and the
Funding 2 security has been enforced as the Funding 2 security will only be enforced following the service of a
master intercompany loan acceleration notice and not automatically as a result of the enforcement of the issuer
security, see "Security for Funding 2's obligations - Enforcement" below). So, for example, if an issuing
entity swap provider failed to pay amounts due to the issuing entity under the relevant issuing entity swap
agreement, then the issuing entity may have insufficient funds to pay amounts due and payable under relevant
notes, which in turn may result in the issuer security being enforced. However, Funding 2 may have paid all
amounts due and payable under the corresponding loan tranche and therefore the Funding 2 security would not
be enforceable (see "Security for the issuing entity's obligations - Enforcement", "Security for
Funding 2's obligations - Enforcement" and "Cashflows" below).

If the security created pursuant to the terms of the issuing entity deed of charge is enforced, the
proceeds of enforcement may be insufficient to pay all principal and interest and/or other amounts due on your
notes.

See also "PECOH" for a description of the post enforcement call option, which may only be exercised
following a note acceleration notice and application of enforcement proceeds.

The enforcement of the issuing entity security may accelerate the repayment of certain notes and/or
delay the repayment of other notes

If the issuing entity security is enforced, then the issuing entity security trustee will distribute funds in
the manner described in "Cashflows — Distribution of issuing entity principal receipts and issuing entity
revenue receipts following note acceleration and master intercompany loan acceleration". As a
consequence, certain series and classes (or sub-classes) of notes may be repaid more rapidly than expected
and other series and classes (or sub-classes) of notes may be repaid more slowly than expected and there is a
risk that such notes may not be repaid by their final maturity date.
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The issuing entity will only have recourse to the seller if there is a breach of warranty by the seller, but
otherwise the seller's assets will not be available to the issuing entity as a source of funds to make
payments on the notes

After a master intercompany loan acceleration notice is given (as described in “The master
intercompany loan agreement — Master intercompany loan events of default” below and “Security for
Funding 2's obligations” below), the Funding 2 security trustee may, but shall not be obliged to, sell the
Funding 2 share of the trust property. There is no assurance that a buyer would be found or that such a sale
would realise enough money to repay amounts due and payable under the master intercompany loan
agreement.

The issuing entity, the issuing entity security trustee and the note trustee will not, and Funding 1,
Funding 2, the Funding 1 security trustee, the Funding 2 security trustee and the mortgages trustee will not
other than in respect of a breach of warranty under the mortgage sale agreement and as described here as it
relates to certain set-off risks intended to be covered by the minimum seller share as described further below,
have any recourse to the seller.

The issuing entity, the issuing entity security trustee and the note trustee will not, and the mortgages
trustee, Funding 1, Funding 2, the Funding 1 security trustee and the Funding 2 security trustee will also not,
undertake any investigations, searches or other actions on any loan or its related security but instead will rely
solely on the warranties given in the mortgage sale agreement by the seller.

If any of the warranties made by the seller is materially untrue on the date on which a loan is sold to the
mortgages trustee, then the seller will be required to remedy the breach, failing which it will be required to
repurchase the loan or loans under the relevant mortgage account and their related security at their outstanding
principal balance as at the date of repurchase together with any arrears of interest and accrued and unpaid
interest and expenses. There can be no assurance that the seller will have the financial resources to
repurchase the loan or loans under the relevant mortgage account and their related security. However, if the
seller does not repurchase those loans and their related security when required, then the seller share of the
trust property will be deemed to be reduced by an amount equal to the principal amount outstanding of those
loans together with any arrears of interest and accrued and unpaid interest and expenses. See “Sale of the
loans and their related security — Repurchase of loans under a mortgage account” below.

There may be risks associated with the fact that the mortgages trustee has no legal title to the loans
and their related security, which may adversely affect payments on the notes

The sale by the seller to the mortgages trustee of the English mortgages and their related security on
each sale date will take effect in equity only. The sale by the seller to the mortgages trustee of the Scottish
mortgages and their related security has been given effect by a number of Scottish declarations of trust by the
seller in favour of the mortgages trustee (and any sale of Scottish mortgages and their related security in the
future will be given effect by further Scottish declarations of trust by the seller in favour of the mortgages
trustee) by which the beneficial interest in the Scottish mortgages and their related security has been or, as
applicable, will be transferred to the mortgages trustee. In each case this means that legal title to the loans in
the portfolio remains with the seller, but the mortgages trustee has all the other rights and benefits relating to
ownership of each loan and its related security (which rights and benefits are subject to the trust in favour of the
beneficiaries). The mortgages trustee has the right to demand that the seller give it legal title to the loans and
the related security in the circumstances described in “Sale of the loans and their related security — Legal
assignment of the loans to the mortgages trustee” below. Until then, no notice of the sale of the English
mortgages and their related security will be given to any borrower, no application will be made to the Land
Registry or the Central Land Charges Registry to register or record its equitable interest in the English
mortgages and their related security and no steps will be taken to complete or perfect its title to the Scottish
mortgages and their related security. For more information on the Scottish mortgages see “Material legal
aspects of the loans — Scottish loans” below.

Because the mortgages trustee has not obtained legal title to the loans or their related security, there
are the following risks to the trust property:

(A) first, if the seller wrongly sold a loan to another person which has already been sold to the mortgages
trustee, and that person acted in good faith and did not have notice of the interests of the mortgages
trustee or the beneficiaries in the loan, then she or he might obtain good title to the loan, free from the
interests of the mortgages trustee and the beneficiaries. If this occurred then the mortgages trustee
would not have good title to the affected loan and its related security and it would not be entitled to
payments by a borrower in respect of that loan. This may affect the ability of the issuing entity to make
payments on the notes; and
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(B) second, the rights of the mortgages trustee and the beneficiaries may be subject to the rights of the
borrowers against the seller, such as the rights of set-off (see in particular “— Set-off risks in relation
to flexible loans, retention loans, home cash reserves and delayed cashbacks may adversely
affect the funds available to the issuing entity to repay the notes” above) which occur in relation to
transactions or deposits made between some borrowers and the seller (which since the reorganisation
date also includes deposits originally made by some borrowers with other entities in the HBOS group
whose businesses have like that of Halifax transferred to Bank of Scotland in accordance with the
HBOS Group Reorganisation Act 2006 and further deposits by such borrowers with Bank of Scotland)
and the rights of borrowers to redeem their mortgages by repaying the loan directly to the seller. If
these rights were exercised, the mortgages trustee may receive less money than anticipated from the
loans, which may affect the ability of the issuing entity to repay the notes.

However, if a borrower exercises any set-off rights (including any analogous rights in Scotland), then an
amount equal to the amount set-off will firstly reduce the total amount of the seller share of the trust property
only, and the minimum seller share has been sized in an amount expected to cover this risk, although there is
no assurance that it will. If the minimum seller share is exhausted, then the amount of any set-offs would be
applied to reduce the Funding 1 share of the trust property and the Funding 2 share of the trust property in
accordance with each company's percentage share.

The assignment of the loans is intended to be effective against the seller and any creditor of the seller
in its insolvency, although to the extent that the mortgages trustee needed to commence or continue legal
proceedings against the seller to enforce its rights in respect of the legal title, the consent of the insolvency
officeholder or the leave of the court may be required.

An assignment of loans may be subject to clawback by a bank administrator or liquidator appointed in
respect of the seller, but only where the assignment was made within specific periods prior to the onset of the
insolvency and it was made at an undervalue or the assignee was a preferred creditor.

No new loans may be sold to the mortgages trustee if the step-up date in respect of any Funding 1
notes issued by any previous Funding 1 issuing entity or notes issued by the issuing entity has
occurred and the relevant previous Funding 1 issuing entity or issuing entity (as applicable) has not
exercised its option to redeem such notes

No sale of new loans may occur if, at the relevant sale date, the step-up date in respect of the
Funding 1 notes and/or any series and class of notes has occurred and the previous Funding 1 issuing entity or
issuing entity (as applicable) has not exercised its option to redeem those Funding 1 notes and/or that relevant
series and class of notes as at that date. If the minimum trust size is not maintained, then this could result in the
occurrence of a non-asset trigger event. See "Sale of the loans and their related security — Sale of loans
and their related security to the mortgages trustee on the sale dates" for further details of the conditions
that new loans are required to meet.

Repurchase of arrears mortgage loans, deedstore loans, credit impaired loans, second home loans and
non-compliant loans

The seller may from time to time request that the mortgages trustee sell it a loan and its related security
included in the trust property if such loan is in arrears, is a deedstore loan, a credit impaired loan, a second
home loan, or a non-compliant loan by delivering a written notice to the mortgages trustee, Funding 1 and/or
Funding 2, the servicer, the cash manager and the Funding 1 security trustee and/or the Funding 2 security
trustee identifying the loans to be repurchased pursuant to the terms of the mortgage sale agreement. Within
two business days of receipt of such notice, the mortgages trustee (or the cash manager on its behalf) shall
sign the acknowledgment to the repurchase notice thereby agreeing to reassign or retransfer to the seller free
from the security interests created by the Funding 1 deed of charge and/or the Funding 2 deed of charge and
any supplement thereto, each relevant loan and their related security. On completion of such repurchase the
seller shall pay to the mortgages trustee GIC account (or as the mortgages trustee shall direct) an amount
equal to the aggregate current balance of such loan or loans and any related security and all arrears of interest
and accrued interest related thereto. The amount of loans repurchased pursuant to the terms of the mortgage
sale agreement shall be notified to the servicer for inclusion in the monthly investor report.

The expression “in arrears” for the purposes of the repurchase of arrears mortgage loans means, in
respect of a loan, on any date that three or more monthly payments in respect of such loan have become due
and remain unpaid by the relevant borrower.

The yield to maturity of the notes may be affected by the repurchase of loans in arrears, deedstore loans,
credit impaired loans, second home loans and non-compliant loans.
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New Funding 2 issuing entities may share in the same security granted by Funding 2 to the issuing
entity, and this may ultimately cause a reduction in the payments you receive on the notes

Any new Funding 2 issuing entity may become party to the Funding 2 deed of charge and, if so, will be
entitled to share in the security granted by Funding 2 for the benefit of the issuing entity (and the benefit of the
other Funding 2 secured creditors) under the Funding 2 deed of charge. If the Funding 2 security is enforced
and there are insufficient funds to make the payments that are due to all Funding 2 issuing entities, the issuing
entity expects that each Funding 2 issuing entity will only be entitled to its proportionate share of those limited
funds. This could ultimately cause a reduction in the payments you receive on your notes.

In addition, Funding 2 may enter into new Funding 2 start-up loans and/or new Funding 2 Z loans at the
same time as it enters into new Funding 2 intercompany loans or that loan tranches are made available to it by
the issuing entity under the master intercompany loan agreement. Such new Funding 2 start-up loans and/or
new Funding 2 Z loans will share in the security granted by Funding 2 for the benefit of the issuing entity.

4. RISKS RELATED TO CHANGES TO THE STRUCTURE AND DOCUMENTS

The Funding 2 security trustee and/or the issuing entity security trustee and/or the note trustee may
agree modifications to the transaction documents, which may adversely affect your interests

Pursuant to the terms of the Funding 2 deed of charge and the issuing entity deed of charge, the
Funding 2 security trustee and the issuing entity security trustee may concur with any person in making or
sanctioning any modifications to the transaction documents (in the case of the Funding 2 security trustee) if so
directed by the issuing entity security trustee and (in the case of the issuing entity security trustee) if so directed
by the note trustee and (as provided for in the issuing entity deed of charge) with the prior consent of any other
relevant issuing entity secured creditors. The note trustee may give such direction (other than in relation to a
basic terms modification), without the consent or sanction of the noteholders, provided that:

(A) the note trustee is of the opinion that such modification will not be materially prejudicial to the interests
of the holders of any series and class of notes; or

(B) in the sole opinion of the note trustee such modification is necessary to correct a manifest error or an
error established as such to the satisfaction of the note trustee or is of a formal, minor or technical
nature.

The note trustee will be entitled to assume that any such exercise of its rights, powers, duties and
discretions will not be materially prejudicial to the interests of any series and class of noteholders if each of the
rating agencies has confirmed that the then current rating by it of such series and class of notes would not be
adversely affected by such exercise.

Similarly, in certain circumstances and subject to certain conditions being met, the note trustee shall be
obliged, without the consent or sanction of any noteholders or any other secured creditors, to concur with the
issuing entity in making any modification (other than a basic terms modification) to any transaction document to
which it is a party or in relation to which the issuing entity security trustee holds security that the issuing entity
considers necessary. See below "Overview of rights of noteholders — Right of modification without
noteholder consent".

These modifications include those required in order to (i) enable the issuing entity (or the cash manager
on its behalf) to change the screen rate or the base rate that applies to any notes issued after the base rate
modification reference date from such screen rate or base rate that applies at such time to an alternative base
rate (and make such other amendments as are necessary or advisable in the reasonable judgment of the
issuing entity (or the cash manager on its behalf) to facilitate such change) under certain circumstances
including to the extent there has been or there is reasonably expected to be a material disruption or cessation
to the screen rate or the relevant base rate that applies to any such notes at such time and (ii) changing the
base rate that then applies in respect of an issuing entity swap agreement solely as a consequence of, and
solely for the purpose of aligning such base rate with, the base rate of the notes following a base rate
modification. See below “Changes or uncertainty in respect of LIBOR and/or EURIBOR and/or interest
rate benchmarks may affect the value or payment of interest under the notes”.

In respect of proposed modifications to any transaction document or any document relating to the
matters summarised in (i) and (ii) above, the note trustee is bound to concur or provide its consent (as the case
may be) (without the consent or sanction of any noteholder or any other secured creditors or security
beneficiary) provided that (among other things) the proposed modification would not adversely affect the current
ratings of the notes (and the note trustee may rely on certifications to that effect from a relevant transaction
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party); and the issuing entity has provided at least 30 calendar days' notice to the noteholders of each series
which would be affected by the proposed modification (together the affected note series) of the proposed
modification and noteholders representing at least 10 per cent. of the aggregate principal amount outstanding of
the most senior class of notes then outstanding across the affected note series have not notified the issuing
entity via the principal paying agent to inform them that such noteholders do not consent to the modification.

If noteholders representing at least 10 per cent. of the aggregate principal amount outstanding of the
most senior class of notes then outstanding across the affected note series have not notified the issuing entity
via the principal paying agent that such noteholders do not consent to the modification, the note trustee will be
bound to concur with the issuing entity to implement such modification. In this regard, noteholders of the most
senior class of an affected note series will have to take active steps to notify the issuing entity and the principal
paying agent of any objections to proposed modifications in the manner described in "Overview of rights of
noteholders — Right of modification without noteholder consent" and conditions 11.8 (Additional Right of
Modification) and 11.4 (Meetings of Noteholders; Modification and Waiver) under "Terms and Conditions of
the Notes".

Any modifications made in the manner described above will be binding on all noteholders, including
noteholders who are not the holders of the most senior class of notes of the affected note series. Noteholders
who are not in the most senior class of notes of the affected note series will not be entitled to object to, or vote
on, any proposed modification. There is no guarantee that any modification to the transaction documents will
not ultimately adversely affect the rights of noteholders or payments on the notes.

In addition, as further described in “Security for Funding 2's obligations — Appointment, powers,
responsibilities and liabilities of the Funding 2 security trustee” and “Security for the issuing entity's
obligations — Appointment, powers, responsibilities and liabilities of the issuing entity security trustee”,
below, each of the Funding 2 security trustee and the issuing entity security trustee will give its consent to any
modifications to any transaction document that are requested by Funding 2 (or the cash manager on its behalf),
Funding 1 (or the cash manager on its behalf) or the issuing entity (or the issuing entity cash manager on its
behalf), provided that Funding 2 (or the cash manager on its behalf), Funding 1 (or the cash manager on its
behalf) or the issuing entity (or the issuing entity cash manager on its behalf) certifies to the Funding 2 security
trustee in writing that such modifications are required in order to accommodate, among other things:

(A) notes to be issued by the issuing entity and/or loan tranches to be made available by the issuing entity
to Funding 2 under the master intercompany loan agreement (including new classes of notes and their
corresponding loan tranches),

(B) new Funding 2 intercompany loan agreements and/or the issue of new type of notes by new Funding 2
issuing entities or the issue of notes by Funding 2 directly,

(C) the addition of a new funding beneficiary as a beneficiary of the mortgages trust,

(D) the addition of other relevant secured creditors of Funding 2,

(E) the sale of new types of loans or mortgages to the mortgages trustee,

(F) changes to the Funding 2 reserve required amount, the Funding 2 Z loan required amount, the Funding

2 liquidity reserve fund required amount or the manner in which the Funding 2 general reserve fund, the
Funding 2 liquidity reserve fund or the Funding 2 yield reserve fund is funded,

(G) changes to the Funding 2 Z loan agreement and the subordination of the Funding 2 Z loans provided
that payments to the Funding 2 Z loan provider will always be made after payment of amounts due by
Funding 2 to the issuing entity in respect of the rated loan tranches or by the issuing entity to the
noteholders in respect of the notes,

(H) different interest payment dates for any new notes to be issued by the issuing entity (including
modifications of the Funding 2 interest payment dates, the interest period and/or the basis for
calculation of interest in respect of any outstanding loan tranches under the master intercompany loan
agreement), or

() changes to the asset trigger events and non-asset trigger events,
in each case, subject to applicable conditions.

The modifications required to give effect to the matters listed above may include, among other matters,
amendments to the provisions of the Funding 2 deed of charge relating to the application of monies.
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Accordingly, there can be no assurance that the effect of the modifications to the relevant transaction
documents will not ultimately adversely affect your interests.

Holdings may establish another company which may become an additional beneficiary under the
mortgages trust

Holdings may establish a separate entity (a new Funding beneficiary) which may issue (directly or
indirectly) debt from time to time and use the proceeds to acquire a direct interest in or increase its share in the
trust property. Simultaneously with the acquisition by such new Funding beneficiary of an interest in the trust
property, the seller, Funding 1 and Funding 2, as beneficiaries of the mortgages trust, would be required to
agree to a decrease in their beneficial interest in the trust property (which would require a partial release of
security by Funding 1 and Funding 2 over their respective shares of the trust property).

The seller, Funding 1, Funding 2 and the new Funding beneficiary would each have a joint and
undivided interest in the trust property but their entittement to the proceeds from the trust property would be in
proportion to their respective shares of the trust property from time to time. However, if any new Funding
beneficiary besides Funding 1 and/or Funding 2 has a cash accumulation requirement at a time when Funding
2 has no cash accumulation requirement, then such new Funding beneficiary will receive principal receipts from
the mortgages trustee in priority to Funding 2. In addition, if any Funding beneficiary besides Funding 2 is in a
cash accumulation period, this will affect the amount of principal receipts payable to Funding 2 and the ability of
Funding 2 to repay pass-through loan tranches.

On each distribution date, the mortgages trustee would distribute interest and principal receipts to one
or more beneficiaries, depending on the terms of the mortgages trust at that time.

It is anticipated that such new Funding beneficiary would issue notes (directly or indirectly) to investors
from time to time backed by its share of the trust property. You would not have a direct or indirect interest in the
new Funding beneficiary's share of the trust property.

Amendments could be made to a number of the transaction documents as a result of the inclusion of
the new Funding beneficiary as a beneficiary of the mortgages trust. In particular (but without limitation),
amendments would be made to:

(A) the mortgage sale agreement to enable (among other things) the purchase by the new Funding
beneficiary of interests in the trust property by paying the purchase price for new loans and their related
security sold by the seller from time to time and to give the new Funding beneficiary the benefit of the
covenants in the mortgage sale agreement;

(B) the mortgages trust deed (i) to establish the new Funding beneficiary as a beneficiary of the mortgages
trust, (ii) to enable the acquisition by the new Funding beneficiary of an interest in the trust property
from time to time and (iii) to regulate the distribution of revenue receipts and principal receipts in the
trust property to the new Funding beneficiary and the other beneficiaries;

(©) the cash management agreement to regulate the application of monies to the new Funding beneficiary;

(D) the servicing agreement, to ensure that the new Funding beneficiary receives the benefit of the
servicer's duties under that agreement;

(E) the master definitions and construction schedule; and
(F) the controlling beneficiary deed.

There may be conflicts of interest between Funding 1, Funding 2 and the new Funding beneficiary, in
which case it is expected that the mortgages trustee will follow the directions given by the relevant beneficiary
(excluding the seller) that has the highest ranking class of notes then outstanding and, if each relevant
beneficiary represents one or more issuing entities (as applicable) with the same class as their highest ranking
class of notes then outstanding, then the beneficiary representing the issuing entities with the greatest
outstanding principal balance of the highest ranking class of notes. The interests of Funding 1 and/or Funding 2
may not prevail, which may adversely affect your interests.

Your prior consent to the inclusion of a new Funding beneficiary of the mortgages trust and the
subsequent amendments to the documents and/or release of security by Funding 2 will not be required. Before
becoming a beneficiary of the mortgages trust, however, the new Funding beneficiary will be required to satisfy
a number of conditions, including:
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(G) obtaining a written confirmation from each of the rating agencies that the then current rating of the
Funding 1 notes and the notes then outstanding at that time will not be adversely affected as a result of
the new Funding beneficiary becoming a beneficiary of the mortgages trust;

(H) providing written certification to the mortgages trustee that no master intercompany loan event of
default has occurred which has not been remedied or waived; and

() that no principal deficiency is recorded on the Funding 2 principal deficiency ledger (other than the
Funding 2 Z loan principal deficiency sub-ledger) as at the most recent Funding 2 interest payment
date.

There can be no assurance that the inclusion of a new Funding beneficiary of the mortgages trust
would not affect cashflows available to pay amounts due on your notes and therefore adversely affect your
interests.

In certain circumstances some of the conditions for issuance of notes may be waived

If the issuing entity obtains confirmation from each rating agency that the issuance of a new series and
class (or sub-class) of notes would not cause a reduction, qualification or withdrawal of the then-current rating
of any outstanding notes rated by that rating agency, then some of the other conditions to issuance of notes
(e.g., the absence of a note event of default in respect of a series and/or class of notes) may be waived by the
note trustee. For a description of the conditions to issuance and the waiver of such conditions see "Overview of
the notes".

There may be conflicts between your interests and the interests of any of the other issuing entity
secured creditors

In certain circumstances, the note trustee, the issuing entity security trustee or, as applicable, the
Funding 2 security trustee can make modifications to the documents without your prior consent, as described in
"-The Funding 2 security trustee and/or the issuing entity security trustee and/or the note trustee may
agree modifications to the transaction documents, which may adversely affect your interests". Save as
described in that section, the issuing entity deed of charge provides that the issuing entity security trustee will
not, and will not be bound to, take any steps, institute any proceedings, exercise its rights and/or to take any
other action under or in connection with any of the transaction documents (including, without limitation,
enforcing the issuing entity security) unless the issuing entity security trustee is directed to do so by the note
trustee or, if there are no notes outstanding, the other issuing entity secured creditors. Similarly, the Funding 2
deed of charge provides that the Funding 2 security trustee will not, and will not be bound to, take any steps,
institute any proceedings, exercise its rights and/or to take any other action under or in connection with any of
the transaction documents (including, without limitation, enforcing the Funding 2 security) unless the Funding 2
security trustee is directed to do so by the issuing entity security trustee (itself acting on the instructions of the
note trustee) or, if there are no notes outstanding, the other Funding 2 secured creditors.

In addition, where a transaction party and/or any of its affiliates act in numerous capacities (including,
but not limited to, issuing entity swap providers and managers in respect of the notes) there may be actual or
potential conflicts between (1) the interests of the transaction party and/or any such affiliates in such various
capacities and (2) the interests of the noteholders and such transaction parties and/or any such affiliates.

Certain of the Joint Lead Managers and their affiliates have engaged, and may in the future engage, in
investment banking and/or commercial banking transactions with, and may perform services for the Issuer, the
seller and its affiliates in the ordinary course of business. The joint lead managers will be receiving a fee in
connection with the issue of the notes. Nothing in the transaction documents shall prevent any of the parties to
the transaction documents from rendering services similar to those provided for in the transaction documents to
other persons, firms or companies or from carrying on any business similar to or in competition with the
business of any of the parties to the transaction documents. certain of the joint lead managers and their
affiliates may have positions, deal or make markets in the notes, related derivatives and reference obligations,
including (but not limited to) entering into hedging strategies on behalf of the issuer and its affiliates, investor
clients, or as principal in order to manage their exposure, their general market risk, or other trading activities.

Accordingly, conflicts of interest may exist or may arise as a result of parties to this transaction: (a)
having previously engaged or in the future engaging in transactions with other parties to the transaction; (b)
having multiple roles in this transaction; (c) purchasing some of the notes and subsequently dealing in such
notes and/or (d) carrying out other transactions for third parties.

In addition, in the ordinary course of their business activities, the joint lead managers and their affiliates
may make or hold a broad array of investments and actively trade debt and equity securities (or related
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derivative securities) and financial instruments (including bank loans) for their own account and for the accounts
of their customers. such investments and securities activities may involve securities and/or instruments of the
issuer or the issuer's affiliates. certain of the joint lead managers or their affiliates that have a lending
relationship with the issuer routinely hedge their credit exposure to the issuer consistent with their customary
risk management policies. typically, such joint lead managers and their affiliates would hedge such exposure by
entering into transactions which consist of either the purchase of credit default swaps or the creation of short
positions in securities, including potentially the notes. any such positions could adversely affect future trading
prices of the notes or whether a specified barrier or level is reached. the joint lead managers and their affiliates
may also make investment recommendations and/or publish or express independent research views in respect
of such securities or financial instruments and may hold, or recommend to clients that they acquire, long and/or
short positions in such securities and instruments.

A conflict between the interests of the holders of class A, class B, class M, class C, class D and other
classes of notes may result in a decision prevailing over your interests

The note trust deed provides and the conditions of the notes will provide that, in connection with the
exercise of its trusts, authorities, powers and discretions under the note trust deed, the note trustee is to have
regard to the interests of the holders of all the classes of notes. There may be circumstances where the
interests of one class of the noteholders conflicts with the interests of another. The note trust deed provides that
where, in the sole opinion of the note trustee, there is such a conflict, then:

(A) the note trustee is to have regard only to the interests of the class A noteholders in the event of a
conflict between the interests of the class A noteholders on the one hand and the class B, M, C, and/or
D noteholders on the other hand,;

(B) subject to the preceding paragraph, the note trustee is to have regard only to the interests of the class
B noteholders in the event of a conflict between the interests of the class B noteholders on the one
hand and the class M, C, and/or D noteholders on the other hand;

(©) subject to the preceding paragraphs, the note trustee is to have regard only to the interests of the class
M noteholders in the event of a conflict between the interests of the class M noteholders on the one
hand and the class C and/or D noteholders on the other hand; and

(D) subject to the preceding paragraphs, the note trustee is to have regard only to the interests of the class
C noteholders in the event of a conflict between the interests of the class C noteholders on the one
hand and the class D noteholders on the other hand.

There may be a conflict between the interests of the holders of each sub-class of the class A, B, M, C,
and D notes, and the interests of other sub-classes of noteholders may prevail over your interests

There may be circumstances where the interests of a sub-class of the notes conflict with the interests of
another sub-class of the notes. For example, the interests of a sub-class of class A noteholders may conflict
with the interests of another sub-class of the class A noteholders, and so on.

The note trust deed provides and the conditions of the notes will provide that where, in the sole opinion
of the note trustee, there is such a conflict, then a resolution directing the note trustee to take any action must
be passed at separate meetings of the holders of each such sub-class of the class A, B, M, C, or the D notes
respectively (as applicable). A resolution may only be passed at a single meeting of the noteholders of each
sub-class if the note trustee is, in its absolute discretion, satisfied that there is no conflict between them.

Similar provisions apply in relation to requests in writing from holders of a specified proportion of the
principal amount outstanding of the notes of each sub-class (the principal amount outstanding being converted
into sterling for the purposes of making the calculation). You should note that, as a result of repayments of
principal on the notes, the principal amount outstanding of each series and class (or sub-class) of the notes of
the issuing entity will change after the relevant closing date.

5. COUNTERPARTY RISKS
The issuing entity and Funding 2 are reliant on third parties in order to meet their secured obligations

The principal source of income for repayment of the notes by the issuing entity is the intercompany
loan. The principal source of income for repayment by Funding 2 of the intercompany loan is its interest in the
loans held on trust by the mortgages trustee for Funding 2, the seller and the other beneficiaries. If the timing
and payment of the loans is adversely affected by any of the risks described in this section, then the payments
on the notes could be reduced or delayed.
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Both Funding 2 and the issuing entity are, respectively, parties to contracts with third parties that have
agreed to perform certain services for each of them in relation to the intercompany loan (in respect of
Funding 2) and the notes (in respect of the issuing entity). For example, both the Funding 2 swap provider and
the issuing entity swap providers have agreed to provide certain interest rate and currency swaps (as
applicable) to Funding 2 and the issuing entity, respectively; the Funding 2 corporate services provider and the
issuing entity corporate services provider have also agreed to provide corporate services to each of Funding 2
and the issuing entity respectively; the agent bank and paying agents have agreed to provide payment and
calculation services to the issuing entity in connection with each series of notes. In the event that any relevant
third party were to fail to perform its obligations under the respective agreements to which it is a party,
payments on your notes may be adversely affected.

To the extent that there are principal amounts outstanding on remarketable notes on any mandatory
transfer date, the ability of the issuing entity to procure payment of the mandatory transfer price will be
dependent upon the remarketing agent, as agent for the issuing entity, agreeing terms for the sale of the
remarketable notes to third party purchasers on or prior to the relevant mandatory transfer date or exercising
the issuing entity's rights under the conditional purchase agreement to require the conditional purchaser to
acquire the remarketable notes. (See “- Risks relating to money market notes”.)

If the servicer is removed, there is no guarantee that a substitute servicer would be found, which could
delay collection of payments on the loans and ultimately could adversely affect payments on your
notes

The seller has been appointed by the mortgages trustee and the beneficiaries as servicer to service the
loans. If the servicer breaches the terms of the servicing agreement, then the mortgages trustee, Funding 1,
Funding 2, the Funding 1 security trustee and/or the Funding 2 security trustee will be entitled to terminate the
appointment of the servicer and appoint a new servicer in its place.

There can be no assurance that a substitute servicer with sufficient experience of administering
mortgages of residential properties would be found who would be willing and able to service the loans on the
terms of the servicing agreement. In addition, any substitute servicer would be required to be authorised with
the appropriate permissions under the FSMA as mortgage administration is a regulated activity. The ability of a
substitute servicer to perform fully the required services would depend, among other things, on the information,
software and records available at the time of the appointment. Any delay or inability to appoint a substitute
servicer may affect payments on the loans and hence the issuing entity's ability to make payments when due on
the notes.

You should note that the servicer has no obligation itself to advance payments that borrowers fail to
make in a timely fashion.

Risks associated with the Funding 2 swaps

To provide a hedge against (a) the mortgages trustee variable base rate payable on the variable rate
loans, the rates of interest payable on the tracker rate loans and the fixed rates of interest payable on the fixed
rate loans and (b) the rate of interest payable by Funding 2 on the loan tranches under the master
intercompany loan agreement and on each Funding 2 Z loan, Funding 2 has entered into the Funding 2 swap
agreement. If Funding 2 fails to make timely payments under a Funding 2 swap, it will have defaulted under that
Funding 2 swap. The Funding 2 swap provider is obliged only to make payments under the Funding 2 swaps if
and for so long as Funding 2 makes payments under the same and Funding 2 has not otherwise defaulted
under the Funding 2 swap agreement. If the Funding 2 swap provider is not obliged to make payments, or if it
exercises any right that it may have under a Funding 2 swap to terminate that Funding 2 swap or if it defaults in
its obligation to make payments under a Funding 2 swap, Funding 2 will be exposed to the variance between
the rates of interest payable on the loans and the rate of interest payable by it under the master intercompany
loan and each Funding 2 Z loan unless one or more replacement Funding 2 swaps are entered into. If a
Funding 2 swap terminates, Funding 2 may as a result be obliged to make a termination payment to the
Funding 2 swap provider. Any variance between the rates of interest payable on the loans and the rate of
interest payable by Funding 2 in respect of the loan tranches under the master intercompany loan and each
Funding 2 Z loan and any termination payment payable by it to the Funding 2 swap provider may adversely
affect the ability of Funding 2 to meet its obligations under the master intercompany loan agreement and each
Funding 2 Z loan (see also “— Funding 2 is not obliged to make payments on the loan tranches if it does
not have enough money to do so, which could adversely affect payments on your notes” below).

Changes to LIBOR may also adversely affect the operation of the Funding 2 swaps (see also “—
Changes or uncertainty in respect of LIBOR and/or EURIBOR and/or interest rate benchmarks may
affect the value or payment of interest under the notes” below).
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Termination payments on the issuing entity swaps may adversely affect the funds available to make
payments on your notes

If any of the issuing entity swaps terminates, the issuing entity may as a result be obliged to make a
termination payment to the relevant issuing entity swap provider. The amount of the termination payment will be
based on the cost of entering into a replacement issuing entity swap. Under the master intercompany loan
agreement, Funding 2 will be required to pay the issuing entity an amount equal to any termination payment
due by the issuing entity to the relevant issuing entity swap provider in accordance with the applicable Funding
2 priority of payments. Funding 2 will also be obliged to pay the issuing entity any extra amounts which the
issuing entity may be required to pay to enter into a replacement issuing entity swap in accordance with the
applicable Funding 2 priority of payments.

There is no assurance that Funding 2 will have the funds available in accordance with the applicable
Funding 2 priority of payments to make that payment or that the issuing entity will have sufficient funds
available in accordance with the applicable issuer priority of payments to make any termination payment under
any of the issuing entity swaps or to make subsequent payments to you in respect of the relevant series and
class (or sub-class) of notes. Nor can the issuing entity give any assurance that it will be able to enter into a
replacement issuing entity swap or, if one is entered into, that the credit rating of the replacement issuing entity
swap provider will be sufficiently high to prevent a downgrading of the then current ratings of the notes by the
rating agencies.

Except where an issuing entity swap provider has caused the relevant issuing entity swap to terminate
by its own default or by its failure to take remedial action following a ratings downgrade (but see "Risk factors
— Insolvency considerations - US insolvency considerations and proceedings" below), any termination
payment due by the issuing entity will rank equally not only with payments due to the holders of the series and
class (or sub-class) of notes to which the relevant issuing entity swap relates but also (after the delivery of a
note acceleration notice and a master intercompany loan acceleration notice and subject always to the issuing
entity post-enforcement priority of payments) with payments due to the holders of any other series and class (or
sub-class) of notes which rank equally with the series and class (or sub-class) of notes to which the relevant
issuing entity swap relates. Any additional amounts required to be paid by the issuing entity following
termination of an issuing entity swap (including any extra costs incurred (for example, from entering into "spot"
currency transactions or interest rate swaps) if the issuing entity cannot immediately enter into a replacement
issuing entity swap) will also rank equally not only with payments due to the holders of the series and class (or
sub-class) of notes to which the relevant issuing entity swap relates but also (after the delivery of a note
acceleration notice and a master intercompany loan acceleration notice and subject always to the issuing entity
post-enforcement priority of payments) with payments due to the holder of any other series and class (or sub-
class) of notes which rank equally with the series and class (or sub-class) of notes to which the relevant issuing
entity swap relates. Furthermore, any termination payment or additional amounts required to be paid by the
issuing entity following termination of an issuing entity swap will, subject to the applicable issuing entity priority
of payments, rank ahead of payments due to the holders of any series and class (or sub-class) of notes which
ranks below the series and class (or sub-class) of notes to which the relevant issuing entity swap relates.
Therefore, if the issuing entity is obliged to make a termination payment to the relevant issuing entity swap
provider or to pay any other additional amount as a result of the termination of the relevant issuing entity swap,
this may affect the funds which the issuing entity has available in accordance with the applicable issuing entity
priority of payments to make payments on the notes of any class (or sub-class) and any series. See "The swap
agreements — Termination of the swaps" and "Cashflows — Distribution of issuing entity principal
receipts and issuing entity revenue receipts following note acceleration and master intercompany loan
acceleration" below.

Prior to the delivery of a master intercompany loan acceleration notice and a note acceleration notice,
the amounts available to the issuing entity in accordance with the applicable issuing entity priority of payments
to make a termination payment or pay additional amounts in respect of an issuing entity swap entered into in
respect of a particular series and class (or sub-class) of notes may be limited to the amounts received by the
issuing entity from the related loan tranche only. Therefore, if the issuing entity is obliged to make a termination
payment to the relevant issuing entity swap provider or to pay any other additional amount as a result of the
termination of an issuing entity swap, this may affect the funds which the issuing entity has available in
accordance with the applicable issuing entity priority of payments to make payments on the notes of the related
series and class (or sub-class). See in particular "Cashflows - Distribution of issuing entity revenue
receipts before note acceleration" below.
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You may be subject to exchange rate risks and interest rate risks on any series of notes that are
denominated in a currency other than sterling

Investors will pay for the U.S. dollar notes in U.S. dollars, for the euro notes in euro and for notes
issued in any other currency, in such other currency as such notes are denominated in, but the loan tranches to
be made by the issuing entity to Funding 2 and repayments of principal and payments of interest by Funding 2
under the master intercompany loan will be in sterling. To hedge the issuing entity's currency exchange rate
exposure, including the interest rate exposure connected with that currency exposure, the issuing entity will
enter into the issuing entity currency swaps for the applicable series of notes. See “The swap agreements —
The issuing entity currency swaps” below.

If the issuing entity fails to make timely payments of amounts due under an issuing entity swap, then
the issuing entity will have defaulted under that issuing entity swap. Each issuing entity swap provider is obliged
only to make payments under an issuing entity swap if and for so long as the issuing entity makes payments
under the same and the issuing entity has not otherwise defaulted under the relevant issuing entity swap
agreement. If an issuing entity swap provider is not obliged to make payments, or if it exercises any right that it
may have under the relevant issuing entity swap agreement to terminate that issuing entity swap agreement, or
if it defaults in its obligations to make payments of amounts equal to the full amount to be paid by it on the
payment dates under the relevant issuing entity swap (which are the same dates as the interest payment dates
in respect of the notes), the issuing entity will be exposed to changes in the relevant currency exchange rates,
in the associated interest rates on these currencies and/or in fixed versus floating interest rates (as the case
may be). Unless a replacement issuing entity swap is entered into, the issuing entity may have insufficient funds
to make payments due on not only the corresponding notes but also on the notes of any class (or sub-class)
and any series that are then outstanding.

You may be subject to interest rate risks on certain series of notes that are denominated in sterling

The issuing entity may issue sterling notes which accrue interest at a fixed rate of interest or a floating
rate of interest which differs from the LIBOR-based or SONIA-based (as applicable) rate on the corresponding
loan tranche to be made by the issuing entity to Funding 2 under the master intercompany loan agreement.

To hedge the issuing entity's interest rate exposure, the issuing entity will enter into the issuing entity
interest rate swaps for the applicable series of notes. See "The swap agreements — The issuing entity
interest rate swaps" below.

If the issuing entity fails to make timely payments of amounts due under an issuing entity swap, then
the issuing entity will have defaulted under that issuing entity swap. Each issuing entity swap provider is obliged
only to make payments under an issuing entity swap if and for so long as the issuing entity makes payments
under the same and the issuing entity has not otherwise defaulted under the relevant issuing entity swap
agreement. If an issuing entity swap provider is not obliged to make payments, or if it exercises any right that it
may have under the relevant issuing entity swap agreement to terminate that issuing entity swap agreement, or
if it defaults in its obligations to make payments of amounts equal to the full amount to be paid by it on the
payment dates under the relevant issuing entity swap (which are the same dates as the interest payment dates
in respect of the notes), the issuing entity will be exposed to interest rate risk. Unless a replacement issuing
entity swap is entered into, the issuing entity may have insufficient funds to make payments due on not only the
corresponding notes but also on the notes of any class (or sub-class) and any series that are then outstanding.

The mortgages trustee GIC provider or the Funding 2 GIC provider may cease to satisfy certain criteria
to provide the mortgages trustee GIC account or the Funding 2 GIC account or the Funding 2
collateralised GIC account

The mortgages trustee GIC provider and the Funding 2 GIC provider are required to satisfy certain
rating criteria (including certain criteria and/or permissions set or required by the FCA from time to time) in order
to continue to receive deposits in the mortgages trustee GIC account, the Funding 2 GIC account, and the
Funding 2 collateralised GIC account respectively. If either the mortgages trustee GIC provider, the Funding 2
GIC provider, or the Funding 2 collateralised GIC provider ceases to satisfy those criteria and this is not
remedied within the relevant grace period, then (unless, in the case of a failure to satisfy the mortgages trustee
account bank required ratings or the Funding account bank required ratings, as applicable, the relevant account
bank takes the actions described below under “—The mortgages trustee account bank and the Funding 2
account bank may continue to hold deposits when they cease to satisfy certain criteria”) the relevant
account may be transferred to another entity which does satisfy those criteria. In these circumstances the new
GIC provider may not offer a GIC account on terms as favourable as those provided by the mortgages trustee
GIC provider, the Funding 2 GIC provider or the Funding 2 collateralised GIC provider.
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The criteria referred to above include rating requirements as set out in "Credit structure — Mortgages
trustee GIC account/Funding 2 GIC account/Funding 2 eligible bank GIC account/Funding 2
collateralised GIC account".

The mortgages trustee account bank and the Funding 2 account bank may continue to hold deposits
when they cease to satisfy certain criteria

Even if the mortgages trustee account bank or the Funding 2 account bank ceased to satisfy the criteria
described above under “—The mortgages trustee GIC provider or the Funding 1 GIC provider may cease
to satisfy certain criteria to provide the mortgages trustee GIC account, the Funding 2 GIC account, or
the Funding 2 collateralised GIC account” the mortgages trustee account bank may continue to hold all
amounts in the mortgages trustee GIC account and (as applicable) the Funding 2 account bank may continue to
hold Funding 2 deposit non-reserved amounts in the Funding 2 collateralised GIC account; provided that, (i) in
the case of the mortgages trustee GIC account, if the mortgages trustee account bank ceases to satisfy such
criteria, the mortgages trustee must establish a standby mortgages trustee bank account with another entity
which does satisfy such criteria and (ii) in the case of the Funding 2 GIC account, the Funding 2 account bank
posts collateral against such deposits pursuant to the terms of the transaction documents. Any amounts
received by Funding 2 that do not constitute Funding 2 deposit non-reserved amounts must be deposited in a
Funding 2 GIC account with an entity that satisfies the Funding account bank required ratings. Although any
collateral posted against amounts on deposit in the Funding 2 collateralised GIC account is required to be in an
amount greater than the amount on deposit in the relevant account, there is no guarantee that the value of such
collateral when realised will be sufficient to cover losses on such account.

If at any time the mortgages trustee account bank's or the Funding 2 account bank's “Issuer Default
Ratings” from Fitch are below BBB-“, the relevant account bank must transfer the relevant account to another
entity which has the requisite ratings.

Failure by the seller or any broker to hold authorisation under the FSMA may have an adverse effect on
enforceability of mortgage contracts

In the UK, regulation of residential mortgage business under the FSMA came into force on 31 October
2004 (the Regulation Effective Date). Residential mortgage lending under the FSMA is regulated by the FCA.
Entering into, arranging or advising in respect of, and administering, regulated mortgage contracts, and
agreeing to do any of those activities, are (subject to certain exemptions) each regulated activities under the
FSMA and the FSMA (Regulated Activities) Order 2001 (Sl 2001/544) (as amended) (the RAO) requiring
authorisation and permission from the FCA.

The original definition of a regulated mortgage contract was such that if a mortgage contract was
entered into on or after the Regulation Effective Date but before 21 March 2016, it will be a regulated mortgage
contract under the RAO if: (a) the lender provided credit to an individual or to trustees; and (b) the obligation of
the borrower to repay was secured by a first legal mortgage (or, in Scotland, a first ranking standard security)
on land (other than timeshare accommodation) in the United Kingdom, at least 40% of which was used, or was
intended to be used, as or in connection with a dwelling by the borrower or (in the case of credit provided to
trustees) by an individual who was a beneficiary of the trust, or by a related person. A related person (in relation
to a borrower, or in the case of credit provided to trustees, a beneficiary of the trust) is broadly the person's
spouse or civil partner, near relative or a person with whom the borrower (or in the case of credit provided to
trustees, a beneficiary of the trust) has a relationship which is characteristic of a spouse.

There have been incremental changes to the definition of regulated mortgage contract over time,
including, from 21 March 2016, as a result of the implementation of the European Mortgage Credit Directive
(2014/17/EU) (the Mortgage Credit Directive), the removal of the requirement for the security to be first
ranking and the extension of the territorial scope to cover property in the EEA rather than just the UK.

The current definition of a regulated mortgage contract is such that if a mortgage contract is entered
into on or after 21 March 2016, it will be a regulated mortgage contract if it meets the following conditions (when
read in conjunction with and subject to certain relevant exclusions such as the relevant exclusions for buy-to-let
loans): (a) the borrower is an individual or trustee; and (b) the obligation of the borrower to repay is secured by
a mortgage on land in the EEA, at least 40% of which is used, or is intended to be used, in the case of credit
provided to an individual, as or in connection with a dwelling or in the case of credit provided to a trustee who is
not an individual, as or in connection with a dwelling by an individual who is a beneficiary of the trust, or by a
related person.

Credit agreements which were originated before 21 March 2016, which were regulated by the
Consumer Credit Act 2006 (the CCA), and that would have been regulated mortgage contracts had they been
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entered into on or after 21 March 2016 are 'consumer credit back book mortgage contracts' and are also
therefore regulated mortgage contracts (see "Regulation of residential secured lending").

On and from the Regulation Effective Date, subject to any exemption, persons carrying on any
specified regulated mortgage-related activities by way of business must be authorised under the FSMA. The
specified activities currently are: (a) entering into a Regulated Mortgage Contract as lender; (b) administering a
Regulated Mortgage Contract (administering in this context broadly means notifying borrowers of changes in
mortgage payments and/or collecting payments due under the mortgage loan); (c) advising in respect of
Regulated Mortgage Contracts; and (d) arranging Regulated Mortgage Contracts. Agreeing to carry on any of
these activities is also a regulated activity. If requirements as to the authorisation of lenders and brokers are not
complied with, a Regulated Mortgage Contract will be unenforceable against the borrower except with the
approval of a court and the unauthorised person may commit a criminal offence. An unauthorised person who
carries on the regulated mortgage activity of administering a Regulated Mortgage Contract that has been validly
entered into may commit an offence, although this will not render the contract unenforceable against the
borrower. Failure to comply with the financial promotion regime (as regards who can issue or approve financial
promotions) is a criminal offence and will render the Regulated Mortgage Contract or other secured credit
agreement in question unenforceable against the borrower except with the approval of a court. In addition, a
borrower who is a private person may be entitled to claim damages for loss suffered as a result of any
contravention by an authorised person of an FCA rule, and may set-off the amount of the claim against the
amount owing by the borrower under a loan or any other loan that the borrower has taken with that authorised
person (or exercise analogous rights in Scotland). Any such claim or set-off may reduce the amounts available
to meet the payments due in respect of the issuing entity notes.

The seller is required to hold, and holds, and Halifax was required to hold, and held, authorisation and
permission to enter into and to administer and, where applicable, to advise in respect of Regulated Mortgage
Contracts. Subject to any exemption, brokers will be required to hold authorisation and permission to arrange
and, where applicable, to advise in respect of regulated mortgage contracts.

None of the issuing entity, Funding 2, the Funding 1 issuing entities, Funding 1 or the mortgages
trustee are, or propose to be, authorised persons under the FSMA. The mortgages trustee does not require
authorisation in order to acquire legal or beneficial title to a regulated mortgage contract. None of the issuing
entity, Funding 2, the Funding 1 issuing entities, Funding 1 or the mortgages trustee carry on the regulated
activity of administering (servicing) regulated mortgage contracts, because the loans are serviced pursuant to
the servicing agreement by the servicer, which has the required FCA authorisation and permission under the
FSMA. If the servicing agreement terminates, however, the mortgages trustee will have a period of not more
than one month in which to arrange for mortgage servicing to be carried out by a replacement servicer having
the required FCA authorisation and permission under the FSMA. During that period, the mortgages trustee will
also be exempt from the authorisation requirement in respect of any debt-counselling, debt administration or
debt-collecting activities it carries out. In addition, no variation may be made to the loans in the portfolio and no
further advance or product switch has been or will be made in relation to a loan in the portfolio where it would
result in the issuing entity, Funding 2, any Funding 1 issuing entities, Funding 1 or the mortgages trustee
arranging or advising in respect of, administering (servicing) or entering into a Regulated Mortgage contract or
debt-counselling or debt-collecting or performing debt administration in respect of, an unregulated first charge
mortgage or agreeing to carry on any of these activities, if the issuing entity, Funding 2, any Funding 1 issuing
entities, Funding 1 or the mortgages trustee would be required to be authorised under the FSMA to do so. If the
servicing agreement terminates, however, the issuing entity, Funding 2, any Funding 1 issuing entities, Funding
1 and the mortgage trustee will have a period of not more than one month in which to arrange for mortgage
administration to be carried out by a replacement servicer having the required FSMA authorisations and
permissions.

6. ORIGINATOR RISKS

Lloyds Banking Group’s businesses are subject to substantial regulation and regulatory and
governmental oversight, legal and regulatory risk and legal and regulatory actions. Adverse legal or
regulatory developments or exposure to legal or regulatory risk could have a material adverse effect on
Lloyds Banking Group entities performing roles under the programme and/or the notes

Lloyds Banking Group's businesses are subject to substantial ongoing regulation and to legal and
regulatory risks, including the effects of changes in the laws, regulations, policies, court rulings, voluntary codes
of practice and interpretations in the UK, the European Union and the other markets where they operate. The
legal and regulatory environment is uncertain and rapidly evolving. The UK Government, the FCA and other
regulators in the UK, the European Union or overseas may intervene further in relation to areas of industry risk
already identified, or in new areas, which could affect Lloyds Banking Group. Implementation of legal and
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regulatory developments could result in additional costs or limit, restrict or change the way that Lloyds Banking
Group entities conduct their business. Increased regulatory oversight (for example in respect of conduct
issues) could significantly affect the way such entities do business. Future changes in laws and regulations and
the impact of increased oversight by regulators are difficult to predict but such matters could materially
adversely affect Lloyds Banking Group entities that undertake roles under the programme and their businesses
and this could in turn have a material adverse effect on the notes. For additional information generally on
current regulatory developments, see “—Certain Regulatory Requirements” below.

In addition, Lloyds Banking Group entities undertaking roles under the programmes are exposed to
various forms of legal and regulatory risk in their current, past and future operations, including the risk of acting
in breach of legal or regulatory principles or requirements, any of which could have a material adverse effect on
such entities, their businesses and/or the notes. These risks include, but are not limited to:

(a) certain aspects of Lloyds Banking Group's businesses may be determined by the relevant
authorities, the Ombudsman or the courts not to have been conducted in accordance with
applicable laws or regulations, or, in the case of the Ombudsman, with what is fair and
reasonable in the Ombudsman’s opinion;

(b) the possibility of alleged mis-selling of financial products or the mishandling of complaints
related to the sale of such products by or attributed to a member of Lloyds Banking Group,
resulting in disciplinary action or requirements to amend sales processes, withdraw products, or
provide restitution to affected customers, all of which may require additional provisions;

(c) the high level of scrutiny of the treatment of customers by financial institutions from regulatory
bodies, the press and politicians; the FCA in particular continues to drive focus on conduct of
business activities through its supervision activity;

(d) contractual obligations may either not be enforceable as intended or may be enforced in an
adverse way;

(e) Lloyds Banking Group entities may be liable for damages to third parties (including customers)
harmed by the conduct of their business; and

() the risk of regulatory proceedings, and/or private litigation, arising out of regulatory
investigations or otherwise (brought by individuals or groups of plaintiffs) in the UK and other
jurisdictions.

Further, claims, proceedings or investigations in respect of any such matters could lead to such entities
being subject to substantial monetary damages or fines or being required to provide restitution to affected
customers (which may include borrowers under the programme) or being required to indemnify entities under
the programme or lead to other consequences which could have a material adverse effect on the notes. Any
such amounts due to affected parties may be difficult to predict. In addition, including as a result of regulatory
actions, Lloyds Banking Group entities may be subject to other penalties, censure and injunctive relief, civil or
private litigation arising out of a regulatory investigation or otherwise, the potential for criminal prosecution in
certain circumstances and regulatory restrictions on the business of such entities.

Furthermore, Lloyds Banking Group entities may settle litigation or regulatory proceedings prior to a
final judgment or determination of liability. Such entities may do so to avoid the cost, management efforts or
negative business, regulatory or reputational consequences of continuing to contest liability, even when Lloyds
Banking Group believes that it has no liability. Such entities may also do so when the potential consequences of
failing to prevail would be disproportionate to the costs of settlement. Furthermore, such entities may, for similar
reasons, reimburse counterparties for their losses even in situations where Lloyds Banking Group does not
believe that it is legally compelled to do so.

Lloyds Banking Group's operations, in particular related to its treatment of customers, are subject to
supervision by the FCA and other regulatory authorities in the UK or elsewhere. In recent periods, the UK
banking industry has been subject to heightened attention from these regulatory authorities, as well as the
press and the UK Government. The FCA in particular continues to focus on conduct of business issues through
its supervision activities and its establishment of a new Payment System Regulator.

On 26 May 2016, Lloyds Banking Group was informed that an enforcement team at the FCA had
commenced an investigation in connection with Lloyds Banking Group mortgage arrears handling activities.
This investigation is ongoing and Lloyds Banking Group continues to cooperate with the FCA. It is currently not
possible to make a reliable assessment of any liability that may result from the investigation including any
financial penalty or public censure.
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All such matters are subject to many uncertainties, and the outcome of individual matters is not
predictable. Failure to manage these risks adequately could impact Lloyds Banking Group adversely and
materially, both financially and reputationally. The financial impact of legal and regulatory risks might be
material but is difficult to quantify. Amounts eventually paid may materially exceed the amount of provisions set
aside to cover such risks. Any of the above risks could have an adverse impact on the operations, financial
results, condition and prospects of Lloyds Banking Group entities undertaking roles under the programme and
could impact their businesses and products including businesses and products directly relevant to the
programme.

Lloyds Banking Group and its subsidiaries, including Bank of Scotland, perform various roles in the
programme, including Lloyds Bank plc as Maturity Purchaser and Bank of Scotland as seller of loans to the
mortgages trust, servicer of such loans, cash manager to Funding 1, Funding 2, the mortgages trustee and the
issuing entity, the Funding 1 account bank, the mortgages trustee account bank, the issuer account bank, the
Funding 2 Z loan provider, the Funding 1 swap provider and the Funding 2 swap provider. As a result, adverse
events and risks relating to the Lloyds Banking Group and its businesses including, but not limited to those
events and risks described above could impact such Lloyds Banking Group entities and their businesses
including their ability to or the way in which they undertake their roles in relation to the programme and also the
market for the notes, which could result in risks to noteholders including, but not limited to, the occurrence of a
Non-Asset Trigger Event, the risk of set-off and/or other adverse consequences leading to noteholders incurring
a loss on their investment.

Companies within Lloyds Banking Group are responsible for contributing to compensation schemes
such as the UK Financial Services Compensation Scheme (the FSCS) in respect of banks and other authorised
financial services firms that are unable to meet their obligations to customers. Going forward, further provisions
in respect of these costs are likely to be necessary. The ultimate cost to the industry, which will also include the
cost of any compensation payments made by the FSCS and, if necessary, the cost of meeting any shortfall
after recoveries on the borrowings entered into by the FSCS, remains uncertain but may be significant and may
have a material adverse effect on the results of operations and financial condition of Lloyds Banking Group
entities performing their roles under the programme.

For additional information, noteholders should also read the detailed information on specific legal
and/or regulatory risks and developments set out elsewhere in these risk factors.

7. MACRO-ECONOMIC AND MARKET RISKS
Lack of liquidity in the secondary market may adversely affect the market value of your notes

The secondary market for mortgage-backed securities has in recent years experienced disruptions as a
result of reduced investor demand for mortgage loans and mortgage-backed securities and increased investor
yield requirements for those loans and securities. This has had a material adverse impact on the market value
of mortgage-backed securities and resulted in the secondary market for mortgage-backed securities
experiencing at times very limited liquidity and a material increase in the price of credit protection on mortgage-
backed securities through credit derivatives.

Limited liquidity in the secondary market may continue to have an adverse impact on the market value
of mortgage-backed securities, especially those securities that are more sensitive to prepayment, credit or
interest rate risk and those securities that have been structured to meet the requirements of certain categories
of investors.

To the extent there is a lack of liquidity in the secondary market, an investor in the notes may not be
able to sell its notes (thus potentially holding its notes to maturity) or acquire credit protection on its notes
readily. In addition, market values of the notes in this scenario are likely to fluctuate. Any of these fluctuations
may be significant and could result in significant losses to an investor. Accordingly, no assurance can be given
as to the development or liquidity of any market for the notes.

Ratings assigned to the notes may be lowered or withdrawn after you purchase the notes, which may
lower the market value of the notes

The ratings assigned by S&P and Fitch to each class of notes address the likelihood of full and timely
payment to noteholders of all payments of interest on each interest payment date under that class (or sub—
class) of notes in accordance with the terms of the transaction documents and the terms and conditions of the
notes. The ratings also address the likelihood of "ultimate” payment of principal by the final maturity date of
each class of notes. The ratings assigned by Moody's to each class of notes address the expected loss in
proportion to the initial principal amount of such class (or sub-class) and express Moody's opinion that the
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structure allows for timely payment of interest and ultimate payment of principal at par on or before the rated
final legal maturity date. The expected ratings of a series and class of notes offered under this base prospectus
will be set out in the final terms or drawdown prospectus applicable to that series and class of notes.

A credit rating is not a recommendation to buy, sell or hold securities and any rating agency may
qualify, suspend, lower its rating or withdraw its rating for any reason, including as a result of changes in, or
unavailability of, information or a revision of its relevant rating methodology or if, in the sole judgment of the
rating agency, the credit quality of the notes has declined or is in question or circumstances so warrant. If any
rating assigned to the notes is subsequently qualified, suspended, lowered or withdrawn, the market value of
the notes may be reduced and, in the case of money market notes, such money market notes may no longer be
eligible for investment by money market funds.

A change to the ratings assigned to each class of notes will not affect the relevant term advance ratings
assigned to each relevant term advance under the intercompany loan.

In general, European regulated investors are restricted under the CRA Regulation from using credit
ratings for regulatory purposes, unless such ratings are issued by a credit rating agency established in the EU
and registered under the CRA Regulation (and such registration has not been withdrawn or suspended). Such
general restriction will also apply in the case of credit ratings issued by non-EU credit rating agencies, unless
the relevant credit ratings are endorsed by an EU-registered credit rating agency or the relevant non-EU rating
agency is certified in accordance with the CRA Regulation (and such endorsement action or certification, as the
case may be, has not been withdrawn or suspended). The list of registered and certified rating agencies
published by ESMA on its website in accordance with the CRA Regulation is not conclusive evidence of the
status of the relevant rating agency included in such list, as there may be delays between certain supervisory
measures being taken against a relevant rating agency and the publication of the updated ESMA list. The
ratings assigned to each class of notes will be disclosed in the applicable final terms or drawdown prospectus.

The CRA Regulation was amended by European Regulation 462/2013 of 21 May 2013 (known as
CRAIIl) and, as such, entered into force on 20 June 2013. Its provisions increase the regulation and
supervision of credit rating agencies by ESMA but also impose new obligations on issuers of securities which
have an EU element. Under Article 8b of the CRA Regulation, the issuing entity, originator and sponsor of
structured finance instruments (SFI) established in the European Union (a definition which the notes issued by
the issuing entity under the programme fulfil) must jointly publish certain information about those SFI on a
specified website set up by ESMA. This includes information on: the credit quality and performance of the
underlying assets of the SFI; the structure of the securitisation transaction; the cashflows and any collateral
supporting a securitisation exposure; and any information that is necessary to conduct comprehensive and well-
informed stress tests on the cashflows and collateral values supporting the underlying exposures. On 30
September 2014, the European Commission adopted a delegated regulation containing regulatory technical
standards (RTS) which set out in detail the information on SFI which must be published and rules on the
presentation and updating of such information. The Regulation will apply from 1 January 2017, in order to
provide issuers, originators and sponsors with reasonable time to prepare for compliance with the new
disclosure obligations. The issuing entity will appoint an appropriate entity to provide the requisite information
before the Regulation becomes applicable in 2017. ESMA has not yet launched the website on which
information about SFI must be published or published certain technical reporting instructions concerning,
amongst other things, the transmission of the relevant information to ESMA. Therefore, there remains some
uncertainty surrounding the precise nature of the issuing entity’s and originator's/sponsor’s obligations under
the revised CRA Regulation and how the submission of information will work in practice.

General volatility in the wholesale funding markets

Concerns relating to credit risk (including that of sovereigns and of those entities which have exposure
to sovereigns) persist, in particular with respect to current economic, monetary and political conditions in the
Eurozone. If such conditions further deteriorate (including as may be demonstrated by any relevant credit rating
agency action, any default or restructuring of indebtedness by one or more states or institutions and/or any
exit(s) by any member state(s) from the E.U. and/or any changes to, including any break up of, the Eurozone),
then these matters may cause further severe stress in the financial system generally and/or may adversely
affect the U.K. housing market, the issuing entity, one or more of the other parties to the transaction documents
(including the seller, the servicer, the account bank, the master issuer account bank and/or the swap providers)
and/or any borrower in respect of the underlying loans. Given the current uncertainty and the range of possible
outcomes, no assurance can be given as to the impact of any of the matters described above and, in particular,
no assurance can be given that such matters would not adversely affect the rights of the noteholders, the
market value of the notes, the U.K. housing market, the existence of a secondary market for the notes and/or
the ability of the issuing entity to satisfy its obligations under the notes.
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Prospective investors should note that, pursuant to a referendum held in June 2016, the UK has voted
to leave the European Union and the UK Government invoked article 50 of the Treaty on the European Union
relating to withdrawal from the European Union on 29 March 2017 and officially notified the European Union of
its decision to withdraw from the European Union. This commenced the formal two-year process of negotiations
regarding the terms of the withdrawal and the framework of the future relationship between the UK and the
European Union (the article 50 withdrawal agreement). As part of those negotiations, a transitional period has
been agreed in principle which would extend the application of European Union law, and provide for continuing
access to the European Union single market, until the end of 2020 and possibly longer.

The article 50 withdrawal agreement has not yet been ratified by the UK or the European Union. The
parties have agreed to an extended time line which allows for ratification to take place any time prior to 31
October 2019. To the extent ratification does take place ahead of 31 October 2019, the UK would leave on the
first date of the month following ratification. However, it remains uncertain whether the article 50 withdrawal
agreement, or any alternative agreement, will be finalised and ratified by the UK and the EU ahead of the 31
October 2019 deadline. If that deadline of 31 October 2019 is not met, unless the negotiation period is further
extended or the Article 50 notification revoked, the Treaty on the EU and the Treaty on the Functioning of the
European Union will cease to apply to the UK and the UK will lose access to the EU single market. Whilst
continuing to discuss the article 50 withdrawal agreement and political declaration, the UK Government has
commenced preparations for a “hard” Brexit (or “no-deal” Brexit) to minimise the risks for firms and businesses
associated with an exit with no transitional agreement. This has included publishing draft secondary legislation
under powers provided in the EU (Withdrawal) Act 2018 to ensure that there is a functioning statute book after
any exit without a transitional period.

Due to the on-going political uncertainty, it is not currently possible to determine the precise impact that
the UK’s departure from the European Union may have on general economic conditions in the UK, including the
performance of the UK housing market. It is also not possible to determine the precise impact that these
matters will have on the business of the issuing entity (including the performance of the underlying loans), any
other party to the transaction documents and/or any borrower in respect of the underlying loans, or on the
regulatory position of any such entity or of the transactions contemplated by the transaction documents under
EU regulation or more generally.

No assurance can be given that any of the matters outlined above would not adversely affect the ability
of the issuing entity to satisfy its obligations under the notes and/or the market value and/or liquidity of the notes
in the secondary market.

Finally, the EU Referendum has resulted in downgrades of the UK sovereign and the Bank of England
by Standard & Poor's and by Fitch. Standard & Poor's, Fitch and Moody's have all placed a negative outlook on
the UK sovereign rating and that of the Bank of England, suggesting a strong possibility of further negative
rating action. The rating of the sovereign affects the ratings of the entities operating in its territory, and in
particular the ratings of financial institutions. Further downgrades may cause downgrades to counterparties on
the programme meaning that they cease to have the relevant required ratings to fulfill their roles and need to be
replaced. If rating action is widespread, it may become difficult or impossible to replace counterparties on the
programme with others who have the required ratings on similar terms or at all. Moreover, a more pessimistic
economic outlook for the UK in general could lead to increased concerns around the future performance of the
portfolio and accordingly the ability of the issuing entity to pay interest and repay principal to noteholders and
the ratings assigned to the notes could be adversely affected.

Changes or uncertainty in respect of LIBOR and/or EURIBOR and/or interest rate benchmarks may
affect the value or payment of interest under the notes

Various interest rate benchmarks (including the London Inter-Bank Offered Rate (LIBOR)) and the Euro
Interbank Offered Rate (EURIBOR) are the subject of recent national and international regulatory guidance and
proposals for reform most recently in the form of the EU Benchmark Regulation (Regulation (EU) 2016/1011)
(the Benchmarks Regulation).

Under the Benchmarks Regulation, which applied as from 1 January 2018 in general, new
requirements apply with respect to the provision of a wide range of benchmarks (including LIBOR and
EURIBOR), the contribution of input data to a benchmark and the use of a benchmark within the European
Union. In particular, the Benchmarks Regulation will, among other things, (i) require benchmark administrators
to be authorised or registered (or, if non-EU-based, to be subject to an equivalent regime or otherwise
recognised or endorsed) and to comply with extensive requirements in relation to the administration of
benchmarks and (ii) prevent certain uses by EU-supervised entities of benchmarks of administrators that are
not authorised or registered (or, if non-EU based, deemed equivalent or recognised or endorsed). The scope of
the Benchmarks Regulation is wide and, in addition to so-called "critical benchmark" indices, such as LIBOR,
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applies to many interest rates, foreign exchange rate indices and other indices where used to determine the
amount payable under or the value or performance of certain financial instruments traded on a trading venue
(EU regulated market, EU multilateral trading facility, EU organised trading facility) or via a systematic
internaliser, certain financial contracts and investment funds.

Based on the foregoing, investors should be aware that any of these reforms or pressures described
above or any other changes to a relevant interest rate benchmark (including LIBOR and EURIBOR) could affect
the level of the published rate, including to cause it to be lower and/or more volatile than it would otherwise be.
In addition, in July 2017, the FCA announced its intention to discontinue LIBOR and transition away from the
benchmark. LIBOR will be sustained until the end of 2021, at which time the benchmark will be discontinued.
The Working Group on Sterling Risk-Free Reference Rates has identified the Sterling Overnight Index Average
(SONIA) as the preferred alternative risk-free rate. SONIA relates exclusively to sterling and is based on
historical data, so rates may not be available until the end of a given interest period.

In March 2017, the European Money Markets Institute (formerly Euribor-EBF) (the EMMI) published a
position paper referring to certain proposed reforms to EURIBOR, which reforms aim to clarify the EURIBOR
specification, to develop a transaction based methodology for EURIBOR and to align the relevant methodology
with the Benchmarks Regulation, the IOSCO Principles for Financial Benchmarks and other regulatory
recommendations. The EMMI is currently developing a hybrid methodology for EURIBOR; the calculation of
EURIBOR which is supported by transaction data (where available) but also relies on other techniques or data
sources. In July 2019, the EMMI published the Benchmark Statement for the administration of EURIBOR. .

These reforms and other pressures may cause such benchmarks to be discontinued entirely or to
perform differently than in the past (as a result of a change in methodology or otherwise), create disincentives
for market participants to continue to administer or participate in certain benchmarks or have other
consequences which cannot be predicted. Generally, any such modification or potential consequence of the
discontinuation of LIBOR or EURIBOR could have a material adverse effect on the value of and return on any
of the notes.

Investors should note the various circumstances in which a modification may be made, in respect of
notes issued after the date of the date of this base prospectus, to the conditions or any other transaction
documents for the purpose of changing the screen rate and such other related or consequential amendments
as are necessary or advisable in the reasonable judgment of the master issuer (or the cash manager on its
behalf) to facilitate such change (including, but not limited to alignments to the base rate in any related issuing
entity swap agreement (a base rate modification). These circumstances broadly relate to the disruption or
discontinuation of screen rate, but also specifically include, among other things, any public statements by the
administrator of the applicable screen rate or certain regulatory bodies that LIBOR or EURIBOR, as applicable,
will be discontinued or may no longer be used, and a base rate modification may also be made if the master
issuer (or the cash manager on its behalf) reasonably expects any of these events to occur within six months of
the proposed effective date of the base rate modification, subject to certain conditions. Investors should note
the various circumstances in which a base rate modification may be made in respect of notes issued after the
date of this base prospectus, which are specified in condition 11.8 (Additional Right of Modification) and should
also note the various options permitted as an "alternative base rate" specified in condition 11.8.

Investors should also be aware that:

(a) if the screen rate is discontinued or is otherwise permanently unavailable and a base rate modification
(as described in the paragraph above) has not been made, then the rate of interest on the notes will be
determined for a period by the fall-back provisions provided for under condition 4 (Interest), although
such provisions, being dependent in part upon the provision by reference banks of offered quotations
for the LIBOR and/or EURIBOR rate, may not operate as intended (depending on market
circumstances and the availability of rates information at the relevant time);

(b) while an amendment may be made under condition 11.8 (Additional Right of Modification) to change
the screen rate on the notes to an alternative base rate under certain circumstances broadly related to
LIBOR and/or EURIBOR dysfunction or discontinuation and subject to certain conditions, there can be
no assurance that any such amendment will be made or, if made, that it will (i) fully or effectively
mitigate interest rate risks or result in an equivalent methodology for determining the interest rates on
the notes or (ii) be made prior to any date on which any of the risks described in this risk factor may
become relevant (in this regard, please also refer to the risk factor above entitled "The Funding 2
security trustee and/or the issuing entity security trustee and/or the note trustee may agree
modifications to the transaction documents without noteholder consent"); and
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(c) if LIBOR and/or EURIBOR is discontinued, there can be no assurance that the applicable fall-back
provisions under any issuing entity swap agreements or the Funding 2 swap agreement would operate
so as to ensure that the rate used to determine payments under the issuing entity swap agreements or
the Funding 2 swap agreement is the same as that used to determine interest payments under the
notes the corresponding loan tranches, or that any such amendment made under condition 11.8
(Additional Right of Modification) would be utilised in such a way that the transactions under the issuing
entity swap agreements or the Funding 2 swap agreement to effectively mitigate currency or interest
rate risks on the notes or the corresponding loan tranches in circumstances where the reference rate
used in a issuing entity swap agreement or the Funding 2 swap agreement was no longer aligned with
the notes or the loan tranches.

There can be no assurance that any such amendments will be made, or if made, that they will (i) fully
mitigate the interest rate risks or result in an effective replacement methodology for determining the reference
rate on the notes or (ii) will be made prior to any date on which any of the risks described in this risk factor may
become relevant.

In respect of a Benchmark Transition Event on the USD-LIBOR Issue 2019-1 Notes pursuant to
Condition 11.8, the benchmark replacement will depend on the availability of various alternative benchmarks,
the first of which is term SOFR, the second of which is compounded SOFR, the third of which is the alternate
rate of interest that has been selected or recommended by the Relevant Governmental Body, the fourth of
which is the ISDA Fallback Rate and the fifth of which is the alternate rate of interest that has been selected by
the Designated Transaction Representative. These alternative benchmarks are calculated using components
different from those used in the calculation of LIBOR and may fluctuate differently than, and not be
representative of, LIBOR. Further, if a compounded SOFR replacement is chosen because term SOFR cannot
be determined by the Designated Transaction Representative, if a redetermination of the Benchmark
Replacement at a later date would result in the selection of term SOFR as the Benchmark Replacement then it
will become the benchmark replacement, which could lead to further volatility in the interest rate on the USD-
LIBOR Issue 2019-1 Notes. In order to compensate for these differences in the benchmark, a benchmark
replacement adjustment will be included in any benchmark replacement. However, we cannot provide any
assurances that any benchmark replacement adjustment will be sufficient to produce the economic equivalent
of the then-current benchmark, either at the benchmark replacement date or over the life of the USD-LIBOR
Issue 2019-1 Notes. As a result of each of the foregoing factors, we cannot provide any assurances that the
characteristics of any benchmark replacement will be similar to the then-current benchmark that it is replacing,
or that any benchmark replacement will produce the economic equivalent of the then-current benchmark that it
is replacing.

The market continues to develop in relation to SONIA as a reference rate for floating rate notes

Investors should be aware that the market continues to develop in relation to the SONIA as a reference
rate in the capital markets and its adoption as an alternative to Sterling LIBOR. In particular, market participants
and relevant working groups are exploring alternative reference rates based on SONIA, including term SONIA
reference rates (which seek to measure the market’s forward expectation of an average SONIA rate over a
designated term). The market or a significant part thereof may adopt an application of SONIA that differs
significantly from that set out in the conditions and used in relation to floating rate notes that reference a SONIA
rate issued under this base prospectus. Interest on notes which reference a SONIA rate is only capable of
being determined at the end of the relevant observation period and immediately prior to the relevant interest
payment date. It may be difficult for investors in notes which reference a SONIA rate to reliably estimate the
amount of interest which will be payable on such notes. Further, if the floating rate notes become due and
payable under conditions 9 (Events of Default) or 10 (Enforcement of Notes), the rate of interest payable shall
be determined on the date the notes became due and payable and shall not be reset thereafter. Investors
should consider these matters when making their investment decision with respect to any such floating rate
notes.

The Secured Overnight Financing Rate used to calculate SOFR may be discontinued or fundamentally
altered in a manner that is materially adverse to the interests of investors in the notes.

The Secured Overnight Financing Rate is published by the Federal Reserve Bank of New York (the
Federal Reserve) and is intended to be a broad measure of the cost of borrowing cash overnight collateralized
by Treasury securities. The Federal Reserve reports that the Secured Overnight Financing Rate includes all
trades in the Broad General Collateral Rate, plus bilateral Treasury repurchase agreement transactions cleared
through the delivery-versus-payment service offered by the Fixed Income Clearing Corporation (the FICC), a
subsidiary of the Depository Trust and Clearing Corporation (DTCC). The Secured Overnight Financing Rate is
filtered by the Federal Reserve to remove a portion of the foregoing transactions considered to be “specials”.
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The Federal Reserve reports that the Secured Overnight Financing Rate is calculated as a volume-
weighted median of transaction-level tri-party repurchase agreement data collected from The Bank of New York
Mellon as well as General Collateral Finance repurchase agreement transaction data and data on bilateral
Treasury repurchase transactions cleared through the FICC’s delivery-versus-payment service. The Federal
Reserve notes that it obtains information from DTCC Solutions LLC, an affiliate of DTCC. The Federal Reserve
notes on its publication page for the Secured Overnight Financing Rate that use of the Secured Overnight
Financing Rate is subject to important limitations and disclaimers, including that the Federal Reserve may alter
the methods of calculation, publication schedule, rate revision practices or availability of the Secured Overnight
Financing Rate at any time without notice.

Because Secured Overnight Financing Rate is published by the Federal Reserve based on data
received from other sources, the issuing entity has no control over its determination, calculation or publication.
There can be no guarantee that the Secured Overnight Financing Rate will not be discontinued or
fundamentally altered in a manner that is materially adverse to the interests of investors in floating rate notes
linked to SOFR. If the manner in which the Secured Overnight Financing Rate is calculated is changed, that
change may result in a reduction of the amount of interest payable on the notes and the trading prices of such
notes. If the rate at which interest accrues on any day declines to zero or becomes negative, no interest will be
payable on such notes in respect of that day.

The Federal Reserve began to publish the Secured Overnight Financing Rate in April 2018. The
Federal Reserve has also begun publishing historical indicative Secured Overnight Financing Rates going back
to 2014. Investors should not rely on any historical changes or trends in the Secured Overnight Financing Rate
as an indicator of future changes in the Secured Overnight Financing Rate. Also, since the Secured Overnight
Financing Rate is a relatively new market index, the notes will likely have no established trading market when
issued, and an established trading market may never develop or may not be very liquid. Market terms for debt
securities indexed to the Secured Overnight Financing Rate, such as the spread over the index reflected in
interest rate provisions, may evolve over time, and trading prices of the notes may be lower than those of later-
issued indexed debt securities as a result. Similarly, if the Secured Overnight Financing Rate does not prove to
be widely used in securities like the notes, the trading price of the notes linked to SOFR may be lower than
those of notes linked to indices that are more widely used. Investors in the notes may not be able to sell such
notes at all or may not be able to sell such notes at prices that will provide them with a yield comparable to
similar investments that have a developed secondary market, and may consequently suffer from increased
pricing volatility and market risk.

The issuance of unsolicited ratings on your notes could adversely affect the market value of your notes
and/or liquidity of your notes

Other credit rating agencies that have not been engaged to rate the notes by the issuing entity may
issue unsolicited credit ratings on the notes at any time, in each case relying on information they receive
pursuant to Rule 17g-5 under the Exchange Act, or otherwise. Any unsolicited ratings in respect of the notes
may differ from the ratings expected to be assigned by Fitch, Moody's and S&P and may not be reflected in any
final terms or drawdown prospectus. Issuance of an unsolicited rating which is lower than the ratings assigned
by Fitch, Moody's or S&P in respect of the notes may adversely affect the regulatory characteristics, market
value, and/or the liquidity of the notes. Although unsolicited ratings may be issued by any rating agency, a
rating agency might be more likely to issue an unsolicited rating if it was not selected after having provided
preliminary feedback to the issuing entity.

The issuing entity intends to engage at least one of Moody’s, Fitch and/or S&P to rate each series of
notes. There can be no assurance that, were the issuing entity to select other rating agencies to rate the notes,
the ratings that such rating agencies would have ultimately assigned to such notes would be equivalent to those
assigned by Moody’s, Fitch and/or S&P, as applicable. Neither the issuing entity nor any other person or entity
will have any duty to notify you if any other nationally recognised statistical rating organisation issues, or
delivers notice of its intention to issue, unsolicited ratings on one or more classes of the notes after the relevant
closing date.

Ratings confirmation in relation to the notes in respect of certain actions

The terms of certain transaction documents require that certain actions proposed to be taken by the
mortgages trustee, the Funding 2 security trustee, the issuing entity security trustee, the note trustee,
Funding 2, the issuing entity or certain other parties to the transaction documents may not proceed unless each
of the rating agencies confirms that the proposed action will not have an adverse effect on its then ratings of the
then outstanding notes (a ratings confirmation).
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By acquiring the notes, you acknowledge and agree that, notwithstanding the foregoing, a credit rating
is an assessment of credit risk and does not address other matters that may be of relevance to you. A ratings
confirmation does not, for example, confirm that such action (i) is permitted by the terms of the transaction
documents or (i) is in the best interests of, or prejudicial to, you. While each of the Funding 2 secured creditors
and the issuing entity secured creditors (including the noteholders) are entitled to have regard to a ratings
confirmation, the above does not impose or extend any actual or contingent liability on the rating agencies to
the Funding 2 secured creditors or the issuing entity secured creditors (including the noteholders), the
mortgages trustee, the Funding 2 security trustee, the issuing entity security trustee, the note trustee or any
other parties to the transaction documents or create any legal relationship between the rating agencies and the
Funding 2 secured creditors, the issuing entity secured creditors (including the noteholders), the mortgages
trustee, the Funding 2 security trustee, the issuing entity security trustee, the note trustee or any other parties to
the transaction documents whether by way of contract or otherwise.

Any such ratings confirmation may or may not be given at the sole discretion of each rating agency. It
should be noted that, depending on the timing of delivery of the request and any information needed to be
provided as part of any such request, it may be the case that a rating agency cannot provide a rating agency
confirmation in the time available or at all and the rating agency should not be responsible for the
consequences thereof. A ratings confirmation, if given, will be given on the basis of the facts and circumstances
prevailing at the relevant time and in the context of cumulative changes to the transaction of which the notes
form part since the relevant closing date. A ratings confirmation represents only a restatement of the opinions
given as at the relevant time and cannot be construed as advice for the benefit of any parties to the transaction.

In accordance with Condition 16 under “Terms and conditions of the notes” below if (a) a
confirmation of rating or other response by a rating agency is a condition to any action or step under any
transaction document (other than pursuant to Condition 11 under “Terms and conditions of the notes”
below), (b) a written request for such confirmation or response is delivered to each rating agency by the issuing
entity and either one or more rating agency (each a non-responsive rating agency) indicates that it does not
consider such confirmation or response necessary in the circumstances and (c) at least one rating agency gives
such a confirmation or response based on the same facts, then such condition shall be deemed to be modified
with respect to the facts set out in the request referred to in (b) so that there will be no requirement for the
confirmation or response from the non-responsive rating agency.

8. LEGAL AND REGULATORY RISKS RELATING TO THE UNDERLYING ASSETS
Regulation of residential secured lending

The UK government had a policy commitment to move second charge lending into the regulatory
regime for mortgage lending, replacing the regime for consumer credit under which second charge lending
previously fell. The UK government concluded there was a strong case for regulating lending secured on a
borrower's home consistently, regardless of whether it is secured by a first or subsequent charge. The
Mortgage Credit Directive also follows this principle and makes no distinction between requirements for first
charge and second (and subsequent) charge mortgage lending. The UK government therefore concluded that it
made sense to implement changes to second (and subsequent) charge lending alongside the implementation of
the Mortgage Credit Directive. Mortgage regulation under FSMA began on 31 October 2004. Mortgages
entered into before that date were regulated by the CCA, provided they did not exceed the financial threshold in
place when they were entered into and were not otherwise exempt. Consequently, in November 2015, the UK
government made legislation the effect of which was that the administration of and other activities relating to
pre-October 2004 first charge mortgages which at that time were regulated by the CCA became regulated
mortgage activities from 21 March 2017, although firms could have adopted the new rules from 21 March 2016
if they chose. The move of CCA regulated mortgages to the FSMA regime was implemented by the Mortgage
Credit Directive Order 2015 on 21 March 2016 (the Mortgage Credit Directive Order). The government put in
place transitional provisions for existing loans so that some of the CCA protections in place when the loans
were originally taken out were not removed retrospectively.

Credit agreements which were originated before 21 March 2016 which were regulated by the CCA and
that would have been regulated mortgage contracts had they been entered into on or after 21 March 2016 are
defined by the Mortgage Credit Directive Order as "consumer credit back book mortgage contracts" and are
now regulated mortgage contracts. The main CCA consumer protection retained in respect of consumer credit
back book mortgage contracts is the continuing unenforceability of the agreement if it was rendered
unenforceable by the CCA prior to 21 March 2016. Unless the agreement was irredeemably unenforceable, the
lender may enforce the agreement by seeking a court order or bringing any relevant period of non-compliance
with the CCA to an end in the same manner as would have applied if the agreement were still regulated by the
CCA. If a consumer credit back book mortgage contract was void as a result of section 56(3) of the CCA, that
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agreement or the relevant part of it will remain void. Restrictions on early settlement fees will also be retained.
If interest was not chargeable under a consumer credit back book mortgage contract due to non-compliance
with section 77A of the CCA (duty to serve an annual statement) or section 86B of the CCA (duty to serve a
notice of sums in arrears (NOSIA)), once the consumer credit back book mortgage contract became regulated
by FSMA under the Mortgage Credit Directive Order as of 21 March 2016, the sanction of interest not being
chargeable under section 77A of the CCA and section 86D of the CCA ceased to apply, but only for interest
payable under those loans after 21 March 2016. A consumer credit back book mortgage contract will also be
subject to the unfair relationship provisions described below (see "Unfair Relationships"). Certain provisions
of MCOB are applicable to these consumer credit back book mortgage contracts. These include the rules
relating to disclosure at the start of a contract and post-sale disclosure (MCOB 7), charges (MCOB 12) and
arrears, payment shortfalls and repossessions (MCOB 13). General conduct of business standards will also
apply (MCOB 2). This process is subject to detailed transitional provisions that are intended to retain certain
customer protections in the FCA’s Consumer Credit Sourcebook (CONC) and the CCA that are not contained
within MCOB.

The seller has given or, as applicable, will give warranties to the mortgages trustee and others in the
mortgage sale agreement that, inter alia, each loan and its related security is enforceable (subject to certain
exceptions). If a loan or its related security does not materially comply with these warranties, and if the default
(if capable of remedy) cannot be or is not cured within 20 London business days, then the seller will, upon
receipt of notice from the mortgages trustee, be required to repurchase the loans under the relevant mortgage
account and their related security.

This regulatory regime may result in adverse effects on the enforceability of certain loans and
consequently the issuing entity's ability to make payment in full on the issuing entity notes when due.

Unfair relationships

Under the Consumer Credit Act 2006, the "extortionate credit" regime was replaced by an "unfair
relationship" test. The "unfair relationship” test applies to all existing and new credit agreements, except
regulated mortgage contracts under the FSMA, and also applies to (as described above) “consumer credit back
book mortgage contracts”. If the court makes a determination that the relationship between a lender and a
borrower is unfair, then it may make an order, among other things, requiring the originator, or any assignee
(such as the mortgages trustee), to repay amounts received from such borrower. In applying the "unfair
relationship" test, the courts are able to consider a wider range of circumstances surrounding the transaction,
including the creditor's conduct (or anyone acting on behalf of the creditor) before and after making the
agreement. There is no statutory definition of the word "unfair" in the CCA as the intention is for the test to be
flexible and subject to judicial discretion and it is therefore difficult to predict whether a court would find a
relationship "unfair’. However, the word "unfair" is not an unfamiliar term in UK legislation due to the UTCCR
and the CRA (each as defined below). The courts may, but are not obliged to, look solely to the CCA 2006 for
guidance. The principle of "treating customers fairly" under the FSMA, and guidance published by the FSA
and, subsequently, the FCA on that principle and by the OFT on the unfair relationship test, may also be
relevant. Under the CCA, once the debtor alleges that an "unfair relationship" exists, the burden of proof is on
the creditor to prove the contrary.

Plevin v Paragon [2014] UKSC 61, a Supreme Court judgment, has clarified that compliance with the
relevant regulatory rules by the creditor (or a person acting on behalf of the creditor) does not preclude a finding
of unfairness, as a wider range of considerations may be relevant to the fairness of the relationship than those
which would be relevant to the application of the rules.

In March 2017, the FCA published final rules and guidance with respect to payment protection
insurance complaints in light of Plevin. The rules will not apply to borrowers with regulated mortgage contracts.
The FCA rules came into force on 29 August 2017 and required that firms that sold payment protection
insurance (PPI) must write to previously rejected mis-selling complainants who are eligible to complain again in
light of Plevin in order to explain this to them by 29 November 2017. The FCA rules state that if the anticipated
profit share and commission or the likely range of profit share and commission on a PPI contract was not
disclosed to the borrower before the PPI contract was entered into, the firm should consider whether it can
satisfy itself on reasonable grounds that an unfair relationship did not arise. A firm should make a rebuttable
presumption that failure to disclose commission gave rise to an unfair relationship if the anticipated profit share
plus the commission known or reasonably foreseeable at the time of sale was, in relation to a single premium
payment protection contract, more than 50% of the total amount paid in relation to the PPI contract or in the
case of a regular premium PPI contract, at any time in the relevant period or periods more than 50% of the total
amount paid in relation to the PPI contract in respect of the relevant period or periods. The FCA cites, amongst
others, an example of such presumption being rebutted by the lender not having known and not being
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reasonably expected to have known or foreseen the level of commission and anticipated profit share. Where
the firm concludes that the non-disclosure of commission on a PPI contract has given rise to an unfair
relationship, the firm should remedy the unfairness by paying the complainant a sum equal to the total
commission paid by the complainant for PPI plus an amount representing any profit share payment, minus 50%
of the total amount paid by the complainant for the PPI (the Compensation Sum). The firm should also repay
interest received by it in relation the Compensation Sum (which is the interest the complainant paid as a result
of the Compensation Sum being included in the loan), where relevant and also pay simple interest on the whole
amount.

An alternative dispute resolution scheme for consumer credit matters is run by the FOS and was
established on April 2007. The scheme is mandatory for all authorised businesses. The FCA has a wide range
of disciplinary, criminal and civil powers under FSMA to take actions against authorised firms who fail to comply
with regulatory requirements, including power to withdraw authorisations, ban firms from financial services,
suspend firms or individuals for 12 months and issue unlimited fines.

If a court determined that there was an unfair relationship between the lender and the borrowers in
respect of the loans and ordered that financial redress be made in respect of such loans or if redress was due
in accordance with the FCA rules and guidance on PPI complaints, such redress may adversely affect the
ultimate amount received by the issuing entity in respect of the relevant loans.

On 24 April 2017, the FCA issued finalised guidance relating to issues arising from automatic
capitalisation of arrears, in particular in cases where lenders both add arrears to an account balance (and as
result readjust the amount of regular payments due under the loan) and keep a separate record of the
borrower's arrears and seek separate (and additional) payment of those arrears. In the finalised guidance, the
FCA state that they expect FCA authorised firms to ensure this practice ceases and to carry out remediation
where appropriate. The review period for remediation begins from 25 June 2010 and the FCA expects all
remediation programmes to be concluded by 30 June 2018.

The FCA have proposed a framework for remediation and in broad terms the FCA expect borrowers to
be compensated for any incorrectly charged fees and interest and, where fees have been paid by the customer,
an affected customer may receive compensation in the form of simple interest of 8 per cent. per annum.
Affected customers may also receive compensation in the form of simple interest of 8 per cent. per annum on
any "overpayments", i.e. any actual payments of monthly payments in excess of those which would have been
required to pay off the arrears had there been no automatic capitalisation. Firms using the remediation
framework will only reconstitute mortgage accounts where at least one automatic capitalisation resulted in an
additional payment greater than £10 per month. Use of the framework is not mandatory, but the FCA expect
firms to determine a remediation approach to achieve fair outcomes for the affected customers.

Where any remediation is required or borrowers bring claims in connection with their loans in respect of
an automatic capitalisation, such remediation and claims, and any set-off by borrowers in respect of such
claims against the amount due by the borrowers under the relevant loans, may adversely affect the ultimate
amount received by the issuing entity in respect of the relevant loans.

Mortgage Repossession

The pre-action protocol for repossession based on mortgage or home purchase plan arrears in respect
of residential property in England and Wales came into force on 19 November 2008. The protocol sets out the
steps that judges will expect any lender to take before starting a claim. A number of mortgage lenders, including
the seller, have confirmed that they will delay the initiation of repossession action for at least six months after a
borrower, who is an owner-occupier, is in arrears. The application of such a moratorium may be subject to the
wishes of the relevant borrower and may not apply in cases of fraud.

These protocols may have adverse effects in markets experiencing above average levels of
possession.

Home Owner and Tenant Protection

The Home Owner and Debtor Protection (Scotland) Act 2010 (the 2010 Act) enacted by the Scottish
Parliament contains provisions imposing additional requirements on heritable creditors (the Scottish equivalent
to mortgagees) in relation to the enforcement of standard securities over residential property in Scotland.
The 2010 Act amends the Conveyancing and Feudal Reform (Scotland) Act 1970, which permitted a heritable
creditor to proceed to sell the secured property where the formal notice calling up the standard security had
expired without challenge (or where a challenge had been made but not upheld). In terms of the 2010 Act, the
heritable creditor is required to obtain a court order to exercise its power of sale, unless the borrower and any
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other occupiers have surrendered the property voluntarily. In addition, the 2010 Act requires the heritable
creditor in applying for a court order to demonstrate that it has taken various preliminary steps to attempt to
resolve the borrower's position, as well as imposing further procedural requirements. This may restrict the ability
of the seller (or, if it has taken legal title, the mortgages trustee) as heritable creditor of the Scottish mortgages
to exercise its power of sale, and this may adversely affect the issuing entity's ability to make payments in full
when due on the notes.

The Mortgage Repossessions (Protection of Tenants etc.) Act 2010 came into force on 1 October 2010.
The Act gives courts in England and Wales the same power to postpone and suspend repossession for up to
two months on application by an unauthorised tenant (i.e. a tenant in possession without the lender's consent)
as generally exists on application by an authorised tenant. The lender has to serve notice at the property before
enforcing a possession order.

The above-mentioned Acts may have adverse effects in markets experiencing above average levels of
possession claims. Delays in the initiation of responsive action in respect of the loans may result in lower
recoveries and may adversely affect the ability of the issuing entity to repay the notes. Where such a period of
grace is afforded it may affect the amount recovered and may result in such recovery being less than may
otherwise be the case if, for example, the property sells for less than the amount of the outstanding loan.

Changes to mortgage regulation and to the regulatory structure in the United Kingdom may adversely
affect payments on your notes

The FSA has consulted on strengthening rules and guidance on, inter alia, affordability assessments,
product regulation, arrears charges and responsible lending. The FSA's aim was to ensure the continued
provision of mortgage credit for the majority of borrowers who can afford the financial commitment of a
mortgage, while preventing a re-emergence of poor lending practices as the supply of mortgage credit in the
market recovered. In October 2012, the FSA published a feedback statement and final rules that generally
came into force on 26 April 2014 with transitional arrangements where, among other things, the borrower does
not take on additional borrowing. These rules have, for example, imposed more stringent requirements on
lenders to assess the affordability of a loan made to a borrower and to verify the income of a borrower.

In relation to interest-only loans that are not buy-to-let loans, the mortgage market review introduced
rules that require relevant institutions, with effect from 26 April 2014, to obtain evidence (with permitted
exceptions) that a borrower will have in place a clearly understood and credible payment strategy and that the
payment strategy has the potential to repay the principal at the end of the term of an interest-only loan.

The FCA started to track firms' progress towards implementation of the mortgage market review from
the second quarter of 2013 and has undertaken reviews and studies and published related reports concerning
the quality and suitability of mortgage advice provided by firms, on responsible lending and consumers’ ability to
make effective choices in the first charge residential market. This is in addition to regulatory reforms which
were made as a result of the implementation of the Mortgage Credit Directive from 21 March 2016. It is
possible that further changes may be made to the FCA's MCOB rules as a result of these reviews and other
related future regulatory reforms. To the extent that any new rules do apply to any of the mortgage loans, failure
to comply with these rules may entitle a borrower to claim damages for loss suffered or set-off the amount of
the claim against the amount owing under the loan. Any such claim or set-off may reduce the amounts
available to meet the payments due in respect of the issuing entity notes.

Any further changes to the FCA's MCOB rules or the FSMA or changes in the regulatory structure or
the Financial Services Act 2012, may adversely affect the loans, the seller, the issuing entity, the servicer and
their respective businesses and operations.

Under applicable distance marketing regulations, some of the loans may be cancellable, which may
have an adverse effect on the issuing entity's ability to make payments on the notes

In the UK, the Financial Services (Distance Marketing) Regulations 2004 (the DM Regulations) apply
to, among other things, credit agreements entered into on or after 31 October 2004 by a “consumer” within the
meaning of the regulations by means of distance communication (i.e. without any substantive simultaneous
physical presence of the seller and the borrower).

The DM Regulations (and MCOB in respect of activities related to regulated mortgage contracts)
require suppliers of financial services by way of distance communication to provide certain information to
consumers. This information generally has to be provided before the consumer is bound by a distance contract
for the supply of the financial services in question and includes, but is not limited to, general information in
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respect of the supplier and the financial service, contractual terms and conditions, and whether or not there is a
right of cancellation.

A regulated mortgage contract under the FSMA, if originated by a UK lender from an establishment in
the United Kingdom, will not be cancellable under the DM Regulations but will be subject to related pre-contract
disclosure requirements in MCOB. Certain other credit agreements will be cancellable under the DM
Regulations if the borrower does not receive prescribed information at the prescribed time, or in any event for
certain unsecured lending. Where the credit agreement is cancellable under the DM Regulations, the borrower
may send notice of cancellation at any time before the end of the 14th day after the day on which the
cancellable agreement is made, where all the prescribed information has been received, or, if later, the
borrower receives the last of the prescribed information.

Compliance with the DM Regulations may be secured by way of injunction (interdict in Scotland),
granted on such terms as the court thinks fit to ensure such compliance, and certain breaches of the DM
Regulations may render the supplier or intermediaries (and their respective relevant officers) liable to a fine.
Failure to comply with MCOB rules could result in, inter alia, disciplinary action by the FCA and possible claims
under Section 138D of the FSMA for breach of FCA rules.

If the borrower cancels the credit agreement under the DM Regulations, then: (a) the borrower is liable
to repay the principal and any other sums paid by the seller to the borrower under or in relation to the cancelled
agreement, within 30 days beginning with the day of the borrower sending notice of cancellation or, if later, the
seller receiving notice of cancellation; (b) the borrower is liable to pay interest, or any early repayment charge or
other charge for credit under the cancelled agreement, only if the borrower received certain prescribed
information at the prescribed time and if other conditions are met; and (c) any security provided in relation to the
contract is to be treated as never having had effect in respect of the cancelled agreement.

If a significant portion of the loans in the mortgages trust are characterised as being cancellable under
the DM Regulations, then there could be an adverse effect on the issuing entity's receipts in respect of the
loans, affecting the issuing entity's ability to make payments on the notes.

Regulations in the United Kingdom could lead to some terms of the loans being unenforceable, which
may adversely affect payments on your notes

Unfair Terms in Consumer Contracts Regulations 1994 and 1999 and Consumer Rights Act 2015

In the United Kingdom, the Unfair Terms in Consumer Contracts Regulations 1999 as amended (the
1999 Regulations), and (in so far as applicable) the Unfair Terms in Consumer Contracts Regulations 1994
(together with the 1999 Regulations, the UTCCR), apply to business-to-consumer agreements made on or after
1 July 1995 and before 1 October 2015 where the terms have not been individually negotiated (and a
“consumer” for these purposes falls within the definition provided in the UTCCR). The Consumer Rights Act
2015 (the CRA) has revoked the UTCCR in respect of contracts made on or after 1 October 2015.

The UTCCR and the CRA provide that a consumer (which would include a borrower under all or almost
all of the Loans) may challenge a term in an agreement on the basis that it is "unfair" within the UTCCR or the
CRA as applicable and therefore not binding on the consumer (although the rest of the agreement will remain
enforceable if it is capable of continuing in existence without the unfair term) and provide that a regulator may
take action to stop the use of terms which are considered to be unfair.

The UTCCR will not generally affect terms which define the main subject matter of the contract, such as
the borrower's obligation to repay the principal provided that these terms are written in plain and intelligible
language and are drawn adequately to the consumer's attention. The UTCCR may affect terms that are not
considered to be terms which define the main subject matter of the contract such as the lender's power to vary
the interest rate and certain terms imposing early repayment charges and mortgage exit administration fees.

For example, if a term permitting the lender to vary the interest rate (as the seller is permitted to do) is
found to be unfair, the borrower will not be liable to pay interest at the increased rate or, to the extent that the
borrower has paid it, will be able, as against the lender, or any assignee such as the mortgages trustee, to
claim repayment of the extra interest amounts paid or to set off the amount of the claim against the amount
owing by the borrower under the loan or any other loan agreement that the borrower has taken with the lender
(or exercise analogous rights in Scotland). Any such non-recovery, claim or set-off in relation to a loan in the
portfolio may adversely affect the issuing entity's ability to make payments on the notes.

On 12 January 2016, the FCA and the Competition and Markets Authority (the CMA) entered into a
memorandum of understanding in relation to consumer protection (the MoU) which stated that the CMA may
consider fairness, but will not usually expect to do so, where the firm concerned is an authorised firm or an
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authorised representative under FSMA. Further, the MoU stated that the FCA will consider fairness within the
meaning of the CRA and the UTCCR of standard terms, and the CRA of negotiated terms, in financial services
contracts issued by authorised firms of appointed representatives, when such firms or representatives are
undertaking any regulated activity (as specified in Part Il of the RAO), in the UK. In this MoU 'authorised'
includes having an interim permission and a 'relevant permission' includes an interim permission. This will
include contracts for

mortgages and the selling of mortgages;

e insurance and the selling of insurance;

e bank, building society and credit union accounts;
e life assurance;

e pensions;

e investments;

e consumer credit;

e consumer hire; and

o other credit-related regulated activities.

MCOB rules for Regulated Mortgage Contracts require that: (a) arrears charges represent a reasonable
estimate of the cost of the additional administration required as a result of the borrower being in arrears, and
(b) from 25 June 2010, the borrower's payments are allocated first towards paying off the balance of any
payment shortfall, excluding any interest or charges on that balance. In October 2010, the FSA issued a
statement that, in its view, early repayment charges are likely to amount to the price paid by the borrower in
exchange for services provided and may not be reviewable for fairness under the UTCCR provided that they
are written in plain and intelligible language and are adequately drawn to the borrower's attention. In January
2012, the FSA issued a further statement intended to raise awareness of issues that it commonly identifies
under the UTCCR (such statement has since been withdrawn — see below).

Historically the OFT, FSA and FCA (as appropriate) have issued guidance on the UTCCR. This has
included: (i) OFT guidance on fair terms for interest variation in mortgage contracts dated February 2000; (ii) an
FSA statement of good practice on fairness of terms in consumer contracts dated May 2005; (iii) an FSA
statement of good practice on mortgage exit administration fees dated January 2007; and (iv) FSA finalised
guidance on unfair contract terms and improving standards in consumer contracts dated January 2012.

On 2 March 2015, the FCA updated its online unfair contract terms library by removing some of its
material (including the abovementioned guidance) relating to unfair contract terms. The FCA stated that such
material "no longer reflects the FCA's views on unfair contract terms" and that firms should no longer rely on the
content of the documents that had been removed.

The broad and general wording of the UTCCR and CRA makes any assessment of the fairness of
terms largely subjective and makes it difficult to predict whether or not a term would be held by a court to be
unfair. It is therefore possible that any Loans which have been made to Borrowers covered by the UTCCR and
the CRA may contain unfair terms which may result in the possible unenforceability of the terms of the
underlying loans. If any term of the Loans entered into between 1 July 1999 and 30 September 2015 is found
to be unfair for the purpose of the UTCCR, this may reduce the amounts available to meet the payments due in
respect of the issuing entity notes.

On 19 December 2018, the FCA published finalised guidance: “Fairness of variation terms in financial
services consumer contracts under the Consumer Rights Act 2015” (FG 18/7), outlining factors the FCA
consider firms should have regard to when drafting and reviewing variation terms in consumer contracts. This
follows developments in case law, including at the Court of Justice of the EU. The finalised guidance relates to
all financial services consumer contracts entered into since 1 July 1995. The FCA stated that firms should
consider both this guidance and other rules that apply when they draft and use variation terms in their
consumer contracts. The FCA stated that the finalised guidance will apply to FCA authorised persons and their
appointed representative in relation to any consumer contracts which contain variation terms.

The guidance issued by the regulators has changed over time and it is possible that it may change in
the future. No assurance can be given that any such changes in guidance on the UTCCR and CRA, or reform
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of the UTCCR and the CRA, will not have a material adverse effect on the seller, the servicer and the issuing
entity and their respective businesses and operations. This may adversely affect the ability of the issuing entity
to make payments in full on the issuing entity notes when due.

Consumer Rights Act 2015

The main provisions of the CRA came into force on 1 October 2015. The CRA significantly reforms and
consolidates consumer law in the UK. The CRA involves the creation of a single regime out of the Unfair
Contract Terms Act 1977 (which essentially deals with attempts to limit liability for breach of contract) and the
UTCCR for contracts entered into on or after 1 October 2015. The CRA has revoked the UTCCR in respect of
contracts made on or after 1 October 2015 and introduced a new regime for dealing with unfair contractual
terms as follows:

Under Part 2 of the CRA an unfair term of a consumer contract (a contract between a trader and a
consumer) is not binding on a consumer (an individual acting for purposes that are wholly or mainly outside that
individual's trade, business, craft or profession). Additionally, an unfair notice is not binding on a consumer,
although a consumer may rely on the term or notice if the consumer chooses to do so. A term will be unfair
where, contrary to the requirement of good faith, it causes significant imbalance in the parties' rights and
obligations under the contract to the detriment of the consumer. In determining whether a term is fair it is
necessary to: (i)take into account the nature of the subject matter of the contract; (ii) refer to all the
circumstances existing when the term was agreed; and (iii) refer to all of the other terms of the contract or any
other contract on which it depends.

Schedule 2 of the CRA contains an indicative and non-exhaustive "grey list" of terms of consumer
contracts that may be regarded as unfair. Notably, paragraph 11 lists "a term which has the object or effect of
enabling the trader to alter the terms of the contract unilaterally without a valid reason which is specified in the
contract although paragraph 22 provides that this does not include a term by which a supplier of financial
services reserves the right to alter the rate of interest payable by or due to the consumer, or the amount of other
charges for financial services without notice where there is a valid reason if the supplier is required to inform the
consumer of the alteration at the earliest opportunity and the consumer is free to dissolve the contract
immediately.

A term of a consumer contract which is not on the "grey list" may not be assessed for fairness to the
extent that (i) it specifies the main subject matter of the contract; and/or (ii) the assessment is of the
appropriateness of the price payable under the contract by comparison with the goods, digital content or
services supplied under it, provided it is transparent and prominent.

Where a term of a consumer contract is "unfair” it will not bind the consumer. However, the remainder
of the contract, will, so far as practicable, continue to have effect in every other respect. Where a term in a
consumer contract is susceptible of multiple different meanings, the meaning most favourable to the consumer
will prevail. It is the duty of the court to consider the fairness of any given term. This can be done even where
neither of the parties to proceedings have explicitly raised the issue of fairness.

The Unfair Contract Terms and Consumer Notices Regulation Guide (UNFCOG in the FCA handbook)
explains the FCA’s policy on how it uses its powers under the CRA and the CMA published guidance on the
unfair terms provisions in the CRA on 31 July 2015 (the CMA Guidance). The CMA indicated in the CMA
Guidance that the fairness and transparency provisions of the CRA are regarded to be “effectively the same as
those of the UTCCR”. The document further notes that “the extent of continuity in unfair terms legislation means
that existing case law generally, and that of the Court of Justice of the European Union particularly, is for the
most part as relevant to the Act as it was the UTCCRs.”

No assurance can be given that any changes in legislation, guidance or case law on unfair terms will
not have a material adverse effect on the seller, the servicer and the issuing entity and their respective
businesses and operations. There can be no assurance that any such changes (including changes in
regulators' responsibilities) will not affect the loans.

Non-Disclosure of Broker Commissions

Certain of the loans may also have been originated through such intermediaries, including mortgage
brokers and mortgage advisers. In line with market practice, the originators paid commission to such
intermediaries in consideration for such activities in the form of a procuration fee. The standard loan offer
documents for a number of such loans specified the fact and amount of commission, however the standard loan
offer documents of a number of such other loans were either silent as to broker commissions or contained a
statement that an introductory fee based on a percentage of the gross loan will be paid to the intermediary
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following completion. Where only the existence but not the amount of the commission was disclosed to a
borrower then, depending on the circumstances of the case, that borrower may have a claim against the
relevant legal title holder of the affected loan. If such claim was successful, it is likely that a court would order
payment to such borrower of the amount of commission paid in respect of the affected loan together with
interest on that amount (although the court does have discretion as to the remedy that it would award the
borrower in the circumstances), whereas the award is likely to be greater where there was a failure to disclose
the existence of the commission to a borrower.

United Kingdom implementation of the Unfair Commercial Practices Directive 2005 may have a material
adverse effect on the loans and accordingly on the ability of the issuing entity to make payments to the
holders of the notes

On 11 May 2005, the European Parliament and the Council adopted Directive (2005/29/EC) regarding
unfair business-to-consumer commercial practices (the Unfair Practices Directive). Generally, this directive
applies full harmonisation, which means that member states may not impose more stringent provisions in the
fields to which full harmonisation applies. However, by way of exception, this directive permits member states to
impose more stringent provisions in the fields of financial services and immovable property, such as mortgage
loans.

The Unfair Practices Directive provides that enforcement bodies may take administrative action or legal
proceedings against a commercial practice on the basis that it is “unfair” within the Unfair Practices Directive.
The Unfair Practices Directive is intended to protect only collective interests of consumers, and so is not
intended to give any claim, defence or right to set-off to an individual consumer.

The Unfair Practices Directive has been implemented in the UK through the Consumer Protection from
Unfair Trading Regulations 2008 (the CPUTR), which came into force on 26 May 2008. The CPUTR prohibits
certain practices which are deemed to be “unfair’. Breach of the CPUTR does not (of itself) render an
agreement void or unenforceable, but it is a criminal offence punishable by a fine and/or imprisonment. The
possible liabilities for misrepresentation or breach of contract in relation to the underlying credit agreement may
result in irrecoverable losses on amounts to which such agreements apply. The CPUTR did not originally
provide consumers with a private act of redress. Instead, consumers must rely on existing private law remedies
based on the law of misrepresentation and duress. However, the Consumer Protection (Amendment)
Regulations 2014 (Sl 870/2014) was laid before Parliament on 1 April 2014 and came into force on 1 October
2014. In certain circumstances, these amendments to the CPUTR give consumers a right to redress for
misleading or aggressive commercial practices (as defined in the CPUTR), including a right to unwind
agreements.

In addition, the Unfair Practices Directive is taken into account in reviewing its rules under the FSMA.
For example, MCOB rules for regulated mortgage contracts from 25 June 2010 (formerly these were matters of
non-binding guidance) prevent the lender from: (a) repossessing the mortgaged property unless all other
reasonable attempts to resolve the position have failed, which include considering whether it is appropriate to
offer an extension of the term, or a change in product type; and (b) automatically capitalising a payment
shortfall.

No assurance can be given that the UK's implementation of the Unfair Practices Directive will not have
a material adverse effect on the loans or on the manner in which they are serviced and accordingly on the
ability of the issuing entity to make payments to the holders of the issuing entity notes.

Decisions of the Ombudsman could lead to some terms of the loans being varied, which may adversely
affect payments on the notes

Under the FSMA, the Financial Ombudsman Service (the Ombudsman), an independent adjudicator,
is required to make decisions on, inter alia, complaints relating to the activities and transactions under its
jurisdiction on the basis of what, in the Ombudsman's opinion, would be fair and reasonable in all the
circumstances of the case, taking into account, inter alia, law and guidance, rather than making determinations
strictly on the basis of compliance with law. Transitional provisions exist by which certain complaints relating to
breach of the Mortgage Code occurring before the Regulation Effective Date may be dealt with by the
Ombudsman. Complaints properly brought before the Ombudsman for consideration must be decided on a
case-by-case basis, with reference to the particular facts of any individual case. Each case is first adjudicated
by an adjudicator. Either party to the case may appeal against the adjudication. In the event of an appeal, the
case proceeds to a final decision by the Ombudsman. As the Ombudsman is required to make decisions on the
basis of, inter alia, the principles of fairness, and may order a money award to the borrower, it is not possible to
predict how any future decision of the Ombudsman would affect the issuing entity's ability to make payments in
full on the issuing entity notes when due.
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Land Registration Reform in Scotland

The Land Registration etc. (Scotland) Act 2012 (the 2012 Act) came into force in Scotland on 8
December 2014. One of the policy aims of the 2012 Act is to encourage the transfer of property titles recorded
in the historic General Register of Sasines to the more recently established Land Register of Scotland with the
aim of eventually closing the General Register of Sasines.

At present, title to a residential property that is recorded in the General Register of Sasines will usually
only require to be moved to the Land Register of Scotland (a process known as ffirst registration’) when that
property is sold or if the owner decides voluntarily to commence first registration. However, the 2012 Act sets
out additional circumstances which trigger first registration of properties recorded in the General Register of
Sasines, including (i) the recording of a standard security or (ii) the recording of an assignation of a standard
security (which would extend to any assignation granted by the seller in favour of the mortgages trustee in
respect of Scottish mortgages in the portfolio recorded in the General Register of Sasines, pursuant to the
terms of the mortgage sale agreement following a perfection event (a Scottish Sasine Transfer)).

The relevant provisions of the 2012 Act relating to the recording of standard securities came into force
on 1 April 2016 (the Commencement Date). Only standard securities created over properties recorded in the
General Register of Sasines after the Commencement Date will be affected.

Registers of Scotland published a report on 15 February 2015 stating that for the time being, other
deeds such as assignations of standard securities (including Scottish Sasine Transfers) will continue to be
accepted in the General Register of Sasines indefinitely although Registers of Scotland have reserved the right
to consult further on this issue in the future.

If the General Register of Sasines becomes closed to assignations of standard securities under the
same provisions then this would also have an impact on the registration of Scottish Sasine Transfers executed
following a perfection event with the probability of higher legal costs and a longer period required to complete
registration than would currently be the case.

Scotland Act 2016

On 23 March 2016 the Scotland Act 2016 received Royal Assent and passed into UK law. Amongst
other things, the Scotland Act 2016 passes control of income tax to the Scottish Parliament by giving it the
power to raise or lower the rate of income tax and thresholds for non-dividend and non-savings income of
Scottish residents. Whilst the majority of the provisions are not expected to have an adverse impact on the
Scottish economy or on mortgage origination in Scotland, increased powers for the Scottish Parliament to
control income tax could mean that Borrowers in Scotland are subject to a different rate of income tax from
borrowers in the same income bracket in England and Wales, which may affect some Borrowers’ ability to pay
amounts when due on the Loans originated in Scotland, and which, in turn, may adversely affect the ability of
the issuing entity to make payments under the notes.

9. LEGAL AND REGULATORY RISKS RELATING TO THE STRUCTURE AND THE NOTES
Changes of law may adversely affect your interests

The structure of the mortgages trust and the ratings of the notes are based on English law, UK tax law
and HM Revenue and Customs published practice and (in relation to the Scottish loans) Scots law in effect as
at the date of this base prospectus. The transactions described in this base prospectus (including the issuance
of the notes) and the ratings which are to be assigned to the notes are based on the relevant law and
administrative practice in effect as at the date hereof, and having regard to the expected tax treatment of all
relevant entities under such law and practice. No assurance can be given as to the impact of any possible
change to the law (including any change in regulation which may occur without a change in primary legislation),
administrative practice or tax treatment after the date of this base prospectus nor can any assurance be given
as to whether any such change would adversely affect the ability of the issuing entity to make payments under
the notes. In addition, it should be noted that regulatory requirements (including any applicable retention, due
diligence or disclosure obligations) may be recast or amended and there can be no assurance that any such
changes will not adversely affect the compliance position of a transaction described in this base prospectus or
of any party under any applicable law or regulation.

Regulatory initiatives and reforms may have an adverse impact on the regulatory treatment of the notes

In Europe, the U.S. and elsewhere there is increased political and regulatory scrutiny of the asset-
backed securities industry. This has resulted in a raft of measures for increased regulation which are currently
at various stages of implementation and which may have an adverse impact on the regulatory position for
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certain investors in securitisation exposures and/or the incentives for certain investors to hold asset-backed
securities, and may thereby affect the liquidity of such securities. Investors in the notes are responsible for
analysing their own regulatory position and none of the issuing entity, the arranger, any dealer, any manager or
the seller makes any representation to any prospective investor or purchaser of the notes regarding the
regulatory treatment of their investment in the notes on the relevant closing date or at any time in the future.

In particular, investors should note that the Basel Committee on Banking Supervision (BCBS) has
approved a series of significant changes to the Basel regulatory capital and liquidity framework (such changes
being referred to by the BCBS as Basel lll), including revisions to the securitisation framework which may result
in increased regulatory capital requirements in respect of certain positions. Basel Ill envisages a substantial
strengthening of the existing prudential rules including new capital and liquidity requirements intended to
reinforce capital standards and to establish minimum liquidity standards and a minimum leverage ratio for
financial institutions. The changes include, amongst other things, new requirements for the capital base,
measures to strengthen the capital requirements for counterparty credit exposures arising from certain
transactions and the introduction of a leverage ratio as well as short-term and longer-term standards for funding
liquidity (referred to as the Liquidity Coverage Ratio and the Net Stable Funding Ratio).

BCBS member countries agreed to implement the initial phase of the Basel Il reforms from 1 January
2013 and the second phase from 1 January 2022, subject to transitional and phase-in arrangements for certain
requirements. As implementation of any changes to the Basel framework (including those made via Basel IlI)
requires national legislation, the final rules and the timetable for its implementation in each jurisdiction, as well
as the treatment of asset-backed securities, may be subject to some level of national variation. It should also be
noted that changes to regulatory capital requirements have been made for insurance and reinsurance
undertakings through participating jurisdiction initiatives, such as the Solvency Il framework in Europe.

On 26 June 2013 the European Parliament and European Council adopted a legislative package of
proposals by a Capital Requirements Regulation and an associated Capital Requirements Directive (known
together as CRD IV) to implement the Basel Il changes. The legislation entered into force on 1 January 2014,
although many provisions will be phased in with full implementation of CRD IV required by January 2024;
however, the proposals allow individual Member States to implement the stricter requirements of contributing
instruments and/or implement increases to the required levels of capital more quickly than envisaged.

CRD IV substantially reflects the Basel Il capital and liquidity standards and the applicable
implementation timeframes, although there are some differences. CRD IV provides for (among other things)
new requirements to reduce reliance by credit institutions on external credit ratings, by requiring that all banks'
investment decisions are based not only on ratings but also on their own internal credit opinion, and that banks
with a material number of exposures in a given portfolio develop internal ratings for that portfolio instead of
relying on external ratings for the calculation of their capital requirements.

The changes approved, and the further changes being considered, by the Basel Committee and those
in the process of implementation by European authorities may have an impact on incentives to hold the notes
for investors that are subject to requirements that follow the revised framework and, as a result, they may affect
the liquidity and/or value of the notes. It should also be noted that changes to regulatory capital requirements
are coming for insurance and reinsurance undertakings through national initiatives, such as the Solvency Il
framework in Europe.

It should be noted that the European authorities have adopted and finalised two new regulations related
to securitisation (being Regulation (EU) 2017/2401 and Regulation (EU) 2017/2402 (the Securitisation
Regulation)) which applied in general from 1 January 2019. Amongst other things, the regulations include
provisions intended to implement the revised securitisation framework developed by BCBS (with adjustments)
and provisions intended to harmonise and replace the risk retention and due diligence requirements (including
the corresponding guidance provided through technical standards) applicable to certain EU regulated investors.
There are material differences between the new requirements and the previous requirements including with
respect to the certain matters to be verified under the due diligence requirements, as well as with respect to the
application approach (i.e. direct application versus indirect application) and the originator entities eligible to
retain the required interest. Further differences may arise under the corresponding guidance which applies
under the new risk retention requirements, which guidance is made through new technical standards. In
general, the new regulations (including the retention and due diligence requirements) apply to securitisations
the securities of which are issued on or after the application date of 1 January 2019, including securitisations
established prior to the date where further securities are issued on or after 1 January 2019. Accordingly, the
new requirements will apply to an issuance of notes on or after the application date.

Investors should be aware of the due diligence requirements which currently apply, or are expected to
apply in the future, in respect of various types of EU regulated investors including credit institutions, authorised
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alternative investment fund managers, investment firms, insurance and reinsurance undertakings and UCITS
funds as a result of the Securitisation Regulation. Amongst other things, such requirements restrict a relevant
investor from investing in asset-backed securities unless (i) that investor is able to demonstrate that it has
undertaken certain due diligence in respect of various matters including its note position, the underlying assets
and (in the case of certain types of investors) the relevant sponsor or originator and (ii) the originator, sponsor
or original lender in respect of the relevant securitisation has explicitly disclosed to the investor that it will retain,
on an on-going basis, a net economic interest of not less than 5% in respect of certain specified credit risk
tranches or asset exposures. Failure to comply with one or more of the requirements may result in various
penalties including, in the case of those investors subject to regulatory capital requirements, the imposition of a
penal capital charge on the notes acquired by the relevant investor. Aspects of the requirements and what is or
will be required to demonstrate compliance to national regulators remain unclear.

The risk retention and due diligence requirements described above apply, in respect of the notes. With
respect to the commitment of the seller to retain a material net economic interest in the securitisation and with
respect to the information to be made available by the issuing entity or another relevant party (or by the seller in
its capacity as the servicer or the cash manager on the issuing entity's behalf), please see the statements set
out under “Certain Regulatory Requirements—Securitisation Regulation requirements” below. Relevant
investors are required to independently assess and determine the sufficiency of the information described
above for the purposes of complying with any relevant requirements and none of the issuing entity, the
arranger, any dealer, any manager or the seller makes any representation that the information described above
is sufficient in all circumstances for such purposes.

All investors whose investment activities are subject to investment laws and regulations, regulatory
capital requirements, or review by regulatory authorities (including the introduction or proposal of risk retention
rules) should consult with their own legal, accounting and other advisors in determining whether, and to what
extent, the notes are subject to investment or other restrictions, unfavourable accounting treatment, capital
charges or reserve requirements.

In addition, the Securitisation Regulation (and in particular, Article 7 of the Securitisation Regulation)
imposes certain enhanced disclosure requirements in respect of all securitisation transactions. As of the date of
this base prospectus, the final ESMA disclosure templates to be completed in accordance with Article 7 of the
Securitisation Regulation were not available. Therefore in accordance with the transitional provisions,
compliance with Article 7 of the Securitisation Regulation shall be satisfied using the CRA Il templates (until the
final approval of the ESMA templates is available) and is subject to a joint statement published on 30 November
2018 by ESMA and the other European supervisory authorities sought to provide some comfort that competent
authorities should use their supervisory powers in relation to the interim requirements for reporting under
Articles 7(1)(a) and (e) in a proportionate and risk-based manner. However, it is not possible to predict the
manner, if any, in which competent authorities will take account of the joint statement when exercising powers
under the EU Securitisation Regulation. The date of publication of the final ESMA disclosure templates, and the
process for their implementation, including the availability of any transitional period or grandfathering for
securitisation transactions that closed prior to such publication date is unclear, and it may, amongst other
things, adversely affect the ability of the issuing entity (as the designated entity responsible for compliance with
Article 7 of the Securitisation Regulation) and the seller, and thus the transactions contemplated by this Base
Prospectus, to comply with the Securitisation Regulation.

Prospective investors should, make themselves aware of the changes and requirements described
above (and any corresponding implementing rules of their regulator), where applicable to them, in addition to
any other applicable regulatory requirements with respect to their investment in the notes. The matters
described above and any other changes to the regulation or regulatory treatment of the notes for some or all
investors may negatively impact the regulatory position of individual investors and, in addition, have a negative
impact on the price and liquidity of the notes in the secondary market.
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Simple, Transparent and Standardised Securitisations (STS)

The new regime under, the Securitisation Regulation sets out the new criteria and procedures applicable
to EU securitisations seeking the designation as “simple, transparent and standardised” (STS) securitisations,
and includes provisions that harmonise and replace the risk retention and due diligence requirements
applicable to certain EU-regulated investors. If the Securitisation Regulation regime applies with respect to the
issuance of a series of notes, then certain EU-regulated investors are restricted from investing in such notes
unless that investor is able to demonstrate that it has undertaken certain due diligence assessments and
verified various matters (see “Regulatory initiatives may have an adverse impact on the regulatory treatment of
the notes” above).

The seller, in its capacity as originator for the purposes of the Securitisation Regulation, may procure an
STS notification (an STS notification) to be submitted to ESMA in accordance with Article 27 of the
Securitisation Regulation, and to the FCA, that the requirements of Articles 19 to 22 of the Securitisation
Regulation (the STS requirements) have been satisfied with respect to the issuance of a series of notes. The
originator is aware of is obligations in respect of, and the process for, a submission of an STS notification. In the
event that the originator makes an STS notification with respect to a series of notes, no assurance can be given
that such series of notes meeting the STS requirements applicable at the time of such STS notification will
remain compliant because the STS requirements may change over time. In addition, (i) no assurance can be
given on how competent authorities will interpret and apply the STS requirements, (ii) any international or
national regulatory guidance may be subject to change following the initial STS notification, and (iii) related
regulations such as the Capital Requirements Regulation and the LCR Regulation are subject to change and,
therefore, what is or will be required to demonstrate compliance with the STS requirements to national
regulators remains unclear. Notes issued under the Programme are not yet under the subject of an STS
notification (as defined in the Securitisation Regulation) and thus do not appear on the list of STS
Securitisations. Whilst the consequences of such lack of STS status are unclear, it may, amongst other things,
adversely affect the liquidity and/or value of the notes.

In addition, following any withdrawal of the UK from the European Union, the Securitisation Regulation
and other related regulations are expected to be adopted into UK law (and subject to the publication of national
regulatory guidance), and, therefore, any series of notes which satisfied the STS requirements as adopted by
the EU at the time the initial STS notification was published by ESMA may no longer satisfy such requirements
under EU law and/or UK law, as applicable. The STS status of any series of notes is not static and prospective
investors should verify the current status of such notes on ESMA’s website. Investors need to make their own
independent assessment of the impact on the capital treatment of any series of notes which satisfied the STS
requirements under EU law on issuance but which no longer satisfy such requirements following any withdrawal
of the UK from the European Union.

Failure by an investor to comply with any due diligence requirements applicable to it will result in various
penalties, including, in the case of those investors subject to regulatory capital requirements, the imposition of a
penal capital charge on the notes acquired by the relevant investor.

With respect to an STS notification, the seller may or may not obtain an assessment of compliance of the
relevant notes with the STS requirements, as well as with relevant provisions of Article 243 and Article 270 of
the Capital Requirements Regulation and/or Article 7 and Article 13 of the LCR Regulation (an STS
assessment), from a third party verification agent authorised under Article 28 of the Securitisation Regulation
(an authorised verification agent). If an authorised verification agent is appointed to prepare an STS
assessment with respect to any notes issued under the programme, the name of such agent will be disclosed in
the relevant STS notification (and relevant final terms) and the corresponding STS assessment will be publicly
available. It is important to note that the involvement of an authorised verification agent is not mandatory and
the responsibility for compliance with the Securitisation Regulation remains with the relevant institutional
investors, originators, sponsors, funding entities and issuers, as applicable in each case. An STS assessment
will not absolve such entities from making their own assessments with respect to the Securitisation Regulation,
the relevant provisions of Article 243 and Article 270 of the Capital Requirements Regulation and/or Article 7
and Article 13 of the LCR Regulation, and an STS assessment cannot be relied on to determine compliance
with the foregoing regulations in the absence of such verifications by the relevant entities. Further, an STS
assessment is not an opinion on the creditworthiness of the relevant notes or on the level of risk associated with
an investment in the relevant notes. It is also not an indication of the suitability of the relevant notes for any
investor and/or a recommendation to buy, sell or hold notes. Institutional investors that are subject to the due
diligence requirements of the Securitisation Regulation need to make their own independent assessment and
may not solely rely on any STS assessment, the STS notification or other disclosed information.

The Dodd-Frank Wall Street Reform and Consumer Protection Act
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Legislation and regulations adopted by the United States federal government following the financial
crisis continue to create uncertainty in the credit and other financial markets. These actions include, but are not
limited to, the enactment of the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank
Act), which imposed a new regulatory framework over the U.S. financial services industry and the consumer
credit markets in general, and the adoption of its related regulations. In addition, there is also uncertainty
regarding the nature and timing of additional regulations that are required under the Dodd-Frank Act but have
yet to be promulgated. Given the broad scope and sweeping nature of these changes, significant unresolved
questions regarding the proper application of the regulations that have been adopted and the fact that final
implementing rules and regulations have not yet in certain cases been enacted or come into effect, the potential
impact of these actions on the issuing entity, any of the issuing entity notes or any owners of interests in the
issuing entity notes is unknown, and no assurance can be made that the impact of such changes would not
have a material adverse effect on the prospects of the issuing entity or the value or marketability of the issuing
entity notes. In particular, if existing transactions are not exempted from any such new rules or regulations, the
costs of compliance with such rules and regulations could have a material adverse effect on the issuing entity
and the noteholders.

Pursuant to the Dodd-Frank Act, regulators in the United States have promulgated or are expected to
promulgate a range of new regulatory requirements that may affect the pricing, terms, funding and compliance
costs associated with swap transactions and the availability of such swap transactions that may be entered into
by the issuing entity from time to time. The Dodd-Frank Act also significantly expands the coverage and scope
of regulations that limit affiliate transactions within a banking organisation, including coverage of the credit
exposure on derivatives transactions, repurchase and reverse repurchase agreements and securities borrowing
and lending transactions. Some or all of the issuing entity's swap agreements may be affected by
(i) requirements for central clearing with a derivatives clearinghouse organisation, (ii) initial or variation margin
requirements of clearing organisations or initial or variation margin requirements with respect to uncleared
swaps and (iii) swap reporting and recordkeeping obligations, and other matters. These new requirements may
significantly increase the cost to the issuing entity of entering into swap transactions, have unforeseen legal
consequences on the issuing entity or have other material adverse effects on the issuing entity or the
noteholders.

Furthermore, regulations requiring the posting of variation margin on uncleared swaps entered into by
entities such as the issuing entity went into effect in the United States on 1 March 2017. The application of US
regulations to a swap transaction or a proposed swap transaction could have a material adverse effect on the
issuing entity’s ability to hedge its interest and currency rate exposure, or on the cost of such hedging.

The final regulations implementing Section 619 of the Dodd-Frank Act (commonly referred to as the
Volcker Rule) generally prohibit “banking entities” (broadly defined to include U.S. banks, bank holding
companies and foreign banking organizations, together with their respective subsidiaries and other affiliates)
from (i) engaging in proprietary trading, (ii) acquiring or retaining an ownership interest in, or sponsoring, a
“covered fund”, and (iii) entering into certain relationships with such funds, subject to certain exceptions and
exclusions. See “The notes” on the cover of this base prospectus for information on the issuing entity’s status
under the Volcker Rule. On 30 May 2018, the Federal Reserve and other federal regulators requested comment
on proposed modifications to the Volcker Rule, including modifications to the scope of restrictions on proprietary
trading and investments in covered funds. It cannot be predicted at this time what, if any, modifications to the
Volcker Rule may be adopted or what the impact of such changes will be. Any prospective investor in any
issuing entity notes, including a U.S. or foreign bank or a subsidiary or other affiliate thereof, should consult its
own legal advisors regarding the effect of the Volcker Rule.

U.S. Credit Risk Retention

In the United States, on 21 October 2014, the FDIC, the Federal Housing Finance Agency (the FHFA)
and the Office of the Comptroller of the Currency (the OCC) adopted a final rule implementing the U.S. Credit
Risk Retention Requirements. The following day, the Board of Governors of the Federal Reserve System, the
SEC and the Department of Housing and Urban Development (collectively with the FDIC, FHFA and OCC, the
Joint Regulators) adopted the U.S. Credit Risk Retention Requirements. As required by the Dodd-Frank Act,
the U.S. Credit Risk Retention Requirements generally require “securitizers” to retain not less than 5 per cent.
of the credit risk of the mortgage loans securitized and generally prohibit securitizers from directly or indirectly
eliminating or reducing its credit exposure by hedging or otherwise transferring the credit risk that the securitizer
is required to retain. The U.S. Credit Risk Retention Requirements became effective for residential mortgage-
backed securities on 24 December 2015. As described under “Certain Regulatory Requirements— U.S.
credit risk retention”, the seller, in its capacity as originator, will comply with this requirement by maintaining a
seller share in the master trust calculated in accordance with such regulations that will equal not less than 5 per
cent. of the aggregate outstanding principal balance of all notes issued by the issuing entity, with certain
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exceptions. If the seller share does not equal at least 5 per cent. of the aggregate outstanding principal balance
of all notes issued by the issuing entity, with certain exceptions, by the first issuance of notes following the date
of this base prospectus, does not continue to equal at least 5 per cent. of the aggregate outstanding principal
balance of all notes issued by the issuing entity, with certain exceptions, as tested on a monthly basis on each
calculation date, or if the seller reduces or limits its financial exposure to the seller share in certain
circumstances, the U.S. Credit Risk Retention Requirements will not be satisfied. If the seller fails to retain
credit risk in accordance with the U.S. Credit Risk Retention Requirements, the value and liquidity of the notes
may be adversely impacted. In addition, in the event that the seller share does not equal at least 5 per cent. of
the aggregate outstanding principal balance of all notes issued by the issuing entity, with certain exceptions,
and such deficiency persists for two consecutive calculation dates, a non-asset trigger event will occur. See
“Certain Regulatory Requirements— U.S. credit risk retention” in this base prospectus for information on
how the seller complies with the U.S. Credit Risk Retention Requirements.

Prospective investors should make themselves aware of the changes and requirements described
under the headings above (and any corresponding implementing rules of their regulator), where applicable to
them, in addition to any other applicable regulatory requirements with respect to their investment in the notes.
The matters described above and any other changes to the regulation or regulatory treatment of the notes for
some or all investors may negatively impact the regulatory position of individual investors and, in addition, have
a negative impact on the price and liquidity of the notes in the secondary market.

Risks Associated with the Investment Company Act

The issuing entity has not registered with the SEC as an investment company under the Investment
Company Act.

If the SEC or a court of competent jurisdiction were to find that the issuing entity is in violation of the
Investment Company Act having failed to register as an investment company thereunder, possible
consequences include, but are not limited to, the following: (i) the SEC could apply to a district court to enjoin
the violation; (ii) investors in the notes could sue the issuing entity and recover any damages caused by the
violation; and (iii) any contract to which the issuing entity is party that is made in, or whose performance
involves a violation of the Investment Company Act would be unenforceable by any party to that contract unless
a court were to find that under the circumstances enforcement would produce a more equitable result that non-
enforcement and would not be inconsistent with the purposes of the Investment Company Act. Should the
issuing entity be subjected to any or all of the foregoing it could be materially and adversely affected.

Potential effects of any additional regulatory changes

No assurance can be given that changes will not be made to the regulatory regime and developments
described above in respect of the mortgage market in the United Kingdom generally, the seller's particular
sector in that market or specifically in relation to the seller. Any such action or developments, in particular, but
not limited to, the cost of compliance, may have a material adverse effect on the seller, the mortgages trustee
and/or the servicer and their respective businesses and operations. This may adversely affect the issuing
entity's ability to make payments in full when due on the notes.

Lloyds Bank Group is also subject to a number of EU and UK proposals and measures targeted at
preventing financial crime (including anti-money laundering and terrorist financing). This includes the EU’s
Fourth Anti-Money Laundering Directive (Directive (EU) 2015/849), which came into force in June 2017 and
aims to enhance processes to counter money laundering and terrorist financing. Lloyds Bank Group will also
be subject to the recast Fifth Anti-Money Laundering Directive which was published in the Official Journal of the
EU on 19 June 2018. Provisions of the Fifth Anti-Money Laundering Directive will be required to be
implemented by member states of the EU by 10 January 2020. Although this date is after Brexit, it is expected
that the UK will implement the provisions of the Fifth Anti-Money Laundering Directive. Lloyds Bank Group is
committed to operating a business that prevents, deters and detects money laundering and terrorist financing,
and will introduce any changes required in line with the new directive and industry guidance. However, if there
are breaches of these measures or existing law and regulation relating to financial crime, Lloyds Bank Group
could face significant administrative, regulatory and criminal sanctions as well as reputational damage which
may have a material adverse effect on Lloyds Banking Group entities undertaking roles under the programme
and could impact their businesses and products including businesses and products directly relevant to the
programme's operations, financial condition and prospects.

Risks relating to the Banking Act 2009

The Banking Act 2009 (the Banking Act) includes provision for a special resolution regime (SRR)
pursuant to which specified UK authorities have extended tools to deal with the failure (or likely failure) of
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certain UK incorporated entities, including authorised deposit-taking institutions and investment firms, and
powers to take certain resolution actions in respect of EEA and third country institutions. Relevant transaction
entities for these purposes may include the seller, the servicer, the issuing entity cash manager, the cash
manager, the issuing entity account bank, the account bank, the issuing entity subordinated loan provider, the
issuing entity start-up loan provider, the Funding 2 Z loan provider, the issuing entity swap provider, the
Funding 2 swap provider and the Funding 1 swap provider. The tools available under the Banking Act may be
used in respect of relevant institutions and, in certain circumstances, their UK established banking group
companies (such as Lloyds Bank Group) and such tools include share and property transfer powers (including
powers for partial property transfers), bail-in powers, certain ancillary powers (including powers to modify
contractual arrangements in certain circumstances) and special insolvency procedures which may be
commenced by the UK authorities. It is possible that the extended tools described above could be used prior to
the point at which an application for insolvency proceedings with respect to a relevant entity could be made
and, in certain circumstances, the UK authorities may exercise broad pre-resolution powers in respect of
relevant entities with a view to removing impediments to the exercise of the stabilisation tools.

In general, the Banking Act requires the UK authorities to have regard to specified objectives in
exercising the powers provided for by the Banking Act. One of the objectives (which is required to be balanced
as appropriate with the other specified objectives) refers to the protection and enhancement of the stability of
the financial system of the United Kingdom. The Banking Act includes provisions related to compensation in
respect of instruments and orders made under it. In general, there is considerable uncertainty about the scope
of the powers afforded to UK authorities under the Banking Act and how the UK authorities may choose to
exercise them.

If an instrument or order were to be made under the provisions of the Banking Act currently in force in
respect of a relevant entity as described above, such action may (amongst other things) affect the ability of
such entities to satisfy their obligations under the transaction documents and/or result in the cancellation,
modification or conversion of certain unsecured liabilities of such entity under the transaction documents or in
other modifications to such documents. In particular, modifications may be made pursuant to powers permitting
(i) certain trust arrangements to be removed or modified (such as the mortgages trust or a Scottish declaration
of trust), (ii) contractual arrangements between relevant entities and other parties to be removed, modified or
created where considered necessary to enable a transferee in the context of a property or share transfer to
operate the transferred business effectively and (iii) in connection with the modification of an unsecured liability
through use of the bail-in tool, the discharge of a relevant entity from further performance of its obligations
under a contract. In addition, subject to certain conditions, powers would apply to require a relevant instrument
or order (and related events) to be disregarded in determining whether certain widely defined "default events"
have occurred (which events may include trigger events included in the transaction documents in respect of the
relevant entity, including termination events and (in the case of the seller) trigger events in respect of perfection
of legal title to the loans). As a result, the making of an instrument or order in respect of a relevant entity as
described above may affect the ability of the issuing entity to meet its obligations in respect of the notes.

As noted above, the stabilisation tools may be used in respect of certain banking group companies
provided certain conditions are met. The UK authorities have provided an exclusion for certain securitisation
companies, which exclusion is expected to extend to the issuing entity, Funding 1 and Funding 2, although
aspects of the relevant provisions are not entirely clear.

At present, the UK authorities have not made an instrument or order under the Banking Act in respect
of the entities referred to above and there has been no indication that any such instrument or order will be
made, but there can be no assurance that this will not change and/or that noteholders will not be adversely
affected by any such instrument or order if made. While there is provision for compensation in certain
circumstances under the Banking Act, there can be no assurance that noteholders would recover compensation
promptly and equal to any loss actually incurred.

Lastly, on 15 May 2014, the European Parliament and Council adopted a directive establishing an EU-
wide framework for the recovery and resolution of credit institutions and investment firms (the Banking
Recovery and Resolution Directive or BRRD). The final text of the BRRD was published in the Official
Journal of the European Union on 12 June 2014 and entered into force on 2 July 2014, with Member States
required to adopt necessary implementing measures under national law by no later than 31 December 2014. In
the UK, the Banking Reform Act, which made provision for certain aspects of the “bail-in” power and further
legislation, was enacted during 2014 in order to give full effect to the majority of the provisions of BRRD from 1
January 2015.

The stated aim of the BRRD is to provide authorities designated by Member States to apply the
resolution tools and exercise the resolution powers set forth in the BRRD (the resolution authorities) with
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common tools and powers to address banking crises pre-emptively in order to safeguard financial stability and
minimise taxpayers’ exposure to losses. The powers granted to resolution authorities under the BRRD include
(but are not limited to): (i) a “write-down and conversion power” relating to Tier 1 and Tier 2 capital instruments
and (ii) a “bail-in” power relating to eligible liabilities. Such powers give resolution authorities the ability to write
down or write off all or a portion of the claims of certain unsecured creditors of a failing institution or group
and/or to convert certain debt claims into another security, including ordinary shares of the surviving entity, if
any. Such resulting ordinary shares may also be subject to write down or write off. Such powers were
implemented in the UK with effect from 1 January 2015.

The conditions for use of the bail-in power are, in summary, that: (i) the regulator determines that the
bank is failing or likely to fail, (ii) having regard to timing and other relevant circumstances, it is not reasonably
likely that (ignoring the stabilisation powers) action will be taken by or in respect of the bank to avoid the failure
of the bank, (iii) the relevant UK resolution authority determines that it is necessary having regard to the public
interest to exercise the bail-in power in the advancement of one of the statutory objectives of resolution and
(iv) one or more of those objectives would not be met to the same extent by the winding up of the bank. The
BRRD, as implemented, contains certain other limited safeguards for creditors in specific circumstances which
(a) in the case of the write-down and conversion power, may provide compensation to holders of the relevant
capital instruments via the issue or transfer of ordinary shares of the bank or its parent undertaking in certain
circumstances and (b) in the case of senior creditors, aim to ensure that they do not incur greater losses than
they would have incurred had the relevant financial institution been wound up under normal insolvency
proceedings.

European Market Infrastructure Regulation

The derivatives markets are subject to extensive regulation in a number of jurisdictions, including in
Europe pursuant to Regulation (EU) No 648/2012 of the European Parliament and of the Council of 4 July 2012
on OTC derivatives, central counterparties and trade repositories (EMIR) as amended and in the United States
under the Dodd-Frank Act. EMIR entered into force on 16 August 2012 and established certain requirements for
OTC derivatives contracts, including a mandatory clearing obligation (the Clearing Obligation), margin posting
(the Collateral Obligation) and other risk-mitigation techniques for OTC derivatives contracts not cleared by a
central counterparty, and reporting and record-keeping requirements.

Under EMIR (as amended by Regulation (EU) No 2019/834 (EMIR Refit 2.1)), (i) financial
counterparties (FCs) (which, following changes made by EMIR Refit 2.1, includes a sub-category of small
financial counterparties) and (ii) non-financial counterparties whose positions, together with the positions of all
other non-financial counterparties in its “group” (as defined in EMIR), in OTC derivatives (excluding hedging
positions) exceed a specified clearing threshold (NFC+s, and together with FCs, the In-scope
Counterparties) must clear via an authorized or recognised central counterparty (CCP) OTC derivatives
contracts that are entered into on or after the effective date for the Clearing Obligation for that counterparty pair
and class of derivatives (the Clearing Start Date). Unless an exemption applies, FCs and NFC+s must clear
any such OTC derivative contracts entered into between each other and with certain third country equivalent
entities (i.e. those that would have been subject to the Clearing Obligation if they were established in the
European Union). The process for implementing the Clearing Obligation is under way and a timeframe for
compliance has been established for the first class of transactions (being certain interest rate derivative
contracts in USD, EUR, GBP and JPY), with the Clearing Start Date for such contracts with NFC+s being 21
December 2018. Timeframes for mandatory clearing of certain other classes of OTC derivatives transactions
have also been established. On the basis that Funding 1, Funding 2 and the issuing entity are all currently non-
financial counterparties whose positions, together with the positions of all other non-financial counterparties in
their respective “groups”, in OTC derivatives (after the exclusion of hedging positions) do not exceed any of the
specified clearing thresholds (each, an NFC-), OTC derivatives contracts that are entered into by Funding 1,
Funding 2 or the issuing entity would not in any event be subject to any mandatory clearing or frontloading
requirements. If any of Funding 1, Funding 2 or the issuing entity’s counterparty status as an NFC- changes
then certain OTC derivatives contracts that are entered into by Funding 1, Funding 2 or the issuing entity (as
applicable) may become subject to the Clearing Obligation.

Under EMIR, OTC derivatives contracts entered into by NFC+ and FC entities (and/or third country
equivalent entities) that are not cleared by a CCP may be subject to certain margining requirements, unless
certain exemptions apply. The regulatory technical standards relating to the collateralization obligations in
respect of OTC derivatives contracts which are not cleared are now in force and the obligation for In-scope
Counterparties to margin uncleared OTC derivatives contracts was phased in from the first quarter of 2017 with
variation margin obligations applying to all transactions entered into by In-scope Counterparties from 1 March
2017. However, on the basis that Funding 1, Funding 2 and the issuing entity are all NFC-s, OTC derivatives
contracts that are entered into by Funding 1, Funding 2 or the issuing entity would not be subject to any
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margining requirements. If any of Funding 1, Funding 2 or the issuing entity’s counterparty status as an NFC-
changes then certain OTC derivatives contracts that are entered into by Funding 1, Funding 2 or the issuing
entity (as applicable) may become subject to margining requirements.

Further, OTC derivatives contracts that are not cleared by a CCP are also subject to certain other risk
mitigation techniques, including arrangements for timely confirmation of OTC derivatives contracts, portfolio
reconciliation, dispute resolution and arrangements for monitoring the value of outstanding OTC derivatives
contracts. These requirements are already in effect. In order to comply with certain of these risk mitigation
requirements each of Funding 1, Funding 2 and the issuing entity include appropriate provisions in each Swap
Agreement. In addition, under EMIR, counterparties must report all their OTC and exchange traded derivatives
contracts to an authorized or recognized trade repository or to ESMA.

EMIR may, inter alia, lead to more administrative burdens and higher costs for Funding 1, Funding 2
and/or the issuing entity which may in turn reduce the amounts available to make payments with respect to the
notes. Further, if any party fails to comply with the applicable rules under EMIR it may be liable for a fine. If
such a fine is imposed on the issuing entity, Funding 1 and/or Funding 2, this may also reduce the amounts
available to make payments with respect to the notes.

Notwithstanding the qualification on application described above, the position of any of the swaps under
each of the Clearing Obligation and Collateral Obligation is not entirely clear and may be affected by further
measures still to be made. It should also be noted that the Securitisation Regulation (which applied in general
from 1 January 2019), among other things, makes provisions for the development of technical standards in
connection with the EMIR regime specifying (i) an exemption from clearing obligations and (ii) a partial
exemption from the collateral exchange obligations for non-cleared OTC derivatives, in each case for STS
securitisation swaps (subject to the satisfaction of the relevant conditions). The final draft technical standards
have been prepared by the European Supervisory Authorities and submitted to the European Commission in
December 2018 and these are now subject to the EU political negotiation process. As a result, the time of entry
into force and the date of application of the new technical standards is unknown at this point.

The seller, in its capacity as originator under the Securitisation Regulation, may procure an STS
notification to be submitted to ESMA, and to the FCA, that the STS requirements have been satisfied with
respect to the issuance of a series of notes. However, until the final new technical standards referred to above
are in force, no assurance can be given that the issuer swaps and/or Funding 2 swaps will meet the applicable
exemption criteria provided therein, to the extent applicable to the issuance of a series of notes.
Notwithstanding the STS designation (to the extent applicable to a series of notes) and the ability, as a result, to
rely on the exemptions from clearing and collateral exchange obligations under the EMIR regime, the
expectation is that the issuing entity and/or Funding 2 should not be required to comply with the EMIR collateral
exchange obligations and clearing requirements for the reasons outlined above (being their NFC- status) in any
event. The STS designation (to the extent applicable to a series of notes) and the related forthcoming
exemptions from collateral exchange obligations and clearing requirements are only likely to become relevant
should the status under the EMIR of the issuing entity and/or Funding 2 change from NFC- to NFC+ or FC and,
if applicable, should the issuer swaps and/or Funding 2 swaps be regarded as a type that is subject to EMIR
clearing requirements.

Furthermore, certain modifications may be made to the transaction documents by the security trustee
without the consent of the Funding 1 secured creditors or the Funding 2 secured creditors, as applicable, as
described above under “—The Funding 2 security trustee and/or the issuing entity security trustee and/or
the note trustee may agree modifications to the transaction documents, which may adversely affect
your interests”. In each case, such amendments may be made irrespective of whether such modifications are
materially prejudicial to the interests of any noteholder or any other secured creditor and provided such
modifications do not relate to a basic terms modification.

Insolvency considerations
Rule (2) English law security and insolvency considerations

The issuing entity has entered into the issuing entity deed of charge pursuant to which it granted the
issuing entity security in respect of certain of its obligations, including its obligations under the notes (as to
which, see “Security for the issuing entity's obligations”). Similarly, Funding 2 entered into the Funding 2
deed of charge pursuant to which Funding 2 granted security in respect of certain of its obligations, including its
obligations under the master intercompany loan agreement. In certain circumstances, including the occurrence
of certain insolvency events in respect of the issuing entity and/or Funding 2, the ability to realise the issuing
entity security and/or the Funding 2 security, respectively, may be delayed and/or the value of the relevant
security impaired. While the transaction structure is designed to minimise the likelihood of the issuing entity or
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Funding 2 becoming insolvent, there can be no assurance that the issuing entity and/or Funding 2 will not
become insolvent and/or the subject of insolvency proceedings and/or that the noteholders would not be
adversely affected by the application of insolvency laws (including English insolvency laws).

In addition, it should be noted that, to the extent that the assets of the issuing entity are subject only to
a floating charge (including any fixed charge recharacterised by the courts as a floating charge), in certain
circumstances under the provisions of section 176A of the Insolvency Act 1986, certain floating charge
realisations which would otherwise be available to satisfy the claims of secured creditors under the issuing
entity deed of charge may be used to satisfy any claims of unsecured creditors. While certain of the covenants
given by the issuing entity in the transaction documents are intended to ensure it has no significant creditors
other than the secured creditors under the issuing entity deed of charge, it will be a matter of fact as to whether
the issuing entity has any other such creditors at any time. There can be no assurance that the noteholders will
not be adversely affected by any such reduction in floating charge realisations upon the enforcement of the
issuing entity security.

Rule (3) US insolvency considerations and proceedings

There is uncertainty as to the validity and/or enforceability of a provision which (based on contractual
and/or trust principles) subordinates certain payment rights of a creditor to the payment rights of other creditors
of its counterparty upon the occurrence of insolvency proceedings relating to that creditor. In particular, recent
cases have focused on provisions involving the subordination of a swap counterparty's payment rights in
respect of certain termination payments upon the occurrence of insolvency proceedings or other default on the
part of such counterparty (so called "flip-clauses"). Such provisions are similar in effect to the terms which will
be included in the transaction documents relating to the priority of payments.

The UK Supreme Court has held that a flip-clause as described above is enforceable under English
law. Contrary to this, however, the US Bankruptcy Court has held that such a subordination provision is
unenforceable under US bankruptcy law and that any action to enforce such provision would violate the
automatic stay which applies under such law in the case of a US bankruptcy of the counterparty. A different
U.S. Bankruptcy Court and a U.S. District Court recently reached contrary conclusions in relation to a different
transaction structure. Those decisions remain subject to appeal, and the implications of this conflicting
judgment remain unresolved.

If a creditor of the issuing entity (such as a swap counterparty) becomes subject to insolvency
proceedings in any jurisdiction outside England and Wales (including, but not limited to, the US), and it is owed
a payment by the issuing entity, a question arises as to whether the insolvent creditor or any insolvency official
appointed in respect of that creditor could successfully challenge the validity and/or enforceability of the
contractual subordination provisions in the English law governed transaction documents such as a provision of
the priority of payments which refers to the ranking of the swap counterparties' payment rights in respect of
subordinated termination payments. In particular, based on the decision of the US Bankruptcy Court referred to
above, there is a risk that such subordination provisions would not be upheld under US bankruptcy laws. Such
laws may be relevant in certain circumstances with respect to a range of entities which may act as a swap
counterparty, including US established entities and certain non-US established entities with assets or
operations in the US (although the scope of any such proceedings may be limited if the relevant non-US entity
is a bank with a licensed branch in a US state). In general, if a subordination provision included in the
transaction documents was successfully challenged under the insolvency laws of any relevant jurisdiction
outside England and Wales and any relevant foreign judgment or order was recognised by the English courts,
there can be no assurance that such actions would not adversely affect the rights of the noteholders, the market
value of the notes and/or the ability of the issuing entity to satisfy its obligations under the notes.

Lastly, given the general relevance of the issues under discussion in the judgments referred to above
and that the transaction documents will include terms providing for the subordination of such payment rights,
there is a risk that the final outcome of the dispute in such judgments (including any recognition action by the
English courts) may result in negative rating pressure in respect of the notes. If any rating assigned to the notes
is lowered, the market value of the notes may be reduced.

Liquidation expenses

On 6 April 2008, a provision in the Insolvency Act 1986 came into force which effectively reversed by
statute the House of Lords’ decision in the case of Leyland Daf in 2004. Accordingly, the costs and expenses of
a liquidation (including certain tax charges) will be payable out of floating charge assets in priority to the claims
of the floating charge-holder. In respect of certain litigation expenses of the liquidator only, this is subject to
approval of the amount of such expenses by the floating charge-holder (or, in certain circumstances, the court)
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pursuant to provisions set out in the Insolvency Rules (England and Wales) 2016 (as amended). In general, the
reversal of the Leyland Daf case applies in respect of all liquidations commenced on or after 6 April 2008.

As a result of the changes described above, which bring the position in a liquidation into line with the
position in an administration, upon the enforcement of the floating charge security granted by the issuing entity
and/or by Funding 2, floating charge realisations which would otherwise be available to satisfy the claims of the
issuing entity secured creditors under the issuing entity deed of charge and/or the Funding 2 secured creditors
under the Funding 2 deed of charge may be reduced by at least a significant proportion of any liquidation or
administration expenses. There can be no assurance that the issuing entity secured creditors and/or the
Funding 2 secured creditors will not be adversely affected by such a reduction in floating charge realisations.

Pensions Act 2004

Under the Pensions Act 2004 a person that is "connected with" or an "associate" of an employer under
an occupational pension scheme, can be subject to either a contribution notice or a financial support direction.
The issuing entity, Funding 1, Funding 2 and/or the mortgages trustee may be treated as connected to one or
more employers under an occupational pension scheme which is within the Lioyds Banking Group.

A contribution notice could be served on the issuing entity, Funding 1, Funding 2 and/or the mortgages
trustee if connected to one or more employers under an occupational pension scheme which is within the
Lloyds Banking Group and it were party to an act, or a deliberate failure to act, which either (a) has caused a
material detriment to the pension scheme (whether or not intentionally) or (b) the main purpose or one of the
main purposes of which was either (i) to prevent the recovery of the whole or any part of a debt which was, or
might become, due from the employer under Section 75 of the Pensions Act 1995 or (ii) otherwise than in good
faith, to prevent such a debt becoming due, to compromise or otherwise settle such a debt, or to reduce the
amount of such a debt which would otherwise become due.

A financial support direction could be served on the issuing entity, Funding 1, Funding 2 and/or the
mortgages trustee if connected to one or more employers under an occupational pension scheme which is
within the Lloyds Banking Group where the employer is either a service company or insufficiently resourced. An
employer is insufficiently resourced if the value of its resources is less than 50 per cent. of the pension
scheme's deficit calculated on an annuity buy-out basis and there is a connected or associated person whose
resources at least cover that difference. A financial support direction can only be served where the Pensions
Regulator considers it is reasonable to do so, having regard to a number of factors.

If a contribution notice or financial support direction were to be served on the issuing entity, Funding 1,
Funding 2 and/or the mortgages trustee this could adversely affect the interests of the noteholders.

The Senior Managers and Certification Regime may have a substantial impact on Lloyds Bank Group's
business

The Senior Managers and Certification Regime (the SM&CR) came into force for deposit-takers on 7
March 2016 and is intended to govern the individual accountability and conduct of senior persons within UK
banks, building societies, credit unions, PRA designated investment firms and branches of foreign banks
operating in the UK. The rules expanded to apply to insurance firms on 10 December 2018 and will be
expanded to solo-regulated firms on 9 December 2019. The FCA and the PRA have now published the majority
of the final rules and guidance on the SM&CR as applicable to Lloyds Bank Group. Among other things, the
SM&CR introduced: (i) requirements on financial institutions to allocate and map senior management
responsibilities and reporting lines across all areas of the organisation’s activities; (ii) a new senior persons
regime governing the conduct of bank staff approved by the PRA and FCA to perform senior management
functions (including certain non executive directors); (iii) new rules requiring financial institutions to certify the
ongoing suitability of a wide range of staff performing certain functions; (iv) the extension (from March 2017) of
conduct rules (enforceable by PRA and/or FCA disciplinary action, including financial penalties and public
censure) previously only applicable to Senior Managers and certified staff to all bank staff other than those
undertaking purely ancillary functions; and (v) the introduction of a criminal offence for reckless misconduct by
senior bank staff. Rules regarding regulatory references for Senior Managers and staff within the SM&CR also
came into force from 7 March 2017.

The PRA and FCA continue to publish guidance on the SM&CR, most recently Policy Statement 12/17
on strengthening individual accountability in banking and insurance: amendments and optimizations. The
SM&CR will continue to have a substantial impact on banks and building societies in the UK generally, including
Lloyds Banking Group entities undertaking roles under the programme, which could impact their businesses
and products including businesses and products directly relevant to the programme's operations, financial
condition and prospects. Lloyds Bank Group could be exposed to additional risk or loss if it is unable to comply
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with additional requirements arising from the SM&CR or if doing so on an on-going basis imposes significant
demands on the attention of management.

If you have a claim against the issuing entity it may be necessary for you to bring suit against it in
England to enforce your rights

The issuing entity has agreed to submit to the non-exclusive jurisdiction of the courts of England, and it may be
necessary for you to bring a suit in England to enforce your rights against the issuing entity subject to the terms
and conditions of the notes.

Your interests may be adversely affected by a change of law in relation to UK withholding tax

Provided that the notes are and continue to be “listed on a recognised stock exchange" (within the meaning of
section 1005 of the Income Tax Act 2007), as at the date of this base prospectus, no withholding or deduction
for or on account of United Kingdom income tax will be required on payments of interest on the notes. However,
there can be no assurance that the law in this area will not change during the life of the notes.

In the event that any withholding or deduction for or on account of any tax is imposed on payments in respect of
the notes, neither the issuing entity nor any other person will be obliged to gross up or otherwise compensate
noteholders for such withholding or deduction. The issuing entity may, in certain circumstances, redeem the
notes where a withholding tax is applicable to payments on the notes (as described in Condition 5.5) of the
notes).

The applicability of any withholding or deduction for or on account of United Kingdom tax on payments of
interest on the notes is discussed further under “United Kingdom taxation” below.

Under current law, amounts due from Funding 2 under the master intercompany loan to the issuing entity are
not subject to withholding or deduction for or on account of United Kingdom tax. However, there can be no
assurance that the law in this area will not change during the life of the notes. In the event that any withholding
or deduction for or on account of any tax is imposed on payments to the issuing entity under the master
intercompany loan, Funding 2 will not be required to gross up or otherwise compensate the issuing entity for
such withholding or deduction. However, in such circumstances, the issuing entity has a right, subject to and in
accordance with the terms of the master intercompany loan, to call for repayment of the loans and redemption
of the notes.

Securitisation Company Tax Regime

Each of the issuing entity and Funding 2 has been advised that it should fall within the permanent regime for the
taxation of securitisation companies (as set out in the Taxation of Securitisation Companies Regulations 2006
(Sl 2006/3296) (as amended) (the TSC Regulations)), and as such should be taxed only on the amount of its
"retained profit" (as that term is defined in the TSC Regulations), for so long as it satisfies the conditions of the
TSC Regulations.

However, if the issuing entity and/or Funding 2 do not in fact satisfy the conditions of the TSC Regulations (or
subsequently cease to satisfy those conditions), then the relevant entity may be subject to tax liabilities not
contemplated in the cash flows for the transaction described in this base prospectus. Any such tax liabilities
may reduce amounts available to the issuing entity to meet its obligations under the notes and may result in
investors receiving less interest and/or principal than expected.

10. RISKS RELATING TO CHARACTERISTICS OF THE NOTES

You will not generally receive notes in physical form, which may cause delays in distributions and
hamper your ability to pledge or resell the notes

Your beneficial ownership of the notes (other than registered uncleared notes) will only be recorded in
book-entry form with DTC, Euroclear, Clearstream, Luxembourg or with any alternative clearing system agreed
by the issuing entity. The global notes will not be exchanged for definitive notes except in the limited set of
circumstances described under "The notes and the global notes — Definitive notes™. The lack of notes in
physical form could, among other things:

(A) result in payment delays on such notes because the issuing entity will be sending distributions on the
notes to DTC, Euroclear, Clearstream, Luxembourg or any alternative clearing system agreed by the
issuing entity instead of directly to you;

(B) make it difficult for you to pledge such notes if notes in physical form are required by the party
demanding the pledge; and
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(9] hinder your ability to resell such notes because some investors may be unwilling to buy notes that are
not in physical form.

The minimum denominations on the notes may adversely affect payments on the notes if issued in
definitive form

The minimum denominations on the notes may adversely affect payments on the notes if issued in
definitive form. Each US dollar denominated note will be issued in minimum denominations of $250,000 and in
integral multiples of $1,000 in excess thereof, each euro denominated note will be issued in minimum
denominations of €100,000 and in integral multiples of €1,000 in excess thereof and each sterling-denominated
note will be issued in minimum denominations of £100,000 and in integral multiples of £1,000 in excess thereof,
provided that notes issued with a maturity of less than one year will be issued in minimum denominations of
£100,000 (or its equivalent in any other currency as at the date of issue of such notes). No note will be issued in
a denomination of less than €100,000 (or its equivalent in any other currency as at the date of issue of such
notes). However, if definitive notes are required to be issued in respect of the notes represented by global
notes, they will only be printed and issued in denominations of $250,000, £100,000, or €100,000 (or the
equivalent in any other currency as at the date of the issue of the notes), as the case may be. Accordingly, it is
possible that the notes may be traded in amounts in excess of the minimum authorised denomination that are
not integral multiples of such denomination. In such a case, if definitive notes are required to be issued, a
noteholder who holds a principal amount which (after deducting integral multiples of such minimum authorised
denomination) is less than the minimum authorised denomination at the relevant time may not receive a
definitive note in respect of such holding and may need to purchase a principal amount of notes such that its
holding amounts to the minimum authorised denomination (or another relevant denomination amount).

If definitive notes are issued, noteholders should be aware that definitive notes which have a
denomination that is not an integral multiple of the minimum authorised denomination may be illiquid and
difficult to trade.

Book-Entry Interests

Unless and until definitive notes are issued in exchange for book-entry interests (other than in the case
of registered uncleared notes), holders and beneficial owners of book-entry interests will not be considered the
legal owners or holders of notes under the relevant note trust deed. After payment to the principal paying agent,
the issuing entity will not have responsibility or liability for the payment of interest, principal or other amounts to
DTC, Euroclear or Clearstream, Luxembourg or to holders or beneficial owners of book-entry interests.

DTC, Euroclear or Clearstream, Luxembourg or its nominee or to the extent notes are deposited with a
common safekeeper, a nominee of the common safekeeper will be the registered holder and sole legal
noteholder of the Reg S global notes and Rule 144a global notes under the relevant note trust deed while any
notes are represented by Reg S global notes or Rule 144a global notes (as the case may be). Accordingly,
each person owning a book-entry interest must rely on the relevant procedures of DTC, Euroclear and
Clearstream, Luxembourg and, if such person is not a participant in such entities, on the procedures of the
participant through which such person owns its interest, to exercise any right of a noteholder under the relevant
note trust deed.

Holders of beneficial interests in the global notes denominated in a currency other than U.S. dollars
held directly with DTC or through its participants must give advance notice to DTC or the relevant participant in
accordance with DTC's procedures that they wish payments on such global notes to be made to them in the
relevant currency outside DTC. If such instructions are not given in accordance with DTC's procedures,
payments on such global notes in the relevant currency will be exchanged for U.S. dollars by the exchange rate
agent prior to their receipt by DTC and the affected holders will receive U.S. dollars on the relevant distribution
date.

Except as noted in the previous paragraph, payments of principal and interest on, and other amounts
due in respect of, the global notes will be made by the relevant principal paying agent through DTC, Euroclear
and/or Clearstream, Luxembourg, as specified in the applicable final terms or drawdown prospectus. Upon
receipt of any payment from the principal paying agent, DTC, Euroclear and/or Clearstream, Luxembourg,
respective ownership of book-entry interests as shown on their records. The issuing entity expects that
payments by participants or indirect participants to owners of interests in book-entry interests held through such
participants or indirect participants will be governed by standing customer instructions and customary practices,
as is now the case with the securities held for the accounts of customers registered in "streetname”, and will be
the responsibility of such participants or indirect participants. None of the issuing entity, the issuing entity
security trustee, the note trustee, the principal paying agent, the exchange rate agent, the registrar, the
arranger or the dealer will have any responsibility or liability for any aspect of the records relating to, or
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payments made on account of, the book-entry interests or for maintaining, supervising or reviewing any records
relating to such book-entry interests.

Unlike legal owners or holders of the notes, holders of the book-entry interests held through DTC will
not have the right under the relevant note trust deed to act upon solicitations by or on behalf of the issuing entity
or consents or requests by or on behalf of the issuing entity for waivers or other actions from noteholders.
Instead, a holder of book-entry interests held through DTC will be permitted to act only to the extent it has
received appropriate proxies to do so from DTC and, if applicable, its participants. There can be no assurance
that procedures implemented for the granting of such proxies will be sufficient to enable holders of book-entry
interests held through DTC to vote on any requested actions on a timely basis. Similarly, upon the occurrence
of a note event of default under the notes of a series or an insolvency event, holders of book-entry interests
held through DTC will be restricted to acting through DTC unless and until definitive notes are issued in
accordance with the terms and conditions of the notes and the relevant final terms or drawdown prospectus.
There can be no assurance that the procedures to be implemented by DTC under such circumstances will be
adequate to ensure the timely exercise of remedies under the relevant note trust deed.

Although DTC, Euroclear and Clearstream, Luxembourg have agreed to certain procedures to facilitate
transfers of book-entry interests among participants of DTC and participants of Euroclear and Clearstream,
Luxembourg, they are under no obligation to perform or continue to perform such procedures, and such
procedures may be discontinued at any time. None of the issuing entity, the issuing entity security trustee, the
relevant note trustee, the dealer or the arranger or any of their agents will have any responsibility for the
performance by DTC, Euroclear or Clearstream, Luxembourg or their respective participants of their respective
obligations under the rules and procedures governing their operations.

Because transactions in the global notes held by DTC or its nominee will be effected only through DTC,
direct and indirect participants in DTC's book-entry system and certain banks, the ability of a holder of a
beneficial interest in such a global note to pledge such interest to persons or entities that do not participate in
the DTC system, or otherwise to take actions in respect of such interest, may be limited due to the lack of
physical security representing such interest.

Certain transfers of notes or interests therein may only be affected in accordance with, and subject to,
certain transfer restrictions and certification requirements.

Eurosystem Eligibility

Notes issued under the programme may not be recognised as eligible collateral for Eurosystem
monetary policy and intra-day credit operations by the Eurosystem either upon issue or at any or all times
during their life. Such recognition depends upon satisfaction of the Eurosystem eligibility criteria from time to
time. In this regard, we note that, in order for asset-backed securities to become or remain eligible for
Eurosystem monetary policy operations, the Eurosystem requires, inter alia:

o standardised data on the pool of underlying assets (ECB Eligibility Data) to be submitted by the
relevant parties.

o the mortgages trustee must be incorporated in the EEA; and

e a counterparty cannot use the notes as collateral in the Eurosystem monetary policy operations if it
(or any party with which it has “close links”), provides liquidity support in the form of a cash reserve
or liquidity reserve. This includes closes links to an account bank where the reserve fund or the
liquidity reserve exceeds a certain level compared to the principal amount outstanding of the notes.

Any potential investor in the notes should make their own conclusions and seek their own advice with
respect to whether or not such notes constitute Eurosystem eligible collateral.
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Transaction Overview

The information set out below is an overview of various aspects of the transaction. This overview is not
purported to be complete, should be read in conjunction with, and is qualified in its entirety by references to, the
detailed information presented elsewhere in this base prospectus.

Transaction Parties

Document under which
appointed / Further

Party Name Address Information

Arranger Lloyds Bank Corporate 10 Gresham Street N/A
Markets plc London EC2V 7AE

Dealer Lloyds Bank Corporate 10 Gresham Street N/A

Issuing entity

Note trustee

Mortgages trustee

Funding 1

Funding 2

PECOH

PECOH Holdings

Holdings

Seller

Markets plc and such other
dealers as may be appointed
from time to time

Permanent Master Issuer
PLC

(Legal Entity Identifier:
213800MVYG7MLQM2LF25)

The Bank of New York
Mellon

Permanent Mortgages
Trustee Limited

Permanent Funding (No. 1)
Limited

Permanent Funding (No. 2)
Limited

Permanent PECOH Limited

Permanent PECOH Holdings
Limited

Permanent Holdings Limited
Initially Halifax plc, and since
the first closing date

following the reorganisation
date, Bank of Scotland plc
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London EC2V 7AE

35 Great St. Helen's,
London EC3A 6AP

40th Floor, One
Canada Square,
London E14 5AL

35 Great St. Helen's,
London EC3A 6AP

35 Great St. Helen's,
London EC3A 6AP

35 Great St. Helen's,
London EC3A 6AP

35 Great St. Helen's,
London EC3A 6AP

35 Great St. Helen's,
London EC3A 6AP

35 Great St. Helen's,
London EC3A 6AP

The Mound,
Edinburgh, EH1 1YZ

N/A. Please see "The
issuing entity" for more
information.

The note trustee was
appointed pursuant to the
note trust deed. Please
see "The note trustee,
the issuing entity
security trustee and the
Funding 2 security
trustee" for more
information.

N/A. Please see "The
mortgages trustee" for
more information.

N/A. Please see
"Funding 1" for more
information.

N/A. Please see
"Funding 2" for more
information.

N/A. Please see
"PECOH" for more
information.

N/A. Please see "PECOH
Holdings" for more
information.

N/A. Please see
"Holdings" for more
information.

N/A. Please see "Sale of
the loans and their
related security" for
more information.



Party

Name

Address

Document under which
appointed / Further
Information

Servicer

Funding 1 security
trustee and Funding 2
security trustee

Issuing entity security
trustee

Cash manager

Issuing entity cash
manager

Corporate services
provider

Initially Halifax plc, and since
the first closing date
following the reorganisation
date, Bank of Scotland plc

The Bank of New York
Mellon

The Bank of New York
Mellon

Initially Halifax plc, and since
the first closing date
following the reorganisation
date, Bank of Scotland plc

Initially Halifax plc, and since
the first closing date
following the reorganisation
date, Bank of Scotland plc

Intertrust Management
Limited
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The Mound,
Edinburgh, EH1 1YZ

40th Floor, One
Canada Square,
London E14 5AL

40th Floor, One
Canada Square,
London E14 5AL

The Mound,
Edinburgh, EH1 1YZ

The Mound,
Edinburgh, EH1 1YZ

35 Great St. Helen's,
London EC3A 6AP

The servicer was
appointed pursuant to the
servicing agreement.
Please see "The
servicer" for more
information.

The Funding 1 security
trustee and the Funding 2
security trustee were
appointed pursuant to the
Funding 1 deed of charge
and Funding 2 deed of
charge respectively.
Please see "The note
trustee, the issuing
entity security trustee
and the Funding 2
security trustee" for
more information.

The issuing entity security
trustee was appointed
pursuant to the issuing
entity deed of charge.
Please see "The note
trustee, the issuing
entity security trustee
and the Funding 2
security trustee" for
more information.

The cash manager was
appointed pursuant to the
cash management
agreement. Please see
"Cash management for
the mortgages trustee,
Funding 1 and

Funding 2" for more
information.

The issuing entity cash
manager was appointed
pursuant to the issuing
entity cash management
agreement. Please see
"Cash management for
the issuing entity" for
more information.

The corporate services
provider was appointed
pursuant to the corporate
services agreement and
the post-enforcement call
option holder corporate
services agreement.



Party

Name

Address

Document under which
appointed / Further
Information

Issuing entity corporate
services provider

Mortgages trustee
corporate services
provider

Account bank

Issuing entity account
bank

Issuing entity
subordinated loan
provider

Issuing entity start-up
loan provider

Intertrust Management
Limited

Intertrust Management
Limited

Bank of Scotland plc

Bank of Scotland plc

Bank of Scotland plc

Bank of Scotland plc
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35 Great St. Helen's,
London EC3A 6AP

35 Great St. Helen's,
London EC3A 6AP

The Mound,
Edinburgh, EH1 1YZ

The Mound,
Edinburgh, EH1 1YZ

The Mound,
Edinburgh, EH1 1YZ

The Mound,
Edinburgh, EH1 1YZ

The issuing entity
corporate services
provider was appointed
pursuant to the issuing
entity corporate services
agreement.

The mortgages trustee
corporate services
provider was appointed
pursuant to the
mortgages trustee
corporate services
agreement.

The account bank was
appointed pursuant to the
bank account agreement.

The issuing entity
account bank was
appointed pursuant to the
issuing entity bank
account agreement.

The issuing entity
subordinated loan
provider advances
issuing entity
subordinated loans to the
issuing entity under
issuing entity
subordinated loan
agreements. Please see
"Credit structure -
Issuing entity
subordinated loan
agreements" for more
information.

The issuing entity start-up
loan provider may
advance issuing entity
start-up loans to the
issuing entity under
issuing entity start-up
loan agreements. Please
see "Credit structure -
Issuing entity start-up
loan agreements" for
more information.



Party

Name

Address

Document under which
appointed / Further
Information

Funding 2 Z loan
provider

Funding 1 swap provider

Funding 2 swap provider

Issuing entity swap
provider

Principal paying agent

Agent bank

Registrar

Transfer agent

US paying agent

Bank of Scotland plc

Initially Halifax plc, and since

the first closing date

following the reorganisation

date, Bank of Scotland plc
Bank of Scotland plc

This will be disclosed in the

applicable final terms or
drawdown prospectus.

Citibank, N.A.

Citibank, N.A.

Citibank, N.A.

Citibank, N.A.

Citibank, N.A.
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The Mound,
Edinburgh, EH1 1YZ

The Mound,
Edinburgh, EH1 1YZ

The Mound,
Edinburgh, EH1 1YZ

N/A

Citigroup Centre,
Canada Square,
Canary Wharf

London E14 5LB

Citigroup Centre,
Canada Square,
Canary Wharf

London E14 5LB

Citigroup Centre,
Canada Square,
Canary Wharf

London E14 5LB

Citigroup Centre,
Canada Square,
Canary Wharf

London E14 5LB

14th Floor, 388
Greenwich Street,

The Funding 2 Z loan
provider may advance
Funding 2 Z loans to
Funding 2 pursuant to the
Funding 2 Z loan
agreement. Please see
"The Funding 2 Z loan
agreement" for more
information.

The Funding 1 swap
provider was appointed
pursuant to the Funding 1
swap agreement.

The Funding 2 swap
provider was appointed
pursuant to the Funding 2
swap agreement. Please
see "The swap
agreements — The
Funding 2 swaps" for
more information.

Please see "The swap
agreements — The
issuing entity currency
swaps" and "The swap
agreements — The
issuing entity interest
rate swaps" for more
information.

The principal paying
agent was appointed
pursuant to the issuing
entity paying agent and
agent bank agreement.

The agent bank was
appointed pursuant to the
issuing entity paying
agent and agent bank
agreement.

The registrar was
appointed pursuant to the
issuing entity paying
agent and agent bank
agreement.

The transfer agent was
appointed pursuant to the
issuing entity paying
agent and agent bank
agreement.

The US paying agent was
appointed pursuant to the



Party

Name

Address

Document under which
appointed / Further
Information

Listing Authority
Stock Exchange

Clearing Systems

Rating Agencies

Eligible GIC custodian

The UK Listing Authority

London Stock Exchange's
Regulated Market

Euroclear, Clearstream,
Luxembourg and DTC

Standard & Poor's Rating
Services, a division of
Standard & Poor's Credit
Market Services Europe

Limited, Moody's Investors

Service Limited and Fitch
Ratings Ltd.

The Bank of New York
Mellon
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New York,
New York 10013

N/A
N/A

N/A

N/A

40th Floor, One
Canada Square,
London E14 5AL

issuing entity paying
agent and agent bank
agreement.

N/A
N/A

N/A

N/A

The eligible GIC
custodian was appointed
pursuant to the custody
agreement.



Overview of portfolio and servicing

Please refer to the sections entitled "Sale of the loans and their related security”, "The servicer - Servicing
of loans" and “The servicing agreement’ for further detail in respect of the characteristics of the portfolio and
the sale and the servicing arrangements in respect of the portfolio. Note: Final terms or drawdown prospectus
for each series will contain further pool stratification information.

Sale of portfolio The seller sold an initial portfolio (consisting of loans and the related
security and all monies derived therefrom from time to time) to the
mortgages trustee on the initial closing date and since the initial closing
date has on each sale date sold further loans together with their related
security to the mortgages trustee, in each case subject to the terms of the
mortgage sale agreement. The seller may sell new loans and their related
security to the mortgages trustee in order to increase or maintain the size of

the trust property.

Each of the English loans and their related security is governed by English
law and each of the Scottish loans and their related security is governed by
Scots law.

Please refer to "Sale of the loans and their related security” for more
details.

Features of loans The following is a summary of certain features of the loans. Investors
should refer to, and carefully consider, further details in respect of the loans

set out in the relevant final terms or drawdown prospectus.
Type of borrower: individuals

Type of mortgage: first charge by way of legal mortgage or (in
Scotland) standard security save in relation to any
RTB loan secured by an English mortgage where (if
there is one year or less to run of the statutory
repayment period) that statutory charge may take
priority

Type of loan: repayment loan, interest-only loan, or a combination

of these options
Self-certified loans: no

Non-verified income yes

loans:

Buy-to-let loans: no
Flexible loans: yes
Offset loans: no
Capped loans: no
RTB loans: yes

A non-verified income loan is a type of loan where the lender has elected
not to verify income due to the lower risk that the loan represents based on
the overall credit quality of the loan and applicant. A self-certified loan is a
type of loan where the lender markets the fact that it will not verify income
and charges a premium for the greater risk incurred.
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Consideration

Representations and
warranties

Eligibility criteria

It should be noted that new types of loans may be sold to the mortgages
trustee (in which case the representations and warranties in the mortgage
sale agreement will be modified as required to accommodate such new
types of loans). The prior consent of the noteholders to the requisite
amendments will not be obtained.

Consideration payable to the seller in respect of the sale of loans and their
related security into the portfolio on each sale date shall be equal to: (i) the
proceeds of any new term advance under a new Funding 1 intercompany
loan agreement and/or new loan tranche advanced to Funding 2 under the
master intercompany loan agreement and/or intercompany loans made by
new issuing entities to Funding 1 or the issuing entity to Funding 2 and/or
any Funding 1 Z loan or, as applicable, Funding 2 Z loan made under, as
applicable, a Funding 1 Z loan agreement or a Funding 2 Z loan agreement,
in each case made for such purpose; and (ii) deferred consideration.

The seller will make the relevant representations and warranties in relation
to the loans and their related security on the sale date that the relevant loan
(including each new loan or product switch (with certain variations))
together with its related security is sold to the mortgages trustee.

In addition to representations and warranties in respect of the legal nature
of the loans and their related security (e.g. the valid, binding and
enforceable nature of the relevant loan and the related security), the
representations and warranties will include (but not be limited to):

o the whole of the outstanding principal balance on each loan and
any arrears of interest and all accrued interest is secured by a
mortgage;

. each loan in the portfolio is either (a) a variable rate loan, tracker

rate loan or fixed rate loan; or (b) a new loan type which each of the
rating agencies has confirmed in writing may be included in the

portfolio;

. no loan has or will have an outstanding principal balance of more
than £500,000;

o at least two monthly payments have been made in respect of each
loan;

. the total amount of arrears of interest or principal, together with any

fees, commissions and premiums payable at the same time as
such interest payment or principal repayment, on any loan is not on
the relevant sale date in respect of any loan, nor has been during
the 12 months immediately preceding the relevant sale date, more
than the amount of the monthly payment then due; and

o the final maturity date of each loan is no later than (a) June 2040 or
(b) such later date specified in the most recent final terms or
drawdown prospectus.

For further details, please see "Sale of the loans and their related
security — Representations and warranties".

Any new loans and the related security sold to the mortgages trustee on a
sale date must comply with, among other things, the following criteria:

. compliance with certain representations and warranties (further to
which see “Sale of the loans and their related security —
Representations and warranties” below);

. origination in accordance with the seller's lending criteria for Halifax
branded mortgage loans applicable at the time of their origination
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Repurchase of the loans and
related security

(the seller's current lending criteria are described further in “The
loans — Underwriting” below);

limits on loans in arrears;
limits on the aggregate outstanding principal balance of loans sold;

limits on changes in the weighted average foreclosure frequency
(WAFF);

limits on changes in the weighted average loss severity (WALS);
a minimum yield; and

the Fitch portfolio tests.

See a description of these conditions in “Sale of the loans and their
related security — Sale of loans and their related security to the
mortgages trustee on the sale dates”.

The seller will repurchase the relevant loans and their related security in the
following circumstances:

upon material breach of the representations and warranties made
by the seller in relation to the loan (subject to a 20 London business
days grace period or such other period as may be agreed);

(save in the case of any loan which is then in arrears) if the seller
accepts an application from, or makes an offer (which is accepted)
to, a borrower for a further advance or a home cash reserve
advance;

(save in the case of any loan which is then in arrears) if the seller
accepts an application from, or makes an offer (which is accepted)
to, a borrower for a product switch and on the immediately
preceding distribution date, the seller is in breach of the conditions
precedent to the sale of new loans (as if such conditions related to
the loan which would result from the implementation of such
product switch); and

if (a) prior to the date on which all notes issued prior to 1 June 2016
are redeemed in full, the seller accepts an application from, or
makes an offer (which is accepted) to a borrower for a product
switch, the effect of which is to extend the final maturity date
beyond June 2040 or (b) on and following the date on which all
notes issued prior to 1 June 2016 are redeemed in full, the seller
accepts an application from, or makes an offer (which is accepted)
to a borrower for a product switch, the effect of which is to extend
the final maturity date beyond the date determined in accordance
with the relevant representation and warranty in the mortgage sale
agreement.

The seller may (but will not be obliged to) from time to time request the
mortgages trustee to sell to it one or more loans comprised in the trust
property and their related security if:

such loans are in arrears as a result of amounts equal to three or
more monthly payments in respect of such loan having become due
and remaining unpaid by the relevant borrower; or

such loans are deedstore loans; or
such loans are credit impaired loans;

such loans are second home loans; or
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Consideration for repurchase

Perfection events

Servicing of the portfolio

Delegation

e such loans are non-compliant loans,

and the mortgages trustee shall, unless otherwise instructed by Funding 1
or Funding 2, agree to that repurchase.

See “Sale of the loans and their related security — Repurchase of loans
under a mortgage account” below.

Consideration payable by the seller in respect of the repurchase of the
loans shall be a price equal to the outstanding principal balance of those
loans and their related security, together with all arrears of interest and
accrued interest relating thereto and (save in case of the repurchase of any
loan and its related security which is subject to a further advance, a home
cash reserve advance or a product switch, in which case consideration
payable by the seller shall be a price equal to the outstanding principal
balance of those loans and their related security together with accrued
interest relating thereto only) as at the date of such repurchase.

Transfer of the legal title to the relevant loans to the mortgages trustee will
be completed on the occurrence of certain events, which include insolvency
of the seller, downgrade of the seller to below the agreed ratings (as to
which see "Rating Triggers Table" below) and various other events as set
out further under "Sale of the loans and their related security — Legal
assignment of the loans to the mortgages trustee" below.

Prior to the completion of the transfer of legal title to the relevant loans, the
mortgages trustee will hold only the equitable title to those loans (or, in the
case of the relevant Scottish loans, the beneficial interest in those loans
pursuant to the Scottish declarations of trust) and will therefore be subject
to certain risks as set out in "Risk factors — There may be risks
associated with the fact that the mortgages trustee has no legal title to
the loans and their related security, which may adversely affect
payments on the notes".

The servicer has been appointed by the mortgages trustee and the
beneficiaries to service the portfolio on a day-to-day basis. The appointment
of the servicer may be terminated by the mortgages trustee, Funding 1,
Funding 2, the Funding 1 security trustee and/or the Funding 2 security
trustee upon the occurrence of any of the following events (each, a
servicer termination event):

. an insolvency event occurs in relation to the servicer;

o material non-performance of its obligations (subject to a 20 London
business days grace period); or

) default in the payment of any amount due (subject to a five London
business days grace period).

The servicer may also resign upon giving 12 months' notice provided a
replacement servicer has been appointed.

The servicer may delegate some of its servicing functions to a third party
provided that the servicer remains responsible for the performance of any of
its servicing function so delegated. Please see "The servicing agreement -
Right of delegation by the servicer" for further details.
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Overview of the terms and conditions of the notes

Please refer to section entitled "Terms and conditions of the notes" for further detail in respect of the terms of

the notes.

Ranking

Relationship between a
particular series of
notes and the
corresponding loan
tranche

Issuing entity security

The notes of each series are direct, secured and unconditional obligations of the
issuing entity which will at all times rank pari passu and pro rata with each other
series of notes of the same class (or sub-class) without preference or priority
amongst themselves.

Each series will rank pari passu with each other series of notes of the same class
with respect to the cashflows available to that series secured by first fixed security
both prior to and following enforcement. The class A notes of each series will rank
without preference or priority among themselves and with the class A notes of each
other series, but in priority to the class B notes, the class M notes, the class C
notes and the class D notes of any series. The class B notes of each series will
rank without preference or priority among themselves and with the class B notes of
each other series, but in priority to the class M notes, the class C notes and the
class D notes of any series. The class M notes of each series will rank without any
preference or priority among themselves and with the class M notes of each other
series, but in priority to the class C notes and the class D notes of any series. The
class C notes of each series will rank without any preference or priority among
themselves and with the class C notes of each other series, but in priority to the
class D notes of any series. The class D notes of each series will rank without
preference or priority among themselves and with the class D notes of each other
series.

Prior to service of a note acceleration notice, the issuing entity will, in accordance
with the relevant issuing entity priority of payments, pay interest on and repay
principal of each series of notes from the proceeds of interest payments and
principal repayments made by Funding 2 in respect to the corresponding loan
tranches under the master intercompany loan agreement. The issuing entity will
only receive a principal repayment in respect of such loan tranche if certain
repayment tests are satisfied (as to which, see "Cashflows — Distribution of
Funding 2 available principal receipts"). Following service of a note acceleration
notice, the issuing entity will apply amounts received by it from Funding 2 under the
master intercompany loan agreement to repay all series and classes of outstanding
notes in accordance with the issuing entity post-enforcement priority of payments.

As security for the payment of all monies payable in respect of the notes of a
series, the issuing entity has, pursuant to the issuing entity deed of charge, created
security in favour of the issuing entity security trustee for itself and on trust for, inter
alios, the noteholders of each series over, among other things, the following:

. an assignment by way of first fixed security or, to the extent not assignable,
charge by way of first fixed charge (which is likely to take effect as a
floating charge) of all of the issuing entity's rights in respect of the
transaction documents to which it is a party from time to time (without
prejudice to, in respect of any issuing entity swap agreements, and after
giving effect to, any contractual netting provision confined in such
agreements);

o a first fixed charge (which is likely to take effect as a floating charge) over
all of issuing entity's rights in respect of any amount standing from time to
time to the credit of the issuing entity transaction account and any other
issuing entity bank account, all interest paid or payable in relation to those
amounts and all debts represented by those amounts;

o a first fixed charge (which is likely to take effect as a floating charge) over
all of the issuing entity's rights in all authorised investments made or
purchased by or on behalf of the issuing entity using monies standing to
the credit of the issuing entity accounts and all interest, monies and
proceeds paid or payable in relation to those authorised investments;
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Funding 2 security

Acceleration

o a first fixed charge (which is likely to take effect as a floating charge) over
all of its rights in respect of the benefit of all authorisations (statutory or
otherwise) held in connection with its use of any of the property charged by
the issuing entity pursuant to the issuing entity deed of charge and any
compensation which may be payable to it in respect of those
authorisations; and

. a first floating charge over all of the issuing entity's property, assets
(including, without limitation, its uncalled capital) and undertaking not
otherwise effectively charged or assigned by way of fixed charge or
assignment detailed above (but extending over all of the issuing entity's
property, assets and undertaking situated in Scotland or the rights to which
are governed by Scots law, all of which are charged by the floating
charge).

To secure its obligations to the issuing entity and Funding 2 secured creditors,
Funding 2 has entered into the Funding 2 deed of charge with, inter alios, the
Funding 2 security trustee to grant the following security interests:

. an assignment by way of first fixed security or, to the extent not assignable,
charge by way of a first fixed charge (which is likely to take effect as a
floating charge) of the Funding 2 share of the trust property;

. an assignment by way of first fixed security or, to the extent not assignable,
charge by way of a first fixed charge (which is likely to take effect as a
floating charge) of all of its rights in the transaction documents to which
Funding 2 is a party from time to time;

o a first fixed charge (which is likely to take effect as a floating charge) over
all of Funding 2's rights in respect of all amounts standing from time to time
to the credit of Funding 2's bank accounts, all interest paid or payable in
relation to those amounts, all debts represented by those amounts and any
security provided for such Funding 2 bank accounts including the benefit of
any Funding 2 collateral security agreement;

o a first fixed charge (which is likely to take effect as a floating charge) over
all of Funding 2's rights in respect of all authorised investments made or
purchased from time to time by or on behalf of Funding 2 (whether owned
by it or held by any nominee on its behalf) using monies standing to the
credit of Funding 2's bank accounts and all interest, monies and proceeds
paid or payable in relation to those authorised investments;

o a first fixed charge (which is likely to take effect as a floating charge) over
all of its rights in respect of the benefit of all authorisations (statutory or
otherwise) held in connection with its use of any other property charged by
Funding 2 pursuant to the Funding 2 deed of charge and any
compensation which may be payable to it in respect of those
authorisations; and

. a first floating charge over all of the property, assets and undertaking of
Funding 2 not otherwise secured by any fixed security interest detailed
above (but extending over all of Funding 2's property, assets and
undertaking situated in Scotland or the rights to which are governed by
Scots law all of which are charged by way of floating charge).

All notes will become immediately due and payable and the issuing entity security
trustee will be entitled to enforce the issuing entity security on the service on the
issuing entity by the note trustee of a note acceleration notice. The note trustee
becomes entitled to serve a note acceleration notice at any time after the
occurrence of a note event of default in respect of a class of notes and it shall do
so, subject in each case to being indemnified and/or secured to its satisfaction, (i)
on the written instructions of the noteholders of the applicable class of notes
(holding in aggregate at least one quarter in principal amount outstanding of such
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Interest provisions

Interest deferral

Gross-up

Redemption

Early amortisation or
extension risk

class of notes) or (ii) if directed to do so by an extraordinary resolution of the
holders of the relevant class of notes provided that, at such time, all notes ranking
in priority to such class of notes have been repaid in full.

Please refer to the final terms or drawdown prospectus for the relevant series of
notes for the applicable interest provisions.

The issuing entity is not permitted to defer payments of interest in respect of the
most senior class of notes of any series then outstanding. The failure to pay
interest on such senior classes of notes will be a note event of default. The issuing
entity may defer payments of interest on subordinated classes of notes (not being
the most senior class of notes then outstanding), and failure to pay interest on such
subordinated classes of notes will not be a note event of default until the final
maturity date.

None of the issuing entity, any agent or any other person will be obliged to gross-
up payments to the noteholders if there is any withholding or deduction for or on
account of taxes in respect of any payments on the notes.

The notes are subject to the following optional or mandatory redemption events:

. each series will be subject to mandatory early redemption in part in
accordance with the terms and conditions of the notes for that series, as
fully set out in Condition 5;

. optional redemption exercisable by the issuing entity in whole on the date
specified as the call option date (if any) or step-up date (if any) for such
series and class of notes in the applicable final terms or drawdown
prospectus and on any interest payment date for such series and class of
notes following that date, as fully set out in Condition 5;

. optional redemption exercisable by the issuing entity in whole on such
interest payment date on which the aggregate principal amount
outstanding of such series and class of notes and all other classes of notes
of the same series is less than 10 per cent. of the aggregate principal
amount outstanding of such series of notes as at the closing date on which
such series of notes were issued, as fully set out in Condition 5;

o optional redemption exercisable by the issuing entity in whole for tax
reasons, as fully set out in Condition 5; and

o each series and class of the maturity purchase notes shall, subject to
certain conditions, be transferred on the relevant transfer date in exchange
for payment of the relevant maturity purchase price by the maturity
purchaser to the holders of such series and class of maturity purchase
notes on the relevant transfer date, as fully set out in Condition 5.

Any note redeemed pursuant to the above redemption provisions (other than a
zero coupon note) will be redeemed at an amount equal to the principal amount
outstanding of the relevant note to be redeemed together with accrued (and
unpaid) interest on the principal amount outstanding of the relevant note up to (but
excluding) the date of redemption. Zero coupon notes shall be redeemed in an
amount equal to the amortised face amount as calculated pursuant to the formula
set out in Condition 5.6.

Early amortisation or extension may be caused by either an asset trigger event or a
non-asset trigger event (see further below "Triggers Tables — Non-Rating
Triggers Table” and "The mortgages trust - Cash management of trust
property — distribution of principal receipts to Funding 2").

Following the occurrence of a non-asset trigger event, the notes will be subject to
prepayment risk (that is, they may be repaid earlier than expected) and extension
risk (that is, they may be repaid more slowly than expected). This is because
following a non-asset trigger event, mortgages trust available principal receipts will
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Note event of default

Limited recourse

Post-enforcement call
option

Enforcement

be applied (i) first, to Funding 1 and Funding 2 according to their respective shares
in the trust property until their shares have been reduced to zero, and (ii) second,
to the seller.

Following the occurrence of an asset trigger event, certain series and classes of
notes will be subject to prepayment risk and other series and classes of notes will
be subject to extension risk. This is because following the occurrence of an asset
trigger event, mortgages trust available principal receipts will be applied (in
proportion to the respective amounts due), to Funding 1, Funding 2 and the seller
according to their respective shares in the trust property, until the Funding 1 share
of the trust property and the Funding 2 share of the trust property are zero. When
both the Funding 1 share of the trust property and the Funding 2 share of the trust
property are zero, the remaining mortgages trust available principal receipts (if any)
will be allocated to the seller.

As fully set out in Condition 9, a note event of default broadly includes (where
relevant, subject to the applicable grace period):

. non-payment of principal on any note of the relevant series and/or non-
payment of interest on any note of the relevant series, in each case when
such payment ought to have been paid in accordance with the terms and
conditions of the notes, and in each case in relation only to the most senior
class of notes then outstanding;

o breach of contractual obligations by the issuing entity under the transaction
documents that are material in the context of the most senior class of notes
then outstanding;

. certain insolvency related events (unless in certain cases it is approved by
the most senior class of notes then outstanding); or

. a master intercompany loan acceleration notice is served whilst the most
senior class of notes is outstanding.

Notes that are not subject to a post-enforcement call option are (to the extent
stated in the applicable final terms or drawdown prospectus) limited recourse
obligations of the issuing entity. Where, following the realisation and application of
the issuing entity security, amounts under the notes are not paid in full, any such
unpaid amounts shall be deemed to be discharged in full and any relevant payment
rights shall be deemed to cease as described in more detail in Condition 10.

Noteholders of notes which specify the post-enforcement call option to apply to
such notes in the applicable final terms or drawdown prospectus are required, at
the request of the post-enforcement call option holder, for a nominal consideration,
to transfer or procure the transfer of all of the notes to the post-enforcement call
option holder pursuant to the option granted to it by the note trustee (as agent for
the noteholders) under the terms of the issuing entity post-enforcement call option
agreement and Condition 10.2 (Post Enforcement Call Option). The post-
enforcement call option may only be exercised following enforcement and
realisation of the issuing entity security to the maximum extent possible (as
certified by the issuing entity security trustee) and application of the proceeds of
enforcement. The post-enforcement call option holder and Bank of Scotland have
provided comfort to the issuing entity that the post-enforcement call option holder
will exercise the post-enforcement call option and the notes will thereafter be
submitted to the issuing entity for cancellation. See "PECOH".

Following a note event of default, the issuing entity security trustee may institute
such proceedings as it thinks fit to accelerate the notes and enforce the issuing
entity security and shall be bound to do so if directed by the note trustee (which
direction may be at the discretion of the note trustee or as directed by resolutions
of the noteholders or if so requested in writing by the appropriate majority of
noteholders), and having first been indemnified and/or secured to its satisfaction,
pursuant to the issuing entity deed of charge.
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Non petition

Governing law

The noteholders shall not be entitled to take any steps (otherwise than in
accordance with the issuing entity deed of charge and the note trust deed) for any
amounts owing to them, unless the note trustee or the issuing entity security
trustee (as applicable) has become bound to institute such proceedings but has
failed to do so within 30 days of becoming so bound and the failure is continuing,
provided that no noteholder will be entitled to commence proceedings for the
winding up or administration of the issuing entity unless there are no outstanding
notes of a class with higher priority, or if notes of a class with higher priority are
outstanding, there is consent of noteholders of not less than one quarter of the
aggregate principal amount of the notes outstanding (as defined in the note trust
deed) of the class or classes of notes with higher priority or pursuant to an
extraordinary resolution of the holders of such class of notes.

The notes will be governed by English law.
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Overview of rights of noteholders

Please refer to sections entitled "Terms and conditions of the notes" for further detail in respect of the rights
of noteholders, conditions for exercising such rights and relationship with other issuing entity secured creditors.

Convening a Meeting

Enforcement

Noteholders meeting
provisions

Meetings of the noteholders to consider matters relating to the notes of one or
more series will be convened by the issuing entity or the note trustee at any time
and the note trustee when it is requested to do so by noteholders holding no less
than one-tenth in principal amount of the notes of any class for the time being
outstanding. If the issuing entity makes a default for a period of seven days in
convening such a meeting, the same may be convened by the note trustee or the
requisitionists. Noteholders can also participate in a noteholders' meeting
convened by the issuing entity or the note trustee to consider any matter affecting
their interests.

However, unless the issuing entity has an obligation to take such action under the
relevant transaction documents, so long as no note event of default has occurred
and is continuing, the noteholders are not entitled to instruct or direct the issuing
entity to take any actions, either directly or through the note trustee, without the
consent of the issuing entity and, if applicable, certain other transaction parties.

At any time after the notes become due and payable, the issuing entity security
trustee may take such action as it thinks fit to enforce payment of the relevant
series of notes and shall be bound to do if it has been so directed by the note
trustee (which direction may be at the discretion of the note trustee or as directed
by resolutions of the noteholders or so requested in writing by the appropriate
majority of noteholders), providing the issuing entity security trustee has been
indemnified and/or secured to its satisfaction.

Noteholders may institute proceedings against the issuing entity to enforce their
rights under or in respect of the notes, or the issuing entity deed of charge only if
(i) the note trustee or the issuing entity security trustee, as applicable, has become
bound to institute proceedings and has failed to do so within 30 days of becoming
so bound; and (ii) such failure is continuing, provided that no noteholder will be
entitted to commence proceedings for the winding up or administration of the
issuing entity unless there are no outstanding notes of a class with higher priority,
or if notes of a class with higher priority are outstanding, there is consent of
noteholders of not less than one quarter of the aggregate principal amount of the
notes outstanding (as defined in the note trust deed) of the class or classes of
notes with higher priority, or pursuant to an extraordinary resolution of the holders
of such class of notes.

Notice Periods

Initial Meeting: 21 clear days (and no more than 365 clear days) for
the initial meeting

Adjourned Meeting: No less than 13 clear days and no more than 42 clear
days for the adjourned meeting

Quorum for extraordinary resolution

Initial Meeting: One or more persons holding or representing not less than one-
twentieth of the principal amount of the notes of the relevant series and class (other
than an extraordinary resolution, which requires two or more persons present
holding or representing not less than 50 per cent. in principal amount outstanding
of the notes of the relevant series and class), and other than a basic terms
modification, which requires two or more persons present holding or representing
not less than three quarters of the principal amount outstanding of the notes of the
relevant series and class for the time being outstanding.
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Matters requiring
extraordinary

resolution

Right of modification

without
consent

noteholder

Adjourned Meeting: One or more persons being or representing noteholders
whatever the aggregate principal amount outstanding of the notes of such series
and class so held or represented (other than a basic terms modification, which
requires two or more persons present holding or representing not less than one
quarter of the principal amount outstanding of the notes of the relevant series and
class for the time being outstanding).

Required Majority

Resolution: Simple majority

Extraordinary Resolution:  75% of votes cast for matters requiring an

extraordinary resolution

Written Resolution: A resolution signed by or on behalf of all the

noteholders of the relevant series and class or of the
relevant class of more than one series of notes

Location

Every such meeting shall be held at such time and place as the note trustee may
elect or approve, provided that the place shall be a location in the United Kingdom
(or, if applicable, the European Union).

Broadly speaking, the following matters require an extraordinary resolution:

basic terms modification (in respect of each series of notes) (please see
Condition 11 for more details on a basic terms modification);

sanction a modification of, or any waiver or authorisation of any breach or
proposed breach of, any of the provisions of the transaction documents or
the conditions of the notes;

power to sanction any compromise or arrangement proposed to be made
between the issuing entity, the note trustee, any appointee of the note trustee
and the noteholders or any of them;

acceleration following a note event of default; and

removal of the Funding 2 security trustee or issuing entity security trustee.

Please refer to Condition 11 for further details.

Subject to satisfying the conditions set out in condition 11.8 (Additional Right of
Modification), the note trustee shall be obliged, without any consent of any
noteholders or any other secured creditors, to concur with the issuing entity in making
any modification (other than a basic terms modification) to any transaction document
to which it is a party or in relation to which the issuing entity security trustee holds
security that the issuing entity considers necessary:

for the purposes of changing the screen rate or the base rate on the
applicable notes issued after the base rate modification reference date from
the screen rate or the base rate that then applies to such notes to an
alternative base rate (and such other amendments as are necessary or
advisable in the commercially reasonable judgment of the issuing entity or
the cash manager on its behalf to facilitate such change) to the extent there
has been or there is reasonably expected to be a material disruption or
cessation to the screen rate or the relevant base rate that applies to the
notes at such time;

changing the base rate that then applies in respect of any issuing entity swap
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Relationship between
classes of noteholders

agreement or the Funding 2 swap agreement solely as a consequence of,
and solely for the purpose of aligning such base rate with, the base rate of
the notes following a base rate modification; and

o for the purpose of complying with any changes in the requirements of (i)
Article 6 of the Securitisation Regulation, including as a result of the adoption
of Regulatory Technical Standards in relation thereto or (ii) any other
provision of the Securitisation Regulation, including Articles 19, 20, 21 or 22
of the Securitisation Regulation, including as a result of the adoption of
Regulatory Technical Standards in relation thereto, or any equivalent
securitisation legislation or regulations or official guidance applicable to the
issuing entity or Bank of Scotland.

The note trustee is only obliged to concur with the master issuer in making any of the
modifications permitted by condition 11.8 (Additional Right of Modification) if, inter
alia:

. the master issuer has provided at least 30 calendar days' notice to the
noteholders of each series which would be affected by the proposed
modification (together the affected note series) of the proposed modification
in accordance with condition 14 (Notice to Noteholders) and by publication on
Bloomberg on the "Company News" screen relating to the notes, in each
case specifying the date and time by which noteholders must respond; and

o in the case of a base rate modification or a Swap Rate Modification,
noteholders representing at least 10 per cent. of the aggregate principal
amount outstanding of the most senior class of notes then outstanding
across the affected note series have not contacted the issuing entity via the
principal paying agent in accordance with the notice and the then current
practice of any applicable clearing system through which such notes may be
held by the time specified in such notice that such noteholders do not
consent to the modification.

If noteholders representing at least 10 per cent. of the aggregate principal amount
outstanding of the most senior class of notes then outstanding across the affected
note series have notified the issuing entity via the principal paying agent in
accordance with the notice and the then current practice of any applicable clearing
system through which such notes may be held by the time specified in such notice
that they do not consent to the modification, then such modification will not be made
unless an extraordinary resolution of the noteholders of the most senior class of the
affected note series then outstanding is passed in favour of such modification in
accordance with condition 11.4 (Meetings of Noteholders; Modification and Waiver).

No extraordinary resolution to sanction a modification of, or any waiver or
authorisation of any breach or proposed breach of, any of the provisions of the
transaction documents or the terms and conditions of the notes shall take effect
unless it has been sanctioned by an extraordinary resolution of all classes of notes,
or the note trustee is of the opinion that it would not be materially prejudicial to the
respective interests of such classes.

The issuing entity security trustee will exercise its rights under the issuing entity deed
of charge only in accordance with the directions of the note trustee, which will in turn
act at its discretion or as directed by the noteholders. If there is a conflict between the
interests of one class of noteholders of one series and the same class of noteholders
of another series, then a resolution directing the note trustee to take any action must
be passed at separate meetings of the holders of each series of the relevant class of
notes. Where the interests of one class of the noteholders conflicts with the interests
of another class or classes of the noteholders, then:

o the note trustee is to have regard only to the interests of the class A
noteholders in the event of a conflict between the interests of the class A
noteholders on the one hand and the class B noteholders and/or the class M
noteholders and/or the class C noteholders and/or the class D noteholders
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issuing entity secured
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Provision of
information to the
noteholders

Communication with
noteholders

on the other hand;

. subject to the preceding paragraph, the note trustee is to have regard only to
the interests of the class B noteholders in the event of a conflict between the
interests of the class B noteholders on the one hand and the class M
noteholders and/or the class C noteholders and/or the class D noteholders
on the other hand;

. subject to the preceding paragraphs, the note trustee is to have regard only
to the interests of the class M noteholders in the event of a conflict between
the interests of the class M noteholders on the one hand and the class C
noteholders and/or the class D noteholders on the other hand; and

. subject to the preceding paragraphs, the note trustee is to have regard only
to the interests of the class C noteholders in the event of a conflict between
the interests of the class C noteholders on the one hand and the class D
noteholders on the other hand.

A basic terms modification requires an extraordinary resolution to be passed at a
meeting where there is a quorum of one or more persons holding or representing not
less than 75% of the aggregate principal amount outstanding of the notes of the
relevant series and class or of the class of notes of more than one series of notes.

The seller will not have any voting rights that would ordinarily be exercisable by any
other noteholder in respect of any retained portion of the notes.

The note trustee will only take into account the interests of the noteholders in the
exercise of its discretion, and not the interests of any other issuing entity secured
creditor.

Information in respect of the underlying portfolio (in the form of a report made
available at http://www.lloydsbankinggroup.com/Investors/debt-
investors/securitisation/ (the website and the contents thereof do not form part of this
base prospectus)) will be provided to investors on a monthly and quarterly basis. See
also "Listing and general information — Investor reports and information™ in respect of
reporting for the purposes of Article 7 of the Securitisation Regulation.

Any notice to be given by the issuing entity or the issuing entity security trustee to
noteholders shall be given in the following manner:

o so long as the notes are held in the clearing systems, by delivering to the
relevant clearing system for communication by it to noteholders;

) via a regulatory information service (such as the London Stock Exchange's
Regulatory News Service); or

o sent by first class mail (or its equivalent) or (if posted to a non-UK address)
by airmail at the respective addresses on the register, and published in The
Financial Times and for so long as amounts are outstanding on the Rule
144A notes, in a daily newspaper of general circulation in New York (which is
expected to be The New York Times).
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Overview of credit structure and cashflow

Please refer to the sections entitled "Cashflows" and "Credit structure” for further detail in respect of the credit
structure and cash flow of the transaction.

Mortgages trust

On 14 June 2002 and on several subsequent dates (in connection with previous
transactions by Funding 1 issuing entities) Halifax, as the seller, sold loans and
their related security (which is the security for the repayment of the relevant loan,
including the relevant mortgage) to the mortgages trustee pursuant to a mortgage
sale agreement. On the reorganisation date, the business and all property and
liabilities of Halifax were transferred to Bank of Scotland following its registration as
a public company under the Companies Act 1985, as amended, and change of
name from The Governor and Company of the Bank of Scotland. These changes
were effected pursuant to the HBOS Group Reorganisation Act 2006. From time to
time on and following the reorganisation date Bank of Scotland, as the seller may,
subject to satisfaction of the conditions to sale set out in “Sale of the loans and
their related security — Sale of loans and their related security to the
mortgages trustee on the sale dates” below, sell further loans and their related
security originated by either Halifax or on and following the reorganisation date by
Bank of Scotland under the Halifax brand to the mortgages trustee. The loans are
residential mortgage loans secured over residential properties located in England,
Wales and Scotland.

The mortgages trust was formed under English law with the mortgages trustee as
trustee for the benefit of the seller and Funding 1 as beneficiaries. The mortgages
trust was formed for the previous financings of the Funding 1 issuing entities, for
the financings of the issuing entity described in this base prospectus and for the
future financings of any new Funding 1 issuing entities or new Funding 2 issuing
entities. On the programme date, the seller assigned a portion of its beneficial
interest in the mortgages trust to Funding 2 for a purchase price of £100. New
Funding beneficiaries may become beneficiaries of the mortgages trust from time to
time, subject to confirmation having been received from each of the rating agencies
that its then rating of the notes will not be reduced, withdrawn or qualified as a
result thereof (see "Risk factors — Holdings may establish another company
which may become an additional beneficiary under the mortgages trust"). The
mortgages trustee will hold the loans and other property (the trust property) on
trust for the benefit of the seller, Funding 1 and Funding 2 pursuant to a mortgages
trust deed. The trust property includes the portfolio, which at any time consists of
the loans and their related security held by the mortgages trustee together with any
accrued interest on the loans and other amounts derived from the loans and their
related security. The trust property will also include any money in the mortgages
trustee GIC account. The mortgages trustee GIC account is the bank account in
which the mortgages trustee holds any cash that is part of the trust property until it
is distributed to the beneficiaries.

Each of the seller, Funding 1 and Funding 2 has a joint and undivided interest in the
trust property, but their entittement to the proceeds from the trust property is in
proportion to their respective shares of the trust property, as further described
under “The mortgages trust” below. Funding 1's beneficial interest in the trust
property is referred to as the Funding 1 share of the trust property, Funding 2's
beneficial interest in the trust property is referred to as the Funding 2 share of the
trust property and the seller's beneficial interest in the trust property is referred to as
the seller share of the trust property. The Funding 1 share, the Funding 2 share
and the seller share of the trust property will be recalculated in accordance with the
mortgages trust deed on each calculation date and will fluctuate over time. The
accompanying final terms or drawdown prospectus will set out the approximate
amounts of the Funding 1 share of the trust property, the Funding 2 share of the
trust property and the seller share of the trust property as at the relevant closing
date.
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Minimum seller share

Allocation of losses

Available funds of the
mortgages trustee

Any new loans sold to the mortgages trustee will increase the total size of the trust
property, and will increase the Funding 2 share of the trust property to the extent
only that Funding 2 has paid consideration to the seller for an increase in Funding
2's share of the trust property. To the extent that Funding 1 has paid consideration
to the seller for an increase in the Funding 1 share of the trust property, the
Funding 1 share of the trust property will increase by a corresponding amount. To
the extent that neither Funding 2 nor Funding 1 has paid consideration to the seller
for the sale of new loans, the seller share of the trust property will increase by a
corresponding amount.

The seller may increase the size of the trust property from time to time in relation to
an issuance of notes by the issuing entity or the advance of an issuing entity
subordinated loan to the issuing entity, the proceeds of which will be advanced by
the issuing entity to Funding 2 under the master intercompany loan agreement and
applied by Funding 2 to fund the sale of the new loans and their related security to
the mortgages trustee, or to comply with the seller's obligations under the mortgage
sale agreement as described under “Sale of the loans and their related security
— Sale of loans and their related security to the mortgages trustee on the sale
dates” below.

Please refer to "The mortgages trust — General legal structure" and "The
mortgages trust — Fluctuation of shares in the trust property" for more details.

The minimum seller share is designed to provide Funding 1 and Funding 2 with a
level of protection against certain transaction risks (including set-off risks,
enforceability and priority risks relating to further advances, etc.) by ensuring that
these are collateralised by the seller share of the trust property. The size of the
minimum seller share will fluctuate over time.

Please refer to "The mortgages trust — Minimum seller share" for more details.

Losses in respect of the portfolio are allocated pro rata to the seller, Funding 1 and
Funding 2 according to their shares in the trust property.

Please refer to "The mortgages trust — Losses" for more details.

The cash manager will apply mortgages trust available revenue receipts and
mortgages trust available principal receipts on each distribution date in accordance
with the order of priority set out in the mortgages trust deed, as summarised below.

Mortgages trustee available revenue receipts will, broadly, include the following:
- revenue receipts on the loans (but excluding principal receipts); and

- interest payable to the mortgages trustee on the mortgages trustee GIC
account; less

- any third party amounts.

Mortgages trustee available principal receipts will, broadly, include all principal
receipts received during the previous calculation period.

On each calculation date, the cash manager will calculate and allocate the
Funding 1 share, the Funding 2 share and the seller share in respect of the
mortgages trust available revenue receipts and the mortgages trust available
principal receipts for the then current calculation period and will then apply the
mortgages trust available revenue receipts and the mortgages trust available
principal receipts on the following distribution date in accordance with the order of
priority set out in the mortgages trust deed and summarised below.

The mortgages trustee allocates principal receipts on the loans between the seller,
Funding 1 and Funding 2 in amounts depending on whether Funding 1 or Funding
2, as the case may be, is required to pay amounts on a Funding 1 intercompany
loan or the master intercompany loan, as the case may be, on the next Funding 1
interest payment date or Funding 2 interest payment date, as the case may be, or
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Summary of order of
priority of distribution
of mortgages trust
available revenue
receipts and
mortgages trust
available principal
receipts

whether Funding 1 or Funding 2, as the case may be, is accumulating cash to
repay a bullet term advance or a scheduled amortisation instalment under a
scheduled amortisation term advance (made under a Funding 1 intercompany loan
agreement) or a bullet loan tranche or a scheduled amortisation instalment under a
scheduled amortisation loan tranche (made under the master intercompany loan
agreement), as the case may be.

Below is a summary of the order of priority of distribution of mortgages trust
available revenue receipts and mortgages trust available principal receipts, as set
out in full in the mortgages trust deed. Please refer to "The mortgages trust -
Mortgages trust calculation of revenue receipts”, "The mortgages trust -
Mortgages trust calculation of principal receipts" and "The mortgages trust -
Cash management of trust property — distribution of principal receipts to
Funding 2" for further details.
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Priority of payment with respect to mortgages
trust available revenue receipts

Priority of payment with respect to mortgages trust
available principal receipts

1. payment of the fees of the mortgages trustee
and to third parties from the mortgages trustee in
respect of the mortgages trust (subject to certain
conditions).

2. payment of the fees of the servicer, the account
bank and the mortgages trustee corporate
services provider.

3. allocation and payment of the Funding 1 share
and Funding 2 share of mortgages trust available
revenue receipts.

4. allocation and payment to the mortgages trustee,
Funding 1 and/or Funding 2 of an amount equal
to any loss amount suffered or incurred by it or
them.

5. allocation and payment to the seller of the
remainder.

Pre-trigger events:

1. allocation and payment to Funding 1 and Funding 2
of an amount equal to the lesser of (i) its relevant
share of the mortgages trust available principal
receipts and (ii) its relevant cash accumulation
requirement.

2. allocation and payment to Funding 1 and Funding 2
up to its relevant cash accumulation requirement, to
the extent not already paid under 1. above.

3. allocation and payment to Funding 1 and Funding 2
of an amount equal to the lesser of (i) its relevant
share of the remaining mortgages trust available
principal receipts and (i) its relevant repayment
requirement.

4. allocation and payment to Funding 1 and Funding 2
up to its relevant repayment requirement, to the
extent not already paid under 3 above.

5. allocation and payment to the seller until the seller
share is equal to the minimum seller share.

Please refer to "The mortgages trust — Allocation
and distribution of principal receipts prior to the
occurrence of a trigger event" for more details,
including certain rules applicable to the above order of
priority.

Post non-asset trigger event:

All mortgages trust available principal receipts will be
allocated and distributed in the following order:

1. first, Funding 1 and Funding 2, in no order of
priority between them and pro rata according to the
Funding 1 share percentage of the trust property
and the Funding 2 share percentage of the trust
property (in each case, as calculated on the
relevant share calculation date) respectively until
the Funding 1 share of the trust property and the
Funding 2 share of the trust property (in each case,
as calculated on the relevant share calculation
date) has been reduced to zero; and

2. then, the remainder, if any, of such receipts to the
seller.

Post asset trigger event:

All mortgages trust available principal receipts will be
allocated, without priority among them but in proportion
to the respective amounts due, to Funding 1, Funding 2
and the seller according to the Funding 1 share
percentage of the trust property, the Funding 2 share
percentage of the trust property and the seller share

percentage of the trust property (in each case, as
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Priority of payment with respect to mortgages | Priority of payment with respect to mortgages trust
trust available revenue receipts available principal receipts

calculated on the relevant share calculation date)
respectively until the Funding 1 share of the trust
property and the Funding 2 share of the trust property
are zero (and, for the avoidance of doubt, such
payments may reduce the seller share of the trust
property to an amount less than the minimum seller
share). When both the Funding 1 share of the trust
property and the Funding 2 share of the trust property
are zero, the remaining mortgages trust available
principal receipts (if any) will be allocated to the seller.

Loan tranches

The issuing entity will make loan tranches available to Funding 2 pursuant to the
master intercompany loan agreement. These loan tranches will be funded from (i)
the proceeds of each series and class of notes (the rated loan tranches), (ii) each
advance by the issuing entity subordinated loan provider (or a new issuing entity
subordinated loan provider) of an issuing entity subordinated loan to the issuing
entity whether or not in connection with an issuance of notes (the subordinated
loan tranches) and (iii) each advance by the issuing entity start-up loan provider or
a new issuing entity start-up loan provider to the issuing entity of an issuing entity
start-up loan in connection with an issuance of notes (the start-up loan tranches)
(see “Overview of the notes" — Relationship between the notes, issuing entity
subordinated loans and issuing entity start-up loans and the master
intercompany loan” below). The types of loan tranches (namely, bullet loan
tranches, scheduled amortisation loan tranches, pass-through loan tranches,
subordinated loan tranches and start-up loan tranches) are described under “The
master intercompany loan agreement - Repayment of principal on the rated
loan tranches”. As an alternative to an issuing entity start-up loan, the Funding 2
start-up loan provider may make Funding 2 start-up loans available to Funding 2
pursuant to Funding 2 start-up loan agreements.

Each rated loan tranche will correspond to a particular series and class of notes.
The rated loan tranches may comprise AAA loan tranches, AA loan tranches, A
loan tranches, BBB loan tranches and BB loan tranches reflecting the designated
credit rating assigned to each rated loan tranche (see “The master intercompany
loan agreement — Ratings designations of the rated loan tranches” below). The
rated loan tranche related to a series and class of notes will be specified for such
series and class of notes in the applicable final terms or drawdown prospectus.
Each subordinated loan tranche will correspond to an issuing entity subordinated
loan advanced to the issuing entity by the issuing entity subordinated loan provider
or, as the case may be, a new issuing entity subordinated loan provider on the
relevant advance date. Each start-up loan tranche will correspond to an issuing
entity start-up loan advanced to the issuing entity by the issuing entity start-up loan
provider or, as the case may be, a new issuing entity start-up loan provider on the
relevant closing date.

Subject to the provisions of the relevant Funding 2 priority of payments (see
“Cashflows” below), Funding 2 will repay the master intercompany loan from
payments received from the mortgages trustee. Prior to the occurrence of a trigger
event or service of a note acceleration notice or a master intercompany loan
acceleration notice, Funding 2 is generally required to repay principal on the rated
loan tranches based on their respective loan tranche ratings. This means that the
AAA loan tranches are repaid before the AA loan tranches, which in turn are repaid
before the A loan tranches, which in turn are repaid before the BBB loan tranches
and which in turn are repaid before the BB loan tranches. Prior to the occurrence of
a trigger event or the service of a note acceleration notice or a master
intercompany loan acceleration notice, there are a number of exceptions to this
priority of payments. For further information on such exceptions, see “Cashflows”
below. In certain circumstances, principal payments on the BB loan tranches, the

105




Available funds of
Funding 2:

BBB loan tranches, the A rated loan tranches and the AA loan tranches will be
deferred. In certain circumstances, payment on the scheduled amortisation loan
tranches will be deferred. Please refer to "Cashflows — Distribution of Funding 2
available principal receipts" for details. See also “Risk factors — The yield to
maturity of your notes may be adversely affected by prepayments or
redemptions on the loans” and “Risk factors — The issuing entity's ability to
redeem the notes is affected by the rate of prepayment on the loan tranches”.

The issuing entity will make payments of interest on and principal in respect of the
notes, the issuing entity subordinated loans and the issuing entity start-up loans
from payments of interest and principal made by Funding 2 to it under the master
intercompany loan agreement.

Please refer to “The master intercompany loan agreement” for further details,
including the uses to which Funding 2 will put the proceeds of rated loan tranches,
subordinated loan tranches and issuing entity start-up loan tranches received from
time to time.

Funding 2 expects to have Funding 2 available revenue receipts and Funding 2
available principal receipts for the purposes of making interest and principal
payments under the loan tranches and other obligations pursuant to the other
transaction documents.

Funding 2 available revenue receipts: On any Funding 2 interest payment date
these will, broadly, consist of the following:

o all mortgages trust available revenue receipts distributed or to be
distributed to Funding 2 during the then current interest period;

o any amounts paid or to be paid by the seller to Funding 2 during the then
current interest period in consideration of the seller acquiring a further
interest in the trust property;

. any other net income of Funding 2, including all amounts of interest
received on the Funding 2 GIC account, the Funding 2 collateralised GIC
account, the Funding 2 eligible bank GIC account, the Funding 2
transaction account and/or authorised investments and amounts received
by Funding 2 under the Funding 2 swap agreement (excluding certain
amounts, as set out in full under "Cashflows — Definition of Funding 2
available revenue receipts"), in each case either received or to be received
during the then current interest period;

. the amounts then standing to the credit of the Funding 2 general reserve
ledger, except that such amounts shall not be used to pay amounts under
items (S) and (T) of the Funding 2 pre-enforcement revenue priority of
payments and subject to relevant limits or conditions;

o any amounts which have been made available from amounts standing to
the credit of the Funding 2 yield reserve fund pursuant to paragraph (E) of
the Funding 2 yield reserve priority of payments;

. if a liquidity reserve fund rating event has occurred and is continuing, and
there are no amounts standing to the credit of the Funding 2 general
reserve ledger, the amounts then standing to the credit of the Funding 2
liquidity reserve ledger and available to be drawn, to the extent necessary
to pay the items in paragraphs (A) to (D), (F), (H), (J) and (L) in the Funding
2 pre-enforcement revenue priority of payments;

. if a liquidity reserve fund rating event has occurred but is no longer
continuing due to an increase in the seller's rating since the preceding
Funding 2 interest payment date, and Funding 2 elects to terminate the
Funding 2 liquidity reserve fund, all amounts standing to the credit of the
liquidity reserve ledger;

. any amounts standing to the credit of the Funding 2 liquidity reserve ledger
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in excess of the Funding 2 liquidity reserve fund required amount as a
result of a reduction in the Funding 2 liquidity reserve fund required
amount; and

any amount standing to the credit of the Funding 2 transaction account to
the extent equal to the principal amount advanced to Funding 2 by either
the issuing entity by way of start-up loan tranche or by the Funding 2 start-
up loan provider by way of a Funding 2 start-up loan and not required by
Funding 2 to meet its costs and expenses, as certified by the cash
manager on behalf of Funding 2 to the Funding 2 security trustee.

Funding 2 available principal receipts: On any Funding 2 interest payment date

these will, broadly, consist of the following:

less

all mortgages trust available principal receipts received by Funding 2 during
the then current interest period;

all other Funding 2 principal receipts standing to the credit of the Funding 2
cash accumulation ledger which are to be applied on the next Funding 2
interest payment date to repay a bullet loan tranche and/or, subject to Rule
(1) set out under "The mortgages trust - Distribution of Funding 2
available principal receipts", a scheduled amortisation instalment in
respect of a scheduled amortisation loan tranche, or to make a payment
under items (A) or (B) of the Funding 2 pre-enforcement principal priority of
payments and, if such Funding 2 interest payment date occurs on or after a
trigger event, the remainder of such receipts standing to the credit of the
Funding 2 cash accumulation ledger;

the amount, if any, to be credited to the Funding 2 principal deficiency
ledger pursuant to the Funding 2 pre-enforcement revenue priority of
payments on the relevant Funding 2 interest payment date;

in so far as available for and needed to make a Funding 2 reserve principal
payment (see “Credit structure— Funding 2 general reserve fund”), the
amount that would then be standing to the credit of the Funding 2 general
reserve ledger, less any amounts applied or to be applied on the relevant
date in payment of interest and other revenue expenses as set out in items
(A) to (M) (inclusive) of the Funding 2 pre-enforcement revenue priority of
payments, plus any amounts which will be credited to the Funding 2
general reserve ledger under item (A) of the relevant Funding 2 pre-
enforcement principal priority of payments on the next Funding 2 interest
payment date (i.e. occurring at the end of such period of four business
days);

in so far as available for and needed to make a Funding 2 reserve principal
payment (see “Credit structure— Funding 2 liquidity reserve fund”), the
amount that would then be standing to the credit of the Funding 2 liquidity
reserve ledger, but less any amounts applied or to be applied on the
relevant date in payment of interest and other revenue expenses as set out
in items (A) to (D) (inclusive) and (F), (H), (J) and (L) of the Funding 2 pre-
enforcement revenue priority of payments plus any amounts which will be
credited to the liquidity reserve ledger under item (B) of the relevant
Funding 2 pre-enforcement principal priority of payments on the next
Funding 2 interest payment date (i.e. occurring at the end of such period of
four business days); and

any other amount standing to the credit of the Funding 2 principal ledger
(without double-counting the amounts described above);

amounts to be applied on the relevant Funding 2 interest payment date to
pay items (A) to (D) (inclusive) and (F), (H), (J) and (L) of the Funding 2
pre-enforcement revenue priority of payments.
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Summary of Funding 2
priority of payments

Below is a summary of the Funding 2 priority of payments. It should be noted that
this is a summary of some of the main cashflows, and does not include every
possible cashflow or variation. For more information on cashflows (including those
applicable following a trigger event or acceleration of all notes) please refer to
“Cashflows — Distribution of Funding 2 available revenue receipts before
master intercompany loan acceleration”, “Cashflows — Distribution of Funding
2 available principal receipts” and “Cashflows — Distribution of Funding 2
principal receipts and Funding 2 revenue receipts following master
intercompany loan acceleration”.
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Funding 2 pre-enforcement
revenue priority of payments
(prior to service of a master
intercompany loan acceleration
notice)

Funding 2 pre-enforcement
principal priority of payments
(before a trigger event and
before master intercompany
loan acceleration or acceleration
of all notes)

Funding 2 post-enforcement
priority of payments

1. amounts due to the Funding 2
security trustee, payment of
amounts due to the issuing
entity by way of senior fee in
respect of the issuing entity's
obligations specified in items
(A) to (C) of the issuing entity
pre-enforcement revenue
priority of payments or items
(A) to (C) of the issuing entity
post-enforcement priority of
payments, as the case may be,
and any third party creditors
(including tax liabilities) of
Funding 2 (other than those
referred to later)

2. amounts due to the account
bank, the eligible GIC
custodian, the agent account
bank, the cash manager and
the corporate services provider

3. amounts due to the Funding 2
swap provider (including any
termination payments but
excluding any Funding 2 swap
excluded termination amount)

4. payment of interest due on
AAA loan tranches (other than
interest due on Funding 2 yield
reserve loan tranches), and
payment of the Funding 2 yield
reserve loan primary interest
amount due on the Funding 2
yield reserve AAA loan
tranches

5. towards a credit to the AAA
principal deficiency sub-ledger
in an amount sufficient to
eliminate any debit on that
ledger

6. towards payment of interest
due on the AA loan tranches
(other than interest due and
payable on the Funding 2 yield
reserve loan tranches) and the
Funding 2 yield reserve loan
primary interest amount due
and payable on the Funding 2
yield reserve AA loan tranches

1. to the extent only that monies
have been drawn from the
Funding 2 general reserve fund
to make Funding 2 reserve
principal payments, towards a
credit to the Funding 2 general
reserve ledger to the extent the
amount standing to the credit
thereof is less than the Funding
2 reserve required amount

2. if aliquidity reserve fund rating
event has occurred and is
continuing, (i) to the extent only
that monies have been drawn
from the Funding 2 liquidity
reserve fund in order to make
Funding 2 reserve principal
payments or (i) to the extent
that the Funding 2 liquidity
reserve fund has not been fully
funded and Funding 2 available
revenue receipts on such
Funding 2 interest payment
date are insufficient to do so,
towards a credit to the Funding
2 liquidity reserve ledger to the
extent the amount standing to
the credit thereof is less than
the Funding 2 liquidity reserve
fund required amount

3. in order of their final repayment
dates, beginning with the
earliest such date to repay the
principal amounts due (if any)
on the AAA loan tranches, in
each case subject to Rules )\ (
and )Y (set out under
“Cashflows — Distribution of
Funding 2 available principal
receipts”

4. to repay the principal amounts

due (if any) on the AA loan
tranches, in each case subject
to Rules )\ (and )Y (set out
under “Cashflows —
Distribution of Funding 2
available principal receipts”

5. to repay the principal amounts
due (if any) on the A loan

amounts due to the Funding 2
security trustee and any
receiver appointed by it, and
amounts due to the issuing
entity in respect of its
obligations under items (A) and
(B) of the issuing entity post-
enforcement priority of
payments

towards payment of amounts (if
any) due by Funding 2 to the
account bank, the eligible GIC
custodian, the agent account
bank, the cash manager and
the corporate services provider

towards payment of amounts (if
any) due to the Funding 2
swap provider (including any
termination payments but
excluding any Funding 2 swap
excluded termination amount)

towards payment of interest,
principal and fees due and
payable on the AAA loan
tranches (other than interest
due and payable on the
Funding 2 yield reserve AAA
loan tranches) and towards
payment of the Funding 2 yield
reserve loan primary interest
amount due and payable on
the Funding 2 yield reserve
AAA loan tranches

towards payments of interest,
principal and fees due and
payable on the AA loan
tranches (other than interest
due and payable on the
Funding 2 yield reserve AA
loan tranches) and the Funding
2 yield reserve loan primary
interest amount due and
payable on the Funding 2 yield
reserve AA loan tranches

towards payments of interest,
principal and fees due and
payable on the A loan tranches
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Funding 2 pre-enforcement
revenue priority of payments
(prior to service of a master
intercompany loan acceleration
notice)

Funding 2 pre-enforcement
principal priority of payments
(before a trigger event and
before master intercompany
loan acceleration or acceleration
of all notes)

Funding 2 post-enforcement
priority of payments

7. towards a credit to the AA
principal deficiency sub-ledger
in an amount sufficient to
eliminate any debit on that
ledger

8. towards payment of interest
due on the A loan tranches
(other than interest due and
payable on the Funding 2 yield
reserve loan tranches) and the
Funding 2 yield reserve loan
primary interest amount due
and payable on the Funding 2
yield reserve A loan tranches

9. towards a credit to the A
principal deficiency sub-ledger
in an amount sufficient to
eliminate any debit on that
ledger

10. towards payment of interest
due on the BBB loan tranches
(other than interest due and
payable on the Funding 2 yield
reserve loan tranches) and the
Funding 2 yield reserve loan
primary interest amount due
and payable on the Funding 2
yield reserve BBB loan
tranches

11. towards a credit to the BBB
principal deficiency sub-ledger
in an amount sufficient to
eliminate any debit on that
ledger

12. towards payment of interest
due on the BB loan tranches
(other than interest due and
payable on the Funding 2 yield
reserve loan tranches) and the
Funding 2 yield reserve loan
primary interest amount due
and payable on the Funding 2
yield reserve BB loan tranches

13. towards a credit to the BB
principal deficiency sub-ledger
in an amount sufficient to
eliminate any debit on that
ledger

14. by way of payment of the

10.

tranches, in each case subject
to Rules )\ (and )Y (set out
under “Cashflows —
Distribution of Funding 2
available principal receipts”

to repay the principal amounts
due (if any) on the BBB loan
tranches, in each case subject
to Rules )\ (and )Y (set out
under “Cashflows —
Distribution of Funding 2
available principal receipts”

to repay the principal amounts
due (if any) on the BB loan
tranches, in each case subject
to Rules )\ (and )Y (set out
under “Cashflows —
Distribution of Funding 2
available principal receipts”

towards a credit to the Funding
2 cash accumulation ledger
until the balance is equal to
Funding 2's cash accumulation
liability

to repay the principal amounts
due (if any) on the
subordinated loan tranches, in
each case subject to Rule (1)
set out under “Cashflows —
Distribution of Funding 2
available principal receipts”

provided that: (a) there is no
debit balance on the Funding 2
Z loan principal deficiency sub-
ledger, after application of the
Funding 2 available revenue
receipts on that Funding 2
interest payment date and (b)
the repayment restrictions
under Rule (2) set out under
“Cashflows — Distribution of
Funding 2 available principal
receipts” are not in effect in
respect of a rated loan tranche,
then in no order of priority
among them, to repay the
principal amounts due (if any)
on such Funding 2 interest
payment date in respect of the
Funding 2 Z loans in an
amount required (if any) to

(other than interest due and
payable on the Funding 2 yield
reserve A loan tranches) and
the Funding 2 yield reserve
loan primary interest amount
due and payable on the
Funding 2 yield reserve A loan
tranches

7. towards payments of interest,
principal and fees due and
payable on the BBB loan
tranches (other than interest
due and payable on the
Funding 2 yield reserve BBB
loan tranches) and the Funding
2 yield reserve loan primary
interest amount due and
payable on the Funding 2 yield
reserve BBB loan tranches

8. towards payments of interest,
principal and fees due and
payable on the BB loan
tranches (other than interest
due and payable on the
Funding 2 yield reserve BB
loan tranches) and the Funding
2 yield reserve loan primary
interest amount due and
payable on the Funding 2 yield
reserve BB loan tranches

9. towards payments of interest,
principal and fees due and
payable on the subordinated
loan tranches

10. by way of payment of the
senior fee, towards payment of
any amounts due to the issuing
entity in respect of its
obligations (if any) to make a
termination payment to an
issuing entity swap provider
(but excluding any issuing
entity swap excluded
termination amount)

11. towards payment of interest,
principal and fees due and
payable on the Funding 2 Z
loans (if any) and any other
amounts due to the Funding 2
Z loan provider under the
Funding 2 Z loan agreement
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Funding 2 pre-enforcement
revenue priority of payments
(prior to service of a master
intercompany loan acceleration
notice)

Funding 2 pre-enforcement
principal priority of payments
(before a trigger event and
before master intercompany
loan acceleration or acceleration
of all notes)

Funding 2 post-enforcement
priority of payments

15.

16.

17.

18.

19.

20.

21.

senior fee, towards payment of
any amounts due to the issuing
entity in respect of its
obligations (if any) to make a
termination payment to an
issuing entity swap provider
(but excluding any issuing
entity swap excluded
termination amount)

towards a credit to the Funding
2 general reserve ledger to the
extent the amount standing to
the credit thereof is less than
the Funding 2 reserve required
amount (taking into account
any net replenishment)

if a liquidity reserve fund rating
event has occurred and is
continuing, towards a credit to
the Funding 2 liquidity reserve
ledger to the extent the amount
standing to the credit thereof is
less than the Funding 2
liquidity reserve fund required
amount (taking into account
any net replenishment)

towards payment of interest
due on the subordinated loan
tranches

towards a credit to the
subordinated loan principal
deficiency sub-ledger in an
amount sufficient to eliminate
any debit on that ledger

towards a credit to the Funding
2 Z loan principal deficiency
sub-ledger in an amount to
eliminate any debit on that
ledger

towards payment of interest,
capitalised interest and fees
due and payable on the
Funding 2 Z loans

(without double counting) to
pay (i) any Funding 2 swap
excluded termination amount
after the occurrence of a
Funding 2 swap provider
default or a Funding 2 swap
provider downgrade

11.

12.

reduce the principal amount
outstanding under the Funding
2 Z loans to the Funding 2 Z
loan required amount, in each
case subject to Rule (1) set out
under “Cashflows —
Distribution of Funding 2
available principal receipts”

following the repayment in full
of all amounts of interest and
principal outstanding under the
loan tranches (other than the
start-up loan tranches), in no
order of priority among them, to
repay the principal amounts
due (if any) on such Funding 2
interest payment date in
respect of the Funding 2 Z
loans

the remainder to be credited to
the Funding 2 principal ledger

12.

13.

14.

15.

16.

to pay by way of payment of
the senior fee amounts due to
the issuing entity in respect of
its obligations (if any) to pay
any issuing entity swap
excluded termination amount,
to pay by way of payment of
the senior fee any other
amounts due to the issuing
entity under the master
intercompany loan agreement,
and to pay any termination
amount due to and payable to
the Funding 2 swap provider by
Funding 2 under the Funding 2
swap agreement as a result of
a Funding 2 swap provider
default or a Funding 2 swap
provider downgrade
termination event

towards payments of amounts
due to the Funding 2 start-up
loan provider under any
Funding 2 start-up loan made
by the Funding 2 start-up loan
provider to fund the Funding 2
yield reserve fund

towards payment of: amounts
due towards payment of
interest, principal and fees due
and payable on the start-up
loan tranches and amounts
due to the Funding 2 start-up
loan provider under each
Funding 2 start-up loan
agreement

towards payment of an amount
equal to £5,000 to be retained
by Funding 2 as profit in each
accounting period

towards payment of any
deferred consideration due to
the seller pursuant to the terms
of the mortgage sale
agreement
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Funding 2 pre-enforcement
revenue priority of payments
(prior to service of a master

intercompany loan acceleration

notice)

Funding 2 pre-enforcement
principal priority of payments
(before a trigger event and
before master intercompany

loan acceleration or acceleration

of all notes)

Funding 2 post-enforcement
priority of payments

termination event, (ii) (by way
of payment of the senior fee)

any issuing entity swap

excluded termination amount
and (iii) (by way of payment of

the senior fee) any other
amounts due to the issuing
entity under the master

intercompany loan agreement

22. towards payment to Funding 2
of an amount equal to the sum

of £5,000 per annum

23. towards payments of amounts
due to the Funding 2 start-up

loan provider under any

Funding 2 start-up loan made

to fund the Funding 2 yield
reserve fund

24. towards payments of amounts
due on the issuing entity start-
up loan tranches and payment
of amounts due to the Funding
2 start-up loan provider under
each Funding 2 start-up loan

agreement

25. towards payment to the seller
of any deferred consideration

due to the seller pursuant to

the terms of the mortgage sale

agreement

26. the balance (if any) to
Funding 2

Available funds of the On any interest payment date, the issuing entity expects to have issuing entity
revenue receipts and issuing entity principal receipts for the purposes of making
interest and principal payments under the notes and the other transaction

issuing entity

documents.

Issuing entity revenue receipts: These will, broadly, include the following:
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interest to be paid by Funding 2 in respect of the loan tranches under the
master intercompany loan agreement;

principal repaid by Funding 2 in respect of the issuing entity start-up loan
tranches under the master intercompany loan agreement;

fees to be paid to the issuing entity by Funding 2 under the terms of the
master intercompany loan agreement;

interest payable on the issuing entity bank accounts and any authorised
investments;




other net income of the issuing entity including amounts received or to be
received under the issuing entity swap agreements (excluding certain
amounts, as set out in full under "Cashflows — Definition of issuing

entity revenue receipts"); and

any additional amount the issuing entity receives from any taxing authority
on account of amounts paid to that taxing authority for and on account of
tax by an issuing entity swap provider under an issuing entity swap

agreement.

Issuing entity principal receipts: These will (prior to service of a note acceleration

notice), broadly speaking, include all principal amounts to be repaid by Funding 2 to
the issuing entity under the master intercompany loan during the relevant interest
period (excluding amounts with respect to the start-up loan tranches).

Summary of issuing Below is a summary of the issuing entity priority of payments. It should be noted
entity priority of that this is a summary of some of the main cashflows, and does not include every
payments possible cashflow. For more information on cashflows please refer to “Cashflows —

Distribution of issuing entity revenue receipts before note acceleration”,
“Cashflows - Distribution of issuing entity principal receipts before note
acceleration” and “Cashflows — Distribution of issuing entity principal receipts
and issuing entity revenue receipts following note acceleration and master
intercompany loan acceleration” for more information.

Issuing entity pre-enforcement
revenue priority of payments

Issuing entity pre-enforcement
principal priority of payments

Issuing entity post-enforcement
priority of payments

1. amounts due to issuing entity
security trustee, the note
trustee, the agent bank, the
paying agents, the registrar
and the transfer agent

2. third party creditors (including
tax liabilities) (other than those
referred to later)

3. amounts due to the issuing
entity cash manager, the
issuing entity account bank and
the issuing entity corporate
services provider

4. utilising amounts (excluding
principal) received by the
issuing entity from Funding 2 in
respect of each AAA loan
tranche, payment of (i) any
amounts due to the issuing
entity swap providers (if any) in
respect of the related series
and class of class A notes
(including any termination
payment but excluding any
issuing entity swap excluded
termination amount), and (ii)
(also utilising amounts
(excluding principal) received
from the issuing entity swap
providers in respect of the
related series and class of

1. utilising principal amounts
received by the issuing entity
from Funding 2 in respect of
each AAA loan tranche,
payment of (i) amounts (in
respect of principal) due to the
issuing entity swap providers in
respect of the related series
and class of class A notes, and
(ii) (also utilising principal
amounts received from the
issuing entity swap providers in
respect of the related series
and class of notes), principal
due and payable (if any) on the
related series and class of
class A notes

2. utilising principal amounts
received by the issuing entity
from Funding 2 in respect of
each AA loan tranche, payment
of (i) amounts (in respect of
principal) due to the issuing
entity swap providers in
respect of the related series
and class of class B notes, and
(ii) (also utilising principal
amounts received from the
issuing entity swap providers in
respect of the related series
and class of notes), principal
due and payable (if any) on the
related series and class of

1. amounts due to issuing entity
security trustee, any receiver,
the note trustee, the agent
bank, the paying agents, the
registrar and the transfer agent

2. amounts due to the issuing
entity cash manager, the
issuing entity account bank and
the issuing entity corporate
services provider

3. pay amounts due to the issuing
entity swap providers for each
series of class A notes
(excluding any termination
payment)

4. pay interest due or overdue on,
and to repay principal of, the
applicable series of class A
notes and to pay any swap
termination payment due to the
issuing entity swap provider for
each series of class A notes
(but excluding any issuing
entity swap excluded
termination amount)

5. pay amounts due to the issuing
entity swap providers for each
series of class B notes
(excluding any termination
payment)
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Issuing entity pre-enforcement
revenue priority of payments

Issuing entity pre-enforcement
principal priority of payments

Issuing entity post-enforcement
priority of payments

notes), interest due and
payable (if any) on the related
series and class of class A
notes

5. utilising amounts (excluding
principal) received by the
issuing entity from Funding 2 in
respect of each AA loan
tranche, payment of (i) any
amounts due to the issuing
entity swap providers (if any) in
respect of the related series
and class of class B notes
(including any termination
payment but excluding any
issuing entity swap excluded
termination amount), and (ii)
(also utilising amounts
(excluding principal) received
from the issuing entity swap
providers in respect of the
related series and class of
notes), interest due and
payable (if any) on the related
series and class of class B
notes

6. utilising amounts (excluding
principal) received by the
issuing entity from Funding 2 in
respect of each A loan tranche,
payment of (i) any amounts
due to the issuing entity swap
providers (if any) in respect of
the related series and class of
class M notes (including any
termination payment but
excluding any issuing entity
swap excluded termination
amount), and (ii) (also utilising
amounts (excluding principal)
received from the issuing entity
swap providers in respect of
the related series and class of
notes), interest due and
payable (if any) on the related
series and class of class M
notes

7. utilising amounts (excluding
principal) received by the
issuing entity from Funding 2 in
respect of each BBB loan
tranche, payment of (i) any
amount due to the issuing
entity swap providers (if any) in
respect of the related series
and class of class C notes
(including any termination

class B notes

3. utilising principal amounts
received by the issuing entity
from Funding 2 in respect of
each A loan tranche, payment
of (i) amounts (in respect of
principal) due to the issuing
entity swap providers in
respect of the related series
and class of class M notes, and
(ii) (also utilising principal
amounts received from the
issuing entity swap providers in
respect of the related series
and class of notes), principal
due and payable (if any) on the
related series and class of
class M notes

4. utilising principal amounts
received by the issuing entity
from Funding 2 in respect of
each BBB loan tranche,
payment of (i) amounts (in
respect of principal) due to the
issuing entity swap providers in
respect of the related series
and class of class C notes, and
(ii) (also utilising principal
amounts received from the
issuing entity swap providers in
respect of the related series
and class of notes), principal
due and payable (if any) on the
related series and class of
class C notes

5. utilising principal amounts
received by the issuing entity
from Funding 2 in respect of
each BB loan tranche, payment
of (i) amounts (in respect of
principal) due to the issuing
entity swap providers in
respect of the related series
and class of class D notes, and
(ii) (also utilising principal
amounts received from the
issuing entity swap providers in
respect of the related series
and class of notes), principal
due and payable (if any) on the
related series and class of
class D notes

6. utilising principal amounts
received by the issuing entity
from Funding 2 in respect of
each subordinated loan

6.

10.

11.

12.

pay interest due or overdue on,
and to repay principal of, the
applicable series of class B
notes and to pay any swap
termination payment due to the
issuing entity swap provider for
each series of class B notes
(but excluding any issuing
entity swap excluded
termination amount)

pay amounts due to the issuing
entity swap providers for each
series of class M notes
(excluding any termination
payment)

pay interest due or overdue on,
and to repay principal of, the
applicable series of class M
notes and to pay any swap
termination payment due to the
issuing entity swap provider for
each series of class M notes
(but excluding any issuing
entity swap excluded
termination amount)

pay amounts due to the issuing
entity swap providers for each
series of class C notes
(excluding any termination
payment)

pay interest due or overdue on,
and to repay principal of, the
applicable series of class C
notes and to pay any swap
termination payment due to the
issuing entity swap provider for
each series of class C notes
(but excluding any issuing
entity swap excluded
termination amount)

pay amounts due to the issuing
entity swap providers for each
series of class D notes
(excluding any termination
payment)

pay interest due or overdue on,
and to repay principal of, the
applicable series of class D
notes and to pay any swap
termination payment due to the
issuing entity swap provider for
each series of class D notes
(but excluding any issuing
entity swap excluded
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Issuing entity pre-enforcement
revenue priority of payments

Issuing entity pre-enforcement
principal priority of payments

Issuing entity post-enforcement
priority of payments

payment but excluding any
issuing entity swap excluded
termination amount), and (ii)
(also utilising amounts
(excluding principal) received
from the issuing entity swap
providers in respect of the
related series and class of
notes), interest due and
payable (if any) on the related
series and class of class C
notes

8. utilising amounts (excluding
principal) received by the
issuing entity from Funding 2 in
respect of each BB loan
tranche, payment of (i) any
amount due to the issuing
entity swap providers (if any) in
respect of the related series
and class of class D notes
(including any termination
payment but excluding any
issuing entity swap excluded
termination amount), and (ii)
(also utilising amounts
(excluding principal) received
from the issuing entity swap
providers in respect of the
related series and class of
notes), interest due and
payable (if any) on the related
series and class of class D
notes

9. utilising amounts (excluding
principal) received by the
issuing entity from Funding 2 in
respect of each subordinated
loan tranche, to pay interest
due and payable (if any) on the
related issuing entity
subordinated loan

10. to pay any issuing entity swap
excluded termination payment
due to an issuing entity swap
provider

11. utilising amounts received by
the issuing entity from Funding
2 in respect of each start-up
loan tranche, to pay all
amounts due and payable (if
any) on the related issuing
entity start-up loan

12. the balance (if any) to the
issuing entity

tranche to pay amounts due
and payable in respect of
principal (if any) on the related
issuing entity subordinated
loan

13.

14.

15.

16.

termination amount)

pay interest due or overdue on,
and to repay principal of, the
issuing entity subordinated
loans

pay any issuing entity swap
excluded termination amount
due to the issuing entity swap
providers

pay interest due or overdue on,
and to repay principal of, the
issuing entity start-up loans

the balance (if any) to the
issuing entity
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General credit structure

The general credit structure of the transaction includes, broadly speaking, the
following elements:

(@)

(b)

Credit Support:

A Funding 2 general reserve fund has been established to help meet
shortfalls in principal due on the original bullet loan tranches and original
scheduled amortisation loan tranches in the circumstances described
under "Credit structure — Funding 2 general reserve fund". The
Funding 2 general reserve fund will be funded and replenished from
Funding 2 available revenue receipts, Funding 2 available principal
receipts, Funding 2 start-up loans and issuing entity start-up loans. The
Funding 2 general reserve fund may also be used to help meet any deficit
in Funding 2 available revenue receipts available for payment of interest
and fees due under the master intercompany loan agreement (other than
with respect to the subordinated loan tranches or the start-up loan
tranches) and to help meet any deficit on the Funding 2 principal
deficiency ledger (other than with respect to the subordinated loan
principal deficiency sub-ledger and the Funding2 Z loan principal
deficiency sub-ledger (if any));

Junior classes of notes will be subordinated to more senior classes of
notes, thereby ensuring that available funds are applied to the most
senior class of notes in priority to more junior classes of notes. For further
details, please refer to "Credit structure — Priority of payments among
the class A notes, the class B notes, the class M notes, the class C
notes, the class D notes and the issuing entity subordinated loans";

Funding 2 Z loans will be subordinated to the rated loan tranches thereby
ensuring that available funds are applied to the rated loan tranches in
priority to the Funding 2 Z loans. For further details, please refer to "Risk
factors — Subordination of the Funding 2 Z loans to the loan
tranches may not protect noteholders from all risks of loss" and "The
Funding 2 Z loan agreement";

Excess spread;

The Funding 2 yield reserve fund has been established to make, inter
alia, payments on each Funding 2 interest payment date of Funding 2
excess margin interest amounts due on the Funding 2 yield reserve loan
tranches. The Funding 2 yield reserve fund will be funded from Funding 2
start-up loans and from issuing entity start-up loans. For further details,
please refer to "Credit structure — Funding 2 yield reserve fund";

The Funding 2 liquidity reserve fund may be used as part of Funding 2
available revenue receipts available to fund payment of certain senior
expenses and interest due on rated loan tranches under the master
intercompany loan agreement, and will also be available to make Funding
2 reserve principal payments;

Liquidity Support:

Funding 2 will be obliged to establish a liquidity reserve fund if the long-
term, unsecured, unsubordinated and unguaranteed debt obligations of
the seller are rated below A- by S&P, A3 by Moody's or A by Fitch or the
short-term unsecured, unsubordinated and unguaranteed debt obligations
of the seller are rated below F1 by Fitch (unless the relevant rating
agency confirms that its then current ratings of the notes will not be
adversely affected as a consequence of the rating downgrade of the
seller). Prior to enforcement of Funding 2 security or service of a master
intercompany loan acceleration notice on Funding 2, the Funding 2
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(c)

liquidity reserve fund may be used as part of Funding 2 available revenue
receipts available to fund payment of certain senior expenses and interest
due on rated loan tranches under the master intercompany loan
agreement. Prior to the service of a master intercompany loan
acceleration notice on Funding 2 and taking into account any allocation of
principal to meet any deficiency in Funding 2's available revenue receipts,
the Funding 2 liquidity reserve fund will also be available to make
Funding 2 reserve principal payments. The Funding 2 liquidity reserve
fund, if required to be funded, will be funded initially from Funding 2
available principal receipts or (if insufficient funds are available therefrom)
from Funding 2 available revenue receipts in accordance with the
Funding 2 pre-enforcement principal priority of payments or Funding 2
pre-enforcement revenue priority of Payments, as applicable. Please
refer to "Credit structure — Funding 2 liquidity reserve fund" for more
details;

The Funding 2 principal deficiency ledger will be established, with a
separate ledger corresponding to each of the AAA loan tranches, the AA
loan tranches, the A loan tranches, the BBB loan tranches, the BB loan
tranches, the subordinated loan tranches and the Funding 2 Z loans to
record the notional principal losses corresponding to each such sub-
ledger in reverse sequential order. Funding 2 available revenue receipts
will be applied in accordance with the Funding 2 pre-enforcement
revenue priority of payments to make up the relevant sub-ledger of the
Funding 2 principal deficiency ledger in sequential order. Please refer to
"Credit structure — Funding 2 principal deficiency ledger" for more
details;

Hedging:

Funding 2 has entered into interest rate swaps with the Funding 2 swap
provider to hedge against the variations in the mortgages trustee variable
base rate payable on the variable rate loans, the rates of interest payable
on the tracker rate loans and the fixed rates of interest payable on the
fixed rate loans (in each case, as adjusted by a spread) compared to (i)
the LIBOR rate or (ii) the weighted average of the compounded daily
SONIA rates (as applicable) for sterling deposits (excluding spreads)
payable in respect of any outstanding loan tranches under the master
intercompany loan agreement and any outstanding Funding 2 Z loan with
an interest rate based on LIBOR or compounded daily SONIA
respectively. Please refer to "The swap agreements — The Funding 2
swaps" for more details;

For each class of notes of a series other than a class of notes of a series
that is denominated in Sterling and accrues interest at a floating rate that
matches the LIBOR-based rate or the compounded daily SONIA-based
rate (as applicable) applicable to the outstanding loan tranche that
corresponds to such series and class of notes, the issuing entity has
entered into an issuing entity swap with an issuing entity swap provider to
protect the issuing entity against certain interest rate and/or currency
fluctuations in respect of amounts payable to the issuing entity by
Funding 2 under rated loan tranches under the master intercompany loan
agreement that correspond to the classes of notes of the relevant series
and amounts payable by the issuing entity under such corresponding
classes of notes of the relevant series. Please refer to "The swap
agreements — The issuing entity currency swaps" and "The swap
agreements — The issuing entity interest rate swaps" for more details;

Ancillary Support:
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The mortgages trustee GIC account, the Funding 2 GIC account and the
Funding 2 collateralised GIC account each earn interest at a specified
rate. For more details, please refer to "Credit structure — Mortgages
trustee GIC account/Funding 2 GIC account/Funding 2 eligible bank
GIC account/Funding 2 collateralised GIC account”;

Funding 2 available revenue receipts are expected to exceed interest and
the senior fee payable to the issuing entity;

Funding 2 start-up loans may be provided to Funding 2 from time to time
to fund the Funding 2 general reserve fund and/or Funding 2 vyield
reserve fund (if applicable) and/or the Funding 2 liquidity reserve fund (if
applicable) and to meet the costs in connection with the issuance of notes
and/or for meeting the costs and expenses incurred by Funding 2 and the
mortgages trustee in connection with the payment of any purchase price
by Funding 2 for any sale of loans and their related security to the
mortgages trustee and/or the acquisition by Funding 2 of part of the
Funding 1 share of the trust property and/or seller share of the trust
property; and

Issuing entity start-up loans may be provided to the issuing entity, to be
on-lent to Funding 2 by way of start-up loan tranches in connection with
each issuance of notes to fund the Funding 2 general reserve fund and/or
Funding 2 liquidity reserve fund (if any) and/or a Funding 2 yield reserve
fund (if applicable) and to meet the costs and expenses in connection
with the issuance of notes.

Funding 2 conditions Funding 2 will not be able to make any drawings under the master intercompany
loan agreement unless:

precedent to drawdown

Issuing entity conditions
precedent to issuance

the related series and class of notes (or issuing entity subordinated loan
or issuing entity start-up loan, as relevant) have been issued by the
issuing entity (or the issuing entity subordinated loan provider or issuing
entity start-up loan provider, as relevant) on the relevant closing date (or
relevant advance date, as relevant) and the proceeds thereof have been
received by or on behalf of the issuing entity;

no master intercompany loan event of default or event of default has
occurred and is continuing unremedied (if capable of remedy) or
unwaived or would result from the making of such loan tranche; and

there will be no debit balance on the Funding 2 principal deficiency ledger
after the application of the Funding 2 available revenue receipts on the
next Funding 2 interest payment date.

The issuing entity may issue notes in one or more series and classes from time to
time, subject to satisfying certain conditions precedent, including:

(i)

(ii)

the issuing entity obtaining written confirmation from each rating agency
that the then current ratings of the outstanding Funding 1 notes and the
outstanding notes will not be reduced, withdrawn or qualified because of
the new issue;

the issuing entity providing written confirmation to the Funding 2 security
trustee and the issuing entity security trustee that no master
intercompany event of default has occurred which has not been remedied
or waived and no master intercompany event of default will occur as a
result of the issue of the new notes;

the issuing entity providing written confirmation that no note event of
default has occurred and is continuing which has not been waived or
would result from the new issue of notes; and

the issuing entity providing written certification to the Funding 2 security

118



trustee and the issuing entity security trustee:

(a) that no principal deficiency is recorded on the Funding 2 principal
deficiency ledger in relation to the loan tranches outstanding at
that time; or

(b) where a principal deficiency is recorded on the Funding 2

principal deficiency ledger at that time, that there will be sufficient
Funding 2 available revenue receipts on the forthcoming Funding
2 interest payment date, when applied in accordance with the
Funding 2 pre-enforcement revenue priority of payments, to
eliminate such principal deficiency.

Bank accounts and cash Collections of interest and principal in respect of the loans in the portfolio are
received by the seller in its collection account and swept into the mortgages
trustee GIC account no later than the next London business day after they are
deposited in the collection account. Payments of interest and principal on
repayment loans are payable monthly in arrear. Payments of interest on interest-
only loans are payable in the month that they are due. For further details, please
see "The servicer - Servicing of loans".

management

Summary of key swap
terms

There are two swaps governed by the Funding 2 swap agreement:

(a) The Funding 2 LIBOR swap, which has the following key commercial terms:

Swap notional amount: sized in relation to the aggregate principal amount
outstanding of all loan tranches under the master intercompany loan
agreement and the aggregate principal amount outstanding of all Funding
2 Z loans with an interest rate based on LIBOR (subject to certain
adjustments as more particularly described in "The swap agreements —
The Funding 2 swaps");

Funding 2 payment: the amount (if any) by which the sum of each of the
calculation period Funding 2 amounts calculated during the preceding
interest period exceed the sum of each of the calculation period swap
provider amounts calculated during the preceding interest period;

Funding 2 swap provider payment: the amount (if any) by which the sum
of each of the calculation period swap provider amounts calculated during
the preceding interest period exceed the sum of each of the calculation
period Funding 2 amounts calculated during the preceding interest
period; and

Frequency of payment: each Funding 2 interest payment date.

(b) the Funding 2 SONIA swap, which has the following key commercial terms:

Swap notional amount: sized in relation to the aggregate principal amount
outstanding of all loan tranches under the master intercompany loan
agreement and the aggregate principal amount outstanding of all
Funding 2 Z loans with an interest rate based on compounded daily
SONIA (subject to certain adjustments as more particularly described in
"The swap agreements — The Funding 2 swaps");

Funding 2 payment: the amount (if any) by which the sum of each of the
calculation period Funding 2 amounts calculated during the preceding
interest period exceed the sum of each of the calculation period swap
provider amounts calculated during the preceding interest period;

Funding 2 swap provider payment: the amount (if any) by which the sum
of each of the calculation period swap provider amounts calculated during
the preceding interest period exceed the sum of each of the calculation
period Funding 2 amounts calculated during the preceding interest
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period; and

Frequency of payment: each Funding 2 interest payment date.

The issuing entity swaps have the following key commercial terms:

Swap notional amount: the principal amount outstanding under the series
and class of notes to which the relevant issuing entity swap relates;

Issuing entity initial payment: the principal amount of the series and class
of notes to which the relevant issuing entity swap relates as of the issue
date;

Issuing entity swap provider initial payment: the sterling equivalent of the
principal amount of the series and class of notes to which the relevant
issuing entity swap relates as of the issue date;

Issuing entity ongoing payments: sterling interest amounts received on
the rated loan tranche corresponding to the series and class of notes to
which the relevant issuing entity swap relates;

Issuing entity swap provider ongoing payments: amounts in the specified
currency that are equal to the amounts of interest to be paid on the series
and class of notes to which the relevant issuing entity swap relates;

Issuing entity repayment amount: the sterling equivalent of the principal
amount of the series and class of notes to which the relevant issuing
entity swap relates being redeemed on a given day;

Issuing entity swap provider repayment amount: amounts in the specified
currency that are equal to the principal amount of the series and class of
notes to which the relevant issuing entity swap relates being redeemed
on a given day; and

Frequency of payment: In relation to the issuing entity swap provider, as
per the series and class of notes to which the relevant issuing entity swap
relates and, in relation to the issuing entity, quarterly.

For further details, please see "The swap agreements".
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Transaction Party

Seller

Funding 2 swap
provider, or any
credit support
provider of the
Funding 2 swap
provider

Triggers Tables
Rating Triggers Table

Required Ratings/Triggers

Long term unsecured, unsubordinated
and unguaranteed debt obligations
cease to be rated Baa2 or higher from
Moody's and BBB or higher from S&P
and BBB or higher from Fitch

Long-term unsecured, unsubordinated,
unguaranteed debt obligations cease to
be rated at least Baa3 by Moody's,
BBB- by S&P and BBB- by Fitch

Long-term, unsecured, unsubordinated
and unguaranteed debt obligations of
the seller are rated below A- by S&P, A3
by Moody's or A by Fitch or the short-
term unsecured, unsubordinated and
unguaranteed debt obligations of the
seller are rated below F1 by Fitch
(unless the relevant rating agency
confirms that the then current rating of
the notes will not be adversely affected
as a consequence of a ratings
downgrade of the seller)

Loss of/failure to have:

S&P: Funding 2 swap provider or any
applicable guarantor fails to have any
S&P initial required rating (as set out in
the S&P Minimum Counterparty Rating
table below) where S&P framework
Strong, Adequate or Moderate applies.
The relevant S&P required ratings
depend on which S&P framework is
elected by the Funding 2 swap provider
from time to time (the S&P framework)
and the rating of the notes
corresponding to the relevant Funding 2
swap. There are four S&P frameworks;
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Possible effects of Trigger being

breached include the following

The seller shall deliver to the
mortgages trustee, Funding 1,
Funding 2, the Funding 1 security
trustee, the Funding 2 security
trustee and the rating agencies a
draft letter of notice to each of the
borrowers of the sale and purchase
effected by the mortgage sale
agreement

The minimum seller share will be
recalculated to such amount as the
rating agencies may require in order
that there is no adverse effect on the
then current ratings of the notes

The seller shall, within 20 London
business days of it becoming aware
of such a rating being assigned, give
notice of the sale and purchase
effected by the mortgage sale
agreement to each borrower

loan assignments or assignations
(as appropriate) to be perfected

Establishment of the Funding 2
liquidity reserve fund

Funding 2 swap provider must post
collateral or, depending on which
rating agency's relevant rating has
not been maintained, transfer its
rights and obligations to a
replacement third party with the
required rating, procure a third party
with the required rating to become a
co-obligor or guarantee its rights and
obligations, or take such other action
as is required to maintain, or restore,
the rating of the notes by the
relevant rating agency

Termination of the Funding 2 swap if



Transaction Party

Issuing entity swap
provider, or any
credit support
provider of the
issuing entity swap
provider, in respect
of the 2015-1 series
1 class A3 issuing
entity swaps

Required Ratings/Triggers

Strong, Adequate, Moderate and Weak.
On the date of the Funding 2 swap
agreement, the provisions relating to
S&P framework Strong are elected;

Moodys: long-term, unsecured and
unsubordinated debt or counterparty
obligations rating of A3 by Moody’s; or

Fitch: Short-term issuer default rating of
F1 (or its equivalent) by Fitch or long-
term issuer default rating of A (or its
equivalent) by Fitch

Loss of/failure to have:

S&P: Funding 2 swap provider or any
applicable guarantor fails to have any
S&P subsequent required rating (or, if
S&P framework Weak applies, the S&P
required rating) (as set out in the S&P
Minimum Counterparty Rating table
below);

Moodys: Long-term, unsecured and
unsubordinated debt or counterparty
obligations rating of Baa1 by Moody's;
or

Fitch: Short-term issuer default rating of
F2 (or its equivalent) by Fitch or long-
term issuer default rating of BBB+ (or its
equivalent) by Fitch

Loss of:

Fitch: Short-term issuer default rating of
F3 (or its equivalent) by Fitch or long-
term issuer default rating of BBB- (or its
equivalent) by Fitch

Loss of/failure to have:

S&P: Issuing entity swap provider or
any applicable guarantor fails to have
any S&P initial required rating (as set
out in the S&P Minimum Counterparty
Rating table below) where S&P
framework Strong or Adequate applies.
The relevant S&P required ratings
depend on which S&P framework is
elected by the issuing entity swap
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Possible effects of Trigger being

breached include the following
the above requirements are not
satisfied in accordance with the
Funding 2 swap agreement

Funding 2 swap provider must post
collateral (unless S&P framework
Weak applies) and transfer its rights
and obligations to a replacement
third party with the required rating,
procure a third party with the
required rating to become a co-
obligor or guarantee its rights and
obligations, or take such other action
as is required to maintain, or restore,
the rating of the notes by the
relevant rating agency

Termination of the Funding 2 swap if
the above requirements are not
satisfied in accordance with the
Funding 2 swap agreement

Funding 2 swap provider must
transfer its rights and obligations to
a replacement third party with the
required rating, procure a third party
with the required rating to become a
co-obligor or guarantee its rights and
obligations, or take such other action
as is required to maintain, or restore,
the rating of the notes by Fitch (and
in the interim, post collateral)

Termination of the Funding 2 swap if
the above requirements are not
satisfied in accordance with the
Funding 2 swap agreement

Relevant issuing entity swap
provider must post collateral and
may/or must, depending on which
rating agency's relevant rating has
not been maintained (and with the
exception of the Moody’s relevant
rating), transfer its rights and
obligations to a replacement third
party with the required rating,
procure a third party with the
required rating to become a co-



Transaction Party

Required Ratings/Triggers
provider from time to time. There are
two S&P frameworks: Strong and
Adequate. On the date of the 2018-1
series 1 class A1 issuing swap, the
provisions relating to S&P framework
Strong are elected;

Moodys: Either (1) long-term,
unsecured and unsubordinated debt of
A3 by Moody's or (2) its counterparty
risk assessment of A3 by Moody’s; or

Fitch: Short-term issuer default rating of
F1 by Fitch (or its equivalent) or long-
term issuer default rating of A (or its
equivalent) by Fitch.

Loss of:

S&P: Issuing entity swap provider or
any applicable guarantor fails to have
any S&P subsequent required rating (as
set out in the S&P Minimum
Counterparty Rating table below) where
S&P framework Strong applies (or if the
issuing entity swap provider has elected
the S&P framework Adequate, where
the S&P framework Adequate applies);

Moodys: Either (1) long-term,
unsecured and unsubordinated debt
rating of Baa1 by Moody's or (2) its
counterparty risk assessment of Baa1
by Moody's; or

Fitch: Short-term issuer default rating of
F2 (or its equivalent) by Fitch or long-
term issuer default rating of BBB+ (or its
equivalent) by Fitch.

Loss of:

Fitch: Short-term issuer default rating of
F3 (or its equivalent) by Fitch or long-
term issuer default rating of BBB- (or its
equivalent) by Fitch.
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Possible effects of Trigger being

breached include the following
obligor or guarantee its rights and
obligations, or take such other action
as is required to maintain, or restore,
the rating of the relevant notes by
the relevant rating agency.

Termination of the relevant issuing
entity swap if the above
requirements are not satisfied in
accordance with the relevant issuing
entity swap agreement.

Relevant issuing entity swap
provider must transfer its rights and
obligations to a replacement third
party with the required rating,
procure a third party with the
required rating to become a co-
obligor or guarantee its rights and
obligations, or (with the exception of
where the Moody’s relevant rating
has not been maintained) take such
other action as is required to
maintain, or restore, the rating of the
relevant notes by the relevant rating
agency, or (in the event that the
Fitch relevant rating has not been
maintained) post collateral.

Termination of the relevant issuing
entity swap if the above
requirements are not satisfied in
accordance with the relevant issuing
entity swap agreement.

Relevant issuing entity swap
provider must transfer its rights and
obligations to a replacement third
party with the required rating,
procure a third party with the
required rating to become a co-
obligor or guarantee its rights and
obligations, or take such other action
as is required to maintain, or restore,
the rating of the relevant notes by
Fitch (and in the interim, post
collateral).

Termination of the relevant issuing
entity swap if the above
requirements are not satisfied in
accordance with the relevant issuing
entity swap agreement.



Transaction Party

Issuing entity swap
provider, or any
credit support
provider of the
issuing entity swap
provider, in respect
of the 2018-1 series
1 class A1 issuing
entity swaps

Required Ratings/Triggers

Loss of/failure to have:

S&P: Issuing entity swap provider or
any applicable guarantor fails to have
any S&P initial required rating (as set
out in the S&P Minimum Counterparty
Rating table below) where S&P
framework Strong applies;

Moodys: Either (1) long-term,
unsecured and unsubordinated debt of
A3 by Moody's or (2) its counterparty
risk assessment of A3 by Moody’s; or

Fitch: Short-term issuer default rating of
F1 by Fitch (or its equivalent) or long-
term issuer default rating of A (or its
equivalent) by Fitch.

Loss of:

S&P: Issuing entity swap provider or
any applicable guarantor fails to have
any S&P subsequent required rating (as
set out in the S&P Minimum
Counterparty Rating table below) where
S&P framework Strong applies;

Moody’s: Either (1) long-term,
unsecured and unsubordinated debt
rating of Baa1 by Moody's or (2) its
counterparty risk assessment of Baa1
by Moody's; or

Fitch: Short-term issuer default rating of
F2 (or its equivalent) by Fitch or long-
term issuer default rating of BBB+ (or its
equivalent) by Fitch.

Loss of:

Fitch: Short-term issuer default rating of
F3 (or its equivalent) by Fitch or long-
term issuer default rating of BBB- (or its
equivalent) by Fitch.
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Possible effects of Trigger being

breached include the following

Relevant issuing entity swap
provider must post collateral and
may/or must, depending on which
rating agency's relevant rating has
not been maintained (and with the
exception of the Moody’s relevant
rating), transfer its rights and
obligations to a replacement third
party with the required rating,
procure a third party with the
required rating to become a co-
obligor or guarantee its rights and
obligations, or take such other action
as is required to maintain, or restore,
the rating of the relevant notes by
the relevant rating agency.

Termination of the relevant issuing
entity swap if the above
requirements are not satisfied in
accordance with the relevant issuing
entity swap agreement.

Relevant issuing entity swap
provider must transfer its rights and
obligations to a replacement third
party with the required rating,
procure a third party with the
required rating to become a co-
obligor or guarantee its rights and
obligations, or (with the exception of
where the Moody’s relevant rating
has not been maintained) take such
other action as is required to
maintain, or restore, the rating of the
relevant notes by the relevant rating
agency, or (in the event that the
Fitch relevant rating has not been
maintained) post collateral.

Termination of the relevant issuing
entity swap if the above
requirements are not satisfied in
accordance with the relevant issuing
entity swap agreement.

Relevant issuing entity swap
provider must transfer its rights and
obligations to a replacement third
party with the required rating,
procure a third party with the
required rating to become a co-
obligor or guarantee its rights and
obligations, or take such other action
as is required to maintain, or restore,
the rating of the relevant notes by
Fitch (and in the interim, post
collateral).



Transaction Party

Servicer

Account bank

Short-term, unsecured, unsubordinated

Required Ratings/Triggers

and unguaranteed debt is rated less
than A-1 by S&P and P-1 by Moody's
and F1 by Fitch.

As holder of the Funding 1 Bank o
Accounts or the Funding 2 Bank
Accounts:

(a)

the unsecured, unsubordinated
and unguaranteed debt
obligations fall below A-1 short
term or A long term (or, if not at
least A-1 short term, A+ long
term) by S&P; or

the short-term, unsecured,
unsubordinated and
unguaranteed debt obligations
fall below P-1 by Moody’s; or

the short-term, unsecured,
unsubordinated and

unguaranteed debt obligations

fall below F1 by Fitch or the
long-term, unsecured,
unsubordinated and h
unguaranteed debt obligations

fall below A by Fitch.

As holder of the mortgages trustee GIC o
account:

(@)

the long-term, unsecured,
unsubordinated and
unguaranteed debt obligations
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Possible effects of Trigger being

breached include the following

Termination of the relevant issuing
entity swap if the above
requirements are not satisfied in
accordance with the relevant issuing
entity swap agreement.

The servicer shall use reasonable
endeavours to ensure that the title
deeds are identified as distinct from
the title deeds of other properties
and mortgages and standard
securities which do not form part of
the portfolio.

Subject to the following bullet point,
Funding 2 bank accounts
maintained with the account bank
will be required to be closed and a
replacement account bank to be
sought unless within any relevant
remedy period (1) the relevant rating
agency confirms that its then current
rating of the notes would not be
reduced, withdrawn or qualified as a
result of such ratings trigger breach
or (2) the account bank obtains (at
its own costs) a guarantee of its
obligations from a financial
institution with the required minimum
ratings or such other ratings as
would not cause the then current
rating of the notes to be reduced,
withdrawn or qualified.

Notwithstanding the foregoing, Bank
of Scotland, as Funding 2 account
bank with respect to the Funding 2
collateralised GIC account, may
continue to act as Funding 2
account bank in respect of such
account and may continue to receive
deposits of Funding 2 deposit non-
reserved amounts into the Funding 2
collateralised GIC account provided
that the conditions described under
“Cash management for the
mortgages trustee, Funding 1 and
Funding 2—Cash management
services with respect to the
Funding 2 collateralised GIC
account” are met.

The mortgages trustee GIC account
maintained with the account bank
will be required to be closed and a
replacement account bank to be
sought unless within any relevant



Transaction Party

Required Ratings/Triggers

fall below BBB- by Fitch; or

the account bank ceases to
have (i) unsecured,
unsubordinated and
unguaranteed debt obligation
ratings of at least A-1 short-term
and A long-term by S&P; (ii)
short-term and long-term
“Issuer Default Ratings” of at
least F1 and A (respectively) by
Fitch, and (iii) short-term,
unsecured, unsubordinated and
unguaranteed debt obligation
ratings of at least P-1 by
Moody’s.

As holder of the Funding 2 collateralised
GIC account:

(@)

the short-term, unsecured,
unsubordinated and
unguaranteed debt obligations
of the Funding 2 account bank
fall below F2 by Fitch or the
long-term, unsecured,
unsubordinated and
unguaranteed debt obligations
of the Funding 2 account bank
fall below BBB- by Fitch; or

the short-term, unsecured,
unsubordinated and
unguaranteed debt obligations
of the Funding 2 account bank
fall below P-2 by Moody's; or

the unsecured, unsubordinated
and unguaranteed debt
obligations of the Funding 2
account bank fall below A-2
short term or BBB- long term by
S&P.
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Possible effects of Trigger being

breached include the following

remedy period (1) the relevant rating
agency confirms that its then current
rating of the notes would not be
reduced, withdrawn or qualified as a
result of such ratings trigger breach
or (2) the account bank obtains (at
its own costs) a guarantee of its
obligations from a financial
institution with the required minimum
ratings or such other ratings as
would not cause the then current
rating of the notes to be reduced,
withdrawn or qualified; or, with
respect to paragraph (b) only, within
60 calendar days of such
occurrence, an account is opened
with a stand-by account bank whose
(x) unsecured, unsubordinated and
unguaranteed debt obligations are
rated at least A-1 short-term and A
long-term by S&P, (y) short-term,
unsecured, unsubordinated and
unguaranteed debt obligations are
rated at least P-1 by Moody’s and
(2) short-term and long-term “Issuer
Default Ratings” are at least F1 and
A (respectively) by Fitch, provided at
least the rating in paragraph (a)
continues to be held by the account
bank.

The cash manager or Funding 2
shall, within 5 London Business
Days, transfer amounts standing to
the credit of the Funding 2
collateralised GIC account to the
Funding 2 GIC account.



Transaction Party

Eligible GIC
Custodian

Issuing entity
account bank

Required Ratings/Triggers

the custodian’s long-term,
unsecured, unsubordinated and
unguaranteed debt obligations
are rated below BBB from S&P;
or

the short-term, unsecured,
unsubordinated and
unguaranteed debt obligations
of the custodian fall below F-2
by Fitch or the long-term,
unsecured, unsubordinated and
unguaranteed debt obligations
of the custodian fall below
BBB+ by Fitch; or

such other ratings as may be
agreed with the relevant rating
agency.

the unsecured, unsubordinated
and unguaranteed debt
obligations fall below A-1 short
term or A long term (or, if not at
least A-1 short term, A+ long
term) by S&P; or

the short-term, unsecured,
unsubordinated and
unguaranteed debt obligations
fall below P-1 by Moody's; or

the short-term, unsecured,
unsubordinated and
unguaranteed debt obligations
fall below F1 by Fitch or the
long-term, unsecured,
unsubordinated and
unguaranteed debt obligations
fall below A by Fitch.
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Possible effects of Trigger being

breached include the following

The security provider shall, with the
prior written approval of the secured
party, revoke its appointment of the
custodian by not less than 3
calendar days’ notice to the
custodian; provided that such
revocation shall not take effect until
a successor has been duly
appointed in accordance with the
custody agreement.

Issuing entity bank accounts
maintained with the issuing entity
account bank will be required to be
closed and a replacement account
bank to be sought unless within any
relevant remedy period (1) the
relevant rating agency confirms that
its then current rating of the notes
would not be reduced, withdrawn or
qualified as a result of such ratings
trigger breach or (2) the issuing
entity account bank obtains (at its
own costs) a guarantee of its
obligations from a financial
institution with the required minimum
ratings or such other ratings as
would not cause the then current
rating of the notes to be reduced,
withdrawn or qualified.



S&P Minimum Counterparty Rating

For so long as the notes corresponding to the relevant issuer swap and Funding 2 swap (as applicable) are
rated by S&P, the S&P required ratings set out below apply, as though each reference therein to S&P relevant
notes were a reference to the notes corresponding to the relevant issuer swap or Funding 2 swap. The relevant
S&P required ratings depend on which S&P framework is elected by the issuer swap provider or the Funding 2
swap provider from time to time (the S&P framework) and the rating of the notes corresponding to the relevant
issuer swap or Funding 2 swap. There are four S&P frameworks; Strong, Adequate, Moderate and Weak.

Following the loss of any S&P required rating, during the relevant period, the issuer swap provider or Funding 2
swap provider may, in addition to each of the remedies set out below, elect to change the S&P framework in
order to cure the breach of the ratings trigger (i.e. where the issuer swap provider or Funding 2 swap provider
has the required ratings under another S&P framework but does not have the required ratings under the S&P
framework currently in effect).

S&P required ratings: The S&P required ratings are set out in the tables below.

S&P framework | S&P framework | S&P framework S&P
framework
Current | Strong Adequate Moderate Weak
rating of "sep S&P S&P S&P S&P
the - - S&P N S&P .
initial subseque | initial initial required
relevant ) \ subsequent \ subsequent k
required | nt required . required . rating
notes k . k required k required
rating required rating . rating .
. rating rating
rating
AAA A- BBB+ A- A- A A A+
AA+ A- BBB+ A- A- A- A- A+
AA A- BBB BBB+ BBB+ A- A- A
AA- A- BBB BBB+ BBB+ BBB+ BBB+ A-
A+ A- BBB- BBB BBB BBB+ BBB+ A-
A A- BBB- BBB BBB BBB BBB BBB+
A- A- BBB- BBB BBB- BBB BBB BBB+
BBB+ A- BBB- BBB BBB- BBB BBB- BBB
BBB A- BBB- BBB BBB- BBB BBB- BBB
BBB- A- BBB- BBB BBB- BBB BBB- BBB-
BB+ and | A- At least as | BBB At least as | BBB At least as
below high as 3 high as 2 high as 1 | At least as
notches notches notch high as the
below the below the below the | Relevant
Relevant Relevant Relevant Notes
Notes Notes Notes rating
rating rating rating

The issuer swap provider, Funding 2 swap provider or any relevant guarantor will have the relevant S&P
required rating if its issuer credit rating or its resolution counterparty rating assigned by S&P is at least as
high as the applicable S&P required rating corresponding to the then current rating of the relevant notes
and the applicable S&P framework as specified in the above table.
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Non-Rating Triggers Table

There are two forms of non-rating trigger events: (i) an asset trigger event and (ii) a non-asset trigger
event. Following the occurrence of a trigger event, the priority of payments in respect of the mortgages trustee
for principal will change.

Non-asset trigger events

Non-asset trigger events relate primarily (but not exclusively) to events associated with the
seller/servicer. Please see "The mortgages trust — Allocation and distribution of principal receipts on or
after the occurrence of a non-asset trigger event but prior to the occurrence of an asset trigger event"

for more details.

Nature of Trigger

Insolvency event

Substitution of servicer

Breach of minimum seller
share

Breach of required loan
balance amount

Description of Trigger

An insolvency event in relation to the
seller on or before the relevant
calculation date

The seller's role as servicer under the
servicing agreement is terminated and a
new servicer is not appointed within 30
days

As at the calculation date immediately
preceding the relevant calculation date,
the seller share of the trust property was
less than the minimum seller share

On any calculation date, the aggregate
outstanding principal balance of loans
comprising the trust property was less
than the required loan balance amount
specified in the most recent final terms or
drawdown prospectus or is less than the
amount as may be required to be
maintained as a result of any new
Funding 1 issuers providing new term
advances to Funding 1 and/or the issuing
entity advancing new loan tranches to
Funding 2 which Funding 1 and/or
Funding 2, as the case may be uses to
pay to the seller and/or Funding 1 or
Funding 2, as the case may be, for an
increase in its share of the trust property
and/or to pay the seller for the sale of
new loans for the mortgages trustee
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Consequence of Trigger

Mortgages trust available principal
receipts will be applied (i) first, to
Funding 1 and Funding 2
according to their respective
shares in the trust property until
their shares have been reduced to
zero, and (ii) second, to the seller

Mortgages trust available principal
receipts will be applied (i) first, to
Funding 1 and Funding 2
according to their respective
shares in the trust property until
their shares have been reduced to
zero, and (ii) second, to the seller

Mortgages trust available principal
receipts will be applied (i) first, to
Funding 1 and Funding 2
according to their respective
shares in the trust property until
their shares have been reduced to
zero, and (ii) second, to the seller

Mortgages trust available principal
receipts will be applied (i) first, to
Funding 1 and Funding 2
according to their respective
shares in the trust property until
their shares have been reduced to
zero, and (ii) second, to the seller



Asset trigger events

Asset trigger events relate to the performance of the underlying portfolio and will be activated if certain
events occur. Please see "The mortgages trust — Allocation and distribution of principal receipts on or

after the occurrence of an asset trigger event" for more details.

Nature of Trigger Description of Trigger

Principal deficiencies Principal losses on the loans in the portfolio
reach a level causing an amount to be debited
to the principal deficiency sub-ledger in
relation to the term AAA advances of any
Funding 1 issuing entity or to the AAA
principal deficiency sub-ledger of Funding 2,
unless such debit is made when: (a) (i) in the
case of principal deficiency sub-ledger in
relation to the term AAA advances of a
Funding 1 issuing entity, the aggregate
principal amount outstanding of each of the
term AA advances, the term A advances and
the term BBB advances of the Funding 1
issuing entity is equal to zero or (ii) in the
case of the AAA principal deficiency sub-
ledger of Funding 2, the aggregate principal
amount outstanding of each of the AA loan
tranches, the A loan tranches, the BBB loan
tranches and the BB loan tranches is equal to
zero; and (b) (i) in the case of principal
deficiency sub-ledger in relation to the term
AAA advances of a Funding 1 issuing entity,
the sum of (x) the amount standing to the
credit of the Funding 1 general reserve
ledger, (y) the Funding 1 liquidity reserve
ledger (if any) and (z) the Funding 1 revenue
ledger together with amounts determined and
due to be credited to the Funding 1 revenue
ledger prior to the immediately following
Funding 1 interest payment date after such
debit is made, is greater than the amount
necessary to eliminate the debit balance on
the principal deficiency ledger in relation to
the term AAA advances of the Funding 1
issuing entity and pay amounts ranking in
priority to such item under the Funding 1 Pre-
enforcement revenue priority of payments on
the immediately following Funding 1 interest
payment date after such debit is made or (ii)
in the case of the AAA principal deficiency
sub-ledger of Funding 2, the sum of (x) the
amount standing to the credit of the Funding 2
general reserve ledger, (y) the Funding 2
liquidity reserve ledger (if any) and (z) the
Funding 2 revenue ledger together with

amounts determined and due to be credited to

the Funding 2 revenue ledger prior to the
immediately following Funding 2 interest
payment date after such debit is made, is
greater than the amount necessary to pay the
items in paragraphs (A) to (E) of the

Funding 2 pre-enforcement revenue priority of
payments on the immediately following
Funding 2 interest payment date after such
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Consequence of Trigger

Mortgages trust available

principal receipts will be applied
(in proportion to the respective
amounts due), to Funding 1,
Funding 2 and the seller
according to their respective
shares in the trust property, until
the Funding 1 share of the trust
property and the Funding 2 share
of the trust property are zero.
When both the Funding 1 share of
the trust property and the Funding
2 share of the trust property are
zero, the remaining mortgages
trust available principal receipts (if
any) will be allocated to the seller



Nature of Trigger Description of Trigger Consequence of Trigger
debit is made
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Certain Regulatory Requirements

The following outlines certain matters that may be relevant to some investors. It does not purport to be a
comprehensive list of regulatory matters that pertain to investors. All investors are responsible for analysing
their own regulatory position.

Please refer to “Risk factors — Legal and regulatory risks relating to the structure and the notes” for
further information.

Securitisation Regulation requirements
Retention statement
The seller in its capacity as the originator, will:

(i) retain, on an on-going basis, a material net economic interest of not less than 5 per cent. in
the nominal value of the securitised exposures as required by the text of Article 6 of the
Securitisation Regulation (which does not take into account any relevant national measures),
by retaining a seller share of no less than 5 per cent in the mortgages trust in accordance
with Article 6(3)(b) of the Securitisation Regulations;

(i) at all relevant times comply with the requirements of Article 7(1)(e)(iii) of the Securitisation
Regulation by confirming in the investor reports the risk retention of the seller as
contemplated by Article 6(1) of the Securitisation Regulation;

(iii) not change the manner in which it retains such material net economic interest, except to the
extent permitted by the Securitisation Regulation; and

(iv) not hedge, sell or otherwise enter into any credit risk mitigation, short position or any other
credit risk hedge with respect to its retained material net economic interest, except to the
extent permitted by the Securitisation Regulation.

Any change to the manner in which such interest is held will be notified to noteholders in accordance
with the conditions and requirements of the Securitisation Regulation.

For the purposes of Article 7(2) of the Securitisation Regulation, the issuing entity has been
designated as the entity responsible for compliance with the requirements of Article 7 and will either fulfill
such requirements itself or shall procure that such requirements are complied with on its behalf. See “Listing
and general information—Investor reports and information”.

As to the information made available to prospective investors by the issuing entity, reference is made
to the information set out herein and forming part of this base prospectus and to the monthly and quarterly
reports. In such monthly reports, relevant information with regard to the mortgage loans will be disclosed
publicly together with an overview of the retention and/or any changes in the method of retention of the
material net economic interest by the seller. See “Listing and general information”.

In this base prospectus, any reference to the Securitisation Regulation is to be construed as a
reference to such provision as the same may have been implemented, transposed, enacted or retained
under the laws of the United Kingdom.

Investors to assess compliance

Each prospective investor is required to independently assess and determine the sufficiency of the
information described above and in this base prospectus generally for the purposes of complying with Article
5 of the Securitisation Regulation, and any corresponding national measures which may be relevant, and
none of the issuing entity, the arranger, the dealers, the managers, the seller or any of the other transaction
parties makes any representation that the information described above or elsewhere in this base prospectus,
any drawdown prospectus and any final terms (as applicable) is sufficient in all circumstances for such
purposes.

Please refer to the risk factors “Risk factors — Regulatory initiatives may have an adverse
impact on the regulatory treatment of the notes” and “Risk factors — Simple, Transparent and
Standardised Securitisations (STS)” for further information on the implications of the Securitisation
Regulation and risk retention requirements for investors.
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Information regarding the policies and procedures of the seller

The seller has internal policies and procedures in place in relation to mortgage origination, the
administration of loans and risk mitigation. The policies and procedures of the seller broadly include:

e criteria for the granting of offers of mortgages that consider a variety of factors, such as a
potential borrower’s credit history, employment history and status and repayment ability, as well
as the value of the property to be mortgaged, as to which please see “The loans—
Underwriting”; and

e systems to administer and monitor the loans, including the management of loans in arrears, as to
which please see the section “The servicing agreement”.

STS status

The seller, as originator, confirms that it will, if set out in the relevant final terms or drawdown
prospectus (as applicable) make an STS notification (as defined in the Securitisation Regulation) to ESMA
that the relevant notes are an STS Securitisation pursuant to Article 18 of the Securitisation Regulation. Such
STS compliant securitisations appear on the list of STS Securitisations established and maintained by ESMA
in accordance with Article 27(5) of the Securitisation Regulation (each, an STS securitisation). The STS
notification and accompanying explanation from the seller of such transaction's compliance with Articles 20
to 22 of the Securitisation Regulation (compliance with such articles being required to qualify as an STS
securitisation) will be available for inspection at the website set out in the section entitled "Listing and
general information".

The seller confirms that prior to the issuance of a series of notes which is to be an STS
securitisation, a representative sample of the loans included in the portfolio will be the subject of external
verification by an appropriate and independent third party. This verification will extend to both compliance
with certain lending criteria and verification of certain data set out herein.

U.S. credit risk retention

The U.S. Credit Risk Retention Requirements require the "sponsor" of a securitisation transaction to
acquire and retain (or to ensure that a majority-owned affiliate of the sponsor acquires and retains) five
percent of the credit risk of the assets collateralising the asset-backed securities. Under the U.S. Credit Risk
Retention Requirements, a "sponsor" means a person who organises and initiates a securitisation
transaction by selling or transferring assets, either directly or indirectly, including through an affiliate, to the
issuing entity. For purposes of the programme, the seller is the "sponsor" under the U.S. Credit Risk
Retention Requirements.

The seller is required under the U.S. Credit Risk Retention Requirements to acquire and retain (or to
ensure that a majority-owned affiliate of the sponsor acquires and retains) an economic interest in the credit
risk of the interests created by the issuing entity on the closing date of each issuance of notes and on a
monthly basis on each calculation date (each, a Retention Calculation Date). The seller initially intends to
satisfy the U.S. Credit Risk Retention Requirements by maintaining a seller share in the master trust in an
amount at least equal to 5 per cent. of the aggregate outstanding principal balance of all notes issued by the
issuing entity, other than any notes that are at all times held by the seller or one or more of its wholly-owned
affiliates, calculated in all cases in accordance with U.S. Credit Risk Retention Requirements. For purposes
of the calculation described in the preceding sentence, a wholly-owned affiliate of the seller will include any
person, other than the issuing entity, that directly or indirectly, wholly controls (i.e. owns 100% of the equity in
such person), is wholly controlled by, or is wholly under common control with, the seller.

The seller share will be calculated as a percentage of the aggregate outstanding principal balance of
all notes issued by the issuing entity, other than any notes that are at all times held by the seller or one or
more of its wholly-owned affiliates, as of each Retention Calculation Date. If on any Retention Calculation
Date the seller share is less than 5 per cent of such amount and if such percentage is not increased to at
least 5 per cent. of such amount within 30 calendar days, the U.S. Credit Risk Retention Requirements will
not be satisfied. In the event that any such deficiency persists for two consecutive calculation dates, a non-
asset trigger event will occur. However, the U.S. Credit Risk Retention Requirements will not be violated
following the decrease of the seller share below 5 per cent. of the aggregate outstanding principal balance of
all notes issued by the issuing entity (other than any notes that are at all times held by the seller or one or
more of its wholly-owned affiliates), if an early amortization period commences for all outstanding notes and
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the seller was in compliance with the risk retention requirements as of the commencement of early
amortization, and no additional notes are issued thereafter.

In addition to holding the seller share as described above, the seller will not purchase or sell a
security or other financial instrument, enter into any derivative, agreement or position that reduces or limits
its financial exposure to the seller share that it will maintain to satisfy the U.S. Credit Risk Retention
Requirements to the extent such activities would be prohibited hedging activities in accordance with U.S.
Credit Risk Retention Requirements. See “The Mortgages Trust—Minimum seller share” for a description
of the material terms of the seller share, how the seller share is calculated from time to time and the seller’s
obligation to maintain the minimum seller share.

In the future, the seller may elect to comply with the U.S. Credit Risk Retention Requirements
through any other means permitted thereunder. In making such election, the seller will comply with the
provisions of the U.S. Credit Risk Retention Requirements, including applicable disclosure requirements.

Subject to any applicable restrictions on transfer, the seller may, at any time and from time to time,
sell or otherwise transfer all or any portion of any notes it holds, and may sell or otherwise transfer any
portion of its interest in the seller share in excess of the portion it is required to retain to comply with the U.S.
Credit Risk Retention Requirements.

In the monthly reports, relevant information with regard to the U.S. Credit Risk Retention
Requirements and/or any changes in the method of retention by the seller will be disclosed in accordance
with applicable disclosure requirements. See “Listing and general information”.

None of the initial purchasers, the arranger or the dealers have independently verified any of the
statements under this “U.S. credit risk retention” section or are responsible for making any representation
concerning the seller share. In addition, none of the initial purchasers, the arranger or the dealers have any
responsibilty to monitor or enforce compliance with the U.S. Credit Risk Retention Requirements or other
credit risk requirements for asset-backed securities or other rules and regulations relating to credit risk
retention or will be charged with knowledge of such rules or be liable to any noteholder or any other person
for violation of such rules now or hereinafter in effect.

Rule 15Ga-2 under the Exchange Act

Rule 15Ga-2, which became effective on 15 June 2015, requires any issuer or underwriter of asset-
backed securities (for this purpose, securitisations of residential and commercial mortgage loans as well as
other asset classes) rated by a nationally recognized statistical rating organisation to furnish a form (a Form
ABS-15G) via the SEC’s EDGAR database describing the findings and conclusions of any third-party due
diligence report obtained by the issuing entity or underwriter, at least five business days prior to the first sale
of the asset-backed securities. The filing requirements apply to both publicly registered offerings and
unregistered securitisations of assets offered within the United States such as those relying on Rule 144A. A
third party due diligence report is any report containing findings and conclusions relating to due diligences
services, which are defined as a review of pool assets for the purposes of issuing findings on: (1) the
accuracy of the asset data; (2) determining whether the assets conform to stated underwriting standards;
(3) asset value(s); (4) legal compliance by the originator; and (5) any other factor material to the likelihood
that the issuing entity will pay interest and principal as required. These due diligence services are routinely
provided by third-party due diligence vendors in asset-backed securities structured transactions and affect
their credit ratings.

A Form ABS-15G containing diligence findings and conclusions with respect to a third party due
diligence report prepared for the purpose of the transaction contemplated by this base prospectus will be
prepared and furnished by the issuing entity no later than five business days prior to the pricing date and will
be publically available on EDGAR pursuant to Rule 15Ga-2 and will be publicly available in advance of any
issuance. Any Form ABS-15G is not and will not be, by this reference or otherwise, incorporated into this
base prospectus or the relevant final terms and should not be relied upon by any prospective investor as a
basis for making a decision to invest in any notes. Prospective investors should rely exclusively on this base
prospectus and the relevant final terms in making their investment decisions.
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Fees

The table below sets out the principal on-going transaction fees to be paid by the issuing entity,
Funding 2 and the mortgages trustee to transaction parties. Each of these fees is subject to change at any
time without your notification or approval, including upon the appointment of any successor service provider
or any other successor transaction party pursuant to the applicable transaction document.

Type of Fee

Amount of Fee

Priority in Cashflow

Frequency

Servicing fee

Mortgages trustee fee

Cash management fee

Issuing entity cash
management fee

Corporate expenses of
mortgages trustee

Corporate expenses of
Funding 2

Corporate expenses of
issuing entity

Fee payable to Funding 2
security trustee, issuing
entity security trustee and
note trustee (including

0.05 per cent. each year
of the aggregate amount
of the trust property
(inclusive of VAT)

£1,000 each year
(inclusive of VAT)

0.025 per cent. each year
of the aggregate principal
amount outstanding of (a)
the Funding 1
intercompany loans and
(b) the rated loan
tranches and the
subordinated loan
tranches under the
master intercompany
loan, respectively paid by
Funding 1 and Funding 2
(inclusive of VAT)

0.025 per cent. each year
of the aggregate principal
amount outstanding of the
notes and the issuing
entity subordinated loans
(inclusive of VAT)

Estimated £7,500 each
year (inclusive of VAT)

An amount per annum as
agreed in accordance
with a fee letter dated on
or about 17 October 2006
(inclusive of VAT)

An amount per annum as
agreed in accordance
with a fee letter dated on
or about 17 October 2006
(inclusive of VAT)

£5,000 each year as
funding 2 security trustee
(inclusive of VAT)

Ahead of all revenue
amounts payable to
Funding 2 by the
mortgages trustee

Ahead of all revenue
amounts payable to
Funding 2 by the
mortgages trustee

Ahead of all interest
payments by Funding 1
and by Funding 2

Ahead of all outstanding
notes

Ahead of all revenue
amounts payable to
Funding 2 by the
mortgages trustee

Ahead of all outstanding
loan tranches

Ahead of all outstanding
Notes

Ahead of all outstanding
loan tranches and all
outstanding notes
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Each distribution date

Annually on the
distribution date following
the anniversary of the
establishment of the
mortgages trust

Each Funding 2 interest
payment date

Each quarterly interest
payment date

Each distribution date

Each Funding 2 interest
payment date

Each quarterly interest
payment date

Each funding 2 interest
payment date and each
quarterly interest payment
date (as applicable)



Type of Fee Amount of Fee Priority in Cashflow Frequency

paying agents) £5,000 each year per
issue of notes as issuing
entity security trustee
(inclusive of VAT)
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Overview of the notes
Denominations of the notes

The notes (in either global or definitive form) will be issued in such denominations as specified in the
applicable final terms or drawdown prospectus, save that the minimum denomination of each note will be
such as may be allowed or required from time to time by the relevant central bank or regulatory authority (or
equivalent body) or any laws or regulations applicable to the relevant currency and save that each US dollar
denominated note will be issued in minimum denominations of $250,000 and in integral multiples of $1,000
in excess thereof, each euro denominated note will be issued in minimum denominations of €100,000 and in
integral multiples of €1,000 in excess thereof and each sterling-denominated note will be issued in minimum
denominations of £100,000 and in integral multiples of £1,000 in excess thereof, provided that notes issued
with a maturity of less than one year will be issued in minimum denominations of £100,000 (or its equivalent
in any other currency as at the date of issue of such notes). No note will be issued in a denomination of less
than €100,000 (or its equivalent in any other currency as at the date of issue of such notes).

Maturities

Notes will be issued in such maturities as may be specified in the applicable final terms or drawdown
prospectus, subject to compliance with all applicable legal, regulatory and/or central bank requirements.

Currencies

Subject to compliance with all applicable legal, regulatory and/or central bank requirements, a series
and class of notes may be denominated in such currency or currencies as may be agreed between the
relevant dealers and the issuing entity as specified in the applicable final terms or drawdown prospectus.

Issue price

Each series and class of notes may be issued on a fully paid basis and at an issue price which is at
par or at discount from, or premium over, par.

Selling restrictions

For a description of certain restrictions on offers, sales and deliveries of notes and on the distribution
of offering material in the United States of America, the United Kingdom and certain other jurisdictions see
“Subscription and sale” below and the applicable final terms or drawdown prospectus.

Relationship between the notes, issuing entity subordinated loans and issuing entity start-up loans
and the master intercompany loan

The master intercompany loan agreement will comprise multiple rated loan tranches, subordinated
loan tranches and start-up loan tranches. The gross proceeds of each issue of a series and class of notes
will fund a single rated loan tranche under the master intercompany loan agreement. The repayment terms of
each rated loan tranche (for example, dates for payment of principal and the type of amortisation or
redemption) will reflect the terms of the related series and class of notes. Subject to any swap agreements
as described under “The swap agreements” below and the applicable Funding 2 priority of payments and
issuing entity priority of payments, the issuing entity will repay each series and class of notes from payments
received by it from Funding 2 under the corresponding rated loan tranche and, in each case where the
relevant series and class of notes is denominated in a currency other than sterling or otherwise benefits from
an issuing entity swap agreement, after making the appropriate currency exchange or such other applicable
exchange under the corresponding issuing entity swap agreement.

The repayment terms of each subordinated loan tranche (for example, dates for payment of principal
and interest) will reflect the terms of the related issuing entity subordinated loan. Subject to the applicable
Funding 2 priority of payments and issuing entity priority of payments, the issuing entity will repay each
issuing entity subordinated loan from payments received by it from Funding 2 under the corresponding
subordinated loan tranche.

The repayment terms of each start-up loan tranche (for example, dates for payment of principal and
interest) will reflect the terms of the related issuing entity start-up loan. Subject to the applicable Funding 2
priority of payments and issuing entity priority of payments, the issuing entity will repay each issuing entity
start-up loan from payments received by it from Funding 2 under the corresponding start-up loan tranche.
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The ability of Funding 2 to make payments on the master intercompany loan will depend to a large
extent on Funding 2 receiving its share of collections on the trust property, which will in turn depend
principally on the collections the mortgages trustee receives on the loans and the related security and the
allocation of monies among the seller, Funding 1 and Funding 2 under the mortgages trust. For more
information on the master intercompany loan, see “The master intercompany loan agreement” below.

Fixed rate notes

For a series and class of fixed rate notes, interest will be payable at the fixed rate and on such
interest payment dates as specified in the applicable final terms or drawdown prospectus and will be
calculated on the basis of such day count fraction as specified in the applicable final terms or drawdown
prospectus.

Floating rate notes

A series and class of floating rate notes will bear interest in each case on the basis specified in the
applicable final terms or drawdown prospectus. The margin, if any, relating to such series and class of notes
will be specified in the applicable final terms or drawdown prospectus. Interest on floating rate notes in
respect of each interest period will be payable on such interest payment dates and will be calculated on the
basis of such day count fraction as specified in the applicable final terms or drawdown prospectus.

Zero coupon notes

A series and class of zero coupon notes may be offered and sold at a discount to their nominal
amount as specified in the applicable final terms or drawdown prospectus (zero coupon notes).

Bullet redemption notes

A series and class of bullet redemption notes will be redeemabile in full on the bullet redemption date
specified in the applicable final terms or drawdown prospectus. Funding 2 will seek to accumulate funds
relating to principal payments on each bullet loan tranche over a period of time in order to repay such funds
as a lump sum payment to the issuing entity so that the issuing entity can redeem the corresponding bullet
redemption notes in full on the relevant bullet redemption date. A cash accumulation period in respect of a
bullet loan tranche is generally the period of time estimated to be the number of months prior to the relevant
Funding 2 interest payment date necessary for Funding 2 to accumulate enough principal receipts derived
from its share of the trust property to repay that bullet loan tranche to the issuing entity in full on the relevant
scheduled repayment date. The cash accumulation period will be determined according to a formula
described under “The mortgages trust — Cash management of trust property — distribution of principal
receipts to Funding 2” below. During a cash accumulation period with respect to any bullet loan tranche,
Funding 2 will continue to make principal repayments on any other loan tranches that are then due and
scheduled to be paid, subject to having sufficient funds therefor after meeting its obligations with a higher
priority. To the extent that there are insufficient funds to redeem a series and class of bullet redemption notes
on the relevant bullet redemption date, then the issuing entity will be required to pay the shortfall, to the
extent it receives funds therefor, on subsequent interest payment dates in respect of such notes. No
assurance can be given that Funding 2 will accumulate sufficient funds during the cash accumulation period
relating to any bullet loan tranche to enable it to repay such loan tranche on its scheduled repayment date to
the issuing entity so that the issuing entity is able to repay principal of the related bullet redemption notes on
their bullet redemption date.

Following the earlier to occur of a pass-through trigger event and the step-up date (if any) in relation
to a series and class of bullet redemption notes, such notes will be deemed to be pass-through notes and
the issuing entity will repay such notes to the extent that funds are available for such purpose and subject to
the conditions regarding repayment on subsequent interest payment dates.

Scheduled redemption notes

A series and class of scheduled redemption notes will be redeemable on scheduled redemption
dates in two or more scheduled amortisation instalments, the dates and amounts of which will be specified in
the applicable final terms or drawdown prospectus. Prior to each scheduled repayment date with respect to
the corresponding rated loan tranches, Funding 2 will seek to accumulate sufficient funds so that it may
repay the issuing entity each scheduled amortisation instalment on its scheduled redemption date so that the
issuing entity is able to repay principal of the related series and class of scheduled redemption notes on their
scheduled redemption date. A cash accumulation period in respect of a scheduled amortisation instalment is
the period of time estimated to be the number of months prior to the relevant Funding 2 interest payment
date necessary for Funding 2 to accumulate enough principal receipts derived from its share of the trust
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property to repay that scheduled amortisation instalment to the issuing entity on its scheduled repayment
date. The cash accumulation period will be determined according to a formula described under “The
mortgages trust — Cash management of trust property — distribution of principal receipts to Funding
2” below. During a cash accumulation period with respect to any scheduled amortisation loan tranche,
Funding 2 will continue to make principal repayments on any other loan tranches that are then due and
scheduled to be paid, subject to having sufficient funds therefor after meeting its obligations with a higher
priority. To the extent there are insufficient funds on a scheduled repayment date for Funding 2 to repay the
issuing entity the relevant scheduled amortisation instalment, then the issuing entity will be required to pay
the shortfall in respect of the related series and class of scheduled redemption notes, to the extent it receives
funds therefor, on subsequent interest payment dates in respect of such notes. No assurance can be given
that Funding 2 will accumulate sufficient funds during the cash accumulation period relating to any scheduled
amortisation instalment to enable it to repay the relevant scheduled amortisation instalment on its scheduled
repayment date to the issuing entity so that the issuing entity is able to repay principal of the related series of
scheduled redemption notes on their scheduled redemption date.

Following the earlier to occur of a pass-through trigger event and the step-up date (if any) in relation
to a series and class of scheduled redemption notes, such notes will be deemed to be pass-through notes
and the issuing entity will repay such notes to the extent that funds are available for such purpose and
subject to the conditions regarding repayment on subsequent interest payment dates.

Remarketing arrangements

Noteholders holding certain notes may have the benefit of remarketing arrangements under which a
remarketing agent and a conditional note purchaser (the remarketing agent and the conditional note
purchaser respectively) enter into agreements under which the remarketing agent agrees to seek
purchasers of the relevant notes on specified dates throughout the term of such notes (each such date a
mandatory transfer date) and the conditional note purchaser agrees to purchase any such notes on the
related mandatory transfer date if purchasers for such notes have not been found, provided that certain
events have not then occurred.

The mandatory transfer dates for any affected class or series of notes will be specified in the
relevant final terms or drawdown prospectus but are likely to be on every anniversary of issue of the relevant
notes.

The circumstances in which a conditional note purchaser is not obliged to purchase any affected
notes on a mandatory transfer date in circumstances where purchasers for such notes have not been found
will likewise be specified in the final terms or drawdown prospectus relating to the particular notes but will
include the occurrence of an event of default and may also include the occurrence of certain triggers related
to the ratings of the notes (such events conditional note purchaser obligation termination events).

If prior to any mandatory transfer date purchasers for any notes of the relevant class or series have
not been found, unless a conditional note purchaser obligation termination event has occurred, the
remarketing agent will serve a notice on the conditional note purchaser to purchase the notes which remain
unremarketed on the transfer date for a price per note specified in such notice.

The rate of interest under the relevant notes will be re-set on each mandatory transfer date, either at
a rate determined by the remarketing agent or, if any notes are to be acquired by the conditional note
purchaser, at a specified rate subject to a maximum re-set margin as specified in such final terms or
drawdown prospectus.

If the conditional note purchaser has purchased all of the notes as of any mandatory transfer date,
the remarketing agent shall cease to be under any obligation to find purchasers of such notes on any
mandatory transfer date following such purchase.

The issuing entity may also have the benefit of a 2a-7 swap provider arrangement under which a
swap provider (the 2a-7 swap provider) will be required to make a principal payment under the relevant
issuing entity swap agreement to the issuing entity to enable the issuing entity to redeem a series and class
of notes in full on their bullet repayment date notwithstanding that the 2a-7 swap provider has not received
the corresponding principal payment required to be made by the issuing entity under the relevant issuing
entity swap agreement.

The appointment of the remarketing agent may be terminated by the issuing entity if the remarketing
agent becomes insolvent, no longer has the requisite authority or ability to act in accordance with the terms
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of the relevant documentation documenting the arrangements or a material breach of warranty or covenant
by the remarketing agent occurs and is outstanding under the relevant documentation.

The remarketing agent will have the right to terminate its remarketing obligations under the relevant
documentation if a note event of default occurs and is continuing, there occurs an event beyond the control
of the remarketing agent or the issuing entity such that the remarketing agent is unable to perform its
obligations under the relevant documentation or which in the reasonable opinion of the remarketing agent
represents a material market change affecting the notes to be re-marketed, the issuing entity is in material
breach of any representations and warranties given by it in the conditional purchase agreement as at the
closing date of the relevant notes, the requirements of Rule 2a-7 of the United States Investment Company
Act of 1940, as amended (the Investment Company Act) for purchase of the relevant notes by money
market funds have changed since the closing date for the relevant notes or if the conditional note purchaser
purchases all relevant notes pursuant to its obligations under the relevant documentation.

No remarketing agent or conditional note purchaser shall have any recourse to the issuing entity in
respect of such arrangements.

No assurance can be given that any remarketing agent or any conditional note purchaser will comply
with and perform their respective obligations under the remarketing documentation. Each remarketing agent
will be required to make the representations required of dealers as described in “Subscription and sale”.

Description of the Maturity Purchase Notes

The issuing entity may issue maturity purchase notes (the maturity purchase notes) which are
subject to the purchase arrangements referred to in Condition 5.8, the conditional note purchase deed
entered into by the issuing entity with the maturity purchaser specified in the applicable final terms or
drawdown prospectus (the maturity purchaser) (the conditional note purchase deed) and the issuing
entity trust deed.

The maturity purchase notes will be bullet redemption notes and the maturity purchase notes will be
redeemable in full on and from the bullet redemption date specified in the applicable final terms or drawdown
prospectus (the expected maturity date).

If the issuing entity fails to redeem the maturity purchase notes in full on the expected maturity date
(or within 3 business days thereof) then, under the purchase arrangements referred to in Condition 5.8 and
the conditional note purchase deed, the maturity purchaser agrees to purchase on the transfer date (defined
below), at the maturity purchase price all, but not some only, of the outstanding maturity purchase notes in
respect of which a valid transfer instruction (defined below), tender instruction (defined below) or acceptance
instruction (defined below), as the case may be, has been delivered to the relevant clearing system or
registrar (as relevant), provided that no note event of default has occurred which is continuing on the transfer
date (the maturity purchase commitment).

The maturity purchase price will be the principal amount outstanding of the maturity purchase
notes on the expected maturity date (plus any interest accrued from and including the expected maturity date
to but excluding the transfer date at the rate of interest applicable on such notes on the basis that such rate
of interest shall not be subject to any downward adjustment (including any reduction to the margin scheduled
to apply on any step-up date) on or following the expected maturity date until (and including) the transfer
date) after taking into account any principal repayments made by the issuing entity on or after the expected
maturity date to (and including) the transfer date minus the principal deficiency losses.

The principal deficiency losses will be the outstanding balance on the principal deficiency ledger
attributable to the maturity purchase notes as calculated by the issuing entity cash manager on the date
specified in the applicable final terms or drawdown prospectus as the loss calculation date (the loss
calculation date).

The transfer date will be the later of (i) the date specified in the applicable final terms or drawdown
prospectus as the scheduled transfer date (the scheduled transfer date) and (ii) the deferred transfer date
(defined below).

Upon payment of the maturity purchase price all rights in respect of such maturity purchase notes
will be transferred to or for the account of the maturity purchaser or as designated by the maturity purchaser.

On the business day following the loss calculation date in relation to the maturity purchase notes the
issuing entity will (i) give notice (which notices shall be irrevocable) to the holder(s) of any maturity purchase
notes held in Euroclear or Clearstream, Luxembourg via Euroclear and Clearstream, Luxembourg of the
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principal deficiency losses and of the maturity purchaser's intention to purchase the maturity purchase notes
on the transfer date for cash at a price equal to the maturity purchase price (the EC/CS notice to purchase),
(i) instruct the agent appointed to coordinate the purchase of any maturity purchase notes by the maturity
purchaser held in DTC (the DTC tender agent) to give notice (which notices shall be irrevocable) to the
holder(s) of any maturity purchase notes held in DTC via DTC of the principal deficiency losses and of the
maturity purchaser's intention to purchase the maturity purchase notes on the transfer date for cash at a
price equal to the maturity purchase price (the DTC notice to purchase), (iii) instruct the registrar to give
notice (which notices shall be irrevocable) to the holder(s) of any maturity purchase notes that are registered
uncleared notes of the principal deficiency losses and of the maturity purchaser's intention to purchase the
maturity purchase notes on the transfer date for cash at a price equal to the maturity purchase price (the
registered uncleared notice to purchase) and (iv) make a corresponding announcement via the London
Stock Exchange and Bloomberg.

A holder of maturity purchase notes has the right (but not the obligation) to elect to have its maturity
purchase notes purchased by the maturity purchaser on the transfer date. A holder of maturity purchase
notes may exercise its right to have its maturity purchase notes purchased by the maturity purchaser on the
transfer date (i) in the case of maturity purchase notes held in Euroclear and Clearstream, Luxembourg, by
giving an electronic transfer and blocking instruction (which notice shall be irrevocable) in accordance with
the usual procedures of Euroclear or Clearstream, Luxembourg (as applicable) (a transfer instruction) no
later than 4:00 p.m. (London time) on the business day that is 5 business days prior to (but excluding) the
transfer date (or such earlier deadline set by any relevant intermediary or clearing system), (ii) in the case of
maturity purchase notes held in DTC, by instructing the DTC tender agent to deliver instructions to DTC in
accordance with the usual procedures of DTC acknowledging acceptance of the maturity purchaser's offer to
buy the maturity purchase notes (a tender instruction) (which shall be irrevocable) no later than 4:00 p.m.
(New York time) on the business day that is 5 business days prior to (but excluding) the transfer date (or
such earlier deadline set by any relevant intermediary or clearing system) and (iii) in the case of maturity
purchase notes that are registered uncleared notes, by delivering instructions to the registrar acknowledging
acceptance of the maturity purchaser's offer to buy the maturity purchase notes (an acceptance
instruction) (which shall be irrevocable) no later than 4:00 p.m. (London time) on the business day that is 5
business days prior to (but excluding) the transfer date.

If maturity purchase notes in definitive form are issued in accordance with the issuing entity trust
deed or if the relevant clearing system ceases to offer the relevant mechanisms to enable the purchase and
settlement of the maturity purchase notes as contemplated in the conditional note purchase deed, then the
parties to the conditional note purchase deed will make reasonable efforts to enter into alternative
arrangements to give effect to the arrangements contemplated by the conditional note purchase deed and
the maturity purchaser will purchase the relevant maturity purchase notes on the later of (i) the relevant
scheduled transfer date and (ii) the date (the deferred transfer date) which is the earlier of (A) the date that
is 5 business days after the date on which the parties to the conditional note purchase deed agree a
procedure by which the purchase can occur and (B) 60 days after the scheduled transfer date.

The maturity purchase commitment relating to the maturity purchase notes shall terminate upon the
earlier of (i) the redemption in full of all of the maturity purchase notes (ii) the purchase by the maturity
purchaser of the maturity purchase notes and (iii) in the case of the insolvency of the maturity purchaser, the
payment of a liquidated damages amount in respect of all of the maturity purchase notes. The maturity
purchase commitment relating to the maturity purchase notes will not terminate upon the occurrence of a
non-asset trigger event.

If, on or prior to the transfer date, insolvency proceedings have been commenced against the
maturity purchaser, then the maturity purchaser will procure the payment to the holders of the maturity
purchase notes of the amount (in the currency in which the relevant maturity purchase notes are
denominated) as liquidated damages, equal to the amount that a third party would be required to be paid as
an upfront amount (in the currency in which the relevant maturity purchase notes are denominated) in order
to assume the maturity purchaser's obligations in respect of the full amount of the maturity purchase notes
outstanding (the liquidated damages amount). Such amount will be determined as the arithmetic average
of the price quoted to assume such obligations by three independent dealers selected by the maturity
purchaser in accordance with the provisions of the conditional note purchase deed.

Regardless of whether the maturity purchaser purchases any or all of the maturity purchase notes on
the transfer date, the maturity purchase notes will remain outstanding until such time as they are redeemed
in full or until their final maturity date. Therefore, if the maturity purchaser fails to purchase the maturity
purchase notes, the relevant noteholders will remain noteholders with all related rights and their priority,
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standing and relationship with the issuing entity (as set out in this base prospectus and the relevant final
terms or drawdown prospectus) will not be affected.

Please consider carefully the section entitled “Risk factors” in this base prospectus. In addition
certain additional risks relating specifically to repayment of maturity purchase notes are described under
“Risk factors — Additional risks related to the maturity purchase notes” above.

Pass-through notes

A series and class of pass-through notes will be redeemable in full on the final maturity date
specified in the applicable final terms or drawdown prospectus. On each Funding 2 interest payment date,
Funding 2 may (subject to the repayment tests) make repayments of principal in respect of pass-through
loan tranches to the issuing entity so that the issuing entity may, on the applicable interest payment date,
repay all or part of the pass-through notes prior to their final maturity dates.

Following the earlier to occur of a pass-through trigger event and the step-up date (if any) in relation
to a series and class of notes, the issuing entity will repay such notes to the extent that funds are available
and subject to the conditions for repayment on subsequent interest payment dates.

Money market notes

From time to time, the issuing entity may issue a series and class of notes designated as money
market notes in the applicable final terms or drawdown prospectus. It is expected that money market notes
will be “Eligible Securities” within the meaning of Rule 2a-7 under the Investment Company Act.

However, any determination as to qualification and compliance with Rule 2a-7 is solely the
responsibility of each prospective money market note purchaser and its investment adviser, and no
representation as to such compliance is made by any of the issuing entity, Funding 2, the mortgages trustee,
Bank of Scotland, the arranger, the managers, the dealers, the note trustee, the issuing entity security
trustee, the Funding 2 security trustee, the Funding 2 Z loan provider, the corporate services provider, the
Funding 2 swap provider, the issuing entity swap providers, any swap guarantors (as applicable), the paying
agents, the account bank, the issuing entity account bank, any money market note purchaser, any
remarketing agent, any conditional purchaser, any 2a-7 swap provider or any other party to the transaction
documents, and no assurance can be given in this regard.

Money market notes will generally be bullet redemption notes or scheduled redemption notes, the
final maturity date of which will be less than 397 calendar days from the trade date relating to such notes,
being the date on which investors contract to purchase them.

The issuing entity may also repay certain series and classes of money market notes prior to their
final maturity dates using amounts received from a third party that has agreed to purchase those notes
pursuant to the terms of a money market note purchase agreement. If such arrangements apply to any
money market notes, the applicable final terms or drawdown prospectus will, in addition to providing
information regarding a series and class of money market notes, identify any money market note purchaser
in respect of such money market notes and the terms of the applicable money market note purchase
agreement.

Money market notes designated as remarketable notes in the applicable final terms or drawdown
prospectus will be issued subject to the mandatory transfer arrangements referred to in Condition 5.8 under
"Terms and conditions of the notes" below, the remarketing agreement entered into between the issuing
entity and the remarketing agent (the remarketing agreement) and the issuing entity trust deed (the
mandatory transfer). Under the terms of the mandatory transfer, the issuing entity will procure the purchase
of the remarketable notes on the interest payment dates specified in the applicable final terms or drawdown
prospectus as the mandatory transfer dates (subject to adjustment for non-business days and subject to the
mandatory transfer termination event (as defined below) not having occurred). Upon payment of the principal
amount outstanding on such remarketable notes on the relevant mandatory transfer date (following the
application of note principal payments on that date) (the mandatory transfer price), all rights in respect of
such remarketable notes will be transferred to or for the account of the remarketing agent (as defined below)
or as designated by the remarketing agent.

Under the terms of the relevant remarketing agreement, the issuing entity will appoint the
remarketing agent specified in the applicable final terms or drawdown prospectus to act as its agent to use
reasonable efforts to identify third party purchasers for the relevant remarketable notes on each mandatory
transfer date prior to the occurrence of a mandatory transfer termination event. If the remarketing agent is
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unable to identify third party purchasers for all such remarketable notes then outstanding, then the
remarketing agent on behalf of the issuing entity will give notice to the conditional purchaser specified in the
applicable final terms or drawdown prospectus (the conditional purchaser) under an agreement (the
conditional purchase agreement) to purchase all such remarketable notes. The obligation of the
conditional purchaser to purchase such remarketable notes may be subject to limitations on the conditional
purchaser’s ability to fund its obligations (see “Risk factors — Risks related to money market notes”
above) and to certain termination events under the conditional purchase agreement, which will be specified
in the accompanying final terms or drawdown prospectus. If a remarketing termination event (as defined
below), other than a note event of default, occurs on or before the relevant mandatory transfer date, the
conditional purchaser will be obliged to purchase all the relevant remarketable notes on such mandatory
transfer date. Any amounts paid to the remarketing agent by any third party or the conditional purchaser for
the remarketable notes as part of the mandatory transfer will be held by the remarketing agent as fiduciary
for the relevant purchaser.

The remarketing agent will have the ability to increase or decrease the margin on the remarketable
notes from that payable as at the closing date of the relevant remarketable notes on each mandatory transfer
date in accordance with the remarketing agreement. Any increase in margin on the remarketable notes may
not exceed an amount specified in the applicable final terms or drawdown prospectus as the maximum reset
margin. As from the occurrence of a remarketing termination event, or if the conditional note purchaser
purchases any of the remarketable notes, the margin applicable to such remarketable notes will equal the
maximum reset margin.

To facilitate the transfer of interests in the remarketable notes as part of the mandatory transfer, the
remarketing agent may appoint a tender agent (the tender agent) specified in the accompanying final terms
or drawdown prospectus for the purpose of arranging delivery and payment by and to holders of the
remarketable notes on the relevant mandatory transfer date. No further action will be required by such
noteholders for the transfer of the remarketable notes to or for the account of the remarketing agent.

The issuing entity may terminate the remarketing agreement in certain circumstances as specified in
the accompanying final terms or drawdown prospectus, which may include where the remarketing agent
becomes insolvent, no longer has the requisite authority or ability to act in accordance with the terms of the
remarketing agreement or a material breach of warranty or covenant remains outstanding under the
remarketing agreement.

The remarketing agent will have the right to terminate the remarketing agreement and will have no
further obligations thereunder in certain circumstances as specified in the accompanying final terms or
drawdown prospectus, which may include where a note event of default has occurred and is continuing,
there has been an event beyond the control of the remarketing agent or the issuing entity as a result of which
the remarketing agent is unable to perform its obligations under the remarketing agreement or which in the
reasonable opinion of the remarketing agent represents a material market change affecting the relevant
remarketing note, the issuing entity is in material breach of any representations and warranties given by it in
the conditional purchase agreement as at the closing date of the relevant remarketable notes, the
requirements of Rule 2a-7 under the Investment Company Act in respect of the eligibility of such
remarketable notes have changed since the closing date of such notes or a mandatory transfer termination
event occurs. The occurrence of any of these events or a termination by the issuing entity pursuant to the
previous paragraph where an alternative remarketing agent has not yet been appointed upon delivery of a
notice from the remarketing agent to the issuing entity and the principal paying agent giving notice of
termination is a remarketing termination event. Upon the occurrence of a remarketing termination, the
conditional purchaser will be obliged to purchase all of the relevant remarketable notes on the mandatory
transfer date following such remarketing termination event (unless there has been a mandatory transfer
termination event or a note event of default that is continuing).

A mandatory transfer termination event will occur if the conditional purchaser has purchased all
the relevant remarketable notes. If a mandatory transfer termination event occurs, the issuing entity will not
be obliged to procure any subsequent purchasers of such remarketable notes and the remarketing agent will
not be obliged to further remarket such notes.

The issuing entity may also have the benefit of a 2a-7 swap provider arrangement under which
the 2a-7 swap provider will be required to make a principal payment under the relevant issuing entity swap
agreement to the issuing entity to enable the issuing entity to redeem a series and class of notes in full on
their bullet repayment date notwithstanding that it has not received the corresponding principal payment
required to be made by the issuing entity under the relevant issuing entity swap agreement. The obligation of
the 2a-7 swap provider to make such a payment to the issuing entity may be subject to certain termination
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events under the relevant issuing entity swap agreement. A failure by the issuing entity to make the full
principal repayment on the bullet repayment date of the loan tranche corresponding to the relevant series
and class of notes for which the relevant issuing entity swap was entered into will not constitute an event of
default or a termination event under the relevant issuing entity swap agreement. If such arrangements apply
to any money market notes, the applicable final terms or drawdown prospectus will, in addition to providing
information regarding a series and class of money market notes, identify any 2a-7 swap provider in respect
of such money market notes and the terms of the applicable issuing entity swap agreement.

Certain risks relating to repayment of remarketable notes and money market notes by means of a
money market note purchaser or 2a-7 swap provider are described under “Risk factors — Risks related to
money market notes” above.

Redemption and repayment

If not redeemed earlier, each series and class of notes will be redeemed by the issuing entity on the
final maturity date specified for such series and class of notes in the applicable final terms or drawdown
prospectus.

For more information on the redemption of the notes, see “The mortgages trust — Cash
management of trust property — distribution of principal receipts to Funding 2” and “Cashflows”
below. See also “— Payment and ranking of the notes” above.

Optional redemption or repurchase of the notes

The issuing entity may redeem all, but not a portion, of a series and class of notes at their
redemption amount, together with any accrued interest in respect thereof by giving notice in accordance with
the terms and conditions of the notes, subject to the notes not having been accelerated and the availability of
sufficient funds, as described in detail in Condition 5 under “Terms and conditions of the notes” below in
the following circumstances, subject to certain conditions set out in the referenced sections:

. if at any time it would become unlawful for the issuing entity to make, fund or to allow to
remain outstanding the rated loan tranche made by it under the master intercompany loan
agreement which was funded by such notes and the issuing entity requires Funding 2 to
prepay such rated loan tranche (see Condition 5.5 under “Terms and conditions of the
notes” below); or

. on any interest payment date in the event of particular tax changes affecting the issuing
entity, the notes or the corresponding loan tranche under the master intercompany loan
agreement (see Condition 5.5 under “Terms and conditions of the notes” below); or

. on any interest payment date after the issuing entity or Funding 2, as the case may be,
elects into the permanent regime for the taxation of securitisation companies established
pursuant to the Finance Act 2005 and the regulations made thereunder (in each case as
amended from time to time) (the securitisation tax regime) it subsequently ceases or will
cease to fall within such regime (see Condition 5.5 under "Terms and conditions of the
notes" below).

In addition, provided a note acceleration notice has not been served, the issuing entity may redeem
a series and class of notes outstanding in accordance with the terms and conditions of such notes:

o on the call option date (if any) relating to such series and class of notes (as specified in the
applicable final terms or drawdown prospectus) and on any interest payment date thereafter
(see Condition 5.4 under “Terms and conditions of the notes” below);

. on the step-up date specified in the final terms or drawdown prospectus relating to such
series and class of notes (as specified in the applicable final terms or drawdown prospectus)
and on any interest payment date thereafter (see Condition 5.4 under “Terms and
conditions of the notes” below); or

o on any interest payment date on which the aggregate principal amount of such series and
class of notes and all other series and classes of notes of the same issuance is less than 10
per cent. of the aggregate principal amount outstanding of such series of notes as at the
relevant closing date (see Condition 5.4 under “Terms and conditions of the notes”
below).
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If the issuing entity exercises an option to redeem a series and class of notes in any of the
circumstances described above and in accordance with Condition 5 under “Terms and conditions of the
notes” below, then those series and classes of notes so redeemed will be repaid before other series and
classes of notes which are not so redeemed, irrespective of the ranking or final maturity date of those notes.

Operative documents relating to the notes

The issuing entity will issue each series of notes under the issuing entity trust deed. The notes will
also be subject to the issuing entity paying agent and agent bank agreement. The security for the notes is
provided for under the issuing entity deed of charge entered into on or about the programme date between
the issuing entity, the issuing entity security trustee and the issuing entity's other secured creditors
(excluding the noteholders). Operative legal provisions relating to the notes will be included in the issuing
entity trust deed, the issuing entity paying agent and agent bank agreement, the issuing entity deed of
charge, the issuing entity cash management agreement and the notes themselves, each of which will be
governed by English law.
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Use of proceeds

The use of proceeds from an issuance of notes will be described in the accompanying final terms or
drawdown prospectus.
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The issuing entity

The issuing entity was incorporated in England and Wales on 1 September 2006 (registered
number 05922774) and is a public limited company under the Companies Act 1985. The registered office of
the issuing entity is at 35 Great St. Helen's, London EC3A 6AP, United Kingdom.

The authorised share capital of the issuing entity comprises 50,000 ordinary shares of £1 each. The
issued share capital of the issuing entity comprises 50,000 ordinary shares of £1 each, 49,998 of which are
partly paid to £0.25 each and 2 of which are fully paid and all of which are beneficially owned by Holdings
(see “Holdings” below). Under the issuing entity corporate services agreement, Holdings has agreed to
comply with all requests of the issuing entity security trustee in relation to the appointment and/or removal by
Holdings of any of the directors of the issuing entity.

The issuing entity is organised as a special purpose company. The issuing entity has no
subsidiaries. The seller does not own directly or indirectly any of the share capital of Holdings or the issuing
entity.

The issuing entity was established as a special purpose vehicle for the purposes of issuing asset
backed securities (the notes) and making the advances to Funding 2 under the master intercompany loan
agreement. The activities of the issuing entity are limited to passively owing or holding the loan tranches,
issuing the notes and borrowing the issuing entity subordinated loans and issuing entity start-up loans and
other activities reasonably incidental thereto. The principal objects of the issuing entity are set out in its
memorandum of association and include:

. lending money and giving credit, with or without security;
. borrowing or raising money and obtaining credit or finance;
. securing payment or repayment of money, credit or finance by any security over the issuing

entity's property; and
. acquiring or entering into financial instruments, including derivative instruments.

Under the Companies Act 2006, the issuing entity's governing documents, including the principal
objects of the issuing entity, may be altered by a special resolution of the shareholders.

The activities of the issuing entity will be further restricted by the terms and conditions of the notes
and will be limited to the issue of the notes, the advancing of loan tranches under the master intercompany
loan agreement to Funding 2, the exercise of related rights and powers and other activities referred to in this
base prospectus or incidental to those activities.

Since its incorporation, the issuing entity has not engaged in any material activities other than those
incidental to its incorporation as a public company under the Companies Act 1985 and to the issue of the
notes and to the authorisation of the other transaction documents referred to in this base prospectus to
which it is or will be a party.

The accounting reference date (i.e. the last day of the fiscal year) of the issuing entity is the last day
of December. Statutory accounts to 31 December 2018 have been prepared and delivered to the Registrar
of Companies on behalf of the issuing entity.

Directors and secretary

The following table sets out the directors of the issuing entity and their respective business
addresses and occupations. Each director (with the exception of Daniel Jaffe) has served in office since the
incorporation of the issuing entity.
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Name

Business address

Principal activities/
business occupation

Term of office

Intertrust Directors 1
Limited

Intertrust Directors 2
Limited

Daniel Jaffe

35 Great St. Helen's
London EC3A 6AP
United Kingdom

35 Great St. Helen's
London EC3A 6AP
United Kingdom

35 Great St Helens
London EC3A 6AP
United Kingdom

Provision of directors to
special purpose
companies

Provision of directors to
special purpose
companies

Director

Indefinite, subject to
resignation or
disqualification under the
Companies Act of 2006
(as amended)

Indefinite, subject to
resignation or
disqualification under the
Companies Act of 2006
(as amended)

Indefinite, subject to
resignation or
disqualification under the

Companies Act of 2006
(as amended)

The sponsor has caused Intertrust Directors 1 Limited and Intertrust Directors 2 Limited, companies
specialising in acting as directors of special purpose companies, and Daniel Jaffe to be directors of the
issuing entity. The company secretary of the issuing entity is Intertrust Corporate Services Limited, 35 Great
St. Helen's, London EC3A 6AP, United Kingdom.

The directors of each of Intertrust Directors 1 Limited, Intertrust Directors 2 Limited and Intertrust
Corporate Services Limited are Helena Whitaker, Susan Abrahams, Andrea Williams, Michelle O'Flaherty
and Clive Short. Their principal activities include the provision of directors and corporate management
services to structured finance transactions as directors on the boards of Intertrust Directors 1 Limited and
Intertrust Directors 2 Limited. The business address of each of the directors of Intertrust Directors 1 Limited
and Intertrust Directors 2 Limited is 35 Great St. Helen's, London EC3A 6AP, United Kingdom.

In accordance with the issuing entity corporate services agreement, the issuing entity corporate
services provider will provide to the issuing entity directors, a registered and administrative office, the service
of a company secretary and the arrangement of meetings of directors and shareholders and procure book-
keeping services and preparation of accounts by Bank of Scotland. No other remuneration is paid by the
issuing entity to or in respect of any director or officer of the issuing entity for acting as such. There will at all
times be at least one independent director of the issuing entity.

The issuing entity has no employees.
Capitalisation statement

The following table shows the capitalisation of the issuing entity as at the date hereof:

£
Authorised share capital ...
Ordinary shares of £1 each 50,000.00
Issued share capital
2 ordinary shares of £1 each fully Paid ..........cooicuiiiiiiaiiii e 2.00
49,998 ordinary shares each one quarter paid..............cooooiiiiii e 12,499.50
12,501.50
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Bank of Scotland plc

Bank of Scotland plc ("Bank of Scotland") was incorporated under the laws of Scotland with limited
liability on 17 September 2007 (registration number SC327000). Bank of Scotland's registered office is at
The Mound, Edinburgh EH1 1YZ, Scotland. Bank of Scotland is authorised by the PRA and regulated by the
FCA and the PRA. Bank of Scotland (together with its subsidiary and associated undertakings, "Bank of
Scotland Group") is a directly owned and controlled subsidiary of HBOS plc, which in turn is a directly owned
and controlled subsidiary of Lloyds Bank plc.

Overview

Bank of Scotland Group provides a wide range of banking and financial services in the UK and in
certain locations overseas.

Business and activities

As at 30 June 2019, Bank of Scotland Group's activities were organised into two financial reporting
segments: Retail and Commercial Banking.

Retail offers a broad range of financial service products to personal and business banking
customers, including current accounts, savings, mortgages, credit cards, unsecured loans and motor finance.
Commercial Banking, through its segmented client coverage model, provides clients with a range of products
and services such as lending, transaction banking, working capital management, risk management and debt
capital markets services.

Additional information on Bank of Scotland Group is available from Investor Relations, Lloyds
Banking Group, 25 Gresham Street, London EC2V 7HN or from the following internet website address:
http://www.lloydsbankinggroup.com. The information on this website does not form part of this Base
Prospectus.
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Funding 2

Permanent Funding (No. 2) Limited was incorporated in England and Wales on 17 May 2002
(registered number 4441772) as a public limited company under the Companies Act 1985 and re-registered
as a private limited company on 17 August 2006. The authorised share capital of Funding 2 comprises
50,000 ordinary shares of £1 each. The issued share capital of Funding 2 comprises two ordinary shares of
£1, which are beneficially owned by Holdings (see “Holdings” below).

Funding 2 was organised as a special purpose company to act as a depositor for the securitisation of
residential mortgages originated by Halifax. Funding 2 has no subsidiaries. The seller does not own directly
or indirectly any of the share capital of Holdings or Funding 2.

The principal objects of Funding 2 are set out in its memorandum of association and are, among
other things, to:

. carry on business as a general commercial company;

) borrow or raise money by any method and to obtain any form of credit or finance in any way
the directors think fit (whether secured or unsecured);

. carry on business as a money lender, financier and investor;

. acquire and enter into financial instruments, including derivative instruments; and

. undertake and carry on all kinds of loan, financial and other operations.

Since its incorporation, Funding 2 has not engaged in any material activities, other than those
incidental to the authorisation of the transaction documents referred to in this base prospectus to which it is
or will be a party and other matters which are incidental to those activities. Funding 2 has no employees.

Funding 2 will have no continuing duties with respect to the notes but will receive payments in
respect of the Funding 2 share of the trust property and distribute such receipts as payments under the
master intercompany loan in accordance with the priorities of payments set out under “Cashflows”.

The accounting reference date of Funding 2 is the last day of December.

The registered office of Funding 2 is 35 Great St. Helen's, London EC3A 6AP, United Kingdom. The
telephone number of Funding 2's registered office is +44 (0)20 7398 6300.

The following table sets out the directors of Funding 2 and their respective business addresses and
occupations.

Name Business address Business occupation
Intertrust Directors 1 Limited ......................... 35 Great St. Helen's Director of special purpose
companies

London EC3A 6AP
United Kingdom
Intertrust Directors 2 Limited ......................... 35 Great St. Helen's Director.of special purpose
London EC3A 6AP companies
United Kingdom
Daniel Jaffe........cooiiiee e 35 Great St. Helen's Director
London EC3A 6AP
United Kingdom

The directors of Intertrust Directors 1 Limited and Intertrust Directors 2 Limited are set out in the
section “The issuing entity” above.

The company secretary of Funding 2 is Intertrust Corporate Services Limited, 35 Great St. Helen's,
London EC3A 6AP, United Kingdom.
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The directors (including the directors of Intertrust Directors 1 Limited and Intertrust Directors 2
Limited) and secretary (including the directors of Intertrust Corporate Services Limited) of Funding 2 have no
potential conflicts of interest between any duties to Funding 2 and their private interests and/or other duties.

In accordance with the corporate services agreement, the corporate services provider will provide to
Funding 2 directors, a registered and administrative office, the service of a company secretary and the
arrangement of meetings of directors and shareholders and procure book-keeping services and preparation
of accounts by Bank of Scotland. No other remuneration is paid by Funding 2 to or in respect of any director
or officer of Funding 2 for acting as such. There will at all times be at least one independent director of
Funding 2.

151



The mortgages trustee
General

Permanent Mortgages Trustee Limited, a company incorporated in Jersey, the retired mortgages
trustee, acted as trustee of the mortgages trust from its incorporation to 22 December 2015 when it retired
and Permanent Mortgages Trustee Limited, a company incorporated in England and Wales, the new
mortgages trustee, was appointed as trustee of the mortgages trust. The retirement of the retired
mortgages trustee and the appointment of the new mortgages trustee was effected by a supplemental
mortgages trust deed dated 22 December 2015.

Permanent Mortgages Trustee Limited

The mortgages trustee was incorporated in England and Wales on 7 December 2015 (registered
number 9905599) as a private company with limited liability under the laws of England and Wales, as
amended, for a period of unlimited duration. The authorised share capital of the mortgages trustee is one
ordinary share of £1. One ordinary share has been issued and fully paid and is held in trust for charitable
purposes by Intertrust Corporate Services Limited pursuant to a share trust deed dated 9 December 2015.

Any profits received by the mortgages trustee, after payment of the costs and expenses of the
mortgages trustee, will, ultimately, be paid for the benefit of charities and charitable purposes selected at the
discretion of Intertrust Corporate Services Limited. The payments on the notes will not be affected by this
arrangement.

The registered office of the mortgages trustee is at 35 Great St. Helen’s, London EC3A 6AP. lIts
telephone number is +44 (0)20 7398 6300. The mortgages trustee was organised as a special purpose
company to act as trustee of the mortgages trust, and it has acted as such in connection with each
securitisation by the previous Funding 1 issuing entities. The mortgages trustee has no subsidiaries. The
seller does not own directly or indirectly any of the share capital of the mortgages trustee.

The principal activities of the mortgages trustee are, among other things, to:

o invest and deal in mortgage loans secured on residential or other properties within England,
Wales and Scotland;

. invest in, buy, sell and otherwise acquire and dispose of mortgage loans, advances, other
similar investments and all forms of security;

. carry on business as a money lender, financier and investor;

. undertake and carry on all kinds of loan, financial and other operations; and

o act as trustee in respect of carrying on any of these activities.

The mortgages trustee has not engaged, since its incorporation, in any material activities other than
those incidental to its incorporation, the settlement of the trust property on the mortgages trustee, acting as
trustee of the mortgages trust since 22 December 2015, the authorisation of the transaction documents
referred to in this base prospectus to which it is or will be a party, filing notifications under applicable data
protection laws and other matters which are incidental or ancillary to the foregoing.

The mortgages trustee has no employees.
The accounting reference date of the mortgages trustee is the last day of December.

In accordance with the mortgages trustee corporate services agreement, the mortgages trustee
corporate services provider will (amongst other things) provide to the mortgages trustee directors, a
registered and administrative office, the service of a company secretary and the arrangement of meetings of
directors and shareholders. Bank of Scotland will prepare the accounts of the mortgages trustee. No other
remuneration is paid by the mortgages trustee to or in respect of any director or officer of the mortgages
trustee for acting as such.
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Holdings

Holdings was incorporated in England and Wales on 9 August 2001 (registered number 4267664) as
a private limited company under the Companies Act 1985. The registered office of Holdings is 35 Great St.
Helen's, London EC3A 6AP, United Kingdom. The telephone number of Holdings' registered office is +44
(0)20 7398 6300.

Holdings has an authorised share capital of £100 divided into 100 ordinary shares of £1 each, of
which two shares have been issued, one share at par value and one share at a premium, and are
beneficially owned by Intertrust Corporate Services Limited on a discretionary trust for the benefit of the
named beneficiary and for other charitable purposes. Any profits received by Holdings from its
shareholdings, after payment of the corporate administration costs and expenses of Holdings, will ultimately
be paid for the benefit of such named beneficiary and for other charitable purposes selected at the discretion
of the share trustee. The payments on the notes will not be affected by this arrangement.

Holdings is organised as a special purpose company. The seller does not own directly or indirectly
any of the share capital of Holdings.

The principal objects of Holdings are set out in its memorandum of association and are, among other
things, to acquire and hold, by way of investments or otherwise, and deal in or exploit, in such manner as
may from time to time be considered expedient, all or any part of any securities or other interests of or in any
company (including the previous Funding 1 issuing entities, the issuing entity, Funding 1 and Funding 2).

Holdings has acquired all of the issued share capital of the issuing entity, the previous Funding 1
issuing entities, Funding 1 and Funding 2. Holdings has not engaged in any other activities since its
incorporation other than changing its name from Alnery No. 2224 Limited on 21 March 2002 and those
incidental to the authorising of the transaction documents to which it is or will be a party and other matters
which are incidental to those activities. Holdings has no employees.

The accounting reference date of Holdings is the last day of December.
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PECOH

The post-enforcement call option holder (or PECOH) was incorporated in England and Wales on
9 August 2001 (registered number 4267666) as a private limited company under the Companies Act 1985.
The registered office of PECOH is 35 Great St. Helen's, London EC3A 6AP, United Kingdom.

The authorised share capital of PECOH comprises 100 ordinary shares of £1 each. The issued
share capital of PECOH comprises one ordinary share of £1, which is beneficially owned by PECOH
Holdings (see “PECOH Holdings” below).

PECOH is organised as a special purpose company. PECOH has no subsidiaries. The seller does
not own directly or indirectly any of the share capital of PECOH Holdings or PECOH.

The principal objects of PECOH are as set out in its memorandum of association and are, among
others, to hold bonds, notes, obligations and securities issued or guaranteed by any company and any
options or rights in respect of them. PECOH has not engaged since its incorporation in any material activities
other than changing its name from Alnery No. 2223 Limited on 21 March 2002, those activities relating to the
issue of the Funding 1 notes by the previous Funding 1 issuing entities and those incidental to the
authorising of the transaction documents referred to in this base prospectus to which it is or will be a party
and other matters which are incidental to those activities. PECOH has no employees.

The accounting reference date of PECOH is the last day of December.

Pursuant to the terms of an option granted to PECOH under the issuing entity post-enforcement call
option agreement, following the enforcement, realisation and payment of the proceeds of the security
granted by the issuing entity pursuant to the issuing entity deed of charge, PECOH can require the transfer
to it of all of the relevant notes outstanding for a nominal amount. The terms of the option apply to all notes
which specify the post-enforcement call option as applying to such notes in the relevant final terms or
drawdown prospectus.

As the post-enforcement call option granted pursuant to the issuing entity post-enforcement call
option agreement can be exercised by PECOH only after the issuing entity security trustee has enforced and
realised the security granted by the issuing entity under the issuing entity deed of charge and has
determined that there are no further assets available to pay amounts due and owing to the noteholders, the
exercise of the post-enforcement call option and delivery by the noteholders of the notes to PECOH will not
extinguish any other rights or claims other than the rights to payment of interest and repayment of principal
under the notes that such noteholders may have against the issuing entity. The post-enforcement call option
holder and Bank of Scotland have provided comfort to the issuing entity that the post-enforcement call option
holder will exercise the post-enforcement call option and the notes will thereafter be submitted to the issuing
entity for cancellation.
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PECOH Holdings

PECOH Holdings was incorporated in England and Wales on 1 June 2005 (registered number
5468381) as a private limited company under the Companies Act 1985. The registered office of PECOH
Holdings is 35 Great St. Helen's, London EC3A 6AP, United Kingdom.

PECOH Holdings has an authorised share capital of £100, divided into 100 ordinary shares of £1
each. The issued share capital of PECOH Holdings comprises one ordinary share of £1, which is beneficially
owned by Intertrust Investments Limited on a discretionary trust for the benefit of the named beneficiary and
for other charitable purposes. Any profits received by PECOH Holdings, after payment of the costs and
expenses of PECOH Holdings, will ultimately be paid for the benefit of that charity and for other charitable
purposes selected at the discretion of the corporate services provider. The payments on the notes will not be
affected by this arrangement.

PECOH Holdings is organised as a special purpose company. The seller does not own directly or
indirectly any of the share capital of PECOH Holdings.

The principal objects of PECOH Holdings are set out in its memorandum of association and are,
among other things, to acquire, hold and deal in securities of any company, including the post-enforcement
call option holder.

PECOH Holdings has acquired all of the issued share capital of PECOH. PECOH Holdings has not
engaged in any other activities since its incorporation other than those incidental to the authorising of the
transaction documents to which it is or will be a party and other matters which are incidental to those
activities. PECOH Holdings has no employees.

The accounting reference date of PECOH Holdings is the last day of December.

155



The Funding 2 swap provider

The Funding 2 swap provider was previously Halifax and since the reorganisation date has been
Bank of Scotland. See “Bank of Scotland plc” above.
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Funding 1 issuing entities

In connection with the acquisition of Funding 1's share of the trust property, nine other issuing
entities (referred to in this base prospectus as the Funding 1 issuing entities) have issued notes which
were ultimately supported by receivables under the loans comprising the mortgages trust. All of the Funding
1 issuing entities have been dissolved as at the date of this base prospectus and the notes issued by all
such entities have been redeemed. Funding 1 stands in substantially the same relationship with the
mortgages trustee and any existing or new Funding 1 issuing entities as Funding 2 does in respect of the
mortgages trustee and the issuing entity.

Each of the Funding 1 issuing entities were wholly owned subsidiaries of Holdings and were public
limited companies incorporated in England and Wales. Each Funding 1 issuing entity was a special purpose
company whose purpose was to issue the previous Funding 1 notes that represent their respective asset-
backed obligations and to have lent an amount equal to the proceeds of their respective previous Funding 1
notes to Funding 1 under their respective intercompany loans with Funding 1. Each Funding 1 issuing entity
did not engage in any activities that are unrelated to these purposes.

As discussed under “The mortgages trust’ below, each of Funding 1 and Funding 2 has a
beneficial interest in the mortgages trust which is proportionate in size to the aggregate outstanding balance
from time to time of the notes issued by the Funding 1 issuing entities and the issuing entity respectively.
Funding 1's obligation to pay receipts under its beneficial interest in the mortgages trust to the Funding 1
issuing entities arose under the intercompany loans entered into between Funding 1 and each of the
Funding 1 issuing entities. Similarly, Funding 2 will be obliged to pay receipts under its beneficial interest in
the mortgages trust to the issuing entity under the terms of the master intercompany loan agreement.

Each of the Funding 1 issuing entities issued series and classes of Funding 1 notes, beginning in
June 2002. Each final terms set forth the aggregate amount of Funding 1 notes outstanding of the Funding 1
issuing entities as at the date indicated in the final terms.

Each Funding 1 issuing entity, and consequently the Funding 1 notes of each such Funding 1
issuing entity, had an indirect pro rata interest in the assets of the mortgages trust in relation to the Funding 1
notes issued by each other Funding 1 issuing entity and the notes issued by the issuing entity. In addition,
the Funding 1 notes of each Funding 1 issuing entity ranked pari passu with the Funding 1 notes of each
other Funding 1 issuing entity. Each of Funding 1 and Funding 2 has a pro rata beneficial interest in the trust
property of the mortgages trust. Receipts of principal and interest on the loans after payment of expenses of
the mortgages trust are allocated each month between Funding 1, Funding 2 and the seller on a pro rata
basis as described under “The mortgages trust” below. Any losses experienced on loans are also allocated
pro rata between Funding 1, Funding 2 and the seller. Consequently, the amount of collections of principal
and interest that was available to be paid by Funding 1 to the Funding 1 issuing entities each month under
their intercompany loans, taking account of losses on the loans and expenses of the mortgages trust, was in
pro rata proportion to the amount of collections available to Funding 2 to pay to the issuing entity during the
same period.

The sponsor does not currently intend that new Funding 1 issuing entities will be created in the
future or that new series of Funding 1 notes will be issued by any existing Funding 1 issuing entity. However,
the position may change in the future. The issuing entity may, subject to satisfaction of certain conditions,
issue new series of notes from time to time (see “Overview of the notes — Issuance” above). The consent
of the noteholders of existing series of notes is not required, and will not be obtained, prior to issuance of
new series and classes of notes by the issuing entity. Similarly, the consent of the noteholders of Funding 1
notes (to the extent that any new Funding 1 Notes have been issued) is not required and will not be obtained
prior to issuance of new series and classes of notes by the issuing entity.
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Funding 1

Funding 1 was incorporated in England and Wales on 9 August 2001 (registered number 4267660)
as a private limited company under the Companies Act 1985. The authorised share capital of Funding 1
comprises 100 ordinary shares of £1 each. The issued share capital of Funding 1 comprises one ordinary
share of £1, which is beneficially owned by Holdings.

Like Funding 2, Funding 1 was organised as a special purpose company to act as a depositor for the
securitisation of residential mortgages originated by Halifax. Funding 1 has acted as such for each
securitisation by the previous Funding 1 issuing entities. Funding 1 has no subsidiaries. The seller does not
own directly or indirectly any of the share capital of Holdings or Funding 1.

The accounting reference date of Funding 1 is the last day of December.

The registered office of Funding 1 is 35 Great St. Helen's, London EC3A 6AP. The telephone
number of Funding 1's registered office is +44 (0)20 7398 6300.
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The note trustee, the issuing entity security trustee and the Funding 2 security trustee

The note trustee, the issuing entity security trustee and the Funding 2 security trustee is The Bank of
New York Mellon. The Bank of New York Mellon, a wholly owned subsidiary of The Bank of New York Mellon
Corporation, is incorporated, with limited liability by Charter, under the Laws of the State of New York by
special act of the New York State Legislature, Chapter 616 of the Laws of 1871, with its Head Office situate
at 225 Liberty Street, New York, NY 10286, USA and having a branch registered in England & Wales with
FC No 005522 and BR No 000818 with its principal office in the United Kingdom situated at One Canada
Square, London E14 5AL.

The Bank of New York Mellon’s corporate trust business services $12 trillion in outstanding debt
from 55 locations around the world. It services all major debt categories, including corporate and municipal
debt, mortgage-backed and asset-backed securities, collateralized debt obligations, derivative securities and
international debt offerings. The Bank of New York Mellon’s corporate trust and agency services are
delivered through The Bank of New York Mellon and The Bank of New York Mellon Trust Company, N.A.

The Bank of New York Mellon Corporation is a global financial services company focused on helping
clients manage and service their financial assets, operating in 35 countries and serving more than 100
markets. The company is a leading provider of financial services for institutions, corporations and high-net-
worth individuals, providing superior asset management and wealth management, asset servicing, issuer
services, clearing services and treasury services through a worldwide client-focused team. It has more than
$26 trillion in assets under custody and administration and more than $1.4 trillion in assets under
management. Additional information is available at bnymellon.com. The website and the contents thereof do
not form part of this base prospectus.

The Bank of New York Mellon has served and currently is serving as indenture trustee and trustee
for numerous securitisation transactions and programmes involving pools of mortgage loans.

Pursuant to the issuing entity trust deed, the note trustee is required to take certain actions as
described in “Description of the issuing entity trust deed” and “Terms and conditions of the notes”
below. Pursuant to the issuing entity trust deed and the issuing entity deed of charge, the issuing entity
security trustee is required to take certain actions as described in “Security for the issuing entity's
obligations — Appointment, powers, responsibilities and liabilities of the issuing entity security
trustee” and “Terms and conditions of the notes” below.

The limitations on liability of the note trustee are described in “Terms and conditions of the notes”
below. The limitations on the liability of the issuing entity security trustee are described in “Security for the
issuing entity's obligations — Appointment, powers, responsibilities and liabilities of the issuing
entity security trustee” and “Security for the issuing entity's obligations — Additional provisions of the
issuing entity deed of charge” below.

The indemnifications available to the note trustee and the issuing entity security trustee are
described in Condition 12 under “Terms and conditions of the notes” below.

Provisions for the removal of the issuing entity security trustee are described in “Security for the
issuing entity's obligations — Retirement and removal” below.

The Funding 2 deed of charge sets out the terms under which the Funding 2 security trustee is
appointed and the indemnification of the Funding 2 security trustee. Pursuant to the Funding 2 deed of
charge, the Funding 2 security trustee is required to take certain actions as described under “Security for
Funding 2's obligations” below. Provisions for the removal of the Funding 2 security trustee are described
in “Security for Funding 2's obligations — Retirement and removal” below.

The Bank of New York Mellon also acted as the Funding 1 note trustees, the Funding 1 issuing
entities security trustees and the Funding 1 security trustee on similar terms and conditions to those
described above.
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Maturity Purchaser

As at the date of this base prospectus, Lloyds Bank plc is the maturity purchaser (maturity
purchaser) for the issue of any notes previously issued by the issuing entity which are maturity purchase
notes. A different maturity purchaser for the issue of notes after the date of this base prospectus may be
identified in the applicable drawdown prospectus (and Lloyds Bank plc is under no obligation to act as
maturity purchaser in relation to any future issuance of notes or any existing notes that are not maturity
purchase notes).
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Affiliations and certain relationships and related transactions of transaction parties

Bank of Scotland is the sponsor of the programme. In addition, Bank of Scotland, Lloyds Bank plc (which
indirectly owns Bank of Scotland) and their affiliates have several other roles in the programme. Bank of
Scotland is the seller of loans originated by Halifax and it, and is the servicer of all of the loans. Bank of
Scotland also provides the services of cash manager and issuing entity cash manager, acts as account bank
for the issuing entity accounts, Funding 2 accounts, and mortgages trustee GIC account and acts as a swap
provider for the Funding 2 swap and the Funding 1 swap and as Funding 2 Z loan provider. Bank of Scotland
may also provide issuing entity subordinated loans and issuing entity start-up loans. Lloyds Bank Corporate
Markets plc is an arranger under the programme. Except as described in this paragraph, there are no other
affiliations or relationships or related transactions involving the transaction parties under the programme.
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The loans
The portfolio

The final terms or drawdown prospectus issued in connection with the issuance of a series and class
of notes will contain tables summarising information in relation to the portfolio which will include any loans
expected to be sold to the mortgages trustee on the relevant closing date. The tables will contain information
in relation to various criteria as at the applicable cut-off date. Tables will indicate, among other things,
composition by type of property, seasoning, period to maturity, geographical distribution, LTV ratios,
outstanding balance and repayment terms, as well as other information that may be described from time to
time. The portfolio as at the cut-off date, for which statistics are presented in the applicable final terms or
drawdown prospectus, and the portfolio as at the relevant closing date may differ due to, among other things,
amortisation of loans in the portfolio.

The applicable final terms or drawdown prospectus relating to the issuance of a series and class of
notes also will contain tables summarising certain characteristics of the United Kingdom mortgage market.
Tables will provide historical information on, among other things, repossession rates, house price to earnings
ratios, as well as other information that may be described from time to time.

Introduction

The following is a description of some of the characteristics of the loans currently or previously
originated by the seller including details of loan types, the underwriting process and lending criteria. The
issuing entity believes the loans in the portfolio at any time will have characteristics that demonstrate the
capacity to produce funds to service any payments due and payable on the notes.

On the initial closing date, the seller sold the initial loans and, on subsequent dates, the seller has
sold further loans, in each case together with their related security to the mortgages trustee pursuant to the
mortgage sale agreement. On relevant closing dates, Funding 2 will pay the seller consideration for loans
(together with their related security) sold to the mortgages trustee on such dates pursuant to the terms of the
mortgage sale agreement. The loans making up the trust property after such addition, together with their
related security, accrued interest and other amounts derived from the loans, will make up the trust property.

The seller selects the loans for transfer into the portfolio, and any loans to be substituted into the
portfolio, using an internally developed system containing defined data on each of the qualifying loans in the
seller's overall portfolio of loans available for selection. This system allows the setting of exclusion criteria
among others corresponding to relevant representations and warranties that the seller makes in the
mortgage sale agreement in relation to the loans (see “Sale of the loans and their related security —
Representations and warranties” below), for instance, the representation and warranty relating to a
maximum outstanding principal balance of £500,000. Once the criteria have been determined, the system
identifies all loans owned by the seller that are consistent with the criteria. From this subset, loans are
selected at random until the target balance for new loans has been reached or the subset has been
exhausted. After a pool of new loans is selected in this way, the constituent loans are monitored so that they
continue to comply with the relevant criteria on the date of transfer.

Unless otherwise indicated, the description that follows relates to types of loans that have been or
could be sold to the mortgages trustee, either as part of the portfolio as at a closing date or as a new loan
sold to the mortgages trustee at a later date.

The loans in the expected portfolio will be originated by the seller between the dates set out in the
relevant final terms or drawdown prospectus. No loan in the portfolio will be delinquent or non-performing at
the time it is sold to the mortgages trustee.

The seller may sell new loans and their related security to the mortgages trustee from time to time.
The seller reserves the right to amend its lending criteria and to sell to the mortgages trustee new loans
which are based upon mortgage terms different from those upon which loans forming the portfolio as at any
date are based. Those new loans may include loans which are currently being offered to borrowers which
may or may not have some of the characteristics described here, but may also include loans with other
characteristics that are not currently being offered to borrowers or that have not yet been developed. All new
loans will be required to comply with the representations and warranties set out in the mortgage sale
agreement from time to time. All the material representations and warranties in the mortgage sale agreement
are described in this base prospectus. See “Sale of the loans and their related security -
Representations and warranties” below.
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Characteristics of the loans
Repayment terms

The loans in the portfolio are one of the following:

. a repayment loan where the borrower makes monthly payments of both interest and
principal so that, when the loan matures, the full amount of the principal of the loan will have
been repaid;

. an interest-only loan where the borrower makes monthly payments of interest but not of

principal so that, when the loan matures, the entire principal amount of the loan is still
outstanding and is payable in one lump sum; or

o a combination of both these options.

In the case of either repayment loans or interest-only loans, the required monthly payment may alter
from month to month for various reasons, including changes in interest rates.

For interest-only loans (other than products formerly offered by the seller which are known as
Retirement Home Plan loans), because the principal is repaid in a lump sum at the maturity of the loan, the
borrower is and has always been required to have some repayment mechanism (such as an investment
plan) which is intended to provide sufficient funds to repay the principal at the end of the term. However, the
seller has not in all cases verified that an investment plan is in place and does not take security over these
repayment mechanisms.

Principal prepayments may be made in whole or in part at any time during the term of a loan, subject
to the payment of any early repayment charges (as described in “— Early repayment charges” below). A
prepayment of the entire outstanding balance of all loans under a mortgage account discharges the
mortgage. Any prepayment in full must be made together with all accrued interest, arrears of interest, any
unpaid expenses (such as insurance premiums and fees) and any applicable repayment charge(s).

Payment methods

All payments on the loans must be made in sterling and the majority of the payments are made by
direct debit (DDR) instruction from a bank or building society account.

Types of loans and interest rate setting

The seller has responded to the competitive mortgage market by developing a range of products
with special features that are used to attract new borrowers and retain existing customers. The seller
currently offers the following special rate loans and is able to combine these to suit the requirements of the
borrower:

o fixed rate loans, which are subject to a fixed rate of interest; and

o tracker rate loans, which are subject to a variable interest rate other than the variable base
rate. The rate will be set at a fixed margin above or below, or the same rate as, the base rate
set by the Bank of England.

Each of the above special rates is offered for a predetermined period, usually between one and five
years, at the commencement of the loan (the product period). At the end of the product period the rate of
interest charged will either: (a) move to some other interest rate type for a predetermined period; or (b) revert
to a variable base rate of interest (the variable base rate), which is administered, at the discretion of the
seller, by reference to the general level of interest rates and competitive forces in the UK mortgage market.
In certain instances, early repayment charges are payable by the borrower if the loan is redeemed within the
product period. See “— Early repayment charges” below. Other customer incentives may be offered with the
product including cashback, free valuations and payment of legal fees. Additional features such as payment
holidays (temporary suspension of monthly payments) and the ability to make overpayments or
underpayments are also available to most borrowers. See “— Overpayments and underpayments” and “—
Payment holidays” below.

In addition, the seller has in the past offered:
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. “capped rate loans”, where the borrower pays interest equal to the seller's variable base
rate (or, as the case may be, the tracker rate), but where the interest rate cannot exceed a
predetermined level or cap; and

. discounted variable rate loans, which allow the borrower to pay interest at a specified
discount to one of the variable base rates.

Capped rate loans are not included in the portfolio. If they are included in the future, such inclusion
will be disclosed in the applicable final terms or drawdown prospectus. Although discounted variable rate
loans are not currently offered by the seller, some may be included in the portfolio.

In respect of the tracker rate loans where the tracker rate feature lasts for a specified period of time,
after the expiration of that period interest on the tracker rate loan will be charged at the variable base rate
that applies to the mortgage account unless the seller agrees to continue the tracker rate loan or to allow the
borrower to switch to a different product. On tracker rate loans originated after November 2002, Halifax
introduced a contractual provision allowing it to, inter alia, vary the tracker rate margin at any time where
such variation would be to the borrower's advantage. Halifax may also vary the margin payable on such
loans to the borrower's disadvantage, but only if the tracker base rate (as calculated by reference to the
Bank of England base rate) is below 3 per cent. per annum. The changes that the seller may make to the
tracker rate margin may be more or less than the amount by which the Bank of England base rate has fallen
and would effectively enable the seller to introduce a minimum interest rate. All relevant borrowers are given
advance notification of any such variation. A borrower with a tracker rate loan which is subject to a
repayment charge may, within three months of a variation which is disadvantageous, repay that loan without
having to pay an early repayment charge. If the seller makes a change in the tracker rate margin to the
borrower's disadvantage while the base rate is below 3 per cent. and it subsequently increases to 3 per cent.
or above, the changed margin will continue to apply (unless the tracker rate margin is changed again). The
features that apply to a particular loan are specified in the mortgage conditions (as varied from time to time)
and mortgage offer.

The FSA in December 2008 were reported as stating that, in their view, the ability to change a
tracker rate margin could be unfair and that, in particular, they believe that the right of the seller to change
the tracker rate margin in the circumstances referred to above was unfair.

The seller confirmed in December 2008 that it would pass on the benefit of any future Bank of
England base rate reduction to all existing customers (meaning that it would not change the tracker rate
margin in the circumstances referred to above).

From 1 March 2001 until 31 January 2002, all new mortgage loans sold under the Halifax brand
were subject to a second variable base rate (HVR 2) instead of the then existing variable base rate (HVR 1)
at the end of the predetermined product period. Existing Halifax borrowers were in some circumstances able
to transfer to HVR 2, subject to the terms and conditions of their existing loan and to the borrower entering a
deed of variation to vary the terms of the existing loan.

From 1 February 2002 until 3 January 2011, all Halifax mortgage products sold under the Halifax
brand revert to HVR 1 at the end of the predetermined product period. From 4 January 2011, all new
mortgage loans and products sold under the Halifax brand are subject to a new variable base rate, the
Halifax Homeowner Variable Rate (HHVR) at the end of the predetermined product period. HVR 1 and HVR
2 continue to apply to existing mortgages that are linked to these respective variable base rates.

The mortgages trust includes flexible loans, which are priced by reference to another variable
interest rate, the Halifax flexible variable rate.

The applicable final terms or drawdown prospectus will specify the current rates for HVR 1, HVR 2,
HHVR, the Halifax flexible variable rate or any other applicable rate.

In addition, from 1 March 2001, all new Halifax branded mortgages have featured interest calculated
on a daily basis rather than on an annual basis. Any payment by the borrower will reduce the borrower's
balance on which interest will be calculated the following day. Prior to this date, most but not all Halifax
branded mortgage products had carried interest calculated on an annual basis. Borrowers with existing loans
on which interest is calculated on an annual basis are in some circumstances able to change and have their
interest calculated on a daily basis.

The seller may change the interest rate, by giving the borrowers notice, on any part of the loan,
unless otherwise agreed in the mortgage offer and subject to certain restrictions set forth in the mortgage
offer. The seller may change the interest rate by altering the base rate or, if permitted in the mortgage offer,
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altering the tracker rate margin (as described above) or charging an added rate. An added rate of not more
than 2 per cent. may be charged on the loan if the borrower has let the property, without the seller's consent,
changed the use of the property or it has become more difficult for the seller to exercise its powers over the
property (an added rate loan). The seller may also change the borrower's monthly payments, the repayment
period and the accounting period by giving the borrower's notice. In the case of special rate loans, the seller
may cancel the special rate under certain circumstances specified in the mortgage offer.

Except in limited circumstances as set out in “The servicing agreement — Undertakings by the
servicer” below, the servicer is responsible for setting the mortgages trustee variable base rate on the loans
in the portfolio as well as on any new loans that are sold to the mortgages trustee. The mortgage conditions
applicable to all of the variable rate loans provide that the variable base rate may only be varied in
accordance with reasons that are specified in the mortgage conditions. These reasons include:

. to reflect changes in the cost of funds used by the seller in its mortgage lending business; or

. to reflect any regulatory requirements or guidance or any change in the law or decision or
recommendation by a court or an ombudsman.

In respect of the variable rate loans with these mortgage conditions, the servicer may also change
the mortgages trustee variable base rate for any other valid reason. In maintaining, determining or setting the
mortgages trustee variable base rate, the servicer will apply the factors set out here and, except in limited
circumstances as set out in “The servicing agreement — Undertakings by the servicer’ below, has
undertaken to maintain, determine or set the mortgages trustee variable base rate at a rate which is not
higher than the variable base rate applicable to Halifax branded loans from time to time.

If applicable, the servicer will also be responsible for setting any variable margins in respect of new
tracker rate loans that are sold to the mortgages trustee in the future. However, in maintaining, determining
or setting these variable margins, except in the limited circumstances as set out in “The servicing
agreement — Undertakings by the servicer” below, the servicer has undertaken to maintain, determine or
set the variable margins at a level which is not higher than the variable margins set in accordance with the
seller's policy from time to time.

Certain of the seller's variable rate loans are subject to a variable cap on the rate which can be
charged. The cap applies where the borrower is locked into the mortgage by an early repayment charge, is
paying the appropriate variable base rate on some or all of the mortgage balance and the mortgage is
subject to mortgage conditions which contain the relevant cap provisions (essentially those mortgage
conditions in effect for new mortgages between 2001 and 2007). The cap was originally 2 per cent. above
the Bank of England base rate and is currently 3.75 per cent. above the Bank of England base rate. The
seller may vary the cap, if prior to doing so, it gives 30 days' notice to relevant borrowers and allows those
borrowers three months to repay their mortgage if they so require without incurring any early repayment
charge.

In relation to the cap, under the Voluntary Variation of Permission dated 21 February 2011, the seller
is obliged to consider, at least every three months, reducing the cap where it would be appropriate to do so.
The Voluntary Variation of Permission is an agreed variation of the seller's FCA permission which, inter alia,
requires the making of goodwill payments to certain customers in relation to the application of an interest rate
cap variation clause in certain of the seller's mortgage contracts.

Early repayment charges

The borrower may be required to pay an early repayment charge if certain events occur during the
predetermined product period and the mortgage offer states that the borrower is liable for early repayment
charges. The seller also offered some products in the past with early repayment charge periods that
extended beyond the product period. Although these types of products are not currently offered to new
borrowers, some may be included in the portfolio. These events include a full or partial unscheduled
repayment of principal or an agreement between the seller and the borrower to switch to a different mortgage
product. If all or part of the principal owed by the borrower, other than the scheduled monthly payments, is
repaid before the end of the product period, the borrower will be liable to pay to the seller all or part of the
early repayment charge based on the amount of principal borrowed at the outset of the mortgage (if a
mortgage is redeemed in part, then a proportionate part of the early repayment charge set out in the loan
offer is payable). If the borrower has more than one product attached to the mortgage, the borrower may
choose under which product the principal should be allocated.
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The seller currently permits borrowers to repay up to 10 per cent. of the amount outstanding on a
mortgage in addition to scheduled repayments in any calendar year without having to pay an early
repayment charge, though the seller may withdraw this concession at its discretion. The seller currently has
a policy not to charge the early repayment charge in certain circumstances, for example, if the repayment is
due to the death of the borrower.

If the seller changes the borrower's interest rate, for a reason not specified in the mortgage
conditions, to the borrower's disadvantage and the loan is subject to an early repayment charge, the
borrower may repay the mortgage debt in full within three months of receiving notice of the change without
being charged the early repayment charge.

The mortgages trustee has agreed to pay back to the seller any early repayment charges received
on the loan, so any sums received will be for the seller's account and not for the account of the mortgages
trustee.

Some of the loans offered by the seller include a cashback, under which the borrower is offered a
sum of money usually paid on completion of the loan. The incentive may take the form of a fixed amount, a
percentage of the loan amount or a combination of the two. Where any loan is subject to a cashback, if there
is an unscheduled principal repayment or a product switch (as described in “Product switches” below), in
either case before a date specified in the agreement, then an early repayment charge may be repayable by
the borrower.

Some mortgage products do not include any provisions for the payment of an early repayment
charge by the borrower.

Overpayments and underpayments

Borrowers may repay up to 10 per cent. of their loan in any calendar year without incurring a
repayment charge.

If borrowers with daily calculations of interest pay more than the scheduled monthly payment, the
balance on their mortgage account will be reduced. The seller will charge interest on the reduced balance,
which reduces the amount of interest the borrower must pay.

Borrowers may underpay to the extent of previous overpayments.

Missed payments or underpayments are rolled up and added to the mortgage, and must be repaid
over the remaining life of the mortgage unless it is otherwise agreed by the seller and the borrower to extend
the mortgage term.

Any overpayments will be treated as prepayments of principal on the loans.
This section does not apply to flexible loans (see “— Flexible loans” below).
Payment holidays

The seller offers payment holidays, which are defined in accordance with the servicer’'s servicing
policies and procedures, during which a borrower may suspend mortgage payments. This option may be
exercised, upon the seller's agreement, for one or two months at any one time up to a maximum of six
months during the life of the mortgage. The payment holiday option does not include any insurance
premiums.

In order to qualify, the mortgage cannot be a building mortgage and more than one month in arrears
when the payment holiday is applied for and no payment arrangement may be either currently in force or
have been in force within the last twelve months. Additionally, at least twelve months must have elapsed
since the date of the initial advance to the borrower and the borrower cannot have arranged without the
consent of the seller to let the property, or taken any further lending within the last six months.

Furthermore, the borrower can neither be currently applying for, or in receipt of, income support, nor
in receipt of amounts to pay the mortgage under a mortgage repayments insurance policy at the time of the
application. The borrower may not borrow any further money from the seller during the course of the
payment holiday.

Payments deferred under the payment holiday are rolled up and added to the mortgage and must be
repaid over the remaining life of the mortgage, unless the seller and the borrower agree to amend the
mortgage term. The seller will provide the borrower with a new scheduled monthly payment based on the
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new amount owed. The total debt must not exceed 75 per cent. of the value of the property at the time of
application and must comply with the seller's normal lending limits. The borrower may make overpayments
(subject to terms and conditions) to pay off their debt sooner.

This section does not apply to flexible loans (see “— Flexible loans” below).
Further advances

If a borrower wishes to borrow a further amount secured by the same mortgage, the borrower will
need to make a further advance application and the seller will use the lending criteria applicable to further
advances at that time in determining whether to approve the application. All further advances will be funded
solely by the seller. Where the aggregate of the initial advance and any further advance is greater than a
certain percentage of the indexed value of the property, the seller will reassess the property's value, by
instructing a valuer, who may physically inspect the property. A new loan-to-value, or LTV, ratio will be
calculated by dividing the aggregate of the outstanding amount and the further advance by the reassessed
valuation or the indexed valuation if no reassessment is required. The seller reserves the right to re-
underwrite the loans. The aggregate of the outstanding amount of the loan and the further advance may be
greater than the original amount of the loan. No loans will be sold to the mortgages trustee where the LTV
ratio at the time of origination or further advance is in excess of 97 per cent.

In certain instances the further advance may be granted subject to the completion of improvements,
alterations or repairs to the property. The seller reserves the right to confirm the completion of the work,
either through an inspection of the improvement bills or a physical inspection of the property.

In addition, the seller has, in the past. offered a further advance product called the home cash
reserve, which is a facility linked to a borrower's mortgage whereby a borrower may draw additional funds
from time to time. A borrower had to have had a Halifax branded mortgage for a minimum of three months to
qualify for the home cash reserve. Where originated by the seller before 31 October 2004, the total amount
of the facility must have been a minimum of £25,005. Borrowers must draw down amounts of at least £1,000
at a time unless the draw down is performed online, in which case the minimum amount is £250. Funds
drawn down under the home cash reserve are added to the loan. No redraw facility is available under the
home cash reserve. Although this product is not currently offered by the seller, some loans with a home cash
reserve may be included in the portfolio.

None of the loans in an expected portfolio obliges the seller to make further advances save for
retentions and home cash reserve withdrawals. However, some loans in an expected portfolio may have
further advances made on them prior to their being sold to the mortgages trustee and new loans added to
the portfolio in the future may have had further advances made on them prior to that time.

This section does not apply to flexible loans (see “— Flexible loans” below).
Debt Restructuring, Forgiveness, and Forbearance

Debt restructuring, forgiveness and forbearance are defined in accordance with the servicer's servicing
policies and procedures.

Flexible loans

Certain loans originated by the seller after 31 October 2004 included in the portfolio are subject to a
range of options available for selection by the borrower, giving the borrower greater flexibility in the timing
and amount of payments made under the loan as well as access to pre-approved further advances under the
loan (flexible loans). These flexible loans may be discounted variable rate loans, added rate loans or tracker
rate loans and offer the optional features described below, subject to certain conditions and financial limits.
Each borrower of a flexible loan is subject to an agreement which sets out a reserve limit and the terms and
conditions of the pre-approved further advances available to the borrower. The availability of the flexible loan
options is generally limited to the available reserve, which in broad terms at any time is the difference
between the reserve limit and the amount of the outstanding debt at that time.

Flexible loans include the following flexible options, which may be exercised in any combination, all
subject to certain conditions and financial limits. In general, the flexible options impose fewer conditions and
restrictions than those referred to under “— Overpayments and underpayments”, “— Payment holidays” and “—
Further advances” above and those sections do not apply to flexible loans.
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Overpayments. Borrowers may increase their regular monthly payments above the normal monthly
payment then applicable at any time.

Underpayments. Borrowers may reduce their monthly payments below the amount of the applicable
normal monthly payment. The amount underpaid cannot exceed six normal monthly payments in any twelve
month period or have the effect of the borrower not paying the normal monthly payment for six consecutive
months. The seller will make an assessment to ensure that the addition of the total unpaid payments,
including interest, does not result in the loan exceeding the maximum LTV ratio of its lending criteria.

Payment holidays. Borrowers may stop monthly payments for up to six months in any twelve month
period.

Lump-sum payments. Borrowers may repay all or part of the loan at any time.

Drawdown. Borrowers may borrow further amounts, subject to a minimum amount of £250 (unless
the available reserve is less than £250 in which case the borrower may borrow such lesser amount).

The terms and conditions of the flexible loans provide that:
. the flexible options will be available after the first monthly payment has been made;

. the borrower must inform the seller that it wishes to exercise the underpayment, payment
holidays or overpayment options one month before the borrower wishes to exercise the
relevant flexible option;

o amounts repaid under the flexible options agreement may be redrawn at any time using any
available options;

. the borrower may not exceed the available reserve;

. the amount underpaid by the borrower by exercising the underpayment and/or the payment
holidays options may not exceed six normal monthly payments in any twelve month period,;
and

. the flexible options are subject to satisfactory credit searches being carried out against the
borrower.

In addition to the above restrictions, the seller has the right to reduce the available reserve to zero
where: (a) an event requiring the immediate repayment of the debt (as set out in the applicable terms and
conditions) occurs; (b) the borrower's financial circumstances change adversely; (c) the value of the security
granted by the borrower for the debt is reduced such that part of the debt is unsecured; (d) the seller obtains
adverse information about the borrower from a credit reference agency or from any fraud prevention register
or from its dealings with the borrower and the seller reasonably considers that the available reserve should
be reduced or withdrawn to protect its interests under the flexible options agreement; or (e) a borrower dies
and the seller reasonably considers that the financial resources available to the borrower's personal
representatives or (as the case may be) the surviving joint-borrower are not sufficient to support further
borrowing up to the existing available reserve. If the available reserve is reduced to zero, the payment
holidays, underpayment and/or drawdown options will cease to be available.

The maximum total borrowing under a flexible loan is limited up to a maximum 90 per cent. of the
original property value (or of a later revaluation in the event a borrower subsequently transferred to a flexible
product), subject to a lower limit if a borrower's maximum loan affordability is lower than this amount.
Although flexible loans are not currently offered by the seller, some flexible loans may be included in the
portfolio. The applicable final terms or drawdown prospectus will specify the percentage of English loans and
Scottish loans in an expected portfolio which are flexible loans.

Other characteristics

The loans in the trust property do not include: (A) at the time of origination any loans that were
marketed and underwritten on the premise that the loan applicant or, where applicable, intermediaries were
made aware that the information provided by the loan applicant might not be verified by the seller for
purposes of Article 20(10) of the Securitisation Regulation or (B) at the time of selection for inclusion in the
portfolio any exposures in default within the meaning of Article 178(1) of Regulation (EU) No 575/2013 for
purposes of Article 20(11) of the Securitisation Regulation.
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The loans in the trust property have been transferred into the trust after selection for inclusion in the
portfolio without undue delay for purposes of Article 20(11) of the Securitisation Regulation.

Product switches

From time to time borrowers may request or the servicer may send an offer of a variation in the
financial terms and conditions applicable to the borrower's loan. However, as described in “Risk factors —
Failure by the seller or any broker to hold authorisation under the FSMA may have an adverse effect
on enforceability of mortgage contracts”, no variation or product switch will be made in relation to a loan
where it would result in Funding 1, Funding 2 or the mortgages trustee arranging or advising in respect of,
administering (servicing) or entering into a regulated mortgage contract or agreeing to carry on any of these
activities, if Funding 1, Funding 2 or the mortgages trustee would be required to be authorised under the
FSMA to do so. In limited circumstances, if a loan is subject to a product switch as a result of a variation,
then the seller will be required to repurchase the loan or loans under the relevant mortgage account and their
related security from the mortgages trustee, unless the relevant loan is in arrears (in which case no
repurchase will be required). Those limited circumstances are that as at the relevant date, any of the
conditions precedent to the sale of new loans to the mortgages trustee as described in “Sale of the loans
and their related security — Sale of loans and their related security to the mortgages trustee on the
sale dates” below has not been satisfied. From the date when those conditions precedent have been
satisfied, then a loan that has been subject to a product switch will not be so repurchased by the seller. See
further “Risk factors — In certain circumstances, loans subject to product switches will be
repurchased by the seller from the mortgages trustee, which will affect the prepayment rate of the
loans, and this may affect the yield to maturity of the notes” above and “Sale of the loans and their
related security” below.

Origination channels

The seller currently derives its mortgage-lending business under the Halifax brand through its branch
network throughout the United Kingdom, through intermediaries, through internet applications and from
telephone sales. The applicable final terms or drawdown prospectus will specify the percentage of loans in
the expected portfolio originated directly by Halifax or by Bank of Scotland under the Halifax brand, and
originated through intermediaries or other channels.

Right-to-buy scheme

Mortgages in the portfolio may be extended to borrowers in connection with the purchase by those
borrowers of properties from local authorities or certain other landlords (each, a landlord) under the “right-to
buy” schemes governed by the Housing Act 1985 (as amended) or (as applicable) the Housing (Scotland)
Act 1987 (as amended). Properties sold under these schemes are sold by the landlords at a discount to
market value calculated in accordance with the Housing Act 1985 (as amended) or (as applicable) the
Housing (Scotland) Act 1987 (as amended). A purchaser under these schemes must, if he sells the property
within three years (or in cases where the right to buy was exercised in relation to properties in England and
Wales after 18 January 2005, five years) (the RTB disposal period), repay a proportion of the discount he
received or, in England and Wales only, the resale price (the resale share) to the landlord. The landlord
obtains a statutory charge (or, in Scotland, a standard security) over the property in respect of the contingent
liability of the purchaser under the relevant scheme to repay the resale share. In England and Wales, the
statutory charge ranks senior to other charges, including that of any mortgage lender, unless (i) the mortgage
lender has extended the mortgage loan to the purchaser for the purpose of enabling him to exercise the right
to buy or for “approved purposes” under the scheme (including refinancing loans made for the purpose of
enabling the exercise of the right to buy and repair works to the property) and is an approved lending
institution for the purposes of the Housing Act 1985 or (ii) the relevant local authority issues a deed of
postponement postponing its statutory charge to that of a mortgage lender. In the case of loans made for
approved purposes, the statutory charge is only postponed if the relevant landlord agrees to the
postponement but the relevant legislation obliges the landlord to agree to the postponement. However, in
practice the lender will need to provide evidence to the relevant landlord as to whether the loan was made
for approved purposes. A mortgage lender selling the property as a mortgagee in possession in such
circumstances will also be obliged to grant such right of first refusal to the landlord or other social landlord. In
Scotland, where the landlord secures the contingent liability to repay the resale share, the standard security
will, notwithstanding the usual statutory ranking provisions, have priority immediately after any standard
security granted in security of a loan either to purchase or improve the relevant property plus interest and
expenses and, if the landlord consents, a standard security over the relevant property securing any other
loan. The applicable final terms or drawdown prospectus will specify the percentage of mortgages in an
expected portfolio that are subject to right-to-buy schemes.
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The seller is an approved lending institution under the Housing Act 1985. The seller will, in the
mortgage sale agreement, warrant that all mortgages or standard securities originated by it were made to the
person exercising the right to buy for that purpose or, in England and Wales, another approved purpose or in
Scotland, improving the relevant property (save where a deed of postponement has been entered into by the
relevant landlord) and have (or the seller has the evidence necessary to ensure that the mortgages will have)
priority over any statutory charge or standard security in favour of the relevant landlord, save in cases where
the loan is made at a time where there is no more than one year remaining of the RTB disposal period (in
which case, the seller's view is that if it has to enforce, it is likely that the RTB disposal period will have
expired by the time it sells the relevant property so the statutory charge or standard security will have ceased
to subsist) or where adequate insurance is in place.

The seller usually obtains the relevant landlord's approval for loans for “approved purposes”
retrospectively rather than in advance of making a loan because of the delays inherent in seeking that
approval. Until that approval is given, the relevant advance ranks (in England and Wales) behind the
statutory charge.

Amendments to the Housing Act 1985 introduced by the Housing Act 2004 give the relevant landlord
a right of first refusal should the relevant property be disposed of within the first ten years following the
exercise of the right to buy (when the right to buy is exercised after 18 January 2005). The consideration
payable by the relevant landlord is the value of the property determined, in the absence of agreement
between the landlord and the owner, by the district valuer. This right of first refusal may add to the time it
takes to dispose of a property where the seller enforces its security, and the district valuer may determine
that the value of the property is lower than that the seller believes is available in the market. The right-to-buy
scheme in Scotland came to an end for all council and housing association tenants in Scotland on 1 August
2016 (with a closing deadline for applications of 31 July 2016).

Underwriting

Traditionally, the seller's decision whether to underwrite or not underwrite a loan has been made by
underwriters in the branch network and then one of the seller's business centres, who liaise with the
intermediaries and sales staff in the branch network. Each underwriter must undertake a training programme
conducted by the seller to gain the authority to approve loans. The seller has established various levels of
authority for its underwriters who approve loan applications. The levels are differentiated by, among other
things, degree of risk and the loan amount being requested in the relevant application. An underwriter
wishing to move to the next level of authority must undertake further training.

During 2001, the seller introduced an automated system whereby the majority of mortgages are
underwritten at the point of sale and do not make use of the traditional system of full evaluation by an
underwriter. Those mortgages qualifying for point-of-sale underwriting remain subject to the seller's
underwriting policies, lending criteria and internal procedures for compliance with government regulations,
such as those concerning money laundering.

Mortgages which do not qualify under point-of-sale underwriting are referred to a mortgage
underwriting team to carry out a further independent review of such applications. These underwriters are
experienced specialists in this area and use their knowledge to make decisions on such loan applications
based on the lending mandates they hold and the risk to the seller.

All mortgage underwriting decisions, whether completed at the point of sale or in a servicing centre,
are subject to internal monitoring by the seller in order to ensure the seller's procedures and policies
regarding underwriting are being followed by staff.

Lending criteria

Each loan in the portfolio was originated according to the seller's lending criteria applicable at the
time the loan was offered, which included some or all of the criteria set out in this section. New loans may
only be included in the portfolio if they are originated in accordance with the lending criteria applicable at the
time the loan is offered and if the conditions set out in “Sale of the loans and their related security — Sale
of loans and their related security to the mortgages trustee on the sale dates” below have been
satisfied. However, the seller retains the right to revise its lending criteria from time to time, so the criteria
applicable to new loans may not be the same as those currently used. Some of the factors currently used in
making a lending decision are as follows.

(1) Type of property
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Properties may be either freehold or the Scottish equivalent or leasehold. In the case of leasehold
properties, the seller currently requires the lease to have a minimum unexpired term of 70 years at the point
of sale, although this may be reduced under certain circumstances. Previously the requirement was for a
minimum unexpired term of 30 years at expiry of the mortgage term and this may have been reduced under
certain circumstances. The property must be used solely for residential purposes (with extremely limited
case-by-case exceptions) and must be in sound structural condition and repair or be capable of being put
into such state. House boats, mobile homes and any property on which buildings insurance cannot be
arranged are not acceptable. All persons who are to be legal owners of the property on completion must be
borrowers under the mortgage.

All properties have been valued by a valuer approved by the seller or, where appropriate, according
to a methodology which would meet the standards of a reasonable, prudent mortgage lender (as referred to
under “The servicing agreement — Undertakings by the servicer’ below) and which has been approved
by the seller.

(2) Term of loan

There is no minimum term on home purchase loans and the current maximum term available is 40
years for all loans. A borrower may request to increase the term of the loan and the seller may, at its
discretion, agree to such request subject to the following:

. the consent of any subsequent lender;

. in the case of all leasehold properties, there being a minimum unexpired term of 70 years at
the point of sale (or 10 years in certain circumstances); and

. the approval of the valuer, where the valuer has previously recommended a term which is
shorter than the proposed new term.

The term of a loan may be extended up to a maximum of 40 years from the point of the original
advance, subject to the borrower's age (see " - Age of applicant" below).

(3) Age of applicant

All borrowers must be aged 18 or over and the maximum age limit at the end of the mortgage term
is 80. If the term of the mortgage extends into the borrower's retirement, or the borrower is already retired,
the seller will consider the borrower's ability to support the loan in retirement.

(4) Loan-to-value (or LTV) ratio

For the loans in the portfolio, the seller has lent up to 97 per cent. of the improved valuation of the
property (the original valuation plus the increase in value deriving from any improvements).

All current lending for new purchases is based on a maximum of 95 per cent. of the lower of
purchase price or valuation. For example, if the value of a property was £90,000 and the purchase price was
£95,000, the maximum that the seller would lend is £85,500 (95 per cent. of £90,000).

(5) Status of applicant(s)

The maximum aggregate loan amount under a mortgage account is determined by the application of
an affordability model. This model delivers an individualised result that reflects the applicant's net income,
existing credit commitments and burden of family expenditure. The model also calculates the full debt
servicing cost at a stressed rate of interest before comparing this cost to the net disposable income that the
applicant has available. The seller maintains rules on the amount of variable income (overtime, bonus,
commission) that it will allow into the model and as a general rule will allow no more than 60 per cent. of
these items. Benefit payments are allowed (including tax credits) as these quite often compensate for the
taxation and National Insurance deductions that would normally cause lower levels of income to fall below
minimum wage levels. This model returns “answers” of zero up to amounts that would equate to over 4.75
times income. Regardless, the seller maintains a policy rule that it will not lend more than an amount equal to
4.75 times income. Any decision to override this policy and lend more than an amount equal to 4.75 times
income will be made by an underwriter after fully assessing the risk to the seller.

In cases where a single borrower is attempting to have the seller take a secondary income into
account, the seller will consider the sustainability of the borrower's work hours, the similarity of the jobs
and/or skills, the commuting time and distance between the jobs, the length of employment at both positions
and whether the salary is consistent with the type of employment. The seller will determine, after assessing
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the above factors, if it is appropriate to use both incomes. If so, both incomes will be used as part of the
normal income calculation.

When there are two applicants, the seller adds joint incomes together for the purpose of calculating
the applicants' total income. The seller may at its discretion consider the income of one additional applicant
as well, but only a maximum rate of one times that income.

Positive proof of the borrower's identity and address must be established. In exceptional
circumstances this requirement can be waived (provided money laundering regulations are complied with),
but the reasons for doing so must be fully documented.

The seller may exercise discretion within its lending criteria in applying those factors that are used to
determine the maximum amount of the loan(s). Accordingly, these parameters may vary for some loans. The
seller may take the following into account when exercising discretion: credit score result, existing customer
relationship, percentage of LTV, stability of employment and career progression, availability of living
allowances and/or mortgage subsidy from the employer, employer's standing, regularity of overtime, bonus
or commission (up to a maximum of 60 per cent. of the income), credit commitments, quality of security
(such as type of property, repairs, location or saleability) and the increase in income needed to support the
loan.

(6) Credit history
(a) Credit search

A credit search is carried out in respect of all applicants. Applications may be declined where an
adverse credit history (for example, county court judgment, Scottish court decree for payment,
default or bankruptcy notice) is revealed or the score does not meet the required risk/reward trade-
off.

(b) Bank statements
The applicant may be required to provide bank statements in support of his or her application.
(7) Scorecard

The seller uses some of the criteria described here and various other criteria to produce an overall
score for the application that reflects a statistical analysis of the risk of advancing the loan. The lending
policies and processes are determined centrally to ensure consistency in the management and monitoring of
credit risk exposure. Full use is made of software technology in credit scoring new applications. Credit
scoring applies statistical analysis to credit reference agency data (some of which is publicly available data)
and customer-provided data to assess the likelihood of an account going into arrears.

The seller reserves the right to decline an application that has received a passing score. The seller
does have an appeals process if a potential borrower believes his or her application has been unfairly
denied. It is the seller's policy to allow only authorised individuals to exercise discretion in granting variances
from the scorecard.

(8) Income verification

Prior to April 2014, dependent on the scorecard outcome and any policy rules applicable at the time
of application, the seller could elect not to verify the borrower's income. Typically, the seller would not
request income verification for loans that it believed represented a lower credit risk. The borrower, at the
time of application, could not be certain whether or not income verification would be required and the seller
reserved the right to request income verification at all times, regardless of the scorecard outcome and policy
rules.

Since April 2014, income verification has been required for all borrowers.

(9) Credit impaired loans
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Lending criteria regarding adverse credit data have varied since 1996 with different thresholds for
what will be accepted as an allowable application. Once submitted the application would have been
subjected to further risk assessment calculations using an interaction of adverse policy rules and credit
scoring to determine the final risk and whether or not it would have been accepted.

Over the period in question, customers with bankruptcies and individual voluntary arrangements
have not been allowed to proceed and customers with no more than two satisfied county court judgments up
to £500 (£750 for existing customers) more than 2 years prior to their application were allowed to submit their
application for risk assessment and underwriting.

The assessment of a borrower’s creditworthiness is conducted in accordance with the lending
criteria and, where appropriate, shall meet the requirements set out in Article 8 of the Consumer Credit
Directive or paragraphs 1 to 4, point (a) of paragraph 5, and paragraph 6 of Article 18 of the Mortgage Credit
Directive or, where applicable, equivalent requirements in third countries.

Changes to the underwriting policies and the lending criteria

The seller's underwriting policies and lending criteria are subject to change within the seller's sole
discretion. New loans, further advances, retention drawings, home cash reserve drawings and flexible
drawings that are originated under lending criteria that are different from the criteria set out here may be sold
to the mortgages trustee.

Any material changes from the seller's prior underwriting policies and lending criteria shall be
disclosed without undue delay to the extent required under Article 20(10) of the Securitisation Regulation.

Neither the issuing entity nor the seller will revalue (a) any of the mortgaged properties in the
portfolio or (b) any new mortgages which are to be sold into the mortgages trust from time to time, for the
purposes of any issuance under the programme.

Insurance policies
Insurance on the property

A borrower is required to insure the mortgaged property with buildings insurance. The insurance may
be purchased through the seller or, alternatively, the borrower or landlord (in the case of a leasehold
property) may arrange the insurance independently. In either case, the borrower must take reasonable steps
to ensure that nothing happens which may harm the ability to make a claim under the insurance, render the
insurance invalid and ensure that the insurance premiums are kept up to date.

On newly originated loans, the solicitors, licensed conveyancers or, in Scotland, qualified
conveyancers should advise the customer in writing of the need to ensure that adequate insurance cover is
in place and must take steps to confirm this is the case in accordance with (in the case of English loans) the
requirements of the CML Lenders' Handbook for England & Wales (or, for mortgages taken before this
handbook was adopted in 1999, the Seller's Mortgage Practice Notes) and (in the case of Scottish loans) the
CML's Lender's Handbook for Scotland (or for mortgages taken before this handbook was adopted in 2000,
the Seller's Mortgage Practice Notes).

If the borrower does not insure the property, or insures the property but not in accordance with the
mortgage conditions, the seller may, upon becoming aware of the same, insure the property itself, in which
case the seller may determine who the insurer will be, what will be covered by the policy, the amount of the
sum insured and any excess. The borrower will be responsible for the payment of insurance premiums and
the cost may be added to the borrower's loan and interest charged. The seller retains the right to settle all
insurance claims on reasonable terms without the borrower's consent. The seller's current policy is that in
most cases where it becomes aware that a property is not insured, it will not arrange insurance cover except
where the property is in possession (see section headed "Properties in possession cover" below).

Halifax policies

If the buildings insurance is purchased by the borrower through the seller, the seller will arrange the
insurance through Lloyds Bank Insurance Services Limited (LBISL). LBISL does not underwrite the
insurance itself, rather it acts as an administrator. The insurance is underwritten by Lloyds Bank General
Insurance Limited (LBGIL). The premiums paid by the borrower will be calculated on a number of factors
including, for example, the location of the borrower's residence, the type, age and use of the borrower's
property and the borrower's past claims history. The borrower will pay premiums direct to LBISL. The policy
will be automatically renewed each year. The seller will arrange for cover to be provided from the date the
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purchase contracts for a property are exchanged or concluded; if the borrower already owns the property,
cover will start on the date that the borrower's mortgage is completed.

In the event of a claim, the buildings are insured up to the full cost of rebuilding the property in the
same form as before the damage occurred, including the costs of complying with local authority and other
statutory requirements, professional fees and related costs. Standard policy conditions apply. Amounts paid
under the insurance policy are generally utilised to fund the reinstatement of the property or, on very rare
occasions, are otherwise paid to the seller to reduce the amount of the loan(s). In the latter circumstance, all
insurance cover will be removed.

In the servicing agreement, the seller, acting in its capacity as the servicer, has also agreed to deal
with claims under the Halifax policies in accordance with its normal procedures.

Borrower-arranged buildings insurance

A borrower may elect not to take up a Halifax policy or a borrower who originally had a Halifax policy
may elect to insure the property with an independent insurer. The seller requires that any borrower-arranged
insurance policy be drawn in the joint names of the seller and all of the applicants and be maintained in their
joint names for the duration of the mortgage. If this is not possible, for example because the property is
leasehold and the lease provides for the landlord to insure, the borrower must arrange for the seller's interest
to be noted on the landlord's policy. The seller also requires that the sum insured be for an amount not less
than the full reinstatement value of the property and be reviewed annually, that the borrower inform the seller
of any damage to the property that occurs and that the borrower make a claim under the insurance for any
damages covered by it unless the borrower makes good the damage.

Properties in possession cover

When a mortgaged property is taken into possession by the seller, the seller will arrange appropriate
buildings insurance cover through a policy underwritten by LBGIL. The seller may claim under such policy for
any damage occurring to the mortgaged property while in the seller's possession.

The seller, acting in its capacity as servicer, will make claims in accordance with the seller's policy
and, to the extent that any proceeds are received by the servicer under such policy in respect of loans in the
portfolio, the servicer has agreed to pay these into the mortgages trustee's accounts.

In the mortgage sale agreement, the seller has agreed to make and enforce claims under the
relevant policies and to hold the proceeds of claims on trust for the mortgages trustee or as the mortgages
trustee may direct.

Title insurance

Unless otherwise specified in the applicable final terms or drawdown prospectus, there will be no
loans in the portfolio for which the underlying mortgages have the benefit of a title insurance policy. Inclusion
of loans in the portfolio having the benefit of a title insurance policy will be subject to (among other things)
the approval of the Funding 2 security trustee and the Funding 1 security trustee and confirmation from each
rating agency that inclusion of these loans will not cause the downgrade or withdrawal of the rating of any
note or any Funding 1 note. Relevant representations and warranties will be given in relation to any title
insurance policy each time that Funding 1 and/or Funding 2 pays the consideration for the sale of new loans
to the mortgages trustee.

Mortgage indemnity guarantee (MIG) policies and high LTV fees

The seller requires borrowers to pay high LTV fees for loans made to borrowers that are over a
certain specified percentage of the property's value. The seller currently does not use secondary cover, but
may collect high LTV fees from the relevant borrower itself, with the risk remaining on the seller's balance
sheet. The high LTV fees are charged to the borrower based on the difference between the actual LTV ratio
and a 75 per cent. LTV ratio. The seller may on occasions, as an incentive, pay the high LTV fees on the
borrower's behalf.

Prior to 1 January 2001, the seller required cover under mortgage indemnity guarantee, or MIG,
policies for mortgages where the LTV ratio exceeded 75 per cent. and since 1 January 2001, the seller has
not required cover under MIG policies for any loans. All cover provided by MIG policies written prior to 1
January 2001 has now lapsed and the loans in the portfolio no longer benefit from this cover.
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Governing law

Each of the English loans is governed by English law and each of the Scottish loans is governed by
Scots law.
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The servicer
The servicer

Under the servicing agreement, Halifax was appointed as, and since the reorganisation date Bank of
Scotland has been, the servicer of the loans. The day-to-day servicing of the loans is performed by the
servicer in accordance with the servicing agreement through the servicer's retail branches, telephone and
customer service centres. The servicer's registered office is The Mound, Edinburgh, EH1 1YZ, United
Kingdom.

Basic information on the organisation and history of the servicer is set out in this base prospectus
under “Bank of Scotland plc” above. Halifax has been engaged in the servicing of residential mortgage
loans originated by it since its founding in 1853. Bank of Scotland assumed the servicing function on the
reorganisation date. This section describes the servicer's procedures in relation to loans generally. A
description of the servicer's obligation under the servicing agreement follows in the next section.

Servicing of loans

Servicing responsibilities and procedures include responding to customer enquiries, monitoring
compliance with and servicing the loan features and facilities applicable to the loans and management of
loans in arrears. See “The servicing agreement” below.

Pursuant to the terms and conditions of the loans, borrowers must pay the monthly amount required
under the terms and conditions of the loans on or before each monthly instalment due date, within the month
they are due. Interest accrues in accordance with the terms and conditions of each loan and is collected from
borrowers monthly.

In the case of variable rate loans, the servicer sets the mortgages trustee variable base rate and the
margin applicable to any tracker rate loan on behalf of the mortgages trustee and the beneficiaries, except in
the limited circumstances as set out in the servicing agreement. In the case of some loans that are not
payable at the mortgages trustee variable base rate, for example loans at a fixed rate, the borrower will
continue to pay interest at the relevant fixed rate until the relevant period ends in accordance with the
borrower's offer conditions. After that period ends, and unless the servicer sends an offer of and the
borrower accepts another option with an incentive, interest will be payable at the mortgages trustee variable
base rate. In addition, some other types of loans are payable or may change so as to become payable by
reference to other rates not under the control of the servicer, such as rates set by the Bank of England,
which rates may also include a fixed or variable rate margin set by the servicer on behalf of the mortgages
trustee and the beneficiaries.

The servicer will take all steps necessary under the mortgage terms to notify borrowers of any
change in the interest rates applicable to the loans, whether due to a change in the mortgages trustee
variable base rate or any variable margin or as a consequence of any provisions of those mortgage terms.

Payments of interest and principal on repayment loans are payable monthly in arrear. Payments of
interest on interest-only loans are payable in the month that they are due. The servicer is responsible for
ensuring that all payments are made by the relevant borrower into the collection account and transferred into
the mortgages trustee GIC account on a regular basis but in any event in the case of payments by direct
debits no later than the next business day after they are deposited in the collection account. All amounts
which are paid to the collection account will be held on trust by the seller for the seller and the mortgages
trustee until they are transferred to the mortgages trustee GIC account. Payments from borrowers are
generally made by direct debits from a suitable bank or building society account, although in some
circumstances borrowers pay by cash, cheque or standing order.

The servicer initially credits the mortgages trustee GIC account with the full amount of the borrowers'
monthly payments. However, direct debits may be returned unpaid up to three days after the due date for
payment and, under the Direct Debit Indemnity Scheme, a borrower may make a claim at any time to their
bank for a refund of direct debit payments. In each case, the servicer is permitted to reclaim from the
mortgages trustee GIC account the corresponding amounts previously credited. In these circumstances, the
usual arrears procedures described in “— Arrears and default procedures” below will be taken.

Changes

From time to time, the seller reviews and updates its policies and procedures in relation to the
servicing of the loans. Some of these changes are market-driven, for example in connection with the
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introduction of UK mortgage regulation under the FSMA on 31 October 2004. See “Risk factors — Failure
by seller or any broker to hold authorisation under the FSMA may have an adverse effect on
enforceability of mortgage contracts” above and “Risk factors — Changes to mortgage regulation and
to the regulatory structure in the United Kingdom may adversely affect payments on your notes”
above.

Other changes are driven by the seller reviewing its procedures and amending them to reflect
current trading conditions.

Arrears and default procedures

Delinquency and default of debtors, losses, charge offs, recoveries and other asset performance
remedies are defined in accordance with the servicer’s servicing policies and procedures. A loan is identified
as being in arrears where an amount equal to or greater than a full month's contractual payment is past its
due date.

The servicer regularly provides the mortgages trustee and the beneficiaries with written details of
loans that are in arrears. In general, the servicer attempts to collect all payments due under or in connection
with the loans, having regard to the circumstances of the borrower in each case. The servicer adheres to the
Ministry of Justice's Pre-Action Protocol for Possession Claims (in England and Wales) and will work
constructively with the borrower to agree a course of action. Collections and recovery interventions will be
commensurate with the rate of deterioration and the borrower's willingness to address the arrears as well as
risk of default. Only as a last resort where all reasonable efforts have been applied in reaching an agreement
with the borrower over the method of repaying the arrears is legal action considered. The servicer uses an
automated collections system to collect and/or negotiate with the borrower through letter/telephone contact.

The servicer's system tracks arrears and advances and calculates when an amount is in arrears.
When arrears are first reported and are equal to or greater than £50 overdue (based on due date), the
borrower is contacted and asked for payment of the arrears. An automated process exists in which the
borrower is contacted through a series of letters and/or phone contacts with specific manual intervention at a
certain stage commensurate with risk. Where manual intervention is required, the servicer's personnel will
decide on the next appropriate course of action. Where no contact has been made or no agreement has
been reached, this could result in telephone contact via a dialer and/or the use of an external agent in an
attempt to reach a solution with the borrower. The servicer's employees responsible for settling arrears are
trained in all collection and negotiation techniques.

Where considered appropriate, the servicer may vary the terms of the loan, in order to assist the
borrower in financial difficulties with the primary aim being to rehabilitate the borrower and recover the
situation. Such variations include:

. extensions to the term of the loan; and
. transferring the loan to a mortgage product with a lower interest rate.

Also, where considered appropriate, the servicer may enter into arrangements with the borrower
regarding the arrears, including:

. arrangements to make each monthly payment as it falls due plus an additional amount to
pay the arrears over a period of time;

. arrangements to make each monthly payment as it falls due;

. arrangements to pay only a portion of each monthly payment as it falls due; and

. a deferment for an agreed period of time of all payments, including interest and principal or

parts of any of them.

Any arrangements may be varied from time to time at the discretion of the servicer, the primary aim
being, again, to rehabilitate the borrower and recover the situation.

For residential loans, legal proceedings do not usually commence until the arrears become four
months to six months overdue, depending upon the level of risk of loss that the loan represents and the level
of customer interactions through the collections process. However, the servicer's employees have discretion
to commence earlier having due regard to the case history, reasonable attempts to find a solution, risk and
type of lending. For very low risk loans, legal action may be delayed where appropriate to allow more time for
recovery.
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Once legal proceedings have commenced, the servicer or the servicer's solicitor may send further
letters to the borrower encouraging the borrower to enter into discussions to pay the arrears and may still
enter into an arrangement with a borrower at any time prior to a court hearing. If a court order is made for
payment and the borrower subsequently defaults in making the payment, then the servicer may take action
as it considers appropriate, including entering into a further arrangement with the borrower. If the servicer
applies to the court for an order for possession, the court has discretion as to whether it will grant the order.

After possession, the servicer may take action as it considers appropriate, including to:

. secure, maintain or protect the property and put it into a suitable condition for sale;

. create (other than in Scotland) any estate or interest on the property, including a leasehold;
and

. dispose of the property (in whole or in part) or of any interest in the property, by auction,

private sale or otherwise, for a price it considers is the best price reasonably obtainable.

The servicer has discretion as to the timing of any of these actions, including whether to postpone
the action for any period of time. The servicer may also carry out works on the property as it considers
appropriate to maintain the market value of the property.

The servicer has discretion to deviate from these procedures. In particular, the servicer may deviate
from these procedures where a borrower suffers from a mental or physical infirmity, is deceased or where
the borrower is otherwise prevented from making payment due to causes beyond the borrower's control. This
is the case for both sole and joint borrowers.

It should also be noted that the lender's ability to exercise its power of sale in respect of the property
is dependent upon mandatory legal restrictions as to notice requirements. In addition, there may be factors
outside the control of the lender, such as whether the borrower contests the sale and the market conditions
at the time of sale, that may affect the length of time between the decision of the lender to exercise its power
of sale and final completion of the sale.

The net proceeds of sale of the property are applied against the sums owed by the borrower to the
extent necessary to discharge the mortgage including any accumulated fees, expenses of the servicer and
interest. Where the funds arising from application of these default procedures are insufficient to pay all
amounts owing in respect of a loan, the funds are applied first in paying interest and costs and second in
paying principal. The servicer may then institute recovery proceedings against the borrower. If after the sale
of the property and redemption of the mortgage there are remaining funds, those funds will be distributed by
the acting solicitor to the next entitled parties.

These arrears and security enforcement procedures may change over time as a result of a change in
the servicer's business practices or legislative and regulatory changes.

The applicable final terms or drawdown prospectus will contain a table summarising loans in arrears
and repossession experience for loans previously serviced by Halifax and since the reorganisation date by
Bank of Scotland in respect of Halifax branded loans, including the loans that are contained in the portfolio
(including loans which had previously formed part of the portfolio) and any loans to be sold to the mortgages
trustee on the relevant closing date, as at the cut-off date. Halifax previously serviced and since the
reorganisation date Bank of Scotland has serviced all of the loans originated under the Halifax brand.
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The servicing agreement

The following section contains a summary of the material terms of the servicing agreement. The
summary does not purport to be complete and is subject to the provisions of the servicing agreement.

Introduction

On the initial closing date, Halifax was appointed by the mortgages trustee, Funding 1 and the seller
under the servicing agreement to be their agent to service the loans and their related security and the
Funding 1 security trustee consented to the appointment. On the programme date, Funding 2 became a
party to the servicing agreement and appointed Halifax to be its agent to service the loans and their related
security and the Funding 2 security trustee consented to the appointment. Bank of Scotland has been the
servicer since the reorganisation date and must comply with any proper directions and instructions that the
mortgages trustee, Funding 1, Funding 2, the seller, the Funding 1 security trustee or the Funding 2 security
trustee may from time to time give to it in accordance with the provisions of the servicing agreement. The
servicer is required to administer the loans in the following manner:

. in accordance with the servicing agreement; and

) as if the loans and mortgages had not been sold to the mortgages trustee but remained with
the seller, and in accordance with the seller's procedures and administration and
enforcement policies as they apply to those loans from time to time.

The servicer's actions in servicing the loans in accordance with its procedures are binding on the
mortgages trustee. The servicer may, in some circumstances, delegate or sub-contract some or all of its
responsibilities and obligations under the servicing agreement. However, the servicer remains liable at all
times for servicing the loans and for the acts or omissions of any delegate or sub-contractor.

Powers

Subject to the guidelines for servicing set forth in the preceding section, the servicer has the power,
among other things:

o to exercise the rights, powers and discretions of the mortgages trustee, the seller, Funding 1
and Funding 2 in relation to the loans and their related security and to perform their duties in
relation to the loans and their related security; and

o to do or cause to be done any and all other things which it reasonably considers necessary
or convenient or incidental to the administration of the loans and their related security or the
exercise of such rights, powers and discretions.

Undertakings by the servicer
The servicer has undertaken, among other things, the following:

1. To maintain approvals, authorisations, permissions, consents, and licences required in order
to perform its obligations under the servicing agreement.

2. To determine and set the mortgages trustee variable base rate and any variable margin
applicable in relation to any tracker rate loan in relation to the loans comprising the trust
property, except in the limited circumstances described in this paragraph 2, when the
mortgages trustee will be entitled to do so. It will not at any time, without the prior consent of
the mortgages trustee, Funding 1 and Funding 2, set or maintain:

(i) the mortgages trustee variable base rate at a rate which is higher than (although it may be
lower than or equal to) the then prevailing seller’s variable base rate which applies to loans
beneficially owned by the seller outside the portfolio;

(i) a margin in respect of any tracker rate loan which, where the offer conditions for that loan
provide that the margin shall be the same as the margin applicable to all other loans having
the same offer conditions in relation to interest rate setting, is higher or lower than the
margin then applying to those loans beneficially owned by the seller outside the portfolio;
and
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(iii) a margin in respect of any other tracker rate loan which is higher than the margin which
would then be set in accordance with the seller's policy from time to time in relation to that
loan.

In particular, the servicer shall, on each calculation date following a debit to the Funding 1
general reserve fund ledger and/or the Funding 2 general reserve fund ledger and
continuing until the debit balance is eliminated, determine having regard to:

(A) the revenue which Funding 1 and Funding 2 would respectively expect to receive
during the next succeeding Funding 1 interest period and the next succeeding
interest period respectively;

(B) the mortgages trustee variable base rate, any variable margins applicable in relation
to any tracker rate loans and the variable mortgage rates in respect of the loans
which the servicer proposes to set under the servicing agreement; and

(©) the other resources available to Funding 1 and Funding 2 including (in the case of
Funding 2) the Funding 2 general reserve fund, the Funding 2 yield reserve fund (if
any, and such amount only to be used in the calculation of a funding 2 interest rate
shortfall in respect of the Funding 2 yield reserve loan tranches) and the Funding 2
swap agreement,

whether:

(1) Funding 1 would receive an amount of revenue during the relevant Funding 1 interest period which,
when aggregated with the funds otherwise available to Funding 1, is less than the amount which is
the aggregate of (1) the amount of interest which will be payable by Funding 1 in order to fund
(whether by payment to a swap counterparty by a Funding 1 issuing entity or otherwise) the amount
of interest payable in respect of the AAA term advances under the Funding 1 intercompany loans on
the Funding 1 interest payment date falling at the end of that Funding 1 interest period and (2) all
other amounts payable by Funding 1 at or before the end of that Funding 1 interest period which
rank equally with or in priority to interest due on the AAA term advances under Funding 1
intercompany loans; and

(2) Funding 2 would receive an amount of revenue during the relevant interest period which, when
aggregated with the funds otherwise available to Funding 2, is less than the amount which is the
aggregate of (1) the amount of interest which will be payable by Funding 2 in respect of the AAA
loan tranches on the Funding 2 interest payment date falling at the end of that interest period and (2)
all other amounts payable by Funding 2 at the end of that interest period, which rank equally with or
in priority to interest due in respect of the AAA loan tranches.

If the servicer determines that there would be a shortfall in the foregoing amounts, it will give written
notice to the mortgages trustee, Funding 1, Funding 2, the Funding 1 security trustee and the Funding 2
security trustee, within one London business day of such determination, of the amount of the shortfall for
each of Funding 1 and Funding 2 and the mortgages trustee variable base rate and/or any variable margins
applicable in relation to any tracker rate loans which would, in the servicer's opinion, need to be set in order
for no shortfalls to arise, having regard to the date(s) on which the change to the mortgages trustee variable
base rate and any variable margins would take effect and at all times acting in accordance with (i) the
standards of a reasonable, prudent mortgage lender as regards the competing interests of borrowers with
mortgages trustee variable base rate loans and borrowers with tracker rate loans and (ii) any limitations
under the loan agreements and prevailing regulations. If the mortgages trustee, Funding 1, Funding 2, the
Funding 1 security trustee and/or the Funding 2 security trustee notify the servicer that, having regard to the
obligations of Funding 1 and/or Funding 2, the mortgages trustee variable base rate and/or any variable
margins should be increased, the servicer will take all steps which are necessary to increase the mortgages
trustee variable base rate and/or any variable margins, including publishing any notice which is required in
accordance with the mortgage terms.

The mortgages trustee, Funding 1, Funding 2, the Funding 1 security trustee and/or the Funding 2 security
trustee may terminate the authority of the servicer to determine and set the mortgages trustee variable base
rate and any variable margins on the occurrence of a servicer termination event as defined under
“‘Removal or resignation of the servicer’ below, in which case the mortgages trustee will set the
mortgages trustee variable base rate and any variable margins itself in accordance with this paragraph 2
above.
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1. To notify borrowers when required of any change in interest rates.

2. To keep records and accounts on behalf of the mortgages trustee in relation to the loans and
their related security.

3. To keep the customer files and title deeds in safe custody and maintain records necessary
to enforce each mortgage.

4. To provide the mortgages trustee, Funding 1, Funding 2 (and their respective auditors), the
Funding 1 security trustee and the Funding 2 security trustee and any other person
nominated by Funding 1 and/or Funding 2 with access to the title deeds and other records
relating to the administration of the loans and mortgages.

5. To make available (on behalf of the issuing entity) to beneficial owners of the notes, who
have provided the beneficial ownership certification as described in the servicing agreement,
on a monthly basis a report containing information about the loans in the mortgages trust.

6. To take all reasonable steps, in accordance with the usual procedures undertaken by a
reasonable, prudent mortgage lender, to recover all sums due to the mortgages trustee,
including instituting proceedings and enforcing any relevant loan or mortgage.

7. To enforce any loan which is in default in accordance with its enforcement procedures or, if
these are inapplicable, with the usual procedures undertaken by a reasonable, prudent
mortgage lender on behalf of the mortgages trustee.

The requirement for any action to be taken according to the standards of a reasonable, prudent
mortgage lender is as defined in the Glossary. For the avoidance of doubt, any action taken by the servicer
to set variable base rates and any variable margins applicable in relation to any tracker rate loans which are
lower than that of the competitors of the seller will be deemed to be in accordance with the standards of a
reasonable, prudent mortgage lender.

Compensation of the servicer

The servicer receives a fee for servicing the loans. The mortgages trustee will pay to the servicer a
servicing fee of 0.05 per cent. per annum (inclusive of VAT) on the aggregate amount of the trust property as
at the immediately preceding calculation date. The rate is subject to adjustment if the applicable rate of VAT
changes. The fee is payable in arrear on each distribution date only to the extent that the mortgages trustee
has sufficient funds to pay it. Any unpaid balance will be carried forward until the next distribution date and, if
not paid earlier, will be payable on the later of (i) the latest occurring final repayment date of the Funding 1
intercompany loans or on their earlier repayment in full by Funding 1 and (ii) the latest occurring final
repayment date of any loan tranche advanced under the master intercompany loan agreement or on the
earlier repayment in full by Funding 2 of all loan tranches under the master intercompany loan agreement.

Removal or resignation of the servicer

The mortgages trustee, Funding 1, Funding 2, the Funding 1 security trustee and/or the Funding 2
security trustee may, upon written notice to the servicer, terminate the servicer's rights and obligations
immediately if, among other things, any of the following events (each a servicer termination event) occurs:

) the servicer defaults in the payment of any amount due and fails to remedy that default for a
period of five London business days after the earlier of becoming aware of the default and
receipt of written notice from the mortgages trustee, Funding 1, Funding 2, the Funding 1
security trustee and/or the Funding 2 security trustee requiring the default to be remedied;

. the servicer fails to comply with any of its other covenants or obligations under the servicing
agreement which (i) in the opinion of the Funding 1 security trustee is materially prejudicial
to Funding 1, the Funding 1 issuing entities and any Funding 1 noteholders and/or (ii) in the
opinion of the Funding 2 security trustee is materially prejudicial to Funding 2, the issuing
entity, any new Funding 2 issuing entities, any noteholders and the holders of any notes
issued by any new Funding 2 issuing entity and (in each case) does not remedy that failure
within 20 London business days after becoming aware of the failure;

. an insolvency event occurs in relation to the servicer; or
) Funding 1 and Funding 2 are of the opinion, after due consideration and acting reasonably,

that the appointment of the servicer should be terminated.
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Under the terms of the servicing agreement, following a servicer termination event the Funding 1
security trustee and the Funding 2 security trustee shall use their reasonable endeavours to appoint a
substitute servicer approved by the mortgages trustee, Funding 1 and Funding 2 that has experience of
administering mortgages of and standard securities over residential property in the UK, is willing to enter into
an agreement substantially on the same terms as the relevant provisions of the servicing agreement and
whose appointment does not adversely affect the then current ratings (if any) of the notes unless otherwise
agreed by an extraordinary resolution of the holders of the relevant series and class of notes.

Subject to the fulfilment of a number of conditions (including the appointment of a substitute
servicer), the servicer may voluntarily resign by giving not less than 12 months' notice to the mortgages
trustee, Funding 1, Funding 2, the Funding 1 security trustee, the Funding 2 security trustee and the seller.
The substitute servicer is required to have experience of administering mortgages in the United Kingdom and
to enter into a servicing agreement with the mortgages trustee, Funding 1, Funding 2, the seller, the Funding
1 security trustee and the Funding 2 security trustee substantially on the same terms as the relevant
provisions of the servicing agreement. It is a further condition precedent to the resignation of the servicer that
the current ratings of the Funding 1 notes and the notes are not adversely affected as a result of the
resignation, unless the relevant classes of Funding 1 noteholders and the noteholders otherwise agree by an
extraordinary resolution.

If the appointment of the servicer is terminated, the servicer must deliver the title deeds and
customer files relating to the loans to, or at the direction of, the mortgages trustee. The servicing agreement
will terminate when neither Funding 1 nor Funding 2 has any interest in the trust property.

No provision has been made in the servicing agreement or otherwise for any costs and expenses
associated with the transfer of servicing to a substitute servicer, and such costs and expenses will be borne
by the seller, Funding 1 and Funding 2 as beneficiaries of the mortgages trust. The servicing fee payable to a
substitute servicer will be agreed with that substitute servicer prior to its appointment.

Right of delegation by the servicer

The servicer may sub-contract or delegate the performance of its duties under the servicing
agreement, provided that it meets particular conditions, including that:

. Funding 1, Funding 2, the Funding 1 security trustee and the Funding 2 security trustee
consent to the proposed sub-contracting or delegation;

. notification has been given to each of the rating agencies;

. where the arrangements involve the custody or control of any customer files and/or title

deeds the sub-contractor or delegate will provide a written acknowledgement that those
customer files and/or title deeds will be held to the order of the mortgages trustee (as trustee
for the beneficiaries);

. where the arrangements involve the receipt by the sub-contractor or delegate of monies
belonging to the beneficiaries which are paid into the mortgages trustee GIC account, the
sub-contractor or delegate will execute a declaration that any such monies are held on trust
for the beneficiaries and will be paid forthwith into the mortgages trustee GIC account in
accordance with the terms of the mortgages trust deed;

. the sub-contractor or delegate has executed a written waiver of any security interest arising
in connection with the delegated services; and

. the mortgages trustee, Funding 1, Funding 2, the Funding 1 security trustee and the Funding
2 security trustee have no liability for any costs, charges or expenses in relation to the
proposed sub-contracting or delegation.

The consent of Funding 1, Funding 2, the Funding 1 security trustee and the Funding 2 security
trustee referred to here (among other conditions) will not be required in respect of any delegation to a wholly-
owned subsidiary of Bank of Scotland or Lloyds from time to time or to persons such as receivers, lawyers or
other relevant professionals.

If the servicer sub-contracts or delegates the performance of its duties, it will nevertheless remain
responsible for the performance of those duties to the mortgages trustee, Funding 1, Funding 2, the Funding
1 security trustee and the Funding 2 security trustee.
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Liability of the servicer

The servicer will indemnify the mortgages trustee and the beneficiaries against all losses, liabilities,
claims, expenses or damages incurred as a result of negligence or wilful default by the servicer in carrying
out its functions under the servicing agreement or any other transaction document or as a result of a breach
of the terms of the servicing agreement. If the servicer does breach the terms of the servicing agreement and
thereby causes loss to the beneficiaries, then the seller share of the trust property will be reduced by an
amount equal to the loss.

Servicer compliance

Pursuant to the servicing agreement, the servicer (on behalf of the issuing entity) will provide to
beneficial owners of the notes and potential owners of the notes on a monthly basis a report containing
information about the loans in the mortgages trust if they have furnished the servicer with the beneficial
ownership certification described in the servicing agreement. These reports will be made available at
http://www.lloydsbankinggroup.com/Investors/debt-investors/securitisation/permanent/. The website and the
contents thereof do not form part of this base prospectus.

Governing law

The servicing agreement and any non-contractual obligations arising out of or in connection with the
servicing agreement is governed by, and shall be construed in accordance with, English law, provided that
any terms of the servicing agreement particular to Scots law will be construed in accordance with the laws of
Scotland.
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Sale of the loans and their related security

The following section contains a summary of the material terms of the mortgage sale agreement.
The summary does not purport to be complete and is subject to the provisions of the mortgage sale
agreement.

Introduction

Loans and their related security have been and will continue to be sold to the mortgages trustee
pursuant to the terms of the mortgage sale agreement. The mortgage sale agreement has six primary
functions:

. it provides for the sale of the loans and their related security and the transfer of the
beneficial interest therein;

. it sets out the circumstances under which new loans can be sold to the mortgages trustee;

. it provides for the legal assignment or assignation (as appropriate) of the loans and their
related security to the mortgages trustee;

. it sets out the representations and warranties given by the seller;

. it provides for the repurchase of mortgage accounts and related security which have loans

(1) which (in limited circumstances) are subject to a product switch, (2) which are subject to
a further advance, (3) (at the seller’s option) which cause the seller to be in breach of any of
its representations and warranties in respect of the loans, (4) which are in arrears by three or
more monthly payments, (5) which are second home loans, (6) which are credit impaired
loans; (7) which are deedstore loans and (8) which are non-compliant loans; and

. it provides for drawings in respect of home cash reserve products, retention loans and
flexible loans included in the trust property.

Sale of loans and their related security to the mortgages trustee on the sale dates

Under the mortgage sale agreement dated the initial closing date, entered into between the seller,
the mortgages trustee, the Funding 1 security trustee and Funding 1, the seller transferred by way of an
equitable assignment to the mortgages trustee the initial loans, together with their related security and since
the initial closing date additional loans have been transferred to the mortgages trustee. On the programme
date, Funding 2 and the Funding 2 security trustee became parties to the mortgage sale agreement. The
mortgage sale agreement has been amended and restated on numerous occasions since the initial closing
date.

The mortgage sale agreement provides that the seller may sell new loans and their related security
to the mortgages trustee, which may have the effect of increasing or maintaining the overall size of the trust
property. The new loans may include loans with characteristics that are not currently being offered to
borrowers or that have not yet been developed. New loans and their related security can only be sold if
certain conditions, as described in this section, are met.

The mortgages trustee will hold the new loans and their related security on trust for the seller,
Funding 1 and Funding 2 pursuant to the terms of the mortgages trust deed. Full legal assignment or
assignation (as appropriate) of the loans will be deferred until a later date, as described under “Legal
assignment of the loans to the mortgages trustee” below. Changes may be required to the mortgage sale
agreement if new types of loans are sold to the mortgages trustee. See “Risk factors — The Funding 2
security trustee and/or the issuing entity security trustee and/or the note trustee may agree

modifications to the transaction documents, which may adversely affect your interests”, “Security for
Funding 2's obligations” and “Security for the issuing entity's obligations”.

On the date of each relevant sale, the consideration paid to the seller will consist of:

. payment by Funding 1 and/or Funding 2 to the seller by telegraphic transfer of the proceeds
of any new term advance advanced for such purpose under a new Funding 1 intercompany
loan agreement and/or new loan tranche advanced for such purpose to Funding 2 under the
master intercompany loan agreement and/or intercompany loans made for such purpose by
new issuing entities to Funding 1 or Funding 2 and/or any Funding 1Z loan or, as
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applicable, Funding 2 Z loan made for such purpose under, as applicable, a Funding 1Z
loan agreement or a Funding 2 Z loan agreement;

a covenant by Funding 1 and Funding 2 to pay, at a later date, deferred consideration to the
seller; and/or

the promise by the mortgages trustee to hold the trust property on trust for the seller,
Funding 1 and Funding 2 (in each case, as to their respective share) in accordance with the
terms of the mortgages trust deed.

Funding 1, Funding 2 and the seller (as beneficiaries of the mortgages trust) will not be entitled to
retain any fees received by the mortgages trustee, which (except in relation to fees payable to the mortgages
trustee for the work undertaken by it as trustee of the trusts created by the mortgages trust deed), upon
receipt and identification by the servicer, the mortgages trustee will return to the seller.

The sale of new loans and their related security to the mortgages trustee will in all cases be subject
to conditions precedent, including the following conditions (which may be varied or waived by the mortgages
trustee where it has received written confirmation from the rating agencies that such variation or waiver will
not cause the ratings of the outstanding Funding 1 notes and/or of the outstanding notes to be reduced,
withdrawn or qualified), being satisfied on the relevant sale date (sale date):

no event of default under the transaction documents shall have occurred which is continuing
as at the relevant sale date;

both (a) the Funding 2 principal deficiency ledger (other than the subordinated loan principal
deficiency sub-ledger and the Funding 2 Z loan principal deficiency sub-ledger) shall not
have a debit balance as at the most recent Funding 2 interest payment date after applying
all Funding 2 available revenue receipts on that Funding 2 interest payment date (for a
description of the Funding 2 principal deficiency ledger, see “Credit structure — Funding 2
principal deficiency ledger” below) and (b) no analogous event in respect of Funding 1 has
occurred,;

the mortgages trustee is not aware that the purchase of the new loans on the relevant sale
date would adversely affect the then current ratings by Moody's, Standard & Poor's or Fitch
of any Funding 1 notes and/or any of the notes;

as at the relevant sale date, the aggregate outstanding principal balance of loans in the
mortgages trust, in respect of which the aggregate amount in arrears is more than three
times the monthly payment then due, is less than five per cent. of the aggregate outstanding
principal balance of the loans in the mortgages trust unless the rating agencies have
confirmed that the then current ratings of the notes or of any Funding 1 notes will not be
reduced, withdrawn or qualified;

except where Funding 1 and/or Funding 2 pay amounts to the seller in consideration of new
loans to be sold to the mortgages trustee on the relevant sale date, the aggregate
outstanding principal balance (excluding arrears of interest) of new loans transferred in any
interest period must not exceed 15 per cent. of the aggregate outstanding principal balance
of loans (excluding arrears of interest) in the mortgages trust as at the beginning of that
interest period;

the sale of new loans on the relevant sale date does not result in the product of the weighted
average foreclosure frequency (WAFF) and the weighted average loss severity (WALS) for
the loans comprised in the portfolio after such purchase calculated on such sale date (in the
same way as for the loans comprised in the portfolio as at the most recent closing date (or
as agreed by the servicer and the relevant rating agencies from time to time)) exceeding the
product of the WAFF and WALS for the loans comprised in the portfolio calculated on the
most recent closing date (or on another date as agreed by the servicer and the relevant
rating agencies from time to time), plus 0.25 per cent,;

(A) the sale of new loans on the relevant sale date does not result in the Fitch portfolio tests
after such sale (calculated by applying each Fitch portfolio test to the portfolio on such sale
date), exceeding the most recently agreed Fitch portfolio test value for each such Fitch
portfolio test or (B) where (A) would not be satisfied in respect of any Fitch portfolio test, the
sale of the new loans on the relevant sale date does not result in the margin by which the

185



relevant Fitch portfolio test is exceeded following the relevant sale date being greater than
the margin by which the portfolio, as calculated on the business day prior to the relevant sale
date, exceeded the most recently agreed relevant Fitch portfolio test value;

. the yield of the loans in the mortgages trust together with the yield of the new loans to be
sold to the mortgages trustee on the relevant sale date at least is equal to a minimum yield,
taking into account the average yield on the loans which are variable rate loans, tracker rate
loans and fixed rate loans and the margins in respect of each respective Funding 1 swap
and Funding 2 swaps, in each case as at the relevant sale date;

. the sale of new loans on the relevant sale date does not result on the relevant sale date in
the weighted average credit enhancement value as determined by the application of the LTV
test to the loans in the portfolio on the relevant sale date (after the sale of such new loans)
exceeding the weighted average credit enhancement value as determined by the application
of the LTV test to the loans comprised in the portfolio on the most recent closing date plus
0.25 per cent,;

. the sale of new loans on the relevant sale date does not result in the loans in the portfolio
(other than fixed rate loans) which, after taking into account the Funding 1 swaps and the
Funding 2 swaps, will yield less than sterling-LIBOR plus 0.50 per cent. or SONIA plus 0.66
per cent. as at the relevant sale date and have more than 2 years remaining on their
incentive period accounting for more than 15 per cent. of the aggregate outstanding principal
balance of loans comprised in the trust property;

. the sale of the new loans on the relevant sale date does not result in the fixed rate loans
which have more than 1 year remaining on their incentive period accounting for more than
50 per cent. of the aggregate outstanding principal balance of loans comprised in the trust
property;

o no sale of new loans may occur if, as at the relevant sale date, (a) the step-up date in
respect of any Funding 1 note issued after 1 January 2003 and still outstanding has been
reached and such Funding 1 note has not been redeemed in full. For the avoidance of
doubt, this prohibition on the sale of new loans to the mortgages trustee shall remain in
effect only for so long as any such Funding 1 note remains outstanding and, upon its
redemption, the sale of new loans to the mortgages trustee may be resumed in accordance
with the terms of the mortgage sale agreement or (b) the step-up date in respect of any note
issued after the programme date and still outstanding has been reached and such note has
not been redeemed in full. For the avoidance of doubt, this prohibition on the sale of new
loans to the mortgages trustee shall remain in effect only for so long as any such note
remains outstanding and, upon its redemption, the sale of new loans to the mortgages
trustee may be resumed in accordance with the terms of the mortgage sale agreement;

o as at the sale date, (a) (in the case of Funding 1) the adjusted Funding 1 general reserve
fund level is equal to or greater than the Funding 1 general reserve fund threshold and (b)
(in the case of Funding 2) the adjusted Funding 2 general reserve fund level is equal to or
greater than the Funding 2 general reserve fund threshold;

. if the sale of loans includes the sale of new types of loan products to the mortgages trustee,
the Funding 1 security trustee and the Funding 2 security trustee have received written
confirmation from each of the rating agencies that such new types of loan products may be
sold and assigned to the mortgages trustee and that such sale of new types of loan products
would not have an adverse effect on the then current ratings of the Funding 1 notes and the
notes;

. Funding 1 and/or Funding 2, as the case may be, have entered into appropriate hedging
arrangements to hedge against the interest rates payable in respect of such loans and the
floating rate of interest payable under the Funding 1 intercompany loans and the master
intercompany loan, respectively; and

o no trigger event has occurred on or before the relevant sale date.

If a sale of new loans occurs at a time when one or more of the conditions precedent set out in the
mortgage sale agreement (as described above) has not in fact been met, such sale will be valid and
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enforceable. The mortgages trustee shall be entitled, but not obliged, to require the seller to repurchase any
loan or loans that did not in fact comply with the relevant conditions.

On the relevant sale date, the representations and warranties in respect of new loans and their
related security (described below in “Representations and warranties” below) will also be given by the
seller.

In the mortgage sale agreement, the seller undertakes to use reasonable efforts to offer to sell to the
mortgages trustee, and the mortgages trustee undertakes to use reasonable efforts to acquire from the seller
and hold in accordance with the terms of the mortgages trust deed, until the earlier to occur of (i) a trigger
event and (ii) the later of (a) (w) if Funding 1 does not enter into a new intercompany loan agreement, the
Funding 1 interest payment date in September 2012; or (x) on each occasion that Funding 1 enters into a
new intercompany loan agreement, the latest Funding 1 interest payment date specified by Funding 1 by
notice in writing to the seller, Funding 2 and the mortgages trustee; and (b) (y) the latest occurring step-up
date of any notes issued by the issuing entity the proceeds of which the issuing entity advances to Funding 2
in accordance with the master intercompany loan agreement; or (z) any later Funding 2 interest payment
date specified by Funding 2 by notice in writing to the seller, Funding 1 and the mortgages trustee; sufficient
new loans and their related security so that the aggregate outstanding principal balance of loans in the
mortgages trust during the period from (and including) the relevant closing date to (but excluding) the interest
payment date specified in the relevant notice or most recent final terms or drawdown prospectus is not less
than the amount specified in such notice or the most recent final terms or drawdown prospectus (the
minimum trust size). However, the seller is not obliged to sell to the mortgages trustee, and the mortgages
trustee is not obliged to acquire, new loans and their related security if, in the opinion of the seller, that sale
would adversely affect the business of the seller. If Funding 2 enters into a new Funding 2 intercompany loan
agreement or borrows a new loan tranche under the master intercompany loan agreement or if Funding 1
enters into a new Funding 1 intercompany loan agreement, then the period during which the seller covenants
to use reasonable efforts to maintain the aggregate outstanding principal balance of loans in the mortgages
trust at a specified level prior to a trigger event may be extended.

Legal assignment of the loans to the mortgages trustee

The English loans in the portfolio were sold, and any new English loans will be sold, to the
mortgages trustee by way of equitable assignment. The Scottish loans in the portfolio were sold, and any
new Scottish loans will be sold, to the mortgages trustee by way of declarations of trust under which the
beneficial interest in such Scottish loans has been or will be transferred to the mortgages trustee. In relation
to Scottish loans, references in this document to the sale of loans are to be read as references to the making
of such declarations of trust. This means that legal title to both English loans and Scottish loans and their
related security will remain with the seller until legal assignments or assignations (as appropriate) are
delivered by the seller to the mortgages trustee (and, in the case of Scottish loans, registered or recorded in
the relevant property register) and notice of such assignments or assignations (as appropriate) is given by
the seller to the borrowers. Legal assignment or assignation (as appropriate) of the loans and their related
security (including, where appropriate, their registration or recording in the relevant property register) to the
mortgages trustee will be deferred and will only take place in the limited circumstances described below. See
“Risk factors — There may be risks associated with the fact that the mortgages trustee has no legal
title to the loans and their related security, which may adversely affect payments on the notes” above.

Legal assignment or assignation (as appropriate) of the loans and their related security to the
mortgages trustee will be completed on the 20th London business day after the earliest to occur of any of,
amongst other things:

. in respect of Funding 1, the service of an intercompany loan acceleration notice in relation to
any Funding 1 intercompany loan or a note acceleration notice in relation to any of the
Funding 1 notes;

. in respect of Funding 2, the service of a master intercompany loan acceleration notice or a
note acceleration notice in relation to any of the notes;

o the seller being required to perfect the mortgages trustee's legal title to the mortgages, by an
order of a court of competent jurisdiction, or by a regulatory authority to which the seller is
subject or any organisation whose members comprise, but are not necessarily limited to,
mortgage lenders with whose instructions it is customary for the seller to comply;

o it being rendered necessary by law to take actions to perfect legal title to the mortgages;
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. the Funding 1 security trustee or the Funding 2 security trustee certifying that the security
under the Funding 1 deed of charge or the Funding 2 deed of charge (as applicable) or any
material part of that security, as applicable, is in jeopardy and that the perfection of legal title
to the mortgages is necessary in order materially to reduce such jeopardy;

. unless otherwise agreed by the rating agencies, the Funding 1 security trustee and the
Funding 2 security trustee, the termination of the seller's role as servicer under the servicing
agreement;

. the seller requesting perfection by serving notice in writing on the mortgages trustee,

Funding 1, Funding 2, the Funding 1 security trustee and the Funding 2 security trustee;

. the date on which the seller ceases to be assigned a long-term unsecured, unsubordinated
unguaranteed debt obligation rating by Moody's of at least Baa3, by Standard & Poor's of at
least BBB- or by Fitch of at least BBB-;

. the occurrence of an insolvency event in relation to the seller;

. the latest of the last repayment dates under the Funding 1 intercompany loan agreements,
the master intercompany loan agreement and any other new intercompany loans where
such loan has not been discharged in full; or

. the seller is in breach of its obligations under the mortgage sale agreement, but only if such
breach, where capable of remedy, is not remedied to the reasonable satisfaction of Funding
1 and Funding 2 (acting in accordance with the controlling beneficiary deed) within 90
calendar days; and (ii) any of Fitch, Moody’s and S&P has confirmed that the then current
ratings of the then rated notes will be withdrawn, downgraded or qualified as a result of such
breach, PROVIDED THAT: (1) this provision shall not apply if the seller has delivered a
certificate to the mortgages trustee, Funding 2, each new Funding beneficiary, the Funding 1
security trustee and the Funding 2 security trustee, that the occurrence of such event does
not impact the designation as a "simple, transparent and standardised" securitisation (within
the meaning of the Securitisation Regulation) in respect of any series or class of notes then
outstanding which are intended to satisfy the STS Requirements; and (2) this provision shall
be subject to such amendment as the seller may require so long as the seller delivers a
certificate to the mortgages trustee, any funding company, the Funding 1 security trustee
and any Funding 2 security trustee, that such amendment does not impact the designation
as a ‘simple, transparent and standardised’ securitisation (within the meaning of the
Securitisation Regulation) in respect of any series or class of notes then outstanding which
are intended to satisfy the STS Requirements.

Pending completion of the transfer, the right of the mortgages trustee to exercise the powers of the
legal owner of the mortgages will be secured by an irrevocable power of attorney granted by the seller in
favour of the mortgages trustee, Funding 1, Funding 2, the Funding 1 security trustee and the Funding 2
security trustee.

To the extent not held at the relevant land registry electronically, the title deeds and customer files
relating to the loans are currently held by or to the order of the seller or by solicitors, licensed conveyancers
or (in Scotland) qualified conveyancers acting for the seller in connection with the creation of the loans and
their related security. The seller has undertaken that all the title deeds and customer files relating to the
loans which are at any time in its possession or under its control or held to its order will be held to the order
of the mortgages trustee.

Representations and warranties

Neither the mortgages trustee, Funding 1, Funding 2, the Funding 1 security trustee, the Funding 2 security
trustee, any previous Funding 1 issuing entity nor the issuing entity has made or has caused to be made on
its behalf any enquiries, searches or investigations in respect of the loans and their related security. Instead,
each is relying entirely on the representations and warranties by the seller contained in the mortgage sale
agreement. The representations and warranties in relation to each loan are made on the relevant sale date
that the loan (together with its related security) is sold to the mortgages trustee. The parties to the mortgage
sale agreement may, with the prior written consent of the Funding 1 security trustee and the Funding 2
security trustee (which consent may (subject as provided below) be given if the rating agencies confirm in
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writing that the ratings of the notes as at that time will not be withdrawn, qualified or reduced as a result),
amend the representations and warranties in the mortgage sale agreement. The material representations
and warranties are, amongst others, as follows:

1.

10.
11.

12.
13.
14.

15.

16.

17.
18.

each loan was originated by Halifax or the seller in the ordinary course of business pursuant to
underwriting standards that were no less stringent than those that the seller at the time of origination
to similar loans that are not securitised and was originated and is denominated in pounds sterling (or
was originated and is denominated in euro if the euro has been adopted as the lawful currency of the
United Kingdom);

each loan in the portfolio was made no earlier than 1 February 1996 and no later than the date
specified in the most recent final terms or drawdown prospectus;

the final maturity date of each loan is no later than (a) June 2040 or (b) such later date specified in
the most recent final terms or drawdown prospectus;

no loan has or will have an outstanding principal balance of more than £500,000;

prior to the making of each advance under a loan, the lending criteria and all preconditions to the
making of any loan were satisfied in all material respects subject only to exceptions made on a case
by case basis as would be acceptable to a reasonable, prudent mortgage lender;

other than with respect to monthly payments, no borrower is or has, since the date of the relevant
mortgage, been in material breach of any obligation owed in respect of the relevant loan or under the
related security and accordingly no steps have been taken by the seller to enforce any related
security;

the total amount of arrears of interest or principal, together with any fees, commissions and
premiums payable at the same time as that of an interest payment or principal repayment on any
loan is not on the relevant sale date in respect of any loan, nor has been during the 12 months
immediately preceding the relevant sale date, more than the amount of the monthly payment then
due;

all of the borrowers are individuals and were aged 18 years or older at the date of execution of the
mortgage;

no loan has been made to a borrower who is an employee of the seller;
at least two monthly payments have been made in respect of each loan;

the whole of the outstanding principal balance on each loan and any arrears of interest and all
accrued interest is secured by a mortgage;

the loan is not a second home loan or a credit impaired loan;
no loan has an indexed LTV higher than 100%;

each loan has a standardised risk weight equal to or smaller than 40% on an exposure value-
weighted average basis for the portfolio as at the relevant sale date, as such terms are described in
Article 243 of the Capital Requirements Regulation;

each loan in the portfolio is either (a) a variable rate loan, tracker rate loan or fixed rate loan; or (b) a
new loan type which each of the rating agencies has confirmed in writing may be included in the
portfolio;

each mortgage constitutes a valid and subsisting first charge by way of legal mortgage or (in
Scotland) standard security over the relevant property, and subject only in certain appropriate cases
to applications for registrations at the Land Registry or Registers of Scotland which where required
have been made and are pending and (in relation to such cases) the seller is not aware of any notice
or any other matter that would prevent such registration;

all of the properties are in England, Wales or Scotland;

not more than 12 months (or a longer period (including in the case of an intra-group remortgage) as
may be acceptable to a reasonable, prudent mortgage lender) prior to the grant of each mortgage,
the seller received a valuation report on the relevant property (or another form of report concerning
the valuation of the relevant property as would be acceptable to a reasonable, prudent mortgage
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19.

20.

21.

22.

23.

24.

25.

26.

27.

lender), the contents of which were such as would be acceptable to a reasonable, prudent mortgage
lender;

the benefit of all valuation reports, any other valuation report referred to in this section (if any) and
certificates of title which were provided to the seller not more than two years prior to the date of the
mortgage sale agreement can be validly assigned to the mortgages trustee without obtaining the
consent of the relevant valuer, solicitor, licensed conveyancer or (in Scotland) qualified conveyancer;

prior to the taking of each mortgage (other than a remortgage), the seller (a) instructed its solicitor,
licensed conveyancer or (in Scotland) qualified conveyancer to carry out an investigation of title to
the relevant property and to undertake other searches, investigations, enquiries and other actions on
behalf of the seller in accordance with the instructions which the seller issued to the relevant
solicitor, licensed conveyancer or qualified conveyancer as are set out in the case of English loans in
the CML's Lenders' Handbook for England & Wales (or, for mortgages taken before this handbook
was adopted in 1999, the seller's Mortgage Practice Notes) and, in the case of Scottish loans, the
CML's Lenders' Handbook for Scotland (or, for Scottish mortgages taken before this handbook was
adopted in 2000, the seller's Mortgage Practice Notes) or other comparable or successor
instructions and/or guidelines as may for the time being be in place, subject only to those variations
as would be acceptable to a reasonable, prudent mortgage lender and (b) received a certificate of
title from such solicitor, licensed conveyancer or qualified conveyancer relating to such property, the
contents of which would have been acceptable to a reasonable, prudent mortgage lender at that
time;

insurance cover for each property is available under either a policy arranged by the borrower or a
Halifax policy or a seller-introduced insurance policy or a policy arranged by the relevant landlord or
the properties in possession cover;

the seller has good title to, and is the absolute unencumbered legal and beneficial owner of, all
property, interests, rights and benefits agreed to be sold and/or assigned by the seller to the
mortgages trustee under the mortgage sale agreement free and clear of all security interests, claims
and equities;

each loan and its related security is valid, binding and enforceable in accordance with its terms and
is non-cancellable:

(i) except in relation to any term in any loan or in its related security, in each case which is not
binding by virtue of the Unfair Terms in Consumer Contracts Regulations 1994 as amended,
extended or re-enacted from time to time or (as the case may be) the Unfair Terms in
Consumer Contracts Regulations 1999 as amended, extended or re-enacted from time to
time; and

(i) except in relation to any flexible loan drawing, delayed cashback, home cash reserve
drawing and any other further advance, in each case which is not enforceable by virtue of
the CCA as amended, extended or re-enacted from time to time;

to the best of the seller's knowledge, none of the terms in any loan or in its related security is not
binding by virtue of its being unfair within the meaning of the UTCCR. In this warranty and the
previous warranty, reference to any legislation shall be construed as a reference to that legislation as
amended, extended or re-enacted from time to time;

the seller has, since the making of each loan, kept or procured the keeping of full and proper
accounts, books and records showing clearly all transactions, payments, receipts, proceedings and
notices relating to such loan;

there are no authorisations, permissions, approvals, licences or consents required as appropriate for
the seller to enter into or to perform the obligations under the mortgage sale agreement or to make
the mortgage sale agreement legal, valid, binding and enforceable;

neither the entry by the seller into the mortgage sale agreement nor any transfer, assignment,
assignation or creation of trust contemplated by the mortgage sale agreement affects or will
adversely affect any of the loans and their related security (including, without limitation, the
insurance policies) and the seller may freely assign and enter into trust arrangements in respect of
all its rights, ftitle, interests and benefits therein as contemplated in the mortgage sale agreement
without breaching any term or condition applying to any of them;
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28. the loans do not include Equity Release Mortgage Loans as defined in the PCS Rule Book;

29. each loan was made and its related security taken or received substantially on the terms of the
standard documentation without any material variation thereto and nothing has been done
subsequently to add to, lessen, modify or otherwise vary the express provisions of any of the same
in any material respect; and

30. the particulars of the loans are true, complete and accurate in all material respects.

If new types of loans are to be sold to the mortgages trustee, then the representations and
warranties in the mortgage sale agreement will be modified as required to accommodate these new types of
loans. Your prior consent to the requisite amendments will not be obtained.

Repurchase of loans under a mortgage account

Under the mortgage sale agreement, if a loan does not materially comply on the sale date with the
representations and warranties made under the mortgage sale agreement:

. the seller is required to remedy the breach within 20 London business days of the seller
becoming aware of the breach; or

o if the breach is not remedied within the 20 London business day period then, the mortgages
trustee will require the seller to purchase the relevant loan and its related security from the
mortgages trustee at a price equal to their outstanding principal balances, together with any
arrears of interest and accrued and unpaid interest and expenses as at the date of
repurchase.

The seller is also required to indemnify (but without double counting) the mortgages trustee,
Funding 1 and Funding 2 for any cost, expense, loss or other claim incurred by them if a court or other
competent authority or any ombudsman makes any determination in respect of that loan and its related
security that:

o any term which relates to the recovery of interest under the standard documentation
applicable to that loan and its related security is unfair; or

. the interest payable under any loan is to be set by reference to any variable base rate (and
not a rate set by the seller's successors or assigns or those deriving title from them); or

. the variable margin above the Bank of England repo rate under any tracker rate loan must
be set by the seller (rather than its successors or assigns or those deriving title from them)
and such rate is lower than the rate set by the seller's successor or assigns or those deriving
title from them; or

) the interest payable under any loan is to be set by reference to an interest rate other than
that set or purported to be set by either the servicer or the mortgages trustee as a result of
the seller having more than one variable mortgage rate.

If the seller fails to pay the consideration due for the repurchase (or otherwise fails to complete the
repurchase), then the seller share of the trust property shall be deemed to be reduced by an amount equal to
that consideration.

Drawings under flexible loans and retention loans

The seller is solely responsible for funding all future drawings in respect of any flexible loans and
retention loans and all future home cash reserve drawings included in the trust property. The amount of the
seller share of the trust property will increase by the amount of the drawing.

Further advances

If, at its discretion, the seller makes or causes the servicer to send an offer of a further advance
under a loan to a borrower, then the seller will be required to repurchase the relevant loan or loans under the
relevant mortgage account (save for any loan in arrears, where no repurchase will be required) at a price
equal to the outstanding principal balance of those loans, together with accrued and unpaid interest and
expenses to the date of purchase.
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Product switches

If the seller accepts an application from, or makes an offer (which is accepted) to, a borrower for a
product switch and on the immediately preceding distribution date, the seller is in breach of the conditions
precedent to the sale of new loans to the mortgages trustee listed in “Sale of loans and their related
security to the mortgages trustee on the sale dates” above, then from (and including) that date to (but
excluding) the date when those conditions precedent have been satisfied, the seller will be required to
repurchase any loans and their related security that are subject to product switches (save for any loan in
arrears, where no repurchase will be required). The seller will be required to repurchase the relevant loan or
loans under the relevant mortgage account and their related security from the mortgages trustee at a price
equal to the outstanding principal balance of those loans, together with any accrued and unpaid interest and
expenses to the date of purchase.

A loan will be subject to a “product switch” if the borrower and the seller agree on, or the servicer
sends an offer of, a variation in the financial terms and conditions applicable to the relevant borrower's loan
other than:

(a) any variation agreed with a borrower to control or manage arrears on the loan;
(b) any variation imposed by statute;
(c) any variation in the maturity date of the loan unless, while any Funding 1 intercompany loan is

outstanding and/or while any loan tranche under the master intercompany loan is outstanding: (i)
prior to the date on which all notes issued prior to 1 June 2016 are redeemed in full, it is extended
beyond June 2040, or (ii) on and following the date on which all notes issued prior to 1 June 2016
are redeemed in full, it is extended beyond the date determined in accordance with the relevant
representation and warranty in the mortgage sale agreement;

(d) any variation of the rate of interest payable in respect of the loan where that rate is offered to the
borrowers of more than 10 per cent. by outstanding principal amount of loans in the portfolio in any
3-month period; or

(e) any variation in the frequency with which the interest payable in respect of the loan is charged.

Repurchase of loans in arrears, deedstore loans, credit impaired loans, second home loans and non-
compliant loans

The seller may from time to time, at its sole discretion, request the mortgages trustee to sell to it one
or more loans comprised in the trust property and their related security at a price equal to their outstanding
principal balances, together with arrears of interest and accrued and unpaid interest and expenses as at the
date of repurchase if:

) such loans are in arrears as a result of amounts equal to three or more monthly payments in
respect of such loan having become due and remaining unpaid by the relevant borrower; or

. such loans are deedstore loans; or

. such loans are credit impaired loans;
. such loans are second home loans; or
. such loans are non-compliant loans,

unless otherwise directed by Funding 1 and Funding 2, the mortgages trustee shall be obliged to
agree to that repurchase.

Reasonable, prudent mortgage lender

Reference in the documents to the seller and/or the servicer acting to the standard of a reasonable,
prudent mortgage lender mean the seller and/or the servicer, as applicable, acting in accordance with the
standards of a reasonably prudent prime residential mortgage lender lending to borrowers in England, Wales
and Scotland who generally satisfy the lending criteria of traditional sources of residential mortgage capital.

Governing law

The mortgage sale agreement and any non-contractual obligations arising out of or in connection
with the mortgage sale agreement, other than certain aspects of it relating to Scottish loans and their related

192



security which are governed by Scots law, is governed by, and shall be construed in accordance with,
English law.
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The mortgages trust

The mortgages trust was formed on the initial closing date under English law with the mortgages
trustee as trustee for the benefit of the seller, Funding 1 and Funding 2, as the initial beneficiaries. In 2015,
the original mortgages trustee resigned and was replaced by the current mortgages trustee. The following
section contains a summary of the material terms of the mortgages trust deed. The summary does not
purport to be complete and is subject to the provisions of the mortgages trust deed.

General legal structure

This section describes the material terms of the mortgages trust, including how money is distributed
from the mortgages trust to Funding 1, Funding 2 and the seller. If new Funding 2 issuing entities are
established and/or new Funding beneficiaries become beneficiaries of the mortgages trust and/or new types
of loans are added to the mortgages trust, then the terms of the mortgages trust may be amended. Such
amendments may affect the timing of payments on the notes. Your prior consent will not be sought in relation
to any such proposed amendments to the mortgages trust deed, provided (among other things) that the
rating agencies confirm that the then current ratings of the notes will not be adversely affected by such
amendments. There can be no assurance that the effect of any such amendments will not ultimately
adversely affect your interests. See “Risk factors — The Funding 2 security trustee and/or the issuing
entity security trustee and/or the note trustee may agree modifications to the transaction documents,
which may adversely affect your interests”, “Security for Funding 2's obligations” and “Security for
the issuing entity's obligations”.

Under the terms of the mortgages trust deed, the mortgages trustee has agreed to hold all of the
trust property on trust absolutely for Funding 1, Funding 2 and the seller. The trust property is:

) the sum of £100 settled by Structured Finance Management Offshore Limited on trust on the
date of the mortgages trust deed;

o the portfolio of loans and their related security sold to the mortgages trustee by the seller;

. any new loans and their related security sold to the mortgages trustee by the seller;

. any increase in the outstanding principal balance of a loan due to capitalised interest,

capitalised expenses or capitalised arrears or a borrower taking payment holidays or making
underpayments under a loan or a borrower making a drawing under any flexible loan, any
retention loan, any delayed cashback or a home cash reserve;

. any interest and principal paid by borrowers on their loans prior to distribution under the
mortgages trust deed,;

o any other amounts received under the loans and related security (excluding third party
amounts);

. rights under the insurance policies that are assigned to the mortgages trustee or which the
mortgages trustee has the benefit of;

o amounts on deposit (and interest earned on those amounts) in the mortgages trustee GIC
account; and

. any other property representing the above,

less:

. any actual losses in relation to the loans and any actual reductions occurring in respect of

the loans as described in paragraph (1) in “Funding 2 share of trust property” below; and

. allocations of revenue receipts and principal receipts made from time to time to the
beneficiaries of the mortgages trust.

Funding 2 is not entitled to particular loans and their related security separately from Funding 1
and/or the seller. Instead each of the beneficiaries has an undivided interest in all of the loans and their
related security forming part of the trust property. The beneficial interest of Funding 1, Funding 2 and the
seller represent pro rata interests in the trust property.
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The accompanying final terms or drawdown prospectus will set out the approximate Funding 1 share
of the trust property, Funding 2 share of the trust property and seller share of the trust property as at the
relevant closing date.

Fluctuation of shares in the trust property

The Funding 1 share of the trust property, the Funding 2 share of the trust property and the seller
share of the trust property will fluctuate depending on a number of factors, including:

. the allocation of principal receipts on the loans to Funding 1, Funding 2 and/or the seller;

. losses arising on the loans;

. if new loans and their related security are sold to the mortgages trustee;

o if Funding 1 and/or Funding 2 acquires part of the seller's or the other's share of the trust
property (see further under "Acquisition by Funding 2 of an increased interest in trust
property”);

. if a borrower makes underpayments or takes payment holidays under a loan;

o if a borrower makes a drawing under a flexible loan, a retention loan, a delayed cashback or

a home cash reserve; and

. if the seller acquires part of the Funding 1 share of the trust property and/or the Funding 2
share of the trust property as described in “Acquisition by seller of an interest relating to
capitalised interest” below and “Payment by the seller and/or Funding 1 of the amount
outstanding under a loan tranche” below.

Neither the Funding 1 share of the trust property nor the Funding 2 share of the trust property may
be reduced below zero. The seller will not be entitled to receive principal receipts which would reduce the
seller share of the trust property to an amount less than the minimum seller share (as defined below), unless
and until both the Funding 1 share of the trust property and the Funding 2 share of the trust property have
been reduced to zero or following the occurrence of an asset trigger event.

As of the programme date, and following its acquisition from the seller of a portion of the beneficial
interest of the seller in the mortgages trust, the size of the Funding 2 share of the trust property was £100.
Subsequently, Funding 2 used the proceeds of loan tranches advanced to it by the issuing entity (less any
amount utilised to fund the Funding 2 general reserve fund) to make payment to the seller of the purchase
price in respect of any new mortgage portfolio assigned to the mortgages trustee, to increase the Funding 2
share of the trust property in accordance with the terms of the mortgages trust deed and/or to refinance an
existing loan tranche under the master intercompany loan agreement.

The Funding 1 share of the trust property, the Funding 2 share of the trust property and the seller
share of the trust property are recalculated by the cash manager on each calculation date.

A calculation date is the first day (or, if not a London business day, the next succeeding London
business day) of each month (each being a normal calculation date) or the date on which Funding 1 and/or
Funding 2 acquires a further interest in the trust property (otherwise than due to capitalised interest) and/or
the mortgages trustee acquires new loans from the seller or the date on which the mortgages trust is
terminated. The recalculation is based on the total outstanding principal balance of the loans in the portfolio
as at (1) the immediately preceding calendar month end or (2) the close of business on the business day
immediately preceding the relevant calculation date, whichever occurs later (as adjusted from time to time).
The period from (and including) one calculation date to (but excluding) the next calculation date is known as
a calculation period.

The reason for the recalculation is to determine the new Funding 1 share percentage, Funding 2
share percentage and seller share percentage of the trust property. The Funding 1 share percentage, the
Funding 2 share percentage and the seller share percentage of the trust property determines the entitlement
of Funding 1, Funding 2 and the seller to interest (including capitalised interest) and principal receipts from
the loans in the portfolio and also the allocation of losses arising on the loans. The method for determining
those new percentage shares is set out in the next three sections.

Two London business days after each calculation date (the distribution date) the mortgages trustee
distributes principal and revenue receipts to Funding 1, Funding 2 and the seller, as described below. In
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relation to each distribution date, the relevant share calculation date means the calculation date at the start
of the most recently completed calculation period.

Funding 2 share of trust property

On each calculation date (also referred to in this section as the relevant calculation date) or such
time as the mortgages trust terminates, the interest of Funding 2 in the trust property is recalculated to take
effect from the distribution date immediately succeeding the next following calculation date in accordance
with the following formulae:

) The share of Funding 2 in the trust property (the Funding 2 share) will be an amount equal
to:

A-B—-C+D+E+F

. The percentage share of Funding 2 in the trust property (the Funding 2 share percentage)
will be an amount equal to:
A—B—-C+D+E+F
G

X 100

in the latter case, expressed as a percentage and rounded upwards to five decimal places, where:

A = the amount of the share of Funding 2 in the trust property calculated on the
immediately preceding calculation date;

B = the amount of any principal receipts on the loans to be distributed to Funding 2 on
the distribution date immediately following the relevant calculation date (as
described under “Allocation and distribution of principal receipts prior to the
occurrence of a trigger event’, “Allocation and distribution of principal
receipts on or after the occurrence of a non-asset trigger event but prior to the
occurrence of an asset trigger event’” and “Allocation and distribution of
principal receipts on or after the occurrence of an asset trigger event” below);

C = the amount of losses sustained on the loans in the period from (and including) the
immediately preceding calculation date to (but excluding) the relevant calculation
date and the amount of any reductions occurring in respect of the loans as
described in paragraph (1) below, in each case allocated to Funding 2 in the
calculation period ending on (but excluding) the relevant calculation date;

D = the amount of any consideration to be paid by Funding 2 to the seller with respect to
any new loans to be sold to the mortgages trustee on the relevant calculation date;

E = the amount of any consideration to be paid by Funding 2 to the seller and/or
Funding 1 in relation to the acquisition by Funding 2 from the seller and/or Funding 1
on the relevant calculation date of an interest in the trust property;

F = the amount equal to any capitalised interest accruing on a loan due to borrowers
taking payment holidays and which has been allocated to Funding 2 from (and
including) the immediately preceding calculation date, less the amount to be paid by
the seller on the relevant distribution date to acquire an interest in trust property as
described in “— Acquisition by seller of an interest relating to capitalised
interest” below; and

G = the aggregate outstanding principal balance of all the loans in the portfolio as at the
relevant calculation date after making the distributions, allocations and additions
referred to in “B”, “C”, “D”, “E” and “F” and after taking account of:

. any distribution of principal receipts to Funding 1, Funding 2 and the seller;

) the amount of any losses allocated to Funding 1, Funding 2 and the seller;

o the amount of any increase in the loan balances due to capitalisation of
insurance premiums due by borrowers or borrowers taking payment
holidays;
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) the adjustments referred to in paragraphs (1) to (4) below (or, if the seller
share of the ftrust property is zero, the adjustments referred to in
paragraph (1) only); and

. the amount of any other additions or subtractions to the trust property since
the immediately preceding calculation date.

If any of the following events occurs during a calculation period, then the aggregate total outstanding
principal balance of the loans in the portfolio will be reduced or deemed to be reduced for the purposes of
the calculation of “G” on the calculation date at the end of that calculation period:

(1) any borrower exercises a right of set-off so that the amount of principal and/or interest owing under a
loan is reduced, but no corresponding payment is received by the mortgages trustee. In this event,
the total amount of the trust property will be reduced by an amount equal to the amount of that set-
off; and/or

(2) a loan or its related security is (i) in breach of the representations and warranties contained in the
mortgage sale agreement, (ii) the subject of a further advance or (iii) in limited circumstances, the
subject of a product switch or any other obligation of the seller to repurchase, and, in each case, the
seller fails to repurchase the loan or loans under the relevant mortgage account and their related
security to the extent required by the terms of the mortgage sale agreement. In this event, the total
amount of the trust property will be deemed to be reduced for the purposes of the calculation in “G”
by an amount equal to the outstanding principal balance of the relevant loan or loans under the
relevant mortgage account (together with arrears of interest and accrued and unpaid interest); and/or

(3) the seller would be required by the mortgages trustee to repurchase a loan and its related security
as required by the terms of the mortgage sale agreement, but the loan is not capable of being
repurchased. In this event, the total amount of the trust property will be deemed to be reduced for
the purposes of the calculation in “G” by an amount equal to the outstanding principal balance of the
relevant loan or loans under the relevant mortgage account (together with arrears of interest and
accrued and unpaid interest); and/or

(4) the seller materially breaches any other material warranty under the mortgage sale agreement
and/or (for so long as the seller is the servicer) the servicing agreement, which will also be grounds
for terminating the appointment of the servicer. In this event, the aggregate outstanding principal
balance of the loans in the portfolio will be deemed to be reduced by an amount equal to the
resulting loss incurred by the beneficiaries.

The reductions or deemed reductions set out in paragraphs (1) to (4) above will be made on the
relevant calculation date first to the seller share (including the minimum seller share) of the trust property
and, thereafter (in respect of paragraph (1) only), will be made pro rata to the Funding 1 share of the trust
property and the Funding 2 share of the trust property.

Any sums that are subsequently recovered by the mortgages trustee in connection with a reduction
or deemed reduction of the trust property under paragraphs (1) to (4) above, will constitute a revenue receipt
under the relevant loan. Such revenue receipt will belong to Funding 1 and Funding 2 (but only if and to the
extent that the related reductions were applied against the Funding 1 share of the trust property and the
Funding 2 share of the trust property respectively) and, thereafter, will belong to the seller.

Funding 1 share of trust property

The share of Funding 1 in the trust property (the Funding 1 share) and Funding 1's percentage
share of the trust property (the Funding 1 share percentage) is calculated in a similar manner to that set
out above for the Funding 2 share of the trust property and the Funding 2 share percentage.

Seller share of trust property

On each calculation date or such time as the mortgages trust terminates, the interest of the seller in
the trust property is recalculated to take effect from the distribution date immediately succeeding the next
following calculation date as follows:

. The share of the seller in the trust property (the seller share) will be an amount equal to the
aggregate outstanding principal balance of all the loans in the portfolio as at that calculation
date (adjusted as provided in “— Funding 2 share of trust property” above) minus the sum
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of the Funding 1 share of the trust property and the Funding 2 share of the trust property
(each as calculated on that calculation date).

The percentage share of the seller in the trust property (the seller share percentage) is an
amount equal to 100 per cent. minus the sum of the Funding 1 share percentage and the
Funding 2 share percentage of the trust property (each as calculated on that calculation
date).

Minimum seller share

The seller share of the trust property includes an amount known as the minimum seller share. The
amount of the minimum seller share will fluctuate depending on changes to the characteristics of the loans in
the portfolio. The seller will not be entitled to receive principal receipts which would reduce the seller share of
the trust property to an amount less than the minimum seller share unless and until both the Funding 1 share
of the trust property and the Funding 2 share of the trust property is in an amount equal to zero or an asset
trigger event has occurred.

The amount of the minimum seller share will be recalculated by the seller on each calculation date
and each closing date (in each case after any sale of loans to the mortgages trustee on that date) and will be
an amount equal to the greater of:

(i)

and

the greater of (a) 5 per cent. of the aggregate outstanding principal amount of all notes
issued by the issuing entity, other than any notes that are at all times held by the seller or
one or more of its wholly-owned affiliates (as defined in the U.S. Credit Risk Retention
Requirements), calculated in accordance with the U.S. Credit Risk Retention Requirements
at the relevant date of determination or as otherwise permitted under the U.S. Credit Risk
Retention Requirements, and (b) an amount equal to a material net economic interest of not
less than 5 per cent. in the securitisation calculated in accordance with Article 6 of the
Securitisation Regulation, and

the amount determined in accordance with the following formula:

X+Y+Z

= 2.0 per cent. of the aggregate outstanding principal balance of loans in the portfolio;

= the product: (p *q) *r

= 8 per cent.;

= the sum of (a) the flexible draw capacity, being an amount equal to the excess of
(1) the maximum amount that borrowers may draw under flexible loans included in
the trust property (whether or not drawn) over (2) the aggregate principal balance of
flexible loans in the trust property on the relevant calculation date, (b) the retention
draw capacity, being an amount equal to the excess of (1) the maximum amount
that borrowers may draw under retention loans included in the trust property
(whether or not drawn) over (2) the aggregate principal balance of retention loans in
the trust property on the relevant calculation date, (c) the home cash reserve draw
capacity, being an amount equal to the excess of (1) the maximum amount that
borrowers may draw under loans with a home cash reserve included in the trust
property (whether drawn or not drawn) over (2) the aggregate principal balance of
loans with a home cash reserve in the trust property on the relevant calculation date
and (d) the delayed cashback draw capacity, being an amount equal to the
excess of (1) the maximum amount that borrowers may draw under loans with a
delayed cashback included in the trust property (whether drawn or not drawn) over
(2) the aggregate principal balance of loans with a delayed cashback in the trust
property on the relevant calculation date; and

= 3’
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N
1

the aggregate sum of reductions deemed made (if any) in accordance with
paragraph (2), (3) and (4) as described in “— Funding 2 share of trust property”
above.

The purpose of “X” is to mitigate the risks relating to certain set-off risks relating to the loans. The
amount of “X” may be reduced from time to time at the request of the seller, Funding 1 or Funding 2 (acting
reasonably) provided that the Funding 1 security trustee and the Funding 2 security trustee have received
written confirmation from the rating agencies that there will be no adverse effect on the then current ratings
of the Funding 1 notes and the notes as a result thereof. In the event that the seller ceases to be assigned a
long-term unsecured, unsubordinated, unguaranteed debt obligation rating by Moody's of at least Baa3, by
S&P of at least BBB- or by Fitch of at least BBB-, the amount of "X" will be recalculated by the seller to such
amount as the rating agencies may require in order that there is no adverse effect on the then current ratings
of the notes of the Funding 1 issuing entities and the Funding 2 security trustee has received written
confirmation from each of the rating agencies that there would be no adverse effect on the then current
ratings of the notes of the issuing entity.

The purpose of the calculation in “Y” is to mitigate the risk of the seller failing to fund a drawing under
a flexible loan, retention loan or loan with a delayed cashback.

The purpose of the calculation in “Z” is to mitigate the risk of the seller materially breaching any
material warranty under the mortgage sale agreement and/or the servicing agreement and failing to
repurchase certain loans and their related security to the extent required by the terms of the mortgage sale
agreement.

Cash management of trust property — revenue receipts

Under the cash management agreement, the cash manager is responsible for distributing revenue
receipts on behalf of the mortgages trustee on each distribution date in accordance with the priority
described in the following section. For further information on the role of the cash manager, see “Cash
management for the mortgages trustee, Funding 1 and Funding 2” below.

Mortgages trust calculation of revenue receipts

Mortgages trust available revenue receipts is calculated by the cash manager on each calculation date
and is an amount equal to:

. revenue receipts on the loans (but excluding principal receipts);
. plus interest payable to the mortgages trustee on the mortgages trustee GIC account;
) less amounts due to third parties (also known as third party amounts), including:
(1) amounts under a direct debit which are repaid to the bank making the payment if
that bank is unable to recoup that amount itself from its customer's account;
(2) payments by borrowers of any fees and other charges which are due to the seller; or
(3) recoveries in respect of amounts deducted from loans as described in

paragraphs (1) to (4) in “— Funding 2 share of trust property” above,

which will belong to and be paid to Funding 1, Funding 2 and/or the seller as described therein,
which amounts may be paid daily from monies on deposit in the mortgages trustee GIC account.

On each distribution date, the cash manager will apply mortgages trust available revenue receipts in the
following priority:

(A) without priority among them but in proportion to the respective amounts due, to pay amounts

due:

) to the mortgages trustee under the provisions of the mortgages trust deed; and

. to third parties from the mortgages trustee in respect of the mortgages trust, but only
if:
(1) payment is not due as a result of a breach by the mortgages trustee of the

documents to which it is a party; and/or
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(2) payment has not already been provided for elsewhere;

(B) without priority among them but in proportion to the respective amounts due, or to become
due from the mortgages trustee to during the following calculation period, to:

. the servicer under the provisions of the servicing agreement;
. the account bank under the provisions of the bank account agreement; and
) the mortgages trustee corporate services provider under the provisions of the

mortgages trustee corporate services agreement;

(®)) to allocate and pay in no order of priority between them but in proportion to the respective
amounts due:

. to Funding 1 an amount equal to the amount determined by multiplying the total
amount of the remaining mortgages trust available revenue receipts by the Funding
1 share percentage of the trust property as calculated on the relevant share
calculation date; and

. to Funding 2 an amount equal to the amount determined by multiplying the total
amount of the remaining mortgages trust available revenue receipts by the Funding
2 share percentage of the trust property as calculated on the relevant share
calculation date;

(D) to allocate and pay to the mortgages trustee, Funding 1 and/or Funding 2 (as applicable), an
amount equal to any loss amount (as defined below) suffered or incurred by it or them (as
applicable); and

(E) to allocate and pay to the seller an amount (if positive) equal to the amount of the mortgages
trust available revenue receipts less the amount of such mortgages trust available revenue
receipts applied and/or allocated under (A) to (D) above.

For the purposes of item (D) above, loss amount means the amount of any costs, expenses, losses
or other claims suffered or incurred by, as applicable, the mortgages trustee, Funding 1 and/or Funding 2 in
connection with any recovery of interest on the loans to which the seller, the mortgages trustee, Funding 1 or
Funding 2 was not entitled or could not enforce as a result of any determination by any court or other
competent authority or any ombudsman in respect of any loan and its related security that:

) any term which relates to the recovery of interest under the standard documentation
applicable to that loan and its related security is unfair; or

. the interest payable under any loan is to be set by reference to any variable base rate (and
not that of the seller's successors or assigns or those deriving title from them); or

. the variable margin above the Bank of England repo rate under any tracker rate loan must
be set by the seller (rather than by its successors or assigns or those deriving title from
them) and such rate is lower than the rate set by the seller's successors or assigns or those
deriving title from them; or

) the interest payable under any loan is to be set by reference to an interest rate other than
that set or purported to be set by either the servicer or the mortgages trustee as a result of
the seller having more than one variable mortgage rate.

Amounts due to the mortgages trustee, the servicer, the cash manager, the account bank and the
mortgages trustee corporate services provider are inclusive of VAT, if any, payable. At the date of this base
prospectus, UK VAT is calculated at the rate of 20.0 per cent. of the amount or value of consideration.
Payment of VAT will not reduce the amounts ultimately available to pay interest on the notes.

Cash management of trust property — distribution of principal receipts to Funding 2

Under the cash management agreement, the cash manager is also responsible for distributing
principal receipts to Funding 2 on behalf of the mortgages trustee on each distribution date in accordance
with the priority described in the next two following sections. To understand how the cash manager
distributes principal receipts to Funding 2 on the loans on each distribution date you need to understand the
definitions set out below.
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On each calculation date, the cash manager will, in respect of Funding 2, ascertain whether the
distribution date is within a cash accumulation period (as defined below) relating to a bullet loan tranche or a
scheduled amortisation instalment (each a cash accumulation advance) and will ascertain the cash
accumulation requirement (as defined below) and repayment requirement (as defined below) for Funding 2.

The cash accumulation period (as defined below) will be calculated separately for each bullet loan
tranche and scheduled amortisation instalment.

The applicable loan tranche supplement and the accompanying final terms or drawdown prospectus
(if applicable) will set out whether each loan tranche is a bullet loan tranche, a scheduled amortisation loan
tranche, a pass-through loan tranche, a subordinated loan tranche or a start-up loan tranche and, in relation
to cash accumulation loan tranches (which are the bullet loan tranches and the scheduled amortisation
loan tranches), will set out the scheduled repayment date (being the Funding 2 interest payment date
falling in the indicated month) and relevant accumulation amount (being the amount of funds to be
accumulated over a cash accumulation period in order to repay a bullet loan tranche or a scheduled
amortisation instalment on its scheduled repayment date whether or not actually repaid on that scheduled
repayment date).

Definitions:

anticipated cash accumulation period means, on any calculation date, the anticipated number of months
required to accumulate sufficient principal receipts to pay the relevant accumulation amount in relation to the
relevant cash accumulation advance, which will be equal to:

J+K—-L
M*(N*0)

calculated in months and rounded up to the nearest whole number, where:

J = the relevant accumulation amount;
K = the aggregate principal amount outstanding on that calculation date of:
° each other bullet loan tranche or scheduled amortisation loan tranche that was not

fully repaid on its scheduled repayment date;

. each other bullet loan tranche or scheduled amortisation loan tranche, the
scheduled repayment date of which falls on or before the scheduled repayment date
of the relevant cash accumulation advance;

o each bullet term advance or scheduled amortisation term advance of Funding 1 that
was not fully repaid on its scheduled repayment date; and

o each other bullet term advance or scheduled amortisation term advance of Funding
1, the scheduled repayment date of which falls on or before the scheduled
repayment date of the relevant cash accumulation advance;

L = the aggregate on that calculation date of:

o the amount of any available cash already standing to the credit of the Funding 2
cash accumulation ledger at the start of that calculation date plus the aggregate
amount of Funding 2’s cash accumulation requirement paid to Funding 2 since the
previous Funding 2 interest payment date; and

o the amount of any available cash already standing to the credit of the Funding 1
cash accumulation ledger at the start of that calculation date plus the aggregate
amount of Funding 1's cash accumulation requirement paid to Funding 1 since to
the previous Funding 1 interest payment date;

M = means the lower of (i) the monthly CPR on the most recent normal calculation date,
(i) the sum of each monthly CPR on the three most recent normal calculation dates
divided by three, (iii) the sum of each monthly CPR on the 12 most recent normal
calculation dates divided by 12 or (iv) (in the case of a loan tranche corresponding to
money market notes) any alternative CPR if specified in the applicable loan tranche
supplement and the corresponding final terms or drawdown prospectus;
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0.85; and

the aggregate outstanding principal balance of the loans comprising the trust
property on that calculation date.

cash accumulation period means the period beginning on the earlier of:

the commencement of the anticipated cash accumulation period relating to the relevant
accumulation amount; and

unless otherwise specified in the accompanying final terms or drawdown prospectus, in
respect of an original bullet loan tranche, six months prior to the scheduled repayment date
of that original bullet loan tranche and, in respect of an original scheduled amortisation
instalment, three months prior to the scheduled repayment date of that original scheduled
amortisation instalment,

and ending when Funding 2 has fully repaid that original bullet loan tranche or scheduled amortisation
instalment, as applicable.

cash accumulation requirement means, on a calculation date:

the outstanding principal amounts in relation to each cash accumulation advance that is
within a cash accumulation period;

plus amounts due on the immediately following Funding 2 interest payment date in items (A)
and (B) of the Funding 2 pre-enforcement principal priority of payments under “Cashflows —
Distribution of Funding 2 available principal receipts” below;

less the amount standing to the credit of the Funding 2 cash accumulation ledger at the last
Funding 2 interest payment date (which amount was not distributed on that Funding 2
interest payment date to the issuing entity or any new Funding 2 issuing entity having a cash
accumulation requirement);

less (without double counting) the amounts standing to the credit of the Funding 2 principal
ledger as at the close of business on the last Funding 2 interest payment date (which
amount was not distributed on that Funding 2 interest payment date to the issuing entity or
any new Funding 2 issuing entity);

less (without double-counting) the sum of each cash accumulation requirement amount paid
to Funding 2 on a previous distribution date during the relevant interest period.

Funding 2 cash accumulation ledger means a ledger maintained by the cash manager for Funding 2,
which records amounts accumulated by Funding 2 to pay relevant accumulation amounts.

monthly CPR means, on any normal calculation date, the total mortgages trustee principal receipts received
by the mortgages trustee during the period of one month ending on that normal calculation date divided by
the aggregate outstanding principal balance of the loans comprised in the trust property as at the
immediately preceding normal calculation date.

rated loan tranche repayment requirement means the requirement pursuant to which, on a calculation
date, the amount (if any) by which:

the aggregate of all amounts that will be payable by Funding 2 on the next Funding 2
interest payment date as described in items (C) to (G) (inclusive) of the priority of payments
under “Cashflows — Distribution of Funding 2 available principal receipts” on the basis:

o that there would be no deferral of loan tranches pursuant to Rule (1) as set out in
that section;

. that where Rule (2) set out in that section applies, the amount so payable by
Funding 2 in respect of loan tranches (other than bullet loan tranches and scheduled
amortisation instalments) shall be treated as the lesser of (A) the amount due and
payable in respect of those loan tranches and (B) the product of (a) the Funding 2
share percentage as at the start of the most recently ended calculation period
(provided that if during the most recently ended calculation period loans and their
related security are sold to the mortgages trustee or Funding 2 has acquired part of
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the seller share of the trust property and/or the Funding 1 share of the trust property,
then the Funding 2 share percentage will be calculated for purposes of this
paragraph as the weighted average of the Funding 2 share percentages as at the
first day of such calculation period and as at the date immediately after such sale or
acquisition), (b) the aggregate amount of principal receipts received by the
mortgages trustee during the most recently ended calculation period and (c) the
outstanding principal balance of the series A rated loan tranches (in the case of Rule
(2)), divided by the aggregate outstanding principal balance of the master
intercompany loan (excluding subordinated loan tranches and start-up loan
tranches), each as at the most recent Funding 2 interest payment date;

. that loan tranches will be treated as due and payable if they are already due and
payable, or would become due and payable on or before the next Funding 2 interest
payment date, as applicable, if all principal receipts were paid to Funding 2 on that
calculation date; and

. excluding amounts due and payable in respect of bullet loan tranches and
scheduled amortisation instalments,

exceeds the sum of:

. the amounts standing to the credit of the Funding 2 principal ledger as at the last
Funding 2 interest payment date (which amount was not distributed on that Funding
2 interest payment date to the issuing entity or any new Funding 2 issuing entity);
and

. the sum of each repayment requirement amount paid to Funding 2 on a previous
distribution date during the relevant interest period.

repayment requirement means, on any calculation date, the amount (if any) equal to the sum of:
(a) the rated loan tranche repayment requirement; and
(b) the subordinated loan tranche repayment requirement.

scheduled amortisation instalment means that part of a scheduled amortisation loan tranche
which is payable on each of the scheduled repayment dates.

subordinated loan tranche repayment requirement means the aggregate of all amounts that will
be payable by Funding 2 on the next Funding 2 interest payment date as described in item (I) of the priority
of payments under "Cashflows — Distribution of Funding 2 available principal receipts " on the basis
that the subordinated loan tranches will equal or exceed the required subordinated loan tranche principal
amount outstanding.

trigger event means an asset trigger event and/or a non-asset trigger event.

An asset trigger event will occur when principal losses on loans in the portfolio (after application of
Funding 1 available principal receipts or, as the case may be, Funding 2 available principal receipts to meet
deficiencies in Funding 1 available revenue receipts or in Funding 2 available revenue receipts, respectively,
or to fund the Funding 1 liquidity reserve fund or the Funding 2 liquidity reserve fund, respectively) reach a
level causing an amount to be debited to the principal deficiency sub-ledger in relation to the term AAA
advance of any Funding 1 issuing entity or to the AAA principal deficiency sub-ledger of Funding 2, unless
such debit is made when: (a) (i) in the case of principal deficiency sub-ledger in relation to the term AAA
advance of a Funding 1 issuing entity, the aggregate principal amount outstanding of each of the term AA
advances, the term A advances and the term BBB advances of the Funding 1 issuing entity is equal to zero
or (ii) in the case of the AAA principal deficiency sub-ledger of Funding 2, the aggregate principal amount
outstanding of each of the AA loan tranches, the A loan tranches, the BBB loan tranches and the BB loan
tranches is equal to zero; and (b) (i) in the case of principal deficiency sub-ledger in relation to the term AAA
advance of a Funding 1 issuing entity, the sum of the amount standing to the credit of Funding 1 general
reserve ledger and the Funding 1 revenue ledger together with amounts determined and due to be credited
to the Funding 1 revenue ledger prior to the immediately following Funding 1 interest payment date after
such debit is made, is greater than the amount necessary to eliminate the debit balance on the principal
deficiency ledger in relation to the term AAA advance of the Funding 1 issuing entity and pay amounts
ranking in priority to such item under the Funding 1 pre-enforcement revenue priority of payments on the
immediately following Funding 1 interest payment date after such debit is made or (ii) in the case of the AAA
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principal deficiency sub-ledger of Funding 2, the sum of the amount standing to the credit of Funding 2
general reserve ledger and the Funding 2 revenue ledger together with amounts determined and due to be
credited to the Funding 2 revenue ledger prior to the immediately following Funding 2 interest payment date
after such debit is made, is greater than the amount necessary to pay the items in paragraphs (A) to (E) of
the Funding 2 pre-enforcement revenue priority of payments on the immediately following Funding 2 interest
payment date after such debit is made. For more information on the Funding 2 principal deficiency ledger,
see “Credit structure — Funding 2 principal deficiency ledger”.

A non-asset trigger event will occur, on a calculation date, if:
(a) an insolvency event occurs in relation to the seller on or before that calculation date;

(b) the seller's role as servicer under the servicing agreement is terminated and a new servicer
is not appointed within 30 days; or

(c) as at the calculation date immediately preceding the relevant calculation date, the seller
share of the trust property is less than the minimum seller share; or

(d) on any calculation date, the aggregate outstanding principal balance of loans comprising the
trust property is less than the required loan balance amount specified in the most recent final
terms or drawdown prospectus or is less than the amount as may be required to be
maintained as a result of any new Funding 1 issuing entities providing new term advances to
Funding 1 and/or the issuing entity advancing new loan tranches to Funding 2 which
Funding 1 and/or Funding 2, as the case may be, uses to pay to the seller and/or Funding 1
or Funding 2, as the case may be, for an increase in its share of the trust property and/or to
pay the seller for the sale of new loans to the mortgages trustee.

Changes may be made to the definitions of asset trigger event and non-asset trigger event. See
“‘Risk factors — The Funding 2 security trustee and/or the issuing entity security trustee and/or the
note trustee may agree modifications to the transaction documents, which may adversely affect your

interests”, “Security for Funding 2's obligations” and “Security for the issuing entity's obligations”.

Cash management of trust property — distribution of principal receipts to Funding 1

The cash manager is also responsible for distributing principal receipts to Funding 1 on behalf of the
mortgages trustee on each distribution date in accordance with the priority described in the following sections
after determining (among other things) Funding 1's cash accumulation and repayment requirements, which
will be calculated in a similar manner to that set out above for Funding 2.

Mortgages trust calculation of principal receipts

Mortgages trust available principal receipts are calculated by the cash manager on each
calculation date and will be equal to the amount that is standing to the credit of the principal ledger on that
calculation date. The repayment requirement and the cash accumulation requirement of Funding 1 and
Funding 2 are calculated by the cash manager on each calculation date and the relevant amounts notified to
the mortgages trustee (who will be entitled to rely on such notifications).

Allocation and distribution of principal receipts prior to the occurrence of a trigger event

On each distribution date, where no trigger event has occurred on or before the immediately
preceding calculation date, the cash manager will apply mortgages trust available principal receipts as
follows:

(A) in no order or priority between them, but in proportion to the respective amounts due:
o to Funding 1 an amount equal to the lesser of:
(1) an amount determined by multiplying the total amount of the mortgages

trust available principal receipts by the Funding 1 share percentage of the
trust property as calculated on the relevant share calculation date; and

(2) an amount up to but not exceeding Funding 1's cash accumulation
requirement on that distribution date;

. to Funding 2 an amount equal to the lesser of:
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(3) an amount determined by multiplying the total amount of the mortgages
trust available principal receipts by the Funding 2 share percentage of the
trust property as calculated on the relevant share calculation date; and

(4) an amount up to but not exceeding Funding 2's cash accumulation
requirement on that distribution date;

(B) in no order or priority between them, but in proportion to the respective amounts due, to
Funding 1 and Funding 2, to the extent not already paid pursuant to paragraph (A) above, up
to the amounts set forth in sub-paragraphs (A)(2) and (A)(4), respectively;

(C) in no order or priority between them, but in proportion to the respective amounts due:

to Funding 1 an amount equal to the lesser of:

(1) an amount determined by multiplying the total amount of the remaining
mortgages trust available principal receipts by the Funding 1 share
percentage of the trust property as calculated on the relevant share
calculation date; and

(2) an amount up to but not exceeding Funding 1 repayment requirement on
that distribution date;

to Funding 2 an amount equal to the lesser of:

(3) an amount determined by multiplying the total amount of the remaining
mortgages trust available principal receipts by the Funding 2 share
percentage of the trust property as calculated on the relevant share
calculation date; and

(4) an amount up to but not exceeding Funding 2's repayment requirement on
that distribution date;

(D) in no order or priority between them, but in proportion to the respective amounts due, to
Funding 1 and Funding 2, to the extent not already paid pursuant to paragraph (C) above,
up to the amounts set forth in sub-paragraphs (C)(2) and (C)(4), respectively;

(E) the remainder of such receipts will be allocated and paid to the seller until the seller share of
the trust property (as calculated on the relevant share calculation date) is equal to the
minimum seller share.

Provided that in relation to paragraphs (A) through (D) above, the following rules will apply:

(1) The amount of mortgages trust available principal receipts to be allocated and paid to:

(@)

Funding 1 on a distribution date will be reduced by an amount equal to (i) the
aggregate of Funding 1 available revenue receipts which are to be applied on the
immediately succeeding Funding 1 interest payment date in reduction of deficiencies
on the Funding 1 principal deficiency ledger less (ii) the amount by which any
mortgages trust available principal receipts previously allocated to Funding 1 in the
current interest period have been reduced in accordance with (1)(a)(i) above,
provided that the aggregate of the mortgages trust available principal receipts
previously allocated and paid to Funding 1 in the current interest period, the
mortgages trust available principal receipts to be allocated and paid to Funding 1 on
that distribution date (assuming for this purpose that such reduction will be made)
and the Funding 1 available revenue receipts which will be applied on the
immediately succeeding Funding 1 interest payment date in reduction of deficiencies
on the principal deficiency ledger is at least equal to the aggregate of the Funding 1
cash accumulation requirement and the Funding 1 repayment requirement; and

Funding 2 on a distribution date will be reduced by an amount equal to (i) the
aggregate of Funding 2 available revenue receipts which are to be applied on the
immediately succeeding Funding 2 interest payment date in reduction of deficiencies
on the Funding 2 principal deficiency ledger less (ii) the amount by which any
mortgages trust available principal receipts previously allocated to Funding 2 in the
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current interest period have been reduced in accordance with (1)(b)(i) above,
provided that the aggregate of the mortgages trust available principal receipts
previously allocated and paid to Funding 2 in the current interest period, the
mortgages trust available principal receipts to be allocated and paid to Funding 2 on
that distribution date (assuming for this purpose that such reduction will be made)
and the Funding 2 available revenue receipts which will be applied on the
immediately succeeding Funding 2 interest payment date in reduction of deficiencies
on the principal deficiency ledger is at least equal to the aggregate of the Funding 2
cash accumulation requirement and the Funding 2 repayment requirement.

(2) Neither Funding 1 nor Funding 2 will be entitled to receive (nor will have allocated to it to
receive) in aggregate an amount of mortgages trust available principal receipts on a
distribution date which is in excess of, respectively, the Funding 1 share of the trust property
or the Funding 2 share of the trust property on the relevant distribution date.

(3) On any calculation date prior to the occurrence of a trigger event, the mortgages trustee will
make provision for any amount that would result in the seller share of the trust property
being equal to or less than the minimum seller share and the seller will not receive that
amount until such time as the seller share of the trust property is greater than the minimum
seller share and provided that (i) the seller will not receive nor have allocated to it any such
amount if a non-asset trigger event occurs and is occurring and (i) if an asset trigger event
occurs and is occurring, the seller will have allocated to it and will be paid such amount but
only to the extent permitted by the rules governing distribution of principal receipts after the
occurrence of an asset trigger event.

Allocation and distribution of principal receipts on or after the occurrence of a non-asset trigger
event but prior to the occurrence of an asset trigger event

On each distribution date where a non-asset trigger event has occurred on or before the immediately
preceding calculation date and an asset trigger event has not occurred on or before that calculation date, the
cash manager will apply mortgages trust available principal receipts as follows:

(A) first, all such receipts will be allocated and paid to Funding 1 and Funding 2 in no order of
priority between them and pro rata according to the Funding 1 share percentage of the trust
property and the Funding 2 share percentage of the trust property (in each case, as
calculated on the relevant share calculation date) respectively until the Funding 1 share of
the trust property and the Funding 2 share of the trust property (in each case, as calculated
on the relevant share calculation date) has been reduced to zero; and

(B) then, the remainder, if any, of such receipts will be allocated and paid to the seller.

Following the occurrence of a non-asset trigger event, the notes will be subject to prepayment risk
(that is, they may be repaid earlier than expected). See “Risk factors — The occurrence of a non-asset
trigger event may accelerate the repayment of certain notes and/or delay the repayment of other
notes” above.

Allocation and distribution of principal receipts on or after the occurrence of an asset trigger event

On each distribution date where an asset trigger event has occurred on or before the immediately
preceding calculation date, the cash manager will allocate and pay mortgages trust available principal
receipts, without priority among them but in proportion to the respective amounts due, to Funding 1, Funding
2 and the seller according to the Funding 1 share percentage of the trust property, the Funding 2 share
percentage of the trust property and the seller share percentage of the trust property (in each case, as
calculated on the relevant share calculation date) respectively until the Funding 1 share of the trust property
and the Funding 2 share of the trust property are zero (and, for the avoidance of doubt, such payments may
reduce the seller share of the trust property to an amount less than the minimum seller share). When both
the Funding 1 share of the trust property and the Funding 2 share of the trust property are zero, the
remaining mortgages trust available principal receipts (if any) will be allocated to the seller.

Following the occurrence of an asset trigger event, certain series and classes of notes will be subject
to prepayment risk and other series and classes of notes will be subject to extension risk (that is they may be
repaid later than expected). See “Risk factors — The occurrence of an asset trigger event may
accelerate the repayment of certain notes and/or delay the repayment of other notes” above.
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Losses

All losses arising on the loans will be applied in reducing proportionately the Funding 1 share of the
trust property, the Funding 2 share of the trust property and the seller share of the trust property. The
Funding 1 share of the losses, the Funding 2 share of the losses and the seller share of the losses will be
determined by multiplying the amount of losses during a calculation period by the Funding 1 share
percentage, the Funding 2 share percentage and the seller share percentage (each as calculated on the
relevant share calculation date), respectively, and such losses which will be allocated to Funding 1 and
Funding 2 until the Funding 1 share of the trust property and the Funding 2 share of the trust property are
reduced to zero and the remainder will be allocated to the seller, on each calculation date, in each case prior
to calculating the allocation of mortgages trust available principal receipts on that calculation date.

For a description of how losses on the loans that have been allocated to Funding 2 on any date will
be allocated to the loan tranches of the master intercompany loan, see “Credit structure — Funding 2
principal deficiency ledger” below.

Any sums recovered from a borrower in respect of a loss which has been recorded on the losses
ledger shall be held by the mortgages trustee for the benefit of the seller only.

Disposal of trust property

The trust property is held on trust for the benefit of Funding 1, Funding 2 and the seller. Subject to
the terms of the mortgages trust deed, the mortgages trustee is not entitled to dispose of the trust property or
create any security interest over the trust property.

If an event of default occurs under the master intercompany loan agreement (a master
intercompany loan event of default) and the Funding 2 security trustee, acting on the instructions of the
issuing entity security trustee who in turn is acting on the instructions of the note trustee, determines to serve
a master intercompany loan acceleration notice on Funding 2, then the Funding 2 security trustee will be
entitled, among other things, to sell Funding 2's share of the trust property. For further information on the
security granted by Funding 2 over its assets, see “Security for Funding 2's obligations” below.

Additions to trust property

The trust property may be increased from time to time by the sale of new loans and their related
security to the mortgages trustee. The mortgages trustee will hold the new loans and their related security on
trust for Funding 1, Funding 2 and the seller according to the terms of the mortgages trust deed. For further
information on the sale of new loans and their related security to the mortgages trustee, see “Sale of the
loans and their related security” above.

Acquisition by Funding 2 of an increased interest in trust property

If Funding 2 borrows a new loan tranche (other than a start-up loan tranche) under the master
intercompany loan agreement or enters into a new Funding 2 intercompany loan, then it may apply the
proceeds of that loan tranche or that Funding 2 intercompany loan to make a payment to the seller and/or
Funding 1 so as to give rise to an increase in the Funding 2 share of the trust property (and giving rise to a
corresponding decrease in the seller share of the trust property and/or the Funding 1 share of the trust
property). Funding 2 will be permitted to do this only if it meets a number of conditions (each of which may be
varied or waived by the mortgages trustee where it (1) provides notification of such variation or waiver to
Moody's and (2) receives written confirmation from S&P and Fitch that such variation or waiver will not cause
its then current ratings of the notes then outstanding to be reduced, withdrawn or qualified), including:

. that, on the relevant calculation date, no master intercompany loan event of default and no
note event of default have occurred that have not been remedied or waived;

. as at the most recent Funding 2 interest payment date, no deficiency is recorded on the
Funding 2 principal deficiency ledger (other than the subordinated loan principal deficiency
sub-ledger and the Funding 2 Z loan principal deficiency sub-ledger);

. the Funding 2 security trustee is not aware that the proposed increase in the Funding 2
share of the trust property (or the corresponding decrease in the seller share of the trust
property and/or the Funding 1 share of the trust property) would adversely affect the then
current ratings by the rating agencies of any of the outstanding notes or any Funding 1
notes;
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. as at the relevant calculation date, the aggregate outstanding principal balance of loans in
the trust property, in respect of which the aggregate amount in arrears is more than three
times the monthly payment then due, is less than five per cent. of the aggregate outstanding
principal balance of all loans constituting the trust property unless the rating agencies have
confirmed that the then current ratings of the notes and of any Funding 1 notes will not be
reduced, withdrawn or qualified;

) the Funding 2 general reserve fund has not been debited on or before the relevant date for
the purposes of curing a principal deficiency in respect of the rated loan tranches under the
master intercompany loan agreement in circumstances where the Funding 2 general reserve
fund has not been replenished by a corresponding amount by the relevant date;

. the product of the WAFF and WALS for the loans constituting the trust property calculated
on the relevant date in the same way as for the initial portfolio (or as agreed by the servicer
and the rating agencies from time to time) does not exceed the product of the WAFF and
WALS for the loans constituting the trust property calculated on the most recent previous
closing date, plus 0.25 per cent.;

. the Fitch portfolio tests after the relevant sale date (calculated by applying each Fitch
portfolio test to the portfolio on such sale date), does not exceed the most recently agreed
Fitch portfolio test value for each such Fitch portfolio test; and

. the loan-to-value ratio of loans in the portfolio, after application of the LTV test on the
relevant date, does not exceed the loan-to-value ratio (based on the LTV test) of loans in the
portfolio on the most recent previous closing date plus 0.25 per cent.

Acquisition by seller of an interest relating to capitalised interest

If a borrower takes a payment holiday under a loan (as permitted by the terms of the loan), then the
outstanding principal balance of the loan will increase by the amount of interest that would have been paid
on the relevant loan if not for such payment holiday (the capitalised interest).

The increase in the loan balance due to the capitalised interest will be allocated to the Funding 1
share of the trust property, the Funding 2 share of the trust property and the seller share of the trust property,
based on their respective percentage shares in the trust property as calculated on the previous calculation
date.

Prior to an insolvency event occurring in respect of the seller, on each distribution date, the seller will
make a cash payment to Funding 1 and Funding 2 in an amount equal to Funding 1's share of the capitalised
interest and Funding 2's share of the capitalised interest respectively in respect of those loans that are
subject to payment holidays. Following such payment:

. the seller share of the trust property will increase by an amount equal to the amount paid to
Funding 1 and Funding 2 in respect of Funding 1's share of the capitalised interest and
Funding 2's share of the capitalised interest respectively, and the Funding 1 share of the
trust property and the Funding 2 share of the trust property will decrease by a corresponding
amount; and

. Funding 2 will apply the proceeds of the amount paid by the seller in accordance with the
Funding 2 pre-enforcement revenue priority of payments and, after enforcement of the
Funding 2 security, in accordance with the Funding 2 post-enforcement priority of payments.

If an insolvency event occurs in respect of the seller, then the seller may continue to make payments
to Funding 1 and Funding 2 in an amount equal to Funding 1's share of the capitalised interest and Funding
2's share of the capitalised interest respectively in the same manner and for the same purpose described
above, but it is not obliged to do so.

Payment by the seller and/or Funding 1 of the amount outstanding under a loan tranche

If the seller and/or Funding 1 offers to make a payment to Funding 2 of the amount outstanding
under a loan tranche (other than a start-up loan tranche), then Funding 2 may accept that offer but only if:

o (except in the case of a AAA loan tranche, in which case Moody’s shall be notified of such
acceptance by Funding 2) the Funding 2 security trustee has received written confirmation
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from each of the rating agencies that there would not be any withdrawal, qualification or
downgrading of the then current ratings of the notes if Funding 2 accepted the offer;

) (except in the case of a subordinated loan tranche) Funding 2 would receive the payment on
a Funding 2 interest payment date; and

. Funding 2 will apply the proceeds to repay the relevant loan tranche and the issuing entity
will use the relevant repayment to redeem the corresponding series and class of notes or, as
applicable, the relevant issuing entity subordinated loan.

The Funding 2 share of the trust property would decrease by an amount equal to the payment made
by the seller and/or Funding 1, as the case may be, and the seller share of the trust property and/or the
Funding 1 share of the trust property, as the case may be, would increase by a corresponding amount.

Payment by the seller and/or Funding 1 of an amount outstanding under a Funding 2 Z loan

If the seller and/or Funding 1 offers to make a payment to Funding 2 to enable Funding 2 to repay (in
whole or in part) one or more Funding 2 Z loans, provided that following such repayment the aggregate
principal amount outstanding of the Funding 2 Z loans shall be at least equal to the Funding 2 Z loan
required amount, then Funding 2 may accept that offer but only if:

. the Funding 2 security trustee has received written confirmation from each of the rating
agencies that there would not be any withdrawal, qualification or downgrading of the then
current ratings of the notes if Funding 2 accepted the offer;

. Funding 2 would receive the payment on a Funding 2 interest payment date; and

. Funding 2 will apply the proceeds of the payment to repay the Funding 2 Z loans up to the
amount required to reduce the aggregate principal amount outstanding under the Funding 2
Z loans to the Funding 2 Z loan required amount in each case in accordance with the
paragraph entitied "Repayment of loan tranches (other than start-up loan tranches) and
Funding 2 Z loans when Funding 2 receives certain payments from the seller and/or
Funding 1 or the proceeds of a new loan tranche (other than a start-up loan tranche)"
under the Funding 2 pre-enforcement principal priority of payments.

The Funding 2 share of the trust property would decrease by an amount equal to the payment made
by the seller and/or Funding 1, as the case may be, and the seller share of the trust property and/or the
Funding 1 share of the trust property, as the case may be, would increase by a corresponding amount.

Correspondingly, Funding 2 and/or the seller may offer to make a payment to Funding 1 to enable
Funding 1 to repay (in whole or in part) one or more Funding 1 Z loans, in the same manner as is described
above.

Compensation of mortgages trustee

The mortgages trustee will be paid a fee of £1,000 (inclusive of VAT) each year for the performance
of its duties which will be paid annually on the distribution date following each anniversary of the mortgages
trust deed having been entered into. The fee is subject to adjustment if the applicable rate of VAT changes.

Termination of mortgages trust
The mortgages trust will terminate on the later to occur of:

. the date on which all amounts due from Funding 1 and Funding 2 to their respective secured
creditors have been paid in full; and

. any other date agreed in writing by Funding 1, Funding 2 and the seller.
Retirement of mortgages trustee

The mortgages trustee is not entitled to retire or otherwise terminate its appointment. The seller,
Funding 1 and Funding 2 cannot replace the mortgages trustee.

Governing law

The mortgages trust deed and any non-contractual obligations arising out of or in connection with the
mortgages trust deed is governed by, and shall be construed in accordance with, English law.

209



The controlling beneficiary deed

Pursuant to the terms of the controlling beneficiary deed dated the programme date, as amended
from time to time (the controlling beneficiary deed), Funding 1, Funding 2, the Funding 1 security trustee,
the Funding 2 security trustee and the seller have agreed to, among other things, arrangements amongst
them in respect of certain decisions (relating to authorisations, consents, waivers, instructions or other acts)
to be made from time to time in respect of the transaction documents.

If there is a conflict of interest between Funding 1 and Funding 2 as beneficiaries (each a Funding
beneficiary) and/or the Funding 1 security trustee and the Funding 2 security trustee (each a Funding
security trustee) in respect of directing the mortgages trustee or the exercising of any rights, powers,
discretions or consents under the transaction documents then, pursuant to the terms of the controlling
beneficiary deed, the Funding beneficiaries and/or the Funding security trustees agree to act in accordance
with the controlling directions. The seller agrees that, where necessary, it shall provide directions to the
mortgages trustee that are consistent with the controlling directions.

Controlling direction means:

. in respect of the Funding beneficiaries and/or the Funding security trustee, in all cases, the
directions of the Funding beneficiary and/or the Funding security trustee representing one or
more of the issuing entity(ies) (as applicable) with the highest ranking class of notes then
outstanding, and if each Funding beneficiary and/or the Funding security trustee represents
issuing entity(ies) (as applicable) with the same class as their highest ranking class of notes
then outstanding, then the Funding beneficiary and/or the Funding security trustee
representing one or more of the issuing entity(ies) (as applicable) with the greatest principal
amount outstanding of the highest ranking class of notes.

For the purposes of the definition of controlling direction:

) a Funding beneficiary will be treated as “representing” an issuing entity(ies) in the
circumstances where that Funding beneficiary is the debtor under the terms of an
intercompany loan agreement or the master intercompany loan agreement, as the case may
be, between that issuing entity and that Funding beneficiary;

) a Funding security trustee will be treated as “representing” an issuing entity(ies) in the
circumstances where that Funding security trustee is the security trustee under the Funding
1 deed of charge or the Funding 2 deed of charge, as the case may be, between a Funding
beneficiary, that Funding security trustee and that issuing entity(ies) which secures the
obligations of that Funding beneficiary to that issuing entity(ies) under the terms of an
intercompany loan agreement or the master intercompany loan agreement, as the case may
be, between that issuing entity(ies) and that Funding beneficiary;

. all denominations of the principal amount outstanding of any class of notes will be calculated
in sterling and where the principal amount outstanding of any such class of notes of any
Funding 1 issuing entity or the issuing entity is not denominated in sterling it will be deemed
to be an amount equal to the principal amount outstanding (denominated in sterling) of the
corresponding term advance under the relevant intercompany loan agreement or loan
tranche under the master intercompany loan agreement; and

. the highest ranking class of notes outstanding will mean:

(a) in the case of the issuing entity, the class A notes (for so long as there are class A notes
outstanding), the class B notes (so long as there are no class A notes outstanding), the class M
notes (so long as there are no class A notes or class B notes outstanding), the class C notes (so
long as there are no class A notes, class B notes or class M notes outstanding) or the class D notes
(so long as there are no class A notes, class B notes, class M notes or class C notes outstanding);
and

(b) in the case of Funding 1 issuing entities, the class A notes of any Funding 1 issuing entity (for so
long as there are class A notes of any Funding 1 issuing entity outstanding), the class B notes of any
Funding 1 issuing entity (for so long as there are no class A notes of any Funding 1 issuing entity
outstanding), the class M notes of any Funding 1 issuing entity (so long as there are no class A
notes or class B notes of any Funding 1 issuing entity outstanding), the class C notes of any Funding
1 issuing entity (so long as there are no class A notes, class B notes or class M notes of any
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Funding 1 issuing entity outstanding) or the class D notes of any Funding 1 issuing entity (so long as
there are no class A notes, class B notes, class M notes or class C notes of any Funding 1 issuing
entity outstanding).

Governing law

The controlling beneficiary deed and any non-contractual obligations arising out of or in connection
with the controlling beneficiary deed is governed by, and shall be construed in accordance with, English law.
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The master intercompany loan agreement

The following section contains a summary of the material terms of the master intercompany loan
agreement. The summary does not purport to be complete and is subject to the provisions of the master
intercompany loan agreement.

Changes may be required to the master intercompany loan agreement from time to time to
accommodate notes to be issued by the issuing entity and/or issuing entity subordinated loans to be
advanced to the issuing entity and/or loan tranches to be made available to Funding 2 using the proceeds
thereof. See “Risk factors — The Funding 2 security trustee and/or the issuing entity security trustee
and/or the note trustee may agree modifications to the transaction documents, which may adversely

affect your interests”, “Security for Funding 2's obligations” and “Security for the issuing entity's
obligations”.

The facility

Pursuant to the terms of the master intercompany loan agreement, the issuing entity will lend to
Funding 2 from time to time on the relevant closing date for each series and class of notes and/or the
relevant advance date with respect of an issuing entity subordinated loan and/or issuing entity start-up loan,
an aggregate amount in sterling equal to the proceeds of (a) the issuance of such notes on such closing date
and/or (b) the issuing entity subordinated loan advanced to it on such advance date by the issuing entity
subordinated loan provider or a new issuing entity subordinated loan provider and/or (c) the issuing entity
start-up loan advanced to it on such advance date by the issuing entity start-up loan provider or a new
issuing entity start-up loan provider. Each such advance of funds corresponding to a particular series and
class of notes will be a separate loan tranche under the master intercompany loan agreement (each, a rated
loan tranche). Each advance of funds corresponding to an issuing entity subordinated loan will be a
separate loan tranche under the master intercompany loan agreement (each, a subordinated loan
tranche). Each advance of funds corresponding to an issuing entity start-up loan will be a separate loan
tranche under the master intercompany loan agreement (each, a start-up loan tranche). The loan tranche
supplement to the master intercompany loan agreement will contain the terms of each loan tranche.

The proceeds of each loan tranche (excluding any start-up loan tranches) may only be used by
Funding 2 to:

. pay the seller part of the consideration for loans (together with their related security) sold by
the seller to the mortgages trustee in connection with the issuance of notes by the issuing
entity, which will result in an increase in the Funding 2 share of the trust property and a
corresponding decrease in the seller share of the trust property; and/or

. acquire part of the Funding 1 share of the trust property and/or the seller share of the trust
property (such payment to be made to Funding 1 and/or the seller, as the case may be,
which will result in a corresponding decrease of the Funding 1 share of the trust property or
the seller share of the trust property, as the case may be, and a corresponding increase in
the Funding 2 share of the trust property); and/or

o (in the case of rated loan tranches only) make a payment to the issuing entity to refinance
an existing loan tranche (which may be a rated loan tranche or a subordinated loan tranche)
or to a new issuing entity to refinance some or all of a new intercompany loan or to make a
payment to any new Funding beneficiary so that it may refinance some or all of a new
intercompany loan and/or notes issued directly by it; and/or

o (in addition to other sources of funds, such as the start-up loan) fund or partly fund or
replenish the Funding 2 general reserve fund and/or (if any) the Funding 2 liquidity reserve
fund (in whole or in part); and/or

o (in addition to other sources of funds, such as the start-up loan) fund the Funding 2 yield
reserve funds (if any).

The proceeds of each start-up loan tranche may only be used by Funding 2 to:

. to fund the Funding 2 general reserve fund and/or (if any) the Funding 2 liquidity reserve
fund (in whole or in part);
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o to fund the payment of the fees, costs and expenses incurred by or on behalf of Funding 2 in
connection with the payment to the seller of part of the consideration for loans (together with
their related security) sold to the mortgages trustee and/or the acquisition of part of the
Funding 1 share of the trust property and/or seller share of the trust property on the relevant
closing date and/or advance date; and/or

. to fund the payment of the fees, costs and expenses payable or incurred by or on behalf of
Funding 2 under the master intercompany loan agreement which relate to the costs of
issuance of the notes on the relevant closing date and/or the advance of a master issuer
subordinated loan on the relevant advance date.

From time to time, the issuing entity may also make available to Funding 2 rated loan tranches with a
designated credit rating lower than the BB loan tranches. Such loan tranches will be subordinated to the BB
loan tranches and will be funded by the issuance of a new class of notes by the issuing entity, which
issuance will be subject to the note trustee having received confirmation from each of the rating agencies
that its ratings of each class of notes at that time outstanding will not be reduced, withdrawn or qualified as a
result of the issuance of such new class of notes.

Ratings designations of the rated loan tranches

The ratings assigned to a rated loan tranche are collectively referred to as the designated loan
tranche ratings. Ratings are not assigned by the rating agencies to the rated loan tranches. The designated
loan tranche ratings of the AAA loan tranches reflect the ratings expected to be assigned to any class A
notes by the rating agencies on the relevant closing date, except that money market notes will have different
short-term ratings. The designated loan tranche ratings of the AA loan tranches reflect the ratings expected
to be assigned to any class B notes by the rating agencies on the relevant closing date. The designated loan
tranche ratings of the A loan tranches reflect the ratings expected to be assigned to any class M notes by the
rating agencies on the relevant closing date. The designated loan tranche ratings of the BBB loan tranches
reflect the ratings expected to be assigned to any class C notes by the rating agencies on the relevant
closing date. The designated loan tranche ratings of the BB loan tranches reflect the ratings expected to be
assigned to any class D notes by the rating agencies on the relevant closing date. If, after any closing date,
the rating agencies change the rating assigned to a series and class of notes, this will not affect the
designated loan tranche ratings of the related loan tranche under the master intercompany loan agreement.

Issuance of loan tranches

The issuing entity may advance loan tranches to Funding 2 and issue corresponding series and
classes of notes or enter into corresponding issuing entity subordinated loans and/or issuing entity start-up
loans from time to time without obtaining the consent of existing noteholders. The issuing entity will not be
obliged to advance loan tranches to Funding 2 unless on the relevant closing date certain conditions have
been met, including:

. the related series and class of notes have been issued or, as applicable, the related issuing
entity subordinated loan or, as applicable, issuing entity start-up loan has been advanced
and, in each case, the proceeds thereof have been received by or on behalf of the issuing

entity;

) Funding 2 has delivered a certificate certifying that it is solvent;

. each of the applicable transaction documents has been duly executed by the relevant
parties to it;

. one or more deeds of accession relating to the Funding 2 deed of charge have been

executed by the parties to the Funding 2 deed of charge and any new parties to the Funding
2 deed of charge;

and

. each of the rating agencies has confirmed in writing to the issuing entity and/or issuing entity
security trustee that there will not, as a result of the issuing entity issuing the corresponding
series and class of notes and/or borrowing the corresponding issuing entity subordinated
loan and/or issuing entity start-up loan, as the case may be, be any reduction, qualification
or withdrawal of its then current ratings of any notes then outstanding.
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Representations and agreements

Funding 2 will make several representations to the issuing entity in the master intercompany loan
agreement on each closing date, including representations that Funding 2 has the requisite corporate power
and authority to enter into the transaction documents to which it is a party.

In addition, Funding 2 will agree that:

. it will not create or permit to subsist any encumbrance, or other security interest over any of
its assets, unless arising by operation of law or pursuant to the transaction documents;

. it will not carry on any business or engage in any activity whatsoever which is not incidental
to or necessary in connection with any of the activities in which the transaction documents
provide or envisage that Funding 2 will engage;

. it will not have any subsidiaries, any subsidiary undertakings, both as defined in the
Companies Act 2006 as amended, or any employees or premises;

o it will not transfer, sell, lend, part with or otherwise dispose of all or any of its assets,
properties or undertakings or any interest, estate, right, title or benefit therein other than as
contemplated in the transaction documents;

. it will not pay any dividend or make any other distribution to its shareholders, other than in
accordance with the Funding 2 deed of charge, and it will not issue any new shares;

. it will not incur any indebtedness in respect of any borrowed money other than indebtedness
contemplated by the transaction documents or give any guarantee or indemnity to or for the
benefit of any person in respect of any obligation of any other person or enter into any other
document under which Funding 2 assumes any liability of such other person; and

. it will not enter into any amalgamation, demerger, merger or reconstruction, nor acquire any
assets or business nor make any investments, other than as contemplated in the transaction
documents.

Payments of interest

Payment of interest and fees on each loan tranche will be made only from and to the extent of
distributions by the mortgages trustee of amounts constituted from mortgages trust available revenue
receipts to Funding 2 in respect of the Funding 2 share of the trust property. Such payments of interest and
fees will be made on Funding 2 interest payment dates in the priorities set forth in “Cashflows” below.

The interest rates applicable to the loan tranches from time to time will be determined (other than, in
each case, in respect of the first interest period) by reference to LIBOR for three-month sterling deposits or
SONIA, as applicable. The accompanying final terms or drawdown prospectus sets out details relating to the
Funding 2 interest payment dates and payment of interest on the loan tranches related to each series and
class of the notes issued.

In addition, prior to enforcement of the Funding 2 security, Funding 2 will agree to pay an additional
fee to the issuing entity (the senior fee) on each Funding 2 interest payment date or otherwise when
required. The senior fee on each Funding 2 interest payment date will be equal to the amount needed by the
issuing entity to pay or provide for other amounts falling due, if any, to be paid to its creditors (other than
amounts of interest and principal due on the notes and tax that can be met out of the issuing entity's profits).
In addition, the fee shall include a sum (in an amount equal to £5,000) to be retained by the issuing entity as
profit. The issuing entity shall satisfy any liability to corporation tax on such profit by utilising the profit paid to
it by Funding 2 on that Funding 2 interest payment date. The fee will be paid by Funding 2 out of the Funding
2 available revenue receipts.

Repayment of principal on the rated loan tranches

Repayment of a rated loan tranche may be made by way of bullet repayment, scheduled
amortisation instalments or on a pass-through basis. A rated loan tranche with a bullet repayment date is an
advance that is scheduled to be repaid in full in one instalment on one Funding 2 interest payment date (a
bullet loan tranche). A rated loan tranche with scheduled amortisation is an advance that is scheduled to be
repaid in instalments (each a scheduled amortisation instalment) on more than one Funding 2 interest
payment date (a scheduled amortisation loan tranche). A rated loan tranche with pass-through repayment
is an advance that has no scheduled repayment date other than its final repayment date (a pass-through
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loan tranche). Rated loan tranches with pass-through repayment will be repaid on or after the Funding 2
interest payment date specified in the relevant final terms or drawdown prospectus or, where applicable, on
or after the Funding 2 interest payment date on which the rated loan tranches with the same series
designation and a higher rating designation in respect of the series have been fully repaid as set out in the
applicable final terms or drawdown prospectus.

Repayment of principal on the rated loan tranches will only be made from and to the extent of
distributions by the mortgages trustee of amounts constituted from mortgages trust available principal
receipts to Funding 2 in respect of the Funding 2 share of the trust property.

The applicable loan tranche supplement for each loan tranche and the accompanying final terms or
drawdown prospectus will set forth (i) the bullet repayment dates, (ii) the scheduled repayment dates or (iii)
the Funding 2 interest payment date on which a pass-through loan tranche is expected to be paid, as
applicable. Each such date will be the same as the equivalent dates for the related series and class of notes.

A rated loan tranche (or part thereof) will become due on the earlier to occur of:

. the date for repayment of a rated loan tranche as specified in the applicable loan tranche
supplement and applicable final terms or drawdown prospectus;

. the date upon which a master intercompany loan acceleration notice is served on Funding 2;

. the date upon which a trigger event occurs; and

. the step-up date, if any, in relation to the relevant rated loan tranche as specified in the

applicable loan tranche supplement and applicable final terms or drawdown prospectus,
in each case subject to the applicable Funding 2 priority of payments.
Repayment of principal on the subordinated loan tranches

Funding 2 will repay each subordinated loan tranche, but only (a) on any Funding 2 interest payment
date, to the extent that the aggregate outstanding principal balance of the subordinated loans exceed the
required subordinated loan tranche principal amount outstanding and to the extent that it has Funding 2
available principal receipts after making higher ranking payments or (b) on any date, to the extent that it is
being refinanced by another loan tranche (which may be another subordinated loan tranche). Principal due
on the subordinated loan tranches is payable after principal is due on the rated loan tranches.

A subordinated loan tranche (or part thereof) will become due on the earlier to occur of:

. the date on which all notes have been redeemed in full;
. the date upon which a trigger event occurs; and
. the date upon which an intercompany loan acceleration notice is served on Funding 2,

in each case subject to the applicable Funding 2 priority of payments.
Repayment of principal on the start-up loan tranches

Funding 2 will repay each start-up loan tranche, but only to the extent that it has Funding 2 available
revenue receipts after making higher ranking payments or amounts standing to the credit of the relevant
Funding 2 yield reserve sub-ledger after making higher ranking payments. Principal due on the start-up loan
tranches are payable in accordance with the Funding 2 pre-enforcement revenue priority of payments and
the Funding 2 yield reserve priority of payments.

A start-up loan tranche (or part thereof) will become due on the earlier to occur of:

o the date on which all notes have been redeemed in full and all of the issuing entity
subordinated loans have been repaid in full;

. the date upon which a trigger event occurs; and

. . the date upon which an intercompany loan acceleration notice is served on Funding
21

in each case subject to the applicable Funding 2 priority of payments.
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Deferral of principal

In each case, when a loan tranche becomes due, it shall continue to be due until it is fully repaid. If
there are insufficient funds available to repay a loan tranche on a Funding 2 interest payment date upon
which that loan tranche has become or remains due, then the shortfall will be repaid on subsequent Funding
2 interest payment dates from Funding 2 available principal receipts until that loan tranche is fully repaid.
You should note that in certain other circumstances payments on the AA loan tranches, the A loan tranches,
the BBB loan tranches and the BB loan tranches will be deferred. See “Cashflows — Distribution of
Funding 2 available principal receipts” below.

Limited recourse

Funding 2 will only be obliged to pay amounts to the issuing entity in respect of any loan tranche to
the extent that it has funds to do so after making payments ranking in priority to amounts due on such loan
tranches (including amounts due on loan tranches of a more senior ranking).

If, prior to the latest final repayment date of a loan tranche outstanding under the master
intercompany loan agreement, there is a shortfall between the amount of interest and/or principal due on that
loan tranche and the amount available to Funding 2 to make that payment, then that shortfall shall not be
due and payable to the issuing entity until the time (if ever) when Funding 2 has enough money available to
pay the shortfall on that loan tranche (after making any other payments due that rank higher in priority to that
loan tranche).

If, following the latest final repayment date of loan tranches outstanding under the master
intercompany loan agreement there is a shortfall between the amount required to pay all outstanding interest
and/or principal and/or other amounts outstanding under the master intercompany loan agreement, then the
shortfall and all outstanding claims of the issuing entity and the Funding 2 security trustee against Funding 2
will be extinguished.

Master intercompany loan events of default

The master intercompany loan agreement will contain events of default (each a master
intercompany loan event of default), which will include, among others, the following events:

o a default by Funding 2 for a period of three London business days in the payment of any
amount payable under the master intercompany loan agreement (but subject to the limited
recourse provisions described in this section);

. Funding 2 does not comply in any material respect with its obligations under any of the
transaction documents (other than non-payment as set out in the preceding paragraph) and
that non-compliance, if capable of remedy, is not remedied promptly and in any event within
20 London business days of Funding 2 becoming aware of its non-compliance or of receipt
of written notice from the Funding 2 security trustee requiring Funding 2's non-compliance to
be remedied; or

. an insolvency event occurs in relation to Funding 2 or it is, or becomes, unlawful for Funding
2 to perform its obligations under any of the transaction documents.

Investors should note that, as described in “— Repayment of principal on the rated loan tranches”
and “— Limited recourse” above, it will not be a master intercompany loan event of default if default is made
by Funding 2 in paying amounts due under the master intercompany loan agreement where Funding 2 does
not have the money available to make the relevant payment or where the repayment tests are not satisfied.
The ability of the issuing entity to repay each series and class of notes will depend, among other things,
upon payments received by the issuing entity from Funding 2 under the corresponding loan tranches
pursuant to the master intercompany loan agreement. See “Risk factors — Funding 2 is not obliged to
make payments on the loan tranches if it does not have enough money to do so, which could
adversely affect payments on your notes” above.

If a master intercompany loan event of default occurs and is continuing under the master
intercompany loan agreement, then the Funding 2 security trustee will be entitled to deliver a master
intercompany loan acceleration notice to Funding 2 stating that a master intercompany loan event of default
has occurred. Upon the service of such a master intercompany loan acceleration notice, the Funding 2
security trustee may direct that all loan tranches outstanding under the master intercompany loan agreement
become immediately due and payable and/or that all loan tranches outstanding under the master
intercompany loan agreement become due and payable on demand of the Funding 2 security trustee.
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Other Funding 2 intercompany loan agreements

Other Funding 2 issuing entities may be established by Funding 2 for the purpose of issuing notes to
investors and using the proceeds thereof to make new Funding 2 intercompany loans to Funding 2. The
issuance of notes by any such other Funding 2 issuing entity and the making of the related Funding 2
intercompany loan will only be permitted if certain conditions precedent are satisfied, including, among
others, that the ratings of the notes issued by the issuing entity will not be reduced, withdrawn or qualified at
the time of the issuance of such notes by the new Funding 2 issuing entity. See “Risk factors — Other
Funding 2 issuing entities may share in the same security granted by Funding 2 to the issuing entity,
and this may ultimately cause a reduction in the payments you receive on the notes” above.

Governing law

The master intercompany loan agreement and any non-contractual obligations arising out of or in
connection with the master intercompany loan agreement will be governed by, and shall be construed in
accordance with, English law.
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Security for Funding 2's obligations

Funding 2 provided security for its obligations under the master intercompany loan agreement and
the other transaction documents to which it is or will be a party by entering into the Funding 2 deed of charge
with the Funding 2 secured creditors on the programme date. A summary of the material terms of the
Funding 2 deed of charge is set out below. The summary does not purport to be complete and is subject to
the provisions of the Funding 2 deed of charge.

The Funding 2 deed of charge has seven primary functions:
° it sets out certain covenants of Funding 2;

. it creates security interests in favour of the Funding 2 security trustee which the Funding 2
security trustee holds on trust for itself and each of the other Funding 2 secured creditors
(including secured creditors that accede to the Funding 2 deed of charge in connection with
future loan tranches or other Funding 2 intercompany loans);

. it sets out the order in which the cash manager applies money received by Funding 2 prior to
enforcement of the security;

. it sets out the enforcement procedures relating to a default by Funding 2 on its covenants
under the transaction documents to which it is a party (including provisions relating to the
appointment of a receiver);

. it sets out the order in which the Funding 2 security trustee applies money received by
Funding 2 after the service of a master intercompany loan acceleration notice on Funding 2;

. it sets out the appointment of the Funding 2 security trustee, its powers and responsibilities
and the limitations on those responsibilities; and

) it sets out how new creditors of Funding 2 can accede to the terms of the Funding 2 deed of
charge as new Funding 2 secured creditors.

Covenants of Funding 2

The Funding 2 deed of charge contains covenants made by Funding 2 in favour of the Funding 2
security trustee on trust for the benefit of itself and the other Funding 2 secured creditors including that it will
comply with its other obligations under the transaction documents to which it is or will be a party.

Funding 2 security

Under the Funding 2 deed of charge, Funding 2 has created the following security interests in favour
of the Funding 2 security trustee for itself and as Funding 2 security trustee on behalf of the other Funding 2
secured creditors (the Funding 2 security) in respect of its obligations under the master intercompany loan
agreement and the other transaction documents to which it is or will be a party:

) an assignment by way of first fixed security or, to the extent not assignable, charge by way
of a first fixed charge (which is likely to take effect as a floating charge) of the Funding 2
share of the trust property;

) an assignment by way of first fixed security or, to the extent not assignable, charge by way
of a first fixed charge (which is likely to take effect as a floating charge) of all of its rights in
the transaction documents to which Funding 2 is a party from time to time;

) a first fixed charge (which is likely to take effect as a floating charge) over all of Funding 2's
rights in respect of all amounts standing from time to time to the credit of the Funding 2 bank
accounts, all interest paid or payable in relation to those amounts, all debts represented by
those amounts and any security provided for such Funding 2 bank accounts including the
benefit of any Funding 2 collateral security agreement;

) a first fixed charge (which is likely to take effect as a floating charge) over all of Funding 2's
rights in respect of all authorised investments made or purchased from time to time by or on
behalf of Funding 2 (whether owned by it or held by any nominee on its behalf) using monies
standing to the credit of the Funding 2 accounts and all interest, monies and proceeds paid
or payable in relation to those authorised investments;
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) a first fixed charge (which is likely to take effect as a floating charge) over all of its rights in
respect of the benefit of all authorisations (statutory or otherwise) held in connection with its
use of any other property charged by Funding 2 pursuant to the Funding 2 deed of charge
and any compensation which may be payabile to it in respect of those authorisations; and

) a first floating charge over all of the property, assets and undertaking of Funding 2 not
otherwise secured by any fixed security interest detailed above (but extending over all of
Funding 2's property, assets and undertaking situated in Scotland or the rights to which are
governed by Scots law all of which are charged by way of floating charge).

After the service of a master intercompany loan acceleration notice pursuant to the master
intercompany loan agreement, the Funding 2 security trustee will hold all security interests over or in respect
of the excess swap collateral standing to the credit of the Funding 2 swap collateral accounts on trust for the
Funding 2 swap provider in accordance with the Funding 2 swap agreement. Those amounts will be applied
in accordance with the Funding 2 swap agreement.

Nature of security — fixed charge

Whether a fixed security interest expressed to be created by the Funding 2 deed of charge will be
upheld under English law as a fixed security interest rather than floating security will depend, among other
things, on whether the Funding 2 security trustee has the requisite degree of control over Funding 2's ability
to deal in the relevant assets and the proceeds thereof and, if so, whether such control is exercised by the
Funding 2 security trustee in practice. However, it is likely that the Funding 2 security trustee does not exert
sufficient control over the accounts of Funding 2 for the charges over those account to take effect as fixed
charges. In addition, any assignment, charge or security granted over an asset which is expressed to be a
fixed charge may be characterised as a floating charge if the proceeds thereof are paid into a bank account
over which the Funding 2 security trustee is not deemed to have sufficient control. Such is likely to be the
case in respect of the other security expressed above to be fixed security.

Scots law does not recognise any equivalent concept of fixed charges taking effect as floating
charges, as described above in relation to English law.

Nature of security — floating charge

Unlike the fixed charges, the floating charge does not attach to specific assets but instead “floats”
over a class of assets which may change from time to time, allowing Funding 2 to deal with those assets and
to give third parties title to those assets free from any encumbrance in the event of sale, discharge or
modification, provided those dealings and transfers of title are in the ordinary course of Funding 2's business.
Any of Funding 2's assets acquired after the programme date (including assets acquired as a result of the
disposition of any other asset of Funding 2), which are not subject to the fixed charges mentioned in this
section (including all of Funding 2's Scottish assets) will be subject to the floating charge.

The existence of the floating charge will allow the Funding 2 security trustee to appoint an
administrative receiver of Funding 2 as long as the capital markets exemption is available. The main
advantage of the Funding 2 security trustee being able to appoint an administrative receiver is that a person
entitled to appoint an administrative receiver can prevent the appointment of an administrator of Funding 2,
which allows the Funding 2 security trustee to control proceedings in the event any of Funding 2's other
creditors seek such action. See “Risk factors — Changes of law may adversely affect your interests”
above relating to the appointment of an administrative receiver.

The interest of the Funding 2 secured creditors in property and assets over which there is a floating
charge only will rank behind the expenses of any liquidation or any administration and the claims of certain
preferential creditors on enforcement of the Funding 2 security. This means that the expenses of any
liquidation or any administration and preferential creditors will be paid out of the proceeds of enforcement of
the floating charge ahead of amounts due to the issuing entity under the master intercompany loan
agreement. Section 250 of the Enterprise Act abolished crown preference in relation to all insolvencies (and
thus reduced the categories of preferential debts that are to be paid in priority to the debts due to the holder
of a floating charge) but a new section 176A of the Insolvency Act (as inserted by section 251 of the
Enterprise Act) requires a “prescribed part” (up to a maximum amount of £600,000) of the floating charge
realisations available for distribution to be set aside to satisfy the claims of unsecured creditors. This means
that the expenses of any liquidation or administration, the claims of preferential creditors and the
beneficiaries of the prescribed part will be paid out of the proceeds of enforcement of the floating charge
ahead of amounts due to the issuing entity and ultimately the noteholders. The prescribed part will not be
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relevant to property subject to a valid fixed security interest or to a situation in which there are no unsecured
creditors.

The floating charge created by the Funding 2 deed of charge may “crystallise” and become a fixed
charge over the relevant class of assets owned by Funding 2 at the time of crystallisation. Crystallisation will
occur automatically following the occurrence of specific events set out in the Funding 2 deed of charge,
including, among other events, notice to Funding 2 from the Funding 2 security trustee following a master
intercompany loan event of default, except in relation to Funding 2's Scottish assets where crystallisation will
occur only on the appointment of an administrative receiver, on the commencement of the winding-up of
Funding 2 or (in certain limited circumstances) in the context of an administration of Funding 2. A crystallised
floating charge will rank ahead of the claims of unsecured creditors, which are in excess of the prescribed
part, but will continue to rank behind the expenses of any liquidation or any administration and the claims of
preferential creditors (as referred to in this section) and the beneficiaries of the prescribed part on
enforcement of the Funding 2 security.

Funding 2 pre-enforcement priority of payments

The Funding 2 deed of charge sets out the priority of distribution by the cash manager, prior to the
service of a master intercompany loan acceleration notice on Funding 2, of amounts standing to the credit of
the Funding 2 transaction account on each Funding 2 interest payment date. This priority is described in
“Cashflows — Distribution of Funding 2 available revenue receipts before master intercompany loan
acceleration” and “Cashflows — Distribution of Funding 2 available principal receipts” below.

Enforcement

The Funding 2 deed of charge sets out the general procedures by which the Funding 2 security
trustee may take steps to enforce the Funding 2 security so that the Funding 2 security trustee can protect
the interests of each of the Funding 2 secured creditors.

The Funding 2 deed of charge provides that, when exercising its powers, trusts, authorities, duties
and discretions, the Funding 2 security trustee must act only in accordance with the directions of the issuing
entity security trustee, which (for so long as any notes remain outstanding) must act only in accordance with
the directions of the note trustee. This provision may be amended in the event that Funding 2 enters into a
new Funding 2 intercompany loan agreement with any new Funding 2 issuing entity or Funding 2 issues any
new Funding 2 notes directly. The Funding 2 security trustee will only act if it is indemnified and/or secured to
its satisfaction.

The Funding 2 security will become enforceable upon the service of a master intercompany loan
acceleration notice under the master intercompany loan, provided that, if the Funding 2 security has become
enforceable otherwise than by reason of a default in payment of any amount due in respect of the AAA loan
tranches, the Funding 2 security trustee will not be entitled to dispose of all or part of the assets comprised in
the Funding 2 security unless either:

o a sufficient amount would be realised to allow a full and immediate discharge of all amounts
owing in respect of all AAA loan tranches and all prior ranking amounts due by Funding 2 in
accordance with the Funding 2 priority of payments; or

. the Funding 2 security trustee is of the sole opinion that the cashflow prospectively
receivable by Funding 2 will not (or that there is a significant risk that it will not) be sufficient,
having regard to any other relevant actual, contingent or prospective liabilities of Funding 2,
to discharge in full in due course all amounts owing in respect of all AAA loan tranches and
all prior ranking amounts due by Funding 2.

Each of the Funding 2 secured creditors (other than the Funding 2 security trustee) will agree under
the Funding 2 deed of charge that they will not take steps directly against Funding 2 (other than in
accordance with the transaction documents) for any amounts owing to them, unless the Funding 2 security
trustee has become bound to institute such proceedings but has failed to do so within 30 days of becoming
so bound and the failure is continuing.

Funding 2 post-enforcement priority of payments

The Funding 2 deed of charge sets out the priority of distribution by the Funding 2 security trustee,
following service of a master intercompany loan acceleration notice, of amounts received or recovered (other
than monies standing to the credit of the Funding 2 yield reserve fund) by the Funding 2 security trustee or a
receiver appointed on its behalf. This priority is described in “Cashflows — Distribution of Funding 2
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principal receipts and Funding 2 revenue receipts following master intercompany loan acceleration”
below.

New Funding 2 issuing entities

If any other Funding 2 issuing entities are established to issue notes and accordingly to make
advances to Funding 2, such Funding 2 issuing entities and other applicable creditors of Funding 2 will enter
into deeds of accession or supplemental deeds in relation to the Funding 2 deed of charge which may,
depending on the type of notes to be issued, require amendments, among other things, to any of the
Funding 2 pre-enforcement revenue priority of payments, the Funding 2 pre-enforcement principal priority of
payments and the Funding 2 post-enforcement priority of payments.

Eligible GIC custodian as Funding 2 secured creditor

If Bank of Scotland enters into an eligible custody agreement with an eligible GIC custodian, then the
eligible GIC custodian shall be entitled to be a Funding 2 secured creditor. Each Funding 2 secured creditor
has agreed that any amounts due to such eligible GIC custodian shall be paid pro rata and pari passu with
amounts due to the account bank, the agent account bank, the cash manager and the corporate services
provider in accordance with the Funding 2 priority of payments. Each Funding 2 secured creditor has agreed
to enter into relevant documentation in order for the eligible GIC custodian to become a Funding 2 secured
creditor

Agent account bank as Funding 2 secured creditor

If an eligible bank has acceded to the bank account agreement as agent account bank, then the
agent account bank shall be entitled to be a Funding 2 secured creditor. Each Funding 2 secured creditor
has agreed that any amounts due to such agent account bank shall be paid pro rata and pari passu with
amounts due to the account bank, the eligible GIC custodian, the cash manager and the corporate services
provider in accordance with the Funding 2 priority of payments. Each Funding 2 secured creditor has agreed
to enter into relevant documentation in order for the agent account bank to become a Funding 2 secured
creditor.

Appointment, powers, responsibilities and liabilities of the Funding 2 security trustee

The Funding 2 security trustee is appointed to act as trustee on behalf of the Funding 2 secured
creditors on the terms and conditions of the Funding 2 deed of charge. It holds the benefit of the Funding 2
security created by the Funding 2 deed of charge on trust for itself, any receivers of Funding 2 and each of
the other Funding 2 secured creditors in accordance with the terms and conditions of the Funding 2 deed of
charge.

The Funding 2 security trustee may concur with any person in making any modifications to the
transaction documents only if so directed by the issuing entity security trustee so long as there is any loan
tranche outstanding under the master intercompany loan agreement and otherwise with the prior consent of
all of the Funding 2 secured creditors. This provision may be amended in the event that Funding 2 enters
into a new Funding 2 intercompany loan agreement with any new Funding 2 issuing entity or Funding 2
issues any new Funding 2 notes directly. The issuing entity security trustee may give such direction only (for
so long as any notes remain outstanding) if so directed by the note trustee. The note trustee may give such
direction, without the consent or sanction of the noteholders, provided that:

. the note trustee is of the opinion that such modification will not be materially prejudicial to
the interests of the holders of any series or class of notes; or

. in the sole opinion of the note trustee such modification is necessary to correct a manifest
error or an error established as such to the satisfaction of the note trustee or is of a formal,
minor or technical nature.

The note trustee will be entitled to assume that such modification will not be materially prejudicial to
the interests of the noteholders if each of the rating agencies has confirmed that the then current rating by it
of the notes would not be adversely affected by such modification.

In addition, the Funding 2 security trustee will give its consent to any modifications to any transaction
document that are requested by Funding 2 (or the cash manager on its behalf), Funding 1 (or the cash
manager on its behalf) or the issuing entity (or the issuing entity cash manager on its behalf), provided that
Funding 2 (or the cash manager on its behalf), Funding 1 (or the cash manager on its behalf) or the issuing
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entity (or the issuing entity cash manager on its behalf) certifies to the Funding 2 security trustee (in writing)
that such modifications are required in order to accommodate (among other things):

(viii)

(xi)

(xii)

(xiii)

notes to be issued by the issuing entity and/or loan tranches to be made available by the
issuing entity to Funding 2 under the master intercompany loan agreement;

the entry by Funding 2 into new Funding 2 intercompany loan agreements and/or the issue
of new notes by new Funding 2 issuing entities or by Funding 2 directly;

the sale of new types of loans or mortgages to the mortgages trustee;
the inclusion of a new Funding beneficiary as a beneficiary of the mortgages trust;
the addition of other relevant secured creditors of Funding 2 to the transaction;

changes to be made to the Funding 2 reserve required amount, the Funding 2 liquidity
reserve fund required amount and/or the Funding 2 Z loan required amount and/or the
manner in which any Funding 2 reserve fund or the Funding 2 yield reserve fund is funded;

changes to the Funding 2 Z loan agreement and the subordination of the Funding 2 Z loans
provided that payments to the Funding 2 Z loan provider will always be made after payment
of amounts due by Funding 2 to the issuing entity in respect of the rated loan tranches or by
the issuing entity to the noteholders in respect of the notes;

different interest payment dates for any new notes to be issued by the issuing entity
(including modification of the Funding 2 interest payment dates, the interest period and/or
the basis for the calculation of interest in respect of any outstanding loan tranches under the
master intercompany loan agreement);

changes to be made to the definitions of asset trigger event and non-asset trigger event;

the entry by Funding 2 into an account bank agreement with an agent account bank and the
corresponding opening of funding 2 eligible bank GIC accounts;

the entry by Funding 2 into the Funding 2 collateral security agreement and any eligible
custody agreement;

accession of a new seller to the programme, the inclusion of a new seller as a beneficiary of
the mortgages trust, the entry into a new mortgage sale agreement by a new seller, the
beneficiaries and the Funding 2 security trustee, the assignment of Lloyds Bank Loans and
their related security to the mortgages trustee, any amendments to the lending criteria
and/or any amendments to the loan representations and warranties required to include
Lloyds Bank Loans in the portfolio; and/or

any amendment to the Funding 2 transaction documents for the purposes of enabling new or
existing credit enhancement (such as subordinated loans, uncommitted sterling loan facility
or similar arrangement) and any other facilities in each case to support cash balances
maintained in accounts with account banks whose ratings do not meet current rating agency
requirements. Under such arrangements, advances may be made pursuant to the
intercompany loan agreement to make a contribution to the mortgages trust thereby
increasing the seller share. The repayment of such loan facility or similar arrangement will
be subordinated to payments of interest and principal when due on the notes which have
received a rating from a rating agency and any related master issuer swap agreement (other
than payments in respect of any master issuer swap excluded termination amount) provided
that such loan facility or similar arrangement may be repaid at any time through a further
contribution pursuant to the terms of the relevant Funding 2 transaction documents,

and provided further that:

in respect of the matters listed in paragraph (i) to (v), the conditions precedent to (w) notes
being issued by the issuing entity and/or loan tranches being made available to Funding 2,
(x) new notes being issued by new Funding 2 issuing entities or by Funding 2 directly and/or
new Funding 2 loans being made available to Funding 2, (y) the sale of new types of loans
to the mortgages trustee and (z) the inclusion of a new beneficiary of the mortgages trust
have been satisfied;
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) in respect of the matters listed in paragraphs (i) to (ix) inclusive, the Funding 2 security
trustee has received written confirmation from each of the rating agencies then rating the
notes that the relevant modifications will not result in a reduction, qualification or withdrawal
of the then current ratings of the notes; and

o in respect of the matters set out in paragraphs (x) to (xiii) inclusive, the Funding 2 security
trustee (x) has received written confirmation (i) from each of the rating agencies that the
relevant modification, authorisation, waiver and/or consent will not result in a reduction,
qualification or withdrawal of the current ratings of the notes and (ii) from Funding 2 that no
basic terms modification shall result; (y) shall not be obliged to give its consent where, in the
opinion of the Funding 2 security trustee, to do so would result in the imposition of an
increase in its obligations or duties, or a decrease in its rights or protections; and (z) shall
comply with the amendments described in the certification and shall not have any liability to
any person for so acting.

Funding 2 security trustee's fees and expenses

Funding 2 shall pay to the Funding 2 security trustee a fee (inclusive of VAT, if any) payable on
dates and in the amount agreed from time to time by the Funding 2 security trustee and Funding 2. Funding
2 will also pay, on written request, all costs, charges and expenses (including any amount in respect of VAT
chargeable thereon) properly incurred in relation to the negotiation, preparation and execution of and the
exercise of its powers and the performance of its duties under transaction documents or any action taken or
contemplated by the Funding 2 security trustee for enforcing the transaction documents. The Funding 2
security trustee will be entitled to additional fees if it undertakes duties of an exceptional nature or otherwise
outside the scope of the normal duties of the Funding 2 security trustee, as further set out in the Funding 2
deed of charge.

Funding 2 has agreed to indemnify the Funding 2 security trustee and each of its officers, employees
and advisers from and against all claims, actions, proceedings, demands, liabilities, losses, damages, costs
and expenses arising out of or in connection with:

. the transaction documents; or
. the Funding 2 security trustee's engagement as Funding 2 security trustee,

which it or any of its officers, employees or advisers may suffer a result of Funding 2 failing to perform any of
its obligations.

Funding 2 will not be responsible under the Funding 2 deed of charge for any liabilities, losses,
damages, costs or expenses resulting from fraud, negligence, wilful default or breach by them of the terms of
the Funding 2 deed of charge by the Funding 2 security trustee.

Retirement and removal

Subject to the appointment of a trust corporation as a successor Funding 2 security trustee, the
Funding 2 security trustee may retire after giving three months' notice in writing to Funding 2. In order to be
eligible to act as Funding 2 security trustee, such successor must meet the applicable eligibility requirements
under the Funding 2 deed of charge, including the requirement that it satisfies the minimum capitalisation
and other applicable conditions in regards to trustee eligibility set forth in the United States Investment
Company Act of 1940, as amended. If within two months of having given notice of its intention to retire,
Funding 2 has failed to appoint a replacement Funding 2 security trustee, the Funding 2 security trustee will
be entitled to appoint its own successor trustee being a trust corporation.

The noteholders may, by extraordinary resolution of each class thereof, instruct the note trustee to
instruct the issuing entity security trustee to remove the Funding 2 security trustee at any time.

In addition, the Funding 2 security trustee may, subject to conditions specified in the Funding 2 deed
of charge, appoint a co-trustee to act jointly with it.

Additional provisions of the Funding 2 deed of charge

The Funding 2 deed of charge contains a range of provisions regulating the scope of the Funding 2 security
trustee's duties and liabilities. These include the following:

. the Funding 2 security trustee is not responsible for the execution, delivery, legality, validity,
adequacy, admissibility in evidence or enforceability of the Funding 2 deed of charge or any
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(iif)

other transaction document or the title, ownership, value, sufficiency, enforceability or
existence of any of the property charged by Funding 2 (or the security relating thereto);

the Funding 2 security trustee will not, and will not be bound to, exercise its powers under
the Funding 2 deed of charge without being directed to do so by the issuing entity security
trustee (and then only to the extent that it is indemnified and/or secured to its satisfaction)
which direction (for so long as the notes remain outstanding) may not be given unless the
issuing entity security trustee has been directed or requested to do so by the note trustee.
The note trustee is not obliged to give such direction or request to the issuing entity security
trustee unless it is directed or requested to do so by an extraordinary resolution of any class
of the noteholders (which for this purpose means the noteholders of all series of notes
constituting that class) or in writing by the holders of at least 25 per cent. of the aggregate
principal amount outstanding of any class of the notes then outstanding (which for this
purpose means the noteholders of all series of notes constituting that class) (and then only
to the extent that it is indemnified and/or secured to its satisfaction) provided that:

the note trustee shall not be obliged to act at the direction or request of the class B
noteholders unless either so to do would not, in its sole opinion, be materially prejudicial to
the interests of the class A noteholders or the action is sanctioned by an extraordinary
resolution of the class A noteholders;

the note trustee shall not be obliged to act at the direction or request of the class M
noteholders unless either so to do would not in its sole opinion, be materially prejudicial to
the interests of the class A noteholders and the class B noteholders or the action is
sanctioned by extraordinary resolutions of the class A noteholders and the class B
noteholders;

the note trustee shall not be obliged to act at the direction or request of the class C
noteholders unless either so to do would not, in its sole opinion, be materially prejudicial to
the interests of the class A noteholders, the class B noteholders and the class M noteholders
or the action is sanctioned by extraordinary resolutions of the class A noteholders, the class
B noteholders and the class M noteholders; and

the note trustee shall not be obliged to act at the direction or request of the class D
noteholders unless either so to do would not, in its sole opinion, be materially prejudicial to
the interests of the class A noteholders, the class B noteholders, the class M noteholders
and/or the class C noteholders or the action is sanctioned by extraordinary resolutions of the
class A noteholders, the class B noteholders, the class M noteholders and the class C
noteholders;

the Funding 2 security trustee may rely (without investigation or further inquiry) on a
certificate or confirmation of the agent bank, any paying agent, any of the rating agencies or
any reference bank and the advice of lawyers, valuers, accountants, surveyors, bankers,
brokers, auctioneers or other experts and shall not be bound in any such case to call for
further evidence or be responsible for any loss, liability, costs, damages, expenses or
inconvenience that may be occasioned by its failing so to do or the exercise or non-exercise
by the Funding 2 security trustee of any of its powers, duties and discretions under the
transaction documents;

the Funding 2 security trustee is not bound to take steps to ascertain whether a master
intercompany loan event of default under the master intercompany loan agreement has
occurred and, until it shall have actual written notice to the contrary, shall be entitled to
assume that no master intercompany loan event of defaul