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ZEPHYR FUNDING LIMITED

STRATEGIC REPORT .
FOR THE PERIOD ENDED 30 JUNE 2019

Introduction »

The dlrectors present the Strategic Report, together with the audited financial statements of of Zephyr Funding
. Limited (the "Company') for the period from 15 June 2018 to 30 June 201 9.

Principal activities, business review and future developments

"~ The Company was incorporated on 15 June 2018 as a special purpose vehicle for the purpose of acquiring and
managing financial assets, including, principally, purchasing mortgage loans and related security. On 17
September 2018, the Company acquired a series of UK residential buy-to-let mortgages (the “Mortgage Loans”)
from Topaz Finance Ltd (the "Seller” and whom also act as the servicer of the Mortgage Loans). The Mortgage
Loans are secured by residential propertles located in England and Wales. The Company purchases additional
mortgages from the Seller on an ongoing basis pursuant to an underlying asset. purchase agreement. The
" Company is funded through borrowings pursuant to a Senior Loan Agreement (the "Senior Loan") wnth Citibank
N.A. London Branch (the “Senior Loan Provider”),

The sale of the Mortgage Loans by the Seller to the Company are deemed to have achieved derecognmon
under the financial reporting standard IAS 39: Financial Instruments: Recognition and Measurement. This is by
vitue of significantly all' of the risks and rewards of the Mortgage Loans being adjudged to have been
transferred to the Company upon sale. It follows therefore that the Mortgage Loans have been recognised
directly in the Balance Shest of the’ Company

At the end of the reporting period, the total outstanding balance of the Mortgage Loans purchased by the
Company from the Seller amounted to £12 136,883. }

The Directors do not anticipate any changes to the nature of the Company’s business in the foreseeable future
whilst Mortgage Loan purchases are expected to increase. The initial limit of the Senior Loan is set at £350m
subject to any cross-party agreement to amend this limit in the future. .

On 23 June 2016, the UK voted to exit the European Union. it is difficult to deterrmne the financial impact at this
stage of any eventual exit, however general market conditions may slow in the short to medium term which
could impact the performance of the Mortgage Loans. This is not expected to have any effect on the Company's
ability to trade as a going concern, given the limited recourse nature of the Senior Loan. The directors will
continue to closely moanitor the impact of the decision on the UK economy and therefore on the Company.

Financial key performance indicators

Given the nature of the Company’s activities, the Directors consider the performance of the Morigage Loans
portfolio to be the key performance indicator for the Company and.the related borrowing under the Senior Loan.
The balance of the Mortgage Loans was £12,136,883 as at 30 June 2019 and no related impairment provisions
were recognised against the portfolio. o

At the fi nanmal period end the balance of the Senior Loan outstanding amounted to £14,709,804 (mcludmg
£1,844, 706 relating to 2 general reserve ledger initially funded by the Senior Loan Provnder) .
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ZEPHYR FUNDING LIMITED

STRATEGIC REPORT (CONTINUED)
. FOR THE PERIOD ENDED 30 JUNE 2019

Principal risks and uncertainties
Financial Instrufnents

" The Company’s operations are financed primarily by the Senior Loan. The Company issued such financial
instruments to finance the acquisition of the Mortgage Loans. Topaz Finance Ltd administers the Mortgage .
Loans under a servicer agreement with the Company. In administering the Mortgage Loans, the Seller applies
* its own formal risk management and control procedures with respect to the day-to-day management of the
- portfolio. .

Credit Risk
_-Credit risk reflects the risk that the underlying borrowers or other transactlon parties w1II not meet their
obligations as they fall due. The Company purchased the Mortgage Loans in  adherence with an underlying
asset purchase agreement and stated eligibility criteria therein. These criteria are in place to manage the credit
risk of the Mortgage Loans that the Company is exposed to ' .

Liquidity Risk

Liquidity risk is defined as the risk of belng unable to fulfl current or future payment obllganons in full on the due
date. The objective of the Company's liquidity management is to ensure the sufficient funds are available to
‘meet the Company’s commitments. Liquidity risk is minimised by the fact that the collateral underlying the
"Mortgage Loans is deemed to be of a good quality and provide a steady cash flow for the Company to discharge
all expenses. Liquidity risk is also minimised by the fact that repayments are made on the Senior Loan only to
the extent that funds are available on the basis of fimited recourse. The Company can also use the general
reserve fund to manage any remaining liquidity risk.

. Market Risk -

Market risk refers to the potential loss ansmg from changes in interest rates, foreugn currency rates, price or rate
volatilities and other market rates and prices such as commodlty prices. The Company is not exposed to
currency risk as all its financial instruments are denominated in GBP (£).

The Company is not exposed to interest rate risk-due to the fact that the Senior Loan is a profit participating
loan therefore interest paid on this loan is not at a fixed rate but is determined in relation to the accumulated net
profits in the financial period and paid to the extent that funds are avallable under an agreed priority of payments
distribution for interest receipts.

Furthermore, the Company is also party to an. interest rate swap agreement with.the Senior Loan Provider. '
Whilst the fair value measurement of this derivative in the balance sheet may result in temporary volatlllty in the
financial statements, the effects of this would be expected to unwind over the life of the swap.

Capital risk management
The Company is not subject to any external capital requmements except for the minimum requirement under the
Companies Act 2006 The Company has not breached the minimum requirement.
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ZEPHYR FUNDING LIMITED

STRATEGIC REPORT (CONTINUED)
FOR THE PERIOD ENDED 30 JUNE 2019

 This report was approved by the board'and signed on its behalf.

- CSC Dirggtors (No.1) Limited
Directot’ _

"D‘ate: 20 December 201,9
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ZEPHYR FUNDING _LIMITED

DIRECTORS‘ REPORT
FOR THE PERIOD ENDED 30 JUNE 2019

The directors present their annual rebort together with the audited financial statements for the Period from 15A
June 2018 (date of incorporation) to 30 June 2019.

Corporate governance

The directors have been charged with-govemance in accordance with the underlying transaction documents
describing the structure and operation of the transaction. The governance structure of the Company is such that
the key activities have been predetermined at the time of issuance and the operational roles have been
assigned to third parties and are strictly governed by the corresponding transaction documents concerning
those roles. .

. The transaction documents provide for procedures that have been designed for safeguarding assets against
unauthorised use or disposition, for maintaining proper accounting records, and for the reliability and usefulness
of financial information used in the business or for publication. Such procedures are designed to manage rather
than eliminate the risk of failure, to achieve business objectives whilst enabling them to comply with all statutory :
oblugatlons

Share capital

The issued share capital consists of 1 ordinary share of £1.
Directors' and.com_eany shareholdings '

The directors who served during‘ the period were:

Vmoy Nursiah (appointed 15 June 2018)
. CSC Directors (No.1) Limited (appointed 15 June 201 8)
- CSC Directors (No.2) Limited (appointed 15 June 2018)

CSC Corporate Services (UK) Limited was appointed company secretary on 15 June 2018 and continued to act
as secretary for the financial period ending 30 June 2019. The Directors and their immediate relatives did not
hold a beneficial interest in the ordinary share capital of the Company.

Directors’ interest in contracts

The Company has no employees. CSC Capital Markets (UK) Limited provides corporate services to the
Company at arm’s length commercial rates. CSC Capital Markets (UK) Limited received fees in the amount of
£34,208 for corporate administrative services which includes the provision of directorship services by its
employees. The directors provided are not remunerated directly by the Company for their services.

Going. concern

The Directors have prepared the financial statements on the going concern basis which assumes that the
- Company will continue in operational existence for the foreseeable future and will have adequate funds
available to meet its obligations as they fall due. The directors are satisfied that the financial statements are
prepared on a going concern basis due to the ongoing performance of the Mortgage Loans, the existence of a
general reserve fund and the limited recourse nature of the Senior Loan.

Future developmehts

information on future developments is included in the pnncnpal activities, business review and future
developments section of the Strategic Report
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ZEPHYR FUNDING LIMITED

DIRECTORS' REPORT (CONTINUED)
FOR THE PERIOD ENDED 30 JUNE 2019

Financial risk management

lnfor‘mation on financial risk management is included in the financial i_nstrumentsﬁsection of the Strategic Repdrt.
Charltable and political donaﬁons '

Dunng the year the Company donated £nil to vanous local and national.charities. The Company has never
made political donations. .

Divldends

" The Directors do not recommend the payment of a dmdend for the penod ended 30 June 2019.

'

Thlrd party indemnities

Qualifying third party indemnity provisions for the benefit of the Directors were in force during the period under
review and remain in force as at the date of approval of the financial statements.

Subsequent events

There have been no stgmﬁcant events since the end of the financial period whlch require disclosure in these
financial statements X

Disclosure of information-to abuditols
Each of the persons who are directors at the time when this Directors’' Report is approved has conﬁrmed that:

. so far as the director is aware, there is no relevant audit mformatlon of which the Company‘s audrtors are
unaware, and
. the director has taken all the steps that ought to have been taken as a director in order to be aware of any
. felevant audit information and to establish that the Company’s auditors are aware of that information.

Independent Auditors

The independent auditors, PricewaterhouseCoopers LLP, was appointed by the Directors as the first auditors of
the Company during the period under review. Having expressed their willingness to continue in office, pursuant
to Section 485 of the COmpames Act 2006, a written resolutnon by the shareholder will be passed for the
auditors’ reappointment. )

n

This report was approved by the board and signed on its behalf. .

CSC Dire (No.1) Limited
Director.

Date: 20 December 2019
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ZEPHYR FUNDING LIMITED

, DIRECTORS’ RESPONSIBILITIES STATEMENT
FOR THE PERIOD ENDED 30 JUNE 2019

The directors are responsnble for preparing the Stratéglc Report, the Directors’ Report and the financial
statements for the Company in accordance wnth applicable law and regulations.

Company law reqwres the directors to prepare financial statements for the Company for each financial year.
.Under that law the directors have elected to prepare the financial statements for the Company in accordance :
with applicable ‘law and United Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice), including Financial Reporting Standard 102 'The Financial Reporting Standard applicable
in the UK and Republic of Ireland’. Under company law the directors must not approve the financial statements
for the Company unless they are satisfied that they give a true and fair view of the state of affairs of the
Company and of the profit or loss of the Company for that period.

In preparing these financial statements for the Company, the directors are required to: .

. select suitable accounting policies for the Company's financial statements and then apply them
consistently;

o make judgements and accounting estimates that are reasonable and prudent;

« - state ‘whether applicable UK Accounting Standards - have been followed, - subjecz to any material
" departures disclosed and explalned in the financial statements;

. prepare the on the going concern basis unless it is inappropriate to presume that the Company will
continue in business.

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

The directors are responsible for the maintenance and integrity of the corporate: and financial information
included on the Company's website. Legislation in the United Kingdom governing the preparation and
dissemination of and other information included in Directors' Reports may differ from legislation in other
jurisdictions.
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Independent auditors’ report to the members of Zephyr
Fundmg Limited |

Report on the audit of the financial statements

Opinion . .
In our opinion, Zephyr Fundm g1 imited’s financial statements:

e giveatrue and fair view of the state of the company’s affairs as at 30 June 2019 and of its loss and cash ﬂows for
the 13 month period (the * penod”) then ended;

. have been properly prepared in accordance with Umted Kingdom Generally Accepted Accountlng Practice (United- ~
Kingdom Accounting Standards, comprising FRS 102 “The Financial Reporting Standard apphcable in the UKand - -
Republic of Ireland”, and applicable law); and )

¢ have been prepared in accordance with the requirements of the Companies Act 2oo'6.

We have audited the financial statements, included within the Annual Report and Financial Statements (the “Annual
Report”), which comprise: the balance sheet as at 30 June 2019; the statement of comprehensive income, the statement of
cash flows, the statement of changes in equity for the 13 month period then ended and the notes to the financial statements
which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable law.
-Qur responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the financial
statements section of our report. We believe that the audit ewdence we have obtained is sufficient and appropnate to
provide a basis for our opinion. .

Independence

We remained indepéndent of the company in accordance with the ethical fequirements that are relevant to our audit of the
financial statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled our other ethical ;
responsibilities in accordance with these requirements.

Conclusions relating to going concern
ISAs (UK) require us to report to you when:

" e thedirectors’ use of the gomg concern ba31s of accounting in the preparation of the financial statements is not
appropriate; or

¢ thedirectors have not disclosed in the financial staternents any identified material uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for i issue.

We have nothing to report in respect of the above matters.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the company’s .
ability to continue as a going concern. For example, the terms on which the United Kingdom may withdraw from the :
European Union are not clear, and it is difficult to evaluate all of the potential imphcations on the company’s trade,

- customers, suppliers and the wider economy.

Reporting on other information

The-other information comprises all of the information in the Annual Report-other than the financial statements and our
auditors’ report thereon. The directors are responsible for the other information. Our opinion on the financial statements _ -
. does not cover the other information and, accordingly, we do not express an audit opinion or, except to the extent otherwise
explicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing S0,
consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained
in the audit, or otherwise appears to be materially misstated. If we identify an apparent material inconsistency or material
misstatement, we are required to perform procedures to conclude whether there is a material misstatement of the financial
statements or a matenal misstatement of the other information. If, based on the work we have performed, we conclude that
there is a material misstatement of this other information, we are required to report that fact. We have nothmg to report
based on these responsibilities.
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With respect to the Strategic Report and Directors’ Report, we also considered whether the disclosures required by the UK
Companies Act 2006 have been 1ncluded ’ .

Based on the responsnbllmes descrlbed above and our work undertaken in the course of the audit, ISAs (UK) require us also
to report certain opinions and matters as descnbed below.

Strategic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic Report and
. Directors’ Report for the period ended 30.June 2019 is consistent with the financial statements and has been prepared in
accordance with applicable legal requirements. .

In light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we did
not identify any material misstatements in the Strategic Report and Directors’ Report. .

Responsibilities for the financial statements and the audit

Responsibilities of the directors for the financial statements

As explained more fully in the Directors’ Responsibilities Statement, the directors are responsible for the preparation of the
financial statements in accordance with the applicable framework and for being satisfied that they give a true and fair view..
The directors are also responsible for such internal control as they determine is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error. .

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless
the directors either intend to liquidate the company or to cease operations, or have no realistic altematlve but to do so.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from matenal
misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will
- always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered
. material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of these financial statements.

~

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body in accordance
with Chapter 3 of Part 16 of the Companiés Act 2006 and for no other purpose. We do not, in giving these opinions, accept
or assume responsibility for any other purpose or to any other person to whom this report is shown or into whose hands it
may come save where expressly agreed by our prior consent in writing.

Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to you if, in our opinion:
& we have not received all the information and explanations we require for our audit; or

"o adequate accounting records have not been kept by the company, or returns adequate for our audit have not been
received from branches not visited by us; or

e certain disclosures of directors’ remuneration specified by law are not made; or
o the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Tain Wright (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutoxy Autho

London
20 December 2019
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ZEPHYR FUNDING LIMITED

STATEMENT OF COMPREHENSIVE INCOME
- FOR THE PERIOD ENDED 30 JUNE 2019

Period from 15

June 2018 to

30 June

: 2019

" Note £

Interest income and similar income" 3 399;248
‘lnt~ere_st expense and similar charges -4 {83,799)

- 'A Gross profit . o ' | _ : ‘ 315,449,
Administrative expenses . 4 - 5 (314,449)
Fair value movements = - \ . ' ' (88,239)
Loss before tax ' o 2 ’ o _ . -{87,239)
Tax on (loss)/profit - ' . < R 7 (190)
. (Loss)/profit for the financial period . S _ - o - (87,429)

~ There was no other comprehensive income for 2019 (2018:£NIL).
The notes on pageé 14 to 27 form part of these ﬁnanéi_al statements.

All amounts relate to continuing activities. All recognised gains or losses.in the current period are included in the
income statement. ) : .




" ZEPHYR FUNDING LIMITED

REGISTERED NUMBER: 11418651
BALANCE SHEET
AS AT 30 JUNE 2019
- 2019
. Note £
Fixed assets _
Mortgage Loans ' 12,136,883 -
12,136,883
Current assets .
Debtors: amounts falling due within one year N . . 9 21,760
Cash at bank and in hand o ' 10 2,698,987
_ , o ‘ 2,720,747
Creditors: amounts falling due within one year - - 11 {(147,015)
Derivative financial instruments ' 12 . (88,239)
Net current assets : . . : T 2,485,493
Total assets less current liabilities ’ ‘ 14,622,376
Creditors: amounts falling due after more than one year ' : 13 (14,709,804)
Net (liabifities)/assets - : . o (87,428)
- p—————"/} X
Capital and reserves A _ _
Called up share capital o - 4 14 ' 1
Profit and loss account o ' (87,429)
. {87,428)

' The Company’s financial statements have. been prepared in accordance with the prowsrons applicable to
companies subject to the small companies regime.

The financial statements were approved and authonsed for issue by the board and were signed on its behalf on
20 December 2019. .

CSC Directopf (No.1) Limited
Director /
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ZEPHYR FUNDING LIMITED

STATEMENT OF CHANGES IN EQUITY -
FOR THE PERIOD ENDED 30 JUNE 2019

Calledup  Profitand
share capital loss account Total equity

_ : , £ £ £

At 15 June 2018 ' ‘ o - - -
Comprehensive income for the period
Loss for the period’ ' - (87,429) (87,429)
OIther'com‘prehensive income for the period A ‘- - o -
Total comprehensive income for the period ' (87,429) - (87,429)
Shares issued during the period ' 1 - 1
Total transactions with owners recognised directly in equity 1 . 1

. At 30 June 2019 S - 1 (87,429) (87,428)

. N
The notes on pages 14 to 27 form part of these financial statements,
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ZEPHYR FUNDING LIMITED

STATEMENT OF CASH FLOWS .
- FOR THE PERIOD ENDED 30 JUNE 2019

Cash flows from operating activities

(Loss)/profit for the financial period
Adjustments for:

Interest expense and similar charges

Interest income and similar income
(Increase)/decrease in debtors

Increase in creditors

Fair value movement on derivative financial instrument

Net cash generated from operating activities

~ Cash flows from investing activities

Purchase of Mortgage Loans
Interest received

Net cash from investing activities -

Cash flows from financing activities -

- lssue of ordinary shares -
Proceeds of Senior Securitised Loan

Net cash used in financing activities
_ Netincrease in cash and cash equivalents

Cash and cash equivalents at the end of period

‘Cash and cash equivalents at the end of period comprise:

‘Cash at bank and in hand

The notes on pages 14 to 27 form part of these financial statements.

2019
, £

(87,429)

83,799
(399,248)
(21,760)
147,015
88,239

(189,384)

- {12,050,749) .
49,730

. (12,001,019)

1.
14,889,389

14,889,390
2,698,987

2,698,987

2,698,987

2,698,987
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ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019

General. information

Zephyr Funding Limited ("the Company") was incorporated on 15 June 2018, in the United Kingdom, as a
private limited company (limited by shares). The Company was set up as a special purpose vehicle for
the purpose of acquiring and managing financial assets, including, principally, purchasing mortgage loans :
and related security. The registered ofr ice address is Level 37, 25 Canary Wharf, London E14 5LQ,
England, United ngdom

On 17 September 2018, the Company acquired a series of UK residential buy-to-let mortgages (the
‘Mortgage Loans") from Topaz Finance Ltd (the "Seller and whom als¢ act as the servicer of the
Mortgage Loans). The Mortgage Loans are secured by residential properties located in England and
Wales. The Company purchases additional-mortgages from the Seller on an ongoing basis pursuant to
an underlying asset purchase agreement. The Company is funded through borrowings pursuant to a
Senior Loan Agreement (the “"Senior. Loan") with Citibank N.A. London Branch (the "Senior Loan
Provider”).

Accounting policies

2.1 Basis of preparation of financial statements

The financial statements have been prepared under the historical cost convention unless otherwise
specified within these accounting policies and in accordance with Financial Reporting Standard 102,
the. Financial Reporting Standard applicable in the UK and the Republic of Ireland and the
Companies Act 2006. .

The preparation of financial statements in compliance with FRS 102 requires the use of certain
critical accounting ‘estimates. It also requires management to exercise judgement in applymg the
Company's accounting pol:cnes

The following principal accounting policies have been applied:
2.2 Basis of preparation of financial statements

The financial statements have been prepared on a going concern basis under the historical cost
‘convention unless otherwise specified within these accounting policies and in accordance with
Financial Reporting Standard 102 - The Financial Reporting Standard applxcable in the UK and
Republlc of lreland ("FRS 102") and.the Companies Act 2006. :

Additionally, in respect of ﬁnanCIal instruments and in accordance with FRS 102 paragraphs 11.2
and 12.2, the Company applies the recognition and measurement provisions of IAS 39 (as adopted
for use in the EU) alongside the corresponding disclosure requirements of FRS 102,

The preparatlon of financial statements in compliance with FRS 102 requires the use of certain
critical accounting estimates. It also requires management to exercise judgement in applylng the
Company's accounting policies.

2.3 Going concem

The Directors have prepared the financial statements on the going concern basis which assumes
that the Company will continue in operational existence for the foreseeable future and will have
adequate funds-available to meet its obligations as they fall due. The directors are satisfied that the
financial statements are prepared on a going concern basis due to the ongoing performance of the
Mortgage Loans,. the existence of a general reserve fund and the limited recourse nature of the
Senior Loan.

Page 14




' ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019

2.

24

2.5

Accounting policies (continued)

Foreign currency translation

These ﬁnahcial,staterrients are presented in GBP (£) which is the Company's functional curréncy.
Functional currency is' the currency of the primary economic environment in which the entity
operates. All figures in the financial statements are rounded to zero decimal places.

Mortgage Loans and related income

The Mortgage Loans are classified under 1AS 39 as loans and receivables, being non-derivative
financial instruments with fixed or determinable repayments that are not quoted in an active market.

The Mortgage Loans are measured initially at their fair value and subsequently at amortised cost
using the effective interest rate method. The effective interest rate is the rate that exactly discounts
estimated future cash payments or receipts through the expected life of the financial instrument or,
when appropriate, a shorter period to the net carrying amount of the financial asset or financial
liability. When calculating the effective interest rate, the Company estimates cashflows. considering
all contractual terms of the financial instrument but does not consider future credit losses. -

Impairment is recognised on a portfolio basis against the carrying value of the Mortgage Loans when
there is objective evidence of a loss.event having occurred. Such loss events are considered to
include breaches of predetermined arrears levels as well as the occurrence of certain borrower
circumstances deemed detrimental to borrower credit worthiness.

* The Company measures the amount éf any impairment loss as the difference between the carrying

26

value of Mortgage Loans and the present value of the revised future cash flows following a loss
event, which inherently takes into account the expected value of any. related security i.e. the
underlying properties.

,Senio’r Loan and related interest expense

* The Senior Loan is initially recognised at fair va!ue and then subsequently at amortised cost using

2.7

the effective interest rate method.
Part of the drawdown under the Senior Loan related to the initial funding of a general cash reserve.
As this amount is utilised and reduced in accordance with the underlying transaction documentation

and the prevailing priority of payments (rather than being directly repaid), these reductions to thcs
aspect of the Senior Loan are credited to the profit and loss account under other income.

Taxation

The Directors are satisfied that the Company meets the definition of a “securitisation company”

. under UK tax law and that no incremental unfunded tax liabilities will arise. As a result, no deferred

tax is recognised.

Corpora’uon tax fora secunt:satlon company is calculated by reference to the required cash retamed
as ‘profit’ per the underlying transaction documentatlon
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ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS
_FOR THE PERIOD ENDED 30 JUNE 2019

2.

Accounting policies {continued)

2.8 Cash and cash equi\ralents

2.9

Cash is represented by cash in hand and deposits with financial institutions repayable without
penalty on notice of not more than 24 hours. Cash equivalents are highly liquid investments that
mature in no more than three months from the date of acquisition and that are readily convertible to
known amounts of cash with insignificant risk of change in value.

All withdrawals from the Company's bank accounts are governed by the detaited pnorlty of payments

- set out in the underlying transaction documentation and as such are consudered restricted.

In the Statement of Cash Flows, cash and cash equivalents are shown net of bank overdrafts that
are repayable on demand and form an integral part of the Company's cash management.

Derivative financial instruments
The Company does not hold or issue derivative financial instruments for trading purposes.

Derivatives are initially recognised at fair value on the date on which a derivative contract is entered
into and are subsequently re-measured at their fair value with gains and losses recognised in the

- statement of comprehensive income. Fair values are obtained using valuation techniques, including

2.10 Foreign currency translation

discounted cash flow that incorporate current market interest rates and current creditworthiness of
counterparties, where appropriate. All derivatives are carried as financial assets when fair value is
positive and as financial Irabriﬁres when fair value is negative.

Functional and presentatron currency

" The Company's functronal and presentatlonal currency is GBP.

Transactions and balances

Foreign currency transactions are translated into the functional currency usmg the spot exchange
rates at the dates of the transactions.

At each period end foreign currency monetary items are translated using the closing rate. Non-
monetary items measured at historical cost are translated using the exchange rate at the date of the
transaction and non-monetary items measured at fair value are. measured using the exchange rate
when fair value was determined.

Foreign exchange gains -and losses resulting from the settlement of transactions and from the
translation at period-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the Statement of Comprehensive income except when deferred in
other comprehensive income as qualifying cash flow hedges.

Foreign exchange gains and losses that relate to borrowings and cash and cash equivalents are
presented in the Statement of Comprehensive Income within ‘finance income or costs'. All other

~ foreign exchange gains and losses are presented in the Statement of Comprehensuve Inccme within

‘other operating income’.
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ZEPHYR FUNDING LIMITED

NOTES TO. THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019 .

Accounting policies (continued)

211 Taxatlon

Tax is recognised in the Statement of Comprehenswe Income, except that a charge attnbutable to
an item of income and expense recognised as other comprehensive income or to an item
recognised directly in equuty is also recognised in other comprehensive income or directly in equity

-respectively.

The current income tax charge is calculated on the basis of tax rates and laws that have been
enacted or substantively enacted by the balance sheet date in the countries where. the Company
operates and generates income. ‘

2.12 Statement of compliance

'The financial statements have been prepared in accordance with FRS 102 (accountmg standards
issued). .
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ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019

2

Accounting policies (continued)

2.13 Use of estimates and judgements

The preparation of the financial statements requnres management to make Judgements estimates
and assumptions that may affect the application of accounting policies and the reported amounts of
assets, liabilities, income and expenses. The estimates and associated assumptions are based on
historical experience and various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the judgements about carrying values
of assets and liabilities that are not readily apparent from other sources. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on an on-going basis. Revisions to
accounting estimates are recognised in the financial year in which the estimates are revised if the
revision affects only that financial year or in the financial year of the revision and future years if the
revision affects both current and future financial years. -

Fayr values

" Where financial assets and liabilities are carried at fair value and a quoted price is not available the

valuation is based on cash flow models based on independently sourced parameters or internal
models based on historic information or comparable data. The accuracy of the calculation would
therefore be affected by unexpected market movements or other variances in the operation of

-models or assumptions used. In preparing these financial statements, the Company determined the

fair values of the derivative financial instrument based solely on valuation models observing market
indicators for future mterest rates.

Recognition of the Mortgage Loans

The Mortgage Loans have been judged to pass the derecognition criteria set out,under IAS 39 by
virtue of the transfer, by the Seller, of the significant risks and rewards associated with ownership of
the Mortgage Loans. This is owing to the Senior Loan being profit-participating in nature, with all
excess cash flows of the Company, after the satisfaction of certain expenses, going to the Senior
Loan Provider with the Seller having no direct ongoing financial exposure to the Mortgage Loans.

Impairment of the Mortgage Loans

An assessment is made at each reporting date on whether there is objective evidence of
impairment. Indicators of impaiment of the Mortgage Loans are considered to be defaults or
delinquencies in the underlying receivables and other borrower-specific circumstances. Future micro
and macro-economic factors will potentlally impact future repayment oondmons and the future value

'of underlying collateral.

2.14 Cash and ‘cash equivalents A

Cash is represented by cash in hand and deposits with financial institutions repayable without -
penalty on notice of not more than 24 hours. Cash equivalents are highly liquid investments that
mature in no more than three months from the date of acquisition and that are readily convertuble to
known amounts of cash with insignificant risk of change in value.

In the Statement of Cash Flows, cash and cash equivalents are shown net of bank overdrafts that

are repayable on demand and form an integral part of the Company's cash management
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ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

‘FOR THE PERIOD ENDED 30 JUNE 2019

2.

Accounting policies {continued)

2,15 Hedge accountlng

The Company uses variable to fixed interest rate swaps to manage its exposure to fair value nsk on
its denvatives These denvatlves are measured at fair value at each balance sheet date.

- To the extent the cash flow hedge ‘is effective, movements in fair value are recognised in other
" comprehensive income and presented in a separate cash flow hedge reserve. Any ineffective.

portions of those movements are recognised in profit or loss for the period. .

Gains and losses on the hedging instruments and the hedged items are recognised in profit or loss
for the period. When a hedged item is an unrecognised firm commitment, the cumulative hedgmg ’
gain or loss on the hedged item is recognised as an asset or I|ath|ty with a correspondlng gain or

loss recognised i in profit or loss.

Interest income and similar income

Interest Income on Mortgage Loans
Fee Income on Mortgage Loans
Other Income

Interest expense and similar charges

-‘Mortgage Loan origination feés payable to the Seller

Period from
15 June 2018
to 30 June
2019

£

49,730
153,062
196,456

. 399,248

Period from
15 June 2018
" to 30 June
2019

£

© (83,799)

(83,799)
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~ ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS .
FOR THE PERIOD ENDED 30 JUNE 2019 .

Administrative Expenses

Period from
15 June 2018
s , to 30 June
. L 2019

' £
SeWicing Fees . : ‘ ; L ' .183;739
Corporate Service Provider Fees _ ' o ' 34,208
Audit Fees - : T : v 39,600
Other Professional Fees . . ) y 21,042
Cash Manager Fees ' ’ - - 17,000
Other Expenses _ ' ' : -18,860
314,449

Employees

The Company has no employees other than the directdrs, who did not receive any remuneration.

Tax on Profit

. Period from
15 June 2018

" .t030June
, 2019

£

Corporafion tax ~
Current tax on profits for the year 190

Tax on profit " 180
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ZEPHYR FUNDING LIMITED

- NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019

Tax on Profit (continued)

Factors affecting tax charge for the period

The tax assessed for the period from 15 June 2018 to 30 June 2019 is the same as-the standard rate of
corporation tax in the UK of 19% as set out below:

Period from
15 June 2018
to 30 June
2019

g

Loss before taxation S | (87,239)
Profit subject to taxation ‘ " 1,000

Profit subject to taxatuon multlplted by standard rate of corporatlon tax in the United ‘ -
Kingdom of 19% . ) 180

t

190

Total tax Charge for the period ' o o ' 190

Fa

For UK corporation tax purposes, the Company has been'considered as a Securitisation company under
the Taxation of Securitisation Companies Regulations 2006 (SI 2006/3296). Therefore, the Company is
not required to pay corporation tax on its accounting profit nor recover tax on its loss. Instead, the
Company is requrred to pay tax on its retained profits of £1,000.

.Mortgage Loans - : : L . 3
As at 30
June 2019 - -
£
Opening Balance o A » -
Additions _ S . o . 12,136,883
Balance as at 30 June 2019 | o 12,136,883

The Company was incorporated on the 15 June 2018 as a special purpose vehicle for the purpose of
purchasing the beneficial title to and interest in the Mortgage Loans. The Company purchases additional -
Mortgage Loans from the Seller on an ongoing basis. ‘ '

The balance on the Mortgage Loans at the end of the ﬂnanmal period was £12,136,883 and no
impairment was fecognlsed . .
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ZEPHYR FUNDING LIMITED -

NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019

10.

1.

Debtors: amounts falling due within one year

" Asat30
o : : S June 2019
G : £

Other debtors - o B | | 21,760

21,760

Cash at bank and in hand .

As at 30
June 2019
£

Cash at bank and in hand o : ' : : 2,698,987
. 2,698,987

The cash at bank is held with the Citibank N.A London Brarich. Citibank N.A London Branch has been
rated BBB+ by Standard & Poor's and has been given an A3 rating by Moody's. -

Creditors: Amounts falling due withih one year

As at 30
June 2019
£

Accrued expenses L ' , o , (95,262)

Accrued corporation tax ' o , ' S (180)
Other creditors ' : : *(51,563)

(147,015)
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ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS
- FOR THE PERIOD ENDED 30 JUNE 2019

12.

13,

Derivative financial instruments .

2019
£

Derivative financial instruments ‘
Derivative financial instruments measured at fair value through profit and loss’ ) {88,239)
" (88,239)

Derivative financial instruments are interest rate swaps entered into by the Company with Citigroup.
Derivative financial instruments are not considered basis under FRS 102 and therefore are initially
recognised. at fair value on thé date on which it was entered. into and subsequently re-measured at fair
value. FRS 102 requ:res ‘the use of the foﬂowung hierarch to estimate the fair value of instruments.

Level 1: Quoted prices in active markets for identical assets or liabilities _
Level 2: Prices, other than quoted prices, of identical assets or liabilities in recent transactlons where -
there has been no change in economic circumstances since transaction. - .

Level 3: Valuation technique used to estlmate transaction price in an arm's length exchange motivated by

normal business considerations.

The derivative financial instruments of £88‘239 are classified as Level 3 in the fair value hierarchy. There

has been no movements between Levels in the financial period.

bo

Creditors: Amounts falling due after more than one year

As at 30
June 2019
£

Senior Loan | . . ' 14,709,804

14,709,804

The Company entered into a Senior Loan Agreement with Citibank N.A London Branch for a revolving
loan facility with a maximum commitment amount equal to £350,000,000. The Senior Loan is a profit
participating loan therefore interest paid on this loan is not at a fixed rate but is determined in refation to
the accumulated net profits in the fi nancual period and pald to the extent that funds are avaxlable under
the prevailing priority of payments :
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ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL'STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019

14.

BT

16. .

Called up share capital

2019
: £
Allotted, called up and fully paid . »
1 Ordinary Shares share of £1 _ 1

Ultimate controlling party

The entire share capital of Zephyr Funding Limited is held on a discretionary trust basis under a share
trust deed by the legal parent company, CSC Corporate Services (UK) Limited, a company incorporated
in the United Kingdom and registered in' England and Wales. CSC Corporate Serv;ees (UK) Limited is a
wholly owned subsidiary of CSC Capltal Markets UK Limited.

For accounting purposes, the Company’s ultimate parent and controlling party is Citigroup Inc, being the
smallest and largest group to consolidate these financial statements. The registered office of the parent
is 388 Greenwich Street, New York, New York 10013, Umted States. The group financial statements can

be obtained at this address. . . :

Fmancual rnsk management

The principal risks arising from the Company’s financial instruments are liquidity, credit and market rlsk
The Company has established policies for managing these risks as outlined below .

Cred:t Risk

Credit risk is the risk of |mpa|rment and pamal or total loss of a recelvable due to the deterioration of
credit quality -on the part of the counterparty. The primary assets of the Company are the Mortgage
Loans. Credit risk is monitored and managed on a regular basis through preparation and review of.
monthly investor-and servicer reports which are reviewed in detail by senior management. Under the
Security Agreements, the Company has first charge over all properties which have been secured on the
Mortgage Loans: The loan is 100% secured against collateral. At the end of the financial period there was

. 50 loans with a weighted average loan to value of 67%. The loan to value ratios were updated at the end -

of the financial period. There were no loans wit_h'arrea‘rs of over 90 days.

" The maximum exposure to credit risk at the financial year end is as follows:
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ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019

: . As at 30
. June 2019
£

Mortgage Loans ‘ - ’ ' o 12,136,883
Other Debtors ~ . - 21,761
Cash o | 2,698,987

14,857,631

The cash at bank is held with the. Citibank N.A London Branch. Citibank N.A London Branch has been
rated BBB+ by Standard & Poor's and has been given an A3 rating by Moody’s.

Liquidity Risk

Liquidity risk is defined as the risk of being unable to fulfil current or future payment obligations in full on
- the due date. The objective of the Company's liquidity management is to ensure the sufficient funds are
-available to meet the Company's commitments. Liquidity risk is minimised by the fact that the collateral
underlying the Mortgage Loans is of a good quality and provides a steady cash flow for the Company to
discharge all expenses

The table below analyses the undlscodnted cashflows of the financial Ilabllmes at the balance 'sheet date
into relevant maturity groupings. The calculatrons have been based on the interest rates effecuve at the
balance sheet date.

~1monthto 4monthsto -  Over2 Gross

3 months 2 years years cashflows

o £ - . £ £ £

Senior Loan - .= (14,709,804) (14,709,804)
Accrued Expenses ' (95,452) .- - (95,452)
Derivative financial instrument ' (88,239) - - . (88,239)
Other Creditors ) (51,563) . . - - {51,563)
(235,254) - (14,709,804) (14,945,058)

Market Risk .
‘In relation to the activities of the Company, market risk refers to the potential loss arising predominantly
from changes in interest rates. The table below summarises the interest sensitivity gap: :
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ZEPHYR FUNDING LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2019

- 17,

18..

19.

Fixed Floating Non-interest ° Carrying

.interest rate interest rate bearing Value
£ £ £ £
Assets . . :
Mortgage Loans 12,136,883 - . -. 12,136,883
Debtors . ' o .. - 21,761 21,761
Cash and cash equivalents’ ‘ - 2,698,987 - 2,698,987
- Total assets 12,136,883 2,698,987 21,761 14,857,631
Liabilities g :
Senior Loan : - {14,709,804) - (14,709,804)
Accrued expenses . - (95452)  (95,452)
" Derivative financial instrument - - - (88,239) (88,239)
Other Creditors - ' : ' . - (61,563) (61,563)

Total liabilities (14,709,804)  (235254) {14,945,058)

Interest rate sensitivity gap ) 1.2,1 36,883 (12,010,817) (213,493) (87,427)

Related party transactions
CSC Capital Markets {UK) Limited entered into an agreement with the Company to certain corporate
administrative services, bookkeeping and accounting services to the Company. During the financial

period the Company incurred fees of £34,208 from CSC Capital Markets (UK) Limited. There were no
fees paid to directors by the administrator as a drrectors fee.

Post balance sheet events
There have been no significant events since the end of the financial period which require drsclosure in

these ﬁnancral statements. .

Capital risk management

' The capital managed by the Cempany comprises of ordinary shares outstanding and the Notes issued"

and outstanding as at year end. The Company is not subject to externally imposed capital requirements.

The Company manages its éprtal to ensure that it is able to continue ae a going concern while
maximising the return to the Senior Loan Provider through the purchase and ongoing management of the
Mortgage Loans.

There were no changes to the policies and procedures during the year wrth respect to- the Company’s
approach to capital management. .




ZEPHYR FUNDING LIMITED .

'NOTES TO THE FINANCIAL STATEMENTS
FOR THE-PERIOD ENDED 30 JUNE 2019 .

20.

Contingent liabilities and comrhitmeqts

There were no contingent liabilities or commitments as of 30 June 2019. Contingent liabilities are
assessed.continually to determine whether transfers of economic benefits have become probable. Where -

~ future transfers of economic benefits charge from previous disclosed contingent liabilities, provisions are
" recognised in the year in which the changes in probability cccur.

Page 27



