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ERM FUNDING PLC _
FOR THE YEAR ENDED 31 DECEMBER 2023

- STRATEGIC REPORT
The dlrectors present thelr strategic report.for ERM Fundlng Plc (the “Company”) for the year ended 31
December 2023.

General company mformatlon ] :
The Company is a public company limited by shares, mcorporated in England and Wales on 4 March 2020 with .
the reglstered number of 12498822

Principal activities and review of busmess .
The Company was set up as a special purpose vehicle to establish a. lifetime mortgage- backed securities
programme. On 9 November 2021 the Company issued a series prospectus (the “Prospectus”) for Series 2021-1
to issue fixed rate Notes ({the “Notes”) and.Deferred Consideration Instruments (DCls), which were listed on the
London Stock Exchange on 17 November 2021. The proceeds of the Note issuance were used to acquire the
beneficial interest in a portfolio of residential lifetime mortgages (the “mortgage loans”) as part of a
securitisation transaction. The Notes have a final maturity date of July 2090 and are Ilmlted recourse in nature.
Further detail on the Loan Notes is set out in Note 13. :

RGA Americas Reinsurance Company Limited (“RGA Americas”) holds all the DCls in Series 2021-1. The holders
of the DCls are entitled to the quarterly residual income, after paying all of the higher-ranking payments as set
out in the payment waterfall for Series 2021-1, including mterest on the Notes and other expenses.

Under the terms of the securitisation transaction, the mort'gage loans are serviced by More 2 Life Limited (the
“Servicer”). RGA UK Services Limited is the programme servicer (the ”programme's_ervicer") and has an oyersight
role of the lifetime mortgage-backed securities programme established by the Company.

Results

The profit for the year before tax was £3, 313k (2022: £24,951k). The main driver for the decrease in proflt was
the movement in the fair value of both the mortgage loans and loan notes. The decrease in the fair value of the
mortgage loans was much greater than the decrease in fair value of the loan notes mainly due to reduced
prepayment rates. :

The directors do not recommend the payment of a dividend for the year under review (2022: £nil)

Key performance indicators (KPls)

Financial KPIs

S 2023 2022

£000 _ £000

Interest receivable and 5|m|Iar income : 17,142 o 18,102

" Interest expense - L " {11,348) (11,531)
Net interest income . 5,794 - 6,571
New mortgages acquired o © 3,100 B 5,199

Voluntary redemptions during the period 11,218 129,722

Non-financial KPIs
The non-financial KPIs considered by management are any triggers of the transaction terms. These triggers
include a fall in the credit ratings of the liquidity facility provider and series bank account provid'ers as well as
insolvency of the mortgage servicer and cash manager. During the year ended 31 December 2023 and to the.
date of signing this report, management were not aware of any triggers having been breached {(2022: none).
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STRATEGIC REPORT (CONTINUED)

Prmcnpal risks and financial risk management and objectlves .
The principal risks that could affect the Company are credit, interest, price and liquidity risks. Please refer to
: Note 13 for further details on these risks. .

Credit risk
Credit risk is the risk that the counterparty to a financial mstrument will fail to discharge an obligation or
commitment that it has entered into with the Company. Credit risk exists on the mortgage loans.

. On origination, mortgage loans are required to adhere to specific Iending’ criteria to ensure credit risks are
identified on a timely basis and losses are minimised. The Company has appointed Citibank as the Cash Manager
to produce quarterly investor reports including information provided by the servicer. Credit risks generated by
delinquencies and any ultimate cred(t losses are managed through the limited recourse nature of the Loan
Notes. :

Interest rate risk : . :
Interest rate risk eX|sts where assets and Ilabllltles have interest rates set under a dlfferent basis or which reset
at different times. The Company.minimises its exposure to interest risks by ensuring that the characteristics of
assets and liabilities are similar. The mortgage loans and Notes issued by the Company are both at fixed interest
rates.

Price rlsk .

Price risk is the risk that the fair value or future cash flows of a financial.instrument will fluctuate because of
changes in market prices (other than those arising from interest rate risk or currency risk), whether those
changes are caused by factors specific to the individual financial instrument or-its seller, or factors affecting
similar financial instruments traded in the market. The Company is exposed to price risk because of changes in '
the market values of the mortgage loans, Loan Notes and DCls. As the Notes issued by the Company are limited
recourse in nature, the Company is only expected to pay its Noteholders to the extent of the income it receives.

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. For
the purposes of managing this risk, the cash manager ensures that all monies received are paid out in accordance
with a priority of payments set out in the Series transaction documents. Credit enhancement is provided to the

Al and A2 Notes by way of a Series Main Reserve Fund (the “Reserve Fund”) and Series Liquidity Facility..- The -

Company also entered into a Reverse Repurchase Agreement whereby excess cash is placed on deposit with
RGA Americas and earns a return of Sbps. The Reverse Repurchase Agreement is upsized or downsized on each
Interest Payment Date depending on the cash needs of the Company. Liquidity risks generated by delinquencies
and any ultimate credit losses are managed through the limited recourse nature of the Loan Notes.

" .Capital structure :

The capital structure of the Company consists of debt disclosed in note 13 and equity attnbutable to the share
trustee, comprising issued share capital and retained earnings as disclosed in the statement of financial position.
- The Company is not subject to any external capital requirements except the minimum requirement under the
Companies Act 2006. The Company has not breached the minimum requirement.

Future developments : : ]

As described in the “Principal activities and review of business” section above, the Company established a
programme to acquire the beneficial interest in a portfolio of residential lifetime mortgages through separate
Series Notes issuances. To date just one Series has been issued. The directors anticipate that these activities will
continue for the foreseeable future, accepting that the market for residential lifetime mortgages may fluctuate
according to factors beyond the Company’s control, such as interest rates, house prices and inflation amongst
other factors. All the underlying collateral properties for the residential lifetime mortgage loans in the Company
are in the United Kingdom and hence the Company’s prospects are closely linked to economic conditions in the
UK. World events includin'_g conflicts in Russia/Ukraine and Israel/Gaza have affected the global economic -
‘markets and is exacerbating ongoing economic challenges, including inflation, cost of living and global supply
chain disruption. The Directors believe that the Company’s performance is not dlrectly affected by the economlc
implications of the confllct
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STRATEGIC REPORT (CONTINUED)

Streamlined

Energy and Carbon Reporting (SECR)

The Company is out of scope of the Streamlined En‘ergyAand'Carbon Reporting (SECR) as it does not meet the
' numerical thresholds in relation to turnover and number of employees.

. SECTION 172

(1) OF THE COMPANIES ACT 2006

As a special purpose vehicle, the governance structure of the Company is such that the key policies have been
predetermined at the time the Company issued the bonds which are listed on the London Stock Exchange. The

Directors have had regards to the matters set out in section 172(1) of the’‘Companies Act 2006 as follpws:

a)

b)

c)

d)

’

the transaction documents, which cannot be changed without bondholder consent, have been
formulated to achieve the Company's purpose and business objectives, safeguard the assets and
promote the success of the Company with a long term view and as disclosed in notes to the
financial statements:

_the transaction documents only allow the Company to retain a minimal profit and due to the’

limited recourse nature of the structure, the returns to bond holders are Ilmlted by the cash flows
received; ’ :

¢

the company has no employees;

the Company is a securitisation vehicle and therefore a key stakeholder are the bondholders. The
transaction docunﬂents determine the nature and quality of assets that can be securitised and how
the cash flows from securitised assets are distributed. Relationships are also fostered with suppliers
and others via professional third parties who have been assigned operational roles with their roles

-strictly governed by the transaction documents and fee arrangements agreed in advance. The

f)

Company has no customers

as a securitisation vehicle the Company has no physical preserice or operations and accordingly has
minimal impact on the community and the environment;

the Company maintains a reputation for high standards of business conduct via professional third '
parties who have contracted with the Company to -provide specific operational roles. Fee
arrangements have been agreed in advance and supplier invoices paid strictly in accordance with

4thévtrans'action documents including a priority of payments, if applicable; and

g)

the Company has a sole member The Law Debenture Intermediary Corporation Plc and entire
issued share capital is held on a discretionary trust basis for charitable purposes.

‘In accordance with section 4268 of Companies Act 2006 a copy of. this statement is available ‘at:

www.lawdeb

Approved by

enture.com/independent-professional-services/structured-finance-services/investor-reporting.

the Board of Director§ and signed on behalf of the Board

" Rich Lynn

For and on behalf of L.D.C. Securmsatlon Dlrector No.1 Limited

Director
28 June 2024



ERM FUNDING PLC
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DIRECTORS’ REPORT-

The directors present their report and the audited financial statements of the Company for the year ended 31
December 2023. .

RESULTS AND DIVIDENDS
Details of the results and dividends can be found in the Strateglc Report and form part of this report by cross-
reference. : . .

DIRECTORS AND SECRETARY . . _ .
The directors who served throughout the year and up to the date of this report are set out on page 2. The
directors have no interests in the shares (2022: nil) of the Company.

The company has no employees (2022: nil).
The directors are not subject to retirement by rotation.

. DIRECTORS’ INDEMNITIES
Adequate third-party indemnity provisions for the benefit of the directors were in place dunng the year and
remain-in force at the date of this report

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES :
Details of financial risk management objectlves and policies can be found in the Strateglc Report and form part -
of this report by cross-reference. . : .

FUTURE DEVELOPMENTS AND SUBSEQUENT EVENTS

Details of future developments can be found in the Strategic Report and form'part of this report by cross-
reference. Subsequent events have been disclosed in note 17.

_GOING CONCERN

At 31 December 2023 the Company had only |ssued one Serles under its Programme, being Series 2021 1.

Due to the way in which the transaction undérlying the sole purpose of the Company has been structured the
Company is only required to repay the funding to the extent that it receives income from the underlying
mortgage pool. :

World events including conflicts in Russia/Ukraine and Israel/Gaza have affected the global economic markets -
and is exacerbating ongoing economic challenges, including inflation and global supply chain disruption. The
Directors believe that the Company’s performance is not directly affected by the economic implications of the
- conflict. However, while the extent and duration of the effect of this economic uncertainty remains unclear,
there is a risk of stifled growth for the Company as borrowers will be unable/unwnlllng to take on extra debt in .
the current environment. - )

After making enquiries and taking into consideration the availability of liquidity and reserve funds and that the
Company continued to collect interest and principal on the mortgage loans, that there were no financial or non-
financial triggers during the year, as well as that principal repayments of loan notes are only required.to the
extent that amounts are received from borrowers, the directors have a reasonable expectation that the
Company has access to adequate resources to continue to operate for a period of at least 12 months from the
date of this report. The directors have therefore prepared these financial statements on the going concern basis.

CORPORATE GOVERNANCE

The directors have been charged with governance in accordance with the transaction documents detailing the -
mechanism and structure of the Company. The structure of the Company is such that the key-policies have been
predetermined at the time of issuance of the various Note Series and the operational roles have been assigned:
to third partles and these are strlctly governed by the transaction documents.
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DIRECTORS’ REPORT (CONTINUED)

The transaction documents provide for procedures that have been désigned for safeguarding assets against
unauthorised use or disposition; for maintaining proper accounting records and for the reliability and usefulness
of financial information used within the Company or for publication. Such procedures are designed to manage
rather than eliminate the risk of failure to achieve busmess objectlves whilst enabling the directors to comply
with the regulatory obligations.

The directors are responsible for assessing the risk of wregulantxes whether caused by fraud or error in financial
reporting and ensuring the processes are in place for the timely identification of internal and external matters -
with a potential effect on financial reporting. :

Due to the nature of all the Notes issued (excluding the DCls), each of which is listed on the London Stock-
Exchange, the Company is exempt from the provisions of UK Corporate Governance Code and the Disclosure
" and Transparency Rules (DTR) of the Financial Conduct Authority with the-exception of DTR 7.2.5. The directors.
are therefore satisfied that there is no requirement for an audit committee or to publish a corporate governance
statement. As .a special purpose vehicle, the Company has no physical presence or operations and accordingly
has minimal impact on the community and the environment.

. ¢ : .
DTR 7.2.5 req_uirés a description of the main features of the issuer’s internal control and risk management.
systems in relation to the financial reporting process. The directors are responsible for establishing and
"maintaining-adequate internal control and risk management systems of the Company in relation to the financial
reporting process. Such systems are designed to manage rather than eliminate the risk of failure to achieve the
Company’s financial reporting objectives and can_only provide reasonable and not absolute assurance against
material misstatement or loss. The directors have established processes regarding internal contro!l and risk
management systems to ensure its effective oversight of the financial reporting process. The directors are
. responsible to evaluate and discuss significant accounting and reporting issues as the need arises. The directors
‘are responsible to examine and evaluate the external auditors’ performance, qualifications and independence.

CLIMATE CHANGE AND DONATIONS

Due to the nature of the Company the Directors are of the opinion that climate change has a negligible impact.
There were no charitable or political donations made during the current or prior year.

AUDITOR

. Deloitte LLP have been appointed as auditors to the company and have expressed their willingness to continue

in office and a resolution for their reappointment as auditors to the Company wnII be proposed at the "
forthcomlng Annual General Meetlng b :

DISCLOSURE OF INFORMATION TO AUDITORS -

The directors who held office at the date of approval of this directors’ report confirm that, so far as they are
each aware, there is no relevant audit information.of which the Company’s auditor is unaware; and each director
has taken all the steps that.they ought to have taken as a director to make themself aware of any relevant audit
information and. to establish that the Company’s auditor is aware of that information. This confirmation is given
and should be interpreted in accordance with the provisions of s418 of the Companies Act 2006.

Apbroved by the Board of Directors and signed on behalf of the Board

RICh Lynn

_For and on behalf of L.D. C Securltlsatlon Director No.1 lelted
Director
28 June 2024
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DIRECTORS' RESPONSIBILITES

The directors are responsible for preparing. the Strategic report the D|rectors report and the financial -
statements in accordance W|th applicable law and regulations.

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

directors have elected to prepare the financial statements in accordance with applicable law and United
.Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting:Practice), including FRS 102
. ‘The Financial Reporting Standard applicable in the UK and Republic of Ireland’ and FRS 103 ‘Insurance contracts’.
Under company law the directors must not approve the financial statements unless they are satisfied that they
give a true and fair view of the state of affalrs of the Company and of the profit or loss of the Company for that
period. :

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

e select suitable accounting poI|c1es for the Company s financial statements and then apply them
- consnstently, .
e make Judgements and accounting estimates that are reasonable and prudent;
e state whether applicable UK Accounting Standards have been foIIowed subject to any materlal
departures disclosed and explained in the financial statements; and
e prepare the financial statements on the going concern basis unless it is mapproprlate to presume that
the Company will continue in busmess

. Thedirectors are respon5|b|e for keeping adequate accounting records that are sufficient to show and explain
the Company's transactions and disclose with reasonable accuracy at any time the financial position of the
Company and to enable them to ensure that the financial statements comply with the Corhpanies Act 2006. They
are also responsible for safeguardmg the assets of the Company and hence for taking reasonable steps for the
prevention and detectlon of fraud and other |rreguIant|es

’ RESPONSIBILITY STATEMENT

Each of the directors are listed in the Directors’ report, confirm that to the best of their knowledge:

e the Company financial statements, which have been prepared in accordance with United Kingdom

Accounting standards, including FRS 102 in conformity with the requirements of the Companies Act

* 2006, give a true and fair view of the assets, liabilities, financial position and profit of the Company; and

e the Directors' report includes a fair review of the development and performance of the business and

the position of the Company, together with a descrlptlon of the prmcnpal risks and uncertainties that it.
faces.

This confirmation is given and should be mterpreted in accordance with the provnsmns of section 418(2) of the

Companies Act 2006.

This responsibility statement was approved by the board of directors on 28 June 2024 and is signed-on its behalf
by: - : ‘ : '

Rich Lynn
For and on behalf of L.D.C. Securltlsatlon Director No.1 lelted
Director



ERM FUNDING PLC _
FOR THE YEAR ENDED 31 DECEMBER 2023

INDEPENDENT AUDITORS REPORT TO _THE MEMBERS OF. ERM
‘FUNDING PLC

Report on the audit of the financial statements

1. Opinion - 7 - 7
In‘our opinion the financial statements of ERM Funding Plc (the ’cdmbany')':
e givea true and falr view of the state of the company 3 affalrs as at 31 December 2023 and of |ts
profit for the: year then ended : '

e have been properly prepared in accordance with Umted Klngdom Generally Accepted Accountmg
Practice, including Financial Reporting: Standard 102 “The F|nanc|al Reporting Standard applicable
in the UK and Republic of Irefand” and Financial Reporting Standard 103 ‘Insurance Contracts
and : :

e have been preparedin accordance with the requirements of the C_dmpani'es Act 2006. ‘

c e e - . . [ . - [ ~ e

We have audited the financial statements which comprise:

e the statement of comprehénsive income;

e the statement of financial pdsition;

e the statement of changes in equity;

~ e the'statement of cash flows; and l

e. therelated notes 1to 17.
The financial reporting framework that has been apphed in their preparation is ‘applicable’ law and
United Kingdom Accounting Standards, mcludmg Financial Reporting Standard 102 “The Financial
Reporting Standard applicable in the UK and Republic of Ireland” and Financial Reporting Standard 103
‘Insurance Contracts (Unlted Kingdom Generally Accepted Accounting Practice).

2. Basis for opi_nion

We conducted our audit in.accordance with International Standards on Auditing (UK) (ISAs (UK)) and
applicable law. Our responsibilities under those standards are further described in the auditor’s
responsibilities for the audit of the financial statements section of our report. '

We are independent of the company in accordance with the ethlcal requurements that are relevant to
our audit of the financial statements in the UK, including the Financial Reporting Council’s (the ’FRC's')
" Ethical Standard as applied to-listed public interest entities, and we have fuffilled our other ethical
responsibilities in accordance with these requirements. We confirm that we have not prov1ded any non-
audit services prohibited by the FRC'’s Ethical Standard to the company.

We believe that t,heau_dit evidence we have obtained is sufficient and appropriate to provide a basis
for.our opinion. ' : :

10
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3. Summary of our audit approach

Key audit matters The key audit matter that we identified in the current year was:

e the valuation of the mortgage loans and debt secunties held at fair value
through profit or loss. '
The risk level is consistent with the prior year.

Materiality The materiality that we used in the current year was £2.17m (2022: £2.14m) which
was determined-on the basis of 1% of the preliminary fair value of the mortgage loans."

(2022: 1% of the preliminary fair value of the mortgage loans).

Scoping : Audit work to respond to the risks of material misstatement was performed directly
by-the audit engagement team which mcluded our financial instrument valuation

specialists.

Significant changes in There were no significant changes in our approach in the currerit year.
our approach ‘ ' '

" 4. Conclusions relating to going concern :

In auditing the financial statements, we have concluded that the directors’ use of the going concern
basis of accounting in the preparation of the financial statements is appropriate. Our evaluation of the
directors’ assessment of the company’s ability to continue to adopt the going concern basis of
accounting included:

. evaluating the cash flows of the company and its post year end performance to assess whether
" the company has sufficient cash to meet its obligations; '
° considering the limited recourse features of the loan notes;
° assessing the potentlal impact of financial and non-financial triggers in the terms of the loan
notes; ' :
. reviewing the minutes of meetings of the company’s board of directors;
° assessing the availability of financing facilities; '
°« assessing the appropriateness of assumptions applied by management in arriving at their
conclusion on going concern, including the impact of the current uncertain UK economic
environment; and . '
o assessing the appropriateness of the going concern dis¢losures included within the financial
" statements. ' '

Based on the work we have performed, we have not identified any material uncertainties relating to
. events or conditions that, individually or collectively, may cast significant doubt on the company’s ability
to continue as a going concern for a period of at least twelve months from when the financial
statements are authorised for issue.

Our responSibilities and the responsibilities of the directors with respect to going concern are described
in the relevant sections of this report.

11
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5.. Key audit matters N o

Key audit matters are those matters that, in our professmnal Judgement were of most srgmflcance in: -
our audit of the financial statements of the current period and include the most significant assessed.
risks of material misstatement (whether or not due to fraud) that we identified. These matters included
those which had the greatest effect on: the overall audit strategy; the allocatlon of resources in the
audit; and directing- the efforts of the engagement team.

These miatters were addressed in the context of our_audit of the financial statements as a whole, and
in forming our opinion thereon, and we do not provide a separate opinion on these matters.

5.1. VaIuation of mortgage loans and debt securities held at fair value through profit or loss @ '

- Key audit matter The company holds a portfolio of lifetime mortgage loans with a no negative equity
description guarantee feature in place. The company has made the accounting policy choice to
" recognise the mortgage loans and debt securities at fair value through profit and loss
(‘FVTPL’) on -initial recognition and subsequent measurement. As at 31 December
* 2023, the company has recognised the fair value of mortgage loans held at fair value
through profit or Ioss at £222m (2022 £226m) and debt securities at £226m (2022 :

£239m).

The fair value of the mortgages and.debt securities is determined by a third-party
specialist using a valuation model which is reviewed by management. The valuation
model involves estimates, which includes assumptions for collateral values including
the impact of house price inflation, the expected prepayment rates of the mortgages
and the estimated mortality rates of borrowers. The model uses these assumptions
and the characteristics of the mortgages to estimate the timing and amount of future
cash flows and discounts these at an appropriate market rate for similar mortgage
products. '

Given the significant'assumptions and complexity involved in determining the fair
value of mortgage loans and debt securities, we consider that the above estimates
carry a risk of management bias and we have |dent|f|ed this as an area susceptible to
potential fraud. :

We have identified the discount rate and the prepayment rates used in the valuation

as the most significant estimates for the fair value of mortgage loans, and the |

“discount rate as the most significant estimate for the debt securities. The accounting:

policy for the .mortgage. loans and debt securities is disclosed in note 1 and the

estimates basis is disclosed in the key sources of estimation uncertainty section of

note 1. The mortgage loan balance and debt securities balance are disclosed in note
- 13 of the financial statements.

How the scope of our We obtained an understanding of the process and the relevant controls in relation
audit responded to the to the valuation process. '
key audit matter , , : o
‘ We performed the following substantive audit procedures over the valuation of the
mortgage loans and debt securities: -
e evaluated the competence, capability and objectivity of the third party who
was engaged to perform the valuation;
* involved our financial instrument valuation specialists, who performed an

12
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independent valuation;

e challenged and assessed the reasonableness of valuatlon inputs-specifically the
discount rate and prepayment rates through comparison to independent
market data;

e tested on a sample basis the accuracy and completeness of the mputs to the
fair value model to underlying source data; ' : '

e performed a stand back assessment of the appropriateness of the

assumptions, model and input data to evaluate any contradictory evidence;

and :

. e assessed the appropriateness of dlsclosure related to the mortgage loans and

the debt securities in note 1 and 13 of the financial statements.

. Key observations A control deficiency was identified over the brocess for the review of inputs and
assumptions used in the fair valuation model. As at the year-end date, the fair
valuation model was updated to correct the related errors. .

From the work performed, we are satisfied that the estimates involved in-the fair
valuation are reasonable and the valuation of the mortgage loans and debt securities

~held at fair value through profit or loss and the related disclosures as at 31 December
2023 are appropriate. A A

6. Our application of materiality - )

6.1. Matenallty )
We define materiality as the magnltude of misstatement in the financial statements that makes it
probable that the economic decisions of a reasonably knowledgeable person would be changed or
influenced. We use materiality both in planning the scope of our audit work and in evaluating the results
of our work.

Based on our professional Judgement we determined materiality for the financial statements as a
whole as follows:

Materiality . £ 17m (2022: £2.14m)

Basis fo.r o 1% of the preliminary fair value of the mortgage loans (2022: 1% of the preliminary
determining = fajr value of the mortgage loans).
materiality

As at the year end, the final fair value of the mortgage loans was £222m and we did
not revise our materiality set during the planning phase of the audit.

Rationale  for The note holders are the primary users of the financial statements and the key

the benchmark focus for users of the financial statements is the fair value of the financial assets

applied .held at fair value through profit or loss as the repayment to noteholders is dr|ven
by collections on the mortgage portfolio. :

13
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Preliminary mortgage Materlallty £2.17m
loans £217m
m Preliminary mortgage
loans '
® Materiality Clearly trivial
threshold £0.108m

6.2. Performance materiality
We set performance materiality at a level lower than materlallty to reduce the probablllty that, in
aggregate, uncorrected and undetected misstatements exceed the materiality for the financial
statements as a whole. Performance materiélity was set at 70% of materiality for the 2023 audit (2022:
70%). In determining performance materiality, we considered the following factors:

a. our risk assessment, including our assessment of the quality of the control environment;

b. our understanding of the business processes and the nature of the company’s operations as
a special purpose vehicle; and

c. the nature, volume and size of any corrected and uncorrected mlsstatements identified in
the pnor year.

6.3. Error reporting threshold A
We agreed with those charged with governance that we would report to them all audit differences in
excess of £0.108m (2022: £0.107m), as well as differences below that threshold that, in our view, -
warranted reporting on qualitative grounds. We also report to those charged with. governance on
disclosure matters that we identified when assessing the overall. presentation of the financial
statements. '

7. An overview of the scope of our audit

7.1. Scoping

Our audit was scoped by obtaining an- understandlng of the entity and its environment, mcludlng
internal control, and assessing the risks of material misstatement. Audit work to respond to the
risks of material misstatement was performed by the audit engagement team, which included our
financial instrument valuation specialists. '

7.2. Our consideration of the control environment '

We obtained an understanding of the control.environment, including the underlying IT:Systems.
We planned not to rely on the general IT controls or application controls, as the company’s
operations are largely based on manual processes and controls.

We assessed the control environment including the use of service organisations. We obtained an

understanding of the relevant controls over financial reporting, the valuation of mortgage loan and
debt securities and other relevant processes that address the risks of material misstatement.

14
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8. Other information

The other information comprises the information included in the annual'report, other than the financial’
statements and our auditor’s report thereon. The directors are responsible for the other information
. contained within the annual report. : .

Our opinion on the financial statements does not cover the other information and, except to the extent
otherwise.explicitly stated in our report, we do not express any form of assurance conclusion thereon.

Our responsibility is to’ read the other information and, in d'oing so, consider whether the other
information is materially inconsistent with the financial statements or our knowledge obtained in the
course of the audit, or otherwise appears to be materially misstated. s

If we identify such material inconsistencies or apparent material misstatements, we are required to"
detérmine whether this gives rise to a material misstatement in the financial statements themselves.
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. ' ‘ :

e o —— e e
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! We have nothing to report in t_bis regard.

9. Responsibilities of directors

As explained more fully in the directors’ responsibilities statement, the directors are responsible for the:
preparation of the financial s'tatements and for beingsatisfied-that they give a true and fair view, and,

for such-internal control-as the directors 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 cohcern and using the

going concern basis of accounting unless the directors either intend to liquidate the company or to
_cease operations, o_r‘ have no realistic alternative but to do so:

10.Auditor’s 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 material mis_statément, whether due to fraud or error, and to issue an auditor’s 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 theaudit of the financial statements is located on the
FRC’s website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s
report. - .

‘11.Extent to which the audit was considéred_capable of detecting irregularitiés,
including fraud ' :

irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect material misstatements in respect -
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of |rregular|t|es including fraud. The extent to which our procedures are capable of detectmg
irregularities, including fraud is detailed below.

11.1. Identifying and assessmg potential risks related to |rregular|t|es
In identifying and assessing risks of material misstatement in respect of |rregular|t|es mcIudmg fraud
and non-compliance with laws and regulations, we considered the following:

e the nature of the industry and sector, control environment, and business performance
including the design of the company’s remuneration policies, key drivers for the directors’
remuneration, bonus levels and performance targets;

e _ the results of our enquiries of management, and those charge wnth governance about their

- own identification and assessment of the risks of irregularities, including those that are
specific to the company’s sector; ’

e any matters we identified having obtained and reviewed the company’s documentation of
their policies and procedures relating to: . .
o) identifying, evaluating and complying with laws and regulations and whether they were

aware of any instances of non- -compliance;
o detecting and responding to the risks of fraud and whether they have knowledge of any
actual, suspected or alleged fraud;
o theinternal controls established to mitigate risks of fraud or non-compliance with laws
‘ and regulations; '

e the matters discussed among the audit engagement team and relevant internal specrallsts
including financial instrument valuation and IT specialists regarding how and . where fraud
might occur in the financial'statements and any potential indicators of fraud.

As a result of these procedures, we considered the opportunities and incentives that may exist within
the organisation for fraud and identified the greatest potential for fraud in the valuation of mortgage
loans and debt securities held at fair value through profit or loss. In common with all audits under ISAs .
- (UK), we are also required to perform specnﬂc procedures to respond to the risk of management .
override.

We also obtained an understanding of the legal and regulatory frameworks that the company operates
in, focusing on provisions of those laws and regulations that had a direct effect on the determination
of material amounts and disclosures in the financial statements. The key laws and regulatlons we
con5|dered in this context included the UK Companies Act UK Listing Rules, tax legislation.

In addition, we considered provisions of other laws and regulations that do not have a direct effect on
the financial statements but compliance with which may be fundamental to the company’s ability. to
operate or to avoid a material penalty. : '

11.2. " Audit response to risks identified
As a result of performing the above, we identified the valuation of mortgage Ioans and debt securities
held at fair value through profit or loss as a key audit matter related to the potential risk of fraud. The
key audit matters section of our report explains the matter in more detail and also descrlbes the speC|f|c
- procedures we performed in response to that key audit matter.

In addition to the above, our procedures to respond to risks identified in¢luded the following:

» reviewing the financial statement disclosures and testing to supporting documentation to
assess compliance with provisions of relevant laws and regulations described as having a
direct effect on the financial statements; '
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e enquiring of management, those charged with governance concerning actual and potential
litigation and claims; ‘
e performing analytical procedures to identify any unusual or unexpected relationships that
may indicate risks of material misstatement due to fraud; '
e reading minutes of meetings of those charged with governance reviewing correspondence
with HMRC; and
e in addressing the risk of fraud through management override of controls, testing the
appropriateness of journal entries and other adjustments; assessing whether the judgements
made in making accounting estimates are indicative of a potential bias; and evaluating the’
business rationale of any 5|gn|f|cant transactions that are unusual or outside the. normal
course of business. : ‘
We also communicated: relevant identified laws and regulations and potential fraud risks to all
engagement team members including internal specialists, and remained.alert to any mdlcatlons of
fraud or non-compliance with laws and regulations throughout the audit.

Report on other legal and regulatory requirements

12.0pinions on other matters prescribed by the Companies Act 2006

- P mm ke w L m h e e e e AAa e - S Cw R mer e e e e 4 e e e s ———— - = -y

In our opinion, based on the work undertaken in the course of the audit:

e the information given in the strategie report and the directors’ report for the financial year for
which the financial statements are prepared is consistent with the financial statements; and

e the strategic report and the directors’ report have been prepared in accordance with applicable
-legal requirements. )

In the light of the knowledge and understanding of the company and its environment obtained in the

course of the audit, we have not identified any material misstatements in the strategic report or the

dlrectors report

| I VU,

13.Matters on which we are required to report by exception |

13.1. Adequacy of explanations received and accounting records
Under the Companies Act 2006 we are required to report to you if, in our opinion:

e we have not received all the information and explanations we require for our audit; or
e adequate accounting records have not been kept, or returns adequate for our audit have not
been received from branches not visited by us; or

e the financial statements are not in agreement with the accounting records and returns.

We have nothing to report in respect of these matters.

[_We have nothing to report in respect of this matter.

13.2. * Directors’ remuneratlon
Under the Compames Act 2006 we are also required to report if in our opinion certain disclosures of
directors’ remuneration have not been made. :
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1_4.0ther matters which we are required to address

14.1. Auditor tenure
Following the recommendation of those charged with governance, we were appointed by the board of
ERM Finding Plc on 22 August 2022 to audit the financial statements for the year ending 31 December
2021 and subsequent financial periods. The. period ofi total uninterrupted engagement including
previous renewals and reappointments of the firm is 3 years, covering the years endlng 31 December
2021 to 31 December 2023 . :

14.2. Con5|stency of the audit report with the additional report to those charged with
governance :
Our audit opinion is consistent wrth the additional report to those charged with governance we are
required to provide in accordance with ISAs (UK).

'1'5_.U'se of our report

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

DocuSigned by: -

CZCOBEFE60984FB
Ifada Mahroof (Senlor statutory audltor)

For and on behalf of Deloitte LLP
Statutory Auditor
London, United Kingdom

28 June 2024
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_ STATEMENT OF COMPREHENSIVE INCOME

Interest receivable and similar income
Interest payable and similar expenses
Net interest income

Administrative expenses
Movement in fair value through profit and loss
Profit before taxation

Taxation

Profit for the year .

All amounts.relate to continuing operations.

Notes 1 to 17 formpart of these financial statements.

There were no other gains or losses in the current or prior year.
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Note

Year

Year -
ended 31 ended 31
December December
2023 2022
£000 £000
17,142 18,102
(11,348) (11,531)
- 5,794 6,571
(1,287) (1,549)
(1,194) 19,929
3,313 24,951
(2) (2)
3,311 24,949
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REGISTERED NUMBER 12498822

STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2023

Non-current assets . ‘ V Note - : 2023 .. 2022
£000 £000
Mortgage loans , 13 © 222,274 226,232

Total non-current assets ' : - ' 222,274 . 226,232 .

Current assets

N

Trade and other regeivabl%as 8 - 149 ‘ .1,036
Rev4erse. repurthase agreemeht 1 9 . 35,709 36,587
Casﬁ and cash equivaieﬁts < . 10 . 4,802 ‘ 7,599
Tdtal current assets ’ ' A. '40,660 . 45,222

Current liabilities

" Trade and other payables A _ 11 4,977 _ 3,834:

Net current assets - ] e : 35,683 - 41,388
Total assets less current liabilities . - 257,957 267,620

Non-current Iiabilitigs :

N

Debt securities - i3 . 225,891 4 238,865

NET ASSETS . o T 32,066 28,755

Capital and reserves

Called up shal;e capital . 12 50 50

Retained earnings . A . 32,016 - 28,705 -

TOTAL EQUITY ) o o .. 32,066 . 28,755

These financial statements were approved by the Board of Directors and authorised for issue on 28 June 2024.
Signed.on behalf of the Board of birectors by:

Rich Lynn - . . )

" For and on behalf of L.D.C. Securitisation Director No.1 Limited

Director

Notes 1 to 17 form part of these financial statements.
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" STATEMENT OFACHANGES IN EQUITY

Balance at 1 January 2022 -
Profit for the yéai’

Balance at 31 December 2022
Profit for the year

Balance at 31 December 2023

Ordinary sh?re Retai.ned Total
capital - earnings
£000 £'ooq £000°
50 3,756 13,806
- 24,949 24,949
50 28,705 28,755
- ’ 3,511 3,311
32,066

Notes 1to 17 form partA of these financial statements.-
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STATEMENT OF CASH FLOWS
: : "Note :
. Year ended Year ended
31 December 2023 31 December 2022
£000 . £000

Operat'ing activities . ' : :

" Profit on ordinary activities before tax _ ' o ' 3,313 24,951 -
Adjustments for: - ' A ' .
Mortgage' interest receivable and similar items ' 3 (16,796) _ (17,869)
Reverse repurchase agreement interest receivable 3 ~ (183) (152)
Loan Notes inferest payable and similar items - ) 4 ' '11,348 11,531
Fair value movement throdgh profit and loss 5,13 . 1,172 , '(19,309)
Amortisation of day 1 fair'value gain’ ) A 5,13 S22 v (620)

o ' (1,124) (1,468)
Changes in working capital | ' '
Decrease in trade and other receivables : ) 8 . ' 887 7,461
(Decrease)/increase in trade and.other payables : ' ' 1 (365) 428
! 522 *'7,889

Net cash (used in)/ generated by qperating activitieAsA ) (602) . 6421
before tax
Tax pald. I 2 ] -
Investing activities ) . . . . :
Mortgage loans acquired o 13 - . 13,982) . (5,199) .
Mortgage amounts repaid . : 13 11,218 - 27,007
Reverse repurchase agreement redeemed/(aizquiréd) 9 . 890 (36,560)
"Mortgage interest and similar income received o 3. . 2,670 - 6,703
Reverse repurchase'Agreeme‘nt income received .3 : 171 : 125
Net cash generated from/(used for) investing activities ' 10,967 (7,924)
Financing activities - ' o , : :
Loan Notes repaid . 13 "(3,321) o (19,712)
Loan Notes interest paid 4. ' (9,839) (9,979)
Net cash used in financing activities : ' {13,160) (29,691)
Decrease in cash during the year i : (2,797) . (31,194)
’Cash and cash equivalents at 1 January ' R 7,599 ) 38,793
Cash and cash equivalgnts at 31 December ' 10 R - 4,802 V 7,599

Notes 1 to 17 form part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS
1. ° ACCOUNTING POLICIES.

The Company was incorporated in England and Wales on 4 March 2020, as ERM Funding PLC. The Company is a
public company limited by shares incorporated in the United Kingdom under the Companies Act 2006. The
Company has its registered office at 8" Floor, 100 Bishopsgate, London, EC2N 4AG. ‘ -

The following accounting p‘olicies have been applied consistently in dealing with items which are considered
material in relation to the financial statements and the Company’s principal activities of raising finance through
Loan Notes and DCls and using the proceeds to purchase a portfolio of lifetime mortgages.

Basns of preparation

The financial statements of the Company have been prepared in accordance with FRS 102, the Fmancual
Reporting Standard applicable in the United Kingdom and the Republic of Ireland, in conformity with the
- requirements of the Companies Act 2006. The financial statements are also in compliance with FRS 103
Insurance contracts (‘FRS 103’).

The financial statements are prepared on the historical cost basis except for the mortgages loans, Loan Notes,
DCi and Reverse Repurchase Agreement which are measured at fair value as described further in the accounting
policies. The functional and presentation currency of the Company is considered to be pounds sterling because
that is the currency of the primary economic environment in which the Company operates. Amounts in the
financial statements have been rounded to the nearest £1,000.

Going concern . .
At 31 December 2023 the Company had only issued one Series under its Programme, belng Serles 2021 1.

-Due to the way in ‘which the transaction underlying the sole purpose of the Company has been structured, the
Company is only required to repay the funding to the extent that it receives income from the underlying
* mortgage pool.

World events including conflicts in Russia/Ukraine and Israel/Gaza have affected the global economic markets
and is exacerbating ongoing economic chaIIernges, including inflation and global supply chain disruption: The
Directors believe that the Company’s performance is not diréctly affected by the economic implications of the
conflict. However, while the extent and duration of the effect of this economic uncertainty remains unclear,
there is a risk of stifled growth for the Company as borrowers will be unable/unwilling to take on extra debt in
“the current environment.

- After making enquiries and taking into consideration the availability of liquidity and reserve funds and that the
Company continued to collect interest and principal on the mortgage loans, that there were no financial or non-
financial triggers during the year as well as that principal repayments of loan notes are only required to the
extent that amounts are received from borrowers, the directors have a reasonable expectation that the
Company has access to adequate resources to continue to operate for a period of at least 12 months from the
date of these financial statements. The directors have therefore prepared these financial statements on the
going concern basis.

Segmental reporting
The Company operates in one business sector and generates all income in the United Kingdom and therefore
there is only one segment. - .

Financial instruments

Financial assets and financial liabilities are recognised in the Company s Statement of financial position when the
Company becomes a party to the contractual provisions of the instrument.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
1 ACCOUNTING POLICIES {CONTINUED)

Mortgage Loans

The mortgage loans are held at-fair value through profit and loss. The mortgage contracts contain a No Negative
Equity Guarantee {'NNEG') clause where the Company cannot pursue a borrower in the event that the proceeds
from the sale of the property are less than the contractual loan balance outstanding. Therefore, ,}the lifetime
mortgages meet the definition of an insurance contract FRS 103. The Company has made an accounting policy
choice to not unbundle the contract and to account for the whole amount of the lifetime mortgage (including
both the NNEG and the loan excluding NNEG) as one instrument and to recognise this at fair value on acquisition
of the mortgages and subsequent measurement

Day 1 fair value differences

On acquisition of the mortgage loans, there may be differences arising between the transaction price and the

" fair value. The fair value of the mortgage loans and DCls is determined using unobservable data and therefore
the difference between the transaction price and the fair value is not recognised immediately in the income
statement but is deferred and recognised over the weighted average expected life of the mortgage loans. The
amounts recognised in the statement of financial position \relating to the difference between the transaction
price and the amounts determined at initial recognition using valuation techniques are as follows:

2023 o 2022
o Note £000 £'000
-Opening Balance as at 1 January o 7,351 7,971
Amount amortised during the year 5,13 {282) - (485)
Additional amortisation due to change in weighted average ' 304 © (135)
life of the mortgage loans _ '
‘Closing Balance as at 31 December - . : ) 7,373 _ ' 7,351

The amortisation of the day 1 gain is less by £304,000 (2022: £135 000 more), due to the change in weighted
average life of the mortgage loans.

Reverse Repurchase Agreement (Reverse Repo) .

The Company entered into a Reverse repurchase Agreement with RGA Americas whereby it provides cash not
. currently required for the quarterly waterfall, to RGA Americas in exchange for eligible securities to be placed on
deposit. Depending on the type of eligible securities invested in, RGA Americas may also need to e)(change a
" certain level of collateral. The Reverse Reptjrchase Agreement is treated as a collateralised financing transaction.
The financing is initially and subsequently carried at the amount at which the securities were acquired plus
accrued interest, which approximates fair value. The income earned on the transaction is accounted for in the
‘income statement on-an accrual basis.

Liabilities . .

The Loan Notes and DCls contain a non-recourse feature that transfers the insurance risk on the mortgage loans
to the noteholder. Accordmgly, the Loan Notes and DCls meet the definition of a reinsurance contract. These
.are measured at fair value through profit and loss ‘o.n acquisition and for subsequent measurement in line with
the mortgage assets. ' ’

Offsetting

Financial assets and liabilities are only offset in the statement of financial position when, and only when, there
exists a legally enforceable right to set off the recognised amounts and the Company intends either to settle on
a net basis, or to realise the asset and settle the liability simultaneously.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
1. ACCOUNTING POLICIES (CONTINUED)
Financial instruments'(con_tinued)

Derecognition’

Assets . :
Financial assets are derecognlsed when (a) the contractual rlghts to the cash flows from the financial'asset expire
or are settled; (b) the Company transfers to another party substantially all of the risks and rewards of ownership
of the financial asset; or (c) the Company, despite having retained some sngmflcant risks and rewards of
ownershlp, has transferred control of the asset to another party.

Llabllltles
~ Financial liabilities are derecognlsed only when the obligation specnfled in the contract is dlscharged cancelled
" or expires. : :

Cash and cash equuvalents .
Cash and cash equivalents comprise cash, short-term bank deposits and the reserve accounts with an original
maturity of three months or less. The reserve accounts are restricted accounts and can onIy be used as set out
in the ”quUIdlty risk” sectlon of Note 13.

Interest income :

The Company’s primary source of income is interest income, whsch is accrued ona tlme basus When interest is
included as a component of a financial asset’s fair.value, interest is reflected separately to changes in fair value
in the statement of comprehensive income within ‘Interest receivable and similar income’.

Interest expense .
Interest expense is accrued on a time basis, by reference to the principal outstandlng of the Ioan notes.

. Administrative expenses :
Admlnlstratlve expenses are recognlsed in the statement of comprehenswe income on.an accrual baS|s

Taxation

The Company falls within the permanent tax regime for securitisation companies; The Taxation of Securitisation
" of Companies Regulation. The directors are satisfied that the company meets the definition of a ‘securitisation
company’ as defined by both the Finance Act 2005 and subsequent.secondary legislation and that no
incremental unfunded tax liabilities will arise. As a result, the Company is subject to tax on |ts issuer proflt as
: determmed in the transaction documents.

Critical judgements and key sources of estimation uncertalnty

The preparation of financial statements in conformity with UK GAAP-requires management to make judgements, .
estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities,
"income and expense, in particular the estimation of future cash flows on the portfollo of mortgage loans in order
to determine the fair value of these investments. : .

The estimates and associated assumptionhs 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 judgements
on carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates used in the financial statements.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates

are recognised in the period in which the estimate is revised if the revision affects only that period, or in the
period of the revision and future periods if the revision affects both-the-current and future periods.
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NOTES TO THE FINANCIAL STATEM ENTS (CONTINUED) .
1. ACCOUNTING POLICIES (CONTINUED)
Critical judgements and‘key sources of estimation uncertainty (continued)

Key sources of estimation uncertainty

Fair value of mortgage loans, Loan Notes and DCls

The Company. holds its lifetime residential mortgage loans,. Loan Notes and DCls at fair value through profit and
loss. The fair value of the lifetime residential mortgage loans, Loan Notes and DCls has been determined using
. adiscounted cash flow methodology applied by valuation experts and there is inherent estimation uncertainty
underpmnmg the assumptions used. Management have considered the assumptions made, which principally
relate to: conditional prepayment rates, the mortality rates of borrowers, dlscount rates and future cash flows
and have determmed these to be approprlate

| For sen5|t|V|ty analysis of the key assumptions, plvease see Note'13.
. Critical accounting judgements
There are no areas of critical accountmg Judgement
2. DIRECTORS’ REMUNDERATION AND EMPLOYEE.S"
The (Eombahy has no employees (2022: nil). |
‘ None of.the directors, all of whom are appoihted under the terms ofa Corporate Se'rvices Agreement entered '

into by the Company with Law Debenture Corporate Services Limited, received any remuneration for their
services during the year (2022 - £nil)..

3. INTEREST RECEIVABLE AND SIMILAR ]NCOME :
’ : : Year ended . Year ended
31 Dec 2023 31 Dec2022 -
£000 £000
Interest mcome . ) . 16,449 16,418
Early Repayment Charge (ERC) income - 333 1,448 .
" ‘Feeincome -, 14 3
Bank interest income 163 81
Reverse repurchase agreement income 183 152 )
' 17,142 18,102 .
4. INTEREST PAYABLE AND SIMILAR EXPENSE :
' ' Year ended 31 Year ended
Dec2023 - 31 Dec2022
_ i EOOQ : £000
Interest expense on Loan Notes E 11,348 11,531

11,348 . 11,531
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

5. MOVEMENT IN FAIR VALUE THROUGH PROFIT AND LOSS -

Year ended 31 Year ended 31

/ Dec 2023 Dec 2022

‘ : . - £000 £000

Fair value loss on mortgage loans ' . ' (10,847) " (85,802)
Fair value loss on Loan Notes - : ' - 9,337 . 104,903

Fair value loss on DCI , 328 208

. Amortisation of day 1 fair value ga‘in ‘ C (22) 620

o ‘ (1,194) 19,929
6. - PROFIT BEFORE TAXATION ’

Profit for the year before taxation is stated after.charging the following: . ’ .

Year ended Year ended

31 Def: 2023 31 Dec'2022
£000 - £000

Audltors remuneration for the audit of these flnanaal '
statements (excluding VAT). . o 110 ' 341

There were no fees payable in the current or prior year to the auditors and their associates for services other
than the statutory audit.

7. TAX ON PROFIT ON ORDINARY ACTIVITIES .

- (a) . Analysis of taxation charge

~ Year ended Year ended

: . . 31 Dec 2023 31 Dec 2022

UK corporation tax: A ' ) . £000 . £000
Current.tax ' - 2 . ' 2
Total tax charged : 2 2

(b) Factors affecting the tax charge for the year

" The tax assessed for the year is lower than (2022: lower than) the standard rate of corporation tax in the UK of
23.5% (2022: 19%). A reconciliation of charge that would result from applying standard UK corporation rate to
the proflt before tax to the actual tax charge is glven’below

Yearended Year ended

31 Dec 2023 31 Dec 2022
£000 £000

Profit before tax for the year . . . 3,313 ' 24,951
779 - 4,781

UK corporatioh tax charge @ 23.50% (2022: 19'.00%) ) , o
Reduction in tax due to accounting profit not taxable in accordance (777) . (4,739)
" with The Taxation qf Securitisation Companies Regulations '

Total tax expense : ‘ : ’ 2 2
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED) R

7. TAX ON PROFIT ON ORDINARY. ACTIVITIES (CONTINUED) .

(c) Factors affecting the Company current tax charge for the year

For UK corporation tax purposes, the Company has been considered as a securitisation-company under the -
Taxation of Securitisation Companies Regulations. Therefore, the Company. is riot required to pay corporation
tax on its accounting profit. Instead, the Company is required to pay tax on its ¢ash retained profits as specified
in the documentation governing the securitisation transaction into'which the Company has entered.

From 1 April 2015 to 31 March 2023, a single\rate of corporation tax of 19% applied to all companies. From the
financial year beginning 1 April 2023, the main rate of corporation tax increased from 19% to 25% for companies
with profits in excess of £250,000, while companies with profits of £50,000 or less that met the criteria of a small
compény continued to pay taxes at 19%. However, the Company, defined as a securitisation company, closely
resembles a Close Investment Holding Company and therefore in the interest of prudence, is subject to the main
rate of 25% from 1 April 2023. : :

8. TRADE AND OTHER RECEIVABLES .
’ : 31 Dec 2023 " 31Dec 2022
' £000 © £000
Other debtors : _ : © 50 g 50
“Sundry debtors - . ‘ 99 986
' 149 - 1,036.

Other debtors relate to the cash held by the Share Trustee in relation to the paid-up share capital of the Company. .
Sundry debtors relate to loan funding amounts which have not yet been utilised by M2L. .

-9, "~ REVERSE REPURCHASE AGREEMENT ‘

' 31 Dec 2023 31 Dec 2022

' _ - £000 . £000

Principal balance at start of year . ‘ . 36,560 : ' -
" Additions during theyear . —_— - 36,560
Repayments during the year - o (890) . ‘ -
Principal balance at end of year ' : ' 35,670 36,560
Accruedincome o 39 ‘ 27
' ' 35709 - 36587

. As at 31 December 2023 there was one Reverse Repurchase Agreement in place (2022: 1). :

Main terms of the Reverse Repurchase Agreement in place as at 31 December 2023 are shown below. These
terms have not changed from the prior year..

Notional . . Rate Maturity ' Counterparty

£000 . %

35,670 ) 0.5 : » “Receivable on demand RGA Americas
The pledged assets under this contract were valued at £61,000,000 as at 31 December 2023 (2022: £61,000,000).

The long term credit rating of the liquidity facility manager for the Reverse Repurchase Agreement usung
Moody'’s credlt rating,-is Baal(2022: Baal)
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10,

11.

12,

13.

CASH AND CASH EQUIVALENTS

31 Dec 2023 " 31 Dec 2022°
. '£000 £000
Cash at bank, 4,802 7,599
: 4,802 .7,599
TRADE AND OTHER PAYABLES , ’
: : 31 Dec.2023 31 Dec 2022
, ~ £000 £000
" Interest payable 4,557 3,049
Sundry creditors 418 783
Tax payable - 2 ‘ 2
o 4,977 3,334
CALLED UP SHARE CAPITAL )
31 Dec 2023 31 Dec 2022
£000 " £000
Authorised : ’
50,000 ordinary shares of £1.00 each - — 50 50
Aliotted, called up and fully paid _ o '
50,000 ordinary shares of £1.00 eéch , ‘ o ‘ - 50 ' 50

. Only one class of shares is in issue.

_ : i .
MORTGAGE LOANS, REVERSE REPO AND DEBT SECURITIES INCLUDING THEIR FINANCIAL RISK
MANAGEMENT

The Company was set up as a special purpose vehicle to establish a lifetime mortgage-backed securities -
programme. It.issued limited recourse, fixed rate Loan Notes.(the “Notes”) and DCls, together referred

'to as the “Debt securities”. It used the proceeds to acquire the beneficial mterest in a portfolio of

residential lifetime mortgages (the ‘mortgage Ioans”)

The mortgage contracts contain a NNEG clause where the Company cannot pursue a borrower in the
event that the proceeds from the sale of the property are less than the contractual loan balance

' outstandlng Therefore, the lifetime mortgages meet the definition of an insurance contract under FRS

103. The mortgages fall within level 3 of the fair value hierarchy..

The Company has made an accounting policy. choice to not unbundle the contract and to account for
the whole amount of the lifetime mortgage (including both the NNEG and the loan excludmg NN EG) as
one instrument and to .recognise this at fair value on ach|5|t|on of the mortgages and subsequent
measurement.

The Loan Notes contain a non-recourse feature that transfers the insurance risk on the mortgage loans
" to the noteholder. Accordingly, the Loan Notes, together with the DCls meet the definition of a

reinsurance contract. These are measured at fair value in line with the mortgage assets and both the

Loan Notes and DCls fall within level 3 of the fair value hierarchy. .
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13

MORTGAGEALOANS lREVERSE REPO AND DEBT SECURITIES INCLUDING THEIR FINANCIAL RISK
MANAGEMENT (CONTINUED)

Fair value hierarchy

Quoted market prices - Level 1

Financial instruments, the valuations of which are determined by reference to unadjusted quoted prices
for identical assets or Il_abllltles in active markets where the quoted price is readily available, and the
price répresents actual and regularly occorring market transactions on an arm’s length basis. An active °
market is one in which transactions occur with sufficient volume and frequency to provide pricing
information on an ongoing basis. ’

* Valuation technique using observable inputs - Level 2

Financial instruments that have been valued using inputs other than .quoted prices as described for
level 1 but which are observable for the asset or |iabi|ity,.either directly or indirectly.

'Valuatlon techmque using S|gn|f'cant unobservable mputs Level 3

Financial instruments, the valuation of which mcorporates significant inputs for the asset or liability

" that are not based on observable market data (unobservable inputs). Unobservable mputs are those

inputs are generally determined based on observable inputs of a similar nature, h:stonc observatlons ,
on the level of the input or analytical techniques.

MORTGAGE LOANS .
31 Dec 2023 31 Dec2022

_ i 4 £000 - . £000
Balance brought forward - 2i6,232 o 322',676
Loans purchased during the year o _ o - 3,982 5,199
Interest and fees : i ) 14,125 . 17,868
Repayments 4 ‘ ) (11,218) (33,710)
Fair value movement on mortgage loans o - (10,847) " (85,802)
Balance carried forward o o - 222,274 226,232

The mortgage loans have no fixed maturity date. They are exoected to terminate at the earlier of the

_death of the mortgage account holder, transfer into long term care, the date of sale of property or early

repayment by the borrower. As the maturity cannot be determined, the mortgage ‘loans have been
cIassnﬂed as Iong term. : :

DEBT SECURITIES 4
31 Dec 2023 31 Dec 2022
£000 .- £000
Loan Notes : S 219,530 . 232,198
Deferred Consideration Instrument ', o 6,361 6,667

' . 225,891 -, 238,865

The Company has charged by way of securlty to the Note Trustee its rights to receive principal and

. interest on the mortgage loans.
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MORTGAGE LOANS REVERSE REPO AND DEBT SECURITIES 'INCLUDING THEIR FINANCIAL RISK
MANAGEMENT (CONTINUED)

2023
Class

Al Notes
A2 Notes
B Notes
C Notes
D Notes
E Notes

Z1 Notes . -

Z2 Notes*
Fair value

movement

2022
Class

Al Notes
A2 Notes -
B Notes

C Notes

D Notes

E Notes

Z1 Notes
22 Notes*
Fair value
movement

Total
Nominal
value

" £000
170,230
110;560
38,387

- 3,510
- 2,630
1,750
2,190
2,190

331,447

Total
Nominal
value
£000
170,230
110,560

41,708 .

3,510
2,630
1,750
2,190
2,190

334,768

Issue
price
T %

101.1

102.4.

-100
100
100
100

85
10

Issue
price
%

101.1
102.4
100

100
© 100

100
85
10

Total Principal -Net
Principal retained principal
by RGA .
£000 £000 " £000
172,154 34,431 137,723
113,268 96,278 16,990
38,385 30,710 7,677
3,510 2,457, 1,053
2,630 1,841 789
1,750 875 875
11,862 931 931
219 110 110
(114,248) ‘
219,530 167,633 166,148
Total  Principal Net
. Principal retained principal
o by RGA
£000 £000 £000
172,154 34,431 137,723
113,268 96,278 16,990
41,708 33,366 8,342
3,510 2,457 1,053
©2,630 1,841 789
1,750 " 875 . 875
1,862 931 931
219 110 110
(104,901) ~
232,200 170,289 166,813

-The terms of the loan Notes for each Series as.at 31 December 2023 are listed below.

Fixed

- Interest

rate

3.000%

3.300%
4.265%
5.492%
6.673%
7.646%
10.000%
2.000%*

Fixed
Interest
rate

3.000%

3.300% -

'4.265%
5.492%
6.673%

7.646% .

10.000%
2.000%*

Maturity date

- 15/07/2090
15/07/2090
15/07/2090
15/07/2090
15/07/2090

. 15/07/2090

15/07/2090 -
15/07/2090

Mafurity date

15/07/2090
15/07/2090
15/07/2090 -
15/07/2090
15/07/2090
15/07/2090
15/07/2090
15/07/2090

* The interest Rate on the Z2 Notes increases to a fixed rate of 12% from and including the Interest

~ Period commencing on the Series Payments Date falling in October 2036.

The holders of the DCls are the Ieast ranking Notes in the priority of payments. They are entitled to any
quarterly residual income, after paying the related expenses and Note holder interest and principal for -
each Tranche. as relevant. All DCIs are held by RGA Americas and are measured at fair value through
profit and loss account.
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MORTGAGE LOANS REVERSE REPO AND DEBT SECURITIES INCLUDING THEIR FINANCIAL RISK

MANAGEMENT (CONTINUED)

RECONCILIATION OF OPENING AND CLOSING BALANCE OF DEBT INSTRUMENTS

Loan Notes

Balance at start of year .
Repayments during the year
Movement in fair value

s

Balance at end of year

DCls

Balance at start of year

Amortisation of day 1 fair value gain
Movement in fair value . " :

Balance at end of year

The deferred day 1 fair value gain recognised is set out below:

Balance at start of year
Amount amortised during the year
Additional amortisation due to change in weighted

- average life of the mortgage loans

31 Dec 2023 31 Dec 2022
£000 £000
232,198 356,813
(3,321) (19,712)
(9,347) (104,903)
219,530 232,198
31 Dec 2023 '31 Dec 2022
£000 ‘ £000 -
6,667 7,495
S22 (620)
(328) (208)
6,361 6,667
31 Dec 2023 31 Dec 2022
£000 .'£000
7,351 7,971
(282) (485)
" 304 (135)
7,373 7,351

Balance at end of year

Fair value

The faif value of the mortgage loans is derived from discounted cash flow models. These models
incorporate observable inputs such as prepayment rates, rate of borrowers moving into long term care,
liquidation time between mortality and redemption of the collateral as'well as appropriate discount
rates. The fair value of the Loan Notés is derived from discounted cashflows using zero coupon gilt
rates plus a spread. Due to the way the transaction was set up and the limited recourse nature of the
‘Loan Notes, the fair value of the DCl is the net fair value of all the other assets and liabilities to give the

Company a net asset value {(“NAV”) equal to the equity.
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- 13, MORTGAGE LOANS REVERSE REPO AND DEBT SECURITIES INCLUDING THEIR FINANCIAL RISK
MANAGEMENT (CONTINUED)

Sensitivity analysis

The impact of a chahge in the fair value of the rhortgage loans and loan notes if different levels of the ‘
key assumptions were applied is set out below: ’ '

31 December 2023 -

Fair value results
Fair value e e e Lo .
£000s Most significant inputs Positive Negative impact
impact £000s £000s
Mortgage loans | .« 222,274 | Mortality rate 217,765 215,250
Mortgage loans 222'274 Discount rate -+ 250,676 188,787
Mortgage loans 222,274 Prepayment rate 258,769 180,976
Lo.an Notes ' 219,530.| Discount rate . 194,280 249,855
31 December 2022
- Fair , ' - Fair value results
value L . — — :
£000 Most significant inputs Positive Negative impact
impact £000 £000 -
Mortgage loans 226,232 | Mortality rate 226,970 225,464
Mortgage loans 226,232 | Discount rate ' 256,507 201,462
Mortgage loans 226,232 | Prepayment rate 258,553 184,292
Loan Notes 232,200 | Discount rate - 264,239 205,777
For the sen.{itivity analysis set out above, the following scenarios were used:
Base case Downside case | Upside case
Mortality rate 90% multiplier - +5% -5%
‘Discount rate - mortgages | GBP zero coupon gilts rate + | +1% -1%
o liquidity premium :
Prepayment rate | Variable range from 3-10% +5% -5%
» ) with long term rate of 3% N '
Discount rate - loan notes | GBP zero coupon swap rate + : +1% . -1%
liquidity premium '

(Credit risk

Credit risk is the risk that the counterparty to a financial instrument will fail to discharge an obligation.
or commitment that it has entered into with the Company.
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Credit risk (continued)

The main assets of the Company are lifetime mortgage loans. These mortgage loans are only expected
“to repay both capital and interest at the earlier of: the death of the mortgage account holder, transfer

_ into long term care, the date of sale of property or early repayment by the borrower. The maximum
exposure to credit risk is the outstanding principal and interest of the mortgage loans as noted in the
table below.. The table below sets out the cost of the mortgage loans and the value of the collateral,
offered as security on the mortgage loans. E

- 2023 2023 : 2022 2022

£000 £000 _£000 £000°

Cost of " Fair value of " Costof  Fairvalue of

mortgage loans . collateral mortgage loans collateral‘

Mortgage loans ' -+ 309,546 905;220 302,663 905,874

The Notes retamed by RGA compames and the Reverse Repurchase Agreement (Note 9) offer further
credit enhancement to the structure. The Reverse Repurchase Agreement is resized.on every Interest
Payment Date (IPD) to ensure that there is sufficient cash when needed. The initial repo deposit of
£28m was funded by RGA. . ' '

None. of the mortgage loans are past due nor lmpalred (2022: none) because of their nature as
described above. The table below is an analysus of Loans, by cost to collateral value ratio ("LTV") as an
|nd|cat|on of the credit quallty

Value 'of_ Ioans associated

LTV . . . Percentage ' N::‘::i:: - with properties
, , ‘ prop ' £000**
31 Dec 2023 ,
65% - , : - 2.8% 66 _ 17,544 |
>55% <65% 73% 174 33,067
>45% <55% _ 23.1% , 552 : 93,362
>35% <45% o 37.7% 903 ' 107,988
>25%<35% - . 22.1% 530 ' 47,793
<25% . : 7.1% 169 - .9,792
100.0% . 2394 309,546
31 Dec 2022 ,
>65% A 1.3% 33 7,769
>55%<65% S . 5.8% 145 , 30,696
>45% <55% _ . 16.8% 417 ‘ 66,881
>35% <45% . . o 37.9% © 942 . 119,364 |
>25%<35% 29.1% 722 . 65,457
<25% : 9.1% 226 , 12,496
\ : - 100.0% 2,485 302,663

** The value above differs from the Statement of Fmancnal Posmon amount because it does not include
falr value adjustments.
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'MORTGAGE LOANS REVERSE REPO AND DEBT SECURITIES INCLUDING THEIR FINANCIAL RISK

MANAGEMENT (CONTINUED)

qumdlty risk :

Liquidity risk is the risk that the Company will not be able to meet its fmanual obl|gat|ons as they fall
due. For the purposes of managing this risk, the cash manager ensures.that all monies received are paid
in accordance with an-agreed Series waterfall. The Iong term credit rating of the cash manager using

Moody s credit rating, is Aa3 (2022 Aa3).

- Credit enhancement is prowded to the Al and A2 Notes by way of the Reserve Fund and Series Liquidity

Facility. The Com'pan’y will utilise the Reverse Repurchase Agreement first before it utilises the quuidity
facility. Both facilities are only available to fund the Company expenses, the Loan Notes interest and
the pr|nC|pal on the Al and A2 Notes. -

Any excess cash can be deposited by way of the Reverse Repurchase Agreement to earn interest at a -
fi)ked rate of 0.5%. The value of the Reverse Repurchase Agreement at 31 December 2023 is
£35,670,000 {2022: £36,560,000). The Reverse Repurchase Agreement is resized every IPD to ensure
there is sufﬁcnent cash when needed.

Liquidity risks generated by delmquenaes and any ultimate credit Iosses are managed though the :
limited recourse nature of the Loan Notes. '

,The table below shows uncIiscounted expected cash flows of the mortgage loans and debt securities at

the statement of the financial position date. Due to the limited recourse nature of the Loan Notes, the
cash outflows on the debt securities are equal to the inflows on the mortgage loans less any series
expenses. . .

. 31 Dec 2023 . . .
: " Less than 1-2 years . 2-5years  Morethan$s : Total
~ 1vyear : ’ ' years :
A £'000 £'000 £000 £000 £/000
Mortgage loans 11,640 10,138 33,686 746,590 802,054
Debt securities . (20,177) (19,904) - (59,766)  (512,948) . (612,795)
31 Dec 2022 .- : - )
Less than 1 "1-2 years . *.2-5 years More than 5 Total
year : S ' - years
. . : £'000- £000 'E'OOO £000 - . £000 -
Mortgage loans 21,272 . 16,828 40,421 631,935 710,457

Debt securities . {(15,561) (15,217) (3.7’835.) - (567,299) (635,912)

The mortgage loans can repay early at the option of the individual borrowers.

35



ERM FUNDING PLC .
. FOR THE YEAR ENDED 31 DECEMBER 2023

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

113,

' MORTGAGE LOANS REVERSE REPO AND DEBT SECURITIES INCLUDING THEIR- FINANCIAL RISK
'MANAGEMENT (CONTINUED)

. Liquidity risk {continued)

The table below shows undiscounted cashflows if all the mortgage loans repaid early. This value differs
from the fair value presented on the Statement of Financial Position. ‘

31 Dec 2023
Lessthanl 1-2years 2-5years Morethan5 . . Total
year o o years _
£'000 £'000" £'000 £'000 £'000
Mortgage - ‘ R . '
- loans : 309,546 - - - 309,546
Debt : o :
securities (309,546). - ‘ s - (309,546)
31 Dec 2022 » .
Less than 1 1-2 years " 2-5 years More than_ 5. E Total
year - : . years '
£000 . £'000 - '£'000 £'000 £'000
Mortgage ‘ : R ‘ '
loans 302,663 - . - . Co- 302,663
- Debt securities . (302,663) e - ' - S - (302,663)

Interest rate risk :

Interest rate risk exists where assets and liabilities have interest rates set under a d:fferent basis or
which reset at different times. The Company minimises its exposure to interest risks by ‘ensuring that
the characteristics of assets and liabilities are similar. The mortgage loans and Notes issued by the
Company are both at fixed interest rates. Interest rates increased during the year and this resulted in a
decrease in the fair values of the fixed rate mortgage loans and loan notes.

PriI:e rIsk : .
Price risk is. the risk that the fair value or future cash flows of a financial instrument will fluctuate

" because of thanges in market prices (other than those arising from interest rate risk or currency risk),

whether those changes are caused by factors specific to the individual financial instrument or its seller,
or factors affecting similar financial instruments traded in the market. The Company is exposed to price
risk because of changes in the market values of the' mortgage loans. As the Notes issued by the
Company are limited recourse in nature, the Company is only expected to pay its Noteholders to the
extent of the income it receives.
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FINANCIAL INSTRUMENTS

The Company’s-financial instruments are suminarised in the table below including their classification in
accordance with FRS 102. It is and has been throughout the year the Company’s policy that no trading

in financial instruments shall be undertaken.

31 Dec 2023

Financial assets .
Reverse Repurchase Agreement
Trade and other receivables

Cash and cash equivalents .

Financial liabilities
Trade and other payables

31 Dec 2022

Financial assets

Reverse repurchase agreement

Trade and other receivables

~ Cash and cash equivalents

Financival liabilities

Trade and other payablesA

" “Financial
assets/liabilities
at amortised cost

i Financial
assets/liabilities at
" fair value through
profit and loss

. £000- £000

- 35,709

149 ’ -
4,802 S . -
4,951 35,709
4,977 -

) Financial

Financial assets/liabilities at

assets/liabilities
at amortised cost

fair value through
profit and loss

£000 £000

- 36,587
1,036 -
7,599 -
8,635 36,587
3,834 -
3,834 -

The mortgage loans and loan notes have been excluded from thé above table because they are not

considered to be financial instruments under FRS 103.

Fair Value

The reverse repo is carried at the amount at which the securities were acquired plus accrued interest,
which approximates fair value. Further details of the reverse repc can be found in'Note 9 above. The

reverse repo falls within level 2 of the fair value hierarchy.
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15:

16.

17.

RELATED PARTY TRANSACTIONS

- Under the terms of a corporate service agreement Law Debenture Corporate Services Limited is-

contracted to provide certain corporate services including a registered office, administration and.

directors among other things for which it charges a corporate service fee.

All transactions with related parties are at arm’s length, payable on demand and are not secured.

" The table below shows all transactions with related parties during the year:

Service T Countérparty‘ . " Year ended Year ended

31 Dec 2023 31 Dec 2022
£000 £000
4

Statement of comprehensive income - )
Corporate service fee Law Debenture : " 24 B " 28

Statement of financial position

Corporate service fee payable Law Debenture - . (9) o (13)
_Other debtors* " The Law erenture A ' 50 50
: Intermediary ) :

Corporation Plc

*Other debtors relate to the cash held by the Share Trustee in relation to the paid-up share capital of

the Company.

ULTIMATE PARENT UNDERTAKING

The shares- of the company are held by The Law Debenture Intermedlary Corporation plc as Share
Trustee under a declaration of trust for discretionary charitable purposes. The Law Debenture
Intermediary Cofporati'on plcis a wholly.owned subsidiary of The Law Debenture Corporation P.L.C. As
the Share Trustee is not entitled to any economio benefit and the beneficiaries do not have any
decision-making power, they are not considered to control the Company The dlrectors do not consider
the Company to have a controlllng party.

EVENTS AFTER THE END OF THE REPORTING PERIOD
There were no significant events requiring dlsclosure since the date of the Statement of FlnanC|aI
Position. .
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