A BOUTIQUE OF VONTOBEL
ASSET MANAGEMENT

TwentyFour Income Fund
Proposed all share merger with UK
Mortgages Limited

February 2022

Compelling strategic, operational and financial rationale
Creating market leading
listed credit fund

Combining complementary
portfolios with attractive
characteristics

Enhanced return profile

Access to high quality
originators

Increased liquidity with a
more diverse register

Synergies expected to
create value

✓

Strengthened market position thanks to greater scale and combined asset management expertise

✓

Expected enlarged group: £720m NAV(1), c.7.2% gross mark-to-market yield(2), 11 investment professionals

✓

TFIF’s evolving strategy seeks the yield premium for lower liquidity, recognising that sourcing attractive risk-adjusted
returns has become more challenging

✓

Merger provides access to UKML’s stable income generating assets consistent with this approach and underwritten
by TwentyFour

✓

Merger expected to diversify the source of income for the combined entity

✓

Combined earnings expected to be a strong underpin to dividend target of at least 6p p.a.

✓

Merger expected to be NAV accretive over medium term

✓

TFIF annualised total NAV return of 7.7% since launch

✓

Combined group better placed to capitalise on existing counterparty relationships, including access to origination by
Keystone Property Finance and The Mortgage Lender

✓

Consolidated focus on TFAM’s future origination

✓

Increased liquidity in the secondary market given greater scale and increased weighting in FTSE indices

✓

High quality and more diverse shareholder register with scope to appeal to broader universe of potential investors

✓

Cost efficiencies and economies of scale

✓

Lower combined OCR and KID cost ratio expected

(1) This figure is provided for illustrative purposes only, on the basis that the calculation date of the Scheme had been 31 January 2022, and does not represent a forecast. The TFIF NAV and the TFIF share
price, and therefore UKML shareholders’ entitlements under the Scheme, may materially change up to the effective date. Source: TwentyFour.
(2) This figure is indicative and based on TwentyFour modelling, January 2022.
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Additional benefits for UKML shareholders
✓

Significant uplift in market value for UKML shareholding of c.15%(1), from the elimination of the current c.8%(2)
discount to UKML’s NAV and competitive acquisition value(1)

✓

Greater stability anticipated in earnings, dividend and capital performance as part of TFIF’s broader investment policy
with proven track record

✓

Maintain exposure to UKML’s assets which are well positioned to offer an attractive risk/return profile, especially
within the wider TFIF portfolio which principally provides floating rate exposure

✓

Continue to benefit from the securitisation expertise developed by TwentyFour over UKML’s life

✓

Part of a larger, more liquid, Premium listed investment company

✓

Benefit from TFIF’s realisation opportunity in Q4-22 and three yearly thereafter

✓

If UKML is unable to narrow its discount in the short term, it is likely the company would have to enter into a quasi
wind-down preventing UKML shareholders from maintaining access to the high-quality assets in the UKML portfolio
in the future

✓

The illiquid nature of the assets means any managed wind-down is likely to be a drawn out process as accelerated
portfolio sales may not maximise value

Improved costs

✓

Combined cost ratio expected to be up to c.1%, compared to UKML’s standalone ratio of 3.26%(3)

Transaction structured to
defer potential tax liability

✓

The mechanics of the Scheme are designed with the intention of allowing certain UKML shareholders subject to UK
tax to continue to receive investment returns without triggering an immediate liability to capital gains tax

Compelling value
proposition

Retain exposure to high
quality assets as part of a
broader and more
diversified investment
mandate

Enhanced scale, liquidity
and discount control

Attractive alternative to
managed wind down

(1) This figure is provided for illustrative purposes only, on the basis that the calculation date of the Scheme had been 31 January 2022, and does not represent a forecast. The TFIF NAV and the TFIF share
price, and therefore UKML shareholders’ entitlements under the Scheme, may materially change up to the effective date. (2) Share price as at 31 January 2022, NAV as at 18 January 2022. (3) UKML KID
published January 2021: portfolio transaction costs (0.11%) and other ongoing costs (3.15%). TFIF KID published January 2021: portfolio transaction costs (-0.10%) and other ongoing costs (0.97%). Combined
cost ratio indicative and based on TwentyFour modelling.
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Transaction structure & Timetable
Transaction structure

Illustrative timetable

• Transaction to be effected by way of a scheme of reconstruction,
consisting of the liquidation of UKML and the issue of new ordinary shares
by TFIF (the “Scheme”)

• 8 February 2022 – Announcement of proposed transaction

• TFIF will acquire the assets comprising a “Rollover Pool” of UKML, being
its undertaking, cash and other assets remaining after such cash and other
net current assets of UKML have been set aside in a “Liquidation Pool” of a
value sufficient to meet outstanding current and future liabilities, UKML’s
costs of the Scheme and a retention to meet unknown and unascertained
liabilities;

• Late March 2022 – Shareholder meeting of UKML

• Early March 2022 – Publication of TFIF’s Prospectus and UKML’s Circular

• Late March 2022 – Closing of Transaction

• The proposed acquisition value of the Rollover Pool will be satisfied
through the issuance to UKML shareholders of new TFIF shares at a price
representing a 1.25% premium to the NAV per TFIF share as at the
calculation date for the Scheme

• UKML does not intend to declare any further dividends on its shares. The
new TFIF shares will be entitled to receive all dividends declared by TFIF
with a record date subsequent to the Scheme calculation date
• TFIF and UKML have each agreed to bear their own costs in relation to the
Scheme.
• The transaction is subject to a number of conditions, including the approval
of UKML shareholders and the FCA agreeing to admit the new TFIF
shares
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TwentyFour Income Fund overview
Approach*

Aims to provide attractive risk-adjusted returns of 6-9% per annum, principally through income distributions
with a minimum dividend of 6pps per annum after fees

Concept

A closed-ended fund that invests in less liquid, higher yielding UK and European asset backed securities.
Returns are expected to increase in a rising interest rate environment as the portfolio is predominantly
floating rate

How

Seeks to effectively track base rate (Floating rate notes linked to SONIA/LIBOR), reducing interest rate risk

Flexible mandate to seek value across the ABS market

Uninvested cash, surplus capital and/or assets may be invested on a temporary basis in cash and/or a range of
assets including money market instruments and government bonds

Investor-friendly structure to help drive performance

Efficient portfolio management techniques will continue to be employed such as currency hedging, interest
rate hedging and use of derivatives such as credit default swaps with the intention of mitigating market volatility

Consequence

Aims to generate an attractive level of income through a flexible mandate by seeking value across the
ABS market

*This is a target only and does not represent a forecast of TFIF’s profits. Past performance is not an indication of future performance. Subject to change, without notice, only the current prospectus or comparable
document of the fund is legally binding. There is no guarantee that the objectives will be met.
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TwentyFour Income Fund highlights
TwentyFour Income Fund
Fund size

£573.6 million

Launch date

6 March 2013

Gross purchase yield

8.05%

Gross mark-to-market yield

6.90%

Interest rate duration

0.08yrs

Credit spread duration

2.70yrs

1 year volatility1

1.16%

Performance since launch
Issuers
2021 performance

92.53% (7.7% annualised)
127
7.85%

Past performance is not a reliable indicator of future performance. *The Gross Purchase Yield is shown at hedged portfolio level by calculating the return each bond earns on the price at which it was
purchased, if held to maturity and gross of fund expenses. (1) Annualised standard deviation of monthly returns over previous 1 year period. Performance is presented in GBP on a NAV mid-to-mid basis inclusive
of net reinvested income and net of all fund expenses. Performance data does not take into account any commissions and costs charged when shares are purchased and/or disposed. The value of an investment
and the income from it can fall as well as rise as a result of market and currency fluctuations and you may not get back the amount originally invested.
Source: TwentyFour; 31 December 2021, excluding NAV which is as at 31 January 2022.
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TwentyFour Income Fund total return and yearly dividends
Annualised total NAV return since launch

Dividends – pence (£)

7.7%

Pence (£)

8.00

195
185

7.00

175
6.00
165
5.00

155

4.00

145
135

3.00

125

2.00
115
1.00

105
6.38 p

6.65 p

7.14 p

6.99 p

7.23 p

6.45 p

6.40 p

6.41 p

Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

0.00

95
Annual distribution (lhs)

NAV per share (total return) (rhs)

Minimum dividend (lhs)

Past performance is not a reliable indicator of future performance. Performance is presented on a mid-to-mid basis and net of all fund expenses. Performance data does not take into account any
commissions and costs charged when shares are purchased and/or disposed. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations and you
may not get back the amount originally invested. *Inception date: 6 March 2013.
Source: TwentyFour
31 January 2022
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TwentyFour Income Fund share price and
premium/discount
Pence (£)

135
125
115
105
95
85
75
03.13 08.13 01.14 06.14 11.14 04.15 09.15 02.16 07.16 12.16 05.17 10.17 03.18 08.18 01.19 06.19 11.19 04.20 09.20 02.21 07.21 12.21
Share price excl. Div

NAV excl. Div

15%
10%
5%
0%
-5%
-10%
-15%

-20%
-25%
-30%
03.13 08.13 01.14 06.14 11.14 04.15 09.15 02.16 07.16 12.16 05.17 10.17 03.18 08.18 01.19 06.19 11.19 04.20 09.20 02.21 07.21 12.21
Premium/discount
Past performance is not a reliable indicator of future performance. Performance is presented on a mid-to-mid basis and net of all fund expenses. Performance data does not take into account any
commissions and costs charged when shares are purchased and/or disposed. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations and you
may not get back the amount originally invested. *Inception date: 6 March 2013.
Source: TwentyFour
31 January 2022
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High quality UK RMBS investments
Investment Breakdown

• UKML is invested in Profit Participation Notes and cash

Cash
10.7%

• Exposure to equity tranches in UK RMBS
• BTL and NC RMBS exposure

Barley Hill No.
1
17.7%

Cornhill No.7
12.0%

• Good mix of younger and older vintage mortgages with low LTVs

• 2 investments are still in warehouse phase and yet to be publicly securitised, TFIF’s
flexible structure allows for a more efficient RMBS refinancing

Cornhill No.5
13.1%
Oat Hill No.2
33.5%

• Ongoing exposure to high quality buy-to-let assets from Keystone
Hops Hill No.1
12.9%

Buy-to-Let
Portfolio Summary

Originator

Purchased
Oat Hill 2
Capital Home Loans

Owner Occupied
Forward Flow Originated

Hops Hill 1

Cornhill 7

Barley Hill 1

Keystone Property Finance

Cornhill 5

The Mortgage Lender

Outstanding Balance

£442m

£386m

£231m

£96m

£192m

Number Accounts

3,457

1,733

895

635

1,022

Average Mortgage Size

£128k

£223k

£259k

£151k

£188k

WA Indexed LTV

56.98%

71.73%

71.91%

56.09%

62.16%

WA Interest Rate

1.37%

3.48%

3.42%

4.43%

4.10%

WA Remaining Term (mth)

102

257

278

260

295

WA Seasoning (mth)

178

19

4

40

23

1.22%

0.00%

0.00%

5.26%

1.17%

3mth + Arrears (% balance)
Source: TwentyFour; 31 November 2021
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UKML portfolio is complementary to TFIF and in line with
TFIF investment criteria
TFIF

UKML

Combined

Prime RMBS

21.2%

NC RMBS

14.6%

30.8%

17.7%

BTL RMBS

10.8%

58.4%

20.1%

CLO

39.7%

31.9%

CMBS

5.0%

4.1%

Consumer ABS

2.9%

2.4%

Auto loans

4.8%

3.9%

Student loans

0.9%

0.7%

Repo funding

-3.2%

-2.5%

Cash & Equivalents

17.0%

Total

3.3%
100.0%

10.7%
100.0%

4.8%
100.00%

NAV

£573.6 million

£141.1 million

Market capitalisation

£587.3 million

£130.5 million

Interest rate duration

0.1yrs

0.1yrs

Gross purchase yield

8.1%

8 - 9%

Gross mark-to-market yield

6.9%

8 - 9%

Credit spread duration

2.7yrs

3.6yrs

UK exposure

39.7%

100.0%

51.5%

NR bonds

19.7%

100.0%

35.4%

Past performance is not a reliable indicator of future performance. Source: TwentyFour; 31 December 2021 for TFIF and 30 November 2021 for UKML, excluding NAV (TFIF: 31 January 2022, UKML: 18 January
2022) and market cap (as at 31 January 2022 for both companies). Yield and Credit Spread duration for UKML assets are indicative and based on TwentyFour modelling.
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TFIF and UKML liquidity
TFIF value traded (30 day rolling average)

UKML value traded (30 day rolling average)

£2.5m

£2.5m

Average daily value
(since Jan-21)

Average daily value
(since Jan-21)

£855k

£2.0m

£2.0m

£1.5m

£1.5m

£1.0m

£1.0m

£0.5m

£0.5m

£0.0m
2015

2016

2017

2018

2019

2020

2021

£0.0m
2015

2016

2017

2018

2019

£171k

2020

2021

Past performance is not a reliable indicator of future performance. Source: Thomson Reuters Datastream. Daily value traded equal to daily volume multiplied by closing mid price. Average daily value traded
between 1 January 2021 and 30 January 2022.
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Contact details
TwentyFour Asset Management LLP
8th Floor
The Monument Building
11 Monument Street
London
EC3R 8AF
T: +44 (0)20 7015 8900
twentyfouram.com
sales@twentyfouram.com
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Important information
•
•
•

•

•

•

•
•
•
•

This document has been prepared and approved by TwentyFour Asset Management LLP (“TwentyFour”), a company of the Vontobel Group (“Vontobel”; collectively “we, our”), the appointed portfolio manager, for
information purposes only.
TwentyFour Income Fund Limited is a non-cellular company limited by shares incorporated in Guernsey under the Companies (Guernsey) Law 2008, as amended, with registered number 56128, and is a London
listed closed-ended investment company. This product is an Alternative Investment Fund (AIF). TwentyFour Income Fund Limited has appointed TwentyFour Asset Management LLP as its portfolio manager.
This document, its contents and any information provided or discussed in connection with it may not be reproduced, redistributed, referenced, or passed on, directly or indirectly, to any other person or published, in
whole or in part, for any purpose, without the consent of TwentyFour. Acceptance of delivery of any part of this document by you constitutes unconditional acceptance of the terms and conditions of this notice. This
document is an indicative summary of the transaction described herein (the “Transaction”) and may be amended, superseded or replaced by subsequent summaries. The final terms and conditions of the
Transaction will be set out in full in the prospectus expected to be published by TwentyFour Income Fund Limited in connection with the Transaction in due course.
This document shall not constitute an offer or invitation or any solicitation of any offer to sell or to subscribe for or buy any securities described herein or to effect any transactions or to conclude any legal act of any
kind whatsoever. This document is not intended to be relied upon as the basis for an investment decision, and is not, and should not be assumed to be, complete. TwentyFour is not acting as advisor or fiduciary.
Accordingly, you must independently determine, with your own advisors, the appropriateness for you of the securities before investing. You are not entitled to rely on this document and TwentyFour accepts no
liability whatsoever for any consequential losses arising from the use of this document or reliance on the information contained herein.
This document has not been submitted to or approved by the securities regulatory authority of any state or jurisdiction. No action has been made or will be taken that would permit a public offering of the securities
described herein in any jurisdiction in which action for that purpose is required. No offers, sales, resales or delivery of any securities managed by TwentyFour or any of its affiliates or distribution of any offering
material relating to such securities may be made in or from any jurisdiction except in circumstances which will result in compliance with any applicable laws and regulations and which will not impose any obligation
on the above. It is for professional clients and eligible counterparties only. As such, this document is not intended for distribution to or use by retail clients as defined in MiFID II (Directive 2014/65/EU, and its UK
onboarding and onshoring legislation). Consequently, this document is only directed to those persons in the UK who are within the definition of investment professionals (as defined in Article 19 of the Financial
Service & Markets Act 2000 (Financial Promotion) Order 2005). As such this communication is directed only at persons having professional experience in matters relating to investments. Any investments to which
this document relates will be entered into only with such persons. Neither this document nor any copy of it may be distributed in any jurisdiction where its distribution may be restricted by law. Persons who receive
this document should make themselves aware of and adhere to any such restrictions. In addition, the information contained herein is directed exclusively at persons outside the United States who are not U.S.
persons (as defined in Regulation S of the Securities Act (“Regulation S”)) or acting for the account or benefit of a U.S. person in offshore transactions in reliance on Regulation S and in accordance with applicable
laws. The securities discussed herein have not been and will not be registered or qualified under the United States Investment Company Act of 1940, as amended, nor the United States Securities Act of 1933, (the
“Act”), as amended, nor with any securities regulatory authority of any State or other jurisdiction of the United States. Consequently, they may not be offered, sold, transferred or delivered, directly or indirectly in
the United States or to any US Person unless the securities are registered under the Act, an exemption from the registration requirements of the Act and any applicable US state securities laws is available, or the
transaction would not be subject to the Act.
Nothing in this document should be construed as legal, tax, regulatory, accounting or investment advice or as a recommendation, or making any representations as to the proposed Transaction, the suitability of
any investment and/or strategies discussed and any reference to a specific security, asset classes and financial markets are for the purposes of illustration only and there is no assurance that the manager will
make any investments with the same or similar characteristics as any investments presented. The investments are presented for discussion purposes only and are not a reliable indicator of the performance or
investment profile of any composite or client account. Further, the reader should not assume that any investments identified were or will be profitable or that any investment recommendations or that investment
decisions we make in the future will be profitable. Prospective investors are reminded that it is not possible to invest directly in an index. As the material was prepared without regard to specific objectives, financial
situation or needs of any potential investors, they should seek professional guidance before deciding on whether to make an investment. Investments into shares or other securities should in any event be made
solely on the basis of the relevant offering document and after seeking the advice of an independent finance, legal, accounting and tax specialist.
TwentyFour, its affiliates and the individuals associated therewith may (in various capacities) have positions or deal in securities (or related derivatives) identical or similar to those described herein.
For the purposes of MiFID II / MiFIR (Regulation (EU) No 600/2014, and its UK onboarding and onshoring legislation), this communication is not in scope for any requirements specifically related to investment
research. Furthermore, as non-independent research, it has not been prepared in accordance with legal requirements designed to promote the independence of investment research, nor are TwentyFour subject to
any prohibition on dealing ahead of the dissemination of investment research.
To the maximum extent permitted by law, we will not be liable in any way for any loss or damage suffered by you through use or access to this information, or our failure to provide this information. Our liability for
negligence, breach of contract or contravention of any law as a result of our failure to provide this information or any part of it, or for any problems with this information, which cannot be lawfully excluded, is limited,
at our option and to the maximum extent permitted by law, to resupplying this information or any part of it to you, or to paying for the resupply of this information or any part of it to you.
All information contained in this document, particularly any share prices, calculation data and forecasts, are based on the best information available at the date indicated in the document. The information in this
document is not intended to predict actual results and no assurances are given with respect thereto. Neither TwentyFour, nor any other person undertakes to provide the recipient with access to any additional
information or update this document or to correct any inaccuracies therein which may become apparent. Although TwentyFour believe that the information provided in this document is based on reliable sources, it
does not guarantee the accuracy or completeness of information contained in this document which is stated to have been obtained from or is based upon trade and statistical services or other third party sources.
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Important information
•

•

•

•

•

Past performance and forecasted performance (whether via modelling or similar) are not reliable indicators of future performance. Additionally, there can be no assurance that the Transaction will
proceed as described in this document, that targeted or projected returns will be achieved, that TwentyFour or the securities discussed will achieve comparable results or that TwentyFour will be able to implement
the investment strategy or any securities will achieve the investment objectives. In particular, statements contained in this document that are not historical facts are based on current expectations, estimates,
projections, opinions and beliefs of TwentyFour. Such statements involve known and unknown risks, uncertainties and other factors, and reliance should not be placed thereon. In addition, this document contains
"forward-looking statements“. Actual events or results or the actual performance of accounts may differ materially from those reflected or contemplated in such forward looking statements. Prospective investors are
reminded that the actual performance realised will depend on numerous factors and circumstances, some of which will be personal to the investor. No representation is made as to the reasonableness of the
assumptions made within or the accuracy or completeness of any modelling or similar. All opinions and estimates are those of TwentyFour given as of the date thereof and are subject to change, may have already
been acted upon and may not be shared by Vontobel.
Unless otherwise stated, any performance data will be calculated in GBP terms, inclusive of net reinvested income and net of all portfolio expenses but does not take into account any commissions and costs
charged when the investment is issued or redeemed. Where ratings are available from the credit rating agencies specified in the portfolio’s rating methodology, including S&P Global Ratings Inc, Moody’s Investor
Services Inc & Fitch Ratings Inc, TwentyFour will use the highest of the available ratings. Moody's® assigns a rating of Aaa as the highest to C as the lowest credit quality rating. S&P® assigns a rating of AAA as
the highest to D as the lowest credit quality, Fitch assigns a rating of AAA as the highest to D as the lowest credit quality. Additionally, where no rating has been requested, or there is insufficient information on
which to base a rating, a rating agency may assign a rating of NR (Not Rated). For unrated sovereign issues TwentyFour will adopt the issuing sovereign’s credit rating. The average credit quality (ACQ) is provided
to indicate the average credit rating of the portfolio's underlying investments’ rating and may change over time. The portfolio itself has not been rated by an independent rating agency and is provided for
informational purposes only. The ACQ is determined by using a market-weighted equivalent rating and rounding to the nearest rating. For unrated bonds and cash and equivalents, when calculating the ACQ
ratings, TwentyFour will determine an internal rating by considering all relevant factors, including but not restricted to, the relationship between the bond’s maturity and its price and/or yield, the ratings of
comparable bonds, the issuer’s financial statements and the issuer’s credit rating if available. The risk of default increases as a bond's rating decreases, so the ACQ provided is not a statistical measurement of the
portfolio’s default risk because a simple weighted average does not measure the increasing level of risk from lower-rated bonds. The ACQ may be lower if cash and equivalents are excluded from the calculation.
Derivative positions are not reflected in the ACQ. Where the ACQ for an index is given, this has also not been rated by an independent rating agency and is instead an estimate only based on a weighted-average
calculation of the rating band for each bond (on a linear scale) and its weight within the index.
Please remember that all investments come with risk. Positive returns, including income, are not guaranteed. Your investment may go down as well as up and you may not get back what you
invested. Asset allocation, diversification and rebalancing do not ensure a profit or protection against possible losses in declining markets. Commissions, fees and other forms of remuneration may affect the
performance negatively. This document does not disclose all the risks and other significant issues related to the proposed Transaction or the securities discussed. Investing in fixed income securities comes with
risks that can include but are not necessarily limited to credit risk of issuers, default risk, possible prepayments, market or economic developments, inflation risk and interest rate risk. The issuer of ABS products
may not receive the full amounts owed to them by underlying borrowers, which would affect the performance of related securities. Credit and prepayment risks also vary by tranche which may also affect the
performance of related securities. Investments in high-yield bonds may be subject to greater market fluctuations and risk of loss of income and principal than securities in higher rated categories. Investments in
foreign securities involve special risks, including foreign currency risk and the possibility of substantial volatility due to adverse political, economic or other developments.
This document does not disclose all the risks and other significant issues related to the proposed Transaction or an investment in the securities. Prior to transacting, potential investors should ensure that they fully
understand the terms of the securities and any applicable risks. This document is not a prospectus for any securities described herein. Investors should only subscribe for any securities described herein on the
basis of information in the relevant offering documents (which has been or will be published and may be obtained in English by visiting website www.twentyfouram.com), and not on the basis of any information
provided herein.
TwentyFour Asset Management LLP is registered in England No. OC335015, and is authorised and regulated in the UK by the Financial Conduct Authority, FRN No. 481888. Registered Office: 8th Floor, The
Monument Building, 11 Monument Street, London EC3R 8AF. Calls may be recorded for training and monitoring purposes. Copyright TwentyFour Asset Management LLP, 2021 (all rights reserved).
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