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Description

Volta Finance is a closed-ended,
limited liability investment company
that pursues a diversified investment
strategy across structured finance
assets (primarily CLOs). It aims to
provide a stable stream of income
through quarterly dividends.
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Volta invests in a broad portfolio of structured finance assets, maintaining
flexibility to optimise long-term returns in highly dynamic markets. Its five-year
10% p.a. shareholder return has been generated by predictable coupons and
dividends and not from capital gains. Volta's long-term NAV returns have beaten
peers for an in-line volatility. Its deep market understanding has identified assets
mis-priced for risk. Economic downturns create opportunities as well as threats.

» Strategy: Volta aims to preserve its capital across the credit cycle and to provide
a stable stream of income (via quarterly dividends) by investing in a diversified
portfolio of structured finance assets. It has a flexible mandate, meaning that
Volta can respond rapidly to market opportunities.

» Follow the cash: While structured finance markets have their complexities, if
investors “follow the cash”, most of these become much clearer. Looking through
the terminology, at its heart, Volta earns returns by collecting payments from
hundreds of end-borrowers and by picking the right assets.

» Valuation: Volta trades at a 12% discount to NAV. The closest peer structured
finance funds trade at a ca.7% discount (the gap has narrowed substantially in the
past year). Medium term, Volta has delivered faster NAV growth than its
immediate peers and an in-line volatility, making this discount an anomaly.

» Risks: Credit risk is a key sensitivity (Volta has a widely diversified portfolio). We
believe the valuation of assets is robust noting the multiple controls to ensure its
validity. Sentiment towards its own and underlying markets affects NAV. Volta’s
long $ position is only partially hedged.

» Investment summary: Voltais aninvestment for sophisticated investors as there
may be sentiment-driven, share-price volatility. However, long-term returns have
been good: 10% p.a. returns (dividend re-invested basis) over five years. The
current portfolio-expected NAV returnis similar. The yield is 8.8%, and we believe
will be covered by predictable income streams.

Financial summary and valuation

Year-end Jul (€m) 2014 2015 2016 2017 2018  2019E  2020E
Coupons & dividend 314 33.7 34.7 332 385 39.1 41.0
Operating income 37.5 46.0 36.5 35.0 37.2 40.8 42.8
Inv. managers’ fees -4.1 -4.5 -4.3 -4.6 -4.6 -4.7 -4.8
Adj. perform. fees -2.5 =35 =1.3 -1.2 -1.4 -2.1 2.3
Total expenses -7.9 -10.3 -7.2 -7.0 -0.9 -0.9 -0.9
Total comp. income 295 357 293 28.0 29.9 32.8 34.4
Statutory PTP 440 47.6 12.6 38.7 22.7 324 34.1
Underlying EPS (€) 0.82 0.98 0.80 0.77 0.82 0.90 0.94
NAV 273.6 299.2 2893 3055 305.7 3156 3272
S/P disc. to NAV 6% 14% 11% 16% 16% 18% 20%
Gearing 0% 9% 12% 12% 14% 14% 13%
Dividend yield 8.5% 8.8% 8.8% 8.8% 8.8% 8.8% 8.8%

Source: Hardman & Co Research
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Due to legal restrictions, the information in this document is not available to any
person who is a “U.S. person” (as defined below) or to any person who is physically
present in the United States, and it is available only to persons who are "relevant
persons” (as defined below) for U.K. regulatory purposes.

A "U.S. person” is:

» any natural person resident in the United States;

» any partnership or corporation organised or incorporated under the laws of the
United States;

any estate of which any executor or administrator is a “U.S. person”;
any trust of which any trustee is a “U.S. person”;

any agency or branch of a foreign entity located in the United States;

vV v. v Y

any non-discretionary account or similar account (other than an estate or trust)
held by a dealer or other fiduciary for the benefit or account of a “U.S. person”;

» anydiscretionary account or similar account (other than an estate or trust) held
by a dealer or other fiduciary organised, incorporated, or (if an individual) resident
in the United States; and

» any partnership or corporation if:
» organised or incorporated under the laws of any foreign jurisdiction; and

formed by a “U.S. person” principally for the purpose of investing in securities not
registered under the U.S. Securities Act, unless it is organised or incorporated,
and owned, by accredited investors (as defined in the rules of the U.S. Securities
and Exchange Commission) who are not natural persons, estates or trusts.

“Relevant persons” are (i) persons who are outside the United Kingdom or (ii)
investment professionals falling within Article 19(5) of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005 (the "Order") or (iii) high net
worth companies, and other persons to whom it may lawfully be communicated, falling
within Article 49(2) (a) to (d) of the Order. The securities of the Company are only
available to, and any invitation, offer or agreement to subscribe, purchase or otherwise
acquire such securities will be engaged in only with, relevant persons. Any person who
is not a relevant person should not access, or seek to act or rely on, this report or any
of its contents.

This document should not be taken, transmitted or distributed, directly or indirectly,
to “U.S. persons” as defined above nor to parties that are not “relevant persons” as
defined above. In reading this document the readers also acknowledge that they have
read and understood the notices set forth above and the disclaimers contained in the
document.

If you are not a ‘relevant person’ or you are a “U.S. person”, you should not have
received or accessed this document and accordingly should return this document as
soon as possible and take no further action. Any investment or investment activity to
which this document relates is only available to “relevant persons”. By accepting
receipt of this document, each recipient is deemed to confirm, represent and warrant
to Hardman & Co that it is a “relevant person” and that it is not a “US person”, and
accordingly a person to whom this document can be lawfully communicated.
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Focus on the cash; Volta earns returns from a

widely diversified portfolio of loans

Key attractions: 12.9% p.a. returns over past
five years (to end-July); well controlled risks;
flexible mandate to optimise returns; and
buying at a greater NAV discount than peers,
8.6% dividend yield covered by predictable

income streams.

Credit risk is hugely diversified

Sentiment can create volatility but also creates

opportunities

Favourable conditions in underlying markets
make re-investment challenging; however,
flexible mandate means Volta can invest in

areas benefiting from these conditions

Executive summary

Volta's investments are primarily in the Collateralised Loan Obligation (CLO) market
and related areas. In our initiation note, Delivering the structured finance opportunity,
published on 5 September 2018, we went into detail unravelling some of that market’s
perceptions that this was a complex and opaque business. Looking through the
terminology, Volta earns the cash to payits 8.8% dividend yield from ca.700 corporate
borrowers. It achieves this exposure through debt and equity instruments in the CLO
structures; however, in managing these investments, Volta is no different from any
other investment company and investors should apply the same basic principles to its
investments as they do across the market. AXA IM (the manager) has a proven track
record demonstrating skill in picking the right assets. We believe the perceived
complexities that may deter some investors, create opportunities for others.

In our initiation note, we highlighted the following:
» long-termreturns are above peers and benchmarks;
» risks are well controlled with the ideal bell-shaped distribution of monthly NAV;

» returns have been earned from predictable sources like interest and coupons
from loans and bonds, which more than cover the high (8.8%) dividend yield;

» Volta has a flexible mandate to invest in different type of CLO securities and can
optimise returns depending on market conditions;

» AXAIM (the manager) has competitive advantages in origination, risk control and
market information given its huge scale in the structured finance market;

» Voltatradesonadiscount of 12% to NAV, above peers and historical levels.
Our review also considered the potential risks in investing in Volta.

» Volta's as exposure to over 700 individual borrowers (top five just 2% of
portfolio), diversified by name, sector, geography, and economic sensitivity.

» With assets marked to market, changes in sentiment can have a dramatic effect
and market prices can diverge from expected cashflows (or real values). While this
creates short-term volatility, greater asset mis-pricing, potentially increases
returns (CLOs originated in 2007 earned ca.2x the level of 2004 deals).

» Wheneconomic conditions are favourable (as they have been for some time), loan
yields fall, credit covenants ease and existing loan repayments increase. This
makes re-investment more challenging, although Volta’s flexible mandate means
it can access value-added areas.

» There arenot always liquid markets to value Volta's assets. We have reviewed the
multiple checks and balances in Volta’'s approach noting asset sales have been in
line with the accounting value.

» Otherrisks: Gearinghas been kept modest and structured to ensure there are no
forced sales of assets at a discount. Interest rate sensitivity is complex but, at
currentlevels, is likely to be broadly neutral. Changes in FXrates can have a short-
term impact as Volta does not fully hedge its net long $ position.
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What is a CLO

CLO structures are just portfolios of loans A CLO structure is, at its heart, very simple. A portfolio of loans is acquired by a
company (a special purpose vehicle), which funds the purchase by issuing a mix of
different tranches of bonds (CLO debt tranches) and an “Income notes” (CLO equity
tranche). The interest received from the loan portfolio is used to pay the coupons on
the CLO debt tranches and any excess cash flow is for the profit of the “equity”

tranche.
Simplified example of a CLO structure
Underlying Loans CLO securities

Loan 1
£10m

pays 6%
interest

Loan 2
£10m
pays 6%
interest

Special

. T

Underlying 53

loans pay £Dlat?m purpose

interest into pays 6% i

SPV interest VEh Ic Ie
S

Loan4
£10m

Investment
grade pays
5%

pays 6%
interest

Loan 5

£10m pam——
pays 6%
interest Collateral
Manager
Source: Hardman & Co Research
Investment manager (AXA IM) must show The skills of the fund manager in the CLO space are the same as any other fund

manager: i) analysing where it can get the best returns by asset class - the risk/reward
for an equity tranche is different from each of the debt tranches; ii) identifying which
CLO have risks, for example credit or interest rate; and iii) spotting CLOs with
opportunities opportunities, from say re-financing its own debt. AXA IM is huge in structured debt
allowing Volta access to origination (bigger deals at lower fees), risk controls, and
timely market information. Its track record has been better than the market average.

exactly the same skills as any other —

identifying risks and rewards from different
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Predictability of income streams
Impact on NAV of different P&L lines (€ per share) Number of months since August 2014 by %
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We believe that, for some investors, the terminology of CLOs can make them
concerned that it is a complex and opaque market. There are technical terms, as there
are in any other industry, so we suggest rather than focus on them, investors look to
what are the key drivers and outturns from the business. Looking at the drivers, the
left-hand chart above shows the profit and loss for 2014-2018. The key messages
here are: i) coupons and dividends more than cover expenses and dividends and Volta
is not dependent on unpredictable capital gains; and ii) there has been remarkable
stability in these income lines. The graph below on the right-hand side shows the
numbers of months since August 2014 by monthly performance. NAV gains of 0-1%
were evident for 19 months, and gains of 1-2% in a further 13. This distribution of
return, with most months delivering a steady gain, is reflective of good risk controls.

With market concerns that the credit cycle might turn, in our note, [nvestment
opportunities at this point of the cycle, published 14 January 2019, we explored the
opportunities Volta has in these conditions. While MTM losses are likely to increase,
and some of the market prices of Volta’s holdings will not reflect their long-term value,
there are upsides. We note: i) spreads are likely to widen; ii) more mis-pricing
opportunities are likely to emerge; iii) Volta has a broad diversification and a good
credit track record; and iv) its profile is very different from 2007-2008.

Current portfolio

Volta produces monthly reports details its exposures. In its April report, its portfolio
was 33% in US CLO debt tranches, 21% in US CLO equity tranches, 19% in Europe
CLO positions and 13% in bank balance sheet transactions (the latter has the same
economic exposure asa CLO debt tranche and is formed of loans originated by a bank).
Serge Demay, from Fund Manager AXA IM, recently gave an investor presentation,
which we reviewed in our note, Manager’'s March 2019 presentation. published on 21
March. Key takeaways were: i) Flexible mandate means it can exploit whichever
element of the CLO market offers the best opportunity. This is likely to see further
allocations to CLO equity tranches in the near term. i) The credit cycle s likely to turn
but this should be gentle and create re-investment opportunities. iii) The flexible
mandate means the portfolio can be quickly re-positioned if market conditions change.
The management and board both experienced the financial crisis.
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Asset sales at prices at or above book cost

gives confidence in valuation approach

Valuation

We discussed in our initiation note, Delivering the structured finance opportunity. the
checks and balances Volta has in place to ensure its valuation is realistic. This includes
external pricing and verification of pricing and consideration of market prices to
model. To us, the critical test is that actual asset sales prices have been at or above the
latest valuation
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly available
sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the accuracy,
adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained from use of such
information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect of the information which is subject
to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or wilful misconduct. In no event will
Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages or any other damages of any kind even
if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy or sell
any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute investment
advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full list of companies or
legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-disclosures. Hardman may
provide other investment banking services to the companies or legal entities mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities which
pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal entities covered
by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of possible
outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no scheduled
commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use
would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative and
involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may be volatile;
they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate for all investors.
Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be subject to future change.
Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this document and the material
contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding any information, projects, securities,
tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this document various information constitutes neither
a recommendation to enter into a particular transaction nor a representation that any financial instrument is suitable or appropriate for you. Each investor should
consider whether an investment strategy of the purchase or sale of any product or security is appropriate for them in the light of their investment needs, objectives and
financial circumstances.

This document constitutes a financial promotion’for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and accordingly
has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or otherwise,
without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. This notice shall be
governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy
Ltd and is authorised and regulated by the FCA under registration number 60084.3. Hardman Research Ltd is registered at Companies House with number 8256259.

(Disclaimer Version 8 - Effective from August 2018)

Status of Hardman & Co’s research under MiFID Il

Some professional investors, who are subject to the new MiFID Il rules from 3rd January, may be unclear about the status of Hardman & Co research and, specifically,
whether it can be accepted without a commercial arrangement. Hardman & Co's research is paid for by the companies, legal entities and issuers about which we write
and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive I.

In particular, Article 12(3) of the Directive states: The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written material
from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the third party firm is
contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in the material and that the
material is made available at the same time to any investment firms wishing to receive it or to the general public...”

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-2016-
2031.pdf

In addition, it should be noted that MiFID II's main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate what
is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the reader of our
research to trade through us, since we do not deal in any security or legal entity.
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