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Yield curve dynamics
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The yield curve see-saw

""The markets can stay irrational a lot
longer than you and I can remain solvent"
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“The future ain’t what it used to be”
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Decomposing yields
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Back to the classroom — Government bonds
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Negative for many sovereigns

Major issue in 2010
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“Risk-free rate” — Pretenders to the throne
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Credit default protection on the UK government
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A fourth contender?
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Gilts vs. Swaps

Movement in net assets for a 30yr liability valued at Gilts
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EU sovereign debt concerns
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Quantitative Easing (“QE")

What is it?
Cumulative gilt purchases by maturity
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Buy the rumour ...

QE impact on gilt yields, OIS and gilt-OIS spreads
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Short and mid curve dynamics

Where we are.....huge budget deficits

Public Sector Net Borrowing (PSNB)
Emergency Budget v OBR prelim. f/c, 2010-11 to 2014-15, % of GDP
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Monetary stimulus
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Inflation uncertainty....

CPl inflation projection
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Percentage increase in prices on a year earlier .
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UK rates lower for how much longer

UK base rate
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Gilts 5Y5Y — Gilts still cheap

« Secular trend towards lower and flatter curves is driven by lower
nominal GDP trends
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Have we been here before?

Reductions in PSNB, % of GDP
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Long end of the curve
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Gilt supply

15Y+ Gilt issuance

Forecast
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EUR 30Y Swap
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Eurozone — ALM and long end rates
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Extrapolation methods
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Solvency Il extrapolation

EUR curve at 30 June
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Hedging implications
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Market consistency vs. Real world

Market consistent PDF — Inflation

Weight on high and low UK RPI outturns
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Historical vs. market probabilities for long rates

Probabilities implied by the market: Euro CMS 10 in 10 yrs time
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Active management of rates under Solvency Il
Interest Rate Shock to QIS5 GBP Required Bias in 1yr Forwards
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Questions or comments?
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Disclaimer

The contents of this document are indicative and are subject to change without notice. This document is intended for your sole use on the
basis that before entering into this, and/or any related transaction, you will ensure that you fully understand the potential risks and return of
this, and/or any related transaction and determine it is appropriate for you given your objectives, experience, financial and operational
resources, and other relevant circumstances. You should consult with such advisers as you deem necessary to assist you in making these
determinations. The Royal Bank of Scotland plc (“RBS”) will not act and has not acted as your legal, tax, regulatory, accounting or
investment adviser or owe any fiduciary duties to you in connection with this, and/or any related transaction and no reliance may be placed
on RBS for i advice or recc i of any sort. RBS makes no representations or warranties with respect to the information
and disclaims all liability for any use you or your advisers make of the contents of this document. However this shall not restrict, exclude or
limit any duty or liability to any person under any applicable laws or regulations of any jurisdiction which may not lawfully be disclaimed.

Where the document is connected to Over The Counter (“OTC") financial instruments you should be aware that OTC derivatives (“OTC
Derivatives”) can provide significant benefits but may also involve a variety of significant risks. All OTC Derivatives involve risks which
include (inter-alia) the risk of adverse or unanticipated market, financial or political developments, risks relating to the counterparty, liquidity
risk and other risks of a complex character. In the event that such risks arise, substantial costs and/or losses may be incurred and
operational risks may arise in the event that appropriate internal systems and controls are not in place to manage such risks. Therefore you
should also determine whether the OTC transaction is appropriate for you given your objectives, experience, financial and operational
resources, and other relevant circumstances.

RBS and its affiliates, connected companies, employees or clients may have an interest in financial instruments of the type described in this
document and/or in related financial instruments. Such interest may include dealing in, trading, holding, or acting as market-makers in such
instruments and may include providing banking, credit and other financial services to any company or issuer of securities or financial
instruments referred to herein. RBS is authorised and regulated in the UK by the Financial Services Authority, in Hong Kong by the Hong
Kong Monetary Authority, in Singapore by the Monetary Authority of Singapore, in Japan by the Financial Services Agency of Japan, in
Australia by the Australian Securities and Investments Commission and the Australian Prudential Regulation Authority ABN 30 101 464 528
(AFS Licence No. 241114) and in the US, by the New York State Banking Department and the Federal Reserve Board. The financial
instruments described in this document are made in compliance with an from the 1 1¢ its of the US
Securities Act of 1933.

The Royal Bank of Scotland plc acts in certain jurisdictions as the authorised agent of ABN AMRO Bank N.V.
The Royal Bank of Scotland plc. Registered in Scotland No. 90312. Registered Office: 36 St Andrew Square, Edinburgh EH2 2YB.

The daisy device logo, RBS, The Royal Bank of Scotland and Make it happen are trade marks of The Royal Bank of Scotland Group plc.

2010 The Actuarial Profession +

actuaries.org.uk

02/02/2011

17



