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Brief summary from 2010: Distinguishing between management
strategies

* Disposal of market risk originated by the insurance business at point of sale,
which is not attractive to the organisation on a risk-to-reward assessment
LSS EELIITISA - Risk is often complex and non-linear in nature and can be very capital intensive
Management * Profitable management of such risk requires a skill set usually found in
Investment banks requiring: trading type skills, comprehensive risk management
structures and daily position management

* The business of being an insurer also generates opportunities to invest in
market risk which is attractive on a risk-to-reward assessment in the long term,
despite possibly exhibiting short-term volatility

* Such risk is usually linear and not particularly complex to quantify (although
Investment potentially more complex to forecast directionally)

management * Profitable management of such risk requires a skill set usually found in asset
managers or asset consultants requiring: portfolio management type skills, and
long-term investment mindset, strategic asset allocation, tactical asset allocation
and stock picking skills

« Similar skills set and discipline equally applicable to policy holder investments
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Brief summary from 2010: LibFin Structure

LibFin Markets LibFin Investments
Asset Liability Management Asset Origination
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Libfin Markets
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Libfin markets: summary strategy and business case
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Strategic Product _
objective roduc Residual exposure Internal measure

= Convexity from long- = Breakeven

= Net interest rate exposure A
dated liabilities

Asset
Liability - Net written put option Gamma & vega on smaller = Breakevgn on
manageme sensitivities from asset classes (property etc) hedged risks
nt embedded derivatives - Equity and interest rate vega
- Many variables, so some where hedge costs > cost of
best efforts capital
= Origination of new - Credit spread movement = Yield enhancement
Generate assets and improved
additional = Unexpected losses and diversification
revenue impairments
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LibFin Markets: Commercial Objectives presented in early 2010
were delivered

2010 Annuity monthly P&L 2010 Embedded derivative and
Objectives NRR monthly P&L 2010

Manages market A»
risk exposure from
complex and long \
dated asset liability JanNgf M3y Yul e Nov
mismatches 588575 AJe 504
\ == Un-hedged
NV - Hedged -
== Un-hedged
Extracting value by
InveStln.g : Credit portfolio R2 on
underlying annuity originated
and GCB funds in 6 (R25 bin book)
a well diversified I o scmmos " Increased
portfolio of 7-1 o scrmar marginal
government and : ¢ eos income
corporate £ O ool oo o
instruments ° Sconarior & # Basecase Improved
‘ yield and
Risk . Wl diversification
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LibFin Markets: 2011 experience continues to build on 2010
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Experience year to date

GCB’s & Annuities

Managed interest rates » Good position management ©

Very long dated Interest * Volatile market interest rate markets ®
rate (not hedged)

Credit asset origination * Better than expected underlying product sales, dislocated © O
markets and balances
Credit spreads *Tightening credit spreads over the period ©
Sub-total ©
Embedded Derivatives &
NRR’s
Managed option positions  * Good position management ©
Equity option vega (not * Volatile markets ® ®
hedged)
Sub-total
Total * Better than current market conditions would suggest © ”
@) LIBERTY
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Libfin Markets: Income statement performance to end September
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Management has been trying to reduce ALM mismatches while improving the mix of credit assets
backing the annuity and GCB products. This year’s results (thus far) are primarily a function of

+ Risk management profits
» Credit accrual and small credit spread mark to market
« Equity volatility

+ Risk management experience has been good, which has partly off-set losses from increases in equity
volatility

* We now have the analytics to manage equity volatility, but on a through the cycle basis, we believe
the costs of doing so are currently expensive relative to the costs of capital associated with this risk.
Accordingly while we may act to dampen this risk if an opportunity presents itself, we are not actively
managing this exposure

+ Credit accrual experience has been better than we expected:
* New business from GCB'’s
« Cash balances in the business
» Better opportunities in dislocated credit market

@ LIBERTY
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Libfin Investments
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Libfin investments: summary strategy and business case
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Ensure that the Shareholder’s = Passive benchmarkin the cycle @ Risk off
Investment Portfolio (SIP)
Shareholder :
maximises after tax returns, = Hurdle rate through the cycle @
over a 5 year period, for the @
allocated economic capital and = Sharpe ratio
other risk constraints

Investment
management

Ensure superior risk adjusted - Belative performa_nce of @
e e performance to policyholders Investment p_ortfollos to
R aetent by constructing the appropriate benchmark (i.e. Customer Land5 years
management customer portfolios and promise)
managing the asset managers
to deliver on these objectives.

= 2010 and 2011 largely focused on getting the basics right. Clear SAA’s established, appropriate mandates,
monitoring and enforcing performance.

2012 and 2013 will focus on rejuvenating our investment proposition and ensuring portfolio is appropriately
positioned and efficient in a SAM environment

= 2014 will focus on differentiating our investment proposition @ LIBERTY
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Libfin Investments: Shareholder portfolio positioning
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« The SIP portfolio remains defensively positioned in both local equity and local bonds whilst
maintaining an overweight position in foreign assets. This asset relative view is also evidenced in the
90:10 reference portfolio managed by the asset manager (i.e. Liberty Managed).

SIP actual assetallocation - 30 June 2011

Jun 15% 8% 13% 22% 13%

0% 20% 40% 60% 80% 100%
B | ocal Equity W | ocal Prefs B | ocal Property
B ocal Cash OLocal Bonds O Foreign equity

B Foreign fixed interest

Liberty Managed active weights relative to benchmark
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Lifestyle Managed Portfolio LIBERTY
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Interventions by LibFin have had positive impact on Policyholder
Performance
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m Significant project completed ensure client mandates and asset manager mandates aligned

m Most appropriate capability utilised to ensure delivery to policyholders investment
objectives

m Mandates improved to leverage off capability, through scope, design or change to PM

Nl
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One year performance relative to peers shows significant improvement

(similar result for 3 and 5 years)
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Questions
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