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Why did you invest in bonds? Insight
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Bond investment provided...

* Consistent income, lower volatility than equities

A close linkage to annuity rates

...a natural choice for maturing pension schemes

Primarily government and corporate bonds

Typically using market indices as a benchmark

Reducing liability risk and delivering return

In the past, risk and return were more balanced
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What changed? Risk up, returns down...

Corporate
defaults

Currency Record low

redenomination yields

Sovereign
defaults
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Interest rate risk is now asymmetric
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Yields on “safe haven” debt are near zero...
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Government bonds: plenty of risk, little reward

Source: Bloomberg as at 31 December 2012.
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New buyers have helped this... .
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Regulatory ie banks QE buying of gilts (£Ebn)
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Regulation and QE create price insensitive owners of government debt

Source: Bank of England as at 9 January 2013.
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Corporate bond benchmarks are also exposed...
What do you lose if yields return to 2008 levels?

...and it’s 25% Spain and Italy

...over 32% financials

...over 23% supranationals (EIB, KFW etc)

Market indices are not a great starting point...
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Traditional economic analysis not the driver today... Insight
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Before 2008: Cyclical For now: Non-cyclical

* Growth e Zero interest rates

* |nflation QE measures

* Interest rates Asymmetry of interest rate risk

* Supply and demand The search for yield
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Risk and return: the future is different

Traditional approaches have served you well...

* 151%return from gilts since 1997
* 36% in the last five years

* Corporate bonds performed better still — due to higher yields

But this simply can’t be repeated

* Interest rates cannot realistically fall further
* QE represents an overhang of bonds to be sold in the future
* Inflation remains a potential long-term threat

* Sovereign default risk cannot be ignored

Source: Merrill Lynch Index GO0IO0 as at 30 August 2013.
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So what now for bond investors?

Need to rebalance risk and return...

e Starting point is zero interest rate risk ie cash*
* Don’t use market-weighted bond indices
* Permit shorting to benefit from falling markets

* Expand beyond traditional bond asset classes

An absolute return bond approach: Cash Plus 4%*
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* Cash is defined as 3 month Libor.
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Why Cash* Plus 4%7?

Long term, it beats bond yields and has outpaced inflation
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Cash* +4%
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Absolute return bond investment rebalances risk and return

Source: Bloomberg: 10 year generic UK Gilt yield, UK RPI, 3 month Libor plus 4%
* Cash is defined as 3 month Libor.
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Absolute return bond investment Insight
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Government Investment
bonds \ / grade credit

Inflatlon
>
Imked bonds

Emerging / \ High yield
market debt and loans

A global diversified approach

Source: Insight
* Cash is defined as 3 month Libor.
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How do you generate absolute return? Insight
US versus Germany: relative market performance INVESTMENT
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8 Short Germany,
long US - Germany
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No net market risk — a safer way to target returns

Source: Bloomberg as at 9 January 2013.Generic 30 year US Treasury yield relative to 30 year Generic German Bund yield.
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Summary: today’s bond risks need a different solution

Solutions Risks

v" Absolute return bond investment X Asymmetric interest rate risk
v" Cash benchmarked X Concentrated market indices
v Unconstrained bond asset classes X Corporate credit risk

v Long and short positions X Sovereign credit risk
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Notes Insight
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Unless otherwise stated, the source of information is Insight Investment. Any forecasts or opinions are Insight Investment’s own at the date of this document
and may change. They should not be regarded as a guarantee of future performance. The value of investments and any income from them will fluctuate and is not
guaranteed (this may partly be due to exchange rate fluctuations). Investors may not get back the amount invested. Past performance is not a guide to future
performance.

This document is intended for professional clients only and should not be relied upon by retail clients.

This document should not be amended or forwarded to a third party without consent from Insight Investment.
Telephone calls may be recorded.

For clients and prospects of Insight Investment Management (Global) Limited:

Issued by Insight Investment Management (Global) Limited. Registered in England and Wales. Registered office 160 Queen Victoria Street, London EC4V 4LA; registered
number 00827982. Authorised and regulated by the Financial Conduct Authority.

For clients and prospects of Insight Investment Funds Management Limited:

Issued by Insight Investment Funds Management Limited. Registered in England and Wales. Registered office 160 Queen Victoria Street, London EC4V 4LA;
registered number 1835691. Authorised and regulated by the Financial Conduct Authority.

Disclaimer

This document is for information purposes only. No party shall have any right of action against Insight in relation to the accuracy or completeness of the information
contained in it, or any other written or oral information made available in connection with it. Any investment advice that we provide to you is based solely on the limited
initial information which you have provided to us. Notwithstanding that Insight may have reviewed the Statement of Investment Principles of any relevant trust, no part of
any document or presentation provided by us prior to our formal appointment as discretionary investment manager by way of written agreement shall be deemed to
constitute ‘proper advice’ for the purposes of the Pensions Act 1995 (as amended). Any limited initial advice given will be further discussed and negotiated in order to
agree formal investment guidelines which will form part of a written investment management agreement between the parties.

© 2013 Insight Investment. All rights reserved
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