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B Are things really that different?
B | essons from the financial crisis
B Issues for Insurers: culture, model risk, and systemic risk
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Origins of the Crisis

B Material increase in liquidity globally
B Too much cheap money, chasing too few quality assets
B A “Minsky Moment”
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The Break with the Past

S&P Insurance Index
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B Most markets have regained some sense of normality and liquidity
B Government actions over the next stage are crucial
— Quantitative easing
— Regulatory reforms
B Still much hard work to do
— Clearing of US residential housing market
— Rebuilding earnings in a low growth world
— Rebuilding trust between individuals and institutio ns
B Geographic differentiation
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M Culture is vitally important — escalation, quality of people, etc.

B Systemic risk — who was watching absolute rather than relative risk?

B Sophisticated use of models (rather than just having sophisticated models)
M |everage and complexity are hard to unravel in a rush

W Don’t be too large in any one thing
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Culture and People

B How do you nurture:
— The right people in the right roles
— The right culture - at all levels
— The right process (and not too much!)

B Not all losing bets are stupid bets
— Can your organisation’s culture tolerate this?
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Model Risk

Models are best used as a tool to highlight and quantify the range of potential
outcomes

B Potential for “too much faith” and focus on absolute numbers is a risk
B Managing risk relative to model
B Solvency 2 vs VaR models
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Systemic Interest Rate Risk

B In Asia, probably the biggest single risk

B Insufficient progress in managing this over last decade
B Are we all on the same side of this risk?

How effective are our existing tools going to be in responding to interest rate
volatility?

— Capital

— Bonus adjustments

— Pricing buffers?

— Waiting for mean reversion

10



oldman
achs

How Will The Crisis Change Insurers?

Given the business model’'s leverage to financial ma  rket performance, the

insurance industry is increasingly turning to hedgi ng strategies rather than
just capital support.

B Tighter ALM

B Technology spend

B Ever closer working relationships between different parts of the business
— Actuaries and the investment team
— Across the product development life cycle

B Changes to product offerings?
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Disclaimer

We have prepared the attached analysis for your private information, and Goldman Sachs is not soliciting any action based upon it. This analysis is provided for your
information only. This may not be an analysis or information that Goldman Sachs would normally provide to customers. The analysis or information provided is based
on certain assumptions which may not be assumptions that Goldman Sachs normally employs, and the provision of such analysis or information does not guarantee any
actual return, value or cash flow in the future. The analysis or information provided herein was supplied in good faith based on information which we believe, but do not
guarantee, to be accurate or complete; however we are not responsible for errors or omissions that may occur. Goldman Sachs shall have no liability, contingent or
otherwise, to the user or to third parties, for the quality, accuracy, timeliness, continued availability or completeness of the data nor for any special, indirect, incidental or
consequential damages which may be incurred or experienced because of the use of the data made available herein, even if Goldman Sachs has been advised of the
possibility of such damages. Goldman Sachs does not provide accounting, tax or legal advice; such matters should be discussed with your advisors and or counsel.

This material is distributed in Hong Kong by Goldman Sachs (Asia) L.L.C. and in Singapore by J. Aron & Company (Singapore) Pte (Company Number: 198902119H) or
Goldman Sachs (Singapore) Pte (Company Number: 198602165W).

This material is not a product of the Fixed Income Research Department. All materials, including proposed terms and conditions, are indicative and for discussion
purposes only. Finalised terms and conditions are subject to further discussion and negotiation and will be evidenced by a formal agreement. Opinions expressed are
our present opinions only and are subject to change without further notice. The information contained herein is confidential. By accepting this information, the recipient
agrees that it will, and it will cause its directors, partners, officers, employees and representatives to use the information only to evaluate its potential interest in the
strategies described herein and for no other purpose and will not divulge any such information to any other party. Any reproduction of this information, in whole or in
part, is prohibited. Except in so far as required to do so to comply with applicable law or regulation, express or implied, no warranty whatsoever, including but not limited
to, warranties as to quality, accuracy, performance, timeliness, continued availability or completeness of any information contained herein is made. Opinions expressed
herein are current opinions only as of the date indicated. Any historical price(s) or value(s) are also only as of the date indicated. We are under no obligation to update
opinions or other information. The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of
an offer to buy or sell any security or instrument or to participate in any trading strategy. Goldman Sachs does not provide accounting, tax or legal advice; however, you
should be aware that any proposed indicative transaction could have accounting, tax, legal or other implications that should be discussed with your advisors and or
counsel. In addition, we mutually agree that, subject to applicable law, you may disclose any and all aspects of any potential transaction or structure described herein
that are necessary to support any U.S. federal income tax benefits, without Goldman Sachs imposing any limitation of any kind. Goldman Sachs Groups Inc and
affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have "long" or "short"
positions in, and buy or sell, the securities, derivatives (including options) or other financial products thereof, of companies mentioned herein. In addition, Goldman
Sachs Group Inc. and/or affiliates may have served as manager or co-manager of a public offering of securities by any such company. Further information regarding
this material may be obtained upon request.
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