Interest Rate Risk Management Weekly Update

December 31, 2012

Current Rate Environment Fed Speak & Economic News:

Short Term Rates Today Last Week Change
1-Month LIBOR 0.21% 0.21% 0.00% ©
3-Month LIBOR 0.31% 0.31% 0.00% ©
Fed Funds 0.25% 0.25% 0.00% ©
Fed Discount 0.75% 0.75% 0.00% ©
Prime 3.25% 3.25% 0.00% ©
US Treasury Yields

2-year Treasury 0.25% 0.27% (0.02%)
5-year Treasury 0.71% 0.76% (0.05%) W
10-year Treasury 1.70% 1.76% (0.06% ) 7
Swaps vs. 3M LIBOR

2-year 0.49% 0.51% (0.02%) W
5year 0.93% 0.98% (0.05%) W
10-year 1.86% 1.92% (0.06%) W

= The irony that is unfolding on Capitol Hill is palpable as Congress had to work over the holiday weekend into New Years
after procrastinating for the entire year and failing to put forward any agreement to deal with the looming tax increases and
mandatory spending cuts. While “con” is the opposite of “pro”, we remain hopeful that Congress will find a way to make
progress today and reach a 12t hour “mini-deal” to hold us over for a few months. The latest whisper numbers surrounding
the deal are calling for tax hikes above the $400k income mark, sequester turn-off, and an extension to unemployment
insurance. As such a deal would have only minimal long-term implications and would not deal with the debt ceiling
dilemma, we will likely have to witness another high-profile negotiation in Washington early in 2013. As the interest on the
nation’s debt compounds, the can-kicking will merely delay the inevitable and possibly worsen the situation even with the
Fed aggressively pumping monetary stimulus into the anemic domestic economy.

= Barring any wild movements on this holiday-shortened trading day, we should see 10-year Treasuries close near the 1.75%
level, about 20 basis points below where we were at the beginning of the year. The Dow, as of this writing, stands nearly
6% higher than in January with the S&P 500 having added 11.5%.

= While the New Years holiday will put a break into this week'’s trading activity, we will kick 2013 off with a flurry of activity
headlined by the December employment report. Having started the year with the unemployment rate at 8.5%, we are
expected to finish 2012 at a rate of 7.7% with much of the reduction coming not from job creation but from individuals
leaving the labor force. In the supporting role, we will see some inflation numbers as well as the FOMC minutes which
should not offer too much new information that could alter policy expectations. The Fed has been loud and clear about its
intentions to maintain an extremely accommodative stance for some time to come.
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= Fiscal cliff issues are dragging down the US consumer’s evaluation of the
US economy as evidenced by the 9% drop in consumer confidence.
Consumers remain particularly worried about the post-cliff outlook.
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