Interest Rate Risk Management Weekly Update

May 23, 2016

Current Rate Environment

Fedspeak & Economic News:
= US Treasury yields moved higher by as many as 15 basis points in the belly of the curve in response to the hawkish April FOMC
minutes released on Wednesday. The minutes included several references to a possible June rate hike (the Fed will conclude its
two-day meeting June 15). The phrase that likely drove the selloff was: “Most participants judged that if incoming data were
consistent with economic growth picking up in the second quarter, labor market conditions continuing to strengthen, and inflation
making progress toward the Committee’s two percent objective, then it likely would be appropriate for the Committee to increase the

= The strong language suggests the Fed’s goal is to keep market participants on their toes by suggesting the June meeting is “live”.
This aligns with the rhetoric provided by FOMC officials in recent weeks, including the Fed’s Williams and Lockhart, both doves,
who mentioned that the market was overly pessimistic. Both said that wages have been rising, which is one of the key criteria that
needs to be satisfied in order for the Fed to introduce more tightening. In addition, the NY Fed’s Dudley, dove, believes a hike in
June or July is reasonable if the data justify it and noted that June is “definitely” a live meeting. In contrast, the moderately-dovish
Fed governor Brainard mentioned she is concerned with the stability risks abroad and warned that policy divergence could provoke

= The federal funds market was implying ~5 percent chance of a June rate hike before the release of the April FOMC minutes;
however, after, the implied likelihood moved higher to ~30 percent. The market seems convinced that there is a small likelihood of a
hike despite the fact the Fed has come out and said June is a “live” meeting. This probably reflects the market's concern
surrounding the geopolitical wildcard, the June 23 UK referendum on EU standing, which will likely play an important role in the

Short Term Rates Friday Prior Week Change

1-Month LIBOR 0.44% 0.43% 0.01% A\

3-Month LIBOR 0.66% 0.63% 0.03% A\

Fed Fl.mds 0.50% 0.50% 0.00% o target range for the federal funds rate in June.”
Fed Discount 0.75% 0.75% 0.00% ©

Prime 3.50% 3.50% 0.00% ©

US Treasury Yields

2-year Treasury 0.88% 0.75% 013% A\

5-year Treasury 1.36% 1.21% 0.15% A\

10-year Treasury 1.84% 1.70% 0.14% A\ strong market reactions.
Swaps vs. 3M LIBOR

2-year 1.07% 0.93% 0.14% A\

5-year 1.37% 1.22% 0.15% A\

10-year 1.75% 1.62% 0.13% A\

Probability of a Rate Hike at One of the Next Three Fed Meetings

Fed's policy decision. According to Bloomberg's composite survey, the “leave” votes are even with the “remain” votes. An abrupt
exit by the United Kingdom would be disastrous for the region and its unusually high likelihood probably has the Fed considering
adopting a wait-and-see approach as a risk-management tool since the referendum will conclude after the June FOMC meeting.

The Week Ahead
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= Hike at June meeting ==—Hike by July FOMC statement

Hike by September
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Euro-area finance ministers will discuss Greece’s bailout review, including

debt-relief measures and contingency plans in case budget targets are missed.

» The G-7 leaders summit will be held in Iseshima, Japan, on Thursday, with
the global economy, climate change and foreign policy on the agenda.

» Fedspeak: St. Louis Fed President Bullard and Fed governor Jerome Powell
will give speeches on Thursday.

» Top tier economic data : Durable goods will be released on Thursday, and

we will see another reading of first quarter US GDP on Friday.

Date Indicator For  Forecast Last
23-May Markit US Manufacturing PMI May P 51.0 50.8
24-May New Home Sales Apr 522k 511k
26-May Durable Goods Orders AprP  0.5% 1.3%
27-May GDP Annualized QoQ 1S  09% 0.5%
27-May U. of Mich. Sentiment May F 95.4 95.8
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Disclaimer

This communication is generated by the derivatives sales & trading unit of KeyBank and conveyed as commentary on economic, political and/or market conditions or, in
some cases, may be considered to be a general solicitation for entering into derivatives transactions, as contemplated under Commodity Futures Trading Commission
(“CFTC”) Regulation 23.605, and is not a “research report” as defined therein. This communication is not to be construed as a recommendation or opinion with respect to
any derivative or trading strategy involving a derivative for purposes of CFTC Part 23 Regulations. This communication does not take into account the investment
objectives, financial conditions, or needs of individual parties and is not intended to serve as a basis for entering into a derivatives transaction or to suggest, in any manner,
that a party should enter into a particular derivatives transaction or trading strategy involving a derivative. Parties should consult their own advisors for opinions and advice
on whether to enter into any derivatives transaction or trading strategy involving a derivative. The information contained herein has been obtained from sources deemed to
be reliable but it is not represented to be accurate, complete or objective. In providing this information, neither KeyBank nor any affiliate of KeyBank is acting as your agent,
broker, aadvisor, or fiduciary, or is offering any tax, accounting, or legal advice regarding these instruments or transactions. KeyBank may have current positions or
Strategies that may be inconsistent with any views expressed herein.
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