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Consolidated Financial Statements
Consolidated Balance Sheets

Chugin Financial Group, Inc. and its Consolidated Subsidiaries
March 31, 2023

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2023
ASSETS:
Cash and due from Danks (NOLES 21 @NG 25) ...c.eviuviviiiiiiiii ittt b et bbbt b e ¥ 1,510,394 $11,311,270
CITOANS .t 178,907 1,339,826
Other debt purchased (NOTES B @NA 10 ).......v.iviririiiieiiisieisieie ettt b bbb 22,329 167,220
Trading account securities (NOTES 6, 13 ANA 271) ......viviiiiiiiiiie ettt 2,023 15,150
MONEY tTUSES (NOTES 7 ANA 271) ...ttt bbbttt bbbttt b et 24,600 184,228
SECUNTIES (NOES B, 9, T3 @NU 2] ...ttt bbbt s bbbttt 2,324,053 17,404,725
Loans and bills discounted (NOtES 9, 10, 13 @NA 271) ...c.iviiiiiiiiieiiei bbb 5,555,795 41,607,092
FOrEign EXCANGE (NOTE 9) ...ttt bbb bbbk b bbbttt b bbb 14,742 110,402
Lease receivables and iNVESIMENTS IN 18ASEU ASSEIS........vciiviiiiiiiii ettt ettt e et et 27,010 202,276
Other assets (NOtES 9, 13, 18, 21 @NU 22).......cviviiiiiiiiecceee ettt ettt 158,076 1,183,823
Tangible fIXEA @SSEIS (NOTE T1) ..viririiiiitiiit ettt h et bbbttt ettt 35,631 266,838
INtaNGIDIE fIXE ASSELS (NOTE T2) ...ttt 1,712 12,821
Deferred tax assets (Note 14) 17,594 131,760
Customers' liabilities for acceptances and guarantees (NOTE 9) .........vuvrvuiririiiiiiiee e 31,110 232,981
Reserve for possibIe 10AN 10SSES (NOTE 3).........cviviiiiieiiiicietie ettt bbbttt (54,302) (406,665)
QL0 LE=LIR FSESTCET ¥ 9,849,678 $73,763,783
LIABILITIES AND NET ASSETS:
Liabilities:
DEPOSIES (NOLES 13 AN 21) ..ttt bbbttt ¥ 8,053,522 $60,312,454
G MONBY ..ttt s ettt sttt ettt b ettt h ettt s ettt ettt b et bbbttt et ettt b s 179,987 1,347,914
Payables under repurchase agreements (Note 13) .......ccccovevieennn. . 93,913 703,310
Payables under securities lending transactions (Notes 13 and 21)... . 423,430 3,171,047
COMMEICIAl PAPET (NOTE T5) ...ttt 46,530 348,461
Borrowed money (NOTES 13, 15 @NA 27) ...viuiiiiiiieeie bbbttt bbbttt b s 320,843 2,402,778
Foreign exchange ... . 492 3,684
Bonds payable (Note 16) 10,000 74,889
TR (oI U 0= 1o 8,496 63,626
Other liabilities (Notes 15, 18, 21 and 22) 147,572 1,105,159
Accrued employees' bonuses 1,547 11,585
Accrued directors' bonuses 25 187
Reserve for directors' retirement benefits . 49 366
Reserve for reimbursement of deposits .... 250 1,872
Reserve for point program................... . 114 853
Net defined benefit lIADIIY (NOTE T7) .. .. viiiic bbb 3,466 25,956
Deferred tax ADIITHES (NOTE T4) .. ...viiiii bbb 423 3,167
RESEIVES UNAET SPECIAI TAWS .......cvevtiiteee et bbbtk bbbt bbbttt bbbttt 7 52
ACCEPTANCES ANA GUATANTEES ... .vvivcsiietet ettt d o1ttt a2 st b 1t st s b b1ttt s e bbbt 31,110 232,981
TOTAI TIAIIEIES 1.+ttt ¥ 9,321,784 $ 69,810,409
Net assets (Note 24):
Shareholders' equity
Common stock
Authorized shares: 500,000,000 shares in 2023
Issued shares: 184,771,461 SArES N 2023 ........cviviiiieiie ettt ettt et e ettt et se et et e s ¥ 16,000 $ 119,823
Capital surplus 7,302 54,684
RETAINEA BAMINGS ..ottt ettt s bbb s bkt s bbb s bbb s bbbttt bbbt 479,223 3,588,878
Less treasury stock, at cost
1,071,607 SNATES N 2023 ......0.0iiviiieiieiet ettt ettt sttt a ettt (1,000) (7,488)
Accumulated other comprehensive income:
Net unrealized gains on available-for-sale SECUtIES (NOTE 8) ........vcviviiiiiiiiiiciic e 34,234 256,376
Net deferred losses on hedging instruments (3,320) (24,863)
Accumulated adjustments for retirement DENEMLS (NOTE 17)......oiiviiiiiiiiiic e (4,818) (36,081)
TOAL. 1.1t 26,096 195,431
Subscription rights 10 SNATES (NOTE 26) ..........cviviiiriiiiiiiiiiet ettt 272 2,036
QL0 0F TSEST 527,894 3,953,373
TOtal IADIITIES ANG MET ASSEES. ... ertttietitt itttk ekttt ettt ekttt skt h sttt ettt ettt ettt ¥ 9,849,678 $73,763,783

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Income

Chugin Financial Group, Inc. and its Consolidated Subsidiaries
For the Year Ended March 31, 2023

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2023
Income (Note 22):
Interest and dividends on:
L0ANS @NA TISCOUMES ...ttt ettt ettt b2 b1 bt e bbbt s b e st et s bt e b et e bt e st et et et e et et ere st e e n e st ereas ¥ 60,294 $ 451,538
SBOUMHIES 1.8 29,653 222,069
MBI e h bbbttt 3,208 24,024
FEES ANT COMMISSIONS .....cvvivi ittt ettt ettt et s bbb et et b et e s e b et e s et s b et et et et e b et et e s et et s et et e b e et e s et et area 20,545 153,860
OthEr OPEIATING INCOME .....ivivii ettt ettt ettt ettt ettt s sttt b st s sttt e b bt s bt s b ere s 47,440 355,275
BAU UBDE TECOVETEU ...t bbb 30 224
OB NIBT MCOMIB. ...ttt bttt sttt 1 et b et s sttt s et b o4+ttt ettt 4 et ettt ettt ettt bttt ettt e b r et b ees 22,501 168,508
0TI IMCOMMIE ..tttk ettt ettt ettt sttt 4 skt h ettt b4ttt 4 ettt ettt ettt et n bt r et 183,675 1,375,533
Expenses:
Interest on:
DBPOSIES ...ttt 1111111t b et R et R ettt e e bRt et et ettt e b et et 4,245 31,790
BOMTOWINGS ...ttt b 41t b et 1Lttt bbbttt 2,037 15,254
DB et et b et bbb Lttt bbbttt 21,852 163,648
FEES ANT COMIMISSIONS ...tttk bbbt bbb h bbbttt bbbk b ettt b e bbbttt e 3,427 25,664
OtNET OPETALING BXPENSES ... c.vvvivivitieietetes ettt ettt ettt sttt o2 sttt s et b et 21 ettt s et b et s sttt et b et e bbbttt n et tees 56,333 421,875
General and admiNISITAtIVE BXPENSES ......c.iiiiiririieteiee ettt ettt ettt s ettt sttt e ettt 55,662 416,850
RESEIVE fOr POSSIDIE 10BN TOSSES ... .ttt 5,717 42,814
Losses on impairment 0f fiXed @SSELS (NOTE T1) .. ..vivivireieiiiii bbb 55 41
OB NIBT BXDENMSES ...tttk ettt btttk bRttt b s 4,841 36,254
Ol X DENISES ...tttk h R bt bbbttt ettt 154,172 1,154,586
INCOME DEFOIE INCOME TAXES ......vvivieit ettt ettt ettt ettt ettt ettt ettt ettt ettt es 29,503 220,946
Income taxes (Note 14):
CUITEINE L.kttt etttk bk s bbbt s bbb b sttt ekttt 9,705 72,680
DIBTBITE. ...ttt ettt ettt b4t 1 b4t d 111t 1 ettt 1 bt h ettt bbbttt ettt ettt e n e (679) (5,084)
9,025 67,587
NELINCOME ..ot 20,477 153,351
Net income attributable to non-controlling interests.. —_ —_
Net income attributalble t0 OWNETS OF PABNL.......i.iiiii ittt bbbttt bbbttt b b s ¥ 20477 $ 153,351
U.S. Dollars
Yen (Note 1)
2023
Per SNAre 0f COMMON SEOCK ... ...ttt
Basic net income............. ¥ 110.96 $ 0.830
Diluted net income 110.80 0.829
Cash dividends applicable 10 the YEar (NOTE 24) .........i ittt 30.00 0.224

See accompanying Notes to Consolidated Financial Statements.

Consolidated Financial Statements Consolidated Statements of Comprehensive Income

Chugin Financial Group, Inc. and its Consolidated Subsidiaries
For the Year Ended March 31, 2023

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2023
NEEIMCOME ...ttt bbbttt 4 44 s 4441111111 h bbb bbb bbb ¥ 20,477 $ 153,351
Other comprehensive income (Note 20):
Net unrealized 105ses 0n available-fOr-Sale SECUMHIES ........vevviiiiiiic st (33,373) (249,928)
Net deferred 105S€S 0N NEAGING INSITUMENES .........vviviiiviictcee ettt b et b s (2,713) (20,317)
AdJUSTMENTS TO TETITEMENT DENMETIES ...ttt bbb bbbkttt b bbb (1,356) (10,155)
Total Other COMPIBNENSIVE IMCOME ......eviiiitiititiit ettt ettt ettt ettt ettt et et e ettt et et ettt e bt e e tb et et te ettt e ettt sbete s ere s (37,443) (280,408)
COMPIBNENSIVE IMCOIMIE ...\ttt ettt ettt ettt ettt et et et et e e sttt et et et et et e st et et et ettt et s bttt et ettt ettt et et ettt e e b st ereses ¥ (16,966) $ (127,057)
Comprehensive income attributable to:
OWNETS O PATBNE ...ttt bbbttt ¥ (16,966) $ (127,057)
NON-CONTTOIING INTEIESES ...ttt bttt s bbbt bbb bbbtk b bbbttt —_ —_

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Changes in Net Assets

Chugin Financial Group, Inc. and its Consolidated Subsidiaries
For the Year Ended March 31, 2023

Millions of Yen
2023
Accumulated other comprehensive income

Net unrealized Net deferred  Accumulated

. ; gains (losses) . Subscription
e G fedned oD Gamme S OSSO pm o oo 9
securities instruments benefits
Balance at beginning of year.............. ¥ 15149 ¥ 8,153 ¥476,938 ¥ (11,623) ¥ 67,608 ¥  (606) ¥ (3,461) ¥ 63,540 ¥ 256 ¥ 552,414
Net income attributable to owners
Of PareNt......ccoovvviiiiiiiinns 20,477 20,477
Changes by share transfer ............ 850 (850) —
Cash dividends..........ccccccoevnininnns (5,651) (5,651)
Purchases of treasury stock . (1,9471) (1,9471)
Disposals of treasury stock............ 1 21 23
Cancellation of treasury stock........ 1 (12,540) 12,542 —
Net changes in items other than
shareholders' equity ................. (33,373) (2,713) (1,356)  (37,443) 15 (37,428)
Net changes during the year.............. 850 (850) 2,285 10,622 (33,373) (2,713) (1,356)  (37,443) 15 (24,520)
Balance at end of year...................... ¥ 16,000 ¥ 7,302 ¥479223 ¥ (1,000) ¥ 34,234 ¥ (3,320) ¥ (4,818) ¥ 26,096 ¥ 272 ¥ 527,894

See accompanying Notes to Consolidated Financial Statements.

Thousands of U.S. Dollars (Note 1)
2023

Accumulated other comprehensive income
Net unrealized

Net deferred ~ Accumulated

. ; gains (losses) ) Subscription
GO me el T Gasee hEe ERRC gu o Cigwo A0
securities instruments benefits
Balance at beginning of year.............. $113,450 $ 61,057 $3,571,766 $ (87,044) $506,313 $ (4,538) $ (25,919) $475848 $ 1,917 $4,137,002
Net income attributable to owners
Of Parent......ccocovvvriviverininnan, 153,351 153,351
Changes by share transfer ............ 6,365 (6,365) —
Cash dividends (42,320) (42,320)
Purchases of treasury stock .......... (14,536) (14,536)
Disposals of treasury stock............ 7 157 172
Cancellation of treasury stock........ (7)  (93,911) 93,926 —
Net changes in items other than
shareholders' equity ................ (249,928)  (20,317)  (10,155) (280,408) 112 (280,296)
Net changes during the year.............. 6,365 (6,365) 17,112 79,547  (249,928)  (20,317)  (10,155) (280,408) 112 (183,629
Balance at end of year....................... $119,823 $ 54,684 $3,588,878 $ (7,488) $256,376 $ (24,863) $ (36,081) $195431 § 2,036 $3,953,373

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

Chugin Financial Group, Inc. and its Consolidated Subsidiaries
For the Year Ended March 31, 2023

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2023
Cash flows from operating activities
INCOME DETOIE INCOME TAXES ... vttt bbbtk s bbbttt eb e ¥ 29,503 $ 220,946
DIBPIBCIALION ...ttt b stttk b ettt 3,177 23,792
L055€es 0N IMPAIrMENT O fIXEA ASSEIS......iviviiviritiii ettt 55 411
Share-based COMPENSALION BXPEINSES ........cvivirieririririsetetete ettt ettt ettt ettt ettt b b et sttt s bttt et et ettt s b s 39 292
Provision of reserve for POSSIDIE 108N I0SSES ..........viviiiiiriiec ettt ettt 5,717 42,814
Increase (decrease) in reServe for POINT PrOGIAM..........euivir ittt 6 44
Increase (decrease) in reserve for directors' retirement DENETILS.........ooviiiiiiiiii s 2 14
Increase (decrease) in accrued EMPIOYEES' DOMUSES ........viviviriiiieririieteiee ettt bbbt 67 501
Increase (decrease) in acCrued AIrECIONS' DOMUSES .......c.oviviiiriiriiiiis ettt 0 0
Increase (decrease) in net defined DENEfit IADIY..........ccvoviiiiiiiciec s (290) (2,171)
Increase (decrease) in reserve for reimbursemMent Of ABPOSIES .........cciviviiiiii et 190 1,422
Interest and diVIAENT INCOME .........o.iiiie bbb bbb b bbbttt bbbt eb e (93,157) (697,648)
INEEIEST BXDENSE ...tttk h bbbtk s bkttt bbbttt 28,134 210,694
L0SSES (gaiNS) related 10 SECUMEIES, MET ... ... ittt 1,745 13,068
L0SSES (QaINS) ON MONEY TTUSES, MEL ......cvivieitctit ittt bbbttt 297 2,224
Foreign eXchange 10SSES (JAINS), NEBL.......ccviviriiir ettt ettt ettt b s (36,402) (272,612)
Losses (gains) on disposals Of fIXE ASSELS, NMET..........cciiiiiiiiiciie ettt ettt 1 7
Decrease (increase) in trading account securities, excluding foreign exchange CONracts ... 81 6,073
Decrease (increase) in call loans and other deDt PUICRASE ..........ccoiiiiiiiice s 265,676 1,989,635
Increase (decrease) in payables Under repurChase agrEEMENTS.........ovviviiiiiiiieriit ettt (97,093) (727,124)
Decrease (increase) in due from banks, excluding the Bank 0f Japan ............cccooeiiiiiiiiiiicc e (256) (1,917)
Increase (decrease) in COMMETCIAl PAPET..........ciiriieriiteteie ettt bbbttt ettt b bbb (8,486) (63,551)
Decrease (increase) in foreign EXChANGE ASSELS .........ciiiiiriiiiit ittt ettt ettt (8,459) (63,349)
Decrease (increase) in 10ans and DillS QISCOUNTEA. ........c.o.viviiiiiiiiiii it (300,191) (2,248,116)
Decrease (increase) in lease receivables and iNVeStMENtS i 18ASEA @SSETS.........cviviiiririririi e (1,606) (12,027)
DECrease (INCreaSsE) iN OtNET @SSES. ... ...viiriririririr ittt (14,065) (105,332)
INCrEase (AECTEASE) IN UEBPOSIES ... ..vvvesirietetetit ettt ettt bbbt s e b bttt b et eb e 191,848 1,436,740
Increase (decrease) in DOIOWEA MOMEY ........vcviiiiiririititeiet ettt bbbttt ettt s sttt (353,291) (2,645,779)
INcrease (ECrease) iN CAIl MOMBY .........cciviviriiiet ettt bbbt s ettt e bttt ettt s e b s 69,278 518,819
Increase (decrease) in foreign eXChange HADIITHES .........ovvvvieiiiiiii e (133) (996)
Increase (decrease) in payables under securities 1ending tranSACTIONS ............voviiiiiiiiiice s (164,925) (1,235,115)
Increase (decrease) in dUE 10 TrUST ACCOUNT. .......vvviviriiiiiii bttt 1,560 11,682
Increase (decrease) in OtNEr HADIHIES ..........vvrrrererereieeeee ettt 21,098 158,001
Interest and dividends received 91,567 685,741
Interest paid.........c.cccovvveiiiinns (28,113) (210,536)
SUDTOTAL ..ttt ettt ettt bttt (395,694) (2,963,334)
[MCOMIE TAXES PAIT. ...ttt (7,787) (58,316)
Net cash USEd iN OPEIATING ACTIVITIES ...ttt s (403,482) (3,021,658)
Cash flows from investing activities
PUICNASES OF SECUMIES ......cvivivetit ittt b ettt bbbt et h sttt ettt ettt b et (1,390,078) (10,410,229)
Proceeds from sales of securities............ 1,273,089 9,534,104
Proceeds from redemption of securities .. 280,810 2,102,973
PUICNESES OF MONEY TTUSTS ...ttt (7,323) (54,841)
PrOCEEAS fTOM MONEY TTUSES ... vttt b ettt bbbttt b ettt eb s 10,025 75,076
Purchases of tangible fixed assets ....... (2,143) (16,048)
Purchases of intangible fixed assets (642) (4,807)
Proceeds from sales of tangibIe fIXEA ASSELS..........viiiiiiiiiii ettt 562 4,208
Net cash provided DY INVESTING CTVITIES. ..ottt bttt bbbkt b ekttt bbb 164,298 1,230,420
Cash flows from financing activities
CaSN AIVIAENUS PAIM.... ...ttt (5,651) (42,320)
PUICNASES OF TTBASUNY STOCK...... vttt bbbttt b et b s (1,941) (14,536)
Repayments on lease obligations.......... (251) (1,879)
Proceeds from sales of treasury stock 0 0
Proceeds from exercise of emplOYEe SNArE OPHONS ..........cviiiiiiiiiiiiietcee ettt 0 0
Net cash used in fINANCING ACTIVITIES ...ttt (7,844) (58,743)
Effect of exchange rate changes on cash and Cash BQUIVAIENTS. .........ciiiiiiiieetee ettt er et — —
Net decrease in cash and Cash EQUIVAIENTS. ...........ciiiiiiiiii ettt ettt re e (247,028) (1,849,981)
Cash and cash equivalents at DEGINNING O YEBAI ... ..ottt ettt ettt b et et ettt n e es 1,753,389 13,131,049
Cash and cash equivalents at end Of YEAr (NOTE 25) ....i.viuiuiiiiiiiiiieee ettt sttt rerenas ¥ 1,506,361 $ 11,281,067

See accompanying Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

Chugin Financial Group, Inc. and its Consolidated Subsidiaries

1. Basis of Presenting Consolidated Financial Statements

The accompanying consolidated financial statements of Chugin Financial Group,
Inc. (the “Company”) and its consolidated subsidiaries (collectively, the “Group”)
have been prepared in accordance with the provisions set forth in the Japanese
Financial Instruments and Exchange Act and its related accounting regulations,
the Japanese Banking Law and the Japanese Uniform Rules for Bank Accounting
and in conformity with accounting principles generally accepted in Japan
(“Japanese GAAP”), which are different in certain respects as to application and
disclosure requirements from International Financial Reporting Standards.

Since the Company was established on October 3, 2022, information for the
previous fiscal year is not presented.

The consolidated financial statements for the year ended March 31, 2023
were prepared by succeeding to the consolidated financial statements of The
Chugoku Bank, Limited, which became a wholly owned subsidiary through a sole
share transfer. Therefore, the consolidated financial statements for the year ended
March 31, 2023 include results of The Chugoku Bank, Limited for the six months
ended September 30, 2022.

The accompanying consolidated financial statements have been reformatted
and translated into English with some expanded descriptions from the
consolidated financial statements of the Company prepared in accordance with
Japanese GAAP and filed with the appropriate Local Finance Bureau of the
Ministry of Finance as required by the Financial Instruments and Exchange Act.
Certain supplementary information included in the statutory Japanese language
consolidated financial statements is not presented in the accompanying
consolidated financial statements.

As permitted by the Financial Instruments and Exchange Act, amounts of less
than ¥1 million have been rounded down. As a result, the totals shown in the
accompanying consolidated financial statements (both in yen and U.S. dollars) do
not necessarily agree with the sums of the individual amounts.

The translations of the Japanese yen amounts into the U.S. dollar amounts
were included solely for the convenience of readers outside Japan, using the
prevailing exchange rate as at March 31, 2023, which was ¥133.53 for US$1.00.
The translations should not be construed as representations that the Japanese
yen amounts have been, could have been or could in the future be converted into
the U.S. dollars at this or any other rate of exchange.

2. Significant Accounting Policies

(a) Principles of Consolidation

Scope of Consolidated Subsidiaries and Affiliates Accounted for by the Equity
Method

The consolidated financial statements include the accounts of the Company and
its eleven significant subsidiaries after elimination of all significant intercompany
transactions, balances and unrealized profits.

Following the establishment of the Company, The Chugoku Bank, Limited
(hereinafter, “The Chugoku Bank”) became a wholly owned subsidiary of the
Company, and the Company acquired all of the seven companies’ shares held by
The Chugoku Bank, through distribution-in-kind from The Chugoku Bank. As a
result, The Chugoku Bank, its consolidated subsidiaries, and the seven companies
were included in the scope of consolidation for the year ended March 31, 2023.

Ten subsidiaries, of which the Company owns a majority of the voting rights,
were excluded from the scope of consolidation for the year ended March 31,
2023 because the total amounts of their assets, net income and retained
earnings were immaterial and their exclusion from the scope of consolidation
would not hinder a rational judgment regarding the consolidated financial position
or results of operations.

Investments in ten subsidiaries and one affiliated company also were not
accounted for by the equity method for the year ended March 31, 2023 because
their exclusion had no significant effect on the consolidated financial statements.
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One company, of which the Company owns between 20% and 50% of the
voting rights (execution rights), was not recognized as an affiliate accounted for
using the equity method for the year ended March 31, 2023 because it is held by
the Company’s unconsolidated subsidiary for the purpose of incubating investees
or earning capital gains through business transactions and not for the purpose of
controlling the entity.

Balance Sheet Date of Subsidiaries
The balance sheet date of all consolidated subsidiaries is March 31, the same as
that of the Company.

Gooawill
Goodwill is amortized using the straight-line method over a period of five years.
Goodwill which is immaterial in amount is fully charged as loss when incurred.

(b) Trading Account Securities, Securities and Money Trusts
Trading account securities are stated at fair value (cost of sales is computed by
the moving-average method). Gains and losses realized on disposal and
unrealized gains and losses from market value fluctuations of these securities are
recognized as gains and losses in the period of the change. Held-to-maturity debt
securities are stated at amortized cost (straight-line method) using the moving
average method. Investments in affiliated companies that are not accounted for
by the equity method are stated at cost determined by the moving average
method. Available-for-sale securities are stated at fair value. Unrealized gains and
losses on these securities, net of applicable income taxes, are reported as a
separate component of net assets. Realized gains and losses on the sale of such
securities are computed using the moving average method.

Available-for-sale securities without a market price are stated at cost using the
moving average method.

Securities constituting trust assets of money trusts are stated in the same
manner as trading account securities.

(c) Derivatives and Hedge Accounting
Derivatives are stated at fair value.

The consolidated subsidiaries that engage in the banking business apply the
deferred method of hedge accounting for transactions entered into to hedge the
interest rate risks associated with various financial assets and liabilities as
stipulated in “Accounting and Auditing Treatment of Accounting Standards for
Financial Instruments in the Banking Industry” (Industry Committee Practical
Guideline No. 24, March 17, 2022) issued by the Japanese Institute of Certified
Public Accountants (“JICPA”). The effectiveness of the hedges is assessed for
each identified group of hedged loans and securities and the corresponding group
of hedging instruments, such as interest rate swaps, in the same maturity bucket.

The consolidated subsidiaries that engage in the banking business apply the
deferred method of hedge accounting for transactions entered into to hedge
foreign exchange risks associated with various foreign currency-denominated
monetary assets and liabilities as stipulated in “Accounting and Auditing
Concerning Accounting for Foreign Currency Transactions in the Banking Industry”
(JICPA Industry Committee Practical Guideline No. 25, October 8, 2020). The
effectiveness of the currency swap transactions, exchange swap transactions and
similar transactions that hedge the foreign exchange risks of monetary assets
and liabilities denominated in foreign currencies is assessed based on a
comparison of the foreign currency position of the hedged monetary assets and
liabilities and the hedging instruments.

In addition to the above methods, the consolidated subsidiary that engage in
the banking business applies the fair value hedge method to portfolio hedges for
foreign exchange risks associated with foreign securities, except for bonds,
identified as hedged items in advance as long as the amount of foreign currency



payables of spot and forward foreign exchange contracts exceeds the acquisition
cost of the hedged foreign securities in foreign currency.

(d) Tangible Fixed Assets

Tangible fixed assets owned by the consolidated subsidiary that engage in the
banking business is stated at cost less accumulated depreciation. Depreciation is
computed by the declining balance method over the estimated useful life of the
asset. For the consolidated subsidiary that engage in the banking business,
estimated useful lives are mainly as follows:

Buildings......occovvviviiiiiinnn 410 40 years
Other......oooviicee, 210 20 years

For the Company and other consolidated subsidiaries, the useful life of an
asset is mainly based on the Corporation Tax Law of Japan.

Lease assets with respect to finance leases that do not transfer ownership of
the lease assets and are recorded in “Tangible fixed assets” are depreciated
using the straight-line method over the term of the lease, assumed to be the
useful life, with a salvage value of zero or the guaranteed amount.

(e) Intangible Fixed Assets

Intangible fixed assets are depreciated using the straight-line method. Costs of
software for the internal use are amortized based on the useable period
determined by the Company and its consolidated subsidiaries (five years).

(f) Foreign Currency Translation

The Company’s assets and liabilities denominated in foreign currencies are
translated into Japanese yen at the exchange rates prevailing at the end of the
fiscal year.

(9) Reserve for Possible Loan Losses

The consolidated subsidiaries that engage in the banking business write off loans
and makes provisions for possible loan losses. For loans to insolvent customers
who are undergoing bankruptcy or other collection proceedings or who are in a
similar financial condition, the reserve for possible loan losses is provided in the
full amount of such loans, excluding the portion estimated to be recoverable due
to security interests or guarantees.

For large borrowers who are likely to become bankrupt and borrowers with
restructured loans, if the cash flows from the collection of principal and interest
can be reasonably estimated, a reserve is provided based on the difference
between the relevant cash flows discounted by the initial contractual interest
rates and the carrying amounts of the loans.

For unsecured and unguaranteed portions of loans to customers not presently
in these circumstances but who face a high probability of so becoming, the
reserve for possible loan losses is provided for the estimated unrecoverable
amounts determined after an evaluation of the customer’s overall financial
condition. For other loans such as normal loans and loans requiring special
attention, the estimated loss for the average remaining term on loans and other
transactions or the estimated loss over the next three years is recorded, and
these estimated losses are calculated by using the loss ratio, derived from the
average rate for the actual rate of loan losses of the consolidated subsidiaries
that engage in the banking business for a fixed past period based on the three-
year historical default rate or the past average rate with the long-term perspective
such as business cycles, and adding to that the necessary corrections for future
estimates. A specific reserve for loans to borrowers in certain countries has been
established in accordance with the regulations of the Ministry of Finance to cover
potential losses from specific overseas loans.

Assessment and classification are conducted by each business department
and Credit Supervision Department utilizing the internal rules on self-assessment
of assets and audited by the Risk Management Department (an independent
department). The reserve for possible loan losses is provided based on the
auditing results.

Reserves for possible loan losses of other consolidated subsidiaries are
provided for general claims in the amount deemed necessary based on historical
loan loss ratios and for certain doubtful claims in the amount deemed
uncollectable based on individual assessments.

(h) Accrued Employees’ Bonuses

Accrued employees’ bonuses are provided for the future payment of bonuses to
employees in the amounts of the estimated bonuses attributable to the current
fiscal year.

(i) Accrued Directors’ Bonuses
Accrued directors’ bonuses are provided for the payment of bonuses to directors
and corporate auditors based on an estimated amount.

() Reserve for Directors’ Retirement Benefits

A reserve for directors’ retirement benefits is provided for severance and
retirement benefits to directors and corporate auditors based on the required
amounts determined by internal regulations.

(k) Reserve for Reimbursement of Deposits

A reserve for reimbursement of deposits is provided for reimbursement of
deposits that were derecognized from liabilities and credited to income. The
amount is determined based on the historical reimbursement ratio for such
accounts.

(I) Reserve for Point Program

A reserve for the point program is provided for the accumulation of points granted
to credit card holders. The amount of reserve is determined based on the past
usage ratio of points by card holders.

(m) Reserve Under Special Laws

A reserve under special laws is provided for contingent liabilities from financial
instruments and exchange. This is a reserve pursuant to Article 46-5 of the
Financial Instruments and Exchange Act and Article 175 of Cabinet Office Order
on the Financial Instruments Business to indemnify losses incurred in connection
with the purchase and sale of securities and derivatives and other transactions.

(n) Accounting for Employees’ Severance and Retirement Benefits

In determining projected benefit obligation for the consolidated subsidiaries that
engage in the banking business, the estimated amount of retirement benefits is
attributed to periods based on a benefit formula basis.

Prior service cost of the cash balance pension plans is recognized as expense
using the straight-line method over 10 years, which is within the average of the
estimated remaining service years, commencing with the period in which it arises.

Actuarial gains and losses are recognized as expenses using the straight-line
method over 10 years, which is within the average of the estimated remaining
service years, commencing with the following period.

In calculating the liability for retirement benefits and retirement benefit
expenses, other consolidated subsidiaries and subsidiary corporations, etc. apply
a simplified method under which the amount that would be required to be paid if
all the employees voluntarily retired at the fiscal year end is regarded as projected
benefit obligation.
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(0) Recognition of Revenue and Expenses

(1) Finance leases

As lessor:

Income from finance leases and related leasing costs are recognized when lease
payments are received.

(2) Revenue from contracts with customers
The Company and its consolidated subsidiaries recognize revenue from contracts
with customers applying the following steps:
Step 1: Identify the contract(s) with a customer
Step 2: Identify the performance obligations in the contract
Step 3: Determine the transaction price
Step 4: Allocate the transaction price to the performance obligations in the
contract
Step 5: Recognize revenue when (or as) the entity satisfies a performance
obligation
The Company and its consolidated subsidiaries, which provide services related
to a wide range of the banking business such as domestic exchange, sales of
customers’ assets in custody and investment banking business, recognize
revenue when satisfying a performance obligation based on contracts with
customers.

(p) Income Taxes

Deferred income taxes are recognized for loss carryforwards and taxable
temporary differences between carrying amounts for financial reporting purposes
and tax bases. In Japan, income taxes applicable to the Company and its
consolidated subsidiaries consist of corporation tax (national), inhabitant taxes
(local) and enterprise taxes (local).

(q) Accounting Policy for Loss/Gain on Cancellation of Securities Investment
Trusts

The consolidated subsidiary that engage in the banking business records loss/
gain on cancellation during the period of securities investment trusts in interest
and dividends on securities. If a negative amount arises for interest and dividends
on securities for a particular yen-denominated securities investment trust or
foreign-currency-denominated securities investment trust, the full negative
amount is recorded in loss on redemption of bonds.

(r) Consumption Taxes
Any non-deductible consumption taxes associated with asset purchases are
recorded as expense during the fiscal year.

(s) Per Share Information

Basic net income per share is based on the weighted average number of shares
of common stock outstanding during the year, excluding treasury stock. Diluted
net income per share reflects the potential dilution that could occur if outstanding
stock options were exercised. Diluted net income per share of common stock
assumes the full exercise of the outstanding stock options at the beginning of the
year or at the time of the grant.

3. Significant Accounting Estimates

The following describes possible significant impacts that may occur in the
consolidated financial statements for the following fiscal year as a result of
amounts being recorded in the consolidated financial statements for the fiscal
year under review based on accounting estimates.
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Reserve for Possible Loan Losses

Credit services are the largest source of revenue for the Group, and credit risk
assets such as loans and bills discounted, and customers’ liabilities for
acceptances and guarantees constitute a high level of materiality on the
consolidated balance sheet, and their impact on business results and financial
position is large. Accordingly accounting estimates for such are deemed to be
items of significance.

(a) Amounts Recorded on the Consolidated Financial Statements for the
Fiscal Year Under Review

The reserve for possible loan losses recorded on the consolidated balance sheet
as of March 31, 2023 was ¥54,302 million ($406,665 thousand), and the details
related to the accounting estimates adopted when calculating that amount are
described below.

(b) Information to Facilitate Understanding of the Details Related to the
Significant Accounting Estimates for the Identified Items

1) Method for Calculating Amounts

For a description of the methods used to calculate amounts, refer to Note 2 (g)
“Significant Accounting Policies”-“Reserve for Possible Loan Losses.”

The self-assessments of assets described in the “Reserve for Possible Loan
Losses” refers to the classification of assets according to the degree of risk of
collection or risk of damage to value, which is determined by examining each
asset held individually. Appropriate write-offs and provisions are made according
to classification of borrowers (normal borrowers, borrowers requiring caution,
potentially bankrupt borrowers, effectively bankrupt borrowers, and bankrupt
borrowers). Loans that are delinquent for over three months and restructured
loans are classified as “substandard loans” and are written off or a provision is
made for them.

The Company determines a borrower’s ability to repay loans by considering the
borrower’s actual financial position, cash flow, profitability, etc., based on the
basic rating using a rating model, etc., confirms the borrower’s loan conditions
and their fulfillment status, and determines the classification of borrowers by
taking into consideration the characteristics of the industry, etc., the prospects for
business continuity and profitability, the ability to repay the debt based on the
annual repayment amount, the appropriateness of the business improvement
plan, etc., and support from financial institutions, etc.

Among the borrowers whose lending conditions have been relaxed, loans and
bills discounted to such borrowers are not considered to be restructured loans if
the borrowers have started to restructure its business through the implementation
of financial support in accordance with a drastic business restructuring plan that
is highly feasible and a reasonable and highly feasible business improvement
plan.

In addition, The Chugoku Bank manages loans and bills discounted managed
by the Structured Finance Center and the International Department, such as
structured finance including marketable loans and loans to non-Japanese entities,
as Headquarters Loans and bills discounted, and the Company bases its
determination of the classification of the borrowers by comprehensively taking
into account all factors including not only formal aspects such as the borrower’s
cash flow status, whether the borrower is delinquent and the length of any
delinquency, and whether the borrower is in legal liquidation or not, but also the
understanding of risk factors, analyzing the degree of risk, and available
information such as external ratings.

2) Major Assumptions Used for Significant Accounting Estimates
Based on the assumption that there is a certain relationship between the
historical default ratio and the expected future credit loss ratio, the Company



calculates the allowance for expected credit loss on loans to normal borrowers
and loans to borrowers requiring caution mainly by calculating the credit loss ratio
based on the average of the historical default ratio over a certain period of time,
which is based on the historical defaults for three years or the past average value
with the long-term perspective such as business cycles, and then calculating the
expected credit loss ratio after taking into account necessary adjustments such
as the average remaining term on loans and bills discounted (The average
remaining period for the fiscal year ended March 31, 2023 was 5.22 years, for
normal borrowers; 3.93 years, for borrowers requiring caution). The Company
calculates the allowance for expected credit loss on loans to potentially bankrupt
borrowers by deducting the estimated amount receivable through the disposal of
collateral and the estimated amount that can be collected through guarantees
from the amount of the credit loss, and multiplying the remaining amount by the
expected credit loss ratio based on the historical default ratio.

As stated in 1) Method for Calculating Amounts, in cases where a borrower
whose loan conditions have been relaxed has started to restructure its business
through the implementation of financial support in accordance with drastic
management restructuring plan that is highly feasible and a reasonable and
feasible business improvement plan, the loans and bills discounted to such
borrowers are not considered to be restructured loans.

As of March 31, 2023, although the impact of COVID-19 was easing, there
were concerns regarding the impact of the yen’s depreciation and soaring
resource and energy prices on corporate earnings. A reserve for possible loan
losses was recorded after determining the classification of the borrowers, giving
consideration to the results of examination based on information currently
available to the Company, such as forecasts for the business recovery of
individual borrowers that are impacted, and expected achievement of business
improvement plans etc., created by the borrowers.

3) Impact on Consolidated Financial Statements in the Following Fiscal Year

The major assumptions used when determining the classification of the borrowers
and calculating the reserve for possible loan losses such as assumptions on the
correlating relationship between the historical default rate and the expected loss
rate, the average remaining term on loans and bills discounted, the feasibility of
business improvement plan created by the borrowers and future trends in the
business environment, include uncertainties, and if there is an unexpected
increase in the default rate due to deteriorated business conditions for major
borrowers, extensions on the remaining term on loans and bills discounted, sharp
changes to the business environment that form the basis of assumption for
figures in business improvement plans created by the borrowers, the amount of
loss may increase due to the need to increase the reserve for possible loan
losses.

4. Changes in Accounting Policies

Adoption of Implementation Guidance on Accounting Standard for Fair
Value Measurement, etc.

The Company has applied the “Implementation Guidance on Accounting Standard
for Fair Value Measurement” (ASBJ Guidance No. 31, June 17, 2021; hereinafter
“Fair Value Measurement Implementation Guidance”) from the beginning of the
year ended March 31, 2023. The Company has prospectively adopted the new
accounting policies stipulated by the Fair Value Measurement Implementation
Guidance in accordance with the transitional treatment provided for in Paragraph
27-2 of the Fair Value Measurement Implementation Guidance.

As a result, for investment trusts whose assets are real assets, in cases in
which there are no transaction prices in the market and there are material
restrictions on cancellation, etc., such that market participants demand
compensation for the risk, the Company has changed its method of valuation

from using the acquisition cost as the balance sheet amount to using the most
recently available reference price as the fair value. The effect on the consolidated
financial statements was immaterial.

5. New Accounting Standards to Be Applied

- “Accounting Standard for Current Income Taxes” (Revised ASBJ Statement No.
27, October 28, 2022)

- “Accounting Standard for Presentation of Comprehensive Income” (Revised
ASBJ Statement No. 25, October 28, 2022)

- “Guidance on Accounting Standard for Tax Effect Accounting” (Revised ASBJ
Guidance No. 28, October 28, 2022)

(a) Overview

The classification of income taxes in cases in which other comprehensive income
is subject to taxation and the tax effect treatment of sales of shares of
subsidiaries in cases in which Group Taxation Regime is applied.

b) Scheduled Date of Application
These ASBJ statements and guidance will be applied from the start of the fiscal
year ending March 31, 2025.

¢) Effects of Application of the Accounting Standard
The effects of the application of the Accounting Standard for Current Income
Taxes on the consolidated financial statements are currently being evaluated.

6. Securities

Securities include investments in interests and equity securities of unconsolidated
subsidiaries and affiliates in the amounts of ¥4,021 million ($30,113 thousand)
and ¥108 million ($808 thousand) as at March 31, 2023.

Securities received under repurchase agreements, etc., that are permitted to
be disposed of through sale or pledge (re-pledge) were held in the amount of
¥3,328 million ($24,923 thousand) as at March 31, 2023 without such disposal.

The amounts shown in the following tables include trust certificates classified
as “Other debt purchased” and “Trading account securities” in addition to
“Securities” stated in the consolidated balance sheet.

The amount of liabilities for guarantees on corporate bonds included in
securities issued by private placement (Article 2, Paragraph 3 of the Financial
Instruments and Exchange Act) was ¥96,884 million ($725,559 thousand) as at
March 31, 2023.

CHUGIN FINANCIAL GROUP, INC. 42



(1) Trading account securities

Thousands of
Millions of Yen U.S. Dollars

2023
Amount of net unrealized gains (losses) included in the consolidated statements Of INCOME........coviiiiiiiiiiiiiiiieiii s ¥ (21) $ (157)

(2) The following tables summarize acquisition costs and carrying amounts (fair value) of available-for-sale securities with available fair values as of March 31, 2023:

Millions of Yen

2023
Type Carrying amount Acquisition cost Difference
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUITY SEOUMTIES. ..ottt bbbt ¥ 92,347 ¥ 47,898 ¥ 44,449
BONGAS .. 726,150 717,231 8,919
Japanese government bonds... 383,905 376,867 7,038
Japanese municipal bonds ... 203,626 202,689 937
Japanese corporate bonds ... 138,618 137,674 943
Other v 209,209 175,015 34,193
FOTBIGN DONGS ...ttt bbb 116,979 115,281 1,698
ONBT .t 92,229 59,734 32,495
SUDTOTAL ..t ¥ 1,027,707 ¥ 940,144 ¥ 87,562
Available-for-sale securities whose fair value does not exceed acquisition cost:
EQUITY SEOUTIBS ... vt evevetee et ¥ 21,132 ¥ 23,196 ¥ (2,064)
BONGAS .. 916,562 932,094 (15,532)
Japanese government bonds... 169,607 171,694 (2,086)
Japanese municipal bonds....... 561,457 572,353 (10,896)
Japanese corporate bonds ... 185,498 188,047 (2,549
N8I ettt 325,402 345,863 (20,460)
Foreign bonds 253,379 267,321 (13,942
Other 72,023 78,542 (6,518)
Subtotal ... ... ¥ 1,263,098 ¥ 1,301,155 ¥ (38,056)
TOTAL. ... ¥ 2,290,805 ¥ 2,241,299 ¥ 49,505
Thousands of U.S. Dollars
2023
Type Carrying amount Acquisition cost Difference
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUILY SEOUMTIBS ...ttt $ 691,582 $ 358,705 $ 332,876
BOMAS ..ttt 5,438,103 5,371,309 66,793
Japanese govErNMENT DONGS ..........oiiiiiiii bt 2,875,046 2,822,339 52,707
Japanese municipal bonds....... 1,524,945 1,517,928 7,017
Japanese corporate bonds ... 1,038,103 1,031,034 7,062
Other .o 1,566,756 1,310,679 256,069
Foreign bonds .. 876,050 863,334 12,716
Other........... 690,698 447,345 243,353
SUDTOTAL ..t $ 7,696,450 $ 7,040,694 $ 655,747
Available-for-sale securities whose fair value does not exceed acquisition cost:
EQUILY SBOUMITIES. ..ot $ 158,256 $ 173,713 $ (15,457)
BONGAS .. 6,864,090 6,980,408 (116,318)
Japanese government bonds... 1,270,178 1,285,808 (15,621)
Japanese municipal bonds...... 4,204,725 4,286,325 (81,599)
Japanese Corporate DONGS ...........cvciiiiiicic et 1,389,185 1,408,275 (19,089)
N8I vttt 2,436,920 2,590,152 (153,223)
Foreign bonds .. 1,897,543 2,001,954 (104,410)
MBI o 539,376 588,197 (48,813)
SUDTOTAL ..ttt $ 9,459,282 § 9,744,289 $ (284,999)
TOTAL. ...t $ 17,155,732 $ 16,784,984 $ 370,740
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(3) The following tables summarize carrying amounts and fair values of held-to-maturity debt securities with available fair values as of March 31, 2023:

Held-to-maturity debt securities

Millions of Yen

2023
Type Carrying amount Fair value Difference
Held-to-maturity debt securities whose fair value exceeds carrying amount:
Japanese goVErMMENT DONGS .........ouiiiiiiiii it 11,398 ¥ 11,485 ¥ 86
Japanese MUNICIPAI DONAS ...t 1,900 1,919 19
Subtotal 13,298 ¥ 13,404 ¥ 105
TOTALL 1ttt 13,298 ¥ 13,404 ¥ 105
Thousands of U.S. Dollars
2023
Type Carrying amount Fair value Difference
Held-to-maturity debt securities whose fair value exceeds carrying amount:
Japanese governMENt DONAS ..........oviiiiiiieeieeee e 85,359 $ 86,010 $ 644
Japanese municipal bonds 14,229 14,371 142
SUDTOTAL ..ttt ettt ettt ettt ettt 99,588 $ 100,381 $ 786
TOTALL e 99,588 $ 100,381 $ 786

(4) The Company recognized impairment loss on equity securities and Japanese corporate bonds in the amounts of ¥532 million ($3,984 thousand) and ¥12 million ($89

thousand), respectively, in the year ended March 31, 2023.

Impairment loss on securities other than trading account securities, excluding equity securities, etc., without a market price and investments in partnerships, is
recognized for the full amount of loss when the loss is 50% or more of the acquisition cost. For loss between 30% and 50% of the acquisition cost, impairment is

determined by the possibility of recovery, with consideration for the trends in market values during the past year.

(5) Total sales of available-for-sale securities for the year ended March 31, 2023 were as follows:

Millions of Yen

2023
Type Proceeds from sales Gains on sales Losses on sales
EQUILY SBOUMTIES ... ottt 59,752 ¥ 15,373 ¥ 1,001
BOMAS .ttt 812,384 21,189 19,158
Japanese gOVErNMENT DONUS ..........cciiiiiiiit et 753,490 21,095 18,366
Japanese MuUnICiPal DONAS ...........cvciiiiciii s 53,937 92 755
Japanese COMPOrate DONGS ..........cccviviiiiiic et 4,956 0 36
OTNBI vttt 305,371 7,558 25,253
FOMBIGN DONGS ...ttt 266,349 582 24,953
DN 1ttt 39,022 6,975 300
TOTAL. bbbt 1,177,508 ¥ 44121 ¥ 45,413
Thousands of U.S. Dollars
2023
Proceeds Gains on Losses on
Type from sales sales sales
Equity securities.... 447,479 $ 115,127 $ 7,496
BONdS ..o 6,083,906 158,683 143,473
Japanese government bonds... 5,642,851 157,979 137,542
Japanese municipal bonds...... 403,931 688 5,654
Japanese CoMPOrate DONGS ..........cccviviiiii it 37,115 0 269
OTNBI vttt 2,286,909 56,601 189,118
FOMBIGN DONGS ...ttt 1,994,675 4,358 186,871
DB ettt 292,233 52,235 2,246
TOTAL. bbb 8,818,303 $ 330,420 $ 340,095
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7. Money Trusts

(1) Money trusts as a type of trading account securities as at March 31, 2023 were as follows:

Thousands of

Millions of Yen U.S. Dollars

2023

Carrying amount (faIF VAIUE) ..........ovoviviriiieeiiceec e

20,000 $ 149,779

Amount of net unrealized gains (losses) included in the consolidated statements of INCOME.........cccoiiiiiiiiiiiiiiii e — —

(2) Money trusts, other than for investment purposes or held-to-maturity purposes as at March31, 2023 were as follows:

Millions of Yen
2023
Difference when carrying Difference when carrying
amount exceeds amount does not exceed
Carrying amount Acquisition cost Difference acquisition cost acquisition cost
Money trust ......c.coovveveeiiciee ¥ 4,600 ¥ 4,600 ¥ — ¥ — ¥ —

Thousands of U.S. Dollars

2023
Difference when carrying Difference when carrying
amount exceeds amount does not exceed
Carrying amount Acquisition cost Difference acquisition cost acquisition cost
MONEY truSt......ovvevereseeeeeeers $ 34,449 $ 34,449 $ — $ — $ —
8. Net Unrealized Gains and Losses on Available-for-sale Securities
Net unrealized gains on available-for-sale securities as at March 31, 2023 were as follows:
Thousands of
Millions of Yen U.S. Dollars
2023
Net unrealized gains on available-for-Sale SECUMLIES. .........cviviveiiicicicc et ¥ 49010 $ 367,033
DEFEITEA TAX HADIITIES ...ttt st s e bttt bbbttt (14,775) (110,649)
Net unrealized gains on available-for-sale securities before adjustment for non-controlling interests, net of taxes ..........c.cccoeveeenes 34,234 256,376
NON=CONTFOIING INTEIESES ...ttt bbb bbbtk b bbbtk bbbttt —_ —_
Net unrealized gains on available-for-sale SECUNtIES, NEL OF TAXES.......coiiiiiiiiccc e ¥ 34,234 $ 256,376

9. Loans and Bills Discounted, Other Assets
Loans based on the Banking Act and the Law concerning Emergency Measures
for the Revitalization of the Financial Functions are as follows:

Loans are defined as corporate bonds included in “Securities” in the
consolidated balance sheet (the whole or part of the redemption of the principal
and payment of interest are guaranteed and limited to the corporate bonds issued
through private placement of the securities (as provided for by Article 2,
Paragraph 3 of the Financial Instruments and Exchange Act)), loans, foreign
exchange, those which are included in the accounts of accrued interest and
temporary payments under other assets and customers’ liabilities for acceptances
and guarantees and lent securities (limited to loan contract for use or lease
contracts).

Thousands of
Millions of Yen U.S. Dollars
2023
Loans in Bankruptcy/rehabilitation or similar
ProCEEAINGS ..ovvveviviiiiiieeee e ¥ 20,019 $ 149921
L0ANS AL FISK.....vveveiiciricee 62,106 465,108
Loans past due three months or more but less
than SiXx MONtNS ......c.ccvvvivciccc e 724 5,422
Restructured 10anS.........ccoeveveviveciiceeeeicein 26,295 196,922
TOAL o ¥ 109,146 $ 817,389
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Loans under bankruptcy/rehabilitation or similar proceedings are loans to
borrowers under bankruptcy or similar proceedings due to the commencement of
bankruptcy proceedings, commencement of rehabilitation proceedings, petition
for rehabilitation proceedings, etc.

Loans at risk are loans whose principal and interest are not likely to be
collected pursuant to the contract due to the deteriorated financial positions and
operating performances of the debtors, although they have not gone bankrupt,
and do not fall in the category of loans under bankruptcy/rehabilitation or similar
proceedings.

Loans past due three months or more but less than six months are loans
whose payment of principal and/or interest is past due for three months or more
from the due date, and which do not fall in the category of loans under
bankruptcy/rehabilitation or similar proceedings, or loans at risk.

Restructured loans are loans whose terms and conditions have been amended
in favor of borrowers, in order to facilitate or assist the borrowers’ restructuring
by reducing the rate of interest, by providing a grace period for the payment of
principal or interest, or by loan forgiveness, and are not classified in any of the
above categories.

The amounts of above loans are before deducting reserve for possible loan
losses.

Bills discounted such as commercial bills discounted and foreign exchanges
bought are accounted for as financial transactions in accordance with the



“Accounting and Auditing Treatment of Accounting Standards for Financial
Instruments in the Banking Industry” (JICPA Industry Committee Practical
Guideline No. 24, March 17, 2022). The Company has the right to sell or pledge
(re-pledge) commercial bills discounted and foreign exchange bought without
restriction. The total face amount of such instruments as at March 31, 2023 was
¥14,800 million ($110,836 thousand).

The amount of loan participation recorded in the consolidated balance sheet
and included in participated principals that were accounted for as loans to original
debtors in accordance with “Accounting Treatment and Representation of Loan
Participation” (JICPA Accounting System Committee Report No. 3, November 28,
2014), was ¥1,363 million ($10,207 thousand) as at March 31, 2023.

10. Commitment Lines

Commitment line agreements are loan agreements that oblige the Company and
its consolidated subsidiaries to lend funds up to certain limits agreed to in
advance. The Company and its consolidated subsidiaries make loans upon the
request of an obligor to draw down funds as long as there is no breach in the
various terms and conditions stipulated in the relevant agreement. The total
unused commitment line balance related to these agreements as at March 31,
2023 amounted to ¥1,564,786 million ($11,718,610 thousand). Of this amount,
¥1,450,085 million ($10,859,619 thousand) was related to loans in which the
term of the agreement was one year or less or for which the unconditional
cancellation of the agreement was allowed at any time.

With many of these commitment line agreements, the term of the agreement
runs its course without the loan ever being drawn down. Therefore, the unused
loan commitment does not necessarily affect future cash flows. In certain loan
agreements, conditions are included that allow consolidated subsidiaries and
subsidiary corporations, etc. either to decline the request to drawdown the loan or
to reduce the agreed limit when there is cause to do so, such as when there is a
change in financial condition or when it is necessary to protect credit of the
consolidated subsidiaries and subsidiary corporations, etc. The consolidated
subsidiaries and subsidiary corporations, etc. take various measures to protect
their credit, including having the obligor pledge collateral such as real estate or
securities when signing a loan agreement or confirming the obligor’s financial
condition at regular intervals in accordance with the established internal
procedures of the consolidated subsidiaries and subsidiary corporations, etc.

11. Tangible Fixed Assets
Tangible fixed assets as at March 31, 2023 were as follows:

Thousands of
Millions of Yen U.S. Dollars
2023
LANG oo ¥ 18827 $ 140,994
BUIIINGS «. v 10,043 75,211
LBASE ASSELS ...ovvviiireiiicee e 1,595 11,944
Other tangible fixed aSSEts ........c.cccoeverereriiinnnn, 5,101 38,201
Construction in progress.......ccvveerererererineninnns 62 464
TOTAL v ¥ 35631 $ 266,838

Accumulated depreciation as at March 31, 2023 was ¥82,030 million ($614,318
thousand). The amount that was directly offset against acquisition costs as at
March 31, 2023 was ¥4,909 million ($36,763 thousand).

The differences between the recoverable amount and the book value of the
assets below were recognized as “Losses on impairment of fixed assets” for the
year ended March 31, 2023 as follows:

(Millions of Yen) 2023
Losses on
Purpose of Use Type impairment of
fixed assets
Okayama Prefecture Branches |4 pranches Landland vE4
|dle assets | 1 item buildings
Prefectures ofher |dle assets | 2 items Land ¥0
than Okayama
(Thousands of U.S. Dollars) 2023
Losses on
Purpose of Use Type impairment of
fixed assets
Branches | 4 branches |Land and
Okayama Prefecture Idle assets | 1 item buildings $404
Prefectures other .
than Okayama [dle assets | 2 items Land $0

Within the consolidated subsidiary that engage in the banking business, the Group
office or branch manages and determines income and expenses, and it is the
Group office or branch that is the smallest unit of an asset group for recognition
and measurement of impairment loss. Fixed assets that do not have identifiable
cash flows, such as the corporate headquarters’ facilities, the computer center and
recreational facilities, are grouped with other assets. As for idle assets and assets
to be disposed of, impairment loss on each asset is measured individually.

With regard to the Company and other consolidated subsidiaries, each company
is considered as the smallest grouping unit.

For assets in which investments were not expected to be recovered following
the decision of branch consolidation, etc. made by The Chugoku Bank, Limited, a
consolidated subsidiary of the Company, the Company reduced the carrying
amount for branches to the recoverable amount (the net realizable value for all
assets) and recognized a corresponding loss of ¥55 million ($411 thousand) as
“Losses on impairment of fixed assets” for the year ended March 31, 2023.

The recoverable amount for branches was the net realizable value. The net
realizable value was based on the appraisal value in accordance with Real Estate
Appraisal Standards.

12. Intangible Fixed Assets
Intangible fixed assets as at March 31, 2023 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2023
SOfWAE. ... ¥ 1,251 § 9,368
SOftware in Progress .......vvvvveeeeeesererennn, 367 2,748
Other intangible fixed asSets..........ccccoeveviivnan. 93 696
TOAL oo ¥ 1,712 $§ 12,821

13. Pledged Assets
Pledged assets as at March 31, 2023 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2023
SBOUMHES «...vovvvveee e ¥ 802,802 $6,012,147
Loans and bills discounted .............ccccoevevevenennnn. 479,785 3,593,087
OthBr @SSELS ...cvcvviveveiccieceeeee e 73 546
TOtal v, ¥1,282,662 $ 9,605,796
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Liabilities secured by pledged assets were as follows:

Thousands of
Millions of Yen U.S. Dollars

2023
Payables under securities lending transactions ... ¥ 423,430

$ 3,171,047

BOrOWEed MONEY......cccveveviiciiieeceicee e 305,599 2,288,616
Payables under repurchase agreements.............. 93,913 703,310
DEPOSIS ... 24,07 180,266

TOTAL v ¥ 847,014 $ 6,343,248

In addition, the following assets were pledged as collateral for settlement of
exchange at the Bank of Japan and for other purposes as at March 31, 2023:

Thousands of
Millions of Yen U.S. Dollars
2023
SBCUMHES ..o ¥ 57981 $ 434,217
Trading account SECUMtIES ........c.cevvveveciiennn, 98 733
Other @SSELS ......cvveiieiiiiieeeee e 25 187
Other assets included the following items as at March 31, 2023:
Thousands of
Millions of Yen U.S. Dollars
2023
Initial margins for central counterparty................. ¥ 52569 $ 393,686
Cash collateral paid for financial instruments........ 46,309 346,805
Initial margins for futures markets...................... 1,902 14,243
Guarantee depositS ........c.ccovvveieriiririiiireeenns 808 6,051

14. Deferred Tax Assets (Liabilities)
Significant components of deferred tax assets and liabilities as at March 31,
2023 were as follows:

Figures for reconciliation between the statutory tax rate and the effective tax rate
of the Company for the year ended March 31, 2023 have been omitted as the
difference between the statutory tax rate and the effective tax rate was less than
5% of the statutory tax rate.

15. Borrowed Money, Commercial Paper and Other Liabilities
Borrowed money, commercial paper and other liabilities as at March 31, 2023
were as follows:

Thousands of

Millions of Yen U.S. Dollars
2023
Borrowed Money.........ccoveveeiiiveiiiiieceen ¥ 320,843 $ 2,402,778
Commercial PAPET...........ceveiveverieiiireeieeieiena 46,530 348,461
Lease liabilities (due within one year) ............ccccovevee. 220 1,647
Lease liabilities (due after one year).............cccovveee. 1,153 8,634

The weighted average interest rates on the outstanding balances as at March 31,
2023 were as follows:

2023
BOrmOWed MONBY......c.ciiiicicccece e 1.146%
COMMETCIAl PAPET......cviviviieiieiieteee e 4.978%

Lease liabilities (due within 0ne year)............ccocovveveviiviiviccieinnn —_
Lease liabilities (due after one year)............coveveveeieiivieveiinennen, —
Note: The weighted average interest rate is not shown for lease liabilities because the Company

uses a method that includes amounts equal to the interest in the total capital lease liabilities

and that spreads the total amount equal to interest equally over each fiscal year of the lease
period.

Borrowed money classified by maturity as at March 31, 2023 was as follows:

Thousands of

Millions of Yen U.S. Dollars
Thousands of 2023
Millions of Yen U.S. Dollars LSS than One Year..........cccceveveveiieiiiieiiiiennn ¥ 310,338 $ 2,324,106
2023 From one t0 tWo Years............ccoevvvvveveerernnnnn, 3,735 27,97
Deferred tax assets: From two t0 three years...............ccoeeoerrrrrevevrer.. 2,886 21,613
Reserve for possible 10an I088S...................... ¥ 15830 $ 118550  From three to four Years. ... 1,628 12,192
Unrealized losses on available-for-sale securities... 11,592 86,811 FrOm fOUF 0 fIVE YEATS v..vvvreveeerereeseeeeresseseeee 730 5,466
Net defined benefit liability ...................co.cc.... 8,497 63,633 OVEI FIVE YEAIS...reevvveeeeeeeeeeeeeeseesseeee s 1,524 11,413
Depreciation.........cccvviereeeiieeieeeeens 3,896 29,176 Total DOITOWEd MONEY ... vvvveeveeeeeeeeeeeeeseeeeeen, ¥ 320,843 $ 2,402,778
Deferred losses on hedging instruments.......... 2,207 16,528
Losses on impairment of fixed assets.............. 1,246 9,331 Commercial paper classified by maturity as at March 31, 2023 was as follows:
Accrued employees’ DonuSES ..........ccccvvvvaan 534 3,999 Thosands of
Write-down of securities...............ccccceveveian. 532 3,984 Millions of Yen U.S. Dollars
SOfWANE ..o 463 3,467 2023
OhBT v 1,621 12,139 LesS than 0ne Year........cccccevvvvvvevviveeeeennnns ¥ 46530 $ 348,461
SUBTOTAL 1+ 46,422 347,652 Total commercial Paper.........c.cccevevvveveeviieennn ¥ 46,530 $ 348,461
Valuation allowance ............ccevevvvvevieriiveeennn, (1,908) (14,288)
Total deferred tax assets .........cccvvvvvveviiinias 44,513 333,355 Lease liabilities classified by maturity as at March 31, 2023 were as follows:
Thousands of
Deferred tax liabilities: Millions of Yen U.S. Dollars
Unrealized gains on available-for-sale securities.. (26,357) (197,386) 2023
Deferred gaing on NEAGES .......vvveerererrrreeeonns (750) (5,616)  LESSTNANONE YBAN. oot ¥ 20 § 1647
Reserve for advanced depreciation LU L L L ——— 218 1,632
f tangible fiXed @SSIS ... v (235) (1,759)  FTOM DO 0 TIEE YBAIS....oovovv 217 1,625
other ... ©) ) From three to .four YEAIS oo, 215 1,610
Total deferred tax liabillies ... . (27,383)  (204,770)  FTOMTOUMTOTIVE YEAS oo 215 1,610
Net deferred tax assets (liabilities)..............c......... ¥ 17,170 $ 128,585 OVEN fIVE YEAIS.....ovvss v v 286 2141
Total lease liabilities .........ccccovvevivviviiiieiiiin, ¥ 1,374 $ 10,289
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16. Bonds Payable

Thousands of
Millions of Yen U.S. Dollars
2023
Subordinated bond.............ccceoeviviiiiiiiiiec ¥ 10,000 $ 74,889

17. Liability for Employees’ Severance and Retirement Benefits
(1) Outline of retirement benefit plans
The consolidated subsidiary that engage in the banking business has defined
retirement benefit plans and contribution retirement benefit plans. As for defined
retirement benefit plans, the consolidated subsidiary that engage in the banking
business has a corporate pension fund plan and a lump-sum payment plan.
Other consolidated subsidiaries mostly provide unfunded lump-sum payment
plans. In determining projected benefit obligation, a simplified method has been
adopted, and the consolidated subsidiary that engage in the banking business
has set up an employees’ retirement benefit trust.

(2) Defined benefit plans
(a) Changes in projected benefit obligation for the year ended March 31,
2023, were as follows:

Thousands of
Millions of Yen U.S. Dollars
2023

Beginning balance of projected benefit obligation.... ¥ 61,490 $ 460,495
SBIVICE COSE ..vvvvviivcicieiceeeeee e 1,757 13,158
INTEreSt COST ...vviviviiciiccccc e 122 913
Actuarial differenCes ........coovvveveriieviiiiiias 65 486
Retirement benefits paid ...........ccccovvveveiennn, (1,690) (12,656)
Prior service cost............. —_ —_
OFNBT oo —_ —_
Ending balance of projected benefit obligation ..... ¥ 61,745 $ 462,405

(b) Changes in plan assets for the year ended March 31, 2023 were as
follows:

Thousands of
Millions of Yen U.S. Dollars
2023

Beginning balance of plan assets..............ccco..... ¥ 5968 $ 446,978
Expected return on plan assets..............cevv.. 1,376 10,304
Actuarial differences ..., (2,875) (21,530)
Contribution from the employer...................... 1,449 10,851
Retirement benefits paid ...........c.coeveveeennn. (1,358) (10,169)
OFNBT oo —_ —
Ending balance of plan assets..............cccceeevnas ¥ 58279 $ 436,448

(c) Reconciliation between the ending balances of projected benefit
obligation and plan assets and net defined benefit liability and net
defined benefit asset recorded in the consolidated balance sheet was
as follows:

Thousands of
Millions of Yen U.S. Dollars
2023
Funded defined benefit obligation .. ¥ 61,342 $ 459387
PlaN @SSELS.....c.oviiieiiiicii (58,279) (436,448)
3,063 22,938
Unfunded defined benefit obligation .................... 402 3,010
Net liability (asset) recorded in the consolidated

Dalance Sheet...........ccccovviinrivvinricicies ¥ 3466 $ 25,956

Thousands of

Millions of Yen U.S. Dollars
2023
Net defined benefit liability...........c.ccooveiviiinnns ¥ 3466 $ 25,956
Net defined benefit asset............ccoovvvrvvrvvninnnn, — —_
Net liability (asset) recorded in the consolidated
balance Sheet..........ccovviviiiiiii ¥ 3466 $ 25,956

(d) The components of retirement benefit expenses for the year ended
March 31, 2023 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2023

SBIVICE COSt...vvivviviiicievescees e ¥ 1,757 $ 13,158
INTEIESt COST ..o, 122 913
Expected return on plan assets .............cccovevevaen (1,376) (10,304)
Amortization of actuarial differences.................... 1,406 10,529
Amortization of prior SErvice Cost ...............c.c...... (418) (3,130)
ONBI v (7 (52)
Retirement benefit expenses on defined benefit

PIANS.....evviieiiiis ettt ¥ 1,483 $ 11,106

Note: Retirement benefit expenses of consolidated subsidiaries that adopted the simplified method
are included in “Service cost.”

(e) The components of adjustments for retirement benefits (before tax
effect) were as follows:

Thousands of

Millions of Yen U.S. Dollars
2023
Prior SEIVICE COSt .....cvvvvvieciicicee e ¥ 418) $  (3,130)
Actuarial differences ..........cocvvvvvnoiiiiiin (1,534) (11,488)
TOTAL v ¥ (1,952) $ (14,618)

(f) The components of accumulated adjustments for retirement benefits
(before tax effect) were as follows:

Thousands of

Millions of Yen U.S. Dollars
2023
Unrecognized prior SErvice CoSt .........cooveveerennnn. ¥ 3694 $ 27,664
Unrecognized actuarial differences..................... (10,627) (79,585)
OtNET e, — —
TOTAL v ¥ (6932 $ (51,913)
(9) Plan assets
1) Components of plan assets
Plan assets consisted of the following:
2023

[NVESTMENT TTUSES ...t 23.5%
EQUItY SECUNTIBS......vviiciicicccee e 18.2%
Cash and dePOSIES .........cceveviiiiiicceeee e 20.7%
BONGS ..o 10.0%
GENETAl ACCOUNT.... .. 1.7%
OFNBT o 19.9%
TOMAL. .o 100%

Note: Total plan assets as at March 31, 2023 included an employees’ retirement benefit trust
established for corporate welfare pension plans that represented 42.0% of the total plan
assets.
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2) Method used to determine the long-term expected rate of return on plan assets
The long-term expected rate of return on plan assets is determined by considering

Currency-related Derivatives:

Millions of Ye
the allocation of plan assets and the long-term rates of return, which are expected : IO;OSZ(; el
currently and in the future from the various components of the plan assets. -
Recognized
Contract Fair gains
(h) Assumptions used for the year ended March 31, 2023 were as follows: Type amount Over 1 year value (losses)
2023 Over-the-counter
Discount rate 0.200% transactions
Long-term expected rate of return 2.100% - 2.622% Currency swaps............ ¥1,014,530 ¥ 967,776 ¥ (7 ¥ (7)
Note: Since the Company has applied the benefit formula basis for calculating retirement benefit Forward foreign exchange
obligation, the expected rate of salary increase is not taken into consideration. SOl v 90,391 70,931 (1,691) (1,691)
. . . Bought.....ccovvvevirnan, 86,927 68,246 3,238 3,238
(3) A_moynt of retirement benefit expenses for defined Currency options
contribution plans S I 4600 2,014 (82) 73
The amount of required contribution to the defined contribution plan of the BOUGHL v 4,600 2,014 82 (50)
consolidated subsidiaries for the year ended March 31, 2023 was ¥200 million Totah ¥ 1539 ¥ 1562
($1,497 thousand).
. } Thousands of U.S. Dollars
18. Derivative Transactions 2023
Derivative transactions as at March 31, 2023 were as follows: Recognized
Contract Fair gains
(1) Derivative transactions to which hedge accounting is not applied Type amount  Over 1 year value (losses)
For derivative transactions to which hedge accounting is not applied, the contract Over—the—cpunter
amount or corresponding principal amount stipulated by the contract, the fair transactions
value, recognized gains (losses) and the method used to calculate fair value by Currency Swaps.............. $7,507,768 $7,247,629 $  (52) $ (52)
type of transaction as of the consolidated balance sheet date are set forth in the Forward foreign exchange
tables below. The actual contract amounts do not indicate the market risk for the 676,934 531,198  (12,663)  (12,663)
derivative transactions themselves. 650,992 511,091 24,249 24,249
Interest Rate Derivatives: 34,449 15,082 (614) 546
Millions of Yen 34,449 15,082 614 (374)
2023 $ 11525 $§ 11,697
Recognized Note: The above transactions were stated at fair value, and gains and losses were
Contract Fair gains recognized in the consolidated statements of income.
Type amount Over 1 year value (losses)
Over-the-counter -
transactions Bond-related Derivatives:
Interest rate swaps Millions of Yen
Pay fixed/ 2023
receive floating....... ¥ 62,723 ¥ 59377 ¥ 1263 ¥ 1,263 Recognized
Pay floating/ Contract Fair gains
receive fixed........... 59,165 56,419 (805) (805)  Dwe amount  Overfyear  value (losses)
T ¥ 457 ¥ 457 Financial products exchange
transactions
Thousands of U.S. Dall Bond futures
ousands o1 2o, Jors SIS ¥ O1600¥ — ¥ (29 ¥ (29
2023 TO@l e ¥ 29 ¥ (9
Recognized
Contract Fair gains
Type amount Over 1 year value (losses) Thousands of U.S. Dollars
Over-the-counter 2023
fransactions . Recognized
Interest rate swaps Contract Fair gains
. Type amount Over 1 year value (losses)
Pay fixed/ Financial products exchange
receive floating....... $ 469,729 $ 444671 $ 9458 $ 9,458 transactions
Pay floating/ Bond futures
receive fixed........... 443,083 422,519 (6,028) (6,028) Sold...ooviiiiii $ 11,982 § —$ @7 $ (217)
Totalvoeeees $ 3422 $§ 3422 Total....oooovieieeeernan, $ @217 $ (217)

Note: The above transactions were stated at fair value, and gains and losses were
recognized in the consolidated statements of income.
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recognized in the consolidated statements of income.



(2) Derivative transactions to which hedge accounting is applied

For derivative transactions to which hedge accounting is applied, the contract
amounts or corresponding principal amounts stipulated by the contract, the fair
value, the method used to calculate fair value by type of transaction and the
hedge accounting method as of the consolidated balance sheet date are set forth
in the tables below. The actual contract amounts do not indicate the market risk
for the derivative transactions themselves.

Interest Rate Derivatives:

Millions of Yen
2023

Contract Fair
amount Over 1 year value

Type Hedged items

The deferral method of
hedge accounting
Interest rate swaps

Loans and bills
discounted and

19. Lease Transactions
Information about operating leases as at March 31, 2023 was as follows:

As lessee:
Obligations under operating leases that were not cancellable as at March 31,
2023 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2023
Due Within ONe Year .......ccoovvvvviieiviiiisieians 112§ 838
Due after one year ... 465 3,482
TOtAl v, 578 $ 4,328

20. Other Comprehensive Income
The components of other comprehensive income for the year ended March 31,
2023 were as follows:

Pay fixed/receive available-for-sale Thousands of
floating .............. securities (bonds) ¥ 431,106 ¥ 421,130 ¥ (4,573) Millions of Yen — U.S. Dollars
T e sy Net unrealized losses on available-for-sale securities:
Thousands of U.S. Dollars Decrease during the year ¥ (64,206) $ (480,835)
2023 Reclassification adjustments 16,128 120,781
Contract Fair Subtotal, before tax (48,078) (360,053)
Type Hedged items amount  Over1year  value Tax benefit 14,704 110,117
The deferral method of Subtotal, net of tax (33,373) (249,928)
hedge accounting Loans and bills Net deferred losses on hedging instruments:
Interest rate swaps discounted and Decrease during the year (3,006) (22,511)
Pay fixed/receive available-for-sale Reclassification adjustments (897) (6,717)
floating .............. securities (bonds) $3,228,532 $3,153,823 $(34,246) Subtotal, before tax (3,904) (29,236)
Tl 5(34,246) Tax benefi 1,190 8,911
Note: The deferral method of hedge accounting was applied to the above Subtotal, net of tax (2,713) (20,317)
transactions in accordance with the “Accounting and Auditing Treatment of Adjustments for retirement benefits:
Accounting Standards for Financial Instruments in the Banking Industry” Decrease during the year (2,940) (22,017)
(JICPA Industry Committee Practical Guideline No. 24, March 17, 2022). Reclassification adjustments 988 7,399
Subtotal, before tax (1,952) (14,618)
Currency-related Derivatives: Tax benefit 595 4,455
Millions of Yen Subtotal, net of tax (1,356) (10,155)
2023 Total other comprehensive income ¥ (37,443) $ (280,408)
Contract Fair
Type Hedged items amount Over 1 year value 21. Financial Instruments
Thiggézr;agcgﬁmg : (1) Information about Status of Financial Instruments
Fund-related swaps ...... Call loans ¥ 22566 ¥ — Y 106 (a) Policies for using financial instruments
CUrTency Swaps........... Loans 405,763 256,432 (309) The Group is engaged in financial services, primarily the banking business.
Total ¥ (203) The Group’s core business of banking is mainly financing through deposit-
taking operations and investing funds through its loan and securities
Thousands of U.S. Dollars investment operations.
2003 The Group engages in derivative transactions principally to stabilize its
Contract Far earnings by hedging the risk of future fluctuations in interest and exchange
Type Hedged items amount  Over 1 year value rates related to assets and liabilities held by the Group as well as the risk of
The deferral method of fluctuation in the market prices of bonds, stocks and other investment
hedge accounting instruments held by the Group. In addition, the Group provides hedging
Fund-related swaps...... Call loans $ 168,995 $ — $ 793 services to customers in accordance with their needs.
Currency swaps............ Loans 3,038,740 1,920,407 (2,314)
Totaloviiicces $ (1,520) (b) Details of financial instruments used and the exposure to risks and how

Note: The deferral method of hedge accounting was applied to the above
transactions in accordance with the “Accounting and Auditing Concerning
Accounting for Foreign Currency Transactions in the Banking Industry”
(JICPA Industry Committee Practical Guideline No. 25, October 8, 2020).

they arise
The financial assets held by the Group consist primarily of loans to
corporations, local public organizations, local public corporations and
individuals in Japan. The Group’s loans are categorized into bills discounted,
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loans on bills, loans on deeds and overdrafts. These loans are subject to the
“credit risk” of decline in value or loss due to changes in the financial status of
those to whom credit is provided and to the “interest rate risk” of decline in
value due to changes in interest rates.

Among other financial assets, the Group holds securities, trading account
securities and other debt purchased, which mainly comprise Japanese stocks
and bonds and foreign bonds and trust certificates. The purpose of these
instruments include holding to maturity, investment and business development.
As financial assets, they are subject to various types of risk. These include the
credit risk of the issuer, interest rate risk, which is the risk that the value of the
assets may decline due to changes in the prices of securities or other assets
(“price fluctuation risk”) and the risk of loss incurred if exchange rates differ
from original expectations (“exchange rate risk”). Moreover, the Group’s
financial assets are subject to the risk that the Group might not be able to
make trades due to turmoil, etc., in the marketplace or be unable to avoid
making trades at prices that are more notably disadvantageous than usual
(“liquidity risk”). Note that interest rate, price fluctuation and exchange rate
risks are collectively known as “market risk.”

The Group also holds financial liabilities in the form of deposits and
negotiable certificates of deposit, which are chiefly deposits held in yen or a
foreign currency by corporations, local public organizations, local public
corporations and individuals in Japan. These deposits are categorized into
current deposits, ordinary deposits, saving deposits, deposits at notice, time
deposits, installment time deposits, deposits for tax payment, non-resident yen
deposits, foreign currency deposits and deposits for offshore accounts. The
deposits are subject to the interest rate risk as well as the risk of loss arising
from the Group having difficulty in raising necessary funds or being forced to
raise funds at significantly higher interest rates than usual in the event of a
shortage of capital due to a mismatch in the terms of the Group’s deposits
and its investment portfolio of loans and securities or an unexpected run on
the Group’s deposits
(“funding risk”).

Derivative transactions include interest rate-related transactions (swaps
and caps), currency-related transactions (swaps, options, forward exchange
contracts and non-deliverable forwards), bond-related transactions (bond
futures and bond options), stock-related transactions (stock futures and stock
options) and credit derivative transactions (credit default swaps). The Group
engages in derivative transactions principally to stabilize its earnings by
hedging the risk of future fluctuations in interest or exchange rates related to
assets and liabilities held by the Group and fluctuations in the market prices of
bonds, stocks and other investment instruments held by the Group. The Group
also provides hedging services to customers in accordance with their needs.
Although the Group uses derivative transactions to capture short-term gains in
assets for trading purposes, any possible loss on these derivative transactions
is limited by maintaining a fixed position quota and capping allowed losses.

0Of the above-mentioned derivative transactions, used for hedging purposes
are carried out in accordance with the hedging policies (reduction of interest
risk, etc.) stipulated in the Company’s internal operating regulations and
include interest rate swaps for loans and securities and currency swaps for
foreign-currency-denominated securities and deposits. In evaluating the
effectiveness of hedges, the Group groups together the loans and interest rate
swaps used for market value hedges by the specific term (remaining) of the
positions to determine performance. In some cases, the Group also assesses
the effectiveness of market value hedging instruments on an individual basis.
The Group uses currency swaps and other methods to hedge exchange rate
risks and evaluates the effectiveness of the hedges by confirming that a
foreign currency hedge position exists in an amount equivalent to the foreign-
currency-denominated monetary assets or liabilities being hedged.
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(c) Policies and processes for managing risk
1) Credit Risk Management
Credit risk refers 1o loss incurred when the value of assets (including off-
balance-sheet assets) declines or becomes worthless due to changes in
the financial status of those to whom credit is provided.

The Group’s objective of credit risk management is to maintain and
improve its financial soundness by appropriately managing credit operations
in order to contribute to the sound development of society and the
economy, and through this, the development of the Group itself. In addition,
the basic credit risk management policy is to appropriately manage the
credit risks of the diverse transactions of each of its divisions and business
sections in a comprehensive and integrated manner, using credit risk
assessment and management methods that suit the special characteristics
of each transaction.

Based on this framework, the Group companies manage credit risks
pursuant to the basic credit risk management policy, and the Management
Administration Department, which is the credit risk management control
department, supervises and manages the credit risks of the entire Group.

Credit risk management entails a credit management system that
establishes standards and procedures for making credit decisions, and a
credit risk assessment system that is part of those procedures and
establishes standards and procedures for assessing credit risks as a basis
for making credit decisions. These systems are appropriately operated to
control risks by preventing the occurrence of credit risk losses or keeping
them within a certain range. Credit concentration risks are also managed
appropriately by avoiding excessive concentration of credit to specific
customers, groups, or industries. Through these efforts, the Group strives to
ensure the control of credit risks and its ability to earn stable income.

In light of the importance of capital adequacy requirements in terms of
risk management and information disclosure, the Group strictly measures
regulatory capital requirements for credit risks under the credit risk
management framework. The Group has a scheme in place to assess credit
risks and financial conditions under stress conditions such as economic
downturns and defaults of large borrowers, to evaluate capital adequacy
and the appropriateness of risk management plans, and to reflect the
results in credit management and other activities.

2) Market Risk Management
Market risk refers to the risk of incurring loss from fluctuations in profits
arising from assets and liabilities and the risk of incurring loss from
fluctuations in the value of assets and liabilities (including off-balance-sheet
assets and liabilities) due to fluctuations in market risk factors such as
interest rates, exchange rates and share prices.

The Group’s basic risk management policy for market risk is to
determine and analyze the risk from the point of view of fluctuations in both
present value and net interest income and to assess the risk from various
angles using stress tests and other methods.

Based on this framework, the Group companies manage market risks
pursuant to the basic market risk management policy, and the Management
Administration Department, which is the market risk management control
department, supervises and manages the market risks of the entire Group.

Trading limits and loss limits have been set for trading operations, the
goal of which is to earn trading profit from buying and selling securities in
market operations. The limits are managed to ensure that losses in excess
of a certain amount do not occur. Banking operations (investment securities)
are managed for risk by taking the risk-return balance into consideration
through ALM analysis, Value at Risk (VaR) analysis and other means to
ensure stable profits over the medium- to long-term. The Group has also



established a system for the flexible management of market risk as well as
credit risk and liquidity risk related to market operations.

Market risk management, including lending and deposit services, is
carried out by analyzing risk from multiple aspects such as the calculation
of interest rate risk. The Group Risk Management Committee and the Group
ALM Committee discuss the overall management of assets and liabilities
and evaluate management and lending policies.

Quantitative Information about Market Risk
(Financial instruments to which quantitative analysis of market risk is
applied for the purpose of risk management)

The Group measures market risk volume using VaR and monitors,
analyzes, evaluates and controls risks from various aspects, implementing
limit controls and stress tests.

The Group has adopted a variance-covariance model assuming that
fluctuations in prices and interest rates will follow a normal distribution and
uses a five-year observation period, a 99.9% confidence interval, a
125-business-day holding period for banking business and a 10-business-
day holding period for trading activities. Among financial instruments, market
price fluctuation risk is measured for equity securities (excluding unlisted
equity securities), investment trusts and other assets. Interest rate risk is
measured for debt securities, deposits and loans, taking into consideration
the correlation between price fluctuation risk and interest rate risk.

Under normal circumstances, interest rates will generally rise when
stock prices rise (prices of debt securities will decling) and decline when
the stock prices decline (prices of debt securities will rise). Thus, stock
prices and interest rates are mutually related, and stock prices and prices
of debt securities are inversely related. The Company maintains a market
risk volume smaller than the total price fluctuation risk and interest rate risk
taking the correlation into account. At a time of stress, such as in times of a
drastic change in the market environment, there is a possibility that the
above correlation would not work and another complementary system
would be established by different stress tests and capital allocation.

Market risk volume as of March 31, 2023 was as follows:

Thousands of
Millions of Yen U.S. Dollars
2023

Market risk VOIUME .......ccoovevviiiiiiiiiccice ¥ 144,120 $ 1,079,308

Banking DUSINESS. ........ccovcviiiiiiiiiccen 144,104 1,079,188
[Price fluctuation risk] ...........cccocererrrrirnnnnn. [94,720] [709,353]
[Interest rate risk] .......coovoveiiriireicirien, [60,904] [456,107]
[Considering correlation] ...........ccccovverennn. [(11,520)] [(86,272)]

Trading aCtivitieS.........cccevvivviiiiicccc 16 119

The Group conducts back testing, which compares VaR and profit and loss
on a regular basis to verify the effectiveness of its measurement of market
risk. The profit or loss expected at the time the measurement of VaR is fixed
is used for comparison. As a result of back testing, the Group has
determined that there is no problem with its market risk measurement
model and measurement methods.

However, since VaR is statistically computed under certain assumptions
based on historical market fluctuations, certain risks beyond the
assumptions may not be fully captured. Accordingly, a complementary
system is established by different stress tests and other considerations.

(Financial instruments to which quantitative analysis of market risk is not
applied for the purpose of risk management)
The Group does not apply market risk measurement to unlisted equity
securities, which are measured by credit risk.

3) Liquidity Risk Management

Liquidity risk refers to the risk of incurring losses when it becomes difficult
to secure the requisite funds or when funds at a much higher than normal
interest rate become necessary due to a mismatch between the timing of
procurement and use, an unexpected outflow of funds (hereafter, “funds
procurement risks”) or risks incurred when transactions cannot be
conducted or must be conducted at prices that are much more
disadvantageous than normal due to market disruptions or other factors
(hereafter, “market liquidity risk”).

The Group recognizes funds procurement as an important management
issue, and its basic funds procurement risk policy is to ensure a stable
supply of funds. The Group’s basic policy for managing market liquidity risk
is to take into consideration the special features of markets such as market
size, liquidity and other factors and pay careful attention to market liquidity.

Based on this framework, the Group companies manage liquidity risks
pursuant to the basic liquidity risk management policy, and the
Management Administration Department, which is the liquidity risk
management control department, supervises and manages the liquidity
risks of the entire Group.

Liquidity risk management entails careful monitoring of the daily status
of funds procurement, including monitoring of early warning indicators,
striving to limit the risks involved in the procurement of funds. In addition,
liquidity risks are managed by establishing the management policies for
risks of procuring funds such as policies on holding highly liquid assets and
setting limits on financing gap between investments and procurement for a
certain period.

Deposits comprise the vast majority of procurement for The Chugoku
Bank, Limited, which is a consolidated subsidiary of particular importance.
Although the procurement of funds is stable, the Group is working to
diversify the means of procurement to prepare for unforeseen
circumstances such as procurement from the market utilizing marketable
securities held by The Chugoku Bank, Limited. In addition, the Group
verifies that funding is available for foreign currencies through stress tests
that assume a market funding environment that deteriorates and makes it
difficult to procure funds in the market. The Group also measures and
manages the foreign currency stability ratio, which indicates the degree of
stability of foreign currency investments and funding, to maintain the
medium- to long-term stability of the foreign currency balance sheet.
Furthermore, the Group monitors various indicators related to the yen and
foreign currency funding environment, and has a scheme in place to
consider and implement countermeasures in response to changes in the
environment.

(d) Supplementary information on fair values

In calculating fair value of financial instruments, certain assumptions are
adopted and other factors considered, and the values may differ when
adopting different assumptions and when considering other factors.
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(2) Fair Values of Financial Instruments

The following are the consolidated balance sheet amounts and fair values and any differences between them as of March 31, 2023. Equity securities, etc., without market
prices and investments in partnerships are not included in the table below (see Note 1). In addition, the notes on cash and due from banks and payables under securities
lending transactions are omitted because they are matured or settled in a short period of time and their fair values approximate the book values.

Millions of Yen

2023
Book value Fair value Difference
Assets
(1) Trading ACCOUNT SECUMTIES ...vvvivviviviieieseet ettt bbbt r et r e s ¥ 2,023 ¥ 2,023 —
(2) MIONBY TTUSES.....cvevett ettt b ettt b ettt 24,600 24,600 —
(3) Securities
Held-to-maturity deDt SECUMTIES .......viviiiiiiece e 13,298 13,404 ¥ 105
Available-for-Sale SECUMTIBS(™ ) .....viviviiir ettt 2,286,318 2,286,318 —
(4) Loans and bills discounted 5,555,795
Reserve for POSSIDIE 108N 10SSES (F2)....vvuvuiriviiiieiiieietce ettt (52,963)
5,502,832 5,638,125 35,293
TOMAL ASSEIS ...ttt ettt ettt ¥ 7,829,072 ¥ 7,864,470 ¥ 35,398
Liabilities
(1) DBPOSIES ... ¥ 7,898,033 ¥ 7,897,592 ¥ (440)
(2) Negotiable certificates of deposit 155,489 155,493 4
(3) Borrowed money.............c.ccceve. 320,843 320,865 21
TOTAI TIADIITIES ...ttt ¥ 8,374,365 ¥ 8,373,951 ¥ (414)
Derivative transactions (*3)
Derivative transactions to which hedge accounting is N0t @applied .........ovvvvvvrriiiiias ¥ (45,905) ¥ (45,905) —
Derivative transactions to which hedge accounting is applied (*4) ..........ccoveeviviiriiiiiiicce e 4,777) 4,777) —
Total derivative tranSACTIONS. ... ¥ (50,682) ¥ (50,682) ¥ —
Thousands of U.S. Dollars
2023
Book value Fair value Difference
Assets
(1) Trading ACCOUNT SECUMHES ...v.vevviveieriics bbbt $ 15,150 $ 15,150 —
(2) MIONBY TTUSTS ...ttt ettt ettt b et b b et ettt e et s bt et b et e et tn 184,228 184,228 —
(3) Securities
Held-to-maturity det SECUMTIES ......eviviviiiiiccc e 99,588 100,381 $ 786
Available-for-8ale SECUMTIES (1) ....viviviiiir ettt 17,122,129 17,122,129 —
(4) Loans and Dills dISCOUNTEA. .........vcviiiiiiiiietcee ettt 41,607,092
Reserve for posSiDIE 10AN 10SSES (F2).... . v. v (396,637)
41,210,454 41,474,762 264,307
TOTAI @SSELS ...ttt $ 58,631,558 $ 58,896,652 $ 265,093
Liabilities
(1) DBPOSIES ..ottt $ 59,148,004 $59,144,701 $ (3,295)
(2) Negotiable certificates of deposit. 1,164,449 1,164,479 29
(B) BOITOWED MONEY ... vttt bbbttt 2,402,778 2,402,943 157
TOAl TIADIIEIES ...t $62,715,232 $62,712,132 $ (3,100)
Derivative transactions (*3)
Derivative transactions to which hedge accounting is not applied .... .. $ (343,780) $  (343,780) —
Derivative transactions to which hedge accounting iS applied (*4) ........ccvvvrvininiiissee, (35,774) (35,774) —
Total dBrivative traNSACHIONS. ........cv.v.iveviceiis ettt eesns $  (379,555) $ (379,555 $ —

Items that did not have a material impact on the consolidated balance sheets were omitted.

(*1) Available-for-sale securities include investment trusts to which the treatment in Paragraph 24-9 of the “Implementation Guidance on Accounting Standard for Fair Value
Measurement” (ASBJ Guidance No. 31, June 17, 2021) is applied, where the standard price is deemed to be the fair value.

(*2) Included are the general reserve for possible loan losses and the specific reserve for possible loan losses.

(*3) The net claims and obligations on derivative transactions were shown on a net basis, with obligations shown on a net basis indicated by parentheses.

(*4) These are derivative transactions such as interest rate swaps designated as hedging instruments to fix cash flows of hedged items such as loans, and the deferral method
of hedge accounting is primarily adopted. In addition, “Practical Solution on the Treatment of Hedge Accounting for Financial Instruments that Reference LIBOR” (ASBJ PITF
No. 40, March 17, 2022) is applied to these hedging relationships.
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(Note 1) Equity securities, etc. without market prices and
investments in partnerships are indicated below and are not
included in “Available-for-sale securities” in the fair value
information on financial instruments in the tables above.

Thousands of

Millions of Yen U.S. Dollars
2023
Unlisted equity securities (*1) (2)....cccovveveiennenn. ¥ 4116 $ 30,824
Investments in partnerships (*3) 20,319 152,168
Foreign stocks in foreign currency (*1) 0 0

(*1) Unlisted equity securities are exempted from fair value disclosures in accordance with
Paragraph 5 of “Implementation Guidance on Disclosures about Fair Value of Financial
Instruments” (ASBJ Guidance No. 19, March 31, 2020).

(*2) Impairment losses on unlisted equity securities were not recognized.

(*3) Investments in partnerships, etc., are exempted from fair value disclosures in
accordance with Paragraph 24-16 of “Implementation Guidance on Accounting Standard
for Fair Value Measurement” (ASBJ Guidance No. 31, June 17, 2021).

(Note 2) Maturities of monetary assets and securities with contractual maturities subsequent to the balance sheet date

Millions of Yen
2023

Witin Tyear Wi Syeds W By i Fvere Wi as. 10 veas.
Due from DANKS (*1) ..o ¥ 1,458,299 — — — — —
SBCUMHIES 1. 157,611 ¥ 272,627 ¥ 353,254 ¥ 166,209 ¥ 218,791 ¥ 881,413
Held-to-maturity debt SeCUrtieS..........ccoevvviivciiiiiiicce, 5,099 6,299 200 — 1,700 —
Japanese government DONdS. .........cocvvvvviiiiiiiiices 5,099 6,299 — — — —
Japanese municipal DONAS ..........ocvvvviiiiiiiiis — — 200 — 1,700 —
Available-for-sale securities with maturities .............cccovvenne. 152,512 266,328 353,054 166,209 217,091 881,413
Japanese government bonds............ccccoovvvviiiiiieieinnn, 51,260 36,447 93,204 56,670 90,028 225,902
Japanese municipal DONdS .........ccceeiiiiiiiiiicee 21,063 14,038 73,425 85,708 103,591 467,256
Japanese corporate bonds ..........cccocveiiiiiiviiiicces 37,091 97,813 91,745 10,405 16,912 70,148
OFNEE s 43,096 118,029 94,678 13,425 6,560 118,105
Loans and bills discounted (*2) ......cooveveeeriieiiiiieeceenn 1,448,814 1,094,208 782,294 509,090 524,754 1,085,678
TOTAL ¥ 3,064,725 ¥ 1,366,836 ¥ 1,135548 ¥ 675299 ¥ 743546 ¥ 1,967,091

Thousands of U.S. Dollars
2023

More than 1 year ~ More than 3 years More than 5 years  More than 7 years More than

Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
DU from DANKS (1) ..vvviiiees s $ 10,921,133 — — — — —
SECUMHIES 1. 1,180,341 $ 2,041,691 $ 2645502 $ 1,244,731 $ 1638515 $ 6,600,861
Held-to-maturity debt SECUNtIES........covviiiiiicc, 38,186 47172 1,497 — 12,731 —
Japanese government bonds............ccccooviiiiiiiiiiecenenn 38,186 47172 — — — —
Japanese municipal DONAS ..........ccoeveiiiiiiiiiieee — — 1,497 — 12,731 —
Available-for-sale securities with maturities .............ccoevvveen. 1,142,155 1,994,518 2,644,005 1,244,731 1,625,784 6,600,861
Japanese government bonds ..........ccceevvviiiiiceeieinees 383,883 272,949 698,000 424,399 674,215 1,691,769
Japanese municipal DONAS ... 157,739 105,129 549,876 641,863 775,788 3,499,258
Japanese corporate bonds ...........cccvvvieiiiiiiieii 277,772 732,517 687,074 77,922 126,653 525,335
ONBE 1ot 322,743 883,913 709,039 100,539 49127 884,482
Loans and bills disCounted (*2) .........covrvrvrvivreieiesseeeeens 10,850,101 8,194,473 5,858,563 3,812,551 3,929,858 8,130,592
TOTAL v $ 22,951,583 $ 10,236,171 $ 8,504,066 $ 5,057,283 $ 5568381 $ 14,731,453

(*1) Amounts due from banks with no maturity date are included in “Within 1 year.”

(*2) Loans due from bankrupt borrowers, virtually bankrupt borrowers and likely to become bankrupt borrowers in the amount of ¥82,042 million ($614,408 thousand) and loans without
contract due dates in the amount of ¥28,911 million ($216,513 thousand) are not included in the above tables as at March 31, 2023.
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(Note 3) Repayment schedule of deposits, negotiable certificates of deposit, payables under securities lending transactions and

borrowed money subsequent to the balance sheet date

Millions of Yen
2023
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than
Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
DEPOSIES ().t ¥ 7674200 ¥ 179,727 ¥ 42,919 ¥ 308 ¥ 877 —
Negotiable certificates of depoSit..........c.cccvevivvviieiiiiiiiiiiia 154,339 1,150 — — — —
Payables under securities lending transactions .... 423,430 — — — — —
Borrowed money... . 310,338 6,621 2,358 559 471 ¥ 492
TOTAL. . ¥ 8,562,308 ¥ 187,498 ¥ 45278 ¥ 868 ¥ 1,349 ¥ 492
Thousands of U.S. Dollars
2023
More than 1 year ~ More than 3 years More than 5 years  More than 7 years More than
Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
$57,471,729 $ 1345967 $ 321418 § 2,306 $ 6,567 —
1,155,837 8,612 — — — —
3,171,047 — e — e —
2,324,106 49,584 17,658 4,186 3527 $ 3,684
$ 64,122,728 $ 1,404,163 $ 339,084 §$ 6,500 $ 10,102 3,684

(*) Demand deposits are included in “Within 1 year.”

(3) Fair Value Information by Level Within the Fair Value Hierarchy

The fair value of financial instruments is classified into the following three levels according to the observability and materiality of inputs used to measure fair value.

Level 1 fair value: Fair value measured using observable inputs, i.e., quoted prices in active markets for assets or liabilities that are the subject of the measurement.

Level 2 fair value: Fair value measured using observable inputs other than Level 1 inputs.
Level 3 fair value: Fair value measured using unobservable inputs.

If multiple inputs are used that are significant to the fair value measurement, the fair value measurement is categorized in its entirety in the level of the lowest level input

that is significant to the entire measurement.

1) Financial instruments measured at fair values

Millions of Yen
2023
Fair value
Level 1 Level 2 Level 3 Total
MONEY TTUSES ... — ¥ 20,000 — ¥ 20,000
Trading account securities and securities
Trading securities
Japanese government bonds and Japanese municipal bonds, etc.............. ¥ 256 1,766 — 2,023
Available-for-sale securities (*1)
EQUItY SECUNMTIES ...voviviiiiee e 113,479 — — 113,479
Japanese government DONAS ..o 552,442 1,071 — 553,513
Japanese municipal DONAS ...........ccvviiiiiiiiic e — 765,083 — 765,083
Japanese corporate DONAS .........c.coevviiiiiiiiieccece e — 224,601 ¥ 99,515 324,116
ONBI . 177,606 344,484 6,911 529,002
TOTAI @SSELS .. ¥ 843,785 ¥ 1,357,006 ¥ 106,426 ¥ 2,307,218
Derivative transactions (*2)
Interest rate-related derivativeS...........ocovvviviviiieieieeeessee s — ¥ (4,116) — ¥ (4,116)
Currency-related deriVativesS ...........c.ovoveeiiivcriiiieeeeeese e — (46,537) — (46,537)
Bond-related deriVatiVeS............cccooivveiiiiiiceee ¥ (29) — — (29)
Total derivative tranSactionS.............ocvieiiiiiiiiee ¥ (29 ¥ (50,653) ¥ — ¥ (50,682
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Thousands of U.S. Dollars

2023
Fair value
Level 1 Level 2 Level 3 Total
MONBY TUSES ... — ¢ 149,779 — ¢ 149,779
Trading account securities and securities
Trading securities
Japanese government bonds and Japanese municipal bonds, etc.............. $ 1,917 13,225 — 15,150
Available-for-sale securities (*1)
EQUItY SECUNMTIES ...vevviiiiee e 849,838 — — 849,838
Japanese government DONAS..........ccovvveiiiiiiiiccee e 4,137,212 8,020 — 4,145,233
Japanese municipal DONAS ........c.ccoviiviviiiiicie e — 5,729,671 — 5,729,671
Japanese corporate DONAS .........c.cccvviiiiiiiicec e — 1,682,026 $ 745,263 2,427,289
ONBI . 1,330,083 2,579,824 51,756 3,961,671
TOTA @SSELS .. $ 6,319,066 $ 10,162,555 $ 797,019 $§ 17,278,648
Derivative transactions (*2)
Interest rate-related deriVatives............cvvviveiiinee e — ¢ (30,824) — ¢ (30,824)
Currency-related deriVativeS .............oveveiiiiiiiiieeeee e — (348,513) — (348,513)
Bond-related deriVatiVES...........ccoiiiriiiiieeee s $ (217) — — (217)
Total derivative tranSaCioNS............c.cveveveiveeriices et $ 17) $ (379,337) $ — 3 (379,555)

(*1) Available-for-sale securities do not include investment trusts to which the treatment in Paragraph 24-9 of the “Implementation Guidance on Accounting Standard for Fair Value
Measurement” (ASBJ Guidance No. 31, June 17, 2021) is applied and according to which the standard price is deemed to be the fair value. The carrying amount of the investment trusts to
which the treatment in Paragraph 24-9 is applied was ¥1,122 million ($8,402 thousand).

A reconciliation from the beginning balances to the ending balances of the investment trusts to which the treatment in Paragraph 24-9 is applied

Millions of Yen
Profit (loss) or other comprehensive Recognized gains
income in the fiscal year Amount where the  Amount where the (losses) on investment
Net amount of net asset value of  net asset value of frusts held at the fiscal
Recorded in other  purchases, sales, investment trusts is investment trusts is year-end included in
Recorded in profit ~ compre-hensive issuances and deemed to be the  not deemed to be profit (loss) for the
Beginning balance (loss) income (*a) settlements fair value the fair value Ending balance fiscal year
¥ 877 — ¥ 57 ¥ 186 — — ¥ 1,122 —

Thousands of U.S. Dollars

Profit (loss) or other comprehensive Recognized gains
income in the fiscal year Amount where the  Amount where the (losses) on investment
Net amount of net asset value of  net asset value of trusts held at the fiscal
Recorded in other  purchases, sales, investment trusts is investment trusts is year-end included in
Recorded in profit ~ compre-hensive issuances and deemed to be the  not deemed to be profit (loss) for the
Beginning balance (loss) income (*a) settlements fair value the fair value Ending balance fiscal year
$ 6,567 — $ 426 $ 1,392 — — $ 8,402 —

(*a) Included in “Net unrealized gains (losses) on available-for-sale securities” under “Other comprehensive income” in the consolidated statements of comprehensive income.

(*2) The net claims and obligations on derivative transactions were shown on a net basis, with obligations shown on a net basis indicated in parentheses.
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2) Financial instruments other than those measured at fair value

Millions of Yen

2023
Fair value
Level 1 Level 2 Level 3 Total
MONEY TTUSES ..t e — — ¥ 4,600 4,600
Securities
Held-to-maturity debt securities

Japanese government DONAS ..........ccoovoveeiiiiiieiiccee e 11,485 — — 11,485

Japanese municipal DONAS ..........coeviviiiiiiic e — 1,919 — 1,919
Loans and bills diSCOUNEA ........cveivviviiiiiiiiiccece e — — 5,538,125 5,538,125
TOTAI @SSELS ... 11,485 1919 ¥ 5,542,725 5,556,129
DBPOSIES ..vcve e — 7,897,592 — 7,897,592
Negotiable certificates of dePOSIL...........c.civiiviiriiiicicieee e — 155,493 — 155,493
BOMMOWEA MONBY.......ooviviiiciciic e — 305,599 ¥ 15,266 320,865
TOTl TIADIIEIES 1. — 8,358,685 ¥ 15,266 8,373,951

Thousands of U.S. Dollars
2023
Fair value
Level 1 Level 2 Level 3 Total
MONBY TTUSES .. — —  $ 34,449 34,449
Securities
Held-to-maturity debt securities

Japanese government DONAS ..........ccooveveiiiiviiiieeece e 86,010 — — 86,010

Japanese municipal DONAS ..........cceviiiiiiiic e — 14,371 — 14,371
Loans and bills diSCOUNEA ........cvevvvivieiiiiieiecece e — — 41,474,762 41,474,762
TOTAI ASSELS ... 86,010 14371 § 41,509,211 41,609,593
DBPOSIES ... s — 59,144,701 — 59,144,701
Negotiable certificates of dePOSIL...........c.cciviviiviiiiicie e — 1,164,479 — 1,164,479
BOMMOWEA MONBY ...t — 2,288,616  $ 114,326 2,402,943
TOTl HIADIIEIES 1. — 62,597,805 $ 114,326 62,712,132
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(Note 1) Description of valuation methods and inputs used in
the fair value measurement

Assets
Money trusts
In principle, the fair value of money trusts for which trust asset components are
securities is based on the price measured in the same method as securities, and
is classified as Level 2.

The notes to Money Trusts based on holding purposes are stated in Note 7,
“Money Trusts.”

Trading account securities and securities

The fair value of trading account securities and securities is classified as Level 1
for those whose unadjusted quoted prices in active markets are available, such
as for listed equity securities, ETF, listed REIT and Japanese government bonds.

For those using publicly released quoted prices in inactive markets, their fair
values are classified as Level 2, such as for Japanese municipal bonds and Japanese
corporate bonds. In addition, for investment trusts in cases where there is no
transaction price in the market and there are no material restrictions on cancellation
or repurchase request such that market participants demand compensation for
the risk, the standard price is their fair value and classified as Level 2.

The fair value of private placement bonds is measured by discounting total
future cash flows at the risk-free rate plus a premium, which is a credit risk
spread of individuals calculated by classification based on in-house rating, and is
classified as Level 3.

In cases in which there are no available quoted prices, the fair value is
determined using valuation techniques such as the present value method based
on future cash flows. Observable inputs, such as swap rates, credit spread and
default rates, are made the best of use in the fair value measurement. The fair
value measured using significant unobservable inputs is classified as Level 3.

Loans and bills discounted

Since the terms of loans on bills, commercial bills discounted and overdrafts are
short, the fair value of these items approximates the book value. Therefore, the
fair value is deemed to be the book value.

The fair value for loans on deeds is determined by estimating future cash flows
for individual transactions and calculating the present value. The discount rate
used for commercial businesses, local public organizations and local public
corporations is the risk-free rate plus a premium for each in-house credit risk
rating factor. For loans to individuals, the interest rate on new loans at the end of
the fiscal year under review is used. In estimating future cash flows, since cash
flows based on variable interest rates reflect market rates in the short term, their
terms are deemed to be the period up to the date of the next interest rate change.

In addition, as to claims against bankrupt borrowers, virtually bankrupt
borrowers and likely to become bankrupt borrowers, since the estimated amount
of bad debt is calculated based on estimated amounts that could be collected
from collateral and guarantees, the fair value approximates the consolidated
balance sheet amount as of the consolidated balance sheet date minus the
present estimated amount of bad debt. Therefore, the fair value is deemed to be
this amount.

In measuring these fair values, since the effect of unobservable inputs is
significant, these fair values are classified as Level 3.

Liabilities

Deposits and negotiable certificates of deposit

For demand deposits, including current deposits and ordinary deposits, the fair
value is deemed to be the payment amount required on the consolidated balance
sheet date (i.e., book value).

In addition, we calculate the fair values of fixed deposits and others and
negotiable certificates of deposit by grouping the deposits based on future cash
flows and discounting to present value using the interest rate on new deposits as
at March 31, 2023. The fair value is classified as Level 2.

Borrowed money

For borrowed money with floating interest rates, the fair value approximates the
book value since it follows market interest rates in the short term and the credit
standing of the consolidated subsidiaries and subsidiary corporations, etc. has
not changed significantly after the transaction. Therefore, the book value serves
as fair value.

For borrowed money with fixed interest rates, the fair value is determined
based on the present value calculated by discounting the total amount of principal
and interest of the borrowed money classified by a certain period, at an interest
rate assumed for a new borrowing under the same terms and conditions. For
borrowed money whose contract period is short (within a year), the fair value
approximates the book value, which is therefore used as fair value.

In measuring these fair values, the fair value is classified as Level 3 if the
effect of unobservable inputs is significant. Otherwise, the fair value is classified
as Level 2.

Derivative transactions
The fair value of derivative transactions is classified as Level 1 for those whose
unadjusted quoted prices in active markets are available, such as for bond futures
and interest rate futures.

However, as most of the derivative transactions are over-the-counter
transactions and there is no publicly released quoted prices, valuation techniques
such as the present value method and the Black-Scholes model are used to
measure fair value depending on the type of transaction and the period to
maturity. The main inputs used in these techniques are interest rates, foreign
exchange rates and volatility. In addition, price adjustments are made based on
counterparties’ credit risk and the Company’s own credit risk. In cases in which
unobservable inputs are not used or their effect is immaterial, the fair value of
derivative transactions is classified as Level 2, such as for plain vanilla interest
rate swaps and forward foreign exchange.
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(Note 2) Information about Level 3 fair value of financial instruments measured at fair value

1) Quantitative information on significant unobservable inputs

2023

Valuation techniques Significant unobservable inputs Scope of inputs Weighted average of inputs

Securities
Japanese corporate bonds

Private placement bonds Present value method Credit risk spread 0.028%-4.688% 0.220%

2) A reconciliation from the beginning balances to the ending balances and recognized gains (losses) included in profit (loss) for the fiscal year

Millions of Yen
2023
Profit (loss) or other comprehensive Recognized gains
income in the fiscal year (losses) on
financial assets
and financial

Recorded liabilities held at

in other Net amount of the fiscal year-end

Recorded in compre-hensive  purchases, sales, included in profit
Beginning profit (loss) income issuances and Transfer into Transfer out of Ending (loss) for
balance (*1) (*2) settlements Level 3 Level 3 balance the fiscal year
Trading account securities and securities
Available-for-sale securities
Japanese corporate bonds.................. ¥ 103,581 ¥ (12) ¥ 131 ¥ (4,186) — — ¥ 99515 —
0131 9,267 — 30 (2,387) — — 6,911 —
Thousands of U.S. Dollars
2023
Profit (loss) or other comprehensive Recognized gains
income in the fiscal year (losses) on
financial assets
and financial
Recorded liabilities held at
in other Net amount of the fiscal year-end
Recorded in compre-hensive  purchases, sales, included in profit
Beginning profit (loss) income issuances and Transfer into Transfer out of Ending (loss) for
balance (*1) (*2) settlements Level 3 Level 3 balance the fiscal year
Trading account securities and securities
Available-for-sale securities
Japanese corporate bonds.................. $ 775713 ¢ @9 $ 981 $§ (31,349 — — $ 745,263 —
OthBT v 69,400 — 224 (17,876) — — 51,756 —

(*1) Included in “Other operating expenses” in the consolidated statements of income.
(*2) Included in “Net unrealized gains (losses) on available-for-sale securities” under “Other comprehensive income” in the consolidated statements of comprehensive income.

3) Description of valuation processes used for fair value measurement

The back division has established policies and procedures for measuring fair
value while the middle division verifies whether inputs used in the fair value
measurement and fair value as a result of the measurement are in accordance
with the said policies and procedures. In addition, the back division determines
the classification of levels of the fair value hierarchy based on the result of such
verification. In addition, when using quoted prices obtained from third parties, the
Group verifies whether the prices are valid using appropriate methods, such as
confirming the valuation techniques and inputs used and comparing them with
the fair value of similar financial instruments.
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4) Description of sensitivity of the fair value measurement to changes in
significant unobservable inputs

Credit risk spread

A credit risk spread is an estimated value calculated by classification based on in-
house rating. A significant increase or decrease in the credit risk spread will lead to
a significant increase or decrease in fair value.



22. Revenue Recognition
(1) Disaggregation of revenue from contracts with customers
Disaggregation of revenue from contracts with customers for the year ended
March 31, 2023 was as follows:

Thousands of

Millions of Yen U.S. Dollars
2023
Ordinary income (Note 1).....cccovvvrrinnnn. ¥ 183,586 $ 1,374,867
Of which, fee and commissions (Note 2) ... 20,545 153,860
Deposit-taking and lending business... 7,887 59,065
Domestic or Foreign exchange business.... 4,803 35,969
Security-related busingss .................. 1,850 13,854
Agency buSINeSS.........c.cceivvivereennn, 2,731 20,452
Custody and safe deposit business..... 147 1,100
Guarantee buSiNess ...........ccocevrvrvean 439 3,287
Other business 2,685 20,107
Of which, trust fe€S .....ocovviiiiiirinnnn, 0 0
Ordinary income from contracts with
CUSTOMETS ..o ¥ 20,097 $ 150,505
Ordinary income other than the above
(NOtE 1) 163,488 1,224,354
Total ordinary income (Note 1) .................. ¥ 183,586 $ 1,374,867

Notes: 1. Includes revenue based on “Accounting Standard for Financial
Instruments “(ASBJ Statement No.10) and “Accounting Standard for
Lease Transactions (ASBJ Statement No. 13).
2.Includes revenue based on “Accounting Standard for Financial
Instruments “(ASBJ Statement No.10).

(2) Balances of receivables and contract liabilities
Disaggregation of receivables from contracts with customers and contract
liabilities as of March 31, 2023 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2023
Receivables from contracts with customers
included in other assets ...........coceevvane. ¥ 911 $ 6,822
Contract liabilities included in other
[ADINItIES ..o 9 67

23. Segment Information

(1) Description of reportable segments

The Group’s reportable segments are components of the Group for which
separate information is available and evaluated regularly by the Board of Directors
in deciding how to allocate management resources and evaluating operating
segment performance. Each operating segment is controlled by each consolidated
subsidiary since each company provides different services.

Accordingly, the Group consists of operating segments differentiated by the
services each company provides, and the reportable segments are mainly
“Banking,” “Leasing,” and “Securities.”

The “Banking” segment provides diversified financial services such as deposit-
taking and lending. The “Leasing” segment is engaged in leasing services and
installment sales of properties and goods. The “Securities” segment provides
brokerage services for financial instruments.

(2) Changes in reportable segments

Following the establishment of the Company and the reorganization within the
Group, the classification of business segments was revised for the fiscal year
ended March 31, 2023. As a result, CBS Company, Limited, The Chugin Operation
Center Co., Limited, and The Chugin Credit Guarantee Co., Limited, which were
previously included in “Other,” are now included in the “Banking” segment.

(3) Methods of measurement for the amounts of ordinary
income, profit or loss, assets, liabilities and other items for
each reportable segment

The accounting policies for each reportable segment are consistent to those
disclosed in Note 2, “Significant Accounting Policies.” Intersegment income is
based on arm’s length prices.

CHUGIN FINANCIAL GROUP, INC. 60



(4) Information about ordinary income, profit or loss, assets, liabilities and other items is as follows:

Millions of Yen
2023
Reportable segments Consolidated
financial
Banking Leasing Securities Total Other Total Adjustments statements
Ordinary income:
External customers ..........c.ccceve.e. ¥ 164,419 ¥ 14019 ¥ 2,903 ¥ 181,343 ¥ 2,242 ¥ 183,586 — ¥ 183,586
Intersegment income ................... 3,126 3,441 69 6,637 12,526 19,164 ¥ (19,164) —
Total.voiiccee ¥ 167,546 ¥ 17,461 ¥ 2973 ¥ 187,981 ¥ 14769 ¥ 202,750 ¥ (19,164) ¥ 183,586
Segment profit........cccoevviviieiienns 30,360 3,640 239 34,241 11,970 46,211 (16,618) 29,593
Segment assets ... 9,802,088 45,629 9,581 9,857,299 493,865 10,351,164 (501,485) 9,849,678
Segment liabilities...........covevrvririennn 9,314,344 24,561 4,821 9,343,727 5,515 9,349,243 (27,459) 9,321,784
Other items:
Depreciation...........cccocvviiinnnnn, 2,588 496 7 3,092 5 3,098 78 3177
Interest inCOME........c.ovovviinnen, 93,465 148 1 93,616 9,149 102,765 (9,608) 93,157
Interest eXpense ..........cccvvvrinan. 28,103 102 1 28,206 0 28,207 (73) 28,134
Thousands of U.S. Dollars
2023
Reportable segments Consolidated
financial
Banking Leasing Securities Total Other Total Adjustments statements
Ordinary income:
External customers $1,231,326 $ 104987 $ 21,740 $1,358,069 $ 16,790 $ 1,374,867 —  $1,374,867
Intersegment income 23,410 25,769 516 49,704 93,806 143,518 § (143,518 —
TOtal v $1254,744 $ 130,764 $ 22,264 $1407,781 $ 110,604 $1,518,385 $ (143,518 $ 1,374,867
Segment profit..... 227,364 27,259 1,789 256,429 89,642 346,072 (124,451) 221,620
Segment assets 73,407,384 341,713 71,751 73,820,856 3,698,532 77,519,388 (3,755,597) 73,763,783
Segment liabilitieS..........ccoveeiennn, 69,754,691 183,936 36,104 69,974,739 41,301 70,016,048 (205,639) 69,810,409
Other items:
Depreciation............cocvvvvnrinnan, 19,381 3,714 52 23,155 37 23,200 584 23,792
Interest inCOME.........ovvvvvvevrrinnn, 699,955 1,108 7 701,085 68,516 769,602 (71,953) 697,648
Interest expense ... 210,462 763 7 211,233 0 211,240 (546) 210,694

Notes: 1. Ordinary income and ordinary profit (segment profit) are presented in place of net sales and operating profit of non-financial industries.
Ordinary income and ordinary profit are calculated by deducting non-recurring items from total income or income before income taxes and non-controlling

interests.

2. “Other” represents business segments that are not included in the reportable segments and includes the credit card business and investment management and
advisory services in accordance with the Financial Instruments and Exchange Act, etc.
3. Adjustments mainly comprise elimination of intersegment transactions.
4. Chugin Capital Partners Co., Ltd. (newly established on April 1, 2022), Chugin Human Innovations Co., Ltd. (newly established on May 30, 2022), C Cube
Consulting Co., Ltd. (newly established on September 1, 2022) and Chugin Financial Group, Inc. (newly established on October 3, 2022) are included in “Other”
as their business is the operation of funds, personnel placement business, consulting services, and management, respectively.
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Related Information:
Information about services

Millions of Yen
2023
Lending Securities investment Services Other Total
Ordinary income from external customers..................... ¥ 60,325 ¥ 73,858 ¥ 20,545 ¥ 28,855 ¥ 183,586

Millions of U.S. Dollars

2023
Lending Securities investment Services Other Total
Ordinary income from external customers..................... $ 451,771 $ 553,119 § 153,860 $ 216,093 $ 1,374,867
Note: Ordinary income is presented in place of net sales of non-financial industries.
Information about losses on impairment of fixed assets by reportable segments
Millions of Yen
2023
Reportable segments
Banking Leasing Securities Total QOther Total

Losses on impairment of fixed assetS.........c.cccovvrvrinnn. ¥ 55 ¥ — ¥ — ¥ 55 ¥ — ¥ 55

Millions of U.S. Dollars
2023

Reportable segments

Banking Leasing Securities Total Other Total
Losses on impairment of fixed aSSEtS.......cccovvvverriennnn. $ 411 3 — $ — $ 411 ¢ — 411
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24, Net Assets

Under Japanese laws and regulations, the entire amount paid for new shares is
required to be designated as common stock. However, a company may, by a
resolution of the Board of Directors, designate an amount not exceeding one half
of the price of the new shares as additional paid-in capital, which is included in
capital surplus.

Under the Law, in cases in which a dividend distribution of surplus is made,
the smaller of an amount equal to 10% of the dividend or the excess, if any, of
25% of common stock over the total of additional paid-in capital and legal
earnings reserve must be set aside as additional paid-in capital or legal earnings
reserve. Legal earnings reserve was included in retained earnings in the
accompanying consolidated balance sheets.

The Japanese Banking Law provides that an amount equivalent to at least
20% of cash dividends and other cash appropriations of retained earnings must

(a) Number of outstanding shares and treasury stock
For the year ended March 31, 2023

be appropriated to a legal reserve until the total amount of legal earnings reserve
and additional paid-in capital equals the amount of the Company’s stated capital.

Under the Law, legal earnings reserve and additional paid-in capital can be
used to eliminate or reduce a deficit or be capitalized. These appropriations
generally require a resolution of the shareholders’ meeting.

Additional paid-in capital and legal earnings reserve may not be distributed as
dividends. Under the Law, however, all additional paid-in capital and all legal
earnings reserve may be transferred to other capital surplus and retained
earnings, respectively, which are potentially available for dividends.

The movement of outstanding shares and cash dividends during the year
ended March 31, 2023 was as follows:

(Thousands of shares)

Type of shares Balance at beginning of year Increase during the year ~ Decrease during the year ~ Balance at end of year Remarks
Issued stock:

COMMON STOCK ... 195,272 — 10,500 184,771 Note 1
Treasury stock:

COMMON STOCK +..vvvisisseiee s 9,520 2,071 10,521 1,071 Note 2

Notes: 1. The decrease in issued stock of 10,500 thousand shares was due to the cancellation pursuant to the resolution made at the Board of Directors’ meeting.
2. The increase in treasury stock of 2,071 thousand shares was due to the public bidding of 2,071 thousand shares pursuant to the resolution made at the Board
of Directors’ meeting, and due to purchases of 0 thousand shares of less than one unit.
In addition, the decrease in treasury stock of 10,521 thousand shares was due to the cancellation of 10,500 thousand shares pursuant to the resolution made
at the Board of Directors’ meeting, the exercise of subscription rights to shares of 20 thousand shares, and due to the sale of O thousand shares of less than

one unit.

(b) Dividends paid to the shareholders during the year:
For the year ended March 31, 2023

The Company is a holding company established on October 3, 2022, through a sole share transfer. Accordingly, dividends paid represent the amounts of the wholly owned
subsidiary pursuant to a resolution of the general meeting of shareholders or the Board of Directors’ meeting.

Date of resolution Resolution by Type of shares Aggregate amount Amount per share Date of record Effective date

Jun. 24,2022  General meeting of shareholders ~ Common stock of The ¥3,064 million ¥16.50 Mar. 31,2022  Jun. 27, 2022
Chugoku Bank, Limited ($22,946 thousand) ($0.123)

Nov. 11,2022  Board of Directors Common stock of The ¥2,586 million ¥14.00  Sep.30,2022  Dec. 6, 2022
Chugoku Bank, Limited ($19,366 thousand) ($0.104)

Dividends were applicable to the year ended March 31, 2023 but were not recorded in the accompanying consolidated financial statements since the effective date is

subsequent to the current fiscal year:

Date of resolution Resolution by Type of shares Aggregate amount Amount per share Date of record Effective date
Jun. 23,2023  General meeting of shareholders  Common stock ¥2,939 million ¥16.00 Mar. 31,2023  Jun. 26, 2023
($22,010 thousand) ($0.119)

The above cash dividends are distributed from retained earnings.
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25. Cash and Cash Equivalents

The reconciliation between “cash and cash equivalents” in the consolidated
statements of cash flows and “cash and due from banks” in the consolidated
balance sheets was as follows:

Thousands of
Millions of Yen U.S. Dollars
2023
Cash and due from banks..........c..cceevvevvveeivenns ¥1,510,394 $11,311,270
Due from banks, excluding the Bank of Japan...... (4,033) (30,202)
Cash and cash equivalents .............c.cccoovvveveennn, ¥1,506,361 $11,281,067

26. Stock Options
(1) Line item where stock option expense is presented and
the amount

Thousands of
Millions of Yen U.S. Dollars
2023

General and administrative expenses .................. ¥ 39 $ 292

(2) Stock options outstanding as of March 31, 2023 were as follows:

Number of options granted

Stock Options Persons granted (Note 3) Date of grant Exercise period

Chugin Financial Group, Inc. 15 directors of The Chugoku Bank, Limited 3,800 Jul. 31,2009 From Oct. 3, 2022 to
1st Subscription Rights to Shares (Note 1)  (Note 2) (Note 4) Jul. 31,2039
Chugin Financial Group, Inc. 15 directors of The Chugoku Bank, Limited 4,700 Aug. 2, 2010 From Oct. 3, 2022 to
2nd Subscription Rights to Shares (Note 1)  (Note 2) (Note 4) Aug. 2, 2040
Chugin Financial Group, Inc. 14 directors of The Chugoku Bank, Limited 7,600 Aug. 1, 2011 From Oct. 3, 2022 to
3rd Subscription Rights to Shares (Note 1)  (Note 2) (Note 4) Aug. 1, 2041
Chugin Financial Group, Inc. 14 directors of The Chugoku Bank, Limited 7,400 Aug. 3, 2012 From Oct. 3, 2022 to
4th Subscription Rights to Shares (Note 1)  (Note 2) (Note 4) Aug. 3, 2042
Chugin Financial Group, Inc. 15 directors of The Chugoku Bank, Limited 10,300 Aug. 2, 2013 From Oct. 3, 2022 to
5th Subscription Rights to Shares (Note 1)  (Note 2) (Note 4) Aug. 2, 2043
Chugin Financial Group, Inc. 15 directors of The Chugoku Bank, Limited 10,600 Aug. 4,2014 From Oct. 3, 2022 to
6th Subscription Rights to Shares (Note 1)  (Note 2) (Note 4) Aug. 4, 2044
Chugin Financial Group, Inc. 12 directors of The Chugoku Bank, Limited 8,200 Jul. 30, 2015 From Oct. 3, 2022 to
7th Subscription Rights to Shares (Note 1)  (Note 2) (Note 4) Jul. 30, 2045
Chugin Financial Group, Inc. 12 directors of The Chugoku Bank, Limited 13,500 Aug. 2, 2016 From Oct. 3, 2022 to
8th Subscription Rights to Shares (Note 1)  (excluding outside directors and directors serving as (Note 4) Aug. 2, 2046

audit and supervisory committee members) (Note 2)
Chugin Financial Group, Inc. 9 directors of The Chugoku Bank, Limited 17,400 Aug. 2, 2017 From Oct. 3, 2022 to
9th Subscription Rights to Shares (Note 1)  (excluding outside directors and directors serving as (Note 4) Aug. 2, 2047

audit and supervisory committee members) (Note 2)
Chugin Financial Group, Inc. 9 directors of The Chugoku Bank, Limited 21,800 Aug. 3,2018 From Oct. 3, 2022 to
10th Subscription Rights to Shares (Note 1)  (excluding outside directors and directors serving as (Note 4) Aug. 3, 2048

audit and supervisory committee members) (Note 2)
Chugin Financial Group, Inc. 8 directors of The Chugoku Bank, Limited 45,300 Aug. 2, 2019 From Oct. 3, 2022 to
11th Subscription Rights to Shares (Note 1)  (excluding outside directors and directors serving as (Note 4) Aug. 2, 2049

audit and supervisory committee members) (Note 2)
Chugin Financial Group, Inc. 8 directors of The Chugoku Bank, Limited 48,000 Jul. 30, 2020 From Oct. 3, 2022 to
12th Subscription Rights to Shares (Note 1)  (excluding outside directors and directors serving as (Note 4) Jul. 30, 2050

audit and supervisory committee members) (Note 2)
Chugin Financial Group, Inc. 8 directors of The Chugoku Bank, Limited 54,000 Jul. 29, 2021 From Oct. 3, 2022 to
13th Subscription Rights to Shares (Note 1)  (excluding outside directors and directors serving as (Note 4) Jul. 29, 2051

audit and supervisory committee members) (Note 2)
Chugin Financial Group, Inc. 8 directors of The Chugoku Bank, Limited 50,900 Feb. 2, 2023 From Feb. 3, 2023 to

14th Subscription Rights to Shares

(excluding outside directors and directors serving
as audit and supervisory committee members)

Feb. 2, 20563

Vesting conditions and applicable service periods have not been determined.
Notes: 1. Following the establishment of the Company through a sole share transfer of The Chugoku Bank, Limited, subscription rights to shares of the Company were
delivered to the holders of the subscription rights to shares issued by The Chugoku Bank, Limited.

2. Persons granted represent the classification and number of persons granted on the original date of grant at The Chugoku Bank, Limited.

3. Number of options is converted to number of shares.
4. The date of grant represents the original date of grant at The Chugoku Bank, Limited.
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The following table describes changes in the number of stock options that existed during the year ended March 31, 2023. Number of stock options is converted to
number of shares.

Number of shares

Chugin Financial  Chugin Financial ~ Chugin Financial ~Chugin Financial ~Chugin Financial Chugin Financial  Chugin Financial ~ Chugin Financial
Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc.
1st Subscription  2nd Subscription  3rd Subscription ~ 4th Subscription  5th Subscription  6th Subscription ~ 7th Subscription ~ 8th Subscription
Rights to Shares  Rights to Shares ~ Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares

Non-vested:

April 1, 2022 — Outstanding ..............
Granted.......c.ccoovvevireiieeeeeeee 3,800 4,700 7,600 7,400 10,300 10,600 8,200 13,500
Forfeited......cooovvveeriicieeecveei — — — —
Vested. ..o — — — — — — — —

March 31, 2023 — Outstanding .......... 3,800 4,700 7,600 7,400 10,300 10,600 8,200 13,500

Vested:

April 1, 2022 — Outstanding ............... — — — — —
Vested.....coovvvviviiiceieee — — — —
Exercised ..
Forfeited. ..o — — — —

March 31, 2023 — Qutstanding ......... — — — — —

Number of shares

Chugin Financial  Chugin Financial ~ Chugin Financial ~Chugin Financial Chugin Financial ~ Chugin Financial
Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc.
9th Subscription  10th Subscription 11th Subscription 12th Subscription 13th Subscription 14th Subscription
Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares

Non-vested:
April 1, 2022 — Outstanding ..............
Granted........ccocveveveereiiiee, 17,400 21,800 45,300 48,000 54,000 50,900
Forfeited.
Vested. ..o — — — — —

March 31, 2023 — Qutstanding .......... 17,400 21,800 45,300 48,000 54,000 50,900
Vested:

Forfeited......oocvvveeiiiiicecccis — — _ _
March 31, 2023 — Qutstanding ......... — — — — —

Price information for 1st, 2nd, 3rd, 4th, 5th, 6th, 7th, 8th, 9th, 10th, 11th, 12th, 13th and 14th subscription rights to shares is as follows:

Yen

Chugin Financial  Chugin Financial  Chugin Financial ~ Chugin Financial ~ Chugin Financial ~ Chugin Financial  Chugin Financial ~ Chugin Financial
Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc.
1st Subscription  2nd Subscription  3rd Subscription ~ 4th Subscription  5th Subscription  6th Subscription ~ 7th Subscription ~ 8th Subscription
Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares

EXErCISe PriCe .......oovvveveiiiiiccii, ¥ 1 ¥ 1 ¥ 1 ¥ 1 ¥ 1 ¥ 1 ¥ 1 ¥ 1
Average share price at time of exercise.... — — — — — — — —
Fair appraisal price at date of grant......... 1,197 935 917 926 1,281 1,483 1,815 1,022
Yen
Chugin Financial - Chugin Financial ~ Chugin Financial ~ Chugin Financial  Chugin Financial  Chugin Financial
Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc.

9th Subscription  10th Subscription 11th Subscription 12th Subscription 13th Subscription 14th Subscription
Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares

EXEICISE PriCe .....vovvvvviveiieee, ¥ 1 ¥ 1 ¥ 1 ¥ 1 ¥ 1 ¥ 1
Average share price at time of exercise..... — — — — — —
Fair appraisal price at date of grant......... 1,508 1,099 753 800 728 77
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U.S. Dollars

Chugin Financial ~ Chugin Financial ~ Chugin Financial

Chugin Financial ~ Chugin Financial ~ Chugin Financial ~Chugin Financial Chugin Financial

Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc. Group, Inc.
1st Subscription  2nd Subscription  3rd Subscription ~ 4th Subscription ~ 5th Subscription ~ 6th Subscription ~ 7th Subscription ~ 8th Subscription
Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares  Rights to Shares
EXErCiSe PriCe ....vvovvviiicccccis $ 000 $ 000 $ 0.00 $ 0.00 $ 000 $ 000 $ 000 $ 000
Average share price at time of exercise.... — — — — — — — —
Fair appraisal price at date of grant......... 8.96 7.00 6.86 6.93 9.59 11.10 13.59 7.65
U.S. Dollars

Chugin Financial  Chugin Financial ~ Chugin Financial ~Chugin Financial Chugin Financial  Chugin Financial

Group, Inc. Group, Inc.

Group, Inc.

Group, Inc. Group, Inc. Group, Inc.

9th Subscription  10th Subscription 11th Subscription 12th Subscription 13th Subscription 14th Subscription

Rights to Shares  Rights to Shares ~ Rights to Shares

Rights to Shares  Rights to Shares  Rights to Shares

EXBICISE PIICE ....vvvvevvvveeiveeiev e $ 0.00 $ 0.00 $
Average share price at time of exercise..... — —
Fair appraisal price at date of grant......... 11.29 8.23

0.00 $ 0.0 $ 000 $ 000

5.63 5.99 5.45 5.81

(3) Method for estimating the fair value of stock options
The Black-Scholes option pricing model was used to determine fair value.

The assumptions and methods used to estimate the fair value of Chugin Financial
Group, Inc. 14th subscription rights to shares were as follows:

Chugin Financial Group, Inc.
14th Subscription Rights to Shares

27.815%

Volatility of stock prices (Note 1)
Estimated remaining outstanding

period (Note 2) 5years and 11 months

Estimated dividend (Note 3) ¥28.00 per share
($0.209 per share)
Risk-free interest rate (Note 4) 0.279%

Notes: 1. The volatility of stock prices was computed based on the actual stock
prices from March 2017 to February 2023, corresponding to the
estimated remaining outstanding period.

2. The remaining outstanding period was estimated based on historical
data of The Chugoku Bank, Limited.

3. The estimated dividend was based on actual dividends for the year
ended March 31, 2023.

4. The risk-free interest rate is equal to the yield on Japanese government
bonds corresponding to the estimated remaining outstanding period.

(4) Method for estimating the number of stock options

The Company adopted a method to reflect only the actual number of forfeited
stock options since it is difficult to reasonably estimate the number to be forfeited
in the future.

27. Business Combinations
Transactions under common control, etc.
1. Outline of the transaction
(1) Name and business of the combined company
The wholly owned subsidiary resulting from the share transfer: The
Chugoku Bank, Limited (Banking business)
(2) Date of the business combination
October 3, 2022
(3) Legal form of the business combination
Establishment of a holding company through a sole share transfer
(4) Name of the company after the business combination
The sole parent company established in the share transfer: Chugin
Financial Group, Inc.
(5) Other matters related to the outline of the transaction
The Company was established for the purpose of contributing to the
sustainable development of local communities and enhancing the
corporate value of the entire Chugin Group by evolving into a
comprehensive service provider with a focus on finance.
The Company acquired all the shares of The Chugin Lease Company,
Limited, Chugin Securities Co., Ltd., The Chugin Card Company, Limited,
Chugin Asset Management Company, Limited, Chugin Capital Partners,
Limited, Chugin Human Innovations Co., Ltd., and C Cube Consulting Co.,
Ltd., which are held by The Chugoku Bank, Limited, a wholly owned
subsidiary of the Company, and SETONOWA Co., Ltd., a non-consolidated
subsidiary of the Company, by the method of receiving distribution-in-kind
from The Chugoku Bank, Limited on October 3, 2022.

2. Outline of accounting treatments of the share transfer

The share transfer was accounted for as a common control transaction in
accordance with the “Accounting Standard for Business Combinations” (ASBJ
Statement No. 21, January 16, 2019) and the “Implementation Guidance on
Accounting Standard for Business Combinations and Accounting Standard for
Business Divestitures” (ASBJ Guidance No. 10, January 16, 2019).
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28. Asset Retirement Obligations

The consolidated subsidiaries that engage in the banking business have future
obligations pertaining to the restitution of the facilities at the data center in Haga.
However, the period of use of the lease assets related to the obligations cannot
be determined because no termination, transfer, etc., has been planned.
Therefore, the consolidated subsidiaries that engage in the banking business
cannot reasonably estimate the asset retirement obligations and no asset
retirement obligation has been recorded.

29. Subsequent Events

Establishment of a subsidiary

The Company passed a resolution to establish a wholly owned subsidiary of
Chugin Capital Partners Co., Ltd., a subsidiary of the Company, at the Board of
Directors’ meeting held on December 23, 2022, and the subsidiary was
established on April 3, 2023.

(1) Objectives of the establishment

While expanding the Group’s business, the Group established the subsidiary to
proactively find solutions to management issues of customers and support their
core business with the realization of Sustainability Transformation (SX) through
the promotion of local decarbonization such as with the solar PPA business.

(2) Overview of the subsidiary

1) Name: Chugin Energy Co., Ltd.

2) Location of ~ 1-15-20 Marunouchi, Kita-ku, Okayama-city
headquarters:  (9th floor in the Chugin Head Office Building)

3) Business Renewable energy generation business centered on the solar
description: PPA business
Environmental energy business utilizing storage batteries, EVs,
etc.
Investment and financing business related to the above,
de-carbonization consulting and carbon offsetting business

4) Date of April 3, 2023
establishment:

5) Stated capital: ¥100 million ($748 thousand)

6) Shareholders: Chugin Capital Partners Co., Ltd.
(a wholly owned subsidiary of the Company)

Purchases of treasury stock

On May 12, 2023, the Board of Directors of the Company passed a resolution to
purchase up to 2,400 thousand shares of the Company’s common stock from the
market at a price not exceeding ¥2,000 million ($14,977 thousand) during the
purchase period from July 24, 2023 to November 10, 2023. The purpose of this
purchase was to return profit to shareholders through improvement in its capital
efficiency. In accordance with the resolution, the Company acquired 931 thousand
shares for ¥857 million ($6,418 thousand) by August 31, 2023.
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