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Introduction

In response to the organizational negotiation of loans for investment real estate other than shared
housing (hereinafter, the “Apaman Issue”), Suruga Bank announced in April 2023 three policies with
the strong desire that this issue will be resolved as quickly as possible. The three policies are: (1)
propose a plan for early settlement, (2) reduce obligations on debtors by assisting with negotiated sales,
and (3) make decisions on an individual basis.

The following is an explanation of the status of our response in accordance with these policies.

Overview of the Apaman Issue

In May 2019, the “Report (Investigation of All Investment Real Estate Loans)” (hereinafter, the
“Investigation”) was published® revealing the full extent of the problems in the Bank's real estate
investment-related lending. In light of the fact that the Investigation uncovered falsification or forgery
of screening documents in approximately 20% of the total number of investment real estate loans
granted (on 37,907 properties, including shared housing), the bank has offered consultations and
provided extensive repayment support, by for example, cutting a portion of the principal of these debts.

Currently, as of the end of May 2024, organizational negotiations on 828 properties? (approximately
2.2% of the 37,907 properties) are currently ongoing with the Bank and the Suruga Bank Victims
Defense Team (hereinafter, the “SI Defence Team”). In some cases, debtors (hereinafter, the
“Organizational Negotiation Debtors”) have been withholding rental income earned on these
properties and have stopped paying principal or interest to the Bank for an extended period of time. To
ensure financial soundness, Suruga Bank has appropriately recorded allowances for these liabilities
with a coverage ratio® of 99.54%.

® Reference Materials 1: Status and coverage of investment real estate loans and organizational
negotiation partners

1. Early settlement proposal

With regard to our first policy to propose a plan for early settlement, Suruga Bank proposed an Early
Resolution Framework to the SI Defense Team in May 2022. The Early Resolution Framework
proposes a three stage process. The first stage is to consider the issue of inflated* property valuations,
the second is to consider whether it is highly likely that Suruga Bank and its employees were involved
in falsifying rent rolls presented to debtors, and the third is to consider the calculation of a settlement

1 www.surugabank.co.jp/surugabank/common/english/info/pdf/190515 4 a_en.pdf

2 Due to voluntary sales and other factors, from the end of September 2022 to the end of May this year, 100 properties were no longer
in organizational negotiations.

3 The figures are as of March 31, 2024.

4 The term "inflated" here broadly means that the falsified rent roll led to the “mistake” of thinking that the property in question was

more profitable than it actually was, resulting in a higher price than if the “mistake” had not occurred.
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figure based on the amount of damage and the degree of responsibility. Consultations have now
progressed to the third stage.

However, even now, two and a half years since the SI Defence Team filed for mediation®, there are still
differences of opinion on some basic points. For example, Suruga Bank has insisted on the need to
make decisions on an individual basis®, but the SI Defense Team has effectively demanded a blanket
settlement, something which we have not been able to come to agreement on.

We will continue to respond in good faith to negotiations involving the courts, and in light of the
situation where differences of opinion between the two parties have remained unresolved for an
extended period of time, we are communicating to the SI Defense Team our proposal to the effect that
even for individual cases that are not under specific consideration, we would like to receive all the
necessary information from those debtors who wish to seek early resolution in accordance with our
proposed framework.

Through these efforts, Suruga Bank will continue to take the stance of “actively cooperating to clarify
the loan circumstances in an effort to achieve an early resolution for certain types of cases where the
Bank is likely to be found liable in tort in a lawsuit,” thereby making every effort to resolve the issue
as quickly as possible.

2. Reduce obligations on debtors by assisting with negotiated sales

With regard to our second policy to reduce obligations on debtors by assisting with negotiated sales,
there have been cases through various proposals and consultations in which measures to assist with
negotiated sale have been applied resulting in the sale of such properties. As stated in the document
addressed to Organizational Negotiation Debtors (Reference Material 2) described below, we offer
consultation and in-depth support in cases where the value of the property is not enough to repay the
loan even if private sale proceeds are used’, such as in the preparation of a repayment plan after the
sale proceeds have been appropriated, depending on the circumstances of each individual case.

3. Decisions on an individual basis

Regarding our third policy, as an example of the need to make decisions on an individual basis, Suruga
Bank’s approach to so-called “break-even properties” is explained as follows in a document published
in November 2023.

® A break-even property is one that has a high possibility of securing positive “real estate
income” even if scheduled repayments continue as per the loan agreement with Suruga Bank.
As such, we believe that, in principle, there is no justifiable reason to suspend loan repayments

5 The SI Defense Team filed a petition for mediation with the Tokyo District Court in February 2022, but since then, negotiations
involving the court alone have taken place 18 times.

6 Reasons why we believe that decisions on an individual basis are necessary (summary of materials published in April 2023):

(1) In the results of all investigations, no fraud was found in approximately 80% of Apaman loans, so we cannot assume that Suruga
Bank committed illegal acts in all cases; (2) The circumstances of the parties involved differ depending on the individual case (For
example, there was a report of a real estate agent falsifying documents at the request of the Bank, deceiving property owners.
However, Suruga Bank has also seen cases where a real estate agent falsified documents deceiving both the owner and the Bank, and
cases where the owner and real estate agent jointly falsified documents to obtain a larger loan from the Bank); and (3) Fairness with
debtors with whom individual lawsuits and settlements have already been made (judicial rulings and settlements have already been
reached in accord with individual circumstances, so from the perspective of fairness, it is difficult for Suruga Bank to opt for a blanket
resolution).

7 In the case of Organizational Negotiation Debtors who have been withholding rental income earned on their properties and have
stopped paying principal or interest to the Bank, we request that approximately 70% of the amount withheld (after deduction of
appropriate and necessary expenses) be added to their repayment.
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for an extended period of time.

® The term “real estate income™® here refers to the amount obtained when 30% of the rental

income from the property is deemed as necessary expenses, and those necessary expenses and
loan payments (interest and scheduled repayments paid to Suruga Bank) are deducted from
the rental income. The expenses ratio for a single apartment building, which includes
management fees, utilities for common areas, property tax, city planning tax, and
refurbishment costs when empty, is generally said to be around 15-20%, but Suruga Bank
conservatively assumes an expenses ratio of 30% when calculating “real estate income”.

As explained in the materials released in April 2024, Suruga Bank has prepared a document requesting
debtors who own such break-even properties to resume scheduled repayments, consider reducing their
repayment obligations through voluntary sale of properties, or to contact us if there are any specific
circumstances that make it difficult to make scheduled repayments. We have been sending out this
document to debtors from March 2024.

Furthermore, with regard to properties whose real estate income is estimated to be in the red based on
materials provided by the debtor and not just for the break-even properties mentioned above, in
addition to reducing repayment obligations through voluntary sale of properties, we have been
informing debtors from May 2024 that we will be accepting consultations for resuming scheduled
repayments by working to create surplus real estate income through interest rate reductions.

® Reference Material 2: Template of document including consultation on interest rate reduction
(example)

Suruga Bank is also providing written notice that we will accept inquiries and consultations in other
cases, such as when there are special circumstances (e.g., excessive property repair costs) that have
not been taken into account in estimated real estate income, or when it is unclear whether the property
is profitable or not.

We hope you will understand that we are doing our best to resolve the Apaman issue as quickly as
possible by providing repayment advice based on individual circumstances and by proposing measures
to reduce repayment obligations to the greatest extent possible, regardless of whether the property is
producing income or not.

If however, despite these proposals, you do not respond to our communication to resume repayments,
we will be forced to go back to the principles stipulated by law and file our claim that as a bank, it is
extremely difficult for us to allow you to miss repayments for an extended period of time.

Future Actions

We will continue to do our utmost to resolve the issue as soon as possible in accordance with the three
policies we announced in April 2023.

In particular, we believe that it is essential to take prompt measures with our second policy to reduce
obligations on debtors by assisting with negotiated sales, given the urgent need to reduce the burden
on Organizational Negotiation Debtors who are struggling to make repayments, and to those who may

8 In response to a question regarding the definition of “real estate income,” we have provided an explanation that further expands on
our previous disclosures.
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not be able to achieve the expected sales price depending on future real estate market conditions.

For this reason, we offer the maximum level of support possible to all Organizational Negotiation
Debtors. We will do our utmost to bring relief as soon as possible to the many Organizational
Negotiation Debtors by quickly reducing their debt obligations, providing assistance in the form of
repayment plans, and creating a path to resolving individual issues on a case-by-case basis.

Reference Materials 1

Status and Coverage of Investment Real Estate Loans and Organizational Negotiation Partners

Status of efforts to date
wm";'mm After approximately five years of repayment support and
e —_— consultation efforts, more than 50% of the 37,907
J properties surveyed have a loan balance of zero, and
more than 40% are maintaining loan repayments.
Number of real sciate properties
N e e ¥ However, organizational negotiations are being
ow! .
T conducted with Suruga Bank on 828" properties (2.2%
of 37,907), and we will continue to take appropriate
37,907 :
measures o resolve these issues.
Barrowers continuing No balance
repayment (pand in Al eic)

{including those agreesng to * Due to volurtary sales and other factors, from the end of Sepiember 2022 to the end
repayment support) of May this year 100 properties were no longer in crganizational negotistions
As of May 31, 2024

Amount of disclosed claims™ Coverage (as of Mar. 31, 2024)
(iticn yen) Mar. 31, 2020 Mar. 31, 2023 Mar. 3 { L2024 Appraised colateral” Nlowancesiguarantees Coverage
(2] B) ) (B+CyA N tiations ~ for eaw
resolution
0’9"5::"“' » The uncovered amount is
neg n _ o limited due to preventative
partners 89.4 87.3 34.0 529 99.54% | by
financial soundness is
adequately ensured.

Notes
1 Disclosed dams under Te Financia Reconstructon Act
2 Normally, 50% of the iotal valuation method amount i used for colateral valation of loans and ofher credit related caims, but fgunes hore use 100% of the total varuation method amount




Reference Materials 2

: MONTH, 2024
3003000
000K, 300X, 300X, 3000K .
I 171 Nmn.-mo-.%,m,.
Dear Mr Ms. 00000

Suruga Bask, Lt

Suruga Bask sincerely apologizes for the long period of uncertainty with regard to negotiations concerning
loans for investment properties other than shared houses that bave been ongoing for some time. Since we are
20t able 10 contact you directly regarding this matter, we appreciate your understanding that this letter has been
sent 10 you by way of your amorsey.

Our o the loans for real estate other than shared housing
(hereinafter, the “Apaman Issue™) has been explained in a2 document posted on the Bank's website (dated April
4,2024). As stated in that document, we strongly hope 1o resolve the Apaman [ssue as s00n as possible. We
Bave therefore been working with representative anorseys 10 propose Various meass to resolve the issue. We
are sending this Jetter 10 you 0 reaffinm how we intend to handle your dealings with Suruga Bank, including
Sebt relief and addimional support.

With regard 1o the real estate purchased with financing from us i connection with the Apaman [ssue (bereinafter,
m-ummmnmmmﬁmmwh-

extended period of time. We are sending this lester to you to discuss the p of P

any scheduled repayments missed will increase the amoust you will have 1o pay in late payment charges.

®  We therefore sk ®hat you contact our Office to Support Customer Owners of Share Houses and Othens
in cooperation with your attorney. Should there be any special circumstances ot takes into account
whea we estimated the Property’s real estate income (€ 3., €XCessive Property repair Costy, o1C), we agaisn
urge you 1o contact Suruga Bank via the Office 1o Support Customer Owners of Share Houses and Others.

Based on data already provided by you and in lght of general spartment management and remtal business
condizions, we believe that your Property may be 2 s0-called negative cash flow property.’

11 the Property falls under the category of 3 negative cash flow property and there is lintle prospect of improved
future cash flow, we would like to discuss measures 10 reduce your dedt obligations, for example, interest rate
reductions ar voluntary sale, on the premise of paying a portion of the reatal income earned during the time of
missed repayments.

®  Please refer to Antachment | for specific details of our debt reduction measures through lower mterest

Tates.
©  Please refer to Anachment 2 for specific details of our debt

through y sale.

www. surugabank co. -wc—n-@mmmu 05_en pdfe
Mlﬁbhmunbﬂﬂl A pegative cash flow property is defined as a property that is estimated

pavment (mnterest and scheduled repayment paid to Suruga Bank) is deducted from the mcome +

Points of Note,

Mm&w&mdhw Suruga Bank may not be able to provide you with
such measures to reduce your debt oblizations. Please note that terms and conditions apply to Suruza Bank's

debt reduction measures.

Mwanm'mm-mmamubuumm
with us and agree to the terms and conditions. Suruga Bank makes no guarantee that these debt reduction
meanges will be avaulable in the future. We therefore ask that you contact our Office to Support Customer
Ovwners of Share Houses and Others at your earliest convenience should you wish to take advantage of any of
these measures to reduce your debt obligation.

Office to Support Customer Owners of Share Houses and Others
1.7.1 Nihonbashi Muromachs, Chuo-ku, Tokyo |
Toll free: 0120-010-636
Lines open: 09:00-17:00
(Monday through Friday, excluding Saturdays, Sundays, national
holidays, and year-end and New Year holidays)

to be
in negative termitory when 70% of sts rental income is consdered as real estate income after deducting costs, and the loan

1: M

duce debt obl

through lower interest rates.
(1) Mingmum 1% interest rate reduction
» Please refer to Case A below as an example

(2)mmrmmmmwmmdm«m
» If implementing measure (1) above does not bring the Property into a positive cash flow and

Examples of measures to reduce debt obligations through lower interest rates.
Case A E: le of debt red (1) - M
(Roughly calculated based on a loan balance of 100 million yen with a remaining loan term of 25 vears)
Initial satuation -

1% interest rate reduction«

mmmmumﬂducmhmhhyuhhupmmmoﬁwmofhmw

on the final due date after consid mdividual ¢ (such as p
and asset situation) +
# Please refer to Case B below as an example «
Scope of this debt reduction measure-
As a general rule, the customers to whom we propose debt reduction measures though reduced interest rates
are hmuted to the following:+
®  Customers who, in hight of circumstances, applied for a partial principal reduction 1 May 2019 but did

not reach 2 resolt filed for crvil med; 10 the court by the end of August 2021 wathout resolution,
and consulted about an mterest rate reduction after Apnl 2024+

®  Properties for whuch, over the past year, the rental income has consistently been negative after deducting
expenses (including repair costs' and property taxes) and loan payments (interest and scheduled
mmm InSumnM) wfumhmhntmwwm:hﬂewofm‘d

* Repair costs for restoration and routine repairs. Excludes repair costs related 1o capital expenditures such as burge-scale
renovation projects

will be available in the future. These debt
who have ‘) Ired with us

Suruga Bank makes no guarantee that these debt redy

v

Repayment funds- | Rental mcome month+ ¥570,0004
Property expenses/monthe ¥170,000,:
Real estate income+’ ¥400,0004,:

Repayment amount- | Loan repayment'month (at 4.00% ¥530,000-
mterest rate)

Income» (¥130,000)4.:

The repayment amount (¥530,000) exceeds the available repayment funds (¥400,000) by ¥130,000, making st
dufficult to foresee a way to meet repayments.

. —~—

Situation after consultations
Repayment fundse | Rental income month+ ¥570,0004
Property expenses/month< ¥170,0004{,:
Real estate mcome+ 400,000+
Repayment amount-’ | Loan repayment/month (at 1 40% ¥395,0004
interest rate)”
Income~ +¥5,0004,:

The repayment amount (¥395,000) 1s roughly mn balance with the available repayment funds (¥400,000),
making 1t possible 1o foresee a way to meet repayments
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Attachment 2: Measures to reduce debt obligations through voluntary sale of Property~
» We wll provide necessary documents and (except in some areas) mtroduce real estate agents.«

(2) Partial wasver of overdue mterest and damages after voluntary sale.
» As a specific measure for a partial waiver, we wall discuss an obligation for you to pay, in addition to
the proceeds from the voluntary sale, 70% of the rental mcome earned dunng the time loan

" If the amount of accrued interest and late charpes exceeds 0% of the rental mcome received during the time repayments were

Wmmwmmnmofhmﬂhn\dwwnm

Case B: le of debt redv (2) - Interest rate reduction and final lump-sum payment of
portion of principal- (1) Support to customers for voluntary sale-
(Calculated based on a loan balance of 100 million yen with a remaming loan term of 25 years)
Initial sstuation v
Repayment fundse | Rental mcome monthe' ¥370,0004,

Property expenses monthe ¥110,000+1,,

Real - ¥260,0001. mised, please comtact us to discuss your shustion +/
Repayment amounts | Loan repayment/month (at 4.00% ¥530,0004,,

interest rate)

equal to overdue interest and

Incomer (¥270,000)-{,

The repayment amount (¥530,000) exceeds the available repayment funds (¥260,000) by ¥270,000, making it
dafficult to foresee a way to meet repayments. «

—

Situation after consultation.’
Repayment fundse | Rental mcome months ¥370,000:,
Property expenses' month' ¥110,000:,,
Real estate mcome+’ ¥260,000+,
Repayment amounts’ | Loan repayment'month (at 1.00% ¥257,0004,,
interest rate)”
Final lump-sum payment. ¥41,000,0004,
The repayment amount (¥260,000) 15 roughly 1n balance with the available repayment funds (¥260,000),

making it possible 10 foresee 2 way to meet repayments.+

©®  The above two cases (A and B) are examples only. Suruga Bank may not be able to provide you with

such measures to reduce your debt obligations. .

1f you wash to proceed, 1t wall be on the condstion that you resume repayments and allocate 70% of the
rental income recerved dunng the tume repayments were missed to cover accrued interest, Late fees, and
other charges.’ Please contact the Office to Support Customer Owners of Share Houses and Others for
more detals -

> Hhend-mdwhmmmmﬂﬂmuvﬂﬁhm»m
the amount equivalent to the real estate balance
» Please refer to Case C below as an example +

of ding debt after voluntary sale-

fora plan of the d
(2) above), we will discuss with you wath respect to 0% mterest over a 35 year term, or 1% mterest
over the same term as the ongmnal contract +

» Please refer to Case D below as an example «

(4) Consult of ding debt through indnvadual plan
> umdnmwnmaummmwm we wall consult
) plan based on the mndnadual’s circumstances (e g,
mhmubumd.amx).

Scope of this debt reduction measure-

As a general rule, the customers 1o whom we propose the af

10 the followng +

®  Customers who, i hight of circumstances, such as the partial cut in
nﬂyﬂmﬂ\v&wpﬁnﬂﬁ:mﬂu&ﬂmhhmwhddm’Mlhlm)uml\vd
or who have luntary sales since Apnl 2023 when the Bank proposed the

fic d debt lolheSlDd'ennTm

Please note that we do not promise 1o mmplement any of these debt reduction measures in the future. These
measures are only being proposed at this time for those customers who have been able to promptly execute a
voluntary sale o

d debt rech

=

debt (after partial wasver as set out

are limated
announced in May 2019 but

Examples of measures to reduce debt obligations through voluntary sale- Case D: Example of debt rod (3) - Consultation on of jang debt afies
voluntary sale.
Case C: Example of debt reduction measure (2) - Partial waiver of overdue interest and damages after
voluntary sale. Repavment funds- Repavment amount:
Initial situati R Proceeds from sale- ¥18,000,000- Loan balance- ¥22,000,000-
0P of rental mncome earned %2,500,000.] Onerdue terest and damages 7,500,000
Repayment funds.’ Repayment amount.’ | duing time repayments missed-
Proceeds from sale. ¥20,000,000/ Loan balance- ¥22,000,000+], ’ | Wasver of mterest and damages- (¥7,500,000)4
| Overdue interest and damages - ¥7,500,000-]. Touls ¥20.500.000{ Toual 22,000,000
> 70% of the rental income (¥2,500,000) eamed dunng the time repayments were mussed 1 allocated
Total~ ¥20,000,000-| Total- ¥29,500,000-1 10 find repayment of the loan. Bust even f the interest and damages (¥7,500.000) acerved during
mussed repayments i warved 1 full, there are stll msufficsent funds 1o repay the Joan (outstanding

»  The funds for repayment (¥20,000,000) are ¥9,500,000 short of the repayment amount (¥29,500,000
yen) required to proceed with the sale (pay off the loan), making 1t dafficult to proceed with the
voluntary sale -

debt = ¥1.500,000)-

- =

Debt reduction measure option (1)

Owtstanding debe. Applicable interest Loan term- Moathly repayment- |
. e
Sruanon after consultanon- ¥1,500,000 1.0% 20 years- Approx. ¥6.500- L
*35% * Same
Repayment funds. Repaymen! amount- . w:::ﬂl R ™ odgisal
Proceeds from sales ¥20,000,000+ Loan balance.' ¥22,000,000+,
mﬂmﬂﬁmumd ¥2,500,000+| Overdue interest and damages + ¥7,500,000+, memwh}'
g time 1epa) Outstandeng debt- | Applicable interest Loan term Monthly repayment
+ Partial warver of interest and (¥7,000,000). ot
damages- ¥1.500,000~ v 35 years Approx. ¥3,600-
Totalw ¥22,500,000+ Total ¥22,500,000+, » Inths i example, a plan dered based on the customer 's indrvadual
CHCMIHION. haﬂmnhmm“muﬁahw“mﬂud

»  Thus 1s an example which shows that 70% of the rental income (¥2,500,000) eamed dunng the time
repayments were massed 1s allocated to fund repayment of the loan. A portion of the interest and
damages is also warved meaning that the voluntary sale can proceed to completion}

ng debt were also d

®  The above two cases (C and D) are examples only. Suruga Bank may not be able 10 provide you with
such measures 1o reduce your debt obligations. Customers who wash to take advantage of any of Suruga
Bamk's debt reduction measuges will be requared 10 agree with owr terms and condstions. Please contact
the Office to Support Customer Owners of Share Houses and Others for more detals -

Note : This document has been translated from the Japanese original for reference purposes only. In the event of any discrepancy between this
translated document and the Japanese original, the original shall prevail. ~
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