September 7, 2018
To whom it may concern:
Name of Company Suruga Bank, Ltd.
Name of Representative Director and President Migmikuni

(Code No. 8358 First Section of Tokyo Stock Exclgng
Contact Person Executive Officer

General Manager of Management Planning Departmerakedhi Miyajima

(TELO3-3279-5535)

Receipt of Investigation Report from the Third Party Committee and the
Bank's Response Policy

1. Report from the Third Party Committee

Once again, we would like to offer our deepest sindere apologies for the great
trouble and concern that we have caused to ouomess, shareholders, partner
companies, and many other stakeholders regardengatties of problems of share house
loans.

We hereby publicize the summary of "Investigatie@pBt (the Report)" we have
received today from the Third Party Committee.

The results of the Third Party Committee's invedtan recognized that many loan
screening documents in asset-building loans rekatstiare houses and income-
producing buildings were altered and fabricatedemsha significant number of
employees of the Bank got involved in those wromgg® and other employees knew or
suspected the fact of those fabrications, if navaly involved, while they were
handling loan procedures. It was also recognizatlttiere was a problem with
combined sales, including a purpose-free loandbat not meet the customer's
intention, when executing a loan regarding the aljmeblem. The Committee pointed
out that reasons for this problem were excessigimbas target setting, too much
pressure on employees to achieve such targetspfanllependence of loan screening,
lack of awareness of compliance, the failure ofBaek's governance, and ultimately
the problem resulted from our corporate culture.

We have taken the matters pointed out in the reggrously, and we will make a
drastic improvement or change of our corporateuce)tmake strenuous efforts to
ensure compliance awareness and to establish@oeisbriented business
management system, and develop a management Sysien® corporate governance
functions effectively.



Future management system

Taking management responsibility for the seriesvaints, Mitsuyoshi Okano,
Representative Director and Chairman, Akihiro Yareg, Representative Director and
President, Toshihiko Shirai, Representative Sevimnaging Director, Kazuya
Mochizuki, Senior Managing Director, and Nobuakindgisawa, Managing Director,
resigned. As a new management system, Michio Ariw#s appointed as the new
Representative Director and President at the Borector's meeting today.

In future, we will further strengthen activities'teform Committee of Corporate
Culture and Governance" chaired by Shione Kinosbitéside director, consisting of
mainly outside directors and outside corporatetauslithat was established in June
2018. This organization will function as a nominatcommittee and a compensation
committee so that we will implement business opanatin a similar form of a

company with committees. In addition, in order hs@re the Bank's stable management
and restore confidence in the future, we have @av¥lr. Hiroshi Sasaki (attached
resume) as Senior Executive Officer responsibléiminess reform and appointed
seven executive officers within the Bank.

Pursuit of management responsibility and dischargef employees who were
involved in the wrongdoings

To clarify the responsibility for the series of at® we determined at the general
meeting of shareholders this June to establishedtigation Committee on the
Responsibility of Directors, etc." headed by Yoiblamekata and Emi Noge, both of
who are newly appointed outside corporate auditors.

The "Investigation Committee on the Responsibdityirectors, etc." will judge
whether or not the management team, includingectiirectors and executive officers,
had legal responsibility and take appropriate astio

With regard to the auditors' responsibility, basadhe resolution of the Board of
Director's meeting today, we will establish "Invgation Committee on the
Responsibility of Auditors” to judge whether or rilbey had legal responsibility and

take appropriate actions in the same manner towhrestors, etc.

When it comes to employees who were involved inngawings, we have established a
team of outside lawyers who are now proceeding piititedures, including

interviewing the employees, in order to take sttions as the new management team.

Support to owner customers of share houses

We established "Office to Support Customer OwnéShare Houses" in July 2018 that
has been providing the customers with financiapsus, including lowering loan
interest rates and reviewing repayment conditioassidering each customer's specific
circumstances. Also, we will provide in-depth sugpmd every possible option as a
financial institution, including partial exemptiah repayment of the principal amount
by using ADR, etc. In addition, since we are recgj\proposals for the utilization of
share houses and inquiries from outside companiasariety of business fields, we
are preparing to mediate appropriate and possibleogals and inquiries for our
customers.



Impact on our business results

With respect to impact on the business resulthefitst half and the consolidated full
year of fiscal 2019, in addition to our analysisl @xamination of the result of the Third
Party Committee's investigation that we have resgeitoday, we will also examine the
results of self-assessment of loans as of Septedih&018 and disclose promptly if we
decide to revise the earnings forecast.

The Bank's non-consolidated capital adequacy eatiof June 30, 2018 was 12.14%,
securing sound management. From now on, takinghtiteers pointed out by the Third
Party Committee seriously, and under the new acti@eagement system where we
pursue our own business models, all our officetsamnployees will work together
toward drastic reform of our corporate culture bodiness reform in order to raise
awareness of customer-oriented business operati@lisbusinesses. With respect to
more specific measures, we would ask your undedstgrihat we will take further
consideration in order to clarify them by the tiofeannouncement of the financial

results for the first half of fiscal 2018 at théelst.
End
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Suruga Bank, Ltd. Third Party Committee
Chairman Naoto Nakamura
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Summary of Results of Investigation

The summary of the results of the survey condubstetthe Committee based on the
delegation from Suruga Bank, Ltd. ("Bank") is aiolws:

1 Problems that occurred

(1) Loss on loans for income-producing real estate

>  The Bank posted 42,049 million yen in allowancedoubtful accounts in the fiscal
year ended March 2018 regarding share house loans.

> In addition, as for loans for real estate for inw@nt purposes other than share house
loans, the Bank posted 16,226 million yen (estipniat@allowance for doubtful accounts
because there were risks similar to those for shiaoeise loans, such as attributes of
relevant real estate agent, long-term sublease, etc

> Including the above, by the end of June 2018, thiekBbosted 71,796 million yen
(estimate) in allowance for doubtful accounts fibicans for income-producing real
estate.

(2)  Individual wrongdoings, etc? - direct fabrication
>  Fabrication of borrower-related materials
v At the Bank, since it was the rule to request itoresl0% of their own funds in providing
loans for income-producing real estate, includingre house loans, investors who were not
able to prepare 10% of own funds, or real esta@atagvho wanted to sell real estate to the
investors, fabricated data as if the investorsli®8d own funds. At the same time, based on
the fact that it was regarded as important to hewertain level of financial strength
even after the purchase of real estate for loagesing, they fabricated their own funds
to show that they still had a reasonable amoufihahcial assets.
v There was also a fabrication to show lots of reanesources and to make loans exceeding
the original limit amount possible by fabricatimgome-related documents.
v As a fabrication of borrower-related materials othan the above, a fabrication of medical
certificate, etc. for applying for group credielihsurance was recognized.
>  Fabrication of property-related materials
v" In order to raise the loan limit amount and thetgage valuation amount by showing a false
amount of rent income larger than the actual amasgntepayment resource, the act of

YInclude fraudulent acts including illegal acts alas acts deemed inappropriate that cannot
yet be regarded as fraudulent acts, but that doaldase the possibility of leading to
fraudulent acts.



fabrication of rent roll and sublease contract easied out for second-hand condominiums
and the like. Also for newly constructed incomedu@ing real estate, estimated rents beyond
the realistic rent setting were set up for the sagason.

In addition to the rent roll that shows only reverabtained from the property, the business
plan after purchasing the property that was reddoeapplication for loan approval was also
fabricated.

It was also revealed that false rent contracts werated and an order was made to the real
estate agent to delete information on lessee temmi for vacant units from the website, in
order to surely cover up the fabrication of retisro

Some employees of the Bank informed the agentdisdod of the timing of bank examiners
of the property heading to the property site. Assault, it became possible for the agent to
perform camouflage such as drawing curtains (tavdew vacant rooms) for the property on
which the inspection was conducted.

In addition to this, cases of suspected fabricatbrthe inspection certificate and the
confirmed certificate of the building were alsoageized as fabrication of property-related
materials.

Fabrication of transaction-related materials

In the Bank, 90% of the purchase price was, palltispeaking, the loan limit amount. In
order to evade this rule, a sales contract witlise fourchase price was submitted to the Bank,
pretending that the actual purchase price was &@8atof the false purchase price. Similarly,
there was also a way to conclude a sales contracthigh price, and then to prepare a
memorandum of reduction afterwards.

For those who had no own funds, fabrication of yar@nt receipt of deposit, etc. was also
conducted instead of a passbook.

Spread of document fabrication

A forensic investigation and interview conducted thg Committee have confirmed that
many bank employees were involved in fabrication.

The number of cases (humber of materials) suspettdbrication that were detected as a
result of the forensic investigation is 795 sing&4

Apart from the questionnaire by the Committee, guastionnaire survey conducted by the
Bank, many employees of the Bank answered thatf#fleizated documents by themselves,
connived at others' fabrication, or provided loaggrdless of suspicion of fabrication.

The forensic investigation, which focused on ageiitis many transactions, detected many
exchanged e-mails containing suspected fabricat®far as the Committee investigated.
Although it is impossible to count the number adgise fabrication acts, it is recognized that
the fabrication of documents spread throughoutsléamnincome-producing real estate.
Involvement of the Bank's employees in fabrication

In the forensic investigation carried out by thisn@nittee, the employee questionnaire by
this Committee, the hearing by the Compliance Deypnt of the Bank, and the interview by
this Committee, it is recognized that many saleple@yses in the Personal Banking
Department involved in loan sales while acquiesatwication, and in some cases, sales
employees were actively involved in fabrication.

Even at the head level (branch manager), it isgrézed in some fabrication acts that the
head was directly involved in fabrication in thestfiplace. In addition, it is recognized either
other employees practically remained silent asabwidation or tried not to recognize it on
their own while knowing of the existence of fabtioa (they tried not to see what they did
not want to see).

Even among the executive officers at the PerscaiakiBg Department, one executive officer
was recognized as having been directly involvethaact of fabrication. Since the other
executive officers have relatively recent expereincthe post of the head of branch (within



five years), it is also recognized, like the ablbgad officials, either they practically remained
silent or tried not to recognize fabrication onirtteevn while knowing of the existence of
fabrication.

(3) Individual wrongdoings, etc. - misconduct other tha fabrication
>  Combined sales

v In the Bank, the sales headquarters strongly eagedrall branch offices to make combined
sales of unsecured loans (not limited to shareehtm#ss) and loans for income-producing
real estate (secured with mortgage) on the whole.

v In Yokohama-Higashiguchi Branch, the rate of comlisales of a secured loan and an
unsecured loan was higher than at other branahesdér to realize this type of sales, they
requested Smart Life (currently Smart Days) to mtentheir share house project with an
unsecured loan provided by the Bank as a set.

v In addition to the above, combined sales with toheposits and insurance contracts were
carried out mechanically, regardless of individtiaumstances.

> Itis recognized that Yokohama-Higashiguchi Bramels strongly requesting Smart
Life to cooperate with the Bank in preventing ads&arepayment of share house loans
in particular, despite no basis under the loanegemnt.

> In branch offices of the Bank, many lending praggegere realized by matching a seller
side agent with a customer side agent. Some engsdayethe Bank were individually
introducing property to real estate agents beybea job of matching between the two
agents.

>  Each branch of the sales headquarters openly cadtitihe relationship with the agent
(channel), whose transactions were suspended [fcteening Department, through a
separate corporation called "Hako."

(4) Individual wrongdoings, etc. - acts to create hoth#s of fraudulent acts, etc.

>  Atthe Bank, employees revealed to agents the reaents for the Bank's loan
screening (what kind of case can pass the screening

>  Not only in share house loans but also in loansnicome-producing real estate on the
whole, it became common that the Bank's employesaanicated solely with the
agent and met with the borrower only at the conctusf the loan agreement.
Therefore, explanation of the content of the load geceipt of documents were all
conducted through the agent.

> Inthe Bank, in the case of a borrower who livestatit from the Bank, the Bank's
employee went to the vicinity of the borrower'sgal@f residence and conducted a
procedure of concluding the loan agreement at ebgdamily restaurant, etc. Such
transaction called "loan agreement trip” was frediyedone. For a loan agreement trip,
it became common that the channel (agent) arrarigargprojects paid transportation
fees to the Bank's employee.

> In the questionnaire survey of the Bank's emplogeasiucted by the Committee, there
were no employees who confessed the receipt obkik payment, but multiple
responses indicated that some employees (includiirges) were suspected of
receiving such money. However, since the Commitegkno authority to ask for the
submission of deposit passbooks, etc. from thoggames (retirees in particular), the
Committee was not able to confirm that those engssyactually received money from
the agent.

2 Causes of the problems that occurred
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Problems in the loan screening system

The Loan Management Department within the ScreeDigygartment collects

delinquent loans. Through its duties and functitims,staff recognized the following
problems regarding the lending criteria and the Isaeening system for loans for
income-producing real estate, and pointed thenabtite meeting of "Awareness

viewed from the exit" that was held with Vice Poegit Okano. However, the problems
pointed out at the meeting were neither sharednvitie Screening Department nor
informed to the executive management other thae Piesident Okano. The problems
were not fully utilized to encourage the verificatiof the lending criteria and loan
screening system for loans for income-producingestate. From an ex post point of
view, if problems pointed out at the meeting hadrbgeriously considered and taken up
in the Screening Department and the Sales Plamwpgrtment as well as at
management meetings and the Board of Directordp#rescreening system of the

Bank could have been improved at an earlier stage.

In providing loans for income-producing real estdtgere were apparently problems,
including doubtful rent rolls, severity of vacantsk of a property, the risk of regarding 70%
of the rent income from assumed full occupancyhef property as repayment resources,
divergence trend of the evaluation amount of mgegdrom its actual price, and
inappropriate investment decisions arising fronexcessive dependence on the rent income
guarantee. In addition, verification materials a@rrbwers' own funds in almost all the
delinquent loans for income-producing real estateevictional or fabricated.

In the meeting material for "Awareness viewed fribim exit" held on April 18, 2016, there
was a statement that it is planned to monitor s@ficghare house projects in the future. This
statement was made in view that the amount of $iwarge loans at Yokohama-Higashiguchi
Branch began to increase rapidly immediately #dfteforanch manager changed, which was
seen as an abnormal figure to the Loan Managenepdrinent.

Risks of loans for income-producing real estatéude (1) fluctuation risk of repayment
resources (annual income and rent income), (2)gaget valuation based on the earnings
capitalization method tends to deviate from thaalgtrice, (3) some investments in income-
producing real estate were made by customers whkalapropriate judgment, (4) there is a
possibility of inappropriate solicitation or misctutt by a bad channel, and (5) there is
overconfidence in rent guarantee and sublease.

Despite the following serious risks in the sharadwloan, the existing handling
procedure for apartment loans was applied to theesouse loan at the Bank when the
loan system started, and then the handling proeddurasset-building loans was
applied, where the loan system was not examinea asiginal new product. Some
employees in charge of loan screening seemed ® $wspected the rationality of the
business model from the beginning when the shanséntman system started. If so, the
share house loan should have been examined arfig¢des an original new product.
Fluctuation risk of repayment resources

Share house loans were provided based on the demdieria that allowed an annual
repayment amount to the extent that "40% of animeaime plus 70% of the rent income
from assumed full occupancy of the property” wagamded as repayment resources.
However, it is not realistic to maintain the cutrannual income over a long period of 30 to
35 years. Also, with respect to 70% of the renbiine from assumed full occupancy of the
property, the remaining 30% of the rent income veengposed to cover vacancy risk, rent
declining risk, and burden of repair expenses aopigoty tax, etc. However, there is concern
whether only 30% of the total rent income from as=ai full occupancy of the property can
cover all of these risks and cost burdens. Actuallthe most recent situation, approximately



half of the completed properties with confirmedugancy status have an occupancy rate of
the share house of 50% or less. It became clearthé fact that the weighting of 70% of the
rent income from assumed full occupancy of the gntypwas insufficient to consider the
vacancy risk.

Deviation between the valuation of mortgage and abtial market price by earnings
capitalization method

For share house loans, the Bank permitted thedoayunt up to 100% of the valuation of
mortgage based on the earnings capitalization mePerticularly, since the structure of the
building of share house is special and unique, whenbusiness model of share house
collapses, it is expected that the market valuenoftgage will drop sharply because the
building cannot meet the market needs. There iseronthat mortgage valuation by the
earnings capitalization method will deviate frone thctual market value at the time of
disposal of mortgage. In fact, as a result of etitrg and verifying 127 cases of share house
loans, the valuation of property by the earningstalization method is 1.7 times higher on
average than that by the accumulation method,hargdthere is concern that a loan loss may
increase at the time of disposal of mortgage.

Amplified risk by subleasing

If a property is subleased, the subleasing pesitichited to five to ten years, which originally
does not cover the long-term repayment period oye&s. There may be subleasing for a
long period of 30 years, but if the business madedhare house collapses, the financial
soundness of the sublease company will be damadgleel same time, and rent guarantee by
subleasing can no longer be obtained. Despite tdws®rns, rent guarantee by sublease was
disseminated, distorting investors' investmentsitaes, where there is a fear of inducing loan
application exceeding repayment capacity. Theas@a problem that it becomes impossible
to diversify the portfolio due to the concentratioh subleasing in a specific sublease
company. Actually, a share house operator wentrophlafter operating on a shoestring. It
became clear after the fact that the Bank shoule learefully verified the financial
soundness of the sublease company.

Even if the share house loan could have been hduadla pilot product at the initial
stage, the risk of share house loans was recogaeééscribed below by some
employees in the Screening Department from mid-202916. In response to the
emergence of these risks, the Bank should havegitptightened the lending criteria
and considered discontinuation of share house Jdarisuch measures were not taken.
The Bank started conducting periodic inspectionsincbme-producing buildings from
October 2013, and started inspection of the prpérshare house from around April 2015.
As a result, from the middle of 2015, it was becayrapparent at the person-in-charge level
that the occupancy status of share house was uakdeo

At the share house meeting in May 2016, the riskhafe house loans was clearly analyzed
and the risk of subleasing company falling intorafseg on a shoestring was pointed out.
However, at the request of the sales side of tidx,Bae Bank adopted the policy to continue
share house loans by limiting the sales areasgentsa

Since it was apparent at the person-in-charge &uehst in mid-2015 that the vacancy risk
was significant, and the risk characteristics afslnouse loans were more clearly pointed out
at the share house meeting in May 2016, it camidetlsat measures, including tightening of
lending criteria and discontinuance of handlingrsh@use loans, should have been taken
promptly.

In 2015, Vice President Okano instructed employeetop transactions with Smart

Life, but the instructions were made only orallgdan fact transactions continued with
another company in a circumventing way. When anleyag in the Screening
Department inspected the actual site, he seemieelio to gradually suspect that



transactions with Smart Life practically continusztause he saw a sign of "Kabocha
no Basha" at the site. However, he was not aldefficiently point out the doubt to the
sales employees, and as a result, a large numisbacé house loans with Smart Life as
the sublease company continued.

The above-mentioned problems concerning loanshfmme-producing real estate,
including share house loans, were grasped and mexamhby employees in the

Screening Department from an early stage. Howegeexplained below, the
independence of loan screening from the saleswgdenot secured and the Screening
Department did not function effectively. As a reésproblematic loans in terms of credit
risk and customer protection were executed.

Even if an employee in the Screening Departmemit@wiout to the sales employees about
doubt of fabrication of the rent roll, etc., it wiasmediately rebutted. When he repeated the
doubt, the branch manager overbearingly argueddaivwn, and finally Mr. Aso (former
Senior Managing Executive Officer/Co-COOQ) directggotiated with the General Manager
of the Second Screening Department as well as #eer@ Manager of the Screening
Department and pushed them to approve the Rirvgi€st for approval).

Some executives and employees of the Screening ridwa expressed Mr. Aso's
overbearing attitude as intimidation. (On the otheand, some other employees in charge of
screening referred to the characteristics of Mo Bg saying "Rather than intimidation, no
matter what | pointed out, he rebutted and ourudsion ended up without any progress.
Eventually he persisted in his opinions in mosesa$

Although an employee in the Screening Departmemhsd to have stated negative opinions
to the sales employee, eventually, Mr. Aso strigflyestioned and pushed the General
Manager of the Second Screening Department to epphe Ringi. Sales employees and
branch managers used the fact of consultationMitiAso as a deciding factor in discussing
with employees in the Screening Department. Thencbramanager of Yokohama-
Higashiguchi Branch stated "Consulted with PersBaaking Department" at the head of the
Ringi application, pressuring the Screening Depamtrto approve the Ringi.

In the cases where the Ringi was approved debgitedgative opinion of an employee in the
Screening Department, some employees in the Segeddepartment left their review
opinions as a record exclusively for the Screeregpartment, and the number of cases
exceeds 200. The content of opinions includes nsamitar comments stating, "There is
doubt about rent setting.” This indicates the piggi that many loans were executed,
regardless of doubts about the validity of rerit rol

As described above, even if an employee in theeSurg Department gives a negative
opinion from a perspective of loan screening, thimion of the sales side was eventually
pushed through and the loan was executed in mess,cand the average approval rate of
asset-building loans for every half year from taetisig year of 2015 to the first half of fiscal
2017 was constantly in excess of 99.0%. In terntsamis for income-producing real estate on
the whole, the average approval rate for everyyeaf was at 80 to 90% in the first half of
fiscal 2008 to the first half of fiscal 2010, whaéer the second half of fiscal 2010, it began to
rise to more than 90%, and after the second héaal 2014, it remained at more than 99%.
Such rising approval rate and continuing high aygdraate are considered to indicate that the
independence of screening gradually deteriorated.

In addition to the procedure for approving eaclividdal loan mentioned above, there were
many cases where priority was given to the intantibthe Sales Planning Department and
the sales headquarters rather than to loan scge@rien considering formulation of the
lending criteria. For example, in 2014, documeatbed sent to the Screening Department
were simplified and it was decided not to sendieation documents for the applicant's own
funds to the Screening Department, but this praeedhange was at the request of the Sales
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Planning Department. It was also at the discredfdélr. Aso that the policy of share house
loans was determined at the share house meefinayir2016.

As described above, independence of the loan segefrom the sales side was not secured,
both in formulating the lending criteria and iniadividual credit judgment, resulting in the
spread of many fraudulent acts, and the failuczeafit risk management.

Sales problems

Pressure from the sales side

Bank's single-year business objectives (sales gramitems) were formulated in a top-down
manner without listening to opinions of employeebranches, making a tough sales quota
that did not take into consideration the actuatit@n of the sales field.

Furthermore, in the headquarters organizationdidimg the Sales Planning Department,
which formulate sales promotion items, there wasnechanism to monitor the progress of
sales promotion items, and it was not verified Wwhethe objectives were excessive and there
was risk of producing distortion at branches.

For promotion items (net increase objective), windtuded loans for income-producing real
estate that seems to have supported the profiedBank in recent years, they depended on
the Personal Banking Department at an extremelly prgportion each year (100% in a
certain fiscal year).

The Personal Banking Department that was impostitdsuch high business objectives set
separate higher sales quotas (stretched objectitles) than the official sales promotion
items, and imposed them on sales bases of then@eBanking Department. In order to
achieve the higher objectives, the Personal BankRegartment put high pressure on the
chiefs of the sales bases at center chief meegtgs,

Efficiency-oriented and dependence on channels

In the Bank, extreme formalism (the notion thas ienough to have necessary documents)
prevailed. As a result, as for loans for incomedpoing real estate, the employee's sense of
lending money to the borrower diminished becausee dhe value of the property was
appraised, the amount of the loan would be detedraasily.

As a result of formalism, since it was more effitito collect necessary documents from the
agent who was accustomed to the loan procedureftbanthe borrower, collection of
documents from the agent became standard, andatiiesBemployee met with the borrower
only when concluding a loan agreement.

Also, as a result of formalism, based on an ide& itithe Bank tells the agent the loan
requirements from the beginning, only loan appbeetthat satisfy the loan requirements will
be submitted to the Bank; the number of rejectases will be reduced; and there will be no
waste in the Bank's procedures, the loan requirsmeere often disclosed to the agent,
making it possible for the agent to fabricate ewvige that meets the loan screening
requirements.

As a result of the emphasis on efficiency as desdrabove, the Bank was in a situation
where it was difficult to execute loans without Wing with agents (channels).

The agent side had the recognition that the Bapkra#ng on the agent would accept even a
somewhat impossible application, and the Bankiféh a vicious cycle where difficult
applications that normally would be rejected wearight to the Bank.

Employees of the Bank fell into the ideas that eWfethe agent submitted suspected
fabrication of evidence to the Bank, (1) it wouketbme extremely difficult to achieve his or
her quota if the Bank refused the agent's reg{@®styen if he or she refused it, if it would be
taken up by another branch, eventually it wouldobee a loan of the Bank and the other
branch would be praised for achieving the quotd,saich ideas created the ground to justify
taking up even such a difficult application withogjection.

10



3)

Inadequate management of agents

The Bank had in place a channel management systéad €hannel PRM, but because the
rules of registration to the system were not clearas not able to properly eliminate an agent
that would bring fabricated documents to the Bank.

Even if the Bank ceased to do business with thetatiee agent side soon tried to approach
the Bank by establishing another company or tramsfeto another existing real estate agent
as if it was a cat-and-mouse game.

As a result, the Bank, as a whole, was not abjgdperly manage agents and not able to
exterminate relationships with malicious agents.

Diversification of wrongdoings

Because wrongdoings, etc. carried out in this vasge diverse, it seems there were many
cases where the Bank's employees themselves wirelyacvolved, cases where they
remained silent, and cases where lending was @aieeven if they had doubts. It is also
considered that there were many fabrications tleat wonducted while the Bank's employees
themselves did not notice them.

Share house loans

Factors that are considered to be the main redsotige occurrence of share house loans are
not necessarily unigue to share house loans. Bsemevhy the current situation occurred is
considered that the numerous problems seen in loariacome-producing real estate in
general were the same as those in the case ofrghae.

Problem of the internal audit system

The internal audit by the Audit Department, basedhe audit plan, audit policy, and
audit checklist prepared in advance, was limitelg tmformal and external
confirmations, including the development of intdnregyulations, and an effective
internal business audit was not carried out, agdssof numerous wrongdoings and the
failure of the screening function were overlooked.

In fact, when the Committee interviewed severahefBank's executives and
employees who audited internal business from 202017, none of them understood
or recognized the following important incidents.

From around 2015, share house loans had beenyraqu#asing.

There were a lot of fabrications of verificationcdments for the applicant's own funds and
rent rolls when applying for loans for income-proidg real estate.

The Loan Management Department and the Vice Predgd a meeting of "Awareness
viewed from the exit" and they understood many lprab of loan screening from the loan
management viewpoint.

Inspection of properties regarding loans for incgaralucing real estate was conducted by
the Screening Department, and with regard to theedouse loan as of September 2015, it
was believed that the vacancy rate would remanlgt50% at many properties.

For loans for income-producing real estate exechtedfokohama-Higashiguchi Branch,
they stated "Consulted with PB" on the Ringi arfidative screening was not conducted.
Despite problems pointed out and objection by ttree®ing Department, priority was given
to the intention of the sales side and many loaesewexecuted, and the Screening
Department recorded a lot of doubts about execltiaigs within the automatic screening
system to leave its evidence of the problems agiddpinions.

Although the share house meeting was held in 26d6hey understood the risks specific to
the share house loan, they determined to contiraughiare house loan.

These important facts were recognized by a largelbeun of employees in the Screening
Department, and if the corporate auditors had g@spgns of the facts by practically
interviewing them at the time of internal businaasdit and reported the same to the
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management meeting, etc., they could have imprtwedailure of screening function
earlier. However, these signs were not graspedannternal business audit.

As described above, merely formal and clerical cordtion of the checklist is
considered to have hindered effective auditing.

As other factors of why an effective audit was caducted, the following are pointed
out.

The General Manager of the Audit Department was auhorized to attend important
internal meetings.

The Audit Department was not incorporated intoréporting line of important information,
and did not actively collect important information.

The audit targets were limited.

The internal business audit was passive and fotlggecedents.

Control environment (corporate culture)

In light of the following points, we have to saytlihe Bank remarkably lacks
awareness of compliance and it experienced remigrkigtberioration of the control
environment (corporate culture).

Many wrongdoings/unjust acts (see 1 above).

These wrongdoings were organized, initiative, amdicued for a long time.

Those were not for the Bank or for customers.

Although so many unauthorized acts continued aneadpacross multiple branches over a
long time, no whistleblower appeared.

The personnel evaluation system had the follownudplems.

Direct proposal for personnel change concerninguiieent outside his/her jurisdiction was
tolerated, ignoring the authority.

Promotion and the promotion criteria became a maittermality.

With respect to personnel changes, they were pottezl even to the relevant directors. In
addition, important personnel changes were detedhiy the "personnel meeting” without
rule base while being unchecked.

As a result, personnel changes based on over-eimphasales promotion (Personal Banking
Department centered) were implemented. Specifiga#lysonnel resources Mr. Aso needed
concentrated in the Personal Banking Department,Min Aso, who had no authority to
allocate the staff in the Screening Departmentiadtshe allocation and managed them.

The bonus system was extremely short-term resokisel.

Governance problem

The Board of Directors did not fulfill its respohsity with respect to any of (1)
monitoring for management, (2) building and monitgrof internal control systems,
and (3) decision-making on important business exatunatters.

In the first place, there were problems in buildarganizations, including (1)
positioning of the Board of Directors, (2) positiog of the management meeting, (3)
positioning of the executive meeting, (4) positranof various risk committees, (5)
positioning of CEO and COQO, (6) positioning of di@'s responsible for each business
operation, and (7) positioning of outside officers.

There were many problems with the duties of th@aa@te auditors. For instance, when
they went to branches to audit, even though thagpgd signs of risks, they did not
properly investigate them and neglected reportegr to outside corporate auditors.

Composition of this matter - transformed Personal Bnking Department into a

sacred place and its essential issues
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>  As mentioned in (2) above, it is no exaggeratiosay that Personal Banking
Department was creating Bank's business resulte @od the Bank strongly depended
on Personal Banking Department.

>  As aresult, the recognition that Personal Banklegartment is creating the whole
business performance expanded within the Bankpandally it strengthened Personal
Banking Department's voice and the situation esedla

>  However, even though Mr. Aso had strong power, e @nly an executive officer (an
employed "worker"), and there were many higher ragbfficers as well as the Okano
brothers, the founder's family members.

>  Board members who are superior and responsibleafcin department were not on the
management line and execution duties were left sirotirely to the executive officers.
The Board of Directors and outside officers wereinformed of the sales targets for a
single fiscal year and even the medium-term busipém.

>  Top management of the Bank had completely conttdle Bank as a whole against the
backdrop of the shareholding ratio and the fousgaiver. On the other hand, the sales
divisions at branches left sales promotion to sateployees who had strong sales
promotion capability and strictly requested thenmtoease sales figures. Their
personnel treatment depended on sales results.gdarent members did not get deeply
involved in the business execution, creating lagéitsarriers to cut off information.

>  The main reasons why the sales headquarters repdat@nt actions were cut-off,
noninterference, and allowance, which may be tassimtentional.

>  We should say that this case was the result océaed convenient system for the top
management such as "limited sacred place" andfiomesible sales promotion system."

(7) Management's response and problems after the prole surfaced

>  As SAKT Investment Partners was seized by the Natidax Agency in February
2017, the management of the Bank gradually gotluebin the problem of the share
house. However, their involvement was nothing lnatys They could not clarify where
the problem existed. They were swayed by the $edadquarters. Without making
proper decision, instructions, or order, the Riskgigement Committee was
established in January 2018.

>  From this series of responses, we can see th#idIanagement attitude lacked
consistent and proactive response, (2) lackedtsatysto risks and knowledge of work,
(3) lacked awareness of appropriately recognizmtyrasponding properly to acts of
violating business instructions, and (4) the indontrol related to the decision-
making in the Bank was not properly developed gretated.

3 Legal responsibility of concerned people and presee of management
responsibility

(1) Chairman Okano

>  There is no evidence that he specifically knewauld have known individual
wrongdoing or risks related to share house loans.

>  Meanwhile, with regard to the following points (berafter also referred to as "actions
after the problem discovery"), it is recognized the@ had a violation of duty of due care
of a prudent manager (partial violation of law).

v As a result of the 4th meeting on SAKT Investmeattriers held on July 5, 2017, they
recognized that the risks and problems of shareehlmans were identified, creating a serious
problem that could cause significant damage toBwek. Nevertheless, they neglected to
report and discuss the problem by holding a meatinthe Board of Directors and to
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3)

(4)

immediately inform the corporate auditors (ArtiBE/ of the Companies Act).

At the Board of Directors' meeting held on Octab&r2017, they did not ask the director in
charge to provide a sufficient explanation of thewe-mentioned problem and he did not
explain on his own initiative.

In the management meeting on October 19, 2017itelésp revision of the lending criteria
(conditions such as business history for more fhgears, collective execution of loan at the
completion of property), they were practically nesegl at the in-house meeting on 31st of the
same month, and they did not rectify it while retpmg violation of the resolution of the
management meeting.

Regarding the fact that they constructed a corparechanism as described as
"composition of this matter," we do not recognizelbgal responsibility, but he has the
same heaviest management responsibility regartmgadrious factors as the late Vice
President Okano.

President Yoneyama

There is no evidence that he specifically knewauld have known individual
wrongdoing or risks related to share house loans.

Meanwhile, with regard to his actions after theljpean discovery, it is recognized that
he had a violation of duty of due care of a prudeahager (partial violation of law).
Regarding the fact that he constructed a corponatEhanism as described as
"composition of this matter," we do not recogniz lbgal responsibility, but as he was
Representative Director since June 2016 and hdheaShief Operating Officer (COO)
since April 2017, he cannot be relieved from aaiermanagement responsibility after
being appointed (however, it is too much to say tiiemanagement responsibility is
"heavy").

Late Vice President Okano

For many years from April 1998 to July 2016 wherphssed away, he was practically
a top decision-maker for the overall business etk@cwf the Bank. There are many
problem factors, because he was mainly responfibleuilding the "composition of

this matter” resulting from (1) personnel affailaging extreme emphasis on sales, (2)
excessive business targets, (3) creating orgaoimdtclimate of emphasis on sales and
little emphasis on compliance, (4) weakened scngedivisions, etc.

However, in light of the fact that these factory @ the results of interviews with the
present executives and employees, that he passgdaamd cannot explain himself, and
that it is no longer possible to pursue his resility, etc., the Committee reserves
judgment on his legal responsibility.

However, it is easily recognized that he had mamag responsibility because he was
the principal responsible person who created thenfiosition of the matter" and caused
a significant deterioration of the corporate cudtur

Senior Managing Director Shirai

With regard to his actions after the problem disegyit is recognized that he had a
violation of duty of due care of a prudent manggertial violation of law).

Although we cannot recognize his legal liability fauilding the corporate mechanism
as described as "composition of this matter,” wenoasay that he fully fulfilled his
responsibilities as Senior Managing Director (Repngative Director), and we say he
has management responsibility in light of the faleta (1) he could have had
opportunities to recognize a suspicion of fabrmaf verification documents for the
applicant's own-funds as the director who was nesibte for compliance, (2) lack of
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(5)

(6)

(7)

appropriate response to the inadequate in-houserdisation of the cease of
transactions with Smatrt Life, (3) as the directtiowvas responsible for the Personnel
Department, he left the situation as was that ponteon personnel change was made to
himself, and (4) "customer's opinions" and the wikidowing system were not
appropriately utilized.

Senior Managing Director Mochizuki

There is no evidence that he specifically knewauld have known of individual
wrongdoing.

Meanwhile, with regard to his actions after theljpeen discovery, it is recognized that
he had a violation of duty of due care of a prudeahager (partial violation of law).
Although we cannot recognize his legal liability fauilding the corporate mechanism
as described as "composition of this matter," he 8@nior Managing Director since
June 2011, and as CFO he regularly received reporimancial figures and was in a
position to be able to access various informatiothe Bank, and therefore we cannot
say that he fully fulfilled his responsibilities 8enior Managing Director, and we say
that he has management responsibility.

Mr. Okazaki (former Senior Managing Director)

There is no evidence that he specifically knewauld have known of individual
wrongdoing.

However, regarding the following matters, it isognized that he neglected his duties
as a director of sales administration.

Despite having an obligation to monitor sales perémce including information that leads to
sales strategy, he neglected it.

Although he recognized, from his many years of a&pee in the sales field, that there was a
possibility that agents (channels) would creatertigct evidence and bring it to the Bank, and
that there was a risk that once an agent who gutdohfrom entering the Bank would
approach the Bank again in the form of anotheraratjon, he neglected to monitor whether
or not the sales headquarters built and operatethah controls to respond to these risks
(internal control to prevent increase in inapprerfinancing).

Regarding the following matters, it is recognizedtthe neglected his duties as a
director serving as General Manager of the saladdwearters.

He neglected his duties to establish and operatessary internal controls at the sales
headquarters.

In addition, with regard to his actions after tlmelgem discovery, it is recognized that
he had a violation of duty of due care of a prudeahager (partial violation of law).
Furthermore, among the factors that created theposition of this matter,” it was no
one but Mr. Okazaki who created the cut-off of mfation between the sales
headquarters and the management team. His managesgonsibility is heavy next to
that of the late Vice President Okano.

Managing Director Yanagisawa

With regard to his actions after the problem digegyit is recognized that he had a
violation of duty of due care of a prudent manggertial violation of law).

Before taking office as Managing Director (June 2Qhe was appointed as an
executive officer serving as General Manager ofSbeening Department, Managing
Executive Officer serving as General Manager of3beeening Department, and
Managing Executive Officer responsible for the $areg Department. Even though he
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(8)

(9)

had the following recognition, he failed to takeegpriate responses and it is
recognized that he had a violation of duty of dare®f a prudent executive officer.

He was reported problems at sales fields ascetthyéhe Loan Management Department in
the Screening Department, including doubts abauv#idity of the rent roll, and fabricated
verification documents for the applicant's own-find

While he was aware of the necessity of scrutiniilrgoccupancy rate of share houses and
the risk of subleasing company falling into op@&@idn a shoestring, he recognized the sales
field situation that it was difficult to visuallyoafirm the details of occupancy of share houses.
He recognized that share house loans had totéyett risk characteristics from other asset-
building loans.

He recognized the situation that priority was git@ropinions of the sales side rather than
opinions of the screening side. For example, whgnians conflicted between a screening
employee and a sales employee, loans were exaautexst cases.

On the other hand, after taking office as Manadpirgctor in June 2017, he voluntarily
raised a question with materials named "problenshafe house," and proposed
tightening of loan requirements at the Credit Rigfmmittee. He actively acted to

rectify the entire loans for income-producing resiate.

In addition, when he took office as a director, tb@mposition of this matter" had

already been completed, and no contribution tatbation was recognized. He is not
responsible for "the composition of this matter."

Director Yagi

There is no evidence that he specifically knewauld have known individual
wrongdoing or risks related to share house loans.

On the other hand, as a director responsible ®Sitreening Department, it is
recognized that unusual information related toow® responsible department was
accumulated to him. By around the end of 2016 a$ wecessary for him to investigate
appropriately how far the problem was spreadindyeoshould have ordered the General
Manager of the Screening Department to investitieggroblem, but did not do either
of them. We should say that he neglected his dasdbe director of the administration.
Regarding the fact that he constructed a corponatEhanism as described as
"composition of this matter,” we do not recognizlbgal responsibility, but as he was
a director since June 2012 and he was responsibtbd screening divisions, he has a
certain amount of management responsibility.

Director Arikuni

There is no evidence that he specifically knewauld have known individual
wrongdoing or risks related to share house loans.

After taking office as a director in June 2016 skeved as CRO (Chief Risk Officer)
responsible for the Audit Department, the Systermapddtment, Systems Department
and Business Operation Department, and Loan ManagieDepartment. With respect
to these duties as director, it is not recognibed he had a clear violation of duty of
due care of a prudent director.

Before joining the Board of Directors, he servednesGeneral Manager of the Casting
Department (present Personnel Department) of thealylement Planning Department,
and recognized various problems related to perdaffzars (see 2 (4) above). In
particular, despite the fact that the loan scregbigcame ineffective because the
intention of the sales side was reflected in thsqenel affairs of the Screening
Department and he recognized the possibility ofdéneelopment of credit risk, he did
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(10)

(11)

(12)

not attempt to rectify the problem by reportingpithe Board of Directors without delay.
He cannot be relieved from a certain amount of rgameent responsibility even though
we cannot conclude that he had a clear violatiotuby of due care of a prudent
director.

Mr. Aso (former Senior Managing Executive Officer/Co-COOQ)

With respect to the following points, etc., he ai@ld the duty of care as an executive
officer of the sales headquarters.

He intervened in personnel affairs of the ScreeDiegartment.

Regarding share house loans, despite the discusisaui the fact that structural problems
and risks were extremely large, he just took lichiteuntermeasures and further promoted
share house loans.

Although he knew that branches were conductingséietions with Smart Life against the
instructions of the late Vice President Okano, itk ribt stop that or take appropriate
measures.

Despite the decision to make the loan requiremtagiiter at the management meeting on
October 19, 2017, he got involved in setting upr@cgdure, conflicting with the above
decision, at the in-house meeting on October Mex$ame year, and later he actually applied
for approval of loan, which was a violation of tlesolution of the management meeting, and
had it executed.

Despite the growing risks of loans for income-peidg real estate, he neglected the
obligation to conduct necessary supervision atdles headquarters.

Besides this, his other actions were: repeategisimanding at the center chief meeting,
strict order given to promote sales, strong denfandpproval of Ringi by the

Screening Department, etc. We cannot say that theged violation of duty of care
immediately, but we cannot deny that they causeerideation of corporate culture, and
he contributed to the remarkable deterioratiorhefdorporate culture of the Bank.
Meanwhile, he was not a member of the managemant ¢ the Bank where

information was cut off. We should say that he was position to dedicate himself to
promote sales under the management team that tidaaoly intervene in the sales

field. Therefore, he is not the mastermind who m@#he "composition of this matter,”
and it is harsh on him to say that he should assesponsibility for the composition (it

is the responsibility of top management).

Internal corporate auditors

With regard to the following points, etc., it icognized that they had a violation of
duty of due care of prudent corporate auditors.

Since there were opportunities to recognize thessifithe problem in the borrower of a large
amount of relevant loan, they should have propevgstigated it at each time, but they didn't.
Despite the fact that the management meeting maeéeision that would have a significant
impact on management, they did not make an apptepeport to the Board of Corporate
Auditors.

Recognizing that an informal in-house meeting aetic set up a procedure to overturn the
decision of the management meeting, they did nifyribis to the outside corporate auditors,
nor to the Board of Corporate Auditors.

Although they obtained a list of problematic empley, they neither made any specific
investigation, nor reported to outside corporathtars.

Outside directors and outside corporate auditors
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There is no evidence that they specifically knewauld have known individual
wrongdoing or risks related to share house loafs,Ave cannot find the situation that
even though they knew or could have known spedlfithe essential problem
described as "composition of this matter,” theyikedis was. It is not recognized that
they have legal responsibility.

End
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