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Consolidated Financial Statements
Consolidated Balance Sheets

The Chugoku Bank, Limited and Consolidated Subsidiaries
March 31,2011 and 2010

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2011 2010 2011
ASSETS:
Cash and due from Banks (NOTE 271) ......oiiiiiiicee e ¥ 119,889 ¥ 107,378 $ 1,441,840
Call 10aNS ..o . 61,333 90,978 737,618
Other debt purchased (Notes 3and 7) ............. . 34,604 42,150 416,163
Trading account securities (NOtES 10 @NG T8) ... s 3,948 4,098 47,480
Money trusts (NOTES 4 @NA T8) .....cviviiiiiiiccc e 21,890 21,182 263,259
Securities (Notes 3, 5,10 and 18) . 2,533,972 2,356,992 30,474,708
Loans and bills discounted (NOtES 6, 7 ANd 18) ......viviiiiiiiiiieee s 3,318,275 3,339,708 39,907,095
FOMBIGN BXCNANGE ..ttt bbbt 31,434 5,864 378,039
Lease receivables and investments in leased assets (Note 10) . 19,161 21,751 230,438
Other assets (NOTES 10 @NA 18) .....iiiiiieiiieicc ettt 67,153 59,954 807,612
Tangible fiXed ASSELS (NOLE 8) ......vviririiriiiiiese e 46,504 44,059 559,278
Intangible fixed assets (Note 9) ... 168 178 2,020
Deferred tax @SSELS (NOTE T1) ..o 38,988 23,789 468,887
Customers’ liabilities for acceptances and guarantees (NOtE 15) .....cooiviveiiiiiiiiiiicec s 25,110 27,651 301,984
Reserve for POSSIDIE 108N I0SSES .........c.ciiiiiiriiiiieeei et (101,441) (79,100) (1,219,975)
Total assets ¥6,220,997 ¥6,066,632 $74,816,560
LIABILITIES AND NET ASSETS:
Liabilities:
DepOSItS (NOLES 10 AN T8) .. ¥5,375,692 ¥5,285,518 $64,650,535
Call money (Note 10) ..o 115,065 69,614 1,383,824
Payables under securities lending transactions (Note 10) 172,045 160,765 2,069,092
Borrowed money (Notes 10 and 12) .......c.ccceveveveiinann. 49,469 23,716 594,936
FOTBIGN BXCNANGE ..ottt bbbt bbbttt 77 51 926
Other lIaDilItIES (NOTE T8) ....vviviiiiii sttt 79,673 84,400 958,184
Accrued employees’ bonuses ... 1,618 1,747 19,458
ACCTUEA IrECIOTS DOMUSES ... vvvveverreieieiieie ittt bbbttt 13 16 156
Reserve for directors’ retirement DENETILS .........vviiiiicc s 52 41 625
Reserve for reimbursement of deposits ... 1,373 483 16,512
RESErve fOr POINE PrOGIAM .....viviiieiieicic ettt ettt 192 171 2,309
Liability for employees’ severance and retirement benefits (NOte 13) .....vcviiiviiiiiicciicee 14,518 14,698 174,600
Deferred tax liability (NOt& 11) ..o, —_ 145 —_
NEGALVE GOOTWII ...t 644 1,097 7,745
Reserves under the SPECIAI IAWS ...........cociiiiiiiiiicie et 3 4 36
Acceptances and guarantees (Note 15) 25,110 27,651 301,984
Total liabilities ..........cccoviiiriiiinas ¥5,835,551 ¥5,670,117 $70,181,010
Net assets (Note 20):
Shareholders’ equity
Common stock
Authorized shares: 391,000,000 shares in 2011 and 2010
Issued shares: 231,272,106 shares in 2011 and 233,272,106
LSy ro Ut 2 15,149 15,149 182,188
CAPIAI SUIPIUS ... ivivi ettt ettt ettt ettt ettt et ettt 6,351 6,351 76,380
RETAINEA BAMINGS ...ttt bbbt b ettt 341,133 342,297 4,102,621
Less treasury stock, at cost
1,088,657 shares in 2011 and 2,052,764 shares in 2010 ..........c.c.ovoviviiiiiiiceceeeeee (1,427) (3,061) (17,161)
Accumulated other comprehensive income:
Net unrealized gains on other SECUrities (NOTE ) .......o.vviviviviiiiiii e 17,386 29,174 209,092
Net differed losses on hedging INSTTUMENTS ..........vviiiiiicccsce e (3,036) (2,695) (36,512)
TOTAL 1o 14,350 26,479 172,579
Subscription rights to shares (Note 24) . 113 49 1,358
MINOMIEY INEEIESS ....vivivisit ittt 9,775 9,251 117,558
TOTAI NMET ASSELS ...ttt bkttt bbbttt bbb 385,445 396,515 4,635,538
Total l1abilitIeS AN NEE ASSELS .......c.cvieecie ettt ¥6,220,997 ¥6,066,632 $74,816,560

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

The Chugoku Bank, Limited and Consolidated Subsidiaries
For the Years Ended March 31, 2011 and 2010

Thousands of
U.S. Dollars
Millions of Yen (Note 1)
2011 2010 2011
Income:
Interest and dividends on:
L0ANS AN GISCOUNTS 1..vviviee ettt ettt ettt ettt ettt ettt et are et et ¥ 55,476 ¥ 60,081 $ 667,179
Securities 29,107 26,696 350,054
DB vttt 812 1,642 9,765
FEES ANd COMMUSSIONS .....veiiiviie ettt ettt ettt ettt et ettt et e e et et e et e s e et et e te st e e etesearea 17,215 17,402 207,035
Other operating income . 24,622 24,783 296,115
Other income ................. 9,096 5,052 109,392
TOTAIINCOMIE ..ttt ettt sttt s sttt ettt e bbbt asenaner s 136,329 135,656 1,639,555
Expenses:
Interest on:
DIBPOSIES ..o 5,282 8,223 63,523
Borrowings . 176 176 2,116
Other ....cccocevevevereinnn, 3,153 2,715 37,919
Fees and commissions ....... 3,900 3,819 46,903
Other operating expenses .................. 15,985 17,211 192,242
General and administrative expenses . 60,449 58,756 726,987
Reserve for possible loan [0SSES ............c.cc....... 30,707 15,501 369,296
Losses on impairment of fixed assets (Note 8) ... 331 290 3,980
Other BXPENSES .....vvvviiiiiriciceieeieieeeinns 8,761 10,989 105,363
TOMAI BXPEINSES ...vivevieitete ettt bbbt 128,749 117,680 1,548,394
Income before income taxes and MINOTity INTETESTS .........coiviviviiiicici s 7,580 17,976 91,160
Income taxes (Note 11):
Current 9,654 10,448 116,103
Deferred (7,004) (3,238) (84,233)
2,650 7,210 31,870
Net income before MINOMLY INTEIESTS ........iviviiiiiricc et 4,929 — 59,278
Minority iNtErests iN NELINCOME ... ..ot 568 511 6,831
NEEINCOMIE 1.1tttk d bbbt b bbb bbbt ¥ 4,361 ¥ 10,255 $ 52,447
U.S. Dollars
Yen (Note 1)
2011 2010 2011
Per share of common stock
BASIC NBLINCOME ..vveeeee bttt ¥ 18.89 ¥ 4435 $ 0.22
Diluted NetiNCOME ....vovvviiiciiceee e 18.88 44.34 0.22
Cash dividends applicable to the year (Note 20) 13.00 12.00 0.15
See accompanying Notes to Consolidated Financial Statements.
Consolidated Statement of Comprehensive Income
The Chugoku Bank, Limited and Consolidated Subsidiaries
For the Year Ended March 31, 2011
Thousands of
U.S. Dollars
Millions of Yen (Note 1)
2011 2011
Net income before MINOTILY INTEIESTS ......ciiiveiicii ettt ¥ 4,929 $ 59,278
Other comprehensive income (Note 17):
Net unrealized 10SSES 0N OTNEI SECUMTIES .......oveviuiiiiiiiiie ittt (11,826) (142,224)
Net deferred losses on hedging instruments .. (341) (4,101)
Total other COMPrENENSIVE INCOME .........c.ciiiiriiicieteet ettt ettt b et (12,167) (146,325)
Comprehensive iNCOME (NOTE T7) .iiiiiiiiiititeee ettt ettt ettt e bbb e bbb e b s rereres ¥ (7,238) $ (87,047)
Comprehensive income attributable to (Note 17):
OWNEIS OF TNE PABINT ...t ¥ (7,767) $ (93,409)
MINOTIEY INTEIESES ...ttt ettt ettt rees 529 6,361

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

The Chugoku Bank, Limited and Consolidated Subsidiaries
For the Years Ended March 31, 2011 and 2010

Millions of Yen

Accumulated other comprehensive income

Unrealized Unrealized .
Common Capital Retained Treasury gains (losses) gg‘ﬂ”f}élggisnzs) Total S”r?;ﬁgptt(')on Minority Total
stock surplus earnings stock on securities, derivatives. net shares interests
net of taxes of taxeé
Balance at March 31,2009 ............. ¥15,149 ¥6,347  ¥335,050 ¥(3,019) ¥(11,975)  ¥(3,148) ¥(15,123) ¥ — ¥8,635 ¥347,039
Net income .......cccoevevnnn. — — 10,255 — — — — — — 10,255
Cash dividends . — — (3,006) — — — — — — (3,006)
Purchases of treasury stock ......... — — — (62) — — — — — (62)
Disposals of treasury stock .......... — 4 2 20 — — — — — 22
Net changes in items other than
shareholders’ equity ............... — — — — 41,149 453 41,602 49 616 42,267
Net changes during the year ............ — 4 7,247 (42) 41,149 453 41,602 49 616 49,476
Balance at March 31, 2010 ............. ¥15,149 ¥6,351 ¥342,297 ¥(3,061) ¥29,174 ¥(2,695) ¥26,479 ¥ 49 ¥9,251  ¥396,515
NEtinCoOmMe ....cccvvveveeiririii, — — 4,361 — — — — — — 4,361
Cash dividends ...........cccovvvrvene. — — (2,890) — — — — — — (2,890)
Purchases of treasury stock ......... — — — (1,005) — — — — — (1,005)
Disposals of treasury stock .......... — — M 6 — — — — — 4
Cancellation of treasury stock ...... — — (2,633) 2,633 — — — — — —
Net changes in items other than
shareholders’ equity .............. — — — — (11,788) (341) (12,129 64 524 (11,540)
Net changes during the year ............ — — (1,163) 1,633 (11,788) (341) (12,129 64 524 (11,070)
Balance at March 31,2011 ............. ¥15,149 ¥6,351 ¥341,133 ¥(1,427) ¥17,386 ¥(3,036) ¥14,350 ¥113 ¥9,775  ¥385,445
See accompanying Notes to Consolidated Financial Statements.
Thousands of U.S. Dollars (Note 1)
Accumulated other comprehensive income
Unrealized Unrealized -
Common Capital Retained Treasury  gains (losses) lﬁzzzsin%n Total S”r?;ﬁgpttéon Minority Total
stock surplus earnings stock on securities, derivatives. net shares interests
net of taxes of tax eé
Balance at March 31, 2010 ............. $182,188  $76,380 $4,116,620  $(36,812) $350,859  $(32,411) $318,448 $ 589 $111,256 $4,768,671
Net income .......cccoevevnn. — — 52,447 — — — — — — 52,447
Cash dividends ................... — — (34,756) — — — — — — (34,756)
Purchases of treasury stock ......... — — — (12,086) — — — — — (12,086)
Disposals of treasury stock .......... — — (12) 72 — — — — — 48
Cancellation of treasury stock ...... — — (31,665) 31,665 — — — — — —
Net changes in items other than
shareholders' equity .............. — — — —  (141,767) (4,101) (145,868) 769 6,301 (138,785
Net changes during the year ............ — —  (13,986) 19,639  (141,767) (4,101) (145,868) 769 6,301 (133,132
Balance at March 31,2011 ............. $182,188  $76,380 $4,102,621  $(17,161) $209,092 $(36,512) $172,579 $1,358  $117,558 $4,635,538

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

The Chugoku Bank, Limited and Consolidated Subsidiaries
For the Years Ended March 31, 2011 and 2010

Thousands of
U.S. Dollars
Millions of Yen (Note 1)
2011 2010 2011
Cash flows from operating activities
Income before income taxes and MINOity INEIESES ........c.ciiiiiviii e ¥ 7,580 ¥ 17,976 $ 91,160
DEPreciation ........cceeveveeiiieeeeeee s 3,635 4,115 43,716
Losses on impairment of fiXed @SSELS ......vvviiiiiiciiice e, 331 290 3,980
Losses on application of accounting standard for asset retirement obligations .. 7 — 84
Share-based compPensation BXPENSES .......ccccvoveveiiiireiiiieiee e 64 49 769
Amortization of negative goodwill .................. (453) (437) (5,447)
Increase in reserve for possible loan losses ... 30,707 15,501 369,296
Increase in reserve for point program .........ccccoeveeerivieeieenenenans 22 21 264
Increase (decrease) in reserve for directors’ retirement DENEFILS ............ccoceviiviviiiciiccieee e 1 (392) 132
Decrease in accrued emplOYEES’ DONUSES .......coviveviriiiiiiictet ettt (128) 17) (1,539)
Decrease in accrued direCtors’ DONUSES ........cccvvveveeiiiiieiiiiieisee e (1) (16) (12)
Increase (decrease) in liability for employees’ severance and retirement benefits .. (179) 175 (2,152)
Increase in reserve for reimbursement of epoSItS .........ccccvevivveveiiciiiriiiiinn, 890 31 10,703
Interest and dividend inCome ...........ccccoovevivevenenen, (85,395) (88,419) (1,026,999)
Interest EXPENSE .....ooovvveveeiiiiieei 8,613 11,114 103,583
Gains (losses) on sales of securities, net ... (1,679) 2,762 (20,192)
Loss on money trusts, net ..... 233 8 2,802
Foreign exchange l0sses, net .................... 25,738 11,098 309,536
Losses on disposals of fixed aSSEtS, NEL .......cccovvvviiiiiiicicee s 186 107 2,236
Decrease (increase) in trading account securities, excluding foreign exchange contracts .........c.cccccovvvrinnn. 150 (1,197) 1,803
Decrease (increase) in call loans and other debt PUrChASEd .........ccoiiiiiiiiiiii s 37,188 (74,545) 447,239
Decrease (increase) in due from banks, excluding the Bank of Japan ... (25,633) 75,888 (308,274)
Decrease (increase) in foreign exchange assets ...........occcocevvvveveeiiinas (25,570) 1,104 (307,516)
Decrease in loans and bills discounted .............. 13,066 80,491 157,137
Decrease (increase) in other assets ..o 4,918 (790) 59,146
Increase in deposits, call money and borrowed money .. 161,380 169,932 1,940,829
Increase in foreign exchange abilitIES ..........ccovvviviiiiiiccc e 27 10 324
Increase (decrease) in Other lIADIIILIES ...........cciiiiiviiii s 11,704 (45,447) 140,757
Interest and dividends received 92,139 91,312 1,108,105
Interest paid ..........ooveviiinnnnn, (8,618) (10,739) (103,644)
DB vttt b bbbttt ettt (7) — (84)
SUDTOTAL ..o 250,929 259,985 3,017,787
Income taxes paid .......... (13,196) (3,504) (158,701)
Refunded income taxes .............ccoccevevvevenae. 139 778 1,671
Net cash provided by 0perating QCHVITIES ...........cviviiiiirericiieee et 237,872 257,259 2,860,757
Cash flows from investing activities
PUICNESES OF SECUMHIES v.vvvviviiieiiittt e (1,801,948) (1,370,723) (21,671,052)
Proceeds from SAlES OF SECUMTIES ......i.viveiieieieie ettt ettt ettt et e 1,286,396 937,148 15,470,787
Proceeds from redemption of securities ... 271,917 198,197 3,270,198
Purchases of money trusts ...........c.ccee... (5,831) (76) (70,126)
Proceeds from MONBY TTUSES ......ciiiviiiciicicticct ettt ettt et 4,889 67 58,797
Purchases of tangible fIXE @SSELS ..........cviviviiiiiicic e (2,590) (3,412 (31,148)
Purchases of intangible fixed assets .............. 3) (36) (36)
Proceeds from sales of tangible fixed assets ..................... 169 322 2,032
Purchases of equity of consolidated subsidiary (Note 23) ... — (1,102) —
Net cash used in INVESHING ACHVITIES ©.....c.oviviviiiiieiii ettt ettt nsna (247,000) (239,615) (2,970,535)
Cash flows from financing activities
CaSh dIVIAENAS PAIT ...t (2,890) (3,008) (34,756)
Cash dividends paid to minority shareholders 4) 3) (48)
Purchases of treasury Stock ..............cccceeenne (1,005) (54) (12,086)
Proceeds from Sales Of trEaSUNY STOCK ........viiiiiiies e 4 22 48
Repayments on 18aSe ODHGALIONS .........ccoiiiiiriiiiietc ittt ettt (124) — (1,491)
Net cash used in fiNANCING ACHVITIES .......oviviviiiiieiitiiiet ettt ettt (4,020) (3,043 (48,346)
Effect of exchange rate changes on cash and cash eqUIVAIBNTS ..o 27 8 324
Net decrease (increase) in cash and cash equivalents ............... (13,121) 14,609 (157,799)
Cash and cash equivalents at beginning of year ............ 87,537 72,928 1,052,760
Cash and cash equivalents at end 0f YEar (NOE 21) ....viviiiiiiiiiieeeee et ¥ 74415 ¥ 87,537 $ 894,948

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

The Chugoku Bank, Limited and Consolidated Subsidiaries

1. Basis of Presenting Consolidated Financial Statements

The accompanying consolidated financial statements of The Chugoku Bank,
Limited (the “Bank”) 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
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.

As described in Note 2(t), the consolidated balance sheet and the consolidated
statement of changes in net assets as of and for the fiscal year ended March 31,
2010 have been modified to conform with the new presentation rules of 2011. In
addition, the Bank has presented a consolidated statement of comprehensive
income for the fiscal year ended March 31, 2010 as well as for the fiscal year
ended March 31,2011 in Note 17.

The accompanying consolidated financial statements have been reformatted
and translated into English with some expanded descriptions from the
consolidated financial statements of the Bank 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 Law, amounts of less
than one million yen in the financial statements at March 31, 2011 and for the
year then ended have been rounded down. Amounts in the financial statements
at March 31, 2010 and for the year then ended were rounded off (up or down to
the nearest million). 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 U.S. dollar amounts were
included solely for the convenience of readers outside Japan, using the prevailing
exchange rate at March 31, 2011, which was ¥83.15 to 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 U.S.
dollars at this or any other rate of exchange.

2. Significant Accounting Policies

(a) Principals of Consolidation

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

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

Two investment partnerships of which the Bank owns a majority of voting
rights were excluded from the scope of consolidation for the years ended March
31, 2011 and 2010 because the total amounts of their assets, net income and
retained earnings were so immaterial that their exclusion from the scope of
consolidation would not hinder a rational judgment regarding the consolidated
financial position or results of operations.

Investments in the above mentioned two investment partnerships and an
affiliated company (two in 2010) were not accounted for by the equity method for
the years ended March 31, 2011 and 2010 because their exclusion had no
significant effect on the consolidated financial statements.

Balance Sheet Date of Subsidiaries

The balance sheet date of all consolidated subsidiaries is March 31, the same as
that of the Bank.
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Goodwill and Negative Goodwill

Goodwill and negative goodwill are being amortized using the straight-line method
over a period of five years. Goodwill and negative goodwill which are immaterial
in the amount are fully charged to income when incurred.

On December 26, 2010, the Accounting Standards Board of Japan (“ASBJ”)
issued a revised accounting standard for business combinations, ASBJ Statement
No. 21, “Accounting Standard for Business Combinations,” and revised ASBJ
Guidance No. 10, “Guidance for Accounting Standard for Business Combinations
and Business Divestitures.” The Bank adopted the revised accounting standard
and guidance effective April 1, 2010. The revised accounting standard requires
the recognition of negative goodwill (bargain purchase) as gain upon the
acquisition. However, as a transitional measure prescribed by the revised
standard, negative goodwill recognized prior to April 1, 2010 continues to be
amortized using the straight-line method over a period of five years.

(b) Securities and Money Trusts
Trading account securities are stated at fair market value. 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.
Available-for-sale securities with available fair market values are stated at fair
market 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 moving average
cost.

Other securities for which the fair value is extremely difficult to determine are
stated at moving average cost.

(c) Derivatives and Hedge Accounting

The Bank applies the deferral 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
Audit Committee Report No. 24) 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 the corresponding group of hedging
instruments, such as interest rate swaps, in the same maturity bucket.

The Bank applies the deferral 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 Banking
Industry” (JICPA Industry Audit Committee Report No. 25). 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 Bank 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 Bank and its consolidated subsidiaries are
generally stated at cost less accumulated depreciation. Depreciation is computed by
the declining balance method over the estimated useful life of the respective asset.



For the Bank, estimated useful lives are mainly as follows:
Buildings........ccoveveiiinnn. 410 40 years
Equipment.........ccccoceiiiinns 2 10 20 years

For consolidated subsidiaries, the useful life of an asset is 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 that 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.

(f) Accounting for Impairment of Fixed Assets

(Additional Information)

Prior to the year ended March 31, 2010, the Bank’s policy on grouping of “Losses
on impairment of fixed assets” of sales offices was to keep track of gains and
losses on an individual basis while grouping them together on a branch basis.
However, starting with fiscal 2010, in addition to the usual branch based
grouping, the Bank is reporting these figures on a group office (multiple office)
basis for branches included in the group sales system. This reclassification
clarifies the roles of the core sales office, which handles corporate accounts, and
the satellite branches, which handle most of the individual accounts, in regions
where the group sales system has been introduced.

In addition, in promoting sales expansion in the region and taking the
opportunity provided by the completion of the set up of the group sales system in
April 2009, the Bank changed its grouping classification to the minimum units for
determining cash flow, group sales offices, to enable sales offices to complement
each other in the reallocation of staff to appropriate sales offices, the transfer of
customer accounts, and the conducting of similar transactions.

(9) Foreign Currency Translation
The Bank’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.

(h) Reserve for Possible Loan Losses

The Bank writes 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 the
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
reserve for possible loan losses is provided based on the Bank’s actual rate of
loan losses in the past. 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.

An assessment and classification is conducted by each business department
and credit supervision department and is audited by the Risk Management
Department, an independent department. The reserve for possible loan losses is
provided based on such auditing results.

Reserves for possible loan losses of 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.

(i) 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.

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

The Bank decided to abolish directors’ bonuses at the General Meeting of
Shareholders held on June 24, 2009.

(k) Liability for Employees’ Severance and Retirement Benefits

The Bank provides an unfunded lump-sum payment plan, a funded
noncontributory pension plan and a cash balance pension plan to provide for
employees’ severance and retirement benefits. Consolidated subsidiaries provide
unfunded lump-sum payment plans. The Bank contributed some of its marketable
equity securities to an employees’ retirement benefit trust.

The Bank and its consolidated subsidiaries provide for employees’ severance
and retirement benefits based on the estimated amounts of projected benefit
obligations and the fair value of plan assets. Actuarial gains and losses are
recognized as expenses using the straight-line method over ten years, which is
within the average of the estimated remaining service years, commencing with
the following period. Prior service costs of cash balance pension plans are
recognized as expenses using the straight-line method over ten years, which is
within the average of the estimated remaining service years, commencing with
the period in which they arise.

(I) Reserve for Directors’ Retirement Benefits

(Additional Information)

The Bank’s consolidated subsidiaries provide for severance and retirement benefit
payments to directors and corporate auditors based on the required amounts
determined by in-house regulations.

The Bank decided to abolish the directors’ retirement benefits system at the
General Meeting of Shareholders held on June 24, 2009. The payment of
retirement benefits after termination of the system based on the length of service
of relevant directors and corporate auditors will be made after the time each
director’s or corporate auditor’s retirement. Until the complete termination of the
system, severance and retirement benefit payments to directors and corporate
auditors will be booked in “Accrued expenses” and shown on the balance sheet
in other liabilities.

(m) 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 Bank’s historical reimbursement ratio for
such accounts.

(Additional Information)

In previous years, accounts which had no activity for more than 10 years were
derecognized from liabilities. However, effective from the fiscal year ended March
31, 2011, accounts which have no activity for more than 5 years are
derecognized from liabilities. As a result of this change, income before income
taxes and minority interests was ¥1,756 million ($21,118 thousand) more for the

THE CHUGOKU BANK, LIMTED 19



fiscal year ended March 31, 2011 than the amount that would have been
recorded without the change.

(n) 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 cardholders.

(o) 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
Ordinance on the Financial Instruments Business to indemnify losses incurred in
connection with the purchase and sale of securities and derivatives and other
transactions.

(p) Leases

As lessee:

Finance leases are capitalized to recognize lease assets and lease obligations in
the balance sheet. However, finance leases which commenced prior to April 1,
2008 and do not transfer ownership of the leased property to the lessee are
accounted for as operating lease transactions as permitted by the accounting
standard for lease transactions (ASBJ Statement No. 13).

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

(q) 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 Bank and its consolidated
subsidiaries consist of corporation tax (national), inhabitant taxes (local) and
enterprise taxes (local). The statutory tax rate used for calculating deferred tax
assets and liabilities at March 31, 2011 and 2010 was 40.4%.

(r) 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 any outstanding stock options at the beginning of the
year (or at the time of the grant).

(s) Stock Options

ASBJ Statements No. 8, “Accounting Standard for Stock Options,” and the related
guidance require companies to recognize compensation expense for employee
stock options based on the fair value at the date of the grant and over the vesting
period as consideration for receiving goods or services. The standard also
requires companies to account for stock options granted to non-employees based
on the fair value of either the goods or services received. In the balance sheet,
stock options are presented as subscription rights to shares as a separate
component of equity until exercised. The standard covers equity-settled, share-
based payment transactions, but does not cover cash-settled, share-based
payment transactions.
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(t) Presentation of Comprehensive Income

Effective March 31, 2011, the Bank adopted “Accounting Standard for
Presentation of Comprehensive Income” (Accounting Standard Board of Japan
(“ASBJ”) Statement No. 25, issued on June 30, 2010) and “Revised Accounting
Standard for Consolidated Financial Statements” (ASBJ Statement No. 22, revised
on June 20, 2010). As a result of the adoption of these standards, the Bank
presented a consolidated statement of comprehensive income in the consolidated
financial statements for the fiscal year ended March 31, 2011.

(u) Asset Retirement Obligations

Effective April 1, 2010, the Bank and its consolidated domestic subsidiaries
adopted “Accounting Standards for Asset Retirement Obligations” (Accounting
Standards Board of Japan (“ASBJ”) Statement No. 18, issued on March 31,
2008) and “Guidance on Accounting Standards for Assets Retirement Obligations”
(ASBJ Guidance No. 21, issued on March 31, 2008). The change had no material
impact on the consolidated financial statements.

3. Securities
Securities include equity securities of unconsolidated subsidiaries and affiliates in
the amount of ¥11 million at March 31, 2010 and investments in interests of
unconsolidated subsidiaries and affiliates in the amount of ¥298 million ($3,583
thousand) and ¥351 million at March 31, 2011 and 2010, respectively.

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



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

2011 and 2010:

Millions of Yen

2011

Type Carrying amount Acquisition cost Difference
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUITY SBCUIHIES .vevviviietcc ettt b ettt e s ¥ 51,761 ¥ 38,346 ¥13,414
BONGS ..o 1,667,099 1,639,381 27,717
Japanese governMmMeENt DONGS .........cccvviviiiiiic s 640,434 631,980 8,454
Japanese MUNICIPal DONAS .....viviiiiicic et 577,465 565,345 12,119
Japanese CorPOrate DONGS .......viviiiiiciiiiet e 449,199 442,055 7,143
OB e 226,384 221,646 4,737
FOMIGN DONAS ...ttt 194,686 191,190 3,495
DB .ttt 31,698 30,456 1,242
SUDTOTA .ttt ¥1,945,245 ¥1,899,374 ¥45,870
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUITY SECUMTIES ...ttt ¥ 47919 ¥ 55622 ¥ (7,702
Bonds 364,549 366,676 (2,126)
Japanese governmMeNt DONGAS ..o 190,123 191,521 (1,398)
Japanese MUNICiPal DONAS ........cvoviiiiiiict s 77,424 77,639 (215)
Japanese CorpOrate DONGS ........cviiiiiiiii s 97,001 97,514 (6513)
OB bbb 165,975 172,611 (6,635)
FOMBIGN DONAS ...ttt 130,576 135,116 (4,540)
DB .t 35,399 37,494 (2,094)
SUDTOTAL ..ot 578,444 594,909 (16,464)
TOTAL .ttt ¥2,523,690 ¥2,494,284 ¥29,405
Thousands of U.S. Dollars
2011
Type Carrying amount Acquisition cost Difference
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUITY SBCUMEIES ..ttt $ 622,501 $ 461,166 $161,322
Bonds 20,049,296 19,715,947 333,337
Japanese goVErMMENT DONGS .......ccoiiiiiiiieiee s 7,702,152 7,600,481 101,671
Japanese MUNICIPal DONAS .......vviviiiiii b 6,944,858 6,799,098 145,748
Japanese corporate bonds ... 5,402,273 5,316,355 85,904
MBI bbb 2,722,597 2,665,616 56,969
FOMBIGN DONGAS ...t 2,341,383 2,299,338 42,032
Other ..o, 381,214 366,277 14,936
Subtotal $23,394,407 $22,842,742 $551,653
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUIY SECUNIES ...ttt $ 576,295 $ 668,935 $(92,627)
BONGS .. 4,384,233 4,409,813 (25,568)
Japanese governmeNnt DONGS .........cccoviviiiiiiiee e 2,286,506 2,303,319 (16,812)
Japanese MUNICIPAI DONAS .....vivieiiiiii ettt 931,136 933,722 (2,585)
Japanese CorpOrate DONGS ........cciciiiiiiiii e 1,166,578 1,172,748 (6,169)
OB bbb 1,996,091 2,075,898 (79,795)
FOMBIGN DONAS ..ttt 1,570,366 1,624,966 (54,600)
ONBI .ttt 425,724 450,920 (25,183)
SUDTOTAL ..ottt 6,956,632 7,154,648 (198,003)
O e $30,351,052 $29,997,402 $353,638
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Millions of yen

2010

Type Carrying amount Acquisition cost Difference
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUITY SBOUMHIES ...ttt ettt rs ¥ 87,510 ¥ 64,997 ¥22,513
BONdS ...vv 1,725,103 1,694,421 30,682
Japanese government bonds ... 750,516 741,911 8,605
Japanese municipal bonds ...... 441,533 429,307 12,226
Japanese corporate bonds ... 533,054 523,203 9,851
Other .o 260,687 253,299 7,388
FOrEIGN DONAS ..ottt 224,139 218,526 5,613
OTNBI ettt 36,548 34,773 1,775
SUDTOTAL ..t ¥2,073,300 ¥2,012,717 ¥60,583
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUITY SECUMEIES .. ¥ 34,947 ¥ 39,668 ¥ (4,721)
Bonds 133,315 133,765 (450)
Japanese governmMENt DONAS .........oviiiiii 92,781 93,013 (232)
Japanese MUNICIPal DONAS .......viviviiiiciicce s 7,633 7,648 (15)
Japanese corporate bonds ... 32,901 33,104 (203)
ONBT bbb 113,355 119,426 (6,071)
FOTBIGN DONAS ...ttt bbbt 68,762 70,891 (2,129
Other ........... 44,593 48,535 (3,942
Subtotal ... 281,617 292,859 (11,242)
Total .......... ¥2,354,917 ¥2,305,576 ¥49,341

(2) The following tables summarize carrying amounts and fair values of held-to-maturity debt securities with available fair values as of March 31, 2011 and 2010:

Held-to-maturity securities

Millions of Yen

2011
Type Carrying amount Acquisition cost Difference
Held-to-maturity securities whose fair value exceeds carrying amount:
Japanese goVErNMENT DONGS ......vviiiiiiii bbbt ¥11,556 ¥12,409 ¥ 852
Japanese MUNICIPAI DONAS ......ovviiiiiiiieiec e 8,177 8,500 323
Japanese Corporate DONGS ..........cviiiiiiiiicc et 1,997 2,097 100
TOTAL ottt ettt ¥21,731 ¥23,008 ¥1,277

Thousands of U.S. Dollars

2011
Type Carrying amount Acquisition cost Difference
Held-to-maturity securities whose fair value exceeds carrying amount:
Japanese gOVErNMENT DONMS .........c.viiveieiieees ettt $138,977 $149,236 $10,246
Japanese MUNICIPAI DONAS .......viiiiieecc ettt 98,340 102,224 3,884
Japanese CorPOrate DONGS ..........coviiiiiiiiee st 24,016 25,219 1,202
TOTAL oottt $261,346 $276,704 $15,357

Millions of Yen

2010
Type Carrying amount Acquisition cost Difference
Held-to-maturity securities whose fair value exceeds carrying amount:
Japanese government bonds ¥11,489 ¥12,440 ¥ 951
Japanese municipal bonds ....... 8,769 9,155 386
Japanese Corporate DONGS ..........cvcviviiiiiciic e 1,995 2,115 120
TOTAL oottt ¥22,253 ¥23,710 ¥1,457
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(3) Impairment losses of ¥376 million ($4,521 thousand) and ¥66 million for
shares included in available- for-sale securities were recognized in the year
ended March 31, 2011 and 2010, respectively.

Impairment loss is recognized for the full amount of the loss when the loss is
50% or more of the acquisition cost. For loss of 30% to 50% of acquisition cost,
the impairment is determined by the possibility of recovery, with consideration for
the trends in market values during the past year.

(4) Total sales of available-for-sale securities for the year ended March 31, 2011
and 2010 were as follows:

Millions of Yen
2011
Proceeds Gains on Losses on
from Sales Sales Sales
Equity securities .........ccevevviiivennns ¥ 77942 ¥ 3,620 ¥4,771
Bonds ..o 1,000,996 5,328 979
Japanese government bonds ... 906,662 4,434 979
Japanese municipal bonds ....... 9,826 158 —
Japanese corporate bonds ....... 84,508 735 —
Other oo 211,745 2,231 3,041
Foreign bonds ........ccceeiiinae 153,697 1,757 1,767
Other oo, 58,048 474 1,274
Total o ¥1,290,684 ¥11,180 ¥8,791

Thousands of U.S. Dollars

2011

Proceeds Gains on Losses on

from Sales Sales Sales

Equity SECUMHIES ©...vvvvvvvceieieias $ 937,366  $ 43535 $ 57,378
Bonds ..o, 12,038,436 64,076 11,773
Japanese government bonds ... 10,903,932 53,325 11,773
Japanese municipal bonds ...... 118,171 1,900 —
Japanese corporate bonds ...... 1,016,331 8,839 —
Other oo, 2,546,542 26,831 36,572
Foreign bonds .........cceeennn. 1,848,430 21,130 21,250
Other oo, 698,111 5,700 15,321
Total oo $15,522,357 $134,455 $105,724

Millions of Yen
2010
Proceeds Gains on Losses on
from Sales Sales Sales
Equity securities ..o, ¥ 51,210 ¥ 3,074 ¥8,002
BONds ..o 744,634 6,787 395
Japanese government bonds ... 585,693 4,686 376
Japanese municipal bonds ....... 83,653 1,155 8
Japanese corporate bonds ....... 75,288 946 11
Other ..o 122,018 1,148 722
Foreign bonds 74,555 935 354
Other .. 47,463 213 368
Total cvvv s ¥917,862 ¥11,009 ¥9,119
4. Money Trusts

(1) Money trusts as a type of trading account security at March 31, 2011 and
2010 were as follows:

Thousands of

Millions of yen U.S. Dollars
2011 2010 2011
Carrying amount (fair value) .......... ¥20,390 ¥20,382 $245,219

Net unrealized gains (losses)
recognized in the income
statements ........cccoeveverererinnnnn, — — —

(2) Money trusts, other than for investment purposes or held to maturity purposes at March 31, 2011 and 2010 were as follows:

Millions of Yen
2011
Difference for money trusts for Difference for money trusts for
which the carrying amount  which the carrying amount does
Carrying amount Acquisition cost Difference exceeds acquisition cost not exceed acquisition cost
Money trust ......c.oeeviiiiiiiiiien ¥ 1,500 ¥ 1,500 ¥ — ¥ — ¥ —

Thousands of U.S. Dollars

2011
Difference for money trusts for Difference for money trusts for
which the carrying amount ~ which the carrying amount does
Carrying amount Acquisition cost Difference exceeds acquisition cost not exceed acquisition cost
MONEBY trUSE ..o $ 18,039 $ 18,039 $ — $ — $ —
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Millions of Yen

2010
Difference for money trusts for Difference for money trusts for
which the carrying amount  which the carrying amount does
Carrying amount Acquisition cost Difference exceeds acquisition cost not exceed acquisition cost
Money trust ........coovviviiiiiieieen ¥ 800 ¥ 800 ¥ — ¥ — ¥ —

5. Net Unrealized Holding Gains and Losses on Available-for-
sale Securities

Net unrealized gains and losses on available-for-sale securities at March 31,
2011 and 2010 were as follows:

Thousands of

Millions of yen U.S. Dollars
2011 2010 2011
Net unrealized holding gains on
available-for-sale securities ...... ¥29,405 ¥49,341 $353,638
Deferred tax liabilities ................... 11,812 19,922 142,056
Net unrealized gains on
available-for-sale securities,
net of taxes before adjustment
for minority interests ................ 17,592 29,419 211,569
Minority interests ...........ccoevevvenins 206 245 2,477
Net unrealized gains on
available-for-sale securities,
net of taxes .....ccovveeveiinennnnn, 17,386 29,174 209,092

6. Loans and Bills Discounted
Loans and bills discounted at March 31, 2011 and 2010 included the following:

Thousands of

Millions of yen U.S. Dollars
2011 2010 2011
Loans to bankrupt customers ........ ¥ 66,748 ¥ 23,767 $ 802,742
Loans past due six months
OF MOTE e 80,439 82,754 967,396
Loans past due three months or
more but less than six months .. 2,339 780 28,129
Restructured 10ans ..............cov..... 6,769 7,395 81,407
Total oo ¥156,297 ¥114,696  $1,879,699

Loans to bankrupt customers are loans to customers undergoing bankruptcy or
similar proceedings or who are in a similar financial condition. Interest is not
being accrued on these loans as the principal and interest will eventually be
uncollectible.

Loans past due six months or more are loans not included in the above
category or in restructured loans for which payments are past due six months or
more. Interest is not being accrued on these loans.

Loans past due three months or more are loans not included in the above
categories or in restructured loans for which payments are past due three months
or more.

Restructured loans are loans not included in the above categories for which
the Bank has granted concessions, such as reduced interest rates or the deferral
or waiver of interest or principal payments, in support of customers in financial
difficulties.
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Bills discounted, such as commercial bills discounted and foreign exchanges
bought, are accounted for as financial transactions in accordance with the
“Treatment for Accounting and Auditing for the Application of the Accounting
Standard for Financial Instruments in Banking Industry” (Industry Audit Committee
Report No. 24), issued by the JICPA. The Bank has the right to sell or pledge
commercial bills discounted and foreign exchange bought without restriction. The
total face amount of such instruments at March 31, 2011 and 2010 was
¥43,580 million ($524,113 thousand) and ¥43,222 million, respectively.

7. Commitment Lines

Commitment line agreements are loan agreements which oblige the Bank and its
consolidated subsidiaries to lend funds up to certain limits agreed to in advance.
The Bank and its consolidated subsidiaries make loans upon the request of an
obligor to draw down funds under such agreements, as long as there is no breach
of the various terms and conditions stipulated in the relevant agreement. The
unused commitment balance relating to these agreements at March 31, 2011
and 2010 amounted to ¥1,273,149 million ($15,311,473 thousand) and
¥1,322,826 million, respectively. Of these amounts, ¥1,218,339 million
($14,652,303 thousand) for 2011 and ¥1,279,695 million for 2010 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 which allow the Bank and its consolidated
subsidiaries either to decline the request to drawdown the loan or to reduce the
agreed upon 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 the Bank and its
consolidated subsidiaries’ credit. The Bank and its consolidated subsidiaries take
various measures to protect their credit, including having the obligor pledge
collateral such as real estate or securities when signing loan agreements or
confirming the obligor’s financial condition at regular intervals in accordance with
the Bank and its consolidated subsidiaries’ established internal procedures.



8. Tangible Fixed Assets
Tangible fixed assets at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Land oo ¥20,559 ¥20,673 $247,251
BUIldiNgS ...vevevveveiiee 16,316 17,251 196,223
Construction in progress ............... 130 131 1,563
L6ase aSSets ......ccccvveviiriiiiiiinns 4,038 40 48,562
Other tangible fixed assets ........... 5,459 5,964 65,652
¥46,504 ¥44,059 $559,278

Accumulated depreciation at March 31, 2011 and 2010 was ¥75,656 million
($909,873 thousand) and ¥74,966 million, respectively.

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
years ended March 31, 2011 and 2010 as follows:

(Millions of Yen) 2011
Impairment
Area Purpose of Use Type Loss
Branches 5 branches taqg
Okayama urdngs ¥100
) and movable
ldle assets 3 items properties
Branches 5 branches | Land and
Other Idle assets 1 item buildings 231
(Thousands of U.S. Dollars) 2011
Impairment
Area Purpose of Use Type Loss
Branches 5 branches tiﬁgi’ngs
Okayama . and movable $1,202
ldle assets 3 items properties
Branches 5 branches | Land and
Other ldle assets 1 item buildings 2778
(Millions of Yen) 2010
Impairment
Area Purpose of Use Type Loss
Land,
Branches 2 branches | pyiidings,
Okayama movable ¥111
Idle assets 2 items properties
and software
Other Branches 4 branches Landland 179
buildings

Within the Bank, it is the Group office or branch that 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 which do not have identifiable cash flows, such as corporate headquarter’s
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 consolidated subsidiaries, each
subsidiary is considered as the smallest grouping unit.

For assets in which investments were not expected to be recovered, the Bank
and its consolidated subsidiaries reduced the carrying amount for branches, idle
assets and assets to be disposed of to the recoverable amount and recognized a
corresponding loss of ¥331 million ($3,980 thousand) and ¥290 million as
“Losses on impairment of fixed assets” for the years ended March 31, 2011 and
2010, respectively.

The recoverable amount for branches, idle assets and assets to be disposed of
was the higher amounts of the net realizable value and the value in use. The net
realizable value was based on the appraisal value in accordance with Real Estate
Appraisal Standards. The value in use was used to estimate the recoverable
amount, and future cash flow was discounted by 4%.

9. Intangible Fixed Assets
Intangible fixed assets at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
SOfWAIE ... ¥ 8 ¥ 14 $ 96
Other intangible fixed assets ......... 160 164 1,924
¥168 ¥178 $2,020

10. Pledged Assets
Pledged assets at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
SECUMEIES .ovvveviviiieccceee, ¥220,811 ¥168,450  $2,655,574
Other assets ......ccoovvvveviiicriiennnn, 81 277 974
Lease receivables and investment
inleased assets ..o, 3,330 5,371 40,048
Total o ¥224,223 ¥174,098  $2,696,608

Liabilities secured by the above were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Deposits ... ¥ 34,147 ¥ 29912 $ 410,667
Call money 12,970 3,667 155,983
Payables under securities lending
transactions .........cccceeevvevennn. 172,045 160,765 2,069,092
Borrowed money ...........cccceveveneen. 31,016 5,185 373,012
Total oo ¥250,180 ¥199,529  $3,008,779

At March 31, 2011, certain trading account securities in the aggregate amount of
¥40 million ($481 thousand) and certain other securities in the aggregate amount
of ¥293,436 million ($3,528,995 thousand) were pledged as collateral for
settlement of exchange at the Bank of Japan and for other purposes.

At March 31, 2010, certain trading account securities in the aggregate amount
of ¥45 million and certain other securities in the aggregate amount of ¥290,433
million were pledged as collateral for settlement of exchange at the Bank of
Japan and for other purposes.

Other assets included guarantee deposits of ¥838 million ($10,078 thousand)
and ¥740 million at March 31, 2011 and 2010, respectively. Other assets also
included initial margins for futures markets in the amount of ¥72 million ($865
thousand) and ¥78 million at March 31, 2011 and 2010, respectively.
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11. Deferred Tax Assets (Liabilities)
Significant components of deferred taxes assets and liabilities at March 31, 2011
and 2010 were as follows:

12. Borrowed Money
Borrowed money classified by maturity at March 31, 2011 and 2010 was as
follows:

Thousands of Thousands of
Millions of Yen U.S. Dollars Millions of Yen U.S. Dollars
2011 2010 2011 2011 2010 2011
Deferred tax assets: Less than one year ..........c.c.co....... ¥34,521 ¥ 7,752 $415,165
Reserve for possible loan From one to two years ................. 5,296 5,348 63,692
[0SSES .ovoveiiciee ¥31,238 ¥26,394 $375,682 From two to three years 3,908 4,254 46,999
Severance and retirement From three to four years 2,730 2,866 32,832
DENefits ..vovvvvvvivceccii 7,119 7,128 85,616 From four to five years ....... 1,303 1,587 15,670
Unrealized holding losses on Over five years ............... 1,709 1,909 20,553
SECUNMTIES .o, 6,658 4,542 80,072 Total borrowed money .................. ¥49,469 ¥23,716 $594,936
Depreciation ..........cccccevvvevevnnnn. 5,680 6,104 68,310
Deferred losses on hedges ....... 2,067 1,860 24,858 13. Liability for Employees’ Severance and Retirement Benefits
Write-down of securities ........... 1,058 857 12,723 The liability for employees’ severance and retirement benefits included in the
Accrued employees’ bonuses ... 728 780 8,755 liability section of the consolidated balance sheets as of March 31, 2011 and
Other oo 5,763 3,834 69,308 2010 consisted of the following:
Subtotal ..o 60,316 51,499 725,387
Valuation allowance ................. (2,402) (2,301) (28,887) ilions of Yen TS%JSS(';'(I’;?
Total deferred tax assets .......... 57,913 49,198 696,488 2011 5010 — 2011
Projected benefit obligation ........... ¥46,193 ¥45,255 $555,538
Deferred tax liabilities: Less fair value of pension assets ... (25,260) (26,274)  (303,788)
Unrealized holding gains on Unrecognized actuarial
SECUMHES .vvvrvrvrrrerr 18,372 24,365 220,950 QIffTENCES ©vvvvvvvvvrerereerrvereerneen (8,125) (7,609) (97,714)
Prepaid pension COSt ............. 212 805 3,21 Unrecognized prior service cost .... 1,037 1,334 12,47
Reserve for advanced Prepaid Pension COStS ............... 673 1,992 8,093
depreciation of tangible fixed Liability for severance and
De?;fggsd'a'ih;&h' o 26; 222 3’132 retirement benefts ............ Y1518  ¥14608  $174,600
Other ..o, 8 92 96 ) ) )
Total deferred tax liabilities . 18,924 25,554 227,588 Included in the consolidated statements pf income for .the years ended March.31 ,
Net deferred tax assets ... ¥38,088 ¥23 644 $468,887 2011 and 2010 were severance and retirement benefit expenses that comprised

The difference between the statutory tax rate and the effective tax rate was not
required to be disclosed for the year ended March 31, 2010 since the difference
was less than 5 percent of the statutory tax rate.

For the year ended March 31, 2011, the difference between the statutory tax rate
and the effective tax rate was as follows:

2011

Statutory tax rate ........ccovvveviiiiiececeee e 40.4%
Increase (decrease) in taxes resulting from: ..........c.ccccoveveneen.

Permanently nontaxable dividends received ............c.......... (10.1)

Permanently nondeductible eXpenses ...........ccoevvevevvevenne. 0.8

Valuation allowanCe ..........ccoovevviriiiieiieiieeeeeee s 2.1

Per capita inhabitants taxes .. 1.5

Other .o 0.2
Effective iIncome tax rate ..........ccoovveviviviiiiiiceecc, 34.9%
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the following:

Thousands of
Millions of Yen U.S. Dollars
2011 2010 2011
Service costs - benefits earned
during the year ..........ccooevevene. ¥1,756 ¥1,733 $21,118
Interest cost on projected benefit
obligation .........ccocovvveiiiiiiiinnn, 901 888 10,835
Expected return on plan assets ..... (158) (903) (1,900)
Amortization of prior service cost .. (296) (296) (3,559)
Amortization of net actuarial 10ss ... 1,624 1,825 19,530
Severance and retirement benefit
BXPENSES oo ¥3,827 ¥3,247 $46,025

The discount rate used by the Bank at March 31, 2011 and 2010 was 2.0%. The
rates of expected return on plan assets used by the Bank at March 31, 2011 and
2010 were as follows:

2011 2010
Non-contributory pension plan 5.026% 5.148%
Cash balance pension plan 0.000% 4.416%
Employee retirement benefit trust 2.222% 2.486%




The estimated amount of all retirement benefits to be paid at future retirement
dates is allocated equally to each service year using the estimated total number
of service years. Actuarial gains and losses are recognized in expenses using the
straight-line method over ten years, which is within the average of the estimated
remaining service years, commencing with the following period. Prior service
costs of cash balance pension plans are recognized in expenses using the
straight-line method over ten years, which is within the average of the estimated
remaining service years, commencing with the period when they arise.

14. Derivative Transactions
Derivative transactions at March 31, 2011 and 2010 were as follows:

(1) Derivatives transactions to which hedge accounting is not applied

Regarding derivatives transactions to which hedge accounting is not applied, the
contract amount or corresponding principal amount stipulated by the contract, fair
value, recognized gains (losses) and calculation method for the relevant fair value
by each type of transaction as of the consolidated balance sheet date are set
forth in the tables below. The actual contract amounts do not indicate market risk
for the derivative transactions themselves.

Interest Rate Derivatives:

Millions of Yen
2011
Recognized
Contract Fair Gains
Type Amount Over 1 Year Value (Losses)
Over-the-counter
transactions
Interest rate swaps
Pay fixed/
receive floating ...... ¥9,493 ¥9,493 ¥(298) ¥(298)
Pay floating/
receive fixed .......... 9,493 9,493 374 374
Total oo ¥ 76 ¥ 76
Thousands of U.S. Dollars
2011
Recognized
Contract Fair Gains
Type Amount Over 1 Year Value (Losses)
Over-the-counter
transactions
Interest rate swaps
Pay fixed/
receive floating ...... $114167 $114167  $(3,583)  $(3,583)
Pay floating/
receive fixed .......... 114167 114,167 4,497 4,497
Total coooveviiece $ 914 $ 914

Millions of Yen
2010
Recognized
Contract Fair Gains
Type Amount Over 1 Year Value (Losses)
Over-the-counter
transactions
Interest rate swaps
Pay fixed/
receive floating ...... ¥9,859 ¥9,547 ¥(270) ¥(270)
Pay floating/
receive fixed 9,859 9,547 359 359
Total oo, ¥ 89 ¥ 89

Notes: 1. The above transactions were stated at fair value, and gains or losses
were recognized in the consolidated statements of income.
2. Fair values were determined based on the discounted value of future
cash flows and other factors.

Currency Derivatives:

Millions of Yen
2011
Recognized
Contract Fair Gains
Type Amount Over 1 Year Value (Losses)
Over-the-counter
transactions
Currency swaps ............. ¥443,011  ¥376,718 ¥ 140 ¥ 140
Forward foreign exchange
Sold v 105,721 124 (1,936) (1,936)
Bought ....cocviiin, 17,548 124 (62) (62)
Currency options
SOl v 151,964 105,899 15,746 (2,478)
Bought .....coovviinn. 151,964 105,899 13,736 3,179
NDF
SOl v 239 136 25 25
Bought ....ccovvvie, 223 127 (10) (10)
Total .o, ¥27,641 ¥(1,140)
Thousands of U.S. Dollars
2011
Recognized
Contract Fair Gains
Type Amount Over 1 Year Value (Losses)
Over-the-counter
transactions
CUrrency swaps ............. $5,327,853 $4,530,583 $ 1,683 $ 1,683
Forward foreign exchange
SOl v 1,271,449 1,491 (23,283) (23,283)
Bought ....ccooviiien, 211,040 1,491 (745) (745)
Currency options
SOId v 1,827,588 1,273,589 189,368 (29,801)
Bought ....ccoovvie, 1,827,588 1,273,589 165,195 38,232
NDF
SO v 2,874 1,635 300 300
Bought ....ccoovvvie, 2,681 1,627 (120) (120)
Total o, $332,423  $(13,710)
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Millions of Yen
2010
Recognized
Contract Fair Gains
Type Amount Over 1 Year Value (Losses)
Over-the-counter
transactions
Currency swaps ............. ¥390,315 ¥295229 ¥ 429 ¥ 429
Forward foreign exchange
SO v 86,065 1,758 (1,416) (1,416)
Bought ....cocvoiiie, 11,752 1,780 41) 41)
Currency options
SOld v 182,899 131,929 14,134 58
Bought ....cocvoiii, 182,899 131,929 14,081 2,358
NDF
SOl v 71 24 2 2
Bought ......ccovevvnn, 68 23 6 6
Total o, ¥27,191 ¥1,392

Notes: 1. The above transactions were stated at fair value, and gains or losses
were recognized in the consolidated statements of income.
2. Fair values were determined based on the discounted value of future
cash flows and other factors.

Bond Related Derivatives

Millions of Yen
2011
Recognized
Contract Fair Gains
Type Amount Over 1 Year Value (Losses)
Financial products exchange
transactions
Bond futures
Sold .o ¥1,399 ¥— ¥1,395 ¥4
Thousands of U.S. Dollars
2011
Recognized
Contract Fair Gains
Type Amount Over 1 Year Value (Losses)
Financial products exchange
transactions
Bond futures
SOld o $16,825 $— $16,776 $48

There were no bonds related derivatives outstanding at March 31, 2010.
Note: The above transactions are stated at fair value, and gains are recognized
in the consolidated statements of income.

Credit Derivatives:
There were no credit derivatives outstanding at March 31, 2011

Millions of Yen
2010
Recognized
Contract Fair Gains

Type Amount Over 1 Year Value (Losses)
Over-the-counter

transactions

Credit default swaps sold .. ¥2,000 ¥— ¥(53) ¥(53)

Note: The above transactions were stated fair value, and the gains or losses
were recognized in the consolidated statements of income.
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(2) Derivatives transactions to which hedge accounting is applied

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

Interest Rate Derivatives:

Millions of Yen
2011
Contract Fair
Type Hedged Item Amount Over 1 Year Value

The deferral method of
hedge accounting
Interest rate swaps

Pay fixed/ Loans and bills
receive floating ... discounted  ¥168,777 ¥143,204  ¥(5,094)
Cap v 50 — —
Total oo, ¥(5,094)
Thousands of U.S. Dollars
2011
Contract Fair
Type Hedged Item Amount Over 1 Year Value
The deferral method of
hedge accounting
Interest rate swaps
Pay fixed/ Loans and bills
receive floating ... discounted $2,029,789$1,722,236  $(61,262)
Cap v 601 — —
Total o, $(61,262)
Millions of Yen
2010
Contract Fair
Type Hedged Item Amount Over 1 Year Value
The deferral method of
hedge accounting
Interest rate swaps
Pay fixed/ Loans and hills
receive floating ... discounted  ¥190,873 ¥165,293  ¥(4,518)
150 150 0
¥(4,518)

Notes: 1. The above transactions were applied the deferral method of hedge
accounting in accordance with the method stipulated in the “Accounting
and Auditing Treatment of Accounting Standards for Financial
Instruments in Banking Industry” (JICPA Industry Audit Committee
Report No. 24).

2. Fair values were determined based on the discounted value of future
cash flows and other factors.



Currency Derivatives:

Millions of Yen
2011
Contract Fair
Type Hedged Item Amount Qver 1 Year Value
The deferral method of
hedge accounting
Fund related swaps ...... Due from
overseas
branches ¥480 ¥— ¥(8)
Thousands of U.S. Dollars
2011
Contract Fair
Type Hedged Item Amount Qver 1 Year Value
The deferral method of
hedge accounting
Fund related swaps ...... Due from
overseas
branches $5,772 $— $(96)
Millions of Yen
2010
Contract Fair
Type Hedged Item Amount Over 1 Year Value
The deferral method of
hedge accounting
Fund related swaps ...... Foreign currency
monetary assets
and other ¥10,009 ¥— ¥(236)

Notes: 1. The deferral method of hedge accounting was applied for the above
transactions in accordance with the method stipulated in the
“Accounting and Auditing Concerning Accounting for Foreign Currency
Transactions in Banking Industry” (JICPA Industry Audit Committee
Report No. 25).

2. Fair values were determined based on the discounted value of future
cash flows and other factors.

15. Acceptances and Guarantees (Contingent Liabilities)

All contingent liabilities arising in compliance with customers’ needs in foreign
trade and other transactions are included in “Acceptances and guarantees.”As a
contra account, “Customers’ liabilities for acceptances and guarantees” is shown
on the assets side, representing the Bank’s contingent claim of right to indemnity
from customers.

16. Lease Transactions
Information about finance leases at March 31, 2011 and 2010 was as follows:

As lessee:
(a) Pro forma information about finance leases which commenced prior to April 1,
2008 and do not transfer ownership of the leases assets to the lessee is set forth
in the tables below.

These finance lease transactions are accounted for as operating lease
transactions.

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Acquisition COSt ........cveveveeinnn, ¥537 ¥1,038 $6,458
Accumulated depreciation . 535 970 6,434
Net book Value ............c.ccccoveren.n ¥ 2 Y 68 $ 24

Obligations under finance leases:

Due within one year ................ ¥ 2 ¥ 65 $ 24
Due after one year ................... — 3 —
Total ..o, ¥ 2 ¥ 68 $ 24

Lease payments under the above leases for the years ended March 31,2011 and
2010 were ¥65 million ($781 thousand) and ¥160 million, respectively.

(b) Obligations under operating leases which were not cancellable at March 31,
2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Due within one year .............c....... ¥ 45 ¥ 45 $ 541
Due after one year 296 329 3,559
Total .....covenn, ¥342 ¥374 $4,113

17. Comprehensive Income

For the year ended March 31, 2010

Other comprehensive income for the year ended March 31, 2010 consisted of
the following:

Millions of Yen

Other comprehensive income:
Net unrealized gains on other SECUrties ..........ccovvvvvrinen. ¥41,258
Net deferred gains on hedging instruments ...........cocoeeee. 454
Total other comprenensive iNCOME ..........c.cccovevveevveciierienenna ¥41,712

Comprehensive income for the year ended March 31, 2010 consisted of the
following:

Millions of Yen

Comprehensive income attributable to:
Owners 0f the Parent .........ccccocevvvveviiiiceccc ¥51,858
Minority INEIESES .......ovvvveviiiciceccec e 621
Comprenensive iNCOME ...........ccoceevevereeiereriiceiereeeenerennn, ¥52,479

18. Financial Instruments

1. Information about Status of Financial Instruments

(a) Policies for using financial instruments
The Group is engaged in financial services, primarily the banking business.
The Group’s core business of banking is mainly financing through deposit
taking operations and investing funds through its loan and securities
investment operations.

The Bank engages in derivative transactions principally to stabilize its earnings
by hedging the risk of future fluctuations in interest and exchange rates related to
assets and liabilities held by the Bank as well as the risk of fluctuation in the
market prices of bonds, stocks and other investment instruments held. In addition,
the Bank provides hedging services to customers in accordance with their needs.
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(b)

30

Details of financial instruments used and the exposure to risk and how
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 hills discounted, loans on hills, 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 a change in interest
rates.

Among other financial assets, the Bank holds securities, trading account
securities and other debt purchased, which mainly comprise Japanese stocks
and bonds and foreign bonds and trust certificates. The purposes of these
instruments include holding to maturity, and investment and business
development. As financial assets, they are subject to various types of risk. These
include the credit risk of the issuer and interest rate risk, which is the risk that
the value of 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, they are
subject to the risk that the Bank 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
notably lower than usual (“liquidity risk”). Note that interest rate, price fluctuation
and exchange rate risk are collectively known as “market risk.”

The Bank also holds financial liabilities in the form of deposits and negotiable
certificates of deposit, which are chiefly deposits held in yen or foreign currency
by corporations, local public bodies, local public corporation and individuals in
Japan. These deposits are categorized into current deposits, ordinary deposits,
saving deposits, deposits at notice, time deposits, installment savings accounts,
installment time deposits, deposits for tax payment, nonresident yen deposits,
foreign currency deposits and deposits for offshore accounts. The deposits are
subject to interest rate risk as well as the risk of loss arising from the Bank
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 Bank’s deposits and its investment
portfolio of loans and securities or an unexpected run on the Bank’s deposits
(“funding risk”).

Derivative transactions include interest rate-related transactions (swaps,
swaptions and caps), currency-related transactions (swaps, options, forward
exchange contracts and non-deliverable forwards), bond-related transactions
(futures, options, stock futures and stock options) and credit derivative
transactions (credit default swaps). The Bank engages in derivative transactions
principally to stabilize its eamnings by hedging the risk of future fluctuations in
interest or exchange rates related to assets or liabilities held by the Bank as well
as the market prices of bonds, stocks and other investment instruments held.

The Bank also provides hedging services to customers in accordance with
their needs. Although the Bank 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.

Of the above mentioned derivative transactions, those transactions used for
hedging purposes are carried out in accordance with the hedging policies
(reduction of interest risk, etc.) stipulated in the Bank’s internal operating
regulations and include such derivative transactions as interest swaps for loans
and currency swaps for foreign currency denominated securities and deposits. In
evaluating the effectiveness of hedges, the Bank uses the method of grouping
together the loans and interest swaps used for market value hedges by the
specific term (remaining) of the positions to determine performance. In some
cases, the Bank also assesses effectiveness of market value hedging
instruments on an individual basis. The Bank uses currency swaps and other
methods to hedge exchange rate risks and evaluates the effectiveness of the
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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.

(c) Policies and processes for managing the risk

1) Credit Risk Management
Credit risk refers to loss incurred when the value of assets (including off-
balance-sheet assets) decline or become worthless due to changes in the
financial status of those to whom credit is provided.

The Bank’s basic credit risk management policy is to, within the scope of
its management capabilities, ensure that the Bank carries out transactions
that can secure a return while appropriately managing the credit risks of
the diverse transactions of each of its divisions and business sections using
credit risk assessment and management methods that suit the special
characteristics of each transaction in order to maintain a sound asset
structure. The Bank carries out its credit risk management based on its
Credit Risk Management Standards and various detailed management
methods provided for in the Bank'’s operating regulations.

Based on this framework, the Credit Rating Center and Credit
Supervision Department manage the risk of the individual loans of the
operational divisions (branches and loan sales departments at the
headquarters). The Risk Management Department, which is completely
independent of the Credit Rating Center, Credit Supervision Department and
the operational divisions, is responsible for managing overall credit risk. The
Bank has also established an auditing system for credit risk, appointing a
Credit Screening Supervisor in the Audit & Inspection Department who
bears the responsibility for conducting internal audits for credit risk.

Specifically, credit risk management entails determining the overall
condition of the customer’s business through credit ratings, assessment,
and other methods. This information is utilized to carry out credit screening
for individual loans, administer the loans after they have been extended and
determine write-offs and reserves. From the perspective of loan portfolio
management, the Bank strives to strengthen control of credit risk and its
ability to earn stable income by monitoring the loan balance composition
and degree of credit risk and cost adjusted income, etc. In addition, risk
managers verify that the calculated degree of credit risk is within the credit
risk limits set under the credit risk management plan, conduct stress tests
to assess the Bank’s degree of capital adequacy and report results regularly
to the Board of Directors and other management bodies.

Credit concentration risk is managed by setting credit limits by debtor,
industry and country. The status of the credit concentration risk is reported
to the Board of Directors and other management bodies on a regular basis.
In addition, Large Account Credit Committee was established as a
systematic measure to strengthen the credit control over large accounts.

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 Bank’s basic risk management policy for market risk is to determine
and analyze risk from the point of view of both present value and net
interest income asset movements, as well as assessing the risk from
various angles, using stress tests and other methods. The Bank carries out
its market risk management based on its Market Risk Management
Standards, which stipulate the framework and systems for market risk
management and various detailed management methods provided for in
the Bank’s operating regulations.



The structure for market risk management is divided into the business
operations division (front office) and the administrative division (back office).
We have also established a risk management division (middle office).
Together, these serve as reciprocal restraints.

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. These 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, VaR analysis and other means to ensure stable
profits over the medium- to long-term. We have 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 for the entire bank, including lending and
deposit services, is carried out by analyzing risk from multiple aspects,
such as the calculation of interest rate risk. The ALM Committee discusses
the overall management of assets and liabilities and evaluates management
and lending policies each month.

Quantitative Information about Market Risk

(Financial instruments to which quantitative analysis on market risk is
applied for the purpose of risk management)

The Bank measures market risk volume using Value at Risk (VaR) and
monitors, analyzes, evaluates and controls risks from various aspects,
implementing limit controls and stress tests.

As assumptions, the Bank adopts variance-covariance model assuming
that fluctuations of prices and interest rates will follow a normal distribution
and uses a five years observation period, 99.9% confidence interval, 125
business day holding period for banking business and 10 business day
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, and interest rate risk is
measured for debt securities, deposits and loans, considering the
correlation(*) between price fluctuation risk and interest rate risk.

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

Market risk volume as of March 31, 2011 is as follows:

Thousands of
Millions of Yen U.S. Dollars

Market risk VOIUME ...c.ovveviiiicieecicce ¥108,589  $1,305,941
Banking business..........

108,458 1,304,365
(Price fluctuation risk) .. (88,323)  (1,062,212)

(Interest rate risk) ............ (48,450) (582,681)

(Considering correlation) ...... .. (28,315) (340,529)

Trading aCtivitieS.......cccevveevreieiiicce e 131 1,575

The Bank conducts back testing which compares VaR and profit and loss
on a regular basis to verify the effectiveness of its measurement of market

risk. Profit or loss expected at the time the measurement of VaR is fixed is
used for comparison. As a result of back testing, the Bank judges 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 the historical market fluctuations, certain risk beyond the
assumptions may not be fully captured. Accordingly, a complementary
system is established by different stress tests and others considerations.

(Financial instruments to which quantitative analysis on market risk is not
applied for the purpose of risk management)

The Bank does not apply market risk measurement to certain off-balance-
sheet transactions since the effect would be immaterial.

3) Liquidity Risk Management

Liquidity risk refers to the risk of incurring losses (hereafter, “fund
procurement risks”) when it becomes difficult to secure the requisite funds
or when funds at a much higher than normal interest rate becomes
necessary due to a mismatch between the timing of use and procurement
or an unexpected outflow of funds or to 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 Bank recognizes fund procurement as an important management
issue and its basic fund procurement risk policy is to ensure a stable supply
of funds. The Bank’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 to pay careful attention to market liquidity.
The Bank carries out its fund procurement risk and market liquidity risk
management based on its Market Liquidity Risk Management Standards,
which stipulate the framework and systems for fund procurement risk and
market liquidity risk management.

Funds procurement risk management is subject to strict management
controls, which are is divided between the funds procurement management
division, which procures funds, and the funds procurement risk
management division, which monitors the status of the procurement of
those funds. The funds procurement management division carefully
monitors the daily status of funds procurement for market and other
operations and works to limit the risk involved in the procurement of funds.
The funds procurement risk management division determines the
management policies for the risk of procuring funds, such as policies on
holding highly liquid assets and setting limits on procurement from the
market. Therefore, the funds procurement risk management division
monitors developments to ensure there are no problems with the status of
funds procurement in the funds procurement management division.

Deposits comprise the vast majority of the Bank’s funds and the
procurement of funds through deposits is stable. However, we are working to
diversify the Bank’s means of procurement to prepare for unforeseen
circumstances by being able to procure funds from the market utilizing
marketable securities held by the Bank.

(d) Supplemental information on fair values
Fair values of financial instruments include the values based on market prices
and the values calculated by estimates when the financial instruments do not
have market prices. Since certain assumptions are adopted and other factors
considered when calculating such values, they may differ when adopting
different assumptions and 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, 2011 and 2010. Non-listed equity securities
and other instruments for which the fair value was extremely difficult to determine are excluded from the table below (see Note 2).

Millions of Yen
2011
Carrying Amount Fair Value Difference
Assets
(1) Trading @CCOUNT SECUIMLIES .....viviviviiesisiietete ettt ettt ¥ 3,948 ¥ 3,948 ¥ —
(2) MIONBY TTUSES ...ttt ettt bbbttt e bbbttt b et et e et et et re s 21,890 21,890 —
(3) Securities
BondS NEIA t0 MATUIMLY ©....vviiiiccc s 21,731 23,008 1,277
AVaIIADIE-TOr-SAIE SECUMEIES ..v.v.vvvvvveeesireieieieeiss sttt 2,503,252 2,503,252 —
(4) Loans and bills discounted 3,318,275
Reserve for possibIE 10aN T0SSES (1) ... (98,467)
3,219,808 3,280,944 61,135
TOTAI@SSES ..t ¥5,770,631 ¥5,833,044 ¥62,413
Liabilities
(1) DBPOSIES ...ttt ¥5,219,948 ¥5,222,262 ¥ 2,313
(2) Negotiable CErtificates Of ABPOSIE .........vverereiiee e 155,744 155,762 18
TOTAI ADIHES ...t ¥5,375,692 ¥5,378,025 ¥ 2,332
Derivative transactions (*2)
Derivative transactions not qualifying for Nedge aCCOUNtING ..o ¥ 3771) ¥ (3,771) Y —
Derivative transactions qualifying for hedge accounting ..........cccccvvveveiiiiiiiiiiieceee e (5,102 (5,102) —
Total derivative TranSaCHIONS ..........ccoiiiiiiiiit e ¥ (8,873 ¥ (8,873 ¥ —

Thousands of U.S. Dollars

2011
Carrying Amount Fair Value Difference
Assets
(1) Trading ACCOUNT SECUMHES ..v.vvvvvieirie ettt $ 47,480 $ 47,480 $ —
(2) MIONBY TTUSES ...ttt bbbttt 263,259 263,259 —
(3) Securities
BONAS NEId 10 MATUMILY ... 261,346 276,704 15,357
AValADIE-TOr-SAIE SECUMTIES .....vivviviitiriitet ettt ettt ettt 30,105,255 30,105,255 —
(4) Loans and Dills QISCOUNTEA ...........viviririeiiiiiiiet ettt 39,907,095
Reserve for possible 10aN 10SSES (1) ......vcviiiiciiiie e (1,184,209)
38,722,886 39,458,135 735,237
TOI SSELS ..t $69,400,252 $70,150,859 $750,607
Liabilities
(1) DBPOSIES ..t $62,777,486 $62,805,315 $ 27,817
(2) Negotiable Certificates Of AEPOSIE .........vviiiiieee e 1,873,048 1,873,265 216
TOLAI HADIITHIES ... $64,650,535 $64,678,592 $ 28,045
Derivative transactions (*2)
Derivative transactions not qualifying for hedge accounting ..........cc.ccceveviereriieeierieeeie e $  (45,351) $  (45,351) $ —
Derivative transactions qualifying for Nedge aCCOUNTING .......o.vviviviiririiiiiiii e (61,358) (61,358) —
Total derivative tranSACHONS ..........cv.iiuiiiiiiiiee s $ (106,710) $ (106,710) $ —
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Millions of Yen

2010
Carrying Amount Fair Value Difference
Assets
(1) Trading ACCOUNE SECUMEIES ..v.vvveveeeeeeerererereres sttt ¥ 4,098 ¥ 4,098 ¥ —
(2) Money trusts 21,182 21,182 —
(3) Securities
BONAS NEIA T0 MATUMLY ©.ovevivicecice ettt ettt a e 22,253 23,710 1,457
AVAlADIE-TOr-SAIE SECUMTIES .....viveviiieeiree ettt ettt ettt ere e 2,324,999 2,324,999 —
(4) Loans and Dills QISCOUNTEA ..........cviviviririireiiiciieiee ettt 3,339,708 — —
Reserve for possible 10aN 10SSES (F1) .....vvcviiiiireiici et (77,463) — —
3,262,245 3,319,497 57,252
TOMAI ASSELS ..vvvieviirieeietct ettt ettt ettt ¥5,634,777 ¥5,693,486 ¥58,709
Liabilities
(1) DBPOSIES ...ttt ¥5,163,819 ¥5,168,148 ¥ 4,329
(2) Negotiable Certificates Of AEPOSIE .........iiirireieceee e 121,699 121,751 52
TOTAI HIADIHES ..ot ¥5,285,518 ¥5,289,899 ¥ 4,381
Derivative transactions (*2)
Derivative transactions not qualifying for hedge aCCOUNTING .......cccovviiiiiiiiiicee s ¥ (1,040 ¥ (1,040) ¥ —
Derivative transactions qualifying for Nedge aCCOUNtING ....o.vvvvivrvrirririririi e (4,753) (4,753) —
Total derivative tranSaCHIONS ..........o.iiiiiiririrr s ¥ (5,793 ¥ (5,793 ¥ —

[tems that did not have a material impact on the consolidated balance sheets are omitted.

(*1) Included are the general reserve for possible loan losses and the specific reserve for possible loan losses.
(*2) The net claims and obligations on derivative transactions were shown on a net basis, with obligations shown on a net basis being indicated by parentheses.

(Note 1) Calculation method for fair value of financial
instruments

Assets

(1) Trading Account Securities
The fair values of bonds and other securities being held for the purpose of
trading are determined using published reference prices (yields) or
comparative exchange values based on published reference prices (yields).

(2) Money Trusts
As to securities managed as trust assets in a directed money trust for separate
investment with the management of securities as its primary purpose, the fair
values of stocks are based on the prices on financial products exchanges and
those of bonds are based on the prices on financial products exchanges or
prices announced by the corresponding financial institutions. The notes to
Money Trusts based on holding purpose are stated in Note 4, “Money Trusts.”

(3) Securities
The fair values of stocks are based on the prices on financial products
exchanges and those of bonds are based on published reference prices (yields),
comparative exchange values based on published reference prices (yields) or
prices (yields) announced by the corresponding financial institutions. The fair
values of investment trusts are based on the disclosed net asset value.

The fair values of private placement bonds with direct bank guarantees are
determined by discounting the total future cash flows by the risk free rate plus
a premium based on the credit risk spread rate of individual in-house rating
categories.

Classification of securities according to the purpose for which they are held
are described are stated in Note 3, “Securities.”

(Additional Information)

The fair values of floating-rate Japanese government bonds, according to our
determination that current market prices cannot be deemed as the fair value,
are based on the carrying amounts at March 31, 2011 and 2010. As a result,
Japanese government bonds included in securities at March 31, 2011 and
2010 were ¥3,108 million ($37,378 thousand) and ¥5,384 million more,
respectively, unrealized gains on available-for-sale securities at March 31,
2011 and 2010 were ¥1,852 million ($22,273 thousand) and ¥3,199 million
more, respectively, and deferred tax assets at March 31, 2011 and 2010 were
¥1,255 million ($15,093 thousand) and ¥2,175 million less, respectively, than
the amounts that would have been reported using market prices. There was no
effect on profit or loss.

In deriving the reasonably calculated price, the Bank discounted the cash
flows estimated from yields of Japanese government bonds and zero-floor
option prices based on the Black-Scholes model, using discounted rates
determined by yields of Japanese government bonds. The price decision
variables included the yield of Japanese government bonds and the volatilities
of interest rate swaptions.

(4) Loans and Bills Discounted

Since the terms of loans on bills, bills discounted and overdrafts on loans and
bills discounted are short, fair value of these items approximate book value.
Therefore, we deem the fair value to be the book value.

The fair values for loans on deeds are 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 next interest rate
change date.
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In addition, as to claims against bankrupt obligors, substantially bankrupt
obligors and intensive control obligors, since the estimated amount of bad
debts is calculated based on the estimated amounts that would be able to 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.

Liabilities

(1) Deposits and (2) Negotiable Certificates of Deposit

For demand deposits including current deposits and ordinary deposits, we deem the
fair value to be the payment amounts required on the consolidated balance sheet
date (i.e., book values). In addition, we calculate the fair values of fixed deposits,
installment savings accounts and others and negotiable certificates of deposits by
grouping their deposits based on their future cash flows and discounting them to
present value using the interest rate on new deposits at March 31, 2010.

Derivative Transactions

Derivative transactions, including interest rate related transactions (swaps,
swaptions and caps), currency related transactions (swaps, options, forward
exchange contracts and non-derivative forwards), bond related transactions
(futures, options and stock index futures), credit derivative transactions (credit
default swaps) and others are based on the prices on financial products
exchanges, discounted value of future cash flows, option pricing models,
announced by correspondent financial institutions and others.

(Note 2) Financial instruments whose fair values are deemed
to be extremely difficult to determine are indicated below and
are not included in “Assets - (3) Securities” in the fair value
information on financial instruments in the tables above.

Category Carrying Amount
Thousands of
Millions of Yen U.S. Dollars
2011 2010 2011
(1) Unlisted equity securities
1 (2 ¥5,419 ¥5,732 $ 65,171
(2) Investments in partnerships (*3) 3,568 4,007 42,910
(3) Foreign stocks in foreign
currency (*1) 0 1 0
(4) Warrants (1) 0 0 0
Total ¥8,988 ¥9,740 $108,093

(*1) We do not treat (1), (3) and (4) as subject to disclosure of fair value because there are
no market prices and the fair value is deemed extremely difficult to determine.

(*2) Impairment losses on unlisted stocks were recognized in the amount of ¥332 million
($3,992 thousand) and ¥104 million for the fiscal years ended March 31, 2011 and
2010, respectively.

(*3) Of the investments in partnerships, we do not treat those whose assets consist of
unlisted stocks and other financial instruments for which the fair value is extremely
difficult to determine as being subject to disclosure of fair value.

(Note 3) Maturities of monetary assets and securities with contractual maturities subsequent to the balance sheet date

Millions of Yen
2011
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than 10
Within 1 year within 3 years within 5 years within 7 years within 10 years years

Securities
Bonds held to maturity .........ccccoevviviiiiiiiicieeccece ¥ — ¥ — ¥ 15,016 ¥ — ¥ 6,714 ¥ —
Japanese government DONds ..........ooecviiiiiieiiiieinn — — 4,842 — 6,714 —
Japanese municipal bonds ..........ccccoveveiiiiieece — — 8,177 — — —
Corporate BoNdS ........ccccviicviiiiciee e — — 1,997 — — —
Available-for-sale securities with maturities .........c..cccecvevennne 267,174 611,841 580,266 349,677 497,976 51,721
Japanese government bonds ...........occcoeeviiiiiiiiieienn 70,063 191,554 196,150 130,656 232,881 9,251
Japanese municipal DoNds ..........cccoveeiiiiiieiieen 19,094 132,810 135,697 150,062 214,423 2,801
Corporate BoNdS .........ccccovvveviiiiiceicee e 125,160 170,457 158,690 50,412 35,014 6,466
OHNET e 52,856 117,018 89,728 18,546 15,657 33,201
Loans and bills discounted (*) .......cccoovvveiiiriiiiiecc e 1,149,917 732,794 407,063 203,422 190,574 443,243
TOMAL o ¥1,417,091 ¥1,344,635 ¥1,002,346 ¥553,100 ¥695,265 ¥494,965
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Thousands of U.S. Dollars

2011
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than 10
Within 1 year within 3 years within 5 years within 7 years within 10 years years

Securities
Bonds held to Maturity ...........ccocovvvieevieieiesicceeeeees e $ — 3 — $ 180589 § — $ 80745 § —
Japanese government bonds ...........ccoeveiiiiiiiieican — — 58,232 — 80,745 —
Japanese municipal Donds ...........cccceeiiiiiiice e — — 98,340 — — —
Corporate BONAS ..........cvcviiiieiiccieceeee e — — 24,016 — — —
Available-for-sale securities with maturities ..............cccceevvi. 3,213,156 7,358,280 6,978,544 4,205,375 5,988,887 622,020
Japanese government DoNds ..........ccoveeieiiiieiiiiine 842,609 2,303,716 2,358,989 1,571,328 2,800,733 111,256
Japanese municipal bonds ..... 229,633 1,597,233 1,631,954 1,804,714 2,578,749 33,686
Corporate bonds ................. 1,505,231 2,049,993 1,908,478 606,277 421,094 77,763
Other .o 635,670 1,407,312 1,079,110 223,042 188,298 399,290
Loans and bills diSCOUNEd () .vovvvvriiiiiieeesss 13,829,428 8,812,916 4,895,526 2,446,446 2,291,930 5,330,643
TOMAL 1o $17,042,585 $16,171,196  $12,054,672 $6,651,834 $8,361,575 $5,952,675

(*) Loans due from bankrupt borrowers, virtually bankrupt borrowers and likely to become bankrupt borrowers in the amount of ¥147,188 million ($1,770,150 thousand) and loans without
contract due dates in the amount of ¥44,070 million ($530,006 thousand) are not included in the above table.

Millions of Yen
2010
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than 10
Within 1 year within 3 years within 5 years within 7 years within 10 years years

Securities

Bonds held to maturity .........ccccoevviiiiiciccee e ¥ — ¥ — ¥ 10,765 ¥ 4811 ¥ 6,678 ¥ —

Available-for-sale securities with maturities ..............cccoceeenne 298,961 664,013 583,781 207,256 348,631 51,306
Loans and bills disCOUNtEd (%) ©..vovvviieieiiiieee e 1,194,677 742,074 407,322 205,985 201,784 441,550
TOTAL v ¥1,493,638 ¥1,406,087 ¥1,001,868 ¥418,052 ¥557,093 ¥49?2 856

(*) Loans due from bankrupt borrowers, virtually bankrupt borrowers and likely to become bankrupt borrowers in the amount of ¥106,544 million and loans without contract due dates in the
amount of ¥39,772 million are not included in the above table.

(Note 4) Repayment schedule of deposits and negotiable certificates of deposit subsequent to the balance sheet date

Millions of Yen

2011

More than 1 year

More than 3 years

More than 5 years

More than 7 years

More than 10

Within 1 year within 3 years within 5 years within 7 years within 10 years years
DEPOSIES () vvvvvveveveieieisieieie s ¥4,749,143 ¥415,822 ¥54,983 ¥— ¥— ¥—
Negotiable certificates of deposit ...........ccovvvvvviiiriiieiiiieicen 154,653 1,091 — — — —
¥4,903,796 ¥416,913 ¥54,983 ¥— ¥— ¥—

Thousands of U.S. Dollars
2011
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than 10

Within 1 year within 3 years within 5 years within 7 years within 10 years years
DEPOSIES (%) .rvvvvevrvevoeviseissesssessssssssss s $57,115,369  $5,000,865 $661,250 $— $— $—
Negotiable certificates of dEPOSIt .........ccoovvvvviriiieiis 1,859,927 13,120 — — — —
TOTAL 1. $58,975,297 $5,013,986 $661,250 $— $— $—

Millions of Yen
2010
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than 10

Within 1 year within 3 years within 5 years within 7 years within 10 years years
DEPOSIES () v ¥4,535,437 ¥558,686 ¥69,697 ¥— ¥— ¥—
Negotiable certificates of deposit .. 121,436 262 — — — —
TOMAL oo ¥4,656,873 ¥558,948 ¥69,697 ¥— ¥— ¥—

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

For the years ended March 31,2011 and 2010

(Additional Information)

Effective April 1, 2010, the Bank adopted “Accounting Standard for Disclosures
about Segments of an Enterprise and Related Information” (Accounting Standards
Board of Japan (“ASBJ”)Statement No. 17, issued on March 27, 2009) and
“Guidance on Accounting Standard for Disclosures about Segments of an
Enterprise and Related Information” (ASBJ Guidance No. 20, issued on March 21,
2008).

1. Description of reportable segments

The Group’s reportable segments are components of the Group about 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” (the Bank), “Leasing” (Chugin Lease) and “Securities” (Chugin
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, and the “Securities” business is
provides brokerage services for financial instruments.

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

The accounting policies of each reportable segment are consistent to those
disclosed in Note 2, “Significant Accounting Policies.”

3. Information about ordinary income, profit or loss, assets, liabilities and other items is as follows:

Millions of Yen
2011
Reportable segment
Banking Leasing Securities Total Other Total

Ordinary income:

External CUSTOMENS .......vcviviviiiieiciicce e ¥ 119,108 ¥13,003 ¥1805 ¥ 133,917 ¥ 1,903 ¥ 135820

INtErsegmeENnt iNCOME .....vvvviviiicieie e 937 367 350 1,655 2,718 4,373
TOMAL Lot ¥ 120,045 ¥13,370 ¥2156 ¥ 135,572 ¥ 4621 ¥ 140,194
SEgMENE PIOfIt .viviiiciccee e 5,569 575 301 6,446 1,578 8,025
SEIMENT ASSELS ...t 6,187,746 31,261 4,370 6,223,377 20,409 6,243,787
Segment TADIITIES .......coooviviiiiieceice s 5,817,987 19,972 1,419 5,839,380 12,734 5,852,114
Other items:

DEPreCiation ........c.ccciviiiiiiecciee e 3,388 90 17 3,497 20 3,518

[NTEIESTINCOME ... 85,252 22 11 85,286 266 85,552

INTErESt EXPENSE ..veviviviviiciii e 8,472 271 9 8,754 6 8,760

Thousands of U.S. Dollars
2011
Reportable segment
Banking Leasing Securities Total Other Total

Ordinary income:

External customers ...... $ 1,432,447 $156,380 $21,707 $ 1,610,547 $ 22886 $ 1,633,433

Intersegment income ... 11,268 4,413 4,209 19,903 32,687 52,591
Total .....ccovevene $ 1,443,716 $160,793 $25,929 $ 1,630,450 $ 55,574 $ 1,686,037
Segment profit .. 66,975 6,915 3,619 77,522 18,977 96,512
Segment assets ... 74,416,668 375,959 52,555 74,845,183 245,447 75,090,643
Segment TaDIlITIES ........ccoviviiiiieccc e 69,969,777 240,192 17,065 70,227,059 153,144 70,380,204
Other items:

DEPIECIALION ..viviiieieiee e 40,745 1,082 204 42,056 240 42,309

INTErEStINCOME ..o 1,025,279 264 132 1,025,688 3,199 1,028,887

INTErESt EXPENSE ..v.vvivieiicicic e 101,888 3,259 108 105,279 72 105,351
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Millions of yen

2010
Reportable segment
Banking Leasing Securities Total Other Total

Ordinary income:

External CUSTOMErS .....coiiiiiei ¥ 119,236 ¥13,542 ¥ 300 ¥ 133,078 ¥ 1995 ¥ 135,073

INtErsegment INCOME .....cvecviiiiiiiiicce e 296 351 238 885 2,583 3,468
TOTAL 1o ¥ 119,632 ¥13,893 ¥ 538 ¥ 133,963 ¥ 4578 ¥ 138,541
SEIMENT PIOfIt oo 16,251 832 19 17,102 1,016 18,118
SEOYMENT ASSES ....vvvvviiiie e 6,029,935 34,518 2,449 6,066,902 20,183 6,087,085
Segment IADIITHES ... ...vovvieccees s 5,647,455 23,501 1,028 5,671,984 13,396 5,685,380
Other items:

DEPrECIALION ©....vviviviivciec e 3,772 144 7 3,923 20 3,943

INTEIESE INCOME .....viviciiicci et 88,263 23 7 88,293 335 88,628

INTErESt BXPENSE ...vivivvireiieiiecteee e 10,968 320 7 11,295 18 11,313

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 or ordinary profit is calculated by deducting non-recurring items from total income or income before income taxes and minority interests.
2. “Other” is business segments which are not included in the reportable segments and includes credit guarantee, credit card, consignment of office work,
investment management and advisory services under the Financial Instruments and Exchange Act.

4. Reconciliations between the total amount of reportable
segments and the corresponding amounts in the consolidated
financial statements

(1) A reconciliation of the total amount of ordinary income of reportable segments

(3) A reconciliation of the total amount of segment assets to total assets in the
accompanying consolidated balance sheets

Thousands of

to ordi } Millions of yen U.S. Dollars
0 Ordinary Income Segment assets 2011 2010 2011
Thousands of Total amount of reportable ¥6,223377 ¥6,066902 $74,845,183
Millions of yen U.S. Dollars SEIVILCIII I
Ordinary income 2011 2010 2011 Segment assets of “Other” ............ 20,409 20,183 245,447
Total amount of reportable Elimination of intersegment
SOMENS. oo ¥135572  ¥133,963  $1,630,450 transactions ... (17,360) (16,523) (208,779)
Ordinary income of “Other” ........... 4,621 4,578 55,574 Ellmlnatltl{z Cif Zhargslén . (5,429) (3,930) (65,291)
Amortization of negative goodwil .. 453 437 5,447 consolidated subsidiaries ........
Adjustmems to Carrying amounts ASSEES oo ¥6,220,997  ¥6,066,632 $74|81 6,560
Of SBCUItIES ......ovvvvivcie, (336) (175) (4,040)
Elimination of intersegment (4) A reconciliation of the total amount of segment liabilities to total liabilities in
transactions ...........ccoccvevnrenan. (4,036) (3,294) (48,538) the accompanying consolidated balance sheets
Ordinary incOMe ........ccceevevvnanen. ¥136,273 ¥135,509  $1,638,881

Note: “Ordinary income” is presented for local reporting purposes and can be
calculated by deducting non-recurring items from “Total income” in the
accompanying consolidated statements of income.

(2) A reconciliation of the total amount of segment profit of the reportable
segments to ordinary profit

Thousands of
Millions of yen U.S. Dollars
Segment profit 2011 2010 2011
Total amount of reportable ¥6,446 V17.102 $77,522
SEIMENLS ..
Segment profit of “Other” ............. 1,578 1,016 18,977
Amortization of negative goodwill .. 453 437 5,447
Adjustments to carrying amounts
Of SECUNMEIES ..o (336) (175) (4,040)
Elimination of intersegment
fransactions .. g IIIIIIIIIIIIIIIIIIII (22) (4) (264)
Ordinary profit .........ccccoevveernnnn. ¥8,119 ¥18,356 $97,642

Thousands of
Millions of yen U.S. Dollars
Segment liabilities 2011 2010 2011
Total amount of reportable ¥5,839,380 ¥5671084 $70,227,059
SEYMENTS oo
Segment liabilities of “Other” ........ 12,734 13,396 153,144
Neganve_ gqqdwnl recognized 644 1,007 7,745
as aliability ..........ccoevvviiiiinnan
E||rtn|nat|0nlof intersegment (17,207) (16,360) (206,939)
ransactions
Liabilities ..o, ¥5,835,551 ¥5,670,117 $70,181,010
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(5) A reconciliation of the total amount of other items to the corresponding
accounts in the accompanying consolidated financial statements

Related Information:
Information about services

Millions of Yen
2011
Total amount of Consolidated
reportable financial

Other items segments Other Adjustments  statements
Depreciation ..........ccccovevees ¥ 3,497 ¥ 20 ¥117 ¥ 3,635
Interest income .................. 85,286 266 (157) 85,395
Interest expenses .............. 8,754 6 (147) 8,613

Thousands of U.S. Dollars

2011
Total amount of Consolidated
reportable financial
Other items segments Other Adjustments  statements
Depreciation ............ccce...... $ 42,056 $ 240  $1,407 $ 43,716
Interest income ....... 1,025,688 3,199 (1,888) 1,026,999
Interest expenses 105,279 72 (1,767) 103,583
Millions of Yen
2010
Total amount of Consolidated
reportable financial
Other items segments Other Adjustments  statements
Depreciation ..........cccooveveien ¥ 3,923 ¥ 20 ¥172 ¥ 4115
Interest income ... 88,293 335 (209) 88,419
Interest expenses 11,295 18 (199 11,114

Note: Adjustments of depreciation are related to lease assets transferred
between affiliates and adjustments of interest income and interest expense
are related to intersegment transactions.

Information about impairment loss on fixed assets by reportable segment

Millions of Yen
2011
Securities
Lending investment Service Other Total
Ordinary income
from external
customers ........ ¥55,476  ¥40,245 ¥17,207 ¥22,891 ¥135,820
Thousands of U.S. Dollars
2011
Securities
Lending investment Service Other Total

Ordinary income
from external
customers $667,179 $484,004 $206,939 $275,297 $1,633,433

Notes: 1. Ordinary income is presented in place of net sales of non-financial
industries.
2. Amortization of negative goodwill is excluded.

Millions of Yen
2011
Reportable segment
Banking Leasing Securities Total Other Total
IMPAIMMENT I0SS ....viviviiiece e ¥325 ¥— ¥6 ¥331 ¥— ¥331
Thousands of U.S. Dollars
2011
Reportable segment
Banking Leasing Securities Total Other Total
[MPAIMENT I0SS ..o $3,908 $— $72 $3,980 $— $3,980
Information about amortization of goodwill and unamortized balance
Millions of Yen
2011
Reportable segment
Banking Leasing Securities Total Other Total
Amortization for the Year ...........ccccovveeviiiiiiiiiceee e ¥— ¥(266) ¥ (66) ¥(332) ¥(120) ¥(453)
UNamortized DalANCE ..........vvve.eeeeoeeeeeeeeeeeeeeeeeceeeeeeeeeeee e — (301) 215) (516) (127) (644)
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Thousands of U.S. Dollars

2011
Reportable segment
Banking Leasing Securities Total Other Total
Amortization for the YBar ..........cccoveierieieerieieeeeeee e $— $(3,199) $ (793 $(3,992) $(1,443) $(5,447)
Unamortized DAlaNCE ..........ccoovviveviiiiiicii e — (3,619 (2,585) (6,205) (1,527) (7,745)

Notes: 1. ( ) denotes negative goodwill.
2. “Other” is business segments which are not included in the reportable segments and includes credit guarantee, credit card, consignment of office work,
investment management and advisory services under the Financial Instruments and Exchange Act.

For the year ended March 31, 2010
Segment information for the year ended March 31, 2010 under the previous accounting standard was as follows:

(a) Segment information by type of business

Millions of Yen
2010
Securities Elimination and
Banking Leasing Securities investment Total Corporate Consolidated

Ordinary income
External CUSTOMErS ...ovvveicireceeee ¥ 121,650 ¥13,542 ¥ 300 ¥ 17 ¥ 135,509 ¥ — ¥ 135,509
INTErSEgMENT ...vviviiicieec e 216 351 63 61 691 (691) —
121,866 13,893 363 78 136,200 (691) 135,509
Ordinary EXPENSES ....covvveieiiieieeeiieeee s 104,200 13,062 519 59 117,840 (686) 117,154
Ordinary profit (loss) ¥ 17,666 ¥ 831 ¥ (156) ¥ 19 ¥ 18,360 ¥ (5) ¥ 18,355
ASSELS .o ¥6,046,068 ¥34,477 ¥2,449 ¥577  ¥6,083,571 ¥(16,939)  ¥6,066,632
DEPreciation .....cvcveveeieviiieceeeee e 3,964 144 7 0 4,115 — 4,115
Loss on impairment of fixed asSets ............ccocovvaen. 273 — 16 — 289 — 289
Capital expenditure ............cccoevvvveeiiiciiircccien, 3,337 72 39 — 3,448 — 3,448
Note: Ordinary income is calculated by deducting non-recurring items from total income. Ordinary expenses are calculated by deducting non-recurring items from total

expenses.

(b) Segment information by location

Segment information by location was not disclosed because the Bank and its
consolidated subsidiaries’ recurring income and assets in Japan were each more
than 90% of the total consolidated recurring income and the total assets.

(c) Recurring income from international operations
Recurring income from international operations was not disclosed since it was
less than 10% of the consolidated recurring income.

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

Under the Law, legal earnings reserve and additional paid-in capital can be
used to eliminate or reduce a deficit or 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.
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The movement of outstanding shares and cash dividends during the years ended March 31, 2011 and 2010 was as follows:

(a) Number of outstanding shares and treasury stock
For the year ended March 31, 2011

(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 ..o 233,272 — 2,000 231,272 Note 1
Treasury stock:
COMMON STOCK ..o 2,052 1,040 2,004 1,088 Note 2

Notes: 1. The decrease in common stock (2,000 thousand shares) was due to a cancellation of common stock implemented on November 30, 2010.
2. The increase in treasury stock (1,040 thousand shares) was due to purchases of 1,000 thousand shares pursuant to the resolution made at the Board of
Directors’ meeting held on October 22, 2010 and due to purchases of 40 thousand shares of less than one unit. In addition, the decrease in treasury stock
(2,004 thousand shares) was due to the cancellation of 2,000 thousand shares implemented on November 30, 2010 and sales of 4 thousand shares of less
than one unit.

For the year ended March 31, 2010

(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 ..o 233,272 — — 233,272
Treasury stock:
COMMON STOCK ..o 2,017 55 19 2,053 Note

Note: The increase in treasury stock was due to the acquisition of shares of less than one unit and shares in a newly consolidated subsidiary. In addition, the decrease in
treasury stock was due to sales of shares of the Bank by a subsidiary and sales of shares of less than one unit.

(b) Dividends paid to the shareholders during the year:
For the year ended March 31, 2011

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

Jun. 25,2010  General meeting of shareholders ~ Common stock ¥1,387 million ¥6.00  March 31,2010 Jun. 28,2010
($16,680 thousand) ($0.072)

Nov. 12,2010  Board of Directors Common stock ¥1,502 million ¥6.50 Sep. 30,2010  Dec. 10,2010
($18,063 thousand) ($0.078)

For the year ended March 31, 2010

Date of resolution Resolution by Type of shares Aggregate amount Amount per share Date of record Effective date
Jun. 24,2009  General meeting of shareholders ~ Common stock ¥1,619 million ¥7.00  March 31,2009 Jun. 25,2009
Nov. 13,2009  Board of Directors Common stock ¥1,387 million ¥6.00 Sep.30,2009  Dec. 10,2009

Dividends applicable to the year ended March 31, 2011 but 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. 24,2011 General meeting of shareholders ~ Common stock ¥1,496 million ¥6.50  March 31,2011 Jun. 27,2011
($17,991 thousand) ($0.078)

(Above cash dividends are distributed from retained earnings.)
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21. 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

24, Stock Options
On August 2, 2010, the Bank granted stock options (2010 Stock Options) to its
directors pursuant to the resolution made at the Board of Directors’ meeting held
on June 25, 2010.

Stock-based compensation expenses were ¥64 million ($769 thousand) and
¥49 million for the fiscal years ended March 31, 2011 and 2010, respectively.

Millions of yen U.S. Dollars
Cash and due from banks ... ¥119§;];; v 07,230713 $1,441 ’2:;(1) The stock options outstanding as of March 31, 2011 were as follows:
Due from banks, excluding the Number of
Bank of Japan ------------------------- (451474) (1 9'841) (546,891) Stock Persons options (Note 1)

Cash and cash equivalents ¥ 74,415 ¥ 87,537 $ 894,948 Options granted granted Date of grant  Exercise period (Note 2)

2009 15 directors 54,700 Jul. 31,2009 From Aug. 1, 2009
22. Significant Non-cash Transactions Stock Options to Jul. 31,2039
Assets and liabilities recognized from finance lease transactions during the year 2010 15 directors 68,100 Aug.2,2010 From Aug. 3,2010
ended March 31, 2011 were ¥4,093 million ($49,224 thousand), respectively. Stock Options to Aug. 2, 2040

23. Breakdown of Assets and Liabilities of Companies that
Became Newly Gonsolidated Subsidiary Due to a Share
Acquisition

Major breakdown of assets and liabilities of a newly consolidated subsidiary
through acquisition of shares during the year ended March 31, 2010 is as
follows:

Tsuyama Securities Co., Ltd. (“Tsuyama”) As of June 1, 2009

Millions of Yen

ASSELS oo ¥2,723

(1,198)
Negative gooaWill ...........ccoveiririiiiicce e (278)
MINOTTY INEETESES ..vvvvvvrie e (212)
SUDTOTAL . 1,035
Shares held prior to acquisition of control ................cccevevvei.n. (76)
Acquisition cost of shares of Tsuyama ............c.cccovvvninnnnn 959
Cash held by TSUYaMA ........cc.c.ceiiiiiiieiiicee e (16)
Expenditures for acquisition of Tsuyama ...................cccov.v..o. 943

There was an expenditure of ¥159 million due to additional acquisition after
the start of consolidation.

Vesting conditions and applicable service periods have not been determined.
Notes: 1. Number of options is converted to number of shares.
2. Persons granted stock options can exercise stock subscription rights
within 10 days after retirement.

The stock option activity was as follows:

2009 Stock Options 2010 Stock Options
For the year ended March 31, 2011 Shares Shares
Non-vested:

March 31, 2010 — Qutstanding ......... 54,700 —
Granted — 68,100
Forfeited .
Vested ..o — —

March 31, 2011 — Outstanding ......... 68,100

Vested:

March 31, 2010 — Outstanding ......... — —
Vested ..o — —
EXErcised .....ccooovviiiiiiiiein — —
Forfeited ....ooovvvviveiiiicicc — —

March 31, 2011 — Qutstanding ......... — —

2009 Stock Options
For the year ended March 31, 2010 Shares
Non-vested:

March 31, 2009 — Qutstanding ......... —
Granted ....
Forfeited .. .
VeSted ..o —

March 31, 2010 — Outstanding .........

Vested:

March 31, 2009 — Outstanding ......... —
VESted ..o —
EXErcised .....ccoovvveiviiviiiiei —
Forfeited ....oovvvvvivveiieiciee —

March 31, 2010 — Outstanding ......... —
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Price information for 2009 and 2010 stock options is as follows:

2009 Stock Options 2010 Stock Options

(Yen)
EXErcise price ........ccccovveveviviviciiinna, ¥ 1 ¥ 1
Average share price at time of exercise .. — —
Fair appraisal price at date of grant ........ ¥1,197 935
2009 Stock Options 2010 Stock Options
(U.S. dollars)
EXEICISE PrICE .ovvvvvviiiiiieicciieeia $ 0.01 $ 0.01
Average share price at time of exercise .. — —
Fair appraisal price at date of grant ........ 14.39 11.24

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

The assumptions and methods used to estimate the fair value of 2009 and 2010
stock options were as follows:

2009 Stock Options 2010 Stock Options

Volatility of stock prices (Note 1) 25.33% 25.02%
Estimated remaining outstanding 6 years and 6 years and

period (Note 2) 8 months 1 month
Estimated dividend (Note 3) ¥12 per share ¥13 per share
Interest rate with risk free (Note 4) 0.92% 0.50%

Notes: 1. The volatility of stock prices is computed based on the actual stock
prices during the period (November 2002 through July 2009 for 2009
stock options and June 2004 through August 2010 for 2010 stock
options) corresponding to the estimated remaining outstanding period.

2. The remaining outstanding period is estimated based on historical data.

3. The expected dividend for the year ended March 31, 2010 and 2011,
respectively.

4. The yield on Japanese government bonds corresponding to the
estimated remaining outstanding period.

Method for estimating the number of stock options

The Bank adopted a method to reflect only the actual forfeited number of stock
options since it is difficult to estimate the number to be forfeited in future on a
reasonable basis.
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To the Board of Directors of The Chugoku Bank, Limited:

Independent Auditors' Report

We have audited the accompanying consolidated balance sheets of The Chugoku Bank,
Limited (the “Bank™) and its consolidated subsidiaries as of March 31, 2011 and 2010, the
related consolidated statements of income and comprehensive income for the year ended
March 31, 2011, statement of income for the year ended March 31, 2010, and statements of
changes in net assets and cash flows for each of the years then ended expressed in Japanese

yen. These consolidated financial statements are the responsibility of the Bank’s management.

Our responsibility is to independently express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of The Chugoku Bank, Limited and its consolidated
subsidiaries as of March 31, 2011 and 2010, and the results of their operations and their cash
flows for the years then ended, in conformity with accounting principles generally accepted in
Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect
to the year ended March 31, 2011 are presented solely for convenience. Our audit also
included the translation of yen amounts into U.S. dollar amounts and, in our opinion, such
translation has been made on the basis described in Note 1 of the Notes to the Consolidated
Financial Statements.

Koitg /,1257& LLC

Okayama, Japan
June 24, 2011

KPMG AZSA LLC, a limited liability audit corporation incorporated under
the Japanese Certified Public Accountants Law and a member firm of the
KPMG network of independent member firms affiliated with KPMG
International Cooperative {“KPMG International”), a Swiss entity.
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Non-Consolidated Financial Statements
Non-Consolidated Balance Sheets

The Chugoku Bank, Limited
March 31,2011 and 2010

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2011 2010 2011

ASSETS:
Cash and due frOM DANKS ........c.eirieiir ettt ettt ettt e ettt ¥ 119,667 ¥ 106,366 $ 1,439,170
Call 10ans ........ccovvvvveiririninnns . 61,333 90,978 737,618
Other debt purchased (Note 6) .................... . 32,718 40,204 393,481
Trading account SECUritieS (NOLES 3 @NT 7) +..voviviiiiiiiiiiiii s 3,948 4,098 47,480
MONBY TTUSES ..ot 20,000 20,000 240,529
Securities (Notes 4 and 7) . 2,526,175 2,347,058 30,380,938
Loans and bills discounted (NOTES 5 N0 B) .....voviviiiiiiiiiiiii s 3,323,478 3,345,961 39,969,669
FOMBIGN BXCNANGE ..ttt bbb 31,434 5,864 378,039
Other assets (Note 7) 56,894 49,309 684,233
Tangible fixed @SSELS (NOTE 8) .....viviriiiiiiiiiicec et 46,127 43,536 554,744
Intangible fixed aSSELS (NOTE 9) ....vviviriiieiiecce bbb 151 155 1,815
Deferred tax assets (Note 10) 35,762 20,979 430,090
Customers’ liabilities for acceptances and guarantees (NOtE 13) ....vvvviiiiiiisisi e 25,110 27,651 301,984
Reserve for POSSIDIE 108N T0SSES .........viiiiiiiiiiisi e (95,055) (72,725) (1,143,174)

TOTAI @SSES ..ot ¥6,187,746 ¥6,029,934 $74,416,668
LIABILITIES AND NET ASSETS:
Liabilities:
DEPOSIES (NOLES 7 AN TT) 1.rviiiieieeee ettt ¥5,380,828 ¥5,288,178 $64,712,303
Call MONEY (NOLE 7) ..ttt 115,065 69,614 1,383,824
Payables under securities lending transactions (NOTE 7) ........vvivviiiieiieesseeees e 172,045 160,765 2,069,092
Borrowed money (NOTES 7 AN 12) ...ovivvviiiiiir ittt 40,030 12,700 481,419
FOTBIGN EXCNANGE ... vivivieiictiit ettt ettt ettt ettt 77 51 926
OB ADINTIES ..ttt 67,402 71,631 810,607
Liability for employees’ severance and retirement DENEIS ... 14,389 14,592 173,048
Accrued employees’ bonuses 1,508 1,658 18,135
Reserve for reimbursement of BPOSITS ........ceiiiviiiiiiccee et 1,373 483 16,512
ReServe for POINT PrOGrAM .....o.cviiiiiiiiii ettt 156 132 1,876
Acceptances and guarantees (Note 13) 25,110 27,651 301,984

TOTAI TADITIES ...ttt ¥5,817,987 ¥5,647,455 $69,969,777
Net assets (Note 15):
Shareholders’ equity

COMIMON STOCK ...ttt ettt bbbttt 15,149 15,149 182,188

CaDITAI SUMDIUS ...ttt bbbt 6,286 6,287 75,598

RELAINEA BAMINGS ©...ivviviitii ettt ettt bbb e ettt e bt e b ene e 335,419 337,744 4,033,902

LeSS TreasUry STOCK, 1 COSE ......viviiiiiiiiieiietetce ettt (1,427) (3,061) (17,161)
Accumulated other comprehensive income:

Unrealized gains on securities, net of taxes ............... 17,253 29,006 207,492

Unrealized losses on hedging derivatives, net of taxes . (3,036) (2,695) (36,512)
SUBSCHPLION FGNES T0 SNATES ......vviviicc e 113 49 1,358
TOTAI NET ASSES ...ttt 369,758 382,479 4,446,879
Total aDIlItIES AN NEBTASSELS ... ..vivveiciieece ettt ettt ettt ¥6,187,746 ¥6,029,934 $74,416,668

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

The Chugoku Bank, Limited
For the Years Ended March 31, 2011 and 2010

Thousands of
U.S. Dollars
Millions of Yen (Note 1)
2011 2010 2011
Income:
Interest and dividends on:
L0ANS AN GISCOUNTS .....viveiiiiiciieietce ettt ettt ettt s bbbttt ¥ 55,395 ¥ 59,997 $ 666,205
SEOUMHIES vtttk 29,060 26,639 349,488
N8I ettt 796 1,627 9,573
FEES ANd COMMIUSSIONS .....veivivete ettt ettt ettt ettt et et et et et e et es et et e et e e eteeasea 17,912 17,447 215,417
Other operating income:
Gains on sales and redemptions of other securities and trading account SECUMLIES ........coovvvvvviieiiiniiniines 7,559 7,927 90,907
FOrEIgN EXCANGE GAINS ...vvieii e — 1,095 —_
DB vttt 691 343 8,310
Other income:
Gains 0N SalES Of BAUILY SECUMEIES ...vcviviiiiiirieiitet ettt 3,609 3,073 43,403
GAINS ON MONBY TTUSTS ..vvitieii ittt bbbt 7 61 84
Gains 0N diSP0SalS OF fIXEA ASSELS .....vviviriiiciitit e 29 119 348
ONBI vttt bbbttt 5,039 1,350 60,601
TOTAIINCOME ..ottt 120,101 119,678 1,444,389
Expenses:
Interest on:
DIBPOSIES ..ot 5,283 8,224 63,535
Borrowing 35 29 420
INTEFESE FALE SWADS ...ttt ettt bbbttt 2,049 1,713 24,642
GRUTITIONEY .. bbbttt 563 344 6,770
OFNBI vttt 540 658 6,494
FEES AN COMMISSIONS ...tttk bbbttt 3,900 3,819 46,903
Other operating expenses:
Losses on sales and redemptions of bonds and trading account SECUNIES ...........cccoveveviiviivireiciiiciccce 3,960 5,599 47,624
FOrEIgN EXCANGE I0SSES .....ovvivivieieiteiece ettt 787 — 9,464
General and adminiSIrative BXPENSES ......c.iviviveiiriiieicti ettt ettt 59,209 57,907 712,074
Other expenses:
Losses on sales and Write-0ffS OF SNATES ........ccoiiiiiiiiiiciii e 5,484 8,234 65,953
LOSSES 0N MONEY TTUSES ..vevieieiititit ettt bbbt bbbt 239 75 2,874
Provision for POSSIDIE 108N 10SSES ..........viiiririiiiieee e 29,754 14,353 357,835
WIIEE-0S O I0ANS .....viviiiictiit ettt 15 174 180
L0SS€es 0N diSp0SalS Of fIXEA ASSETS ......cviviiiiiieiiiet ettt 256 226 3,078
Losses on impairment of fixed assets (Note 8) 325 273 3,908
ONBI ettt 2,658 2,152 31,966
TOTAI BXDENSES ...ttt ettt 115,064 103,780 1,383,812
[NCOME DETOIE INCOME TAXES ...tttk bbbttt 5,036 15,898 60,565
Income taxes (Note 10):
Current 8,331 9,178 100,192
Deferred (6,495) (2,680) (78,111)
1,836 6,498 22,080
[T TS ¥ 3,199 ¥ 9,400 $ 38,472
U.S. Dollars
Yen (Note 1)
2011 2010 2011
Per share of common stock:
BASIC NBLINCOME ...ttt ¥ 13.86 ¥ 40.65 $ 0.16
DilUTEA NELINCOME ..ttt ettt ettt ettt ettt re et e aris 13.85 40.64 0.16
Cash dividends applicable t0 the year (NOTE 15) ....c.coiiiiiiiiiciccc e 13.00 12.00 0.15

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

The Chugoku Bank, Limited
For the Years Ended March 31, 2011 and 2010

Millions of Yen

Common Reta?ned Treasury Total
stock earnings stock
Balance at March 31,2009 ........cccccocovvvivivivrnrnnnn. ¥15,149 ¥6,287  ¥331,353 ¥(3,019) ¥334,576
NELINCOME .o — — 9,400 — 9,400
Cash dividends .........c.ccceevvivreeiiiiiicci — — (3,007) — (3,007)
Purchases of treasury StocK ...........c.cccoevevevnnn — — — (53) (53)
Disposals of treasury Stock ..........cccocvvvrrrinnnn, — — () 1 9
Net changes in items other than
shareholders’ equity .......ccccoovvvvieiieriiiiinnns — — — — 41,554
Net changes during the year .............ccocccevevivenann — — 6,391 (42) 47,903
Balance at March 31,2010 .......cooovvvviivieinn, ¥15,149 ¥6,287  ¥337,744 ¥(3,061) ¥382,479
NELINCOME . — — 3,199 — 3,199
Cash dividends ...........ccocevvvivveeiiiiiiiii, — — (2,890) — (2,890)
Purchases of treasury StocK .............cccocoevrnnnn — — — (1,005) (1,005)
Disposals of treasury StocK ..........cccccovvrininnn — — 1) 6 4
Cancellation of treasury StocK ............ccccoevvenen. — — (2,633) 2,633 —
Net changes in items other than
shareholders’ equty ........ccoovvviiiiiiinnnns — — — — (12,029)
Net changes during the year .............ccccccevevvenan, — — (2,325) 1,633 (12,720)
Balance at March 31,2011 ..o ¥15,149 ¥6,286  ¥335,419 ¥(1,427) ¥369,758
See accompanying Notes to Non-Consolidated Financial Statements.
Thousands of U.S. Dollars (Note 1)
e ot T
Balance at March 31,2010 ....cccccovvvvevivivivivinennn, $182,188 $75,610 $4,061,864 $(36,812) $4,599,867
NELINCOME .o — — 38,472 — 38,472
Cash dividends .........c.ccovvererieeieinsieees — — (34,756) — (34,756)
Purchases of treasury Stock ...........cccccccviinan. — — — (12,086) (12,086)
Disposals of treasury StocK ........c.cccccovrrrrinnnn, — — (12) 72 48
Cancellation of treasury Stock .............c.ccccv.i.. — — (31,665) 31,665 —
Net changes in items other than
shareholders’ equity .......ccccoovvvvveviieriiiienn — — — — (144,666)
Net changes during the year ..o — — (27,961) 19,639 (152,976)
Balance at March 31, 20171 ..o $182,188 $75,598  $4,033,902 $(17,161) $4,446,879

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

The Chugoku Bank, Limited

1. Basis of Presenting Non-Consolidated Financial Statements
The accompanying Non-consolidated financial statements of The Chugoku Bank,
Limited (the “Bank”) have been prepared in accordance with the provisions set
forth in the Japanese Financial Instruments and Exchange Law, 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.

The accompanying non-consolidated financial statements have been
reformatted and translated into English with some expanded descriptions from
the non-consolidated financial statements of the Bank 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
non-consolidated financial statements is not presented in the accompanying non-
consolidated financial statements.

As permitted by the Financial Instruments and Exchange Law, amounts of less
than one million yen have been rounded down in the financial statements at
March 31, 2011 and for the year then ended, while amounts in the financial
statements at March 31, 2010 and for the year then ended were rounded off (up
or down to the nearest million). As a result, the totals shown in the accompanying
non-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 U.S. dollars amounts were
included solely for the convenience of readers outside Japan, using the prevailing
exchange rate at March 31, 2011, which was ¥83.15 to U.S. $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 U.S.
dollars at this or any other rate of exchange.

2. Significant Accounting Policies

(a) Securities and Money Trusts

Trading account securities are stated at fair market value. 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.
Equity securities issued by subsidiaries are stated at moving average cost.
Available-for-sale securities with available fair market values are stated at fair
market 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 moving average
cost.

Other Securities for which the fair value is extremely difficult to determine are
stated at moving average cost.

The fair values of floating-rate Japanese government bonds, according to our
determination that current market prices cannot be deemed as the fair value, are
based on the carrying amounts at March 31, 2011 and 2010. As a result,
Japanese government bonds included in securities at March 31, 2011 and 2010
were ¥3,108 million ($37,378 thousand) and ¥5,341 million more, respectively,
unrealized gains on available-for-sale securities at March 31, 2011 and 2010
were ¥1,852 million ($22,273 thousand) and ¥3,183 million more, respectively,
and deferred tax assets at March 31, 2011 and 2010 were ¥1,255 million
($15,093 thousand) and ¥2,158 million less, respectively, than the amounts that
would have been reported using market prices. There was no effect on profit or
loss.

In deriving the reasonably calculated price, the Bank discounted the cash flows
estimated from yields of Japanese government bonds and zero-floor option prices

based on the Black-Scholes model, using discounted rates determined by yields
of Japanese government bonds. The price decision variables included the yield of
Japanese government bonds and the volatilities of interest rate swaptions.

(b) Derivatives and Hedge Accounting

The Bank applies 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” (JICPA
Industry Audit Committee Report No. 24). The effectiveness of the hedges is
assessed for each identified group of hedged loans and the corresponding group
of hedging instruments, such as interest rate swaps, in the same maturity bucket.

The Bank applies the deferral 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 Audit Committee Report No.
25). 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 Bank 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.

(c) Tangible Fixed Assets

Tangible fixed assets are generally stated at cost less accumulated depreciation.
Depreciation is computed by the declining balance method over the estimated
useful life of the respective asset.

Estimated useful lives are mainly as follows:
Buildings......cocvoveveiiiiinnen, 410 40 years
Equipment.........c.ccooevivenn, 210 20 years

Lease assets with respect to finance leases that do not transfer ownership of
the lease assets and that 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.

(d) Intangible Fixed Assets
Intangible fixed assets are depreciated using the straight-line method.

(e) Accounting for Impairment of Fixed Assets

(Additional Information)

Prior to the year ended March 31, 2010, the Bank’s policy on grouping of “Losses
on impairment of fixed assets” of sales offices was to keep track of gains and
losses on an individual basis while grouping them together on a branch basis.
However, starting with fiscal 2010, in addition to the usual branch based
grouping, the Bank is reporting these figures on a group office (multiple office)
basis for branches included in the group sales system. This reclassification
clarifies the roles of the core sales office, which handles corporate accounts, and
the satellite branches, which handle most of the individual accounts, in regions
where the group sales system has been introduced.
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In addition, in promoting sales expansion in the region and taking the
opportunity provided by the completion of the set up of the group sales system in
April 2009, the Bank changed its grouping classification to the minimum units for
determining cash flow, group sales offices, to enable sales offices to complement
each other in the reallocation of staff to appropriate sales offices, the transfer of
customer accounts, and the conducting similar transactions.

() Foreign Currency Translation
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 Bank writes 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 that
is estimated to be recoverable due to the existence of security interests or
guarantees. For the 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 reserve for possible loan losses is provided based on the
Bank’s actual rate of loan losses in the past. 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.

An assessment and classification is conducted by each business department
and credit supervision department and is audited by the Risk Management
Department, an independent department. The reserve for possible loan losses is
provided based on such auditing results.

(h) Accrued Employees’ Bonuses

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

(i) Liability for Employees’ Severance and Retirement Benefits

The Bank provides an unfunded lump-sum payment plan, a funded non-
contributory pension plan and a cash balance pension plan to provide for
employees’ severance and retirement benefits. The Bank contributed some of its
marketable equity securities to an employees’ retirement benefit trust.

The Bank provides for employees’ severance and retirement benefits based on
the estimated amounts of projected benefit obligations and the fair value of plan
assets. Actuarial gains and losses are recognized as expenses using the straight-
line method over ten years, which is within the average of the estimated
remaining service years, commencing with the following period. Prior service
costs of the cash balance pension plan are recognized as expenses using the
straight-line method over ten years, which is within the average of the estimated
remaining service years, commencing with the period in which they arise.

(j) Reserve for Directors’ Retirement Benefits

(Additional Information)

The Bank decided to abolish the directors’ retirement benefits system at the
General Meeting of Shareholders held on June 24, 2009. The payment of
retirement benefits after the termination of the system based on the length of
service of relevant directors and corporate auditors will be made after the time of
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each relevant director’s or corporate auditor’s retirement. Until the complete
termination of the system, severance and retirement benefit payments to directors
and corporate auditors will be booked in accrued expenses and shown on the
balance sheet in other liabilities.

(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 Bank’s historical reimbursement ratio for
such accounts.

(Additional Information)

In previous years, accounts which had no activity for more than 10 years were
derecognized from liabilities. However, effective from the fiscal year ended March
31, 2011, accounts which have no activity for more than 5 years are
derecognized from liabilities. As a result of this change, income before income
taxes was ¥1,756 million ($21,118 thousand) more for the fiscal year ended
March 31, 2011 than the amount that would have been recorded without the
change.

() Reserve for Point Program

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

(m) Leases

As lessee:

Finance leases are capitalized to recognize leases assets and lease obligations in
the balance sheet. However, finance leases which commenced prior to April 1,
2008 and do not transfer ownership of the leased property to the lessee are
accounted for as operating lease transactions as permitted by the accounting
standard for lease transactions (ASBJ Statement No. 13).

(n) Asset Retirement Obligations

Effective April 1, 2010, the Bank adopted “Accounting Standards for Asset
Retirement Obligations” (Accounting Standards Board of Japan (“ASBJ”)
Statement No. 18, issued on March 31, 2008) and “Guidance on Accounting
Standards for Assets Retirement Obligations” (ASBJ Guidance No. 21, issued on
March 31, 2008). The change had no material impact on the non-consolidated
financial statements.

(0) 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 Bank consist of
corporation tax (national), inhabitant taxes (local) and enterprise taxes (local). The
statutory tax rate used for calculating deferred tax assets and liabilities at March
31,2011 and 2010 was 40.4%.

(p) 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 full exercise of the outstanding stock options at the
beginning of the year (or at the time of grant).



3. Trading Account Securities
Trading account securities at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Japanese government bonds ........ ¥2,872 ¥3,724 $34,539
Japanese municipal bonds ........... 1,075 374 12,928
Total oo ¥3,948 ¥4,098 $47,480

4. Securities
Securities at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Japanese government bonds ........ ¥ 832,047 ¥ 844,774 $10,006,578
Japanese municipal bonds ........... 662,915 457,785 7,972,519
Japanese corporate bonds ............ 548,198 567,951 6,592,880
Equity securities .........cceevveenennns 108,076 129,163 1,299,771
Other securities ... 374,937 347,385 4,509,164
Total oo ¥2526,175 ¥2,347,058 $30,380,938

The amounts of liabilities for guarantees on corporate bonds included in securities
issued by private placement (Article 2, Paragraph 3 of the Financial Instrument
and Exchange Law) at March 31, 2011 and 2010 were ¥24,307 million
($292,327 thousand) and ¥22,620 million, respectively.

5. Loans and Bills Discounted
Loans and hills discounted at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Bills discounted ..........ccccccveevnens ¥ 43495 ¥ 43062 $ 523,090
Loans on bills 168,166 178,995 2,022,441
Loans on deeds 2,654,850 2,637,808 31,928,442
Overdrafts .......cccceeevveviiiiiiinina, 456,966 486,096 5,495,682
Total c.ooveiviicccee ¥3,323,478 ¥3,345,961 $39,969,669

Loans and bills discounted at March 31, 2011 and 2010 included the following:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Loans to bankrupt customers ........ ¥ 66,347 ¥ 23034 $ 797,919
Loans past due six months or more .. 78,915 81,216 949,067
Loans past due three months or
more but less than six months .. 2,339 780 28,129
Restructured loans ....................... 6,769 7,395 81,407
Total oo ¥154,372 ¥112,425  $1,856,548

Loans to bankrupt customers are loans to customers undergoing bankruptcy or
similar proceedings or who are in a similar financial condition. Interest is not
being accrued on these loans as the principal and interest will eventually be
uncollectible. Loans past due six months or more are loans not included in the
above category or in restructured loans for which payments are past due six
months or more. Interest is not being accrued on these loans.

Loans past due three months or more are loans not included in the above
categories or in restructured loans for which payments are past due three months
or more.

Restructured loans are loans not included in the above categories for which
the Bank has granted concessions, such as reduced interest rates or the deferral
or waiver of interest or principal payments, in support of customers in financial
difficulties.

Bills discounted, such as commercial hills discounted and foreign exchanges
bought, are accounted for as financial transactions in accordance with the
“Treatment for Accounting and Auditing for the Application of the Accounting
Standard for Financial Instruments in Banking Industry” (Industry Audit Committee
Report No. 24), issued by the JICPA. The bank has the right to sell or pledge
commercial bills discounted and foreign exchange bought without restriction.

The total face amount of such instruments at March 31, 2011 and 2010 was
¥43,580 million ($524,113 thousand) and ¥43,222 million, respectively.

6. Commitment Lines
Commitment line agreements are loan agreements which oblige the Bank to lend
funds up to certain limits agreed to in advance. The Bank makes the loans upon
the request of an obligor to draw down funds under such agreements, as long as
there is no breach of the various terms and conditions stipulated in the relevant
agreement. The unused commitment balance relating to these agreements at
March 31, 2011 and 2010 amounted to ¥1,258,019 million ($15,129,512
thousand) and ¥1,303,495 million, respectively. Of these amounts, ¥1,203,208
million ($14,470,330 thousand) for 2011 and ¥1,260,364 million for 2010
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 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 which allow the Bank either to decline the
request for a loan drawdown or to reduce the agreed limit amount when there is
cause to do so, such as when there is a change in financial conditions or when it
is necessary to protect the Bank’s credit. The Bank takes various measures to
protect its credit, including having the obligor pledge collateral such as real estate
or securities when signing the loan agreement or confirming the obligor’s
financial condition at regular intervals in accordance with the Bank’s established
internal procedures.

7.Pledged Assets
Pledged assets at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
SECUMEIES .vvvvereeeeeereieei, ¥220,811 ¥168,450  $2,655,574
Other assets ......ccovvvvveiiiiiiiieiinnn, 81 80 974
Total o ¥220,892 ¥168,530  $2,656,548

Liabilities secured by the above were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
DEPOSIES ..o ¥ 34,147 ¥ 29912 $ 410,667
Call money 12,970 3,667 155,983
Payables under securities
lending transactions ................. 172,045 160,765 2,069,092
Borrowed money ..............c.c........ 28,000 — 336,740
Total oo ¥247,163 ¥194,344  $2,972,495
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At March 31, 2011, certain trading account securities in the aggregate amount of
¥40 million ($481 thousand) and certain other securities in the aggregate amount
of ¥293,436 million ($3,528,995 thousand) were pledged as collateral for
settlement of exchange at the Bank of Japan and for other purposes. Other
assets included guarantee deposits of ¥554 million ($6,662 thousand).

At March 31, 2010, certain trading account securities in the aggregate amount
of ¥45 million and certain other securities in the aggregate amount of ¥290,433
million were pledged as collateral for settlement of exchange at the Bank of
Japan and for other purposes. Other assets included guarantee deposits of ¥513
million.

8. Tangible Fixed Assets
Tangible fixed assets at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars

2011 2010 2011
Land oo, ¥20,579 ¥20,693 $247,492
BUldings ..cooovvviiiiieci, 16,276 17,198 195,742
Lease asSetS ......ccoovevieiiriiiiiinas 4,464 337 53,686
Construction in progress ............... 130 131 1,563
Other tangible fixed assets ........... 4,676 5177 56,235
Total ¥46,127 ¥43,536 $554,744

Accumulated depreciation at March 31, 2011 and 2010 was ¥72,115 million
($867,288 thousand) and ¥71,238 million, respectively.
The differences between the recoverable amount and the book value of the

assets which do not have identifiable cash flows, such as corporate headquarter’s
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.

For assets in which investments were not expected to be recovered, the Bank
reduced the carrying amount for branches, idle assets and assets to be disposed
of to the recoverable amount and recognized a corresponding loss of ¥325 million
($3,908 thousand) and ¥273 million as “Losses on impairment of fixed assets”
for the years ended March 31, 2011 and 2010, respectively.

The recoverable amount of branches, idle assets and assets to be disposed of
was the higher amounts of the net realizable value and the value in use. The net
realizable value was based on the appraisal value in accordance with the Real
Estate Appraisal Standard. The value in use was used to estimate the recoverable
amount, and future cash flow was discounted by 4%.

9. Intangible Fixed Assets
Intangible fixed assets at March 31, 2011 and 2010 were as follows:

Thousands of
Millions of Yen U.S. Dollars
2011 2010 2011
Other intangible fixed assets ......... ¥151 ¥155 $1,815

10. Deferred Tax Assets (Liabilities)
Significant components of deferred tax assets and liabilities at March 31, 2011
and 2010 were as follows:

assets below were recognized as “Losses on impairment of fixed assets” for the . Thousands of
Millions of Yen U.S. Dollars
years ended March 31, 2011 and 2010 as follows: 2011 5010 2011
(Millons of Yer) 2011 Deferred tax assots:
impainment Reserve for possible loan
Area Purpose of Use Type Loss [0SSES ..ovvvvveiiiiieiiiirein ¥28,813 ¥24,023 $346,518
Severance and retirement
Branches 4 branches | Land and ;
Okayama |dle assets 3 items buildings ¥ 9 ! ber}ems hIdI """""""""" 7,066 7,004 84,978
nrealized holding losses on
Other Eﬁ”;:sis ? ﬁ;:mes tﬁﬂglsgg 231 securies 6,635 4,522 79,795
Depreciation 5,667 6,067 68,153
(Thousands of U.S. Dollars) 2011 Deferred losses on hedges ....... 2,067 1,860 24,858
Impairment Losses on impairment of fixed
Area Purpose of Use Type Loss R R 1,064 — 12,796
Branches 4 branches | Land and Write-down of securities ........... 1,047 842 12,591
Okayama Idle assets 3 items buildings §1,118 Accrued employees’ bonuses ... 683 750 8,214
Other Branches 5 branches | Land and »778 Other .o 3,708 3,160 44,594
dle assets 1 item buildings ' Subtotal ... 56,754 48,318 682,549
Valuation allowance ................. (2,332) (2,237) (28,045)
(Millions of Yen) 2010 Total deferred tax assets .......... 54,421 46,081 654,491
Area Purpose of Use Type :_mpeurment .
088 Deferred tax liabilities:
Okayama Branches 2 pranches Lapdland v 94 Unrealiz(?('j holding gains on
Idle assets 2items buildings SECUMHES ovvvvrvrrrereres 18,107 23,913 217,763
Other Branches 4 branches | -@nd and 179 Prepaid pension cost ................ 272 805 3,271
buildings Reserve for advanced
depreciation of tangible fixed
Within the Bank, it is the Group office or branch that manages and determines ASSELS v 261 259 3,138
income and expenses, and it is the Group office or branch that is the smallest unit Deferred gains on hedges ........ 9 33 108
of an asset group for recognition and measurement of impairment loss. Fixed Other ..o, 8 92 96
Total deferred tax liabilities ....... 18,659 25,102 224,401
Net deferred tax assets ............... ¥35,762 ¥20,979 $430,090
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The difference between the statutory tax rate and the effective tax rate was not
required to be disclosed for the year ended March 31, 2010 since the difference
was less than 5 percent of the statutory tax rate.

For the year ended March 31, 2011, the difference between the statutory tax rate
and the effective tax rate was as follows:

2011
Statutory tax rate .........ccooeeviveveiiiiecce e 40.4%
Increase (decrease) in taxes resulting from:
Permanently nontaxable dividends received ....................... (10.1)
Permanently nondeductible eXpenses ...........cccovvvevieiinnas 0.8
Valuation allowanCe ..........coovvvveeennisseeeeee 3.0
Per capita inhabitant taxes ...........ccocovveviviviiiiceie 1.6
Other oo 0.8
Effective income tax rate 36.5%

11. Deposits
Deposits at March 31, 2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Current deposits ..........ccccevevvaan. ¥ 179,121 ¥ 181507 $ 2,154,191
Ordinary deposits ...........ccceevvnan. 2,600,528 2,541,599 31,275,141
Saving deposits ..........c.ccceevvenannn. 162,495 173,768 1,954,239
Deposits at Notice ........cccccveevnens 30,732 34,393 369,597
Time deposits ...cccvvvvveveriiiiiinn, 2,115,525 2,119,513 25,442,273
Installment time deposits .............. 6,010 6,597 72,279
Other deposits .........cccovvvririrannn 130,309 108,802 1,567,155
Subtotal ..o 5,224,724 5,166,179 62,834,924
Negotiable certificates of deposit... 156,104 121,999 1,877,378
Total oo ¥5,380,828 ¥5,288,178 $64,712,303

12. Borrowed Money
Borrowed money at March 31, 2011 and 2010 was as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Loans from banks and insurance
COMPANIES ..o ¥40,030 ¥12,700 $481,419

13. Acceptances and Guarantees (Contingent Liabilities)

All contingent liabilities arising in compliance with customers’ needs in foreign
trade and other transactions were included in “Acceptances and guarantees.” As
a contra account, “Customers’ liabilities for acceptances and guarantees” was
shown on the assets side, representing the Bank’s contingent claim of the right to
indemnity from customers.

14. Lease Transactions
Information about finance leases at March 31, 2011 and 2010 was as follows:

As lessee:

(@) Pro forma information about finance leases which commenced prior to April 1,
2008 and do not transfer ownership of the leases assets to the lessee is set forth
in the tables below. These finance lease transactions are accounted for as
operating lease transactions.

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Acquisition COSt ........ccevvvviiiiennan, ¥1,514 ¥2123 $18,208
Accumulated depreciation . 1,350 1,709 16,235
Net book valug ...........ccccoovrviinen, ¥ 163 ¥ 414 $ 1,960

Obligations under finance leases:

Due within one vyear ... ¥ 107 ¥ 250 $ 1,286
Due after one year ..... 56 164 673
Total v ¥ 163 ¥ 414 $ 1,960

Lease payments under the above leases for the years ended March 31, 2011 and
2010 were ¥249 million ($2,994 thousand) and ¥372 million, respectively.

(b) Obligations under operating leases which are not cancellable at March 31,
2011 and 2010 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2011 2010 2011
Due within one year ............c.c..... ¥ 31 ¥ 34 $ 372
Due after one year 295 329 3,547
TOtal oo ¥327 ¥363 $3,932

15. 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 where 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 eamnings
reserve must be set aside as additional paid-in capital or legal earnings reserve.
Legal earnings reserve was included in retained earmnings in the accompanying
non-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
be appropriated to a legal reserve until the total amount of legal earnings reserve
and additional paid-in capital equals the amount of the Bank’s stated capital.
Under the Law, legal earnings reserve and additional paid-in capital can be used
to eliminate or reduce a deficit or 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.
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The movements of outstanding shares and cash dividends during the years ended March 31, 2011 and 2010 were as follows:

(a) Number of outstanding shares and treasury stock
For the year ended March 31, 2011

(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
Treasury stock:
CommON SEOCK ...ovvevviicieeecceceeee 2,052 1,040 2,004 1,088 Note

Note: The increase in treasury stock (1,040 thousand shares) was due to purchases of 1,000 thousand shares pursuant to the resolution made at the Board of Directors’
meeting held on October 22, 2010 and purchases of 40 thousand shares less than one unit. In addition, the decrease in treasury stock (2,004 thousand shares)
was due to the cancellation of 2,000 thousand shares implemented on November 30, 2010 and sales of 4 thousand shares less than one unit.

For the year ended March 31, 2010
(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
Treasury stock:
CommON SEOCK ....ovvviviiiceececeeee 2,017 43 7 2,053 Note

Note: The increase in treasury stock was due to acquisition of shares of less than one unit and shares in a newly consolidated subsidiary. In addition, the decrease in
treasury stock was due to sales of shares of the Bank by a subsidiary and sales of shares of less than one unit.

16. Subsequent Events

Along with the full-scale start of the business expansion of Tsuyama Securities Co., Ltd., the Bank changed the subsidiary’s name to Chugin Securities Co., Ltd. and
increased its capital by ¥1,500 million on May 6, 2010.

52 THE CHUGOKU BANK, LIMITED



hcanac

To the Board of Directors of The Chugoku Bank, Limited:

Independent Auditors' Report

We have audited the accompanying non-consolidated balance sheets of The Chugoku Bank,
Limited (the “Bank”™) as of March 31, 2011 and 2010, and the related non-consolidated
statements of income and statements of changes in net assets for the years then ended
expressed in Japanese yen. These non-consolidated financial statements are the responsibility
of the Bank’s management. Our responsibility is to independently express an opinion on
these non-consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the non-consolidated financial statements referred to above present fairly, in
all material respects, the non-consolidated financial position of The Chugoku Bank, Limited
as of March 31, 2011 and 2010 and the non-consolidated results of its operations for the years
then ended, in conformity with accounting principles generally accepted in Japan.

Without qualifying our opinion, we draw attention to the following:

As described in Note 16 of the Notes to the Non-consolidated Financial Statements, effective
May 6, 2010, the Bank increased the capital of Chugin Securities Co., Ltd., (previously
Tsuyama Securities Co., Ltd.).

The U.S. dollar amounts in the accompanying non-consolidated financial statements with
respect to the year ended March 31, 2011 are presented solely for convenience. Our audit also
included the translation of yen amounts into U.S. dollar amounts and, in our opinion, such
translation has been made on the basis described in Note 1 of the Notes to the Non-
consolidated Financial Statements.

kpets A28 rec

Okayama, Japan
June 24, 2011

KPMG AZSA LLC, a limited liability audit corporation incorporated under
the Japanese Certified Public Accountants Law and a member firm of the
KPMG network of independent member firms affiliated with KPMG
International Cooperative {“"KPMG International”), a Swiss entity.
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