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Profile

Okayama Prefecture, home to the head office of the Chugoku Bank, is situated approximately 700 kilometers west of Tokyo.
Facing the Seto Inland Sea, the prefecture is known throughout Japan as “the sunny land” due to its mild climate and

consistently fine weather.

With a population of 1.93 million people, Okayama Prefecture yields a gross prefectural product of over ¥7,222 billion
(U.S.$70,177 million), or an impressive 1.45% of Japan’s GDP. Manufacturing is the core industry in Okayama, having evolved
around the Mizushima Waterfront Industrial District—the world’s leading petrochemical complex—which was constructed
in the 1960s. Given the prefecture’s ever-improving highways, airports, and harbors, there is further growth anticipated, with

the area serving as an important economic and cultural center for the Eastern Setouchi region.
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Consolidated Financial Highlights

The Chugoku Bank, Limited and Consolidated Subsidiaries
Years ended March 31, 2014 and 2013

Thousands of
Millions of Yen U.S. Dollars
(except per share amounts) (Note 1)
2014 2013 2014
For the year:
TOTAIINCOME .ot b bbbt ¥ 133,269 ¥ 117,206 $ 1,294,879
TOMAI BXPEINSES .v.vivivieieteet ettt ettt ettt ettt 85,438 86,235 830,139
NBEINCOME .ottt bbb bbbttt bbbt 28,717 18,426 279,022
Per share of common stock (yen/U.S. dollars):
BASIC NBLINCOME ..ottt bbbt ¥ 14212 ¥ 9037 $ 1.38
DilUTEA NETINCOME ...t bbbt bbb 141.96 90.29 1.37
At year-end:
DIBPOSIES .ottt ¥5,838,242 ¥5,688,029 $56,726,020
L0ans and bills QISCOUNTEA .........ccviviiiiieiiice ettt ettt 3,562,136 3,476,550 34,610,726
SBOUMHIES 1.vvivititetet ettt b bbb bbb 3,145,527 3,032,353 30,562,835
TOTAI @SSES ..ot 6,980,486 6,779,495 67,824,387
G 2T 468,765 447,090 4,554,654
For the year:
Cash flows provided by operating aCtVItIES ............ccoceiiiiiiiiiiiicec s 89,868 289,921 873,183
Cash flows used in INVESHING ACHIVITIES ........vcviiiiiriec s (79,333) (286,811) (770,821)
Cash flows used in fiNANCING ACHVILIES .......v.vviiviiiiiiieeie s (7,782) (4,365) (75,612)
Cash and cash equivalents at the nd Of YEAr .........cccociviiiiiiiccee s 73,297 70,513 712,174

Notes: 1. U.S. dollar amounts represent translations from yen, for convenience only, at the rate of ¥102.92 = US$1 in effect on March 31, 2014.
2. Netincome per share is based on the weighted average number of shares of common stock outstanding during the year (excluding treasury stock).
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Message from the Management

We aim to create a virtuous cycle of growth with our
community and customers.

No matter how the times or the economic conditions may change, we retain the same mission
of following a path of co-existence and co-prosperity with our customers, and the same
philosophy of contributing to the local community through comprehensive financial services.

Returning to the basic concept that growth of the region is what will fuel the growth of
our Bank, our vision is to create a virtuous cycle where the satisfaction and impact our
customers feel in turn expands our management base and motivates our employees.

We have formulated our new Medium-Term Management Plan “Chugin Heart 2014,”
which began in the fiscal year ending in March 2015, in order to achieve this vision.

Strengthening Sales Capabilities

1. Corporate Sales Business

“Promotion of new loans and community-based financial services”

We will actively promote new loans to regional companies through proactive risk-
taking. We will also strengthen relationships with regional communities by boosting
support to new businesses as well as consulting capabilities, and stepping up lending
to regional companies by focusing on their growth potential, to achieve a level of
satisfaction beyond customers’ expectations.

“Supporting growth fields and regional revitalization”

With a view to create new demand for financing in the region, under the initiatives of the
Regional Development Section established in June 2013, we will promote coordination
between domestic branches and each department of the headquarters. At the same time, we
will also strengthen support for growth fields. Our cooperation with outside expert organizations
will also be strengthened so that we can further contribute to regional development.

“Supporting customers expanding overseas”

We are going to reinforce this framework to respond to accelerating overseas
expansion by corporate customers. We are also planning to step up financing activities
related to international operations along with boosting a number of staff for supporting
overseas business and begin offering overseas remittance operations service at all
branches.

“Supporting management improvement and business rehabilitation”
We will further enhance V-Support activities that help customers improve their
management and business rehabilitation, in an effort to extend the scope of customers
who need our support. We will also forge “win-win” relationships by providing optimum
solutions to customers in an effort to upgrade their borrower’s status.

Meanwhile, we will earnestly address customers’ needs for financing by actively
capitalizing on the V-Support loans.

2. Individual Sales Business

“Development of framework of business structure”

We aim to become a bank that can be trusted by customers across all generations as
a lifetime banking relationship by developing a framework to cater to specific needs at
each stage of customers’ lives, including human resources, financial products and
distribution channels.

To lure young customers into lifetime banking relationships, we will encourage first-
time users to fully utilize our banking services from opening an account, to direct payroll
deposits, credit cards and card loans. For customers seeking asset building, we will
enhance proposal development capabilities for comprehensive lifecycle plans, mainly
with housing loans, as well as unsecured loans and savings-type financial products.

For pre-senior customers, we are planning to launch sales operations with outbound
calls and trial openings on Saturdays and Sundays at branches for broader customer
access. For senior customers, we will strengthen our “silver business” through the
consolidation of the business succession section and private banking section.

“Coordination with affiliates”

The Bank’s securities subsidiary, Chugin Securities Co., Ltd., shall seek for
improvement of customer convenience through the expansion and optimization of its
securities business domain in line with those of the Bank’s banking operations, and
also develop a business structure fully equipped to capitalize on the coming unified
taxation system on income from all financial products. Meanwhile, Chugin Asset
Management Company Limited shall further expand its product line-up to facilitate
customers’ wealth accumulation. We will continue to provide the best possible services
to regional customers, with full coordination with other affiliates across the Group.
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3. Investing in Securities
We will engage in flexible asset allocation, based on continuous and constant earnings
in order to create an optimum portfolio based on adequate risk distribution.

Cultivation of Human Resources

4. Reforming Organizational Culture

We have drawn up “Chugin’s Mind,” a document that provides values and guidelines
for each employee of the Chugoku Bank Group to tackle a task on their own motive.
With the aim of impressing and providing satisfaction to our customers, we will commit
ourselves to enhancing our organizational strength, ensuring that all the officers and
employees of our group work toward the same goal.

5. Systematic Cultivation of Human Resources

We will restructure our training system to cater to the needs of employees according
to their stages of development by their work types and grades, and also further
develop the existing trainee system. Meanwhile, we will work on establishing its
internal system to evaluate and improve practical sales capabilities of our employees,
not to mention business knowledge.

6. Creating Opportunities for Diversified Talents

We are committed to clarifying career paths and improve work-life balance of our
employees to let our female staff members have access to wider opportunities.
Furthermore, clear numerical targets shall be set for appointing managers and
supervisors to enhance their motivation and energize our organizations.

Management administrative system

7. Low Cost Structure

We are committed to creating a cost management framework to reduce expenses to
an adequate level. Management resources will be reallocated to businesses that
contribute to improvement of corporate earning capacity.

8. Implementation of Efficient Operations

We will tackle a thorough streamlining of operations. This will reduce the administrative
burden on staff members at our branches so that they can devote longer hours for
their sales activities.

9, Compliance and System Strategies

We are determined to strictly enforce compliance, from the prevention of misconduct
to compliance with various regulations. With respect to system strategies, we will work
on the steady progress of the TSUBASA Project, stable system operations and
reduction of system expenses.

Corporate Social Responsibility
We will remain engaged in regional contributions through our financial operations as well
as wider social action programs that go beyond the boundary of the financial business.

June 2014

Hasale 777’?””‘%‘”
Masato Miyanaga,

President



New Medium-Term Management Plan “Chugin Heart 2014”

— Putting our hearts into offering our customers comprehensive financial services —

Outline of Medium-Term Management Plan

( Main Theme )

Create a virtuous cycle of growth with local communities and our customers

C Period of the Plan )
Apr“ 201 4_March 201 7 However, we will revise this each fiscal year in

accordance with the changes in the environment

C Name of the Plan )

Chugin Heart 2014

We will put our “hearts” into:

hotly (Dot
energetically and (3nergy
actively (Vctive
building relationships with local community and our customers (Delation
and keep trying ©ry

Performance Targets

The main measures in this plan are “contribution to the growth of the regional economy” and “increase in corporate value through uncompromising cost management and
development of human resources.” We have created the following operational targets as a barometer for measuring our performance on these measures.
O There are two targets for measuring “contribution to the growth of the regional economy”: total deposits and total loans. We will pursue the advantage of scale through

these targets.
O There are four targets for measuring “corporate value”: core net business profit, recurring profit, overhead ratio (OHR), and common equity Tier 1 capital ratio.

Contribution Enhancement E°“_’ net " v b
. » 0 , »
to the growth Total dGDOSItS (+NCD) ¥6’1 (L1l of corporate - l.ISI B essDo I ,,,,,,,,,,,,,,,, I, |on ormore _
- 4@ Recurring profit ¥22 billion or more
of the region value T
OHR 68% or less
Total loans ¥3,700 billion (final year planona =~~~ S
(final year average non-consolidated Common equity
balance) basis) Tier 1 capital ratio Upper 13% range
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Review of Operations

Financial Condition
Results by business segment are as follows.

Banking business

In the banking business, recurring income increased by ¥15,597 million year on
year, or 15.2%, to ¥117,853 million, while recurring profit increased by ¥16,753
million year on year, or 61.1%, to ¥44,149 million.

Leasing business

In the leasing business, recurring income decreased by ¥541 million year on year,
or 4.5%, to ¥11,381 million, while recurring profit decreased by ¥356 million
year on year, or 30.9%, to ¥796 million.

Securities business

In the securities business, recurring income increased by ¥928 million year on
year, or 38.2%, to ¥3,357 million, while recurring profit increased by ¥335 million
year on year, or 77.7%, to ¥766 million.

Other

For other business, recurring income increased by ¥131 million year on year, or
2.7%, 1o ¥4,811 million, while recurring profit increased by ¥212 million year on
year, or 9.8%, to ¥2,357 million.

Earnings

Consolidated recurring income increased by ¥15,979 million year on year, or
13.6%, to ¥133,177 million, while consolidated recurring profit increased by
¥16,891 million year on year, or 54.1%, to ¥48,107 million, thanks to a
substantial amount of reversal of reserve for possible loan losses. As a result,
consolidated net income increased by ¥10,291 million year on year, or 55.8%, to
¥28,717 million.
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Loss on Devaluation and Reserves

The Bank conventionally writes off loans and makes provisions for possible loan
losses based on rigorous asset assessment with a view to maintaining and
enhancing its asset soundness. In the current fiscal year, the Bank posted ¥11,234
million reversal of reserve for possible loan losses, thanks to a decrease in provision
rate due to the impact of a large borrower’s bankruptcy in the previous fiscal year
blown over, as well as the general improvement in the borrowers’ business
conditions (as a combined effect of ¥4,918 million reversal of general reserve for
possible loan losses and ¥6,880 million provision of specific reserve for possible
loan losses in the previous fiscal year).

Gash Flows
Cash and cash equivalents as of the end of the current fiscal year increased by
¥2,784 million year on year to ¥73,297 million.

Cash flows from operating activities

Cash flows from operating activities amounted to ¥89,868 million, decreasing
¥200,052 million year on year, due in part to decrease in transactions of loans
secured by accounts receivable.

Cash flows from investing activities
Net cash used in investing activities increased by ¥207,477 million year on year to
¥79,333 million, due primarily to an increase in sale of securities.

Cash flows from financing activities
Net cash used in financing activities decreased by ¥3,416 million year on year to
¥7,782 million, due primarily to an increase in purchases of treasury stock.

Forecast for Next Term

Based on the assumption that the current financial and economic environment
will remain relatively unchanged, the Chugoku Bank Group forecasts consolidated
recurring profit of ¥32,900 million and consolidated net income of ¥20,200
million for the fiscal year ending March 2015.

Income before Income Taxes, Amount of Tax, Amount of Annual Dividends

Income before income taxes [l Amount of annual dividends
(Millions of Yen) Amount of tax *
50,000
43,876
40,000 36,402
30,000 — 27151
20,000 —
10,000 — —86256——m——— 9039 — _9,214
2,809 2,849 3,220
0 | ||
2012 2013 2014
*Amount of taxes paid in Japan, including corporation tax, inhabitants taxes and enterprise taxes




Capital Adequacy Ratios

The Bank'’s capital adequacy ratio was 14.83% as of the end of March 2014.

The Bank started to calculate its capital adequacy ratio in accordance with the
new capital adequacy regulations (Basel Ill) since the end of March 2013, on the
basis of the international BIS standards™.

*The international BIS standards call for at least 8% of capital adequacy ratio, at least

5.5% of Tier 1 capital ratio, and at least 4% of common equity Tier 1 capital ratio.

(1) Common equity Tier 1 capital
2 AdditionarTier 1 capital
(3) TierE capital
Capital adequacy ratio (%) = - - x 100
(4) Risk-weighted assets

(1)The amount of common equity Tier 1 capital represents the capital with the
highest quality, comprising common shares, retained earnings and others.

(2)The amount of additional Tier 1 capital comprises preference shares, equity
instruments with high loss-absorbing capacity and others.

(3)The amount of Tier 2 capital comprises subordinated bond, subordinated loans
(limited to those which are assured to absorb loss, subordinated to savers and
unsecured creditors) and others.

(4)The amount of risk-weighted assets is derived by integrating the values of
various categories of asset commensurate with the degree of their risk.

(%) [ Capital adequacy ratio
1 © Common equity Tier 1 capital ratio/Tier 1 capital ratio
15 = n i
" 15.02 15.14 14.83
©13.60 12.92 ©13.52
13 O—
12
1" Adopting Basel lll from
10 the end of March 2013
9
8 Minimum ratio
7
12 13 14
New Standard

Risk-managed Loans (Consolidated)
The balance of risk-managed loans decreased by ¥23,212 million year on year, to
¥87,471 million as of the end of March 2014, thanks to an upgrading of borrowers’
status due to general improvement in the borrowers’ business conditions and
business rehabilitation activities, along with reduction efforts including direct write-
offs and elimination from balance sheet by debt disposal.

Consequently, the ratio of risk-managed loans (against the total loan balance)
deteriorated by 0.72 percentage point year on year, to 2.46% as of the end of
March 2014.

Status of impaired loans (Millions of Yen)

End of March End of March
2014 2013
Loans to bankrupt customers ¥ 7,953 ¥ 17,419
Loans past due six months or more 65,097 79,298
Loans past due three months or more 663 569
Restructured loans 13,756 13,397
Total ¥ 87,471 ¥ 110,683

| Total loan balance (ending balance) | ¥ 3562136 | ¥ 3476550 |

Loans to Bankrupt Customers

Of the loans whose accrued interest is not recognized as revenue, loans to
customers who have been bound by legal procedures under the Corporate
Reorganization Act, Bankruptcy Act, or the rehabilitation procedures, as well as
loans to customers whose transactions have been suspended by the Clearinghouse.

Loans in Default (Past Due Six Months or More)

Loans whose accrued interest is not recognized as revenue, excluding loans to
bankrupt customers as well as those for which payment of the interest has been
postponed to ensure the borrowers’ business rehabilitation or to assist their
management to carry on.

Loans Past Due Three Months or More

Loans for which repayment of the principal or the interest has been overdue three
months or more from the day following the due date, but not classified as either
loans to bankrupt customers or loans in default defined above.

Restructured Loans

Loans for which arrangements have been reached in the borrowers’ favor to
ensure their business rehabilitation or to assist their management to carry on,
including reductions in or exemption of the interest rate, postponed payment of
the interest, a grace period for repayment of the principal, and debt forgiveness,
but not classified as either loans to bankrupt customers, loans in default or loans
past due three months or more defined above.

Ratings

Ratings is a ranking in terms of its certainty in performing obligations
(creditworthiness) to indicate whether it is reliable enough to repay the principal
and interest of savings deposited by its customers, as well as its financial
soundness, based on the examination of its financial position along with its
external business environment by a rating agency operating as a fair third party.
The Chugoku Bank has obtained ratings from Moody’s as well as Rating and
Investment, Inc. (R&l), and is ranked as one of the best among the Japanese
banks.

Rating symbols and gradations
* Long-term * Short-term * Bank financial * Long-term
deposit rating deposit rating  strength rating credit rating
T . Aaa A T AAA
Aal A- AA+
] Aa2 B+ 2 AA
€ A3 P-1PRIMET) B g lm
z A B- £ A+
£ M BT EL A
8 A3 C 8 A-
E B P-2 (PRIME-2) o El
y o T Papames ) B
Bal D- BB+
Ba2 E+ BB
® Ba3 E © BB-
s | Bl S | B+
o | B2 o B
£ | B3 NP (NOT PRIME) £ B
:8) Caal 2 | CCC+
& | Caa2 & Lcce
Caa3 CCC-
l Ca l cC
C — C
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Comprehensive Risk Management System

Comprehensive Risk Management System

The Bank defines risk management as one of its critical management agenda and
aims at well-balanced management in pursuit of enhanced profitability while
maintaining operational soundness through further development of comprehensive
risk management. To this end, risks are managed in accordance with the basic risk
management rules which set out policies and framework of risk management for
the entire Bank along with other basic matters on the subject.

Risks assumed by banks include credit risks, market risks, liquidity risks and
operational risks. At the Chugoku Bank, we have established a system for
managing the various types of risks comprehensively through the establishment of
a controller for risk management as well as various committees such as the Asset
and Liability Management (ALM) Committee. We also designate sections in charge
of each risk and analyze the status of these risks by risk category, and evaluate
and manage them for the entire bank. We have also established a system to
ensure proper risk management on a continual basis under which the Audit &
Inspection Department monitors the status of risk management by the various
divisions.

In order to ensure the effectiveness of the comprehensive risk management, the

Bank assesses and verifies the degree of capital adequacy by comparing its own
capital with the total amount of risk the Bank is exposed to, as derived by
aggregating the amounts of credit, market and operational risks calculated by
statistical and other methods. Meanwhile, stress tests are conducted to assess
and verify the risk events, for which amount of each category of risk is unlikely to
have been fully identified. The results of such assessment and verification are
utilized for the development and review of the operation plan and risk management
policies, to ensure operational soundness while enhancing profitability at the same
time. Furthermore, to ensure operational soundness on a constant basis, the Bank
makes it a principle to conduct risk taking within the limit of the common equity
Tier 1 capital* excluding losses that are actualized under certain stress situations
and net unrealized gains on available-for-sale-securities if its value is positive
(unrealized gain), whereby risk amounts are monitored and managed within the
risk limits established for each risk category.
*Common equity Tier 1 capital is the highly loss-absorbent capital that is
additionally required to be maintained above certain level, following the adoption of
Basel Il (the enhanced global regulatory framework for banking capital adequacy)
at the end of March 2013. It replaces Tier 1 capital (based on Basel Il) which was
used for this purpose up to the fiscal year ended March 2013.

Credit Risk Management

Credit risk refers to the risks of losses incurred when the value of assets
(including off-balance-sheet assets) declines or becomes worthless due to
changes in the financial status of those to whom credit is provided.

The Bank’s basic credit risk management policy is, (within the scope of its
management capabilities), to ensure that return is commensurate with risks in its
transactions and to appropriately manage 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 appropriately 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 risks 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 loan sale,
screening, and approval process, is responsible for managing overall credit risks.
The Bank has also established an auditing system for credit risks, appointing a
Credit Screening Supervisor in the Audit & Inspection Department who bears the
responsibility for conducting internal audits for credit risks.
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Specifically, credit risk management entails determining the overall condition
of the customer’s business through credit ratings, self-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 properly
determine write-offs and reserves. From the perspective of loan portfolio
management, the Chugoku Bank strives to strengthen control of credit risks and
its ability to earn stable income by monitoring the loan balance composition and
credit risks and cost adjusted income.

Risk managers verify that calculated credit risk exposure 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 risks are managed by grasping and controlling credit
exposure by debtor, industry and country, the status of which is reported to the
Board of Directors and other management bodies on a regular basis.

In addition, the Bank’s “Large Borrowers Credit Review Committee”
investigates and analyzes large borrowers with regard to their multidimensional
conditions to discuss appropriate policies to cope with their current financial
status. These policies are subsequently deliberated on by the Board of Managing
Directors; their decisions are regularly reported to the Board of Directors, with a
view to conducting proper management of large borrowers’ credit risks.

Market Risk Management

Market risk refers to the risks of incurring losses from fluctuations in profits
arising from assets and liabilities and the risks of incurring losses from
fluctuations in the value of assets and liabilities (including those off balance sheet)
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 risks is to determine and
analyze risks from the point of view of both price and return on asset movements
as well as assessing the risks from various angles, using stress tests and other
methods. The Bank carries out its market risk management appropriately 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). 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
risks by taking the risk-return balance into consideration through ALM analysis,
Value at Risk (VaR) analysis and other means to ensure stable profits over the
medium and long term. We have also established a system for the flexible
management of market risks as well as credit risks and liquidity risks related to
market operations.

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

Liquidity Risk Management

Liquidity risk refers to the risks of incurring losses (hereafter, “fund procurement
risks”) when it becomes difficult to secure the requisite funds or when procuring
funds at a much higher than normal interest rate becomes necessary due to a
mismatch between the timing of use and procurement or to 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 risks”).

The Bank recognizes fund procurement as an important management issue
and its basic fund procurement risks policy is to ensure a stable supply of funds.
The Bank’s basic policy for managing market liquidity risks is to take into
consideration the special features of markets for individual products, such as
market size, liquidity, and other factors and pay careful attention to their market
liquidity. The Bank carries out its fund procurement risks and market liquidity risk
management appropriately based on its Market Liquidity Risk Management
Standards, which stipulate the framework and systems for fund procurement
risks and market liquidity risk management.

Funds procurement risks are subject to strict management and this is divided
between the funds procurement 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 operations and other operations and
works to limit the risks involved in the procurement of funds. The funds
procurement risk management division determines the management policies for
risks of procuring funds such as policies on holding highly liquid assets and
setting limits on procurement from the market. 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 procurement for the Chugoku Bank and
the procurement of funds is stable. However, we are working to diversify the
means of procurement to prepare for unforeseen circumstances by procurement
from the market utilizing marketable securities held by the Bank.

Operational Risk Management

Operational risk refers to risks of losses arising from bank operational processes,
employees’ and officers” activities or an unsuitable system or due to external
circumstances.

The Chugoku Bank’s basic policy on the management of operational risks is to
establish a solid organizational structure and mechanism, under which it performs
continuous management of operational risks with the aim of preventing their
realization or minimizing their impact should they occur. To this end, the Bank has
established its Operational Risk Management Standards and other risk
management standards and rules for each category of risks. In accordance with
these standards and rules, it conducts appropriate management of overall
operational risks.

The Bank separates operational risks into six categories: 1) administrative, 2)
system, 3) human-related, 4) tangible assets, 5) information resource, and 6)
compliance and legal risks; each category of risk is overseen and controlled by a
designated division in charge of specific risks, drawing on its specialized point of
view. In addition, the Bank established the Operational Risk Management Center
of the Administrative Planning Department, the supervisory division for the Bank'’s
overall operational risk management structure, and conducts the integrated
monitoring and management of overall operational risks.

As an operational risk management method, specifically, the Chugoku Bank
implements Risk Control Self-Assessment (RCSA) programs. In addition to
assessing risks, these programs upgrade risk management measures, such as
controlling, transferring, and avoiding risks, based on the formulation of measures
to prevent recurrence. These procedures involve collecting and analyzing
operational risk loss event data as a method of capturing risks and establishing
response measures. Moreover, to increase the efficiency of operational risk
management, the Bank is endeavoring to set up a Plan-Do-Check-Act (PDCA)
cycle for risk management.
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.................................................... | Board of Directors | W L
I
"""""""""" | Board of Managing Directors | J L
Large Borrowers Credit . Risk Management Compliance
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CSR

CSR Activities

The Bank has established a CSR Committee with the president as chairman. We
consider our stakeholders to be current and future customers, shareholders, the
regional community and bank employees, and the Bank’s approach to CSR
activities underlines this broad view.

At the heart of CSR activities is the Bank's integrity upheld through compliance
and corporate governance in order to ensure the Bank is an upstanding corporate
citizen when conducting its operations.

In activities contributing to society, the Bank places the highest priority on
contributions to the region in its capacity as a regional financial institution. We are
continuously considering bold, new approaches beyond our core operations in
order to contribute to society.

Through these activities we will grow and develop hand in hand with our local
communities.

Social Contribution through Business

Policy on Initiatives Related to Management Support for SMEs (Basic
policy concerning promotion of regional financing)

1. Making Full Use of Our Consulting Function for Corporate Customers

The Bank’s policy is to enhance our relationships of trust with our customers
through ongoing day-to-day transactions, and to fully comprehend their
management challenges on financial and business terms, and also to commit to
fulfilling our consulting function in coordination with outside experts as appropriate.

(1) Supporting start-ups/new businesses, development of sales channels and
general business deployment

We are strengthening our consulting function by cultivating staff with specialized
skills and extending the practice of seminars for branch employees and that of
visits to branches by headquarters employees.

(2) Management Improvement and Business Rehabilitation Supporting Field

We propose the right solutions at the right time, based on accurate evaluation of
our customer’s life stage as a business through integration among the Bank’s
branches and headquarters to further enhance our supporting activities for
management improvement. In addition, we actively employ outside experts and
expert organizations to provide more advanced methods of assistance in the
management improvement and business rehabilitation supporting field.

2. Contributing to Revitalization of Regional Economies

With a view to revitalizing the regional economy, the Bank collects and analyzes
various forms of information from the region, and continues to play an active role in
industry-academic-government cooperation. In addition, the Bank is strengthening
its efforts to support the cultivation of growth fields and collaborative efforts with
NGOs and other organizations to promote and contribute to the region.

We are therefore working to enhance the finance skills (proficiency in
judgment) of our employees including younger employees mainly through various
types of seminars, while moving ahead to strengthen preparations for supporting
new fields such as agricultural business.

3. Actively offering Information to the Regional Society and Our Customers

The Bank actively offers information about specific activities and their results with
regard to efforts related to community-based financial services. We will strive to
improve our services even further in order to earn the trust and support of our
regional customers.
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Loan Balance to Regionals
The Bank takes on appropriate amounts of risk while meeting the financial needs of
customers.

Ratio
(Billions of Yen) (%)
3,000 87
2,900 2,840.8 2,853.8 28767 86
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Breakdown of Loans to the Regional Community
Local loans make up 80.7% of all loans.

(Billions of Yen) (as of March 31, 2014)

Urban areas
646.5/18.1%

Tottori Prefecture
27.6/0.8% Other

431/1.2%

Hyogo Prefecture
149.4/4.2%
Okayama Prefecture
1,809.2/50.7%

Ehime Prefecture
31.8/0.9%

Kagawa Prefecture
217.8/6.1%

Total loan balance  3,566.4
Local loan balance 2,876.7
Local loan ratio 80.7%

Hiroshima Prefecture
640.7 /18.0%

Loan Balance by Type and Number of Borrowers

(Billions of Yen) (as of March 31, 2014)

Major enterprises 720.3 Individuals 785.0 (137,639 borrowers)
(317 enterprises) (local loan balance 781.4 /137,383 borrowers)
20.3% 22.1%
Local public

organizations 381.9
(53 organizations)

Small and medium-size
enterprises 1,529.4

10.7% (26,336 enterprises)
Larger medium-size 43.0%
enterprises 139.9
(222 enterprises)
3.9%




Loans to Individuals

We have established 13 housing loan centers to actively address individual client
needs to acquire a home and provide support for financing plans based on the
client’s life plan.

In addition to housing loans, we provide card loans, automobile loans and student
loans, as well as loans for construction of apartments and other residential property
to make the most effective use of underutilized real estate.

As a result of these efforts, the balance of loans to individuals increased ¥22.8
billion for the year compared with the fiscal year ended March 2013, to ¥917. 0
billion.

Loan Balance to Individuals

- Loan to individuals
(Billions of Yen) Individual housing loans

950

917.0
900 894.2
860.5

850

800

750 736.4 746.5

712.4

700 — 1 1 —

650 — 1 1 —

600 — — 1 —
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Wide-reaching Social Gontribution beyond Business
The Bank is engaged in a wide range of activities to contribute to the regional
community.

These activities include a think-tank run by the Group’s Okayama Economic
Research Center, and support for sports, culture, education, and community
events, as well as providing time deposits in aid of the Association of Medical
Doctors of Asia (AMDA), parenting support, and environmental conservation
activities.
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Compliance / Corporate Governance

Compliance System Overview

All the officers of the Chugoku Bank are aware of the social responsibilities that

are required of us. We believe that a critical challenge in our operations is

strengthening our compliance system to meet the expectations of our local
customers and stockholders. This is seen as one of our CSR activities.
Some of our compliance activities are as follows:

1. We concrete measures to achieve this include the enactment of the Corporate
Code of Conduct as the basis for ethical conduct in the course of management
and operations; the Guidelines for the Conduct of Bank Clerks, which bank clerks
should observe in the course of their duties; the Compliance Manual and the
Compliance Handbook, which are the reference manuals for compliance at the
Bank.

2. We establish the Compliance Committee and assign Legal Compliance
Supervisors at the various branches and offices.

3. We try to ensure that an awareness of compliance permeates the organization by
various types of seminars.

4. We create a Compliance Program each year as a plan for the practical
implementation of compliance and verify the progress on and degree of
achievement on a regular basis.

5. With the objective of preventing inappropriate behavior by bank staff and to
facilitate the early detection of unethical activities, we have adopted a system
wherein employees may report any wrongdoing directly to top management.

6. The Chugoku Bank Group is taking a firm stance against anti-social forces that
threaten social order and safety and prevent the development of a sound
economy and society. As an organization, we also collaborate with external
bodies with expertise in this area, such as the police, in dealing with inappropriate
demands by such anti-social forces.

The Bank takes the approach of giving compliance and morals the highest
priority and is emphasizing compliance within its corporate culture.

Corporate Governance

We consider it essential that each of our officers display unimpeachable ethical sense
in the conduct of their duties to conduct our business fairly. We also believe that
monitoring the officers in the conduct of their duties and creating a mechanism for

Corporate Governance Framework

maintaining control are the basis of corporate governance. By strengthening the
functions of the Board of Directors and the Audit & Supervisory Board, we can more
effectively examine individual items related to management such as the appointment
of directors, compensation, monitoring of management and compliance.

The total number of the Bank’s directors, which reached 20 directors in 1998,
stood at 16 as of June 30, 2014 (including 1 Outside Director). The current
framework ensures fruitful discussions and quick decision-making. The Board of
Directors deliberates on important matters such as formulation of business plans
and fundamental risk management policies. The progress of the execution of duties
by directors is reported at a meeting of the Board of Directors.

To ensure flexibility in management decision-making, we have set up a Board of
Managing Directors, which comprises eight executive directors, including the
Bank’s president. This body deliberates on and makes decisions regarding the
delegation of authority from directors and other matters.

Various committees have been established as consultative bodies to the Board
of Managing Directors. These committees discuss different topics and make
decisions on important matters to enable fair and appropriate corporate activities.

The Bank is a company with an audit & supervisory board system. Three
Outside Audit & Supervisory Board Members and two Internal Audit & Supervisory
Board Members (full-time) with extensive knowledge of the Bank’s operations
combine their capabilities to enhance the effectiveness of audits by the Audit &
Supervisory Board Members and meetings of the Audit & Supervisory Board. To
ensure that all management decisions are fair and legal, the Audit & Supervisory
Board Members perform management oversight functions that include attending
and voicing opinions at meetings of the Board of Directors, Board of Managing
Directors and other key committees, as well as monitoring decision-making
processes and the execution of business affairs.

The Bank didn’t have Outside Directors in place at the end of March 2013 but
elected one through the resolution at the 133rd Ordinary General Meeting of
Shareholders held on June 25, 2014, in an effort to further strengthen
management auditing function.

The Bank also appointed one Outside Director and two Outside Audit &
Supervisory Board Members as “Independent Directors” pertaining to the provisions
of Tokyo Stock Exchange, Inc. and register them with the stock exchange.

Shareholders’ Meeting

[
Audit & Supervisory Board

Collaboration

[ Audit & Supervisory Board Members | Audit

Board of Directors

(5 members, including 3 Outside Audit

Directors

& Supervisory Board Members)

—| |
(16 members, including 1 Outside Director

Report

Accounting :
Audit :
| ~— " Certified Public Accountant/=——— |
) Collaboration| :

_ [ Audit & Inspection }

and Managing Directors)

Board of Managing Directors
(8 members)
(Chairman, President, Senior Managing Director

Department
Committees:
) o Compliance System Committee
Advisory o ALM Committee

* Risk Management Committee

¢ CSR Committee

o Facilitate Financing Committee
o Large Borrowers Credit Review
Committee

[ Headquarters, Branches and Affiliated Companies J

S Audit
AcCounting Audit |

(As of June 30,2013)
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Internal Control

Fundamental Policy for Establishment of Internal Control
System (Excerpt)

The Bank has formulated a fundamental policy concerning the establishment of
an internal control system to ensure appropriateness of operations pursuant to
a resolution of the Board of Directors. An outline of the policy is as follows.

1. System ensuring that the execution of duties by directors
conforms to applicable laws, regulations and the Articles of
Incorporation
(1) Directors shall execute their duties based on the Corporate Code of
Conduct, which sets forth the Bank's corporate ethics, and the Guidelines
for the Conduct of Bank Clerks, which must be taken into account in the
course of duties, and comply with the Rules for Directors, which codify
basic considerations for directors.

In principle, Board of Directors meetings shall be held once a month, and
on other occasions as required, to promote communication among
directors and enable mutual supervision of the execution of duties. The
Board shall be operated in accordance with the Board of Directors
Regulations in order to prevent violations of laws and the Articles of
Incorporation by ensuring proper business activities.

The Bank is a company with an audit & supervisory board system,
wherein each Audit & Supervisory Board Member (full-time) audits the
progress of the execution of duties by directors according to the policy and
the division of tasks set forth by the Audit & Supervisory Board and, when
necessary, voices opinion, prohibits action by a director and/or devises
other appropriate measures.

(2) The Board of Directors shall establish systems to cut off and resolutely
eliminate any and all relationships with anti-social forces.

2. System for retaining and maintaining information regarding
the execution of duties by directors

With respect to information concerning the execution of duties by directors, the
Bank shall retain the minutes of the Board of Directors meetings, along with
other relevant materials, for a period of 10 years in accordance with the Board
of Directors Regulations, and maintain them in a state that renders them
accessible as needed. Other important documents shall also be maintained in
an appropriate manner, depending on the storage medium, in accordance with
the Information Asset Management Standards and internal regulations, and
shall be maintained in a state that renders this information accessible as
needed.

3. Provisions for hiring assistants to Audit & Supervisory Board
Members (full-time), if required, and their independence from
directors
(1) The Bank shall place assistants to the Audit & Supervisory Board Members
(full-time) in the Secretariat as employees who are to assist the Audit &
Supervisory Board Members (full-time) with their duties.

(2) The assistants to Audit & Supervisory Board Members (full-time) shall not
perform additional work related to the execution of duties by directors. The
Audit & Supervisory Board Members (full-time) shall be consulted and
their agreement obtained before a decision is made regarding the
evaluation, appointment and reassignment of such assistants to ensure
independence from directors.

4. System for reporting by directors and employees to the
Audit & Supervisory Board Members (full-time) and system
for other reports to the Audit & Supervisory Board Members
(full-time)

In accordance with the Standards of Reporting to Audit & Supervisory Board
Members (full-time), directors and employees shall report to the Audit &
Supervisory Board Members (full-time) matters that may have a significant
impact on the Bank’s business in a timely manner. Notwithstanding the
foregoing, the Audit & Supervisory Board Members (full-time) may also request
reports from directors and employees as required.

5. System to ensure that audits of the Audit & Supervisory
Board Members (full-time) are implemented effectively

The Bank works to ensure the effectiveness of the audits performed by the
Audit & Supervisory Board Members (full-time) by having them attend meetings
where decisions that have a significant impact on business management are
made, as well as through the circulation of important documents to them and
their collaboration with the Internal Audit Department, certified public
accountants and outside certified public accountants in accordance with the
Audit & Supervisory Board Regulations and the Auditing Standards for Audit &
Supervisory Board Members.

Representative directors shall exchange opinions with the Audit &
Supervisory Board on a regular basis, and enhance mutual awareness of such
matters as the issues to be addressed by the Bank and improvement of the
environment for Audit & Supervisory Board Members’ audits.

6. Regulations and other systems concerning managing
exposure to loss
(1) The Bank recognizes (a) credit risks, (b) market risks, (c) liquidity risks, (d)
operational risks and (€) other risks as key risks involved in the execution of
the Bank’s operations. Specific risks shall be identified and managed, and a
comprehensive risk management system established. A detailed definition of
each risk shall be provided in the basic risk management rules.

(2) The Bank shall establish an equity capital management system and an asset
evaluation management system to ensure the soundness and
appropriateness of the Bank’s operations through sufficient capital adequacy
proportionate to the risks.

(3) Each type of risk shall be managed in accordance with the basic risk

management policy set forth in the basic risk management rules and other
regulations pertaining to risk management. The Risk Management
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Department shall be responsible for the comprehensive management of the
Bank’s risks, a responsible department shall be assigned to each type of risk
and such committees as the Risk Management Committee shall be
established to ensure appropriate risk management.

(4) A risk management plan shall be created when formulating strategic
objectives, such as business plans or the Medium-Term Management Plan.
The management status of each type of risk shall be reported to the Board
of Directors on a regular basis.

(5) The Bank shall establish necessary systems, including the Emergency
Countermeasures Headquarters in the event of unforeseen circumstances,
and respond appropriately to prevent the spread of damage in accordance
with the Risk Management Manual.

7. System to ensure the efficient execution of duties by
directors
(1) Matters that impact the Bank’s operations, deemed to be significant matters
requiring the resolution of the Board of Directors, shall be discussed and
deliberated on in advance in the presence of the Audit & Supervisory Board
Members by the Board of Managing Directors, which is comprised of the
chairman, president, senior managing director and managing directors.

(2) Business execution pursuant to a resolution of the Board of Directors shall
be in accordance with the decision-making authority and procedures
stipulated in the Rules Defining the Extent of Job Authority and various other
rules.

8. System ensuring that the execution of duties by employees
conforms to applicable laws, regulations and the Articles of
Incorporation
(1) The Bank shall establish the Corporate Code of Conduct, the Guidelines for
the Conduct of Bank Clerks, the Rules on Compliance with Laws,
Regulations, etc., the Compliance Manual and the Compliance Handbook in
order to ensure a compliance framework. The contents of employment
regulations and other rules, as well as guidelines for the handling of
business affairs and other guidelines, shall be in compliance with all
pertinent laws and the Articles of Incorporation.

(2) A Compliance System Committee chaired by the president shall be
established to enhance compliance systems, monitor the status of legal
compliance and otherwise foster a corporate culture that emphasizes
compliance. The Compliance Department shall be responsible for overall
compliance management and shall, among other things, examine measures
related to compliance.
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(3) Various measures shall be taken in a systematic manner in order to establish
a compliance framework, such as the formulation and review of the annual
Compliance Program, which serves as the Bank’s basic compliance policy
and implementation plan, as well as periodic compliance-related checks and
compliance training.

(4) The Audit & Inspection Department shall be established as an internal audit
department independent from the business execution departments, and shall
perform audits to ensure that employee duties are in compliance with laws,
regulations and the Articles of Incorporation.

(5) Should legal violations or other compliance-related facts be detected, an
appropriate response shall be taken in accordance with employee
regulations using a system wherein employees may report any wrongdoing
directly to top management via the Management Help Line or other means.

9. System ensuring the appropriateness of operations
throughout the Chugoku Bank Group comprising the Bank, its
parent company and its subsidiaries
(1) Chugoku Bank Group Management Regulations shall be formulated in order
to ensure appropriateness of business operations and effective business
management with respect to each company of the Chugoku Bank Group.
Each Group company shall formulate its own rules in accordance with the
Bank’s rules and establish systems befitting its business content and
organizational structure to ensure the appropriateness of its business
operations.

(2) The Bank shall formulate standards related to deliberation and reporting for
each company in the Chugoku Bank Group and shall manage the business
of the Group companies based on a system for making final decisions and
receiving reports in accordance with said standards. Of the final decisions to
be made by the Bank and reporting matters, those of importance shall be
reported to the Bank'’s Audit & Supervisory Board Members. The Bank shall
conclude an audit agreement with each Group company and conduct
internal audits.

(3) The Chugoku Bank Group shall formulate regulations concerning the
Management Help Line, an internal reporting system whereby employees
can report any wrongdoing directly to top management in order to maintain
the sound operation thereof.

(4) Each Group company shall report any legal violations in business
management or content of management guidance by the Bank as well as
any other compliance-related issues to the Bank’s Audit & Supervisory Board
Members.

(5) The Chugoku Bank Group shall comply with all laws, standards and other
obligations concerning accounting practices and shall establish an internal
control system to ensure the appropriateness of the Group’s financial
reporting.
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Consolidated Financial Statements
Consolidated Balance Sheets

The Chugoku Bank, Limited and Its Consolidated Subsidiaries
March 31,2014 and 2013

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2014 2013 2014
ASSETS:
Cash and due from banks (NOE 271) ......vviiiiiiceee e ¥ 88,501 ¥ 100,775 $ 859,900
GAITTOANS ...t 35,182 47,753 341,838
Other debt purchased (NOteS 3, 7 and 18) ......ciiiviiiiiicici e 29,282 28,061 284,512
Trading account securities (Notes 10 and 18) .. . 2,382 3,006 23,144
MONEY trUSES (NOLES 4 AN T8) ..vuvieiiiiee e 23,300 23,049 226,389
Securities (NOTES 3,5, 10 @NG T8) ..vuiviiiiiiiieeiei s 3,145,527 3,032,353 30,562,835
Loans and bills discounted (Notes 6, 7, 14 and 18) .. . 3,562,136 3,476,550 34,610,726
Foreign eXChange (NOTE 6) .......veviviiiiicicce ettt ettt 6,481 4,215 62,971
Lease receivables and investments in leased assets (NOte 10) ......cviiiviviiiiiiiiceee s 16,079 15,976 156,228
Other assets (NOTES 10 @NT T8) ......viiiiieeeie e 49,527 49,607 481,218
Tangible fiXed ASSES (NOLE 8) ......vuvririiiriieies s 43,875 44,935 426,301
Intangible fixed aSSELS (NOTE ) ....vviviriiieieiiccee bbb 2,084 887 20,248
Deferred tax @SSEIS (NOTE T1) w.uviviiiiiciie ettt 1,884 2,457 18,305
Customers’ liabilities for acceptances and guarantees (Note 15) .. 25,651 26,001 249,232
ReSErve fOr POSSIDIE 10N T0SSES ... ...ttt (51,412) (76,136) (499,533)
TOTAI @SSES ...ttt ¥6,980,486 ¥6,779,495 $67,824,387
LIABILITIES AND NET ASSETS:
Liabilities:
DEPOSItS (NOLES 10 @NA T8) .v.vvveeieeeeeeeie sttt ¥5,838,242 ¥5,688,029 $56,726,020
Call MONEY (NOE TO) vttt 290,114 226,898 2,818,830
Payables under securities lending transactions (NOte 10) ........ovivviiiiiiie 154,415 230,893 1,500,340
Borrowed money (NOTES 10 @NA 12) w..o.iviiiiiicieeteee bbbt 112,696 69,441 1,094,986
FOPBIGN BXCNANTE ...vivvieiiiieie ettt bttt ettt b et b s et et e st e re et e st et reeren 303 164 2,944
Other liabilitieS (NOTES 14 @NG T8) ..vvviiiiiceess ettt 65,182 72,266 633,326
Accrued empIOYEES  DONUSES .......cviviviiicieeie ettt 1,609 1,514 15,633
Accrued directors’ bonuses 26 24 252
Reserve for directors’ retirement DENEMIS ......ooiiiviiiii s 46 39 446
Reserve for reimbursement 0f dBPOSIES .........viiiiiiiccccs s 1,132 1,251 10,998
Reserve for point Program ..........ccccveveveiiiiiiieiieeree e 85 81 825
Liability for employees’ severance and retirement benefits (Note 13) — 14,156 —
Net defined benefit liability (NOTE T3) ...vvviieieeeee s 14,120 — 137,193
Deferred tax ability (NOE 17) ..o 8,069 1,556 78,400
NEGALVE GOOTWII ..o 16 82 155
Reserves under the SPECIAI TAWS ........c.ciiiiiiiiicice e 7 3 68
Acceptances and guarantees (NOTE 15) ......vivciiiiiiiiiiiicee e 25,651 26,001 249,232
TOTAI TIADIIEIES ...ttt ¥6,511,721 ¥6,332,404 $63,269,733
Net assets (Note 20):
Shareholders’ equity
Common stock
Authorized shares: 391,000,000 shares in 2014 and 2013
Issued shares: 203,272,106 shares in 2014 and 210,272,106
SHAES 1N 2073 .ottt ¥ 15,149 ¥ 15149 $ 147,191
CADIAL SUPIUS ..ttt 6,351 6,351 61,708
RETAINEA BAMINGS ..ttt bbbttt b ettt 372,512 354,133 3,619,432
Less treasury stock, at cost
3,070,655 shares in 2014 and 7,224,084 shares in 2013 ..o (3,222) (6,597) (31,305)
Accumulated other comprehensive income:
Net unrealized gains on available-for-sale SECUrities (NOTE 5) ....voviviveviriiiiiiieeeee e 69,681 71,388 677,040
Net deferred 10sses 0N NEAgINg INSTTUMENTS ......v.viiiieie i (3,687) (4,699) (35,823)
Accumulated adjustments for retirement benefits (NOte 13) ........o.ovoiiiiiiiiiiiccc e (313) — (3,041)
Total 65,680 66,688 638,165
Subscription rights 10 ShAres (NOTE 22) ......c.oviiiiiiiiicc e 231 198 2,244
MINOTIY INEBIESES ©..vivititiitit ittt ettt ettt b ettt b et et et et se et e s st et ete et e e resbaren 12,062 11,167 117,197
Total net assets 468,765 447,090 4,554,654
Total liabilitieS ANG NET ASSELS ......iter itttk b ettt b ettt bbb en e ¥6,980,486 ¥6,779,495 $67,824,387

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Income Statements

The Chugoku Bank, Limited and Its Consolidated Subsidiaries
For the Years Ended March 31, 2014 and 2013

Thousands of
U.S. Dollars
Millions of Yen (Note 1)
2014 2013 2014
Income:
Interest and dividends on:
L0ANS AN GISCOUNTS 1..vviveiet ettt ettt ettt ettt ettt ettt s et ere et e s ¥ 45513 ¥ 48,282 $ 442,217
SEOUMHIES vvivivitete ettt bbbt b bbb bbb bbb 31,823 29,177 309,201
DB vttt 453 492 4,401
FEES ANd COMMUSSIONS .....vevvieiie ettt ettt ettt ettt ettt ettt et e et et e st e s e st et e te et e e stesearea 16,662 16,734 161,892
Other OPETALING INCOME ...v.vvveiiiie bbbt 19,032 17,982 184,920
Reversal of reserve for pOSSIDIE 108N 10SSES ......cveviviviiiiiiiiiiiiiiiie e 11,234 — 109,152
Bad AEDE TEEOVETEBA ...ttt ettt ettt ettt 6 45 58
OBNIBT NMCOMIE 1ttt ettt ettt ettt b ekttt etk b e ekttt ettt e b et et ettt et et et et ebe st etebensaren 8,542 4,490 82,996
TOTAIINCOMIE ..otttk 1 bbbttt b b b 133,269 117,206 1,294,879
Expenses:
Interest on:
DIBPOSIES ..ttt 2,540 2,756 24,679
BOITOWINGS ..ttt ettt b ettt ettt 182 164 1,768
N8I e 2,884 2,842 28,021
FEES aNA COMMISSIONS ...ttt bbbttt 4,122 3,975 40,050
Other 0PErating BXPENSES .....vevivivereritisites sttt b bbb 13,150 11,145 127,769
General and adminiStrativVe BXPENSES .......vcviiiiiriiiiier ettt ettt 58,091 58,774 564,428
Reserve for POSSIDIE 10BN I0SSES ......c.vviviiiriiiciieeet ettt — 1,961 —
Losses on impairment of fiXxed aSSEtS (NOTE 8) .....vivvviiiiiieeee 143 79 1,389
OTNET BXDENSES ...ttt etttk ettt ettt 1 b4t ettt o1 1 ettt ettt s ettt e bttt 4,323 4,536 42,003
TOTAI BXPENSES ..ttt bbbkttt 85,438 86,235 830,139
Income before income taxes and MINOItY INTETESTS ......coiiiiiiiiiiei s 47,830 30,971 464,729
Income taxes (Note 11):
CUITENE 1ot 10,242 10,118 99,514
DIBTBITEA .ttt bbbkt 7,995 1,460 77,681
18,237 11,578 177,195
Net income before MINOFty INTETESTS ........iviviiiiciici s 29,592 19,392 287,524
Minority interests in net income 874 966 8,492
Net inCOMe ....oovvcaiaiarnnn, ¥ 28,717 ¥ 18,426 $ 279,022
U.S. Dollars
Yen (Note 1)
2014 2013 2014
Per share of common stock
BASIC NELINCOME ..iviiiiiieci ettt ettt ettt e s ¥ 142.12 ¥ 90.37 $ 1.38
Diluted net income 141.96 90.29 1.37
Cash dividends applicable t0 the year (NOE 20) ..o 16.00 14.00 0.15

See accompanying Notes to Consolidated Financial Statements.

(Change in accounting policies)

On May 17, 2012, the ASBJ issued revised ASBJ Statement No. 26, “Accounting Standard for Retirement Benefits,” and revised ASBJ Guidance No. 25, “Guidance on Accounting Standard for Retirement

Benefits” (excluding the main clause of Article 35 of ASBJ Statement No. 26 and the main clause of Article 67 of ASBJ Guidance No. 25)

The Bank and its consolidated subsidiaries applied this accounting standard and the guidance effective from the year ended March 31, 2014 and followed the transitional treatments prescribed in Article 37

of ASBJ Statement No. 26.
As a result, net assets per share at March 31, 2014 decreased by ¥1.56 ($0.01).
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Consolidated Statements of Comprehensive Income

The Chugoku Bank, Limited and Its Consolidated Subsidiaries
For the Years Ended March 31, 2014 and 2013

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2014 2013 2014

Net income before MINOMLY INTETESTS .......ovviiiiiiit it ¥ 29,592 ¥ 19,392 $ 287,524
Other comprehensive income (Note 17):

Net unrealized gains (l0sses) on available-for-sale SECUMHIES ...........cceiiiiviiiiiicci e (1,682) 39,636 (16,342)

Net deferred gains (losses) on hedging instruments . 1,012 (923) 9,832

Total other comprenensive iNCOME ...........cccovvvreeenn. . (669) 38,713 (6,500)
COMPIENENSIVE INCOIMIE ...vvuviveiietssssseeeseseseseseseseseseses et et et st ssssss st s e 111 et et et e s s es s bbb en s s s s e et e e e rerenis ¥ 28,922 ¥ 58,105 $ 281,014
Comprehensive income attributable to:

OWNEBIS OF TNE PAMBNT .....viiiiiice ittt ettt ¥ 28,022 ¥ 57,108 $ 272,269

MINOILY INTEIESES ...vivvtit ittt ettt ettt ettt s st e et et e b et e st saanea 899 997 8,734

See accompanying Notes to Consolidated Financial Statements.

Consolidated Statements of Changes in Net Assets

The Chugoku Bank, Limited and Its Consolidated Subsidiaries
For the Years Ended March 31, 2014 and 2013

Millions of Yen

2014

Accumulated other comprehensive income
Net unrealized Net deferred Accumulated

Common Capital Retained Treasury gains on losses on  adjustments Total Suﬁ;ﬁ{épt%m Minority Total net
stock surplus earnings stock available-for-  hedging ~ for retirement shares interests assets
sale securities instruments  benefits
Balance at beginning of year ............ ¥15149  ¥6,351 ¥354,133  ¥(6,597) ¥71,388  ¥(4,699) ¥ —  ¥66,688 ¥198  ¥11,167 ¥447,090
Net income ......cooveveeennn. 28,7117 28,717
Cash dividends .........cccoovvvrvrnnn. (2,990 (2,990)
Purchases of treasury stock ......... (4,004) (4,004)
Disposals of treasury stock .......... 0 31 32
Cancellation of treasury stock ...... 0 (7,346) 7,347 —
Net changes in items other than
shareholders’ equity ............... (1,707) 1,012 (313)  (1,008) 33 895 (80)
Net changes during the year . — — 18,379 3,374 (1,707) 1,012 (313)  (1,008) 33 895 21,674
Balance at end of year ............coceuuas ¥15,149  ¥6,351 ¥372512  ¥(3,222) ¥69,681  ¥(3,687) ¥(313) ¥65,680 ¥231  ¥12,062 ¥468,765
See accompanying Notes to Consolidated Financial Statements.
Millions of Yen
2013
Accumulated other comprehensive income
‘ ) Net unrealized - Net deferred Subscription o
Common Capital Retained Treasury gains on Iosses on Total rights to Minority Total net
stock surplus earnings stock available-for-  hedging shares interests assets
sale securities instruments
Balance at beginning of year ............ ¥15,149 ¥6,351 ¥345,818  ¥(12,585)  ¥31,783 ¥(3,776)  ¥28,006 ¥129  ¥10,175  ¥393,045
Net income .......ccccevevrnn. 18,426 18,426
Cash dividends ................... (2,805) (2,805)
Purchases of treasury stock ......... (1,320) (1,320)
Disposals of treasury stock .......... 0 1 1
Cancellation of treasury stock ...... 0) (7,306) 7,306 —
Net changes in items other than
shareholders’ equity ............... 39,605 (923) 38,682 68 992 39,742
Net changes during the year . — — 8,314 5,987 39,605 (923) 38,682 68 992 54,045
Balance at end of year ............cocoe..e ¥15,149 ¥6,351  ¥354,133 ¥ (6,597) ¥71,388 ¥(4,699)  ¥66,688 ¥198  ¥11,167  ¥447,090
See accompanying Notes to Consolidated Financial Statements.
Thousands of U.S. Dollars (Note 1)
2014
Accumulated other comprehensive income
) ‘ Net unrealized Net deferred Accumulated Subscription o
Common Capital Retained Treasury gains on losses on  adjustments Total rights to Minority Total net
stock surplus earnings stock available-for- hedging  for retirement shares interests assets
sale securities instruments  benefits
Balance at beginning of year ............ $147,191 $61,708 $3,440,856  $(64,098) $693,626  $(45656) $ — $647,959 $1,923  $108,501 $4,344,053
Net inCoOmMe .....ccccovveevnnas 279,022 279,022
Cash dividends ............cccoeevnanan. (29,051) (29,051)
Purchases of treasury stock ......... (38,904) (38,904)
Disposals of treasury stock .......... 0 301 310
Cancellation of treasury stock ...... 0 (71,379 71,385 —
Net changes in items other than
shareholders’ equity .............. (16,585) 9,832 3041) (979 320 8,696 77
Net changes during the year — — 178575 32,782 (16,585) 9,832 (3,041) (9,794) 320 8,696 210,590
Balance at end of year ...........coco..... $147,191 $61,708 $3,619,432  $(31,305) $677,040  $(35,823)  $(3,041) $638,165 $2,244  $117,197 $4,554,654

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

The Chugoku Bank, Limited and Its Consolidated Subsidiaries
For the Years Ended March 31, 2014 and 2013

Thousands of
U.S. Dollars
Millions of Yen (Note 1)
2014 2013 2014
Cash flows from operating activities
Income before income taxes and MINOity INEIESES ........c.ciiiiiiviici e ¥ 47,830 ¥ 30,971 $ 464,729
DEPreciation ........ccovveveeiiiceieeee s 2,887 2,952 28,050
Losses on impairment of fixed assets ... 143 79 1,389
Share-based compensation expenses ... 64 68 621
Amortization of negative goodwill ...........c.ccccoeevirienennen, (66) (107) (641)
Increase (decrease) in reserve for possible loan losses .. (11,234) 1,961 (109,152)
Increase (decrease) in reserve for point program ..........c.cccevevnne. 4 9 38
Increase (decrease) in reserve for directors’ retirement benefits ... 7 0 68
Increase (decrease) in accrued emploYEES’ DONUSES .......cvvviviviiiiiriiceiee et 95 (126) 923
Increase (decrease) in accrued direCtors’ DONUSES ...........cciiviviriiiiieiiicee e 2 0 19
Increase (decrease) in liability for employees’ severance and retirement benefits .. —_ (31) —
Increase (decrease) in net defined benefit liability ..., (521) — (5,062)
Increase (decrease) in reserve for reimbursement of deposits ... (119) (122) (1,156)
Interest and dividend iNCOME ..........cccovvveiiiiiiiiiciicee (77,790) (77,953) (755,829)
INterest EXPENSE ....ovovvveveiiiece 5,607 5,763 54,479
Losses (gains) on sales of securities, net ... (1,016) 471 (9,871)
Losses (gains) on money trusts, net ...... (130) (42) (1,263)
Foreign exchange losses (gains), net ................. (44,234) (47,796) (429,790)
Losses (gains) on disposals of fixed asSets, NEt ..........c.ovevviviiiiriiiiceece (1) 117 9)
Decrease (increase) in trading account securities, excluding foreign exchange contracts ...........ccccovvvninnnn. 624 676 6,062
Decrease (increase) in call loans and other debt PUrChASEd .........ccoiiiiiiiiiii e 11,349 (3,443) 110,270
Decrease (increase) in due from banks, excluding the Bank of Japan ... 15,058 (29,898) 146,307
Decrease (increase) in foreign exchange assets .........c.occcvevvvveviiiiinas (2,265) 1,135 (22,007)
Decrease (increase) in loans and bills discounted .. (99,075) (60,978) (962,640)
Decrease (increase) in Other SSets ... (1,782) 856 (17,314)
Increase (decrease) in deposits, call money and borrowed money . 256,682 279,788 2,493,995
Increase (decrease) in foreign exchange labilities ..........ccccovvveiiiiiiici s 138 (141) 1,340
Increase (decrease) in Other ADIHIES ...........cviviviiiieici s (86,638) 115,516 (841,799)
Interest and dividends received 91,187 87,986 885,998
Interest paid ...............ccoeevevennn (6,357) (6,795) (61,766)
SUDTOTAL ..ottt 100,450 300,901 976,000
INCOME TAXES PAIT ... (10,581) (10,980) (102,808)
Net cash provided by OPErating ACHVILIES ... ..v.viriiiiiiiiiiiiiii e 89,868 289,921 873,183
Cash flows from investing activities
PUICNASES OF SECUMLIES ....viviviiiiisieict ettt (1,089,493) (1,183,245) (10,585,823)
Proceeds from sales of securities 714,716 542,491 6,944,383
Proceeds from redemption 0f SECUNMHIES ........ciiiiviiiiiiireicect et 298,682 357,433 2,902,079
PUIChaSes Of MONBY TTUSES ......iviviiiitiiici ettt (676) (207) (6,568)
Proceeds from money trusts .......... 557 54 5,411
Purchases of tangible fixed assets (2,194) (2,664) (21,317)
Purchases of intangible fIXEA @SSELS ........cuiviriiiiieiiiicee s (1,124) (697) (10,921)
Proceeds from sales of 1angibIe fIXEA ASSELS ....i.viiviiiiiiii ittt 198 25 1,923
Net cash uSed in INVESHING ACHVITIES ©.....iviiiviriiiiiei ettt n e (79,333) (286,811) (770,821)
Cash flows from financing activities
Cash AIVIABNAS PRI ........cciiiviiiiicte ettt ettt (2,990) (2,805) (29,051)
Cash dividends paid to minority shareholders 4) @) (38)
PUICN@SES OF TrEASUNY STOCK ... (4,004) (1,320) (38,904)
Proceeds from Sales Of TreASUNY STOCK .........cuiiiiiiiiiiiee e 0 1 0
Repayments on lease obligations .............. (783) (236) (7,607)
Proceeds from execution of stock options .. 0 — 0
Net cash used in fINANCING ACHVITIES .......vvririririiiiiiisiiirirsii et (7,782) (4,365) (75,612)
Effect of exchange rate changes on cash and cash eqUIVAIENTS ........ccviviveiiiiiieiiee s 32 4 310
Net increase (decrease) in cash and cash equivalents ............... 2,784 (1,213) 27,050
Cash and cash equivalents at beginning of year ........ 70,513 71,726 685,124
Cash and cash equivalents at end of Year (NOTE 271) ...o.iiiiiiiiiiiiiie ettt ¥ 73,297 ¥ 70513 $ 712,174

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

The Chugoku Bank, Limited and Its 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 Law and its related accounting regulations,
the Japanese Banking Law and the Japanese Uniform Rules for Bank Accounting
and in conformity with accounting principles generally accepted in Japan
(“Japanese GAAP”), which are different in certain respects as to application and
disclosure requirements from International Financial Reporting Standards.

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 have been rounded down. As a result, the totals shown in the
accompanying consolidated financial statements (both in yen and U.S. dollars) do
not necessarily agree with the sums of the individual amounts.

The translations of the Japanese yen amounts into U.S. dollar amounts were
included solely for the convenience of readers outside Japan, using the prevailing
exchange rate at March 31, 2014, which was ¥102.92 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.

Three and 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, 2014 and 2013, respectively, 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 three (two in 2013) investment
partnerships and two affiliated companies were not accounted for by the equity
method for the year ended March 31, 2014 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.

Goodwill
Goodwill is amortized using the straight-line method over a period of five years.
Goodwill which is immaterial in amount is fully charged to loss 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
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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 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. Investments in affiliated
companies which are not accounted for by the equity method are stated at cost
determined by the moving average method. Available-for-sale securities with
available fair values are stated at fair value in principle based on the market price
as of the balance sheet date. 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.

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

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

(c) 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” (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 securities 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.

(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.......ovvviiiiinnns 4 10 40 years
Equipment.......c.cooveiiins 210 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.

(Change in Accounting Estimates)
Buildings owned by the Bank had been depreciated mainly over the useful lives of
24 to 28 years. As a result of the completion of the round of reconstruction, the
Bank investigated the use of the buildings and revised the useful lives mainly to
34 to 39 years, making an appropriate inter-period cost allocation by adjusting
the economic useful lives to conform to the actual. In addition, the salvage value
had been set at 5% of acquisition cost, but as a result of the investigation, it was
determined that there was little disposal value, and accordingly, the salvage value
was revised to the memorandum value.

Due to this change in depreciation method, the amount of depreciation for the
year ended March 31, 2013 decreased by ¥242 million and income before
income taxes and minority interests increased by the same amount.

(Change in Accounting Policies with Amendment of Respective Law or Regulation
that were not Distinguishable from Change in Accounting Estimates)

From the year ending March 31, 2013, in accordance with the amendment in
corporate tax law, the Bank and certain consolidated subsidiaries had changed its
depreciation method for the movable assets of the Bank and the tangible fixed
assets of certain consolidated subsidiaries. The movable assets of the Bank and
tangible fixed assets of certain consolidated subsidiaries acquired on or after April
1, 2012 were depreciated using the method prescribed in amended corporate tax
law. Due to this change in depreciation method, the amount of depreciation for
the year ended March 31, 2013 decreased by ¥24 million and income before
income taxes and minority interests increased by the same amount.

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

() 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.

(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
estimated to be recoverable due to security interests or guarantees.

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

For unsecured and unguaranteed portions of loans to customers not presently
in these circumstances but who face a high probability of so becoming, the
reserve for possible loan losses is provided for the estimated unrecoverable
amounts determined after an evaluation of the customer’s overall financial
condition. For other loans such as normal loans and loans requiring special
attention, the 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 the auditing results.

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

(h) Accrued Employees’ Bonuses

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

(i) Accrued Directors’ Bonuses

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

(j) Reserve for Directors’ Retirement Benefits

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

(k) Reserve for Reimbursement of Deposits

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

() 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.

(m) Reserve Under Special Laws

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

(n) Accounting for Employees’ Severance and Retirement Benefits
In determining projected benefit obligation, the estimated amount of retirement
benefits is based on straight-line attribution.

Prior service costs of the 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.

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.
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In calculating the liability for retirement benefits and retirement benefit
expenses, the consolidated subsidiaries apply a simplified method under which
the amount required to be paid if all the employees voluntarily retired at the fiscal
year end is regarded as projected benefit obligation.

(0) 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 in the same manner 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.

(p) Income Taxes

Deferred income taxes are recognized for loss carryforwards and taxable
temporary differences between carrying amounts for financial reporting purposes
and tax bases. In Japan, income taxes applicable to the 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, 2014 and 2013 was 35.4% and 37.8%,
respectively.

(q) Consumption Taxes

National and local consumption taxes are mainly accounted for on a tax excluded
basis. However, any nondeductible consumption taxes associated with asset
purchases are recorded as expense during the fiscal year.

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

(s) Accounting Change
Accounting Standard for Retirement Benefits
Effective from the year ended March 31, 2014, the Bank and its consolidated
subsidiaries have applied the Accounting Standard for Retirement Benefits (ASBJ
Statement No. 26, May 17, 2012, hereinafter, “Statement No. 26”) and Guidance
on Accounting Standard for Retirement Benefits (ASBJ Guidance No. 25, May 17,
2012, hereinafter, “Guidance No. 25"), except Article 35 of Statement No. 26 and
Article 67 of Guidance No. 25, and the difference between projected benefit
obligations and plan assets has been recognized as net defined benefit liability.
Pursuant to the transitional treatment prescribed in Article 37 of the Statement
No. 26, the Bank and its consolidated subsidiaries recorded unrecognized
actuarial gains and losses and unrecognized prior service costs under
accumulated other comprehensive income, after adjusting for tax effects, as
accumulated adjustments for retirement benefits. As a result, net defined benefit
liability of ¥14,120 million ($137,193 thousand) has been recognized. In addition,
deferred tax liabilities and accumulated other comprehensive income were ¥172
million ($1,671 thousand) and ¥313 million ($3,041 thousand) less, respectively,
at the end of the current fiscal year. The effects of this change on per share
information are explained in the note to the “Consolidated Income Statements”.
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(t) Issued but not yet Adopted Accounting Standard and Others

“Accounting Standard for Retirement Benefits” (ASBJ Statement No. 26,
May 17, 2012) and “Guidance on Accounting Standard for Retirement
Benefits” (ASBJ Statement No. 25, May 17, 2012)

(1) Qverview

From the viewpoint of improvements to financial reporting and international
convergence, this accounting standard mainly focuses on changes in the
treatment of unrecognized actuarial differences and unrecognized past service
cost and the enhancement of disclosures and a revision to the determination of
projected benefit obligation and current service cost.

(2) Scheduled Date of Application

The Bank is scheduled to apply the revision to the determination of projected
benefit obligation and current service cost from the beginning of the fiscal year
starting on April 1, 2014,

(3) Effect of Application of this accounting standard

The effect of the application of this accounting standard is to decrease retained
earnings at the beginning of the fiscal year starting on April 1, 2014 by ¥7,006
million ($68,072 thousand).

“Accounting Standard for Business Combinations” (ASBJ Statement No. 21,
September 13, 2013) and its Related Accounting Standards and Guidance
(1) Qverview

These accounting standards and guidance were revised principally concerning (i)
“Accounting treatment for changes in a parent’s ownership interest in a
subsidiary that does not result in loss of control in the additional acquisition of
shares in a subsidiary,” (i) “Accounting for acquisition-related costs,” “Provisional
accounting treatment” and “Presentation of net income and change from minority
interests to non-controlling interests.”

(2) Scheduled Date of Application
The Bank is scheduled to apply these revised accounting standards and guidance
from the beginning of the fiscal year starting on April 1, 2015.

(3) Effects of Application of These Accounting Standards and Guidance
The effect of the application of these accounting standards and guidance is
currently under consideration.

3. Securities

Securities include investments in interests and equity securities of unconsolidated
subsidiaries and affiliates in the amount of ¥483 million ($4,692 thousand) and
¥286 million at March 31, 2014 and 2013, respectively.

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

The 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) were ¥38,451 million ($373,600 thousand) and
¥35,365 million at March 31, 2014 and 2013, respectively.



(1) Trading account securities

Thousands of
Millions of Yen U.S. Dollars
2014 2013 2014
Amount of net unrealized gains (losses) included in the consolidated
INCOME SEALBMEBNTS ...vuteieits ettt et sttt ettt ettt s sttt ettt sttt et b sttt ettt ettt ¥(16) ¥1 $(155)

(2) The following tables summarize acquisition costs and carrying amounts (fair value) of available-for-sale securities with available fair values as of March 31, 2014 and
2013:

Millions of Yen

2014
Type Carrying amount Acquisition cost Difference
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUIY SECUMTIES ..ttt bbbt ¥ 139,108 ¥ 97,513 ¥ 41,595
BONGS . e 2,281,106 2,242,566 38,539
Japanese governMENT DONGS ........coiiiiiiiiiii s 1,174,482 1,156,454 18,027
Japanese MUNICIPAI DONAS .......vviieiiieiei bbb 599,364 585,934 13,430
Japanese Corporate DONGS ..........ccoiiiiiiiiict e 507,258 500,177 7,081
MBI bbb 559,120 529,546 29,573
FOPBIGN DONAS ..ttt bbb 441,699 432,871 8,828
ONBI vttt 117,421 96,675 20,745
SUDTOTAL .11ttt ¥2,979,335 ¥2,869,626 ¥109,709
Available-for-sale securities whose fair value does not exceed acquisition cost:
EQUITY SECUMEIES ..ttt bbb ¥ 13,486 ¥ 15124 ¥ (1,637)
BONdS .oviiie, 77,277 77,471 (194)
Japanese government bonds ..... 40,833 40,904 (71)
Japanese municipal bonds ... 10,143 10,153 (10)
Japanese corporate bonds ... 26,301 26,413 (112
OB e 50,729 50,975 (246)
FOTIGN DONAS ...t 39,915 40,051 (136)
Other ................. 10,813 10,924 (110)
Subtotal . 141,492 143,571 (2,078)
TOTAL L.ttt ¥3,120,828 ¥3,013,198 ¥107,630
Thousands of U.S. Dollars
2014
Type Carrying amount Acquisition cost Difference
Available-for-sale securities whose fair value exceeds acquisition cost:
EQUILY SBOUMHIBS ©.vvvvvveeetits ettt ettt ettt sttt ettt ettt $ 1,351,612 $ 947464 $ 404,148
Bonds ..o, 22,163,874 21,789,409 374,455
Japanese government bonds ..... 11,411,601 11,236,436 175,155
Japanese municipal bonds ... 5,823,591 5,693,101 130,489
Japanese corporate bonds ... 4,928,663 4,859,862 68,801
OB e 5,432,568 5,145,219 287,339
FOTBIGN DONGAS ...t 4,291,673 4,205,897 85,775
Other 1,140,895 939,321 201,564
SUDTOTAL .ttt $28,948,066 $27,882,102 $1,065,963
Available-for-sale securities whose fair value does not exceed acquisition cost:
EQUITY SBCUMEIES ..ttt $ 131,033 $ 146,949 $ (15,905)
BONGS .t 750,845 752,730 (1,884)
Japanese governmMeENt DONAS .........oiiiiiiiiii 396,745 397,434 (689)
Japanese municipal bonds ... 98,552 98,649 97)
Japanese Corporate DONGS ..........ccoiiiiiviiieice e 255,547 256,636 (1,088)
OBNIBT bbb 492,897 495,287 (2,390)
FOTBIGN DONAS ...ttt 387,825 389,146 (1,321)
DB ettt 105,062 106,140 (1,068)
SUDTOTAL ..ot 1,374,776 1,394,976 (20,190)
0T .ttt $30,322,852 $29,277,089 $1,045,763

THE CHUGOKU BANK, LIMITED 21



Millions of Yen

2013

Type Carrying amount Acquisition cost Difference
Available-for-sale securities whose fair value exceeds acquisition cost:
Equity securities ... ¥ 109,670 ¥ 78,051 ¥ 31,619
BONdS ...vvi 2,210,840 2,162,318 48,522
Japanese government bonds ... 1,045,468 1,024,500 20,968
Japanese municipal bonds ...... 648,010 629,968 18,041
Japanese COrPOrate DONGS ........cviiiiiiiiiieii b 517,361 507,849 9,511
ONBI e 557,958 523,234 34,723
Foreign bonds .. 459,876 448,190 11,685
Other ........... 98,081 75,043 23,037
SUBTOTAI 1.ttt ¥2,878,469 ¥2,763,604 ¥114,864
Available-for-sale securities whose fair value does not exceed acquisition cost:
EQUITY SBOUMHIES 1.vvviviicie ettt bbbttt e ¥ 23,509 ¥ 26,981 ¥ (3,472
BOnds ..o 85,932 86,245 (312)
Japanese government bonds ... 73,950 74,163 (212)
Japanese corporate bonds ... 11,981 12,081 (100)
Other oo, 27,973 28,436 (463)
Foreign bonds .. 18,110 18,445 (334)
Other ........... 9,863 9,991 (128)
SUDTOTAL .1ttt bbbt 137,415 141,663 (4,247)
TOTL Lttt bbbttt ¥3,015,884 ¥2,905,267 ¥110,616

(3) The following tables summarize carrying amounts and fair values of held-to-maturity debt securities with available fair values as of March 31, 2014 and 2013:

Held-to-maturity securities

Millions of Yen

2014
Type Carrying amount Fair value Difference
Held-to-maturity securities whose fair value exceeds carrying amount:
Japanese government bonds ¥15,063 ¥15,462 ¥399
Japanese municipal bonds ... 6,395 6,485 89
Japanese corporate bonds ... 2,002 2,017 14
SUDTOTAI . ¥23,461 ¥23,964 ¥503
Held-to-maturity securities whose fair value does not exceed carrying amount:
Japanese governMENT DONAS ...t ¥ 599 ¥ 597 ¥ (1)
Subtotal 599 597 1)
TOTAL L.ttt bbbttt ettt ettt ¥24,060 ¥24,562 ¥501
Thousands of U.S. Dollars

2014
Type Carrying amount Fair value Difference
Held-to-maturity securities whose fair value exceeds carrying amount:
Japanese gOVErNMENT DONMS .........c.vvivieiei ettt $146,356 $150,233 $3,876
Japanese MUNICIPal DONAS ........oovviviiiiiicicc e 62,135 63,010 864
Japanese corporate bonds ... 19,452 19,597 136
SUDTOTAL .ttt $227,953 $232,841 $4,887
Held-to-maturity securities whose fair value does not exceed carrying amount:
Japanese gOVErNMENT DONGS ...ttt $ 5,820 $ 5,800 $ 09
Subtotal 5,820 5,800 9
0L ettt $233,773 $238,651 $4,867

Millions of Yen

2013
Type Carrying amount Fair value Difference
Held-to-maturity securities whose fair value exceeds carrying amount:
Japanese government bonds ... ¥11,693 ¥12,083 ¥389
Japanese municipal bonds ....... 6,990 7,184 193
Japanese corporate bonds .... 2,000 2,051 51
0L ettt ¥20,684 ¥21,319 ¥635
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(4) No impairment loss was recognized in the year ended March 31, 2014.

Impairment losses of ¥787 million for shares included in available- for-sale
securities were recognized in the year ended March 31, 2013.

Impairment loss on securities other than trading account securities, excluding
those securities for which the fair value is extremely difficult to determine, 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, impairment is
determined by the possibility of recovery, with consideration for the trends in
market values during the past year.

(5) Total sales of available-for-sale securities for the year ended March 31, 2014
and 2013 were as follows:

Millions of Yen
2014
Proceeds Gains on Losses on
from Sales Sales Sales
Equity securities ..., ¥ 53,120 ¥5,062 ¥2,415
BONdS oo 392,446 489 1,443
Japanese government bonds ... 381,731 489 1,318
Japanese municipal bonds ....... 5,549 — 62
Japanese corporate bonds ....... 5,164 0 62
Other oo 264,336 1,389 2,061
Foreign bonds ..........ccceeeinnae 202,385 682 1,909
Other v 61,951 706 151
Total oo ¥709,903 ¥6,941 ¥5,920
Thousands of U.S. Dollars
2014
Proceeds Gains on Losses on
from Sales Sales Sales
Equity SECUMEIES ©...vvvvvvevcerisen, $ 516,129 $49,183 $23,464
BONdS oo, 3,813,116 4,751 14,020
Japanese government bonds ... 3,709,006 4,751 12,806
Japanese municipal bonds ...... 53,915 — 602
Japanese corporate bonds ...... 50,174 0 602
Other vvvveeceee e, 2,568,363 13,495 20,025
Foreign bonds ..........c.cccceenen. 1,966,430 6,626 18,548
Other .o 601,933 6,859 1,467
Total oo $6,897,619 $67,440 $57,520

Millions of Yen
2013
Proceeds Gains on Losses on
from Sales Sales Sales
Equity securities ..........ccceeevevienennas ¥ 257292 ¥1,628 ¥2,326
BONdS ..o 422,418 1,807 386
Japanese government bonds ... 407,154 1,616 379
Japanese municipal bonds ....... 9,471 144 —
Japanese corporate bonds ....... 5,792 46 6
Other ..o 85,641 422 825
Foreign bonds 66,420 355 797
Other .. 19,221 67 28
Total o ¥533,352 ¥3,858 ¥3,537
4. Money Trusts

(1) Money trusts as a type of trading account security at March 31, 2014 and
2013 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2014 2013 2014
Carrying amount (fair value) .......... ¥20,000 ¥20,399 $194,325

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, 2014 and 2013 were as follows:

Millions of Yen
2014
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 ......cooeeiiiiiieiii ¥ 3,300 ¥ 3,300 ¥— ¥— ¥—
Thousands of U.S. Dollars
2014
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
MONBY TTUSE ©...oovvvrer e, $32,063 $32,063 $— $— $—
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Millions of Yen

2013
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 ..o ¥ 2,650 ¥ 2,650 ¥— ¥— ¥—

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

Net unrealized gains or losses on available-for-sale securities at March 31, 2014
and 2013 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2014 2013 2014
Net unrealized gains on
available-for-sale securities ...... ¥107,630 ¥110,616  $1,045,763
Deferred tax liabilities ................... (37,659) (38,962) (365,905)
Net unrealized gains on
available-for-sale securities
before adjustment for minority
interests, net of taxes ............... 69,971 71,654 679,858
Minority interests ..........cccoevevvenins (290) (265) (2,817)
Net unrealized gains on
available-for-sale securities,
Net Of taXeS .....cocvvvveveviein ¥ 69,681 ¥71,388  $ 677,040

6. Loans and Bills Discounted
Loans and bills discounted at March 31, 2014 and 2013 included the following:

Thousands of

Millions of Yen U.S. Dollars
2014 2013 2014
Loans to bankrupt customers ........ ¥ 7,953 ¥ 17,419 $ 77,273
Loans past due six months
OF MOTE e 65,097 79,298 632,500
Loans past due three months or
more but less than six months .. 663 569 6,441
Restructured 10ans ..............ccov..... 13,756 13,397 133,657
Total oo ¥87,471 ¥110,683 $849,893

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, 2014 and 2013 was
¥37,728 million ($366,575 thousand) and ¥43,448 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 total
unused commitment line balance related to these agreements at March 31, 2014
and 2013 amounted to ¥1,331,646 million ($12,938,651 thousand) and
¥1,345,713 million, respectively. Of these amounts, ¥1,274,725 million
($12,385,590 thousand) for 2014 and ¥1,291,402 million for 2013 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 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, 2014 and 2013 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2014 2013 2014
Land oo ¥20,649 ¥20,791 $200,631
BUIldiNgS ...vevevveveiiee 15,289 15,875 148,552
Construction in progress ............... —_ 6 —_
L6ase aSSets ......ccoovvveviiriiiiiiins 3,247 3,536 31,548
Other tangible fixed assets ........... 4,689 4,724 45,559
¥43,875 ¥44,935 $426,301

Accumulated depreciation at March 31, 2014 and 2013 was ¥76,672 million
($744,966 thousand) and ¥75,649 million, respectively. The amounts that were
directly offset against acquisition costs at March 31, 2014 and 2013 were
¥5,419 million ($52,652 thousand) and ¥5,420 million, respectively.

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 ¥143 million ($1,389 thousand) and ¥79 million as “Losses
on impairment of fixed assets” for the years ended March 31, 2014 and 2013,
respectively.

The recoverable amount for branches, idle assets and assets to be disposed of
was the higher 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, 2014 and 2013 were as follows:

Thousands of

The differences between the recoverable amount and the book value of the Millions of Yen U.S. Dollars
assets below were recognized as “Losses on impairment of fixed assets” for the 2014 2013 2014
years ended March 31, 2014 and 2013 as follows: Software prmmmmm ¥ 0 ¥ 0 $ 0
Software in progress ..........o.o..... 1,931 732 18,762
(Millions of Yen) 2014 Other intangible fixed assets ......... 152 154 1,476
Losses on ¥2,084 ¥887 $20,248
Area Purpose of Use Type impairment of
fixed assets 10. Pledged Assets
Branches 1 branch Land and Pledged assets at March 31, 2014 and 2013 were as follows:
Okayama . buidings ¥ 11
ldle assets 1item Thousands of
Other Branches 4 pranches La.”d.a”d 130 2/(')';“2”3 of Yen 5013 us. Donzrgm
Idle assets Titem | buidings SECUTHIBS v ¥291,614  ¥333690  $2,833,404
Lease receivables and investment
(Thousands of U.S. Dollars) 2014 — in 16ased aSSeS oo 162 620 1,574
Area Purpose of Use Type impairment of OMNEr 8SSELS ..vvovvrvvvrve 81 81 787
fixed assets Total o ¥291,858 ¥334,392 $2,835,775
Okayama pranches ! branch Land and $ 106 Liabilities secured by the above were as follows:
Idle assets 1 item buildings
Thousands of
Other Branches 4 branches Landland $1.082 Millions of Yen U.S. Dollars
Idle assets 1 item buildings ' 2014 2013 2014
DBPOSILS ..vvoveveveeveereeeren ¥40,725 ¥17,358 $395,695
(Millions of Yen) 2013 Call money —_ 11,894 —
Losses on Payables under securities lending
Area | Purpose of Use Type impairment of fransactions ... 154415 230,893 1,500,340
fixed assots BOITOWEd MONGY ..o 97,277 50,501 945,171
Branches 2 branches || 204 ang TO@l oo ¥202,419  ¥310,647  $2,841,226
Okayama . buildings ¥54
ldle assets 2 items
At March 31, 2014 and 2013, respectively, certain trading account securities in
Other  |Dranches 2 branches | Land and ¥04 the aggregate amount of ¥69 million ($670 thousand) and ¥51 million,
Idle assets 3 items buildings respectively, and certain other securities in the aggregate amount of ¥233,027

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 the corporate
headquarters’ facilities, the computer center and recreational facilities, are grouped
with other assets. As for idle assets and assets to be disposed of, impairment loss

million ($2,264,156 thousand) and ¥222,961 million, respectively, were pledged
as collateral for settlement of exchange at the Bank of Japan and for other
purposes.

Other assets included guarantee deposits of ¥793 million ($7,705 thousand)
and ¥649 million at March 31, 2014 and 2013, respectively. Other assets also
included initial margins for futures markets in the amount of ¥114 million ($1,107
thousand) and ¥75 million at March 31, 2014 and 2013, respectively.
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11. Deferred Tax Assets (Liabilities)
Significant components of deferred taxes assets and liabilities at March 31, 2014
and 2013 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2014 2013 2014
Deferred tax assets:
Reserve for possible loan
[0SSES .vvvrriiicceis ¥14,970 ¥22,210 $ 145,452
Liability for employees’ severance
and retirement benefits .......... —_ 6,275 —_
Net defined benefit liability ....... 6,247 — 60,697
Depreciation ...........ccccoevvvenen. 4,767 4,945 46,317
Deferred losses on hedging
INStruUMents .....ccoevevvveveiennas 2,022 2,586 19,646
Write-down of securities ........... 1,165 1,378 11,319
Unrealized holding losses on
available-for-sale securities .. 736 1,506 7,151
Accrued employees’ bonuses ... 641 642 6,228
Other v 4,416 4,755 42,907
Subtotal ... 34,967 44,300 339,749
Valuation allowance ................. (2,536) (2,767) (24,640)
Total deferred tax assets .......... 32,430 41,533 315,099
Deferred tax liabilities:
Unrealized holding gains on
available-for-sale securities .. (38,352) (40,395) (372,638)
Reserve for advanced depreciation
of tangible fixed assets .......... (255) (230) (2,477)
Reserve for special depreciation
for tax purpose .................... (4) (6) (38)
Deferred gains on hedging
instruments (2) 1) (19)
Other oo (0) — 0)
Total deferred tax liabilities ....... (38,615) (40,633) (375,194)
Net deferred tax assets (iabilities) ... ¥ (6,184) ¥ 900 $ (60,085)

For the years ended March 31, 2014 and 2013, the presentation of the difference
between the statutory tax rate and the effective tax rate is omitted because the
difference was not significant.

Adjustments of deferred tax assets and liabilities due to a change in the corporate
income tax rate:

The New Tax Reform Act proclaimed on March 31, 2014 repealed the Special
Corporate Tax for fiscal years beginning on and after April 1, 2014. As a result,
the statutory tax rate to be used in computing deferred tax assets and liabilities
has been reduced from 37.8% to 35.4% for the temporary differences estimated
to be settled in the fiscal year beginning on April 1, 2014. As a result, deferred
tax assets and net deferred losses on hedging instruments were ¥23 million
($223 thousand) and ¥1 million ($9 thousand) less, respectively, and deferred tax
liabilities, net unrealized gains on available-for-sale securities and income taxes —
deferred were ¥770 million ($7,481 thousand), ¥39 million ($378 thousand) and
¥831 million ($8,074 thousand) more, respectively, than the amounts that would
have been reported without the change.
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12. Borrowed Money
Borrowed money at March 31, 2014 and 2013 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
2014 2013 2014
Borrowed Money ..........cccccevnann. ¥112,696 ¥69,441 $1,094,986
Lease liabilities (due within one year) ... 224 232 2,176
Lease liabilities (due after one year) ... 3,008 3,289 29,226

The weighted average interest rates on the outstanding balances at March 31,
2014 and 2013 were as follows:

2014 2013
0.183% 0.220%

Borrowed MONBY ........cvcvviiiiiieiiicieeee
Lease liabilities (due within one year) ..
Lease liabilities (due after one year) ...........cccovvervrenns — —

Borrowed money classified by maturity at March 31, 2014 and 2013 was as follows:

Thousands of

Millions of Yen U.S. Dollars

2014 2013 2014
Less than one year .........c..c.cveveenee ¥ 99,921 ¥55,889  $ 970,860
From one to two years ................. 4,689 4,661 45,559
From two to three years ................ 2,969 3,229 28,847
From three to four years ............... 2,059 2,187 20,005
From four to five years ................. 985 1,254 9,570
Over five years ........cccooeeveinnan. 2,071 2,220 20,122
Total borrowed money .................. ¥112,696 ¥69,441 $1,094,986

Lease liabilities classified by maturity at March 31, 2014 and 2013 were as follows:

Thousands of

Millions of Yen U.S. Dollars

2014 2013 2014
Less than one year ............c.cveueeie. ¥ 224 ¥ 232 $ 2,176
From one to two years ... 218 227 2,118
From two to three years ................ 215 221 2,089
From three to four years ............... 211 218 2,050
From four to five years ................. 210 213 2,040
Over five years ........cccooveveevnnan. 2,152 2,408 20,909
Total lease liabilities ...........ccc..... ¥3,232 ¥3,521 $31,403

13. Liability for Employees’ Severance and Retirement Benefits
Year ended March 31,2014
(1) Outline of retirement benefit plans
The Bank has defined benefit retirement benefit plans and defined contribution
retirement benefit plans. As defined benefit plans, the Bank has a corporate
pension fund plan and a lump-sum payment plan.

Consolidated subsidiaries provide unfunded lump-sum payment plans. In
determining projected benefit obligation, a simplified method is adopted. The
Bank has set up an employees’ retirement benefit trust.



(2) Defined benefit plans
(a) The changes in projected benefit obligation for the year ended March
31, 2014, were as follows:

Thousands of

Millions of Yen U.S. Dollars
Beginning balance of projected benefit obligation ... ¥46,481 $451,622
SEIVICE COSE v 1,573 15,283
Interest cost ... 924 8,977
Actuarial differences ... 591 5,742
Retirement benefits paid . . (2,426) (23,571)
Prior service cost ............ — —
OB v — —
Ending balance of projected benefit obligation ....... ¥47143 $458,054

(b) The changes in plan assets for the year ended March 31, 2014 were as
follows:

Thousands of

Millions of Yen U.S. Dollars
Beginning balance of plan assets ..............cccc........ ¥31,061 $301,797
Expected return on plan assets ... . 183 1,778
Actuarial differences ........cccvvvevvvievvciiieeen, 1,445 14,040
Contribution from the employer ...............ccccevne. 1,322 12,844
Retirement benefits paid ..........cccoceveiviiiiieinnn, (989) (9,609)
ONBI v — —
Ending balance of plan assets ..........cccoccevvvvvrienne ¥33,023 $320,860

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

Thousands of

Millions of Yen U.S. Dollars
Funded defined benefit obligation .............cccc..v..... ¥46,986 $456,529
PIaN @SSES ...vvvvivviciieie (33,023 (320,860)
13,962 135,658
Unfunded defined benefit obligation ...................... 157 1,525
Net liability (asset) recorded in the consolidated
Dalance ShBBt .....ccoiviceriiieeeieice e ¥14,120 $137,193
Thousands of
Millions of Yen U.S. Dollars
Net defined benefit liability ...........ccccovvvviiiiiiiiinnnns ¥14,120 $137,193
Net defined benefit asset ...........ccoovvvvviviviiviiinnnns — —
Net liability (asset) recorded in the consolidated
halance Sheet ..o ¥14,120 $137,193

(d) The components of retirement benefit expenses for the year ended
March 31, 2014 were as follows:

Thousands of

Millions of Yen U.S. Dollars

SBIVICE COSt 1vvvivieivrceeiesee et ¥1,573 $15,283
INtErest COSt ..ovvvvviiiiieecc e, 924 8,977
Expected return on plan assets ............c.ccoevevevnen. (183) (1,778)
Amortization of actuarial differences ...................... 219 2,127
Amortization of prior SErvice Cost .........c.cccevvevrnn. (296) (2,876)
OtNBE e, 45 437
Retirement benefit expenses on defined benefit

DIANS oottt nenes ¥2 283 $22,182

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

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

Thousands of

Millions of Yen U.S. Dollars
Unrecognized prior SErvice CoSt .........cccovvvvevverennan. ¥ 148 $1,438
Unrecognized actuarial differences ............c........... (634) (6,160)
ONBI oo — —
TOTAl v ¥(485) $4,712)
(f) Plan assets
1) Components of plan assets
Plan assets consisted of the followings:

BONAS oo, 24.8%

Equity SECUNTIES ©...cveviviveviicee e, 51.0%

Cash and depositS ........ccccevvvveveiiiiirereeiereeie, 0.3%

Other 23.9%

Total 100.0%

Note: Total plan assets included an employees’ retirement benefit trust established for corporate
welfare pension plans of 16.5%.

2) Method of determining the long-term expected rate of return on plan assets
The long-term expected rate of return on plan assets is determined
considering the allocation of plan assets which are expected currently and
in the future and the long-term rates of return which are expected currently
and in the future from the various components of the plan assets.

(9) Assumptions used for the year ended March 31, 2014, were as follows:

2.000%
0.000%-2.349%

Discount rate:
Long-term expected rate of return:
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(3) Defined contribution plans
The amount of required contribution to the defined contribution plan of the Bank
was ¥121 million ($1,175 thousand).

Year ended March 31,2013

The liability for employees’ severance and retirement benefits included in the
liability section of the consolidated balance sheet as of March 31, 2013 consisted
of the following:

Millions of Yen
Projected benefit obligation ...........c...cccccoeviivennnen. ¥(46,481)
Less fair value of pension assets ..............ccoccveveen. 31,061
Unrecognized actuarial differences ...........c.cocooe... 1,707
Unrecognized prior SErvice COSt .........cccovvvvrveennnn. (444)
Liability for employees’ severance and retirement
DENEALS ..t ¥(14,156)

Included in the consolidated statements of income for the year ended March 31,
2013 were severance and retirement benefit expenses that comprised the
following:

Millions of Yen
Service costs - benefits earned during the year ...... ¥(1,735)
Interest cost on projected benefit obligation ........... (916)
Expected return on plan assets ..............cccceveveveen. 178
Amortization of prior Service Cost ...........c.ccceevnn. 296
Amortization of net actuarial l0SS ..............ccccevnnn. (805)
Severance and retirement benefit expenses ........... ¥(2,981)

The discount rate used by the Bank at March 31, 2013 was 2.0%. The rates of
expected return on plan assets used by the Bank at March 31, 2013 were as
follows:

0.000%
2.303%

Cash balance pension fund plan ............ccccoocveven.
Employee retirement benefit trust .............cccoevnee.

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 the 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.
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14. Derivative Transactions
Derivative transactions at March 31, 2014 and 2013 were as follows:

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

For derivatives transactions to which hedge accounting is not applied, the
contract amount or corresponding principal amount stipulated by the contract, the
fair value, recognized gains (losses) and the 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 the
market risk for the derivative transactions themselves.

Interest Rate Derivatives:

Millions of Yen
2014
Recognized
Contract Fair gains
Type amount Over 1 year value (losses)
Over-the-counter
transactions
Interest rate swaps
Pay fixed/
receive floating ...... ¥16,185  ¥14,685 ¥(269) ¥(269)
Pay floating/
receive fixed .......... 16,045 14,545 397 397
Total ..o, — — ¥127 ¥127
Thousands of U.S. Dollars
2014
Recognized
Contract Fair gains
Type amount Over 1 year value (losses)
Over-the-counter
transactions
Interest rate swaps
Pay fixed/
receive floating ...... $157,258 $142,683  $(2,613)  $(2,613)
Pay floating/
receive fixed .......... 155,897 141,323 3,857 3,857
Total e — —  $1,233 $1,233
Millions of Yen
2013
Recognized
Contract Fair gains
Type amount Over 1 year value (losses)
Over-the-counter
transactions
Interest rate swaps
Pay fixed/
receive floating ...... ¥18,781  ¥17,291 ¥(399) ¥(399)
Pay floating/
receive fixed .......... 18,781 17,291 569 569
Total ..o, — — ¥ 169 ¥ 169

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



Currency Derivatives:

Bond Related Derivatives

Millions of Yen Millions of Yen
2014 2014
Recognized Recognized
Contract Fair gains Contract Fair gains
Type amount Over 1 year value (losses) Type amount Over 1 year value (losses)
Over-the-counter Financial products exchange
transactions transactions
Currency SwWaps ............. ¥554,386 ¥494300 ¥ 186 ¥ 186 Bond futures
Forward foreign exchange Sold ..o ¥868 ¥— ¥867 ¥
Sold 175,188 438 (2,207) (2,207) — — ¥867 ¥
Bought 14,683 30 1,159 1,159
Currency options Thousands of U.S. Dollars
Sold o 35,109 18,836 1,746 2,067 2014
Bought ....coovvviinn, 35,109 18,836 1,743 (1,716) Contract i Re%(;%giszed
Total oo — —  ¥2,628 ¥ (511) Type amount Over 1 year value (losses)
Financial products exchange
Thousands of U.S. Dollars transactions
2014 Bond futures
Contract Fair RQZZ?Q‘SZEC’ Sold $8,433 $— $8,424 $9
Type amount Over 1 year value (losses) Total i, —_ _ $8,424 $9
Over-the-counter
transactions Millions of Yen
CUrTency swaps ............. $5,386,572 $4,802,759  $ 1,807 $ 1,807 2013
Forward foreign exchange Contract - Rei]%gigiszed
Sold o 1,702,176 4,255 (21,443) (21,443) Type amount Over 1 year value (losses)
Bought .. 142,664 291 11,261 11,261 Financial products exchange
Currency options transactions
Sold o 341,129 183,015 16,964 20,083 Bond futures
Bought ..o, 341,129 183,015 16,935 (16,673) ¥1,015 ¥— ¥1,018 ¥2)
Total oo — — $25534 $ (4,965 — — ¥1,018 ¥©2)
Note: The above transactions are stated at fair value, and gains or losses are
Millions of Yen recognized in the consolidated income statements.
2013
Recognized Credit Derivatives
Contract Fair gains
Type amount  Overfyear  value (osses) There were no credit derivatives outstanding at March 31, 2014.
Over-the-counter
transactions Millons of Yen
Currency swaps ............. ¥459,616 ¥387,549 ¥ 191 ¥ 191 2013
Forward foreign exchange Recognized
SOld v 131 ,070 4,740 (7,239) (7,239) Contract Fair gains
Bought 15,568 4,608 1,075 1,075 Type amount Over 1 year value (losses)
Currency options Over-the-counter transactions
SO oo 69,564 41,089 3,472 3,317 Credit default swap
69,564 41,089 3,386 (2,457) SOld v ¥500 ¥— ¥3 ¥0
Total ..o, — — ¥3 ¥0
57 — (1) @)
53 — 5 5
— — ¥ 890 ¥(5,109)

Notes: 1. The above transactions were stated at fair value, and gains and losses
were recognized in the consolidated income statements.
2. Fair values were determined based on the discounted value of future
cash flows and other factors.
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(2) Derivatives transactions to which hedge accounting is applied

For derivatives transactions to which hedge accounting is applied, the contract
amounts or corresponding principal amounts stipulated by the contract, the fair
value and the 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 the market risk
for the derivative transactions themselves.

Interest Rate Derivatives:

Millions of Yen
2014

Contract Fair
amount Over 1 year value

Type Hedged item
The deferral method of
hedge accounting

Loans and bills

Interest rate swaps discounted and
Pay fixed/ available-for-sale
receive floating ... securities (bond)  ¥130,513  ¥114,502 ¥(5,707)
Total oo — — ¥(5,707)
Thousands of U.S. Dollars
2014
Contract Fair
Type Hedged item amount Over 1 year value

The deferral method of
hedge accounting
Interest rate swaps

Loans and bills
discounted and

Pay fixed/ available-for-sale
receive floating ... securities (bond) $1,268,101 $1,112,534 $(55,450)
Total oo, — — $(55,450)
Millions of Yen
2013
Contract Fair
Type Hedged item amount Over 1 year value

The deferral method of

hedge accounting
Interest rate swaps
Pay fixed/

Loans and bills
discounted and
available-for-sale

receive floating ... securities (bond)  ¥145,216  ¥130,438 ¥(7,285)

— — ¥(7,285)

Notes: 1. The deferral method of hedge accounting was applied to the above

transactions in accordance with the “Accounting and Auditing Treatment

of Accounting Standards for Financial Instruments in the 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
2014
Contract Fair

Type Hedged item amount Over 1 year value
The deferral method of

hedge accounting

Fund related swaps ...... Call loans ¥4,644 ¥— ¥0

Total oo — — ¥0
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Thousands of U.S. Dollars

2014
Contract Fair
Type Hedged item amount Over 1 year value
The deferral method of
hedge accounting
Fund related swaps ......Call loans $45,122 $— $0
Total oo, — — $0

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

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

Millions of Yen
2013
Contract Fair
Type Hedged item amount Over 1 year value
The deferral method of
hedge accounting
Fund related swaps ...... Call loans ¥3,968 ¥— ¥(0)

Total oo, — — ¥(0)
Notes: 1. The deferral method of hedge accounting was applied to the above
transactions in accordance with the “Accounting and Auditing
Concerning Accounting for Foreign Currency Transactions in the
Banking Industry” (JICPA Industry 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 operating leases at March 31, 2014 and 2013 was as follows:

As lessee:
Obligations under operating leases which were not cancellable at March 31,
2014 and 2013 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2014 2013 2014
Due within one year ............... ¥ 4 ¥ 53 $ 427
Due after one year .................. 201 246 1,952
Total oo ¥246 ¥300 $2,390




17. Other Comprehensive Income
The components of other comprehensive income for the years ended March 31,
2014 and 2013 consisted of the following:

Thousands of

Millions of Yen U.S. Dollars
2014 2013 2014
Net unrealized gains (losses) on
available-for-sale securities:
Increase during the year ¥(1,965) ¥ 60,386 $(19,092)
Reclassification adjustment (1,020) 466 (9,910)
Subtotal, before tax (2,986) 60,853 (29,012)
Tax benefit or (expense) 1,303 (21,216) 12,660
Subtotal, net of tax (1,682) 39,636 (16,342)
Net deferred gains (losses) on
hedging instruments:
Decrease during the year (163) (3,059) (1,583)
Reclassification adjustment 1,741 1,642 16,916
Subtotal, before tax 1,577 (1,417) 15,322
Tax benefit or (expense) (565) 493 (5,489)
Subtotal, net of tax 1,012 (923) 9,832

Total other comprehensive income ¥ (669) ¥ 38,713 $ (6,500)

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.

(b) 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 bills discounted, loans on bills, loans on deeds
and overdrafts. These loans are subject to the “credit risk” of decline in value or
loss due to changes in the financial status of those to whom credit is provided
and to the “interest rate risk” of decline in value due to 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 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
earnings by hedging the risk of future fluctuations in interest or exchange rates
related to assets and 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 securities 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 the 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 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 ensure, within the
scope of its management capabilities, 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
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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, assessments
and other methods. This information is used 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, the Large Account Credit Committee was established as part of
systematic measures 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 the 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. The limits are managed to ensure that losses in excess
of a certain amount do not occur. Banking operations (investment securities)
are managed for risk by taking the risk-return balance into consideration
through ALM analysis, 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.
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Quantitative Information about Market Risk

(Financial instruments to which quantitative analysis of 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.

The Bank adopts a variance-covariance model assuming that
fluctuations in prices and interest rates will follow a normal distribution and
uses a five-year 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. Interest rate risk is
measured for debt securities, deposits and loans, taking into consideration
the correlation between price fluctuation risk and interest rate risk.

Under the normal circumstances, interest rates will generally rise when
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 inversely 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 would not work and another
complementary system would be established by different stress tests and
capital allocation.

Market risk volume as of March 31, 2014 and 2013 was as follows:

Thousands of

Millions of Yen U.S. Dollars
2014 2013 2014
Market risk volume .................... ¥134,241 ¥143,695  $1,304,323
Banking business ............ 134,203 143,560 1,303,954
(Price fluctuation risk) . (118,950) (128,673)  (1,155,752)
(Interest rate risk) (33,681) (26,444) (327,254)
(Considering correlation) ... (A18,428) (A11,558)  (A179,051)
Trading activities ..........cccce.... 38 135 369

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. The profit or loss expected at the time the measurement of VaR is fixed
is used for comparison. As a result of back testing, the Bank has
determined that there is no problem with its market risk measurement
model and measurement methods.

However, since VaR is statistically computed under certain assumptions
based on historical market fluctuations, certain 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 of market risk is not
applied for the purpose of risk management)
The Bank does not apply market risk measurement to unlisted equity
securities, which are measured by credit risk.

3) Liquidity Risk Management

Liquidity risk refers to the risk of incurring losses (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 divided between the Funds Procurement Management
Division, which procures funds, and the Funds Procurement Risk

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 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 are the source for the vast majority of the Bank’s funds, and the
Bank’s 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 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

Management Division, which monitors the status of the procurement of those
funds. The Funds Procurement Management Division carefully monitors the

(2) Fair Values of Financial Instruments

considered when calculating such values, they may differ when adopting
different assumptions and considering other factors.

The following are the consolidated balance sheet amounts and fair values and any differences between them as of March 31, 2014 and 2013. 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
2014
Carrying amount Fair value Difference
Assets
(1) Trading ACCOUNE SECUMEIES ..v.vvveveteeeeeierereres ettt bbb ¥ 2,382 ¥ 2382 ¥ —
(2) Money trusts 23,300 23,300 —
(3) Securities
BONAS NEIA T0 MATUMLY ©..vvviiecic ettt et a et 24,060 24,562 501
AVAlADIE-TOr-SAIE SECUMLIES .....viviviiiititieeiei ettt ettt bttt ere e 3,112,621 3,112,621 —
(4) Loans and Dills QISCOUNTEA ..........ovviriririieieiciteee ettt 3,562,136
Reserve for possible 10aN 10SSES (F1) .....v.viviiiiiecc et (50,038)
3,512,098 3,558,290 46,192
TOTAI @SSELS ...t ¥6,674,462 ¥6,721,156 ¥46,694
Liabilities
(1) DBPOSIES ...ttt ¥5,682,761 ¥5,683,022 ¥ 261
(2) Negotiable Certificates Of AEPOSIE ........oviririririieiiesee e 155,480 155,507 27
TOTAI HIADIHES ...t ¥5,838,242 ¥5,838,530 ¥ 288
Derivative transactions (*2)
Derivative transactions not qualifying for hedge accounting ............cccccevevevieviiiciiiiecicceee e ¥ (771) ¥ (771) ¥ —
Derivative transactions qualifying for hedge aCcCoUNtiNgG ........cccovveverrieriiiiiiiiceeee e (5,707) (5,707) —
Total derivative TraNSACTIONS .........voviiiiiiii ettt ¥ (6,479 ¥ (6,479 ¥ —
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Thousands of U.S. Dollars

2014
Carrying amount Fair value Difference
Assets
(1) Trading ACCOUNT SECUMHES +..v.vvvvvieiriiie ettt $ 23144 $ 23144 $ —
(2) MIONBY TTUSES ...ttt b ettt sttt ettt 226,389 226,389 —
(3) Securities
BoNnds NEId t0 MATUIMLY ....vcveviicii ettt 233,773 238,651 4,867
AVAlADIE-TOr-SAIE SECUMTIES .....vivviviiireitet ettt ettt 30,243,111 30,243,111 —
(4) Loans and bills discounted .................. .. 34,610,726
Reserve for possible loan losses (“1) (486,183)
34,124,543 34,573,357 448,814
TOTAI @SSES ..o s $64,850,971 $65,304,663 $453,692
Liabilities
(1) DBPOSIES ...ttt $55,215,322 $55,217,858 $ 2,535
(2) Negotiable CertificateS Of ABPOSIE .........vviiiieeee e 1,510,687 1,510,950 262
TOTAI HADIHES ..ttt $56,726,020 $56,728,818 $ 2,798
Derivative transactions (*2)
Derivative transactions not qualifying for hedge accounting ...........ccocevviiiiiiiniiiie s $ (7,491) $ (7,491) $ —
Derivative transactions qualifying for Nedge aCCOUNTING .......ovvivivivriririiiii e (65,450) (65,450) —
Total derivative tranSACHIONS ..........eevieriiriiiriieeie s $  (62,951) $  (62,951) $ —
Millions of Yen
2013
Carrying amount Fair value Difference
Assets
(1) Trading ACCOUNT SECUIMHIES ....viviiiiiiit etttk ¥ 3,006 ¥ 3,006 ¥  —
(2) MONBY TTUSES ...t 23,049 23,049 —
(3) Securities
Bonds Neld t0 MATUMLY ......c.oiiiiiiic e 20,684 21,319 635
AVAlADIB-TOr-SAIB SECUMLIES .....vivviviiietiie ettt ettt ettt ettt 3,004,054 3,004,054 —
(4) Loans and Dills QISCOUNTEA ..........vviieririiiiieiiiieieee bbbttt 3,476,550
Reserve for possibIe 10aN 10SSES (1) .....vviviiiiciiiie s (74,742)
3,401,807 3,462,540 60,732
TOTAI @SSES ..ttt ¥6,452,603 ¥6,513,971 ¥61,367
Liabilities
(1) DEPOSIES ..o . ¥5,485,689 ¥5,486,113 ¥ 423
(2) Negotiable certificates of deposit . .. 202,339 202,398 59
TOTAI HADIHIES v ¥5,688,029 ¥5,688,512 ¥ 482
Derivative transactions (*2)
Derivative transactions not qualifying for hedge acCcounting ...........cccoceviviiveiiiiiiceceece e ¥ (5,885 ¥ (5,885 ¥  —
Derivative transactions qualifying for hedge aCCoUNtiNG ........covviiriiiiii e (7,285) (7,285) —
Total derivative TraNSACTIONS .........ciiiiiieiei b ¥ (13,177) ¥ (13,177) ¥  —

ltems 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 indicated by parentheses.
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(Note 1) Calculation method for fair value of financial
instruments

Assets

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

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

(3) Securities
The fair value of stocks is based on prices on financial products exchanges,
and the fair value of bonds is 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
value of investment trusts is based on disclosed net asset value.

The fair value of private placement bonds with direct bank guarantees is
determined by discounting 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 purposes for which they are held
is described in Note 3, “Securities.”

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

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

In addition, as to claims against bankrupt obligors, substantially bankrupt
obligors and intensive control obligors, since the estimated amount of bad debt
is calculated based on 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, 2014.

Derivative Transactions

Derivative transactions, including interest rate related transactions (swaps and
caps), currency related transactions (swaps, options, forward exchange contracts
and non-deliverable forwards), bond related transactions (futures, options, stock
futures and stock options), credit derivative transactions (credit default swaps) and
others are based on the prices on financial products exchanges, the discounted
value of future cash flows, option pricing models, prices 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
2014 2013 2014
(1) Unlisted equity securities
(1) ("2) v ¥5,083 ¥5,261 $49,387
(2) Investments in partnerships (*3) ... 3,761 2,352 36,542
(3) Foreign stocks in foreign
currency (1) v, 0 0 0
(@) Warrants (1) ..coooovvveeieriinennnn, 0 0 0
Total oo ¥8,845 ¥7,614 $85,940

(*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 ¥4 million ($38
thousand) and ¥5 million for the fiscal years ended March 31, 2014 and 2013,
respectively.

(*3) Of the investments in partnerships, we do not treat assets that consist of unlisted stocks
and other financial instruments for which the fair value is extremely difficult to determine
as subject to disclosure of fair value.
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(Note 3) Maturities of monetary assets and securities with contractual maturities subsequent to the balance sheet date

Millions of Yen
2014
More than 1 year ~ More than 3 years  More than 5 years ~ More than 7 years More than
Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
Securities
Bonds held to maturity ...........ccocoeveiieieninnas ¥ 8,397 ¥ 4936 ¥ 4907 ¥ 1917 ¥ 3,901 ¥ —
Japanese government Donds ..........cccooceiiiiiiiiiieeenn, — 4,936 4,907 1,917 3,901 —
Japanese municipal bonds 6,395 — — — — —
Corporate bonds ..........ccccevvvviveiviiiiinnn, 2,002 — — — — —
Available-for-sale securities with maturities . 284,414 901,854 620,493 444,270 447,991 167,854
Japanese government bonds ... 161,199 320,521 228,634 201,941 225,583 77,436
Japanese municipal bonds 42,758 121,057 125,104 174,685 145,902 —
Corporate bonds ................. 64,417 211,712 123,092 39,858 37,929 56,549
Other .o 16,039 248,563 143,663 27,785 38,576 33,869
Loans and bills discounted (*) .. 1,175,379 820,142 486,226 221,376 237,600 510,907
TOMAl e ¥1,468,191 ¥1,726,933 ¥1,111,627 ¥667,565 ¥689,492 ¥678,762
Thousands of U.S. Dollars
2014
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than
Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
Securities
Bonds held to maturity ..., $ 81587 $ 47959 § 47,677 $ 18,626 $ 37,903 $ —
Japanese government DONds ..o — 47,959 47,677 18,626 37,903 —
Japanese municipal bonds ............ccoeveiiiiiieii 62,135 — — — — —
Corporate bonds ..........ccccevvviviiiiiiiiinanns 19,452 — — — — —
Available-for-sale securities with maturities . 2,763,447 8,762,670 6,028,886 4,316,653 4,352,808 1,630,917
Japanese government Donds ...........ccocoeviiiiiiieiieiinn 1,566,255 3,114,273 2,221,472 1,962,116 2,191,828 752,390
Japanese municipal DoNds ..........cccoeviiiiiiiiece, 415,448 1,176,224 1,215,546 1,697,289 1,417,625 —
Corporate bonds ................. 625,893 2,057,054 1,195,996 387,271 368,528 549,446
Other oo, 155,839 2,415,108 1,395,870 269,966 374,815 329,080
Loans and bills discounted (*) 11,420,316 7,968,732 4,724,310 2,150,952 2,308,589 4,964,117
TOMAl Lo $14,265,361  $16,779,372  $10,800,884 $6,486,251 $6,699,300 $6,595,044
Millions of Yen
2013
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than
Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
Securities
Bonds held to maturity ..........ccocovveciiveriininnas ¥ — ¥ 13,896 ¥ — ¥ 6,788 ¥ — ¥ —
Japanese government bonds ... — 4,905 — 6,788 — —
Japanese municipal DONAS ..........cccovvvvviiiiiiiicns — 6,990 — — — —
Corporate bonds .........c.ccoovveveviviiririiinn, — 2,000 — — — —
Available-for-sale securities with maturities . 276,853 825,125 645,341 397,277 520,166 116,297
Japanese government bonds 136,451 354,829 183,881 183,875 227,805 32,575
Japanese municipal DoNdS ........c.covvveiiiiiiin 43,109 121,254 137,825 143,817 202,002 —
Corporate bonds .........c.ccocovevevivviveician, 52,579 177,179 163,967 39,338 43,762 52,514
Other oo 44,712 171,861 159,666 30,245 46,594 31,207
Loans and bills discounted (* 1,168,856 784,563 466,623 226,619 214,518 483,435
TOMAl o ¥1,445,709 ¥1,623,584 ¥1,111,964 ¥630,685 ¥734,684 ¥599,732

(*) Loans due from bankrupt borrowers, virtually bankrupt borrowers and likely to become bankrupt borrowers in the amount of ¥73,051 million ($709,784 thousand) and ¥96,717 million and
loans without contract due dates in the amount of ¥37,452 million ($363,894 thousand) and ¥35,217 million are not included in the above tables at March 31, 2014 and 2013, respectively.
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(Note 4) Repayment schedule of deposits and negotiable certificates of deposit subsequent to the balance sheet date

Millions of Yen
2014
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than
Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
DEPOSIES () v ¥5,243,668 ¥375,011 ¥64,082 ¥— ¥— ¥—
Negotiable certificates of deposit ............cocvvvveiiiiiviiiiiieicien 152,319 3,160 — — — —
TOMAL o ¥5,395,987 ¥378,171 ¥64,082 ¥— ¥— ¥—
Thousands of U.S. Dollars
2014
More than 1 year ~ More than 3 years  More than 5 years  More than 7 years More than
Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
DEPOSIES () vvvevirieieieiereiere e $50,948,970 $3,643,713 $622,638 $— $— $—
Negotiable certificates of deposit ...........ccovvvvviiiiriiciiiiiiien 1,479,974 30,703 — — — —
TOMAL o $52,428,944 $3,674,417 $622,638 $— $— $—
Millions of Yen
2013
More than 1 year  More than 3 years  More than 5 years  More than 7 years More than
Within 1 year within 3 years within 5 years within 7 years within 10 years 10 years
DEPOSIES () v ¥4,993,758 ¥420,542 ¥71,388 ¥— ¥— ¥—
Negotiable certificates of deposit ... 200,691 1,647 — — — —
TOTAL v ¥5,194,450 ¥422,189 ¥71,388 ¥— ¥— ¥—

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

19. Segment Information

(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 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
2014
Reportable segments
Banking Leasing Securities Total Other Total

Ordinary income:

EXternal CUSTOMENS ....oiviviviiciiiec e ¥ 116,490 ¥11,045 ¥3,293 ¥ 130,830 ¥ 1958 ¥ 132,789

INtErsegment iNCOME .....cvvvviiiiiie s 1,362 336 63 1,762 2,852 4,614
TOMAL Lo e ¥ 117,853 ¥11,381 ¥3,357 ¥ 132,592 ¥ 4811 ¥ 137,403
SEIMENT PIOfIt ..o 44,149 796 766 45,712 2,357 48,069
SEIMENT ASSELS ..o 6,950,858 28,916 7,151 6,986,925 23,322 7,010,248
Segment IAbIITHES ........ovviiiiicce e 6,504,078 15,838 3,399 6,523,315 12,628 6,535,944
Other items:

DEPrECIatioN .....c.oviviiviieiiicece e 2,829 73 15 2,919 25 2,944

INErEST INCOME .o 77,648 48 8 77,705 174 77,879

INTEIESE BXPENSE ...viviviiireie ettt 5,542 138 5 5,686 0 5,687
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Thousands of U.S. Dollars

2014
Reportable segments
Banking Leasing Securities Total Other Total

Ordinary income:

External CUSTOMENS .....ccvcviviiiiiiceceecc e $ 1,131,849 $107,316 $31,995 $ 1,271,181 $ 19,024 $ 1,290,215

[NtErSEgMENT INCOME ...vvviviiviieice e 13,233 3,264 612 17,120 27,710 44,830
TOMAL oo $ 1,145,093 $110,581 $32,617 $ 1,288,301 $ 46,745 $ 1,335,046
SEIMENE PIOfIt .o 428,964 7,734 7,442 444,150 22,901 467,052
SEYMENE ASSELS ...vevvviiie e 67,536,513 280,956 69,481 67,886,951 226,603 68,113,563
Segment IADIlItIES .........ccovoveviiiiiccciccce e 63,195,472 153,886 33,025 63,382,384 122,697 63,505,091
Other items:

DEPIECIALION ..vivivvciiccecc s 27,487 709 145 28,361 242 28,604

[NTEIESTINCOME ..vvviiicec e 754,450 466 77 755,003 1,690 756,694

INTErESt EXPENSE ...v.vevivieirevieict e 53,847 1,340 48 55,246 0 55,256

Millions of Yen
2013
Reportable segments
Banking Leasing Securities Total Other Total

Ordinary income:

External CUSTOMENS .....ccvoviiiiiiiicececcc e ¥ 101,279 ¥11,569 ¥2,390 ¥ 115,240 ¥ 1898 ¥ 117,138

Intersegment income ... 976 352 38 1,368 2,781 4,149
Total oo ¥ 102,256 ¥11,922 ¥2,429 ¥ 116,608 ¥ 4680 ¥ 121,288
Segment profit ...... 27,396 1,152 431 28,980 2,145 31,126
Segment assets ... 6,745,347 28,504 8,461 6,782,313 22,196 6,804,510
Segment IADIlItIES .........ccovoveiiiicrcciccce e 6,317,694 15,911 5,179 6,338,786 13,026 6,351,812
Other items:

DEPIECIALION .vvivivvciiiieicc et 2,849 87 15 2,952 22 2,975

INTErEST INCOME ...vvivii e 77,760 107 6 77,875 183 78,058

[NTEIESE BXPENSE ...vvivviviiiicieiee et 5,681 170 5 5,857 0 5,858

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 in accordance with the Financial Instruments and Exchange Act.

(4) Reconciliations between the total amounts for the
reportable segments and the corresponding amounts in the
consolidated financial statements

(a) A reconciliation of the total amount of ordinary income for the reportable
segments to ordinary income

Thousands of
Millions of Yen U.S. Dollars
Ordinary income 2014 2013 2014
Total amount for reportable
SEYMENLS .o ¥132,592 ¥116,608  $1,288,301
Ordinary income of “Other” ........... 4,811 4,680 46,745
Amortization of negative goodwill .. 66 107 641
Reclassification of reserves ........... 322 (48) 3,128
Elimination of intersegment
transactions (4,614) (4,149 (44,830)
Ordinary income ¥133,177 ¥117,198  $1,293,985

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.
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(b) A reconciliation of the total amount of segment profit for the reportable
segments to ordinary profit

Thousands of
Millions of Yen U.S. Dollars
Segment profit 2014 2013 2014
Total amount for reportable
SEYMENS .o ¥45,712 ¥28,980 $444,150
Segment profit of “Other” 2,357 2,145 22,901
Amortization of negative goodwill .. 66 107 641
Elimination of intersegment
transactions ........cccovevrvvvinn, (28) 17 (272)
Ordinary profit ........cccovvieiiinnns ¥48,107 ¥31,216 $467,421




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

Thousands of

Millions of Yen U.S. Dollars

Segment assets 2014 2013 2014
Total amount for reportable

SEYMENES .o ¥6,986,925 ¥6,782,313 $67,886,951
Segment assets of “Other” 23,322 22,196 226,603
Elimination of intersegment

transactions ..........cccecevevevenenn (24,332) (19,585) (236,416)
Elimination of shares in

consolidated subsidiaries ......... (5,429) (5,429) (52,749)
ASSELS i ¥6,980,486 ¥6,779,495 $67,824,387

(d) A reconciliation of the total amount of segment liabilities to total liabilities in
the accompanying consolidated balance sheets

Thousands of

Millions of Yen U.S. Dollars

Segment liabilities 2014 2013 2014
Total amount for reportable

SEOMENLS .o ¥6,523,315 ¥6,338,786 $63,382,384
Segment liabilities of “Other” ........ 12,628 13,026 122,697
Negative goodwill recognized as a

labIlItY .voveeiccce 16 82 155
Elimination of intersegment

transactions ........c.cccovvirirnnnn (24,239) (19,490) (235,513)
Liabilities ¥6,511,721  ¥6,332,404  $63,269,733

(e) A reconciliation of the total amount of other items to the corresponding
accounts in the accompanying consolidated financial statements

Millions of Yen
2014

Total amount Consolidated

for reportable financial
Other items segments Other Adjustments  statements
Depreciation ..........c.cccovni.. ¥ 2,919 ¥ 25 ¥(57) ¥ 2,887
Interest income .................. 77,705 174 (89) 77,790
Interest expense ................ 5,686 0 (79 5,607

Thousands of U.S. Dollars

2014
Total amount Consolidated
for reportable financial
Other items segments Other Adjustments  statements
Depreciation ............cccov.e.. $ 28,361 $ 242 $(553) $ 28,050
Interest income .................. 755,003 1,690 (864) 755,829
Interest expense ................ 55,246 0 (767) 54,479

Millions of Yen
2013

Total amount Consolidated

for reportable financial
Other items segments Other Adjustments  statements
Depreciation ........c.cccoevevaes ¥ 2,952 ¥ 22 ¥ (23) ¥ 2952
Interest income .................. 77,875 183 (104) 77,953
Interest expense ................ 5,857 0 (94) 5,763

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.

Related Information:
Information about services

Millions of Yen
2014
Securities
Lending investment Service Other Total

Ordinary income
from external

customers ........ ¥56,754  ¥38,734 ¥16,662 ¥20,637 ¥132,789

Thousands of U.S. Dollars

2014
Securities
Lending investment Service Other Total
Ordinary income
from external
customers ........ $551,438 $376,350 $161,892 $200,514 $1,290,215
Millions of Yen
2013
Securities
Lending investment Service Other Total

Ordinary income
from external

customers ........ ¥48,328  ¥33,003 ¥16,734 ¥19,071 ¥117,138

Notes: 1. Ordinary income is presented in place of net sales of non-financial
industries.
2. Amortization of negative goodwill is excluded.
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Information about losses on impairment of fixed assets by reportable segments

Millions of Yen
2014
Reportable segments
Banking Leasing Securities Total Other Total
Losses on impairment of fixed assets ..........cccccceevnan.n. ¥143 ¥— ¥— ¥143 ¥— ¥143
Thousands of U.S. Dollars
2014
Reportable segments
Banking Leasing Securities Total Other Total
Losses on impairment of fixed assets .........c.cccovvvvnne. $1,389 $— $— $1,389 $— $1,389
Millions of Yen
2013
Reportable segments
Banking Leasing Securities Total Other Total
Losses on impairment of fixed assets ...........ccoovvvrvenen. ¥79 ¥— ¥— ¥79 ¥— ¥79
Information about amortization of goodwill and the unamortized balance
Millions of Yen
2014
Reportable segments
Banking Leasing Securities Total Other Total
Amortization for the Year ...........cccocovvviiiiiiiiiiiinas ¥— ¥— ¥(66) ¥(66) ¥— ¥(66)
Unamortized balance ...........ccooevviiiviriiiiiiiicii — — (16) (16) — (16)
Thousands of U.S. Dollars
2014
Reportable segments
Banking Leasing Securities Total Other Total
Amortization for the Year .............ccccevvvveierieieeriennnn, $— $— $(641) $(641) $— $(641)
Unamortized balance — — (155) (155) — (155)
Millions of Yen
2013
Reportable segments
Banking Leasing Securities Total Other Total
Amortization for the year ...........cccooeevieiviiciiiieinn, ¥— ¥(34) ¥(66) ¥(100) ¥(7) ¥(107)
Unamortized balance — — (82 82 — 82)

Notes: 1. Amounts in parenthesis ( ) 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.
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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 in which a dividend distribution of surplus is made,
the smaller of an amount equal to 10% of the dividend or the excess, if any, of
25% of common stock over the total of additional paid-in capital and legal
earnings reserve must be set aside as additional paid-in capital or legal earnings
reserve. Legal earnings reserve was included in retained earnings in the
accompanying consolidated balance sheets.

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

The movement of outstanding shares and cash dividends during the years ended March 31, 2014 and 2013 was as follows:

(a) Number of outstanding shares and treasury stock
For the year ended March 31, 2014

(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:
ComMMON SEOCK ...vvveviiiiicccicce e 210,272 — 7,000 203,272 Note 1
Treasury stock:
COMMON STOCK ..vvvvvvvvreierereiseisseeene e 7,224 2,879 7,032 3,070 Note 2

Notes: 1. The decrease in common stock (7,000 thousand shares) was due to a cancellation of common stock implemented on March 31, 2014.

2. The increase in treasury stock (2,879 thousand shares) was due to the public bidding of 578 thousand, 700 thousand and 1,586 thousand shares pursuant to the
resolutions made at the Board of Directors’ meetings held on May 13, 2013, November 11, 2013 and January 30, 2014, respectively, and due to purchases of 14
thousand shares of less than one unit. In addition, the decrease in treasury stock (7,032 thousand shares) was due to the cancellation of 7,000 thousand shares
implemented on March 31, 2014, the execution of stock subscription rights of 32 thousand shares and the sale of 0 thousand shares of less than one unit.

For the year ended March 31, 2013

(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:
COmMMON STOCK ...vvvvvveverereriecreeeeie e 218,272 — 8,000 210,272 Note 1
Treasury stock:
COMMON STOCK ...vvvvvverererersiseisseieen e 14,229 995 8,001 7,224 Note 2

Notes: 1. The decrease in common stock (8,000 thousand shares) was due to a cancellation of common stock implemented on March 22, 2013.
2. The increase in treasury stock (995 thousand shares) was due to the public bidding of 977 thousand shares pursuant to the resolution made at the Board of
Directors’ meeting held on February 1, 2013 and due to purchases of 18 thousand shares of less than one unit. In addition, the decrease in treasury stock
(8,001 thousand shares) was due to the cancellation of 8,000 thousand shares implemented on March 22, 2013 and the sale of 1 thousand shares of less than

one unit.
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(b) Dividends paid to the shareholders during the year:
For the year ended March 31, 2014

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

Jun. 25,2013 General meeting of shareholders ~ Common stock ¥1,472 million ¥7.25 March 31,2013 Jun. 26,2013
($14,302 thousand) ($0.070)

Nov. 11, 2013 Board of Directors Common stock ¥1,518 million ¥750  Sep.30,2013  Dec. 10,2013
($14,749 thousand) ($0.072)

For the year ended March 31, 2013

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

Jun. 26,2012  General meeting of shareholders ~ Common stock ¥1,428 million ¥7.00 March 31,2012 Jun. 27,2012

Nov. 9, 2012 Board of Directors Common stock ¥1,377 million ¥6.75 Sep.30,2012  Dec. 10,2012

Dividends applicable to the year ended March 31, 2014 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. 25,2014 General meeting of shareholders ~ Common stock ¥1,701 million ¥8.50 March 31,2014 Jun. 26,2014
($16,527 thousand) ($0.082)

(The above cash dividends are distributed from retained earnings.)

21. Cash and Cash Equivalents 22, Stock Options

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

Stock-based compensation expenses were ¥64 million ($621 thousand) and ¥68
million for the fiscal years ended March 31, 2014 and 2013, respectively.

Stock options outstanding as of March 31, 2014 were as follows:

Millions of Yen U.S. Dollars Number of
2014 2013 2014 Stock Persons options (Note 1) Exercise period
Cash and due from banks ............. ¥88,501 ¥100,775 $859,900 Options granted granted Date of grant (Note 2)

Due from banks, excluding 2009 15 directors 54,700 Jul. 31,2009 From Aug. 1, 2009
the Bank of Japan .................... (15,204) (30,262) (147,726) Stock Options to Jul. 31, 2039
Cash and cash equivalents ........... ¥73,297 ¥70,513 $712,174 2010 15 directors 68,100 Aug. 2,2010 From Aug. 3,2010

Stock Options to Aug. 2, 2040
2011 14 directors 75,300 Aug. 1,2011 From Aug. 2, 2011
Stock Options to Aug. 1, 2041
2012 14 directors 73,700 Aug. 3, 2012 From Aug. 4, 2012
Stock Options to Aug. 3, 2042
2013 15 directors 49,600 Aug. 2,2013 From Aug. 3, 2013
Stock Options to Aug. 2, 2043

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.

42 THE CHUGOKU BANK, LIMITED



Stock option activity was as follows:

2009 Stock 2010 Stock 2011 Stock 2012 Stock 2013 Stock
Options Options Options Options Options

For the year ended March 31, 2014
Non-vested:

April 1,2013 -
Outstanding ............... 35,400 38,300 75,300 73,700 —
Granted .... — — — — 49,600
Forfeited ..
Vested ....ccoevevevnnnn, 6,200 7,800 9,200

March 31,2014 —

Outstanding ............... 29,200 30,500 66,100 64,700 49,600
Vested:
April 1,2013 -
Outstanding ............... — — — — —
Vested ..o, 6,200 7,800 9,200
Exercised ..........ccco..... 6,200 7,800 9,200 9,000 —
Forfeited ........ccccevee. — — — — —

March 31, 2014 —

Outstanding ............... — — — — —

Number of Shares

9,000 —

Price information for 2009, 2010, 2011, 2012 and 2013 stock options is as follows:

2009 Stock 2010 Stock 2011 Stock 2012 Stock 2013 Stock
Options Options Options Options Options

(Yen)
Exercise price ........c.cc.oo..... ¥ 1 ¥ 1. ¥ 1 ¥ 1 ¥ 1
Average share price
at time of exercise ............. 1,090 1,090 1,392 1,392 —
Fair appraisal price
at date of grant ............... 1,197 935 917 926 1,281

2009 Stock 2010 Stock 2011 Stock 2012 Stock 2013 Stock
Options ~ Options ~ Options ~ Options ~ Options
(U.S. Dollars)

$ 000 $000 $000 $0.00 $o0.00

Exercise price ..........c.c........
Average share price

at time of exercise .............. 1059 1059 1352 1352 —
Fair appraisal price
at date of grant ............... 11.63 9.08 8.90 899 1244

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

The assumptions and methods used to estimate the fair value of 2013 stock
options were as follows:

2013 Stock Options
24.66%

Volatility of stock prices (Note 1)
Estimated remaining outstanding

period (Note 2) 7 years and 2 months

Estimated dividend (Note 3) ¥14.00 per share
Interest rate with risk free (Note 4) 0.53%
Notes: 1. The volatility of stock prices is computed based on the actual stock
prices during the period (May 2006 through August 2013)
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, 2014.
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 the future on
a reasonable basis.

23. Asset Retirement Obligations

The Bank has obligations pertaining to restitution at the time of its departure from
the data center in Haga. However, the period of use of the lease asset related to
the obligations cannot be determined because no termination, transfer, etc., has
been planned. Therefore, the Bank cannot reasonably estimate the asset
retirement obligations, and no asset retirement obligations have been recorded.
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24, Related Party Transactions
Related party transactions for the fiscal year ended March 31, 2014 and 2013 were as follows:
Directors of the Bank or major shareholders (individuals only), etc.

2014
Name of Percentage of
Party company or Type of voting rights held Relations with Type of Transaction Account Balance at
classification individual Address Capital business by the Bank related party transactions amounts classification end of year
Company, a majority of Nagareo  Asaguchi-city, ¥3 Hat — — Lending Average Loans and ¥46
whose voting rights are Co., Ltd. Okayama million  manufacturing 1) balance bills million
owned by directors or Prefecture ¥46 million  discounted
their close family
members
Directors or their close Hideshi — — Lawyer 0.00 — Legal fees  ¥11 million — —
family members Nishida 2
Terms of transactions and policies for determining terms
1. Interest was based on money market rates.
2. Legal fees were based on market price.
2014
Name of Percentage of
Party company or Type of voting rights held Relations with Type of Transaction Account Balance at
classification individual Address Capital business by the Bank related party  transactions amounts classification end of year
Company, a majority of Nagareo  Asaguchi-city, $29 Hat — — Lending Average Loans and $446
whose voting rights are Co., Ltd. Okayama  thousand manufacturing 1) balance bills thousand
owned by directors or Prefecture $446 discounted
their close family thousand
members
Directors or their close Hideshi — — Lawyer 0.00 — Legal fees $106 — —
family members Nishida 2 thousand
Terms of transactions and policies for determining terms
1. Interest was based on money market rates.
2. Legal fees were based on market price.
2013
Name of Percentage of
Party company or Type voting rights held Relations with Type of Transaction Account Balance at
classification individual Address Capital of business by the Bank related party transactions amounts classification end of year
Company, a majority of Nagareo  Asaguchi-city, ¥3 Hat — — Lending Average Loans and ¥47
whose voting rights are Co., Ltd. Okayama million  manufacturing 1 balance bills million
owned by directors or Prefecture ¥49 million  discounted
their close family
members
Directors or their close Hideshi — — Lawyer 0.00 — Legal fees  ¥50 million — —
family members Nishida 2

Terms of transactions and policies for determining terms
1. Interest was based on money market rates.
2. Legal fees were based on market price.

25. Subsequent Events
On May 12, 2014, as permitted under the Japanese law, the Board of Directors of the Bank made a resolution to purchase up to 1,600 thousand shares of the Bank’s
common stock from the market at a price not to exceed ¥2,000 million ($19,432 thousand) during the period from May 13, 2014 through June 19, 2014. The purposed
this purchase was to return profit to shareholders and to give the Bank greater flexibility in its capital policies, in light of the changed business environment, through
improvement in its capital efficiency and a decrease in the total number of outstanding shares issued.

In accordance with the resolution, the Bank acquired 1,430 thousand shares for ¥1,999 million ($19,422 thousand) by May 30, 2014.
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To the Board of Directors of The Chugoku Bank, Limited:

Independent Auditor’s Report

We have audited the accompanying consolidated financial statements of The Chugoku Bank, Limited and its
consolidated subsidiaries, which comprise the consolidated balance sheets as at March 31, 2014 and 2013, and
the consolidated income statements, statements of comprehensive income, statements of changes in net assets
and statements of cash flows for the years then ended, and a summary of significant accounting policies and
other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements
in accordance with accounting principles generally accepted in Japan, and for such internal control as
management determines is necessary to enable the preparation of consolidated financial statements that are
free from material misstatements, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to 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 comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on our judgement, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud
or error, In making those risk assessments, we consider internal control relevant to the entity’s preparation
and fair presentation of the consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, while the objective of the financial statement audit is not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit alse includes evaluating
the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of The Chugoku Bank, Limited and its consolidated subsidiaries as at March 31, 2014 and 2013, and
their financial performance and cash flows for the years then ended in accordance with accounting principles
generally accepted in Japan.

Convenience Translation

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended
March 31, 2014 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 Consolidated Financial Statements.

KPMG AZSA LLC

September 10, 2014
Okayama, Japan

KPMG AZSA LLC, a limited liability audit corporation incorparated undar
tha Japarase Certified Public Accountants Lavw and a member firm of the
KPMG network of indapendent membar firms affiliated with KPMG

Ir { C fve {"KPMG | ional” |, 8 Swiss entity.
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Non-Consolidated Financial Statements
Non-Consolidated Balance Sheets

The Chugoku Bank, Limited
March 31,2014 and 2013

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2014 2013 2014

ASSETS:
Cash and due frOM DANKS ........c.eirieiir ettt ettt ettt e ettt ¥ 88,485 ¥ 100,758 $ 859,745
Call 10ans ..........cc... . 35,182 47,753 341,838
Other debt purchased ........... . 27,353 26,173 265,769
Trading @CCOUNT SECUMEIES .....v.vvivetieietititi ettt bbb 2,300 3,006 22,347
MIONEY TTUSES ..ttt 20,000 20,000 194,325
Securities . 3,143,153 3,024,063 30,539,768
L0ans and DIllS AISCOUNTEA .........viiiviiiiiec ettt bttt et et 3,566,409 3,481,142 34,652,244
FOMBIGN BXCNANGE ..ttt 6,481 4,215 62,971
Other assets 36,986 37,419 359,366
TanNGIDIE TIXEA ASSELS ...vuvviiiiiiii ittt ettt bbbttt 43,679 44,753 424,397
[NTANGIDIE FIXEA ASSELS ©....v.vivieiitcti ettt ettt 2,075 877 20,161
Customers’ liabilities for acceptances and guarantees . 25,651 26,001 249,232
RESErVe fOr POSSIDIE 108N I0SSES ........v.ivviiiiiiieiei et (46,900) (70,818) (455,693)

TOTAI @SSES ..ottt ¥6,950,858 ¥6,745,347 $67,536,513
LIABILITIES AND NET ASSETS:
Liabilities:
DIBPOSIES ...ttt e ¥5,852,682 ¥5,696,656 $56,866,323
Gl TONBY ..ttt 290,114 226,898 2,818,830
Payables under securities 1ending tranSACHIONS .........c.cciiiiiiiiiiii s 154,415 230,893 1,500,340
BOMMOWEA IMONBY ...ttt bbbttt 105,888 62,496 1,028,837
FOTBIGN EXCNANGE ... vivivieiiiti ettt bbbt 303 164 2,944
OB ADITIES ..ottt 50,230 56,355 488,048
Liability for employees’ severance and retirement DENEILS ..........cccvcviiiiiiiiciiiiicccceceee e 13,444 13,974 130,625
ACCTUEA BMPIOYEES’ DONUSES .. ..veverereriiie ettt 1,484 1,400 14,418
Reserve for reimbursement of deposits ... 1,132 1,251 10,998
ReSErve fOr POINE PrOGIAM ......cvivieiictitcit ettt ettt ettt b et 50 45 485
Deferred tax HADIIHES .........ooviveiiici ettt s 8,365 1,555 81,276
Acceptances and guarantees ... 25,651 26,001 249,232

TOTAI TADITIES ...ttt ¥6,503,764 ¥6,317,694 $63,192,421
Net assets
Shareholders’ equity

COMIMON STOCK ...ttt bbbttt ¥ 15,149 ¥ 15,149 $ 147,191

CaDITAI SUMDIUS ...ttt bbbttt b ettt 6,286 6,286 61,076

RELAINEA BAMINGS ©...evviviitiiitite ettt et bbb e ettt e et b e s ene 362,853 346,105 3,525,582

LeSS TreaSUNY STOCK, T COSE ......viviiiiiiiiiieiiet ettt (3,222) (6,597) (31,305)
Valuation and translation adjustments:

Net unrealized gains on available-for-sale securities .... 69,482 71,210 675,106

Net deferred losses on hedging instruments ............ (3,687) (4,699) (35,823)
SUBSCHPLON FGNES T0 SNATES ......vvivciicc e, 231 198 2,244
TOTAI NET ASSES ...ttt bbbttt bbbttt 447,094 427,652 4,344,092
Total [1abilitieS @NA NET ASSES ........viviiriiiiiiiei ettt bbb ettt e b st e ere et s ¥6,950,858 ¥6,745,347 $67,536,513
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Non-Consolidated Income Statements

The Chugoku Bank, Limited
For the Years Ended March 31, 2014 and 2013

Thousands of
U.S. Dollars
Millions of Yen (Note 1)
2014 2013 2014
Income:
Interest and dividends on:

Loans and discounts ...... ¥ 45,475 ¥ 48,241 $ 441,848

Securities ......cooveven. 31,751 29,041 308,501

(011115 S 421 476 4,090
Fees and commissions ... 17,831 17,509 173,251
Other operating income:

Gains on sales and redemptions of other securities and trading account SECUMHES .......cocvvvvvrvcveveiiiiiiiiiine, 1,878 2,239 18,247

FOrEigN EXCANGE GAINS .....vviii e 296 104 2,876

DB vttt 845 205 8,210
Other income:

Reversal of reserve for poSSIbIE 108N I0SSES .......cvcveviiiiiiiiiiiiiete e 10,912 — 106,024

Bad DL FTECOVETEA .......viviiiiccect ettt 6 45 58

Gains on sales of equity securities . 5,062 1,628 49,183

GAINS ON MONBY TTUSTS ....vivitiiitit ittt ettt 152 52 1,476

Gains 0N diSP0SalS OF fIXEA ASSELS .....vcviviviiiirieiit et 91 8 884

Other ...cccoeveviiiicccce, 3,218 2,709 31,267

Total income 117,944 102,264 1,145,977
Expenses:

Interest on:

DIBPOSIES ..ttt bbbttt 2,544 2,758 24,718

BOMTOWING ootttk bbbt bbbt 112 80 1,088

Interest rate swaps ... 1,802 1,680 17,508

CallMONBY ..ttt ettt ettt ettt ettt 839 648 8,151

ONBI vttt 242 514 2,351
FEES ANd COMMUSSIONS ...ttt ettt et b a bbbt et e et e st sa et 4,122 3,975 40,050
Other operating expenses:

Losses on sales and redemptions of bonds and trading account SECUNIES ..........ccccoveveiiiivcviiciiiicccca 3,516 1,195 34,162
General and adminiSIrative BXPEINSES ......c.oiveviiiriiiititiet ettt 56,476 57,430 548,736
Other expenses:

Losses on sales and write-offs of shares ... 2,441 3,126 23,717

L0sses on money trusts ..........cveveveinaan. 25 17 242

Provision for possible loan losses ... —_ 2,337 —_

Write-offs of l0ans ..........c.cccevevee 6 — 58

Losses on disposals of fixed assets ... 220 174 2,137

Losses on impairment of fixed assets . 143 79 1,389

OFNBI .ttt 1,573 1,096 15,283
TOTAI BXPENSES ...ttt bbbtk bbb bbbtk b bbb 74,068 75,113 719,665
[NCOME DEFOIE INCOME TAXES ....vvivviectiiietec ettt ettt ettt 43,876 27,151 426,311
Income taxes:

CUITEBNT 1ttt 9,214 9,039 89,525

[0S Lo U 7,575 1,150 73,600

16,790 10,190 163,136

NBEINCOME vttt ettt bbbttt ¥ 27,086 ¥ 16,960 $ 263,175
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Non-Consolidated Statements of Changes in Net Assets

The Chugoku Bank, Limited
For the Years Ended March 31, 2014 and 2013

Millions of Yen
2014
Net unrealized Net deferred L
Common Capital Retained Treasury gains on losses on Sur?sﬁgpttéon Total net
stock surplus earnings stock available-for-sale ~ hedging s%ares assets
securities instruments
Balance at beginning of year ............ ¥15,149 ¥6,286 ¥346,105 ¥(6,597) ¥71,210 ¥(4,699) ¥198 ¥427,652
Net iNCOME ....ovevvveiiriieiiin, 27,086 27,086
Cash dividends ..........cccoovvvrvrennn. (2,990) (2,990)
Purchases of treasury stock ......... (4,004) (4,004)
Disposals of treasury stock .......... 0 31 32
Cancellation of treasury stock ...... ) (7,346) 7,347 —
Net changes in items other than
shareholders’ equity .............. (1,728) 1,012 33 (682)
Net changes during the year ............ — — 16,748 3,374 (1,728) 1,012 33 19,441
Balance at end of year ..................... ¥15,149 ¥6,286 ¥362,853 ¥(3,222) ¥69,482 ¥(3,687) ¥231 ¥447,094
Millions of Yen
2013
Net unrealized Net deferred -
Common Capital Retained Treasury gains on losses on Sur?sﬁ{épttéon Total net
stock surplus earnings stock available-.fqr-sale ~ hedging s%ares assets
securities instruments
Balance at beginning of year ............ ¥15,149 ¥6,286 ¥339,255 ¥(12,585) ¥31,645 ¥(3,776) ¥129 ¥376,105
NEetinCOMe ....o.vvvvvvvveeeiiiiis 16,960 16,960
Cash dividends (2,805) (2,805)
Purchases of treasury stock ......... (1,320) (1,320
Disposals of treasury stock .......... 0 — 1 1
Cancellation of treasury stock ...... 0) (7,306) 7,306 —
Net changes in items other than
shareholders’ equity .............. 39,565 (923) 68 38,710
Net changes during the year ............ 6,849 5,987 39,565 (923) 68 51,547
Balance at end of year ............c.co..... ¥15,149 ¥6,286 ¥346,105 ¥ (6,597) ¥71,210 ¥(4,699) ¥198 ¥427,652
Thousands of U.S. Dollars (Note 1)
2014
Net unrealized Net deferred L
Common Capital Retained Treasury gains on losses on Sur?sﬁ{;ptt['jon Total net
stock surplus earnings stock available-for-sale ~ hedging sghares assets
securities instruments
Balance at beginning of year ............ $147,191 $61,076  $3,362,854 $(64,098) $691,896 $(45,656) $1,923 $4,155,188
NEt iNCOME ...vovveveveiciiieiiins 263,175 263,175
Cash dividends .........ccccoceevvrnnn. (29,051) (29,051)
Purchases of treasury stock ......... (38,904) (38,904)
Disposals of treasury stock .......... 0 301 310
Cancellation of treasury stock ...... 0) (71,375) 71,385 —
Net changes in items other than
shareholders’ equity ............... (16,789) 9,832 320 (6,626)
Net changes during the year . — — 162,728 32,782 (16,789) 9,832 320 188,894
Balance at end of year ...........coco.... $147,191 $61,076  $3,525,582 $(31,305) $675,106 $(35,823) $2,244 $4,344,092
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Organization Chart

(As of June 30, 2014)
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Principal Operations of the Chugoku Bank Group

52

Chugoku Bank Group, which comprises the Bank along with seven subsidiaries, is positioned to offer a
wealth of financial services, including corporate and personal banking, leasing and securities businesses,
and more.

Organizational Chart for the Chugoku Bank Group
Business segment

( The Chugoku Bank, Limited Banking business

Domestic offices: Head office, 151 branch offices,
8 sub-branch offices, 1 representative office, 1 internet branch
Overseas offices: 1 branch and 3 representative offices

( Consolidated subsidiaries

CBS Company, Limited
The Chugin Operation Center Co., Limited

The Chugin Credit Guarantee Co., Limited
The Chugin Lease Company, Limited
The Chugin Card Company, Limited

Consigned administrative operations for banks
Deposits, bank remittances, and valuation of
collateralized real estate

Credit guarantee business

Leasing businesses

Credit card business

Asset management business

Chugin Asset Management Company, Limited
Chugin Securities Co., Ltd.

Securities business
(As of March 31, 2014)
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Service Networks

(As of June 30, 2014)

INTERNATIONAL DIVISION:

Head Office, Okayama
1-15-20, Marunouchi, Kita-ku,
Okayama, Japan

International Department
Telephone: (086) 234-6539
Facsimile: (086) 227-6000
SWIFT: CHGKJPJZ

Funds and Securities Department
Telephone: (086) 234-6503
Facsimile: (086) 234-6595

Treasury Administration Department
Telephone: (086) 234-6664
Facsimile: (086) 234-7439
SWIFT: CHGKJPJT

Tokyo Office
JP Building, 3-4-4, Nihonbashi-Muromachi,
Chuo-ku, Tokyo, Japan

Funds and Securities Department
Telephone: (03) 3243-0459
Facsimile: (03) 5255-7750

OVERSEAS OFFICES:

Hong Kong Branch
Rooms 2704-2706,
27th Floor Gloucester Tower,
The Landmark,
15 Queen’s Road Central,
Hong Kong,
People’s Republic of China
Telephone: 2523-0312
Facsimile: 2521-8730

Shanghai Representative Office
Room 2007, Shanghai
International Trade Center,
2201 Yan-an Road (West),
Shanghai, People’s Republic of China
Telephone: (021) 6275-1988
Facsimile: (021) 6275-1989

(As of June 30, 2014)

Singapore Representative Office
16 Collyer Quay, #23-03
Singapore 049318
Telephone: 6536-7757
Facsimile: 6536-7767

New York Representative Office
150 East 52nd Street, 7th Floor,
New York, NY 10022, U.S.A.
Telephone: (212) 371-7700
Facsimile: (212) 371-7173

FOREIGN EXCHANGE OFFICES:
Head Office Business Department

1-15-20, Marunouchi, Kita-ku, Okayama
Okayama-Minami Branch

1-8-11, Aoe, Kita-ku, Okayama
Okayama-Nishi Branch

3-101, Toiya-cho, Kita-ku, Okayama
Saidaiji Branch

3-7-1, Saidaiji-Naka, Higashi-ku, Okayama
Katakami Branch

36-1, Higashi-Katakami, Bizen, Okayama
Kojima Branch

2-1-33, Kojima Ajino, Kurashiki, Okayama
Kurashiki Branch

257-1, Bakuro-cho, Kurashiki, Okayama
Kurashiki EKimae Branch

2-2-2, Achi, Kurashiki, Okayama
Mizushima Branch

4-32, Mizushima Nishiyayoi-cho, Kurashiki, Okayama
Hayashima Branch

1380, Hayashima, Hayashima-cho,

Tsukubo-gun, Okayama
Soja Branch

1-4-20, Ekimae, Soja, Okayama
Kasaoka Branch

2-8, Rokuban-cho, Kasaoka, Okayama
Ibara Branch

176-5, Ibara-cho, Ibara, Okayama
Tsuyama Branch

30-7, Sange, Tsuyama, Okayama

Number of ATMs and Locations with ATMs Outside Branches

Fukuyama Branch

1-1, Momiji-cho, Fukuyama, Hiroshima
Onomichi Branch

4-9, Toyohimotomachi, Onomichi, Hiroshima
Mihara Branch

1-11-7, Minatomachi, Mihara, Hiroshima
Shinichi Branch

593-7, Shinichi, Shinichi-cho, Fukuyama, Hiroshima
Kure Branch

3-6-1, Hon-dori, Kure, Hiroshima
Fuchu Branch

1-3, Fukawa-cho, Fuchu, Hiroshima
Hiroshima Branch

15-4, Hatchobori, Naka-ku, Hiroshima
Takamatsu Branch

3-6, Marugamemachi, Takamatsu, Kagawa
Sanbonmatsu Branch

610-4, Sanbonmatsu, Higashi-Kagawa, Kagawa
Sakaide Branch

1-2-2, Kyomachi, Sakaide, Kagawa
Marugame Branch

207-6, Futaimachi, Marugame, Kagawa
Kawanoe Branch

4067-1, Kawanoe-cho, Shikoku-chuo, Ehime
Yonago Branch

1-1-1, Higashi-Fukuhara, Yonago, Tottori
Kobe Branch

2-6-1, Sakaemachi-dori, Chuo-ku, Kobe, Hyogo
Himeji Branch

108, Shirogane-cho, Himeji, Hyogo
Osaka Branch

Aioi Nissay Dowa Insurance Midosuji Building, 3-6-1,

Hirano-cho, Chuo-ku, Osaka
Tokyo Branch

JP Building, 3-4-4, Nihonbashi-Muromachi,

Chuo-Kku, Tokyo

Foreign Remittance and Exchange Offices
14 Offices

Foreign Currency Exchange Offices
44 Offices

(As of June 30, 2014)

Location Number of Offices Category

Okayama Pref. 109 Number inside branches:

Hiroshima Pref. 26 ATIVIS e 534
Tottori Pref. 1 Number outside branches:

Kagawa Pref. 16 CaSN GISPENSETS ..vvviiviiiicisi et s 15
Ehime Pref. 1 ATIVIS bt 225
Hyogo Pref. 5 0] LU 774
Osaka Pref. 1 Locations with ATMs installed

Tokyo 1 OUESIAB DIANCNES ..o 214
Liaison Offices 1

Overseas Offices 4

Internet Branch 1
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Corporate Data

(As of March 31, 2014)

Head Office
Address:

Telephone:

SWIFT Code:

Website:

Date of Establishment:

Stated Capital:

Number of Authorized Shares:

Number of Issued and Outstanding
Shares of Common Stock:

Number of Shareholders:
Number of Employees:

1-15-20, Marunouchi, Kita-ku,
Okayama, Japan

(086) 223-3111
CHGKJPJZ
http://www.chugin.co.jp/
December 21, 1930
15,149 million yen
391,000,000

203,272,106
10,276
3,092

Number of Employees
Number of Employees
As of March 31 2014 2013 2012
Employees 3,092 3,101 3,113
Note: Number of employees does not include part-time and temporary staff or overseas local staff.
Shareholder Information
(As of March 31, 2014)
Breakdown of Types of Shareholders
Number of shares

Category Number of shareholders (Hundreds of shares) Percentage
Government and 10Cal QUINOTITIES ..........vviiiiiicee e 2 9N 0.00
Financial institutions 57 464,156 22.86
Securities firms ........ 23 15,464 0.76
ONEI COMPOTATIONS ..viviiviie ettt 513 558,272 27.49
FOMBIGN INVESTONS ..vviviit ittt 290 376,750 18.55
INGIVIAUAIS ...+ 9,391 616,314 30.34

TOTAL bbbt 10,276 2,031,047 100.00
Number of shares held in less than trading UNIES ... — 167,406 —

Note: From October 1, 2013, the number of trading unit of shares was changed from 1,000 to 100 pursuant to the resolution made at the Board of Directors’ meeting held on August 2, 2013.

Major Shareholders

Name of Shareholders

Unit: 1,000 shares
Percentage of outstanding shares

Number of holding shares

Japan Trustee Services Bank, L. ..........c.oiiiiiiriiiicce e 12,217 6.01
Chugoku Bank Employee Stock OWNErship PIAN ..........cccoiiiviiiiiceccsc e 5,937 2.92
The Master Trust Bank of Japan, L. ........c.ccooiiiiiiiiiiicce e 5,397 2.65
Okayama Estate and Warehousing Co., LEd. .......ooviiiiiieieieii s 5,358 2.63
Northern Trust Company (AVFC) Sub-Account American CHIENT .........cccoovivviiiiiieeiieieece e 5,129 2.52
Nippon Life INSUrance COMPANY .......c.cvoiiiiiriiiiiiteieee et 4,835 2.37
Meiji Yasuda Life INSUrance COMPEANY ........ccoviviriiiirireceeeieees ettt 4,754 2.33
KURABO INDUSTRIES LTD. ..ottt 4,559 2.24
CP CHEMICAL INCORPORATED ........viiiiitiiiieeeieieie ettt 3,478 1.71
Northern Trust Company (AVFC) Re U.S. Tax Exempted Pension Funds

(Standing proxy: The Hongkong and Shanghai Banking Corporation Limited Tokyo Branch) ............ccc.c........ 3,160 1.55
TOAL 1ot 54,828 26.97
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Disclosure Policy

The Chugoku Bank proactively undertakes the disclosure of information in order that customers, investors,
business partners and other parties can more accurately understand matters concerning the Bank as a result

of conducting timely and appropriate information disclosure.

This includes disclosing information in a timely manner by producing disclosure pamphlets, business
reports, annual reports and financial reports as well as via our website and other mediums.

The Chugoku Bank will continue to endeavor to disclose information in an appropriate and timely manner.

Forward-looking Statements

This annual report contains forward-looking statements regarding the future results and performance of Chugoku Bank. Such forward-looking statements are based on
current information and assumptions. Please be advised that actual results could differ materially from those anticipated by the forward-looking statements due to a variety
of factors.
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