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The corporate governance of Aozora Bank, Ltd. (the “Bank”) is described below.

|. Basic Policy on Corporate Governance, Capital St  ructure, Corporate Profile and
Other Basic Information

1. Basic Policy

The objective of the Bank's corporate governance policy is to ensure management discipline and create
a framework for enhanced oversight, in order to conduct daily business operations based on the following
management philosophy.

For this purpose, the Bank continues to work towards a more transparent corporate governance structure
by focusing on the proper establishment and operation of its governance framework as the primary
management initiative.

Management adheres to the highest standards of compliance in all areas of business execution. The
management team identifies risks and assesses the potential impact on the Bank’s business, maintaining
a strict internal control system which ensures optimal transparency and a framework for effective
management of risk-return balance. To further enhance efficiency and transparency through the separation
of management oversight and business execution, the Bank appoints a number of outside directors to the
Board of Directors.

Outside directors are independent directors who provide supervision and advice based on their financial
knowledge and experience, as well as their substantial expertise and insight into global executive
management.

In accordance with the standards set forth by the Tokyo Stock Exchange (TSE), all qualified outside
directors are designated independent directors with the approval of the Board of Directors and registered
with the TSE.

The Audit & Supervisory Board and its members monitor and verify the execution of director duties, mainly
from a legal perspective. Board-level committees such as the Nomination & Remuneration Committee and
the Audit & Compliance Committee comprise a majority outside directors, and are entrusted by the Board
of Directors to perform supplementary supervision and oversight with respect to representative directors
and executive officers.



[Reasons for Non-compliance with the Principles of the Corporate Governance Code]
The Bank makes continuous efforts to strengthen corporate governance and judges that it is compliant
with all the principles of the Corporate Governance Code.

[Disclosure Based on the Principles of the Corporat e Governance Code]
Principle 1.4 (Cross-Shareholdings)

It is the policy of the Bank to hold cross-shareholding stocks only when: (i) forming a strategic capital or
business alliance; or (ii) it is determined to be economically rational from the standpoint of comprehensive
transactions.

In cases where the Bank holds such stocks, the Investment Committee, a sub-committee of the
Management Committee, makes a comprehensive judgement on the appropriateness of the investment
based on the purpose for holding, status, risk-based profitability, and development of each transaction. In
addition, the Investment Committee regularly monitors the status, risk-based profitability and other factors
regarding the Bank’s after careful consideration to the impact on markets and other relevant matters. The
Investment Committee also reports the results of monitoring risk-based profitability and transaction policy
to the Board of Directors on a regular basis. The Board of Directors, in turn, individually reviews the risk
based profitability based on RORA (Note). While the Bank exchanged some cross-shareholding stocks in
FY2019, the number of held stock did not increase. The Bank held 12 names (approximately 1% of the
total net assets) as of the end of March 31, 2020.

(Note) RORA : Return on Risk-weighted Assets
This index shows how much income the Bank earns with respect to gains against a shareholding risk,
which is calculated by a formula “Annual Revenue divided by Risk Asset Amount”.

Principle 1.7 (Related Party Transactions)

The Bank conducts timely disclosure of material facts related to transactions with its subsidiaries and
major shareholders (related party transactions) and transactions involving conflicts of interest with
directors, after confirming such transactions with directors and respective business divisions and making
regular reports to the Board of Directors in accordance with the relevant laws and regulations. As a rule,
the Bank obtains advance Board approval for transactions involving conflicts of interest with directors, in
accordance with the Regulations of the Board of Directors.

Principle 2.6 (Enhanced Function as Asset Owner of Corporate Pension Funds)

The Bank appoints asset management experts to its Aozora Pension Fund Office with the objective of
enhancing its functions as an asset owner of corporate pension funds. In addition, the Bank has
established an Asset Management Committee, which consists of highly-experienced members in areas
such as human resources, financial control, risk management and market transactions. The Asset
Management Committee performs duties including deciding asset allocation, selecting appropriate
pension fund trustees and monitoring the status of their fund management with the help of external asset
management consultants. It also selects pension fund trustees that have adopted Japan’s stewardship
code and properly monitors their performance through stewardship activities and quarterly reporting
meetings.



Principle 3.1 (i) (Management Philosophy, Strategy, and Plan)

The Bank announced its new mid-term plan, entitled “AOZORA 2022", on May 14, 2020. The details of
the plan can be found on the Aozora website

(https'//www.aozorabank.co.jp/english/about/newsrelease/2020/pdf/20051405_n.pdf). A brief outline of the new
mid-term plan is provided below.

Our mission as finance professionals is to contribute to the development of society through the creation
of new value-added financial services and, through the contribution to the well-being of all of our
stakeholders including customers, shareholders, society and our employees, seek to achieve sustainable
growth and the creation of mid- to long-term corporate value.

1.Establishing AOZORA Partner Bank
Over the three years ending in fiscal year 2022, Aozora intends to generate new ideas and

innovation within each of its business areas, leveraging its skill base and organizational flexibility to
become a distinctive Partner Bank within Japan, offering our retail, corporate and financial institution
customers value-added products and services based on ideas drawn from our experienced staff

members.

2.New Management Philosophy
Aozora Mission
Contribute to the development of society through the creation of new value-added financial services

Aozora Vision
Adapt to a rapidly changing world while remaining a trusted, valued and specialized financial service
provider

Aozora's Key Priorities

Provide specialized and value-added financial services

Move quickly, while responding patiently and politely

Prioritize teamwork and provide a more comfortable working environment
Respect one’s colleagues and support professional growth of all team members
Learn from the past while adapting to and focusing on the future

Take smart risks in new areas based upon our skills and experience

Actively contribute to the sustainable growth of society

No orwDhRE

Aozora’s core purpose is to contribute to the development of society through the creation of new value-

added financial services in our role as a key financial service provider. Of critical importance to our
management is maintaining the patience and focus necessary to gain a deeper appreciation of our
customers’ needs as well as the research and development of new, differentiated products and services
for the benefit of our customers.
Not a mega bank or a regional bank, Aozora places a high priority on remaining flexible, highly professional
in business as well as reliable and engaging for its customers. On behalf our customers and shareholders,
we intend to explore our full potential beyond the limitations of a traditional bank over the course of the
years ahead.



3. Overview of AOZORA 2022

Mid-term areas of focus (6 Areas of Focus)

Retail Banking

- Specialized consulting and integrated financial services for retail customers

Corporate Finance

- Established position as the key player in restructuring business such as M&A and buyout finance
Financial Institutions

- Contribution to the revitalization of local economy by solving the management issues of regional financial
institutions

Specialty Finance

- Expanded specialty finance by capitalizing on high-level expertise in real estate and business recovery
finance

International

- Enhanced capacity for flexibly controlling the portfolio by forming a seamless monitoring framework on
a global scale

Financial Markets

- Better capability for risk-hedging sales and product development, establishment of the portfolio resistant
to market fluctuation

New growth initiatives: “Closer collaboration across divisions” and “digitalization”

Active support for corporate customers

- Capitalize on Aozora’s features to support business improvement and restructuring
- Customized support In light of customer needs

Enhanced consulting services for retail customers

- Establish the Financial Advisor Office

- Respond to business succession needs using the Aozora network

Provision of solutions to financial institutions

- Establish the Financial Institutions Solutions Group

- Comprehensive consulting services focused on assets, liabilities, equity capital and customer initiated
transactions

Support for FinTech-related businesses in collaboration with GMO Aozora Net Bank (GANB)

- Establish the FinTech Sales Management Office
- Support FinTech-related new businesses of corporate customers and start-ups
- Utilize GANB's IT solution capability as the “API No.1 bank”

Sound risk-taking and strong risk controls

Aozora continues to carefully manage risk through the refinement of its risk appetite as well as
strengthened risk controls based on proactive monitoring.
In addition, we will continue to actively work on the further diversification of our funding sources, the
ongoing strengthening of our compliance framework and our cybersecurity controls.

Introduction of a new human resources system

The introduction of a new human resources system will better enable Aozora to become an organization
which continues to take on new challenges as one unified team, eliminate some of the limitations of career-
oriented tracks as well as age-related constraints, so as to create a stronger sense of unity among our
employees and the encouragement of their growth and active engagement. We will establish initiatives
including the unification of career-oriented courses, improvement of Challenge Programs to increase
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growth opportunities for younger employees, leveraging of specialized personnel and greater utilization of
our senior generation employees.

Initiatives on SDGS/ESG

To realize our goal “Actively contribute to the sustainable growth of society” as described in Aozora’s Key
Priorities under our New Management Philosophy, our initiatives on SDGs/ESG in the new Mid-Term Plan
will focus on the following as key issues: environmental protection, promoting innovation and facilitating
the life satisfaction of our employees.

We will continue our work on timely and relevant communications with our customers and investors
regarding Aozora’s initiatives on SDGs/ESG by disclosing information on the status of our progress on a
timely basis.

Principle 3.1 (ii) (Basic Policy and Guidelines)
Please refer to “l.1. Basic Policy” of this report and “Principle 5.1 (Constructive Dialogue with
Shareholders)” below.

Principle 3.1 (iii) (Procedures for Determining Rem  uneration for Senior Management and Directors)
Please refer to “ll.1. Organization Structure and Business Operations [Director Remuneration]” of this
report.

Principle 3.1 (iv) (Policies and Procedures for Nom inating Director and Audit & Supervisory Board
Member Candidates, and Appointing and Dismissing Se  nior Management)

Please refer to “Il.2. Matters on Functions of Business Execution, Auditing, Oversight, Nomination and
Remuneration <Basic Policy for Nominating Directors and Audit & Supervisory Board Member
Candidates, and Appointing and Dismissing Senior Management Including the CEO (Executive Officers
at the Managing Executive Officer level or higher)> <Procedure for Nominating Directors, and Appointing
and Dismissing Senior Management Including the CEO> <Procedure for Nominating Audit & Supervisory
Board Members>" of this report.

Principle 3.1 (v) (Reasons for Appointing, Dismissi ng and Nominating Individual Director and Audit
& Supervisory Board Member Candidates, and Appointi ng and Dismissing Senior Management)
Please refer to the convocation notice for the Ordinary General Meeting of Shareholders for proposals
regarding the appointment of Director and Audit & Supervisory Board Member candidates, available on
the Bank’s website at the link below.
http://www.aozorabank.co.jp/english/ir/share/stockmtg/

Supplementary Principle 4.1.1 (Disclosure of Summar y and Scope of Matters Delegated to
Management)
Please refer to “IV.1.2. Framework for Ensuring the Effective Execution of Director Duties” of this report.

Principle 4.9 (Independence Criteria)
Please refer to “ll.1 Organization Structure and Business Operations [Independent Directors/Audit &
Supervisory Board Members]” of this report.

Supplementary Principle 4.11.1 (Policies and Proced  ures for Nominating Directors)
Please refer to “Il.2 Matters on Functions of Business Execution, Auditing, Oversight, Nomination and
Remuneration <Basic Policy for Nominating Directors and Audit & Supervisory Board Member Candidates,

-5-



and Appointing and Dismissing Senior Management Including the CEO (Executive Officers at the
Managing Executive Officer level or higher)> <Procedure for Nominating Directors, and Appointing and
Dismissing Senior Management Including the CEO> of this report.

Supplementary Principle 4.11.2 (Directors Holding C  oncurrent Positions at Other Companies)
Please refer to “ll.1 Organization Structure and Business Operations [Directors] Outside Directors’
Relationship with the Bank (2)” of this report.

Supplementary Principle 4.11.3 (Analysis and Evalua  tion of Board Effectiveness)

The Bank works to further enhance the effectiveness of its Board of Directors through a continuous
process (PDCA cycle) of analyzing and evaluating Board effectiveness each fiscal year as well as
considering and providing solutions to new and existing issues. The Board of Directors strives to fulfill its
fiduciary duties and accountability to the Bank’s shareholders and performs self-evaluations of Board
effectiveness aimed at promoting sustainable growth and enhancing the Bank’s corporate value over the
mid to long term. The Board continues to assess its management and oversight functions on the basis of
the full utilization of directors’ and Audit and Supervisory Board members’ knowledge, expertise and
experience, and takes into consideration the views of each Board member. The results of these self-
evaluations are shared in thorough Board discussions.

The Board of Directors aims to ensure objectivity and transparency through the Board which comprises
50% of outside members.

In addition to retaining an Audit and Supervisory Board, the Bank also has a Nomination and
Remuneration Committee, which comprises the majority members as outside directors and is also chaired
by an outside director, as well as an Audit and Compliance Committee, which comprises only outside
directors. Both committees act to complement and check the oversight of executive officers including
representative directors.

Moreover, the Bank convened five “outside directors’ meetings” throughout FY2019 to allow for the
discussion and exchange of views on key business issues including selection of candidate for the next
President and management of the Board from an independent outside director's perspective. The
President and CEO selection process was based on discussions at “outside directors’ meetings”,
deliberated at the Nomination and Remuneration Committee and subsequently recommended to and
approved by the full Board.

In FY2019, the Board assessed that its roles and responsibilities were properly fulfilled under the
aforementioned framework through constructive discussions and exchange of ideas on important issues
including business strategy as well as the proper oversight and monitoring of management executives.
The Board also assessed that overall Board management was proper and effective.

Going forward, the Bank will strive to make the Board’s roles and responsibilities further effective and
proper by utilizing committees under the Board as well as the “outside directors’ meeting.”

Supplementary Principle 4.14.2 (Training Policy for Directors and Audit & Supervisory Board
Members)

Please refer to “Il.1 [Support Framework for Outside Directors and Outside Audit & Supervisory Board
Members]” of this report.

Principle 5.1 (Constructive Dialogue with Sharehold  ers)
<Policies to promote constructive dialogue with shareholders>



* The Bank takes every opportunity to engage shareholders in constructive dialogue, including at the
General Shareholders’ Meeting, in order to contribute to sustainable growth and the further
enhancement of the Bank’s corporate value over the medium to long-term.

* The Bank gives due consideration to the views and concerns expressed in its communication with
shareholders, and provides clear explanation of the Bank’s management policy in an effort to gain the
understanding of shareholders. The Bank is also committed to responding appropriately to
shareholders and other stakeholders, respecting each individual point of view.

* The Bank promotes constructive dialogue with shareholders through the following measures.

The Chief Executive Officer (CEO) oversees the Bank’s overall communication with shareholders
to ensure that constructive dialogue is achieved.

The Chief Financial Officer (CFO) oversees investor relations activities. The Corporate
Communication Division, in charge of investor relations, cooperates with the Financial Control and
Financial Management divisions and, in conjunction with other relevant divisions (such as
business strategy and legal divisions), supports the Bank’s IR activities and constructive dialogue
between shareholders and management.

In addition to individual meetings with shareholders and institutional investors, the Bank holds
conference calls and presentations for investors and analysts. The Bank also actively participates
in individual and institutional investor conferences held by securities firms, towards further
enhancing communication with shareholders and investors.

The Bank discloses information related to presentation meetings via its website and its
shareholder newsletter (“Aozora Tsushin”). Using questionnaires, the Bank makes an effort to
understand the views and concerns of its shareholders.

The CEO and CFO report the details of dialogue with shareholders to the Board of Directors and
Management Committee. The Bank considers appropriate responses to the views and concerns
expressed by shareholders, reflecting them in business operations as necessary.

The Bank carefully manages insider information obtained in its dialogue with shareholders, in
accordance with the Bank’s internal procedures for preventing insider trading, and verifies
information to be disclosed through outside counsel.

2. Capital Structure

Percentage of Overseas Shareholders Between 20% and 30%

[Status of Major Shareholders]

Company Name Number of Shares Percentage (%)
The Master Trust Bank of Japan, Ltd. (Trust Account) 9,731,400 8.33
Japan Trustee Services Bank, Ltd. (Trust Account) 4,550,500 3.89
Japan Trustee Services Bank, Ltd. (Trust Account 9) 3,965,100 3.39
Japan Trustee Services Bank, Ltd. (Trust Account 5) 2,393,600 2.05
JP MORGAN CHASE BANK 385151 2,079,967 1.78
STATE STREET BANK WEST CLIENT-TREATY 505234 1,703,719 1.46




JPMorgan Securities Japan Co., Ltd. 1,640,189 1.40

STATE STREET BANK AND TRUST COMPANY 505103 1,572,341 1.34
Japan Trustee Services Bank, Ltd. (Trust Account 7) 1,473,300 1.26
The Nomura Trust and Banking Co., Ltd. (Investment 1,406,600 1.20
Trust Account)

Controlling Shareholder (excluding Parent Company) None

Parent Company None

Supplementary Explanation:
“Status of Major Shareholders” is based on total shares outstanding (excluding treasury shares) recorded
in the Shareholder Registry as of March 31, 2019.

Nomura Securities Co., Ltd. submitted a Change Report dated June 4, 2020, stating their holdings with
joint shareholder NOMURA INTERNATIONAL PLC and Nomura Asset Management Co.,Ltd. as of May
29, 2020, as follows. They are not included, however, in the above table of major shareholders as the Bank
was unable to confirm the actual number of shares held by the aforementioned shareholders as of March
31, 2020. The proportion of shares held based on the Change Report to the number of shares issued
(includes treasury shares) has been rounded to two decimal places.

<Company Name> Nomura Securities Co., Ltd.

<Address> 9-1, Nihonbashi 1-Chome, Chuo Ward, Tokyo
<Number of Shares> 310,889

<Shareholding Ratio> 0.26%

<Company Name> NOMURA INTERNATIONAL PLC

<Address> 1 Angel Lane, London EC4R 3AB, United Kingdom
<Number of Shares> 29,918

<Shareholding Ratio> 0.02%

<Company Name> Nomura Asset Management Co., Ltd.
<Address> 12-1, Nihonbashi 1-Chome, Chuo Ward, Tokyo
<Number of Shares> 6,722,400

<Shareholding Ratio> 5.68%

Mitsubishi UFJ Financial Group, Inc. submitted a Change Report dated December 17, 2018, stating their
holdings with joint shareholder Mitsubishi UFJ Trust and Banking Corporation, Mitsubishi UFJ Kokusai
Asset Management Co., Ltd., and Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. as of December 10,
2018, as follows. They are not included, however, in the above table of major shareholders as the Bank
was unable to confirm the actual number of shares held by the aforementioned shareholders as of March
31, 2020. The proportion of shares held based on the Change Report to the number of shares issued
(includes treasury shares) has been rounded to two decimal places.

<Company Name> Mitsubishi UFJ Trust and Banking Corporation
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<Address>
<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

4-5, Marunouchi 1-Chome, Chiyoda Ward, Tokyo
3,674,000
3.11%

Mitsubishi UFJ Kokusai Asset Management Co., Ltd.
12-1, Yuraku-cho 1-Chome, Chiyoda Ward, Tokyo
857,800

0.73%

Mitsubishi UFJ Morgan Stanley Securities Co., Ltd.
5-2, Marunouchi 2-Chome, Chiyoda Ward, Tokyo
158,400

0.13%

Sumitomo Mitsui Trust Asseto Management Co., Ltd. submitted a Change Report dated December 20,
2018, stating their holdings with joint shareholder Nikko Asset Management Co., Ltd. as of December 14,
2018, as follows. They are not included, however, in the above table of major shareholders as the Bank
was unable to confirm the actual number of shares held by the aforementioned shareholders as of March
31, 2020. The proportion of shares held based on the Change Report to the number of shares issued
(includes treasury shares) has been rounded to two decimal places.

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

Sumitomo Mitsui Trust Asset Management Co., Ltd.
1-1, Shibakoen 1-Chome, Minato Ward, Tokyo
3,790,000

3.20%

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

Nikko Asset Management Co., Ltd.

7-1, Akasaka 9-Chome, Minato Ward, Tokyo
1,854,400

1.57%

BlackRock Japan Co., Ltd. submitted a Change Report dated October 4, 2019, stating their holdings with
joint shareholder BlackRock Investment Management LLC, BlackRock Fund Managers Limited,
BlackRock (Luxenbourg) S.A., BlackRock Life Limited, BlackRock Asset Management Ireland Limited,
BlackRock Fund Advisors, BlackRock Institutional Trust Company, N.A., BlackRock Investment
Management (UK) Limited and iShares (DE) | Investmentaktiengesellschaft mit Teilgesellschaftsvermogen
as of September 30, 2019, as follows. They are not included, however, in the above table of major
shareholders as the Bank was unable to confirm the actual number of shares held by the aforementioned
shareholders as of March 31, 2020. The number of shares held has not reflected the share consolidation.
The proportion of shares held based on the Change Report to the number of shares issued (includes
treasury shares) has been rounded to two decimal places.

<Company Name>
<Address>

BlackRock Japan Co., Ltd.
8-3, Marunouchi 1-Chome, Chiyoda Ward, Tokyo

<Number of Shares>
<Shareholding Ratio>

1,582,700
1.34%



<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

<Company Name>
<Address>

<Number of Shares>
<Shareholding Ratio>

BlackRock Investment Management LLC

1 Square Drive, Princeton University, New Jersey, U.S.A.
133,045

0.11%

BlackRock Fund Managers Limited

12 Throgmorton Avenue, London, U.K.
167,190

0.14%

BlackRock (Luxemburg) S.A.

35A, Route J.F. Kennedy Luxembourg L-1855
10,500

0.01%

BlackRock Life Limited

12 Throgmorton Avenue, London, U.K.
113,200

0.10%

BlackRock Asset Management Ireland Limited

1st Floor, 2 Ballsbridge Park, Ballsbridge, Dublin, Ireland
497,114

0.42%

BlackRock Fund Advisors

400 Howard Street, San Francisco California, U.S.A.
1,596,400

1.35%

BlackRock Institutional Trust Company, N.A.

400 Howard Street, San Francisco California, U.S.A.
2,200,490

1.86%

BlackRock Investment Management (UK) Limited
12 Throgmorton Avenue, London, U.K.

548,501

0.46%

iShares (DE) | Investmentaktiengesellschaft mit Teilgesellschaftsvermogen
1F 1 Reambachplatz, Munich, The Federal Republic of Germany

542,700
0.46%
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Major Shareholders Report received since July 1,

3. Corporate Attributes

2020 have not been reflected.

Listed Stock Market and Market Section

Tokyo Stock Exchange First Section

Fiscal Year-End

March

Type of Business

Banks

Number of Employees (Consolidated) as of
the End of Previous Fiscal Year

More than 1000

Sales (Consolidated) as of
the End of Previous Fiscal Year

From ¥100 billion to less than ¥1 trillion

Number of Consolidated Subsidiaries as of
the End of Previous Fiscal Year

From 10 to less than 50

4.Measures to Protect Minority Shareholders when Co

Shareholder

5. Other Special Circumstances which may have Mater

1. Status of Major Shareholders

“Status of Major Shareholders” in “2. Capital Structure” above is based on total shares outstanding

nducting Transactions with Controlling

ial Impact on Corporate Governance

(excluding treasury shares) recorded in the Shareholder Registry as of March 31, 2020.

2. Treasury Shares

As of March 31, 2020, the Bank has 1,604,619 treasury shares (equivalent to 1.36% of total shares

outstanding) allocated to future stock options.

Il Corporate Governance Framework and Business Mana

Decision-making, Business Execution, and Management Oversight

1. Organization Structure and Business Operations

‘ Organization Structure

Company with Audit & Supervisory Board

[Directors]

Maximum Number of Directors Stipulated in

Chairperson of the Board

Articles of Incorporation 12
Term of Office Stipulated in 1
, ; year
Articles of Incorporation
Chairman

(except when concurrently serving as President)

Number of Directors

8

Appointment of Outside Directors Appointed
Number of Outside Directors 4
Number of Independent Directors 4
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Outside Directors’ Relationship with the Bank (1)

Relationship with the Bank*

Name Attribute X X
a|lb|lc|d|e|f|g]|h i j k
Shunsuke Takeda | From another company A
Hiroyuki Mizuta From another company O

Ippei Murakami From another company

Tomonori Ito From another company

*Categories for “Relationship with the Bank”
“O” Director presently falls or has recently fallen under the category
“A” Director fell under the category in the past
“@” A close relative of the director presently falls or has recently fallen under the category

A" Aclose relative of the director fell under the category in the past

Executive of the Bank or its subsidiaries

Non-executive director or executive of a parent company of the Bank

Executive of a fellow subsidiary company of the Bank

Party whose major client is the Bank or an executive thereof

Major client of the Bank or an executive thereof

Consultant, accountant or legal professional who receives a large amount of monetary

compensation or other assets from the Bank, in addition to director remuneration

g. Major shareholder of the Bank (or an executive of a major shareholder in the case of a corporate
shareholder)

h. Executive of a client of the Bank (who does not fall under categories d, e, or f) (the director
himself/herself only)

i. Executive of a company with which the Bank has mutually appointed outside directors (the director
himself/herself only)

j- Executive of a company or organization that receives donations from the Bank (the director
himself/herself only)

k. Others

-0 Qo0 oW

Outside Directors’ Relationship with the Bank (2)

Representative Executive
Officer of DAIKYO
INCORPORATED, a
company with which the
Bank conducts lending
and other transactions

Name Indéfeecntg?m Sléeglzr::t?;%ry Reasons for Appointment
Main Concurrent Post Mr. Shunsuke Takeda was appointed for
Advisor, his substantial experience,
ORIX Corporation achievements, and expertise in the
executive management of financial

Relationship with institutions and business corporations.
Aozora customers, etc. He was selected as an independent

Shunsuke Takeda Yes Former Chairman and director by a resolution of the Board of

Directors as it was determined that there
is no risk of a conflict of interest with
general shareholders under the
Enforcement Rules for Securities Listing
Regulations of the Tokyo Stock
Exchange.
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Main Concurrent Post
Representative Director
and Chairman of

Tokyo Tower Co., Ltd.

Relationship with
Aozora customers, etc.

Mr. Hiroyuki Mizuta was appointed for
his substantial experience,
achievements and expertise in the
executive management of banks and
business corporations.

He was selected as an independent
director by a resolution of the Board of
Directors as it was determined that there

Hiroyuki Mizuta Yes Representative Director | | . etel ,
and Chairman of Tokyo is no risk of a conflict of interest with
Tower Co., Ltd., general shareholders under the
; : Enforcement Rules for Securities Listing
g;ﬁ&n gsﬁguvgghle\:\ggicnhgthe Regulations of the Tokyo Stock
and other transactions Exchange.
Main Concurrent Post Mr. Ippei Murakami was appointed for
Special Advisor, his substantial experience,
Nisshin Seifun Group Inc. | achievements and expertise in the
executive management of business
Relationship with corporations.
Aozora customers, etc. He was selected as an independent
Ippei Murakami Yes None director by a resolution of the Board of
Directors as it was determined that there
is no risk of a conflict of interest with
general shareholders under the
Enforcement Rules for Securities Listing
Regulations of the Tokyo Stock
Exchange.
Main Concurrent Post Mr. Tomonori Ito was appointed for his
Adjunct Professor, substantial experience and
Hitotsubashi University achievements in domestic and overseas
Business School financial institutions and expertise as a
Department of graduate school professor.
International Corporate He was selected as an independent
Tomonori Strategy director by a resolution of the Board of
Ito Yes Outside Director, Electric Directors as it was determined that there

Power Development Co.,
Ltd.

Relationship with
Aozora customers, etc.

None

is no risk of a conflict of interest with
general shareholders under the
Enforcement Rules for Securities Listing
Regulations of the Tokyo Stock
Exchange.

* |n accordance with the Tokyo Stock Exchange’s Guidebook on Timely Corporate Disclosure Volume 3, Chapter 1 (“Matters to
Consider when Securing Independent Officers, Section 1.4 Information Regarding Company Affiliations” ), ‘Relationship with Aozora

customers, etc.’ does not include companies from which outside directors resigned over 10 years ago.

Establishment of Committee(s) Corresponding
to Nomination Committee or

Committee

Remuneration | Established
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Status, Composition and Chairperson of Non-Mandatory Committees

Committee Corresponding to Committee Corresponding to
Nomination Committee Remuneration Committee
, Nomination & Remuneration | Nomination & Remuneration
Name of Committee X .
Committee Committee

Total Number of Members 3 3

Full-time Members 0 0

Full-time Directors 1 1

Outside Directors 2 2

Outside Experts 0 0

Other 0 0

Chairperson Outside Director Outside Director

Supplementary Explanation:

Seven meetings of the Nomination & Remuneration Committee were held in FY2019.

In addition to the Nomination & Remuneration Committee, the Bank has also established the Audit &
Compliance Committee.

Please refer to “Il.2. Matters on Functions of Business Execution, Auditing, Oversight, Nomination and
Remuneration” of this report for details.

[Audit & Supervisory Board Members]

Establishment of Audit & Supervisory Board | Established

Maximum Number of Audit & Supervisory
Board Members Stipulated in Articles of | 5
Incorporation

Number of Audit & Supervisory Board
Members

Cooperation between Audit & Supervisory Board Members, Accounting Auditors and Internal Audit
Division:

The Audit & Supervisory Board maintains close coordination with accounting auditors through regular
meetings (more than four meetings a year; ten held in FY2019), exchanging ideas and information on
internal controls for auditing and financial reporting.

The Audit & Supervisory Board receives regular reports from the Internal Audit Division (more than four
reports a year; six received in FY2019) on internal audit policy and results, aimed at ensuring efficient
and effective auditing. The standing Audit & Supervisory Board member meets with the Bank’s Internal
Audit Division (at least once a month) to receive audit reports and exchange ideas and information as
necessary, in addition to weekly meetings with the Head of the Internal Audit Division.

The standing Audit & Supervisory Board Member (Office of Audit & Supervisory Board), Internal Audit
Division and Accounting Auditor hold quarterly three-way audit discussions regarding risk awareness, in
addition to sharing audit plans and results.

The Bank’s Audit & Supervisory Board decides upon the basic policies and evaluation criteria regarding
the appointment and dismissal of the Accounting Auditor and makes a comprehensive judgment on the
appointment of the Accounting Auditor based on the appropriate evaluation standards.
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These evaluation standards are considered based on an overview of the auditing company, audit results,
quality control framework, audit implementation framework applied to the Bank, audit fee level, an
executive evaluation, whether there are any reasons for disqualification as well as other evaluation
criteria deemed important.

The Bank follows a basic policy for making judgements on the appointment (or reappointment) of the
Accounting Auditor that, upon completion of the above-mentioned evaluation, focuses on the audit
company’s particular knowledge of financial institution operations, experience with bank audits,
framework for the provision of appropriate audit services to Aozora or the Aozora Group, discussions
with the management/ability to provide executives with information or advice, appropriate collaboration
with the Audit & Supervisory Board and Internal Audit Division. It is the Bank’s policy to dismiss or decline
reappointment in the event of the occurrence of statutory reasons for dismissal or the Bank’s decision
that it would be difficult for the Accounting Auditor to adequately perform other duties.

Appointment of Outside Audit & Supervisory
Board Members

Number of Outside Audit & Supervisory
Board Members

Number of Independent Audit & Supervisory
Board Members

Appointed

2

Outside Audit & Supervisory Board Members’ Relationship with the Bank (1)

Relationship with the Bank*

Name Attribute
a|blc|d|je|f|g|h]|i]|j|k]|]Il|[m

From another

Kiyoto Hagiwara
company

Certified Public

Toraki Inoue Accountant

*Categories for “Relationship with the Bank”
“O" Presently falls or has recently fallen under the category
A" Fell under the category in the past
“@" Aclose relative presently falls or has recently fallen under the category
A" Aclose relative fell under the category in the past

Executive of the Bank or its subsidiary

Non-executive director or accounting advisor of the Bank or its subsidiaries

Non-executive director or executive of a parent company of the Bank

Audit & Supervisory Board member of a parent company of the Bank

Executive of a fellow subsidiary company of the Bank

Party whose major client is the Bank or an executive thereof

Major client of the Bank or an executive thereof

Consultant, accountant or legal professional who receives a large amount of monetary
compensation or other assets from the Bank, in addition to Audit & Supervisory Board member
remuneration

Se@ "o a0 oy
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i. Major shareholder of the Bank (or an executive of a major shareholder in the case of a corporate

shareholder)

j- Executive of a client of the Bank (who does not fall under categories f, g, or h) (the Audit &
Supervisory Board member himself/herself only)
k. Executive of a company, with which the Bank has mutually appointed outside directors (the Audit &
Supervisory Board member himself/herself only)
I.  Executive of a company or organization that receives donations from the Bank (the Audit &
Supervisory Board member himself/herself only)

m. Others

Outside Audit & Supervisory Board Members’ Relationship with the Bank (2)

Name

Independent

Audit & and

Supervisory
Board Member

Supplementary
Explanation

Reasons for Appointment

Kiyoto Hagiwara

Yes

Main Concurrent Post
Senior Advisor,

The Securities
Analysts Association
of Japan (SAAJ)

Mr. Kiyoto Hagiwara’s appointment as
an external Audit & Supervisory Board
member was deemed suitable due to
his substantial experience and
expertise in the finance and banking
business.

He was selected as an independent
Audit and Supervisory Board member
by a resolution of the Board of
Directors as it was determined that
there is no risk of a conflict of interest
with general shareholders under the
Enforcement Rules for Securities
Listing Regulations of the Tokyo Stock
Exchange.

Toraki Inoue

Yes

Main Concurrent Post
General Manager,
Toraki Inoue Certified
Public Accountant
Office

Representative
Director and
President,
Accounting Advisory
Co., Ltd

Supervisory Director,
GLP J-REIT

Standing Corporate
Auditor, Kyulux Inc.

Mr. Toraki Inoue’s appointment as an
external Audit & Supervisory Board
member was deemed suitable due to
his substantial experience and
expertise as an auditor.

He was selected as an independent
Audit and Supervisory Board member
by a resolution of the Board of
Directors as it was determined that
there is no risk of a conflict of interest
with general shareholders under the
Enforcement Rules for Securities
Listing Regulations of the Tokyo Stock
Exchange.

[Independent Directors/Audit & Supervisory Board Me

mbers]

Number of Independent Directors/ Audit &
Supervisory Board Members

6

Matters relating to Independent Directors/Audit & Supervisory Board Members:
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The Bank determines the independence of outside directors and outside Audit & Supervisory Board
members in accordance with the standards set forth by the Tokyo Stock Exchange.

All qualified outside directors and outside Audit and Supervisory Board members are designated
independent.

Outside Directors: 4
Outside Audit & Supervisory Board Members: 2

[Incentives]

‘ Incentive for Directors Stock Options

Supplementary Explanation:

The Bank abolished the officer retirement allowance program for full-time directors through a resolution
of the Ordinary General Meeting of Shareholders held on June 26, 2014. The Bank also introduced
equity compensation type stock options for directors in order for them to share the risks and benefits of
stock price fluctuations with shareholders, and to further motivate directors to contribute to the
enhancement of Aozora’s corporate value and an increase in the share price over the medium to long-
term.

Recipients of Stock Options Full-time Directors, Others

Supplementary Explanation:

In addition to annual base remuneration, the Bank grants equity compensation type stock options to
full-time directors and executive officers in order for them to share the risks and benefits of stock price
fluctuations with shareholders, and to further motivate directors to contribute to the enhancement of
Aozora’s corporate value and an increase in the share price over the medium to long-term.

[Director Remuneration]

Disclosure of Individual Directors’

. No Individual Disclosure
Remuneration

Supplementary Explanation:

<Total Remuneration Amounts for Directors/Audit & Supervisory Board Members, and Outside Officers>
The breakdown of total officer remuneration for FY2019 is as follows:
Director remuneration: 312 million yen
Audit & Supervisory Board member remuneration: 53 million yen
Outside director and outside Audit & Supervisory Board member remuneration: 80 million yen

Policy for Determining Remuneration

Amounts and Calculation Methods Established

Disclosure of Policy for Determining Remuneration Amounts and Calculation Methods:
< Policy and Procedure for Determining Director/Executive Officer Remuneration >

- Basic Policy for Determining Director, Audit & Supervisory Board Member, and Executive Officer
Remuneration
In order to pursue our mission to “contribute to the development of society through the creation of new
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value-added financial services”, the Bank believes it is necessary to provide a setting that encourages
high-potential employees to work consistently with high morale, motivation and pride to make sound
business decisions.

To this end, the Bank has designed a remuneration system based on the following basic policy.
1. Remuneration framework in line with the Bank’s vision
The Bank aims to build a compensation framework which reflects business performance in line with its
objectives and values.
2. Remuneration framework appropriately reflecting the Bank’s performance
The Bank’s remuneration framework is based on ‘Pay for performance’ and reflects the Bank’s
commitment to sustainable growth, sound risk-taking through appropriate risk management, compliance,
and customer protection.
3. Remuneration framework serving the interests of stakeholders including shareholders
The Bank will adopt a remuneration framework that is consistent with the values of stakeholders,
including shareholders.
4. Remuneration methodology guaranteeing effective governance
In determining remuneration, the Bank will ensure transparency and independence from any specific
influences.

» Policy on determination of the amount or calculation method of remuneration for directors
The Nomination and Remuneration Committee, which comprises a majority outside directors who
are authorized by the Board of Directors, decides on both the directors’ remuneration policy and
amounts payable to each director.

The Bank pays, in principle, fixed base remuneration, performance-based bonus and equity
compensation type stock options to directors (other than outside directors), and only fixed base
remuneration to outside directors.

It was resolved at the 73 annual general meeting of shareholders on June 23, 2006 to set the
annual base remuneration ceiling for directors at 600 million yen. To enable the Bank to pay bonus
based on performance, this remuneration ceiling of 600 million yen for Directors was approved as
the ceiling to include bonus as well as for a total of base remuneration at the 82" annual general
meeting of shareholders on June 26, 2015. The Bank had eight directors (including four outside
directors) as of the end of 82"® annual general meeting of shareholders.

(1) Base remuneration

Base remuneration comprises fixed amount which is fixed, varies with the type of position (full-time
or part-time), job title and responsibility. We use data of an outside specialized agency to check and
benchmark whether the level of base remuneration amounts is appropriate before determining it.
(2) Bonus (Performance-based remuneration)

The bonus amount is initially set at equivalence of 40% of individual basic remuneration amount (the
“Base Bonus Amount”). The Nomination and Remuneration Committee then decides individual
amount of bonus (performance-based remuneration) by applying a rate within the pre-determined
scope ranging from 0% to 250% of the Base Bonus Amount for every full-time director while
considering key indicators of a fiscal year as shown below. Specifically, the Nomination and
Remuneration Committee decides a rate and bonus amount by considering the following indicators
and the Bank’s performance of a fiscal year.
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UntilFY2018 ended March 2019, the Nomination and Remuneration Committee decided bonus
amounts of internal directors (full-time directors) by applying the uniform rate to every director, which
the Committee set based on the following key indicators on business performance of a fiscal year.
This was based on the Bank’s prior policy that internal directors (full-time directors) are jointly
responsible for business management as a unit. It was, however, determined to set rates for each
position of internal directors (full-time directors) and started to apply the rates in FY2019.

- Achievement rates of Business Profit and Net Earnings

- Achievement rates of KPI(Key Performance Indicators) such as OHR(Over-head Ratios),
ROE(Return on Equity) and ROA(Return on Assets)

- Achievement and maintenance of Capital Adequacy Ratio

- Assessment of undue risk and occurrence of serious compliance incidents

+ Implementation/ introduction of measures and strategies, including launch of new businesses,
from a mid-/ long-term viewpoints

Among the above key indicators, achievement rates of Business Profit and Net Earnings are basic
indicators on business results. Achievement rates of OHR, ROE and ROA as KPI and Capital
Adequacy Ratio are key indicators for the Bank’s Mid-Term Business Plan. These achievement rates,
therefore, are taken into account as quantitative evaluation indicators to determine bonus amounts.
In order to encourage not only enhancement of short-term business performances but also business
implementation from mid-/long term perspectives, factors, such as undue risk taking, making serious
compliance violations,, and implementation/ introduction of measures and strategies, including
launch of new businesses, from a mid-/ long-term viewpoint, are also fully considered as qualitative
evaluation indicators.

Targets and results of the indicators related to performance-based remuneration paid in FY2019are
stated below.

Targets (consolidated)

Results (consolidated)

Business profit 40 billion yen 34.4 billion yen
Net profit 43 billion yen 36.1 billion yen
OHR About 50% 59%
ROE About 9% 8.2%
ROA About 0.8% 0.7%
Capital adequacy ratio About 10% 10.27%

(3) Equity compensation type stock options

The Nomination and Remuneration Committee discussed ratios of cash remuneration and equity
compensation type stock options so that the stock options can be one of the proper incentives for
sustainable growth, and set the ratio at 25%.of the Base Remuneration amount. The number of
options to be granted is determined based on a resolution of the Board of Directors in accordance
with the “Equity Compensation Type Stock Options Manual”. A resolution that share acquisition
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rights will be allotted in addition to base remuneration to full-time directors within 150 million yen a
year was approved at the 81st annual general meeting of shareholders on June 26, 2014.

- Policy on determination of the amount or calculation method of remuneration for executive officers
The Nomination & Remuneration Committee determines policy regarding the remuneration of individual
executive officers including the respective amounts. To ensure that executive officer remuneration
functions as a sound incentive for sustainable growth, the Nomination & Remuneration Committee
discusses and sets the appropriate proportion of cash remuneration and equity compensation type stock
options.

(1) Base Remuneration

Base remuneration is a fixed remuneration in accordance with position and responsibilities. The
Nomination & Remuneration Committee determines the appropriate level of base remuneration utilizing
research data obtained from an external specialist agency.

(2) Bonus (Performance-based remuneration)

At the end of each relevant period, the Nomination & Remuneration Committee determines final bonus
payment amounts taking into consideration factors including performance, the status of internal controls,
and the impact of external environmental factors.

(3) Equity compensation type stock options

The Nomination & Remuneration Committee determines equity compensation type stock options in
accordance with internal regulations for the handling of stock options, and the amount to be allocated is
subsequently determined by a resolution of the Board of Directors.

(4) Executive officer retirement allowance

In accordance with internal regulations, the Nomination & Remuneration Committee calculates
executive officer retirement allowance by multiplying total base remuneration (accumulated over the
period of service) by a uniform rate.

- Policy on determination of ASB member remuneration and calculation

ASB members discuss and determine individual remuneration amounts by considering discussions and
proposals made at the Nomination and Remuneration Committee. The Bank pays only fixed base
remuneration in accordance with the policy below. The upper limit of total ASB members’ base
remuneration is 60 million yen based on the resolution at the 73rd annual general meeting of
shareholders on June 23, 2006. The Bank had three ASB members as of the end of 73rd annual general
meeting of shareholders.

(1)Base remuneration

Base remuneration amount is fixed, varying with work status (full-time or part-time), assigned
audit duties, remuneration for directors, etc. We use data of an outside specialized agency to
check whether the level of base remuneration amounts is appropriate before determining it.

[Support Framework for Outside Directors and Outsid e Audit & Supervisory Board Members]
<Support Framework for Outside Directors>

1. The Bank’s independent outside directors actively contribute to discussions at Board of Directors
meetings, as well as meetings convened by the Nomination & Remuneration Committee which
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comprises a majority outside directors and the Audit & Compliance Committee comprised solely of
outside directors, making recommendations as necessary. Outside directors also exchange
information with other board and committee members, as well as maintaining contact with senior
management and collaborating with the Audit & Supervisory Board and its members. The Bank has
established the Corporate Secretary Office to serve as liaison and coordinator between outside
directors and senior management.

As secretariat for the Board of Directors and Board-level committees, the Corporate Secretary Office
collaborates with respective business groups to provide directors with the information needed to
execute their duties, supports directors at meetings, and arranges meetings with divisions
throughout the Bank as necessary.

The Bank provides materials related to agenda items to the Board of Directors and Board-level
committees in advance of meetings to allow directors sufficient time to review. In addition, upon
preparation by the secretariat, the Bank sends the minutes of meetings to each director and
committee member to verify the accuracy of the statements recorded.

The Bank sends minutes and other information pertaining to management-level committees
(Management Committee, etc.) to outside directors periodically to keep them informed about the
progress of business execution, as well as communicate important information regarding the Bank’s
business, finance, and organization.

<Support Framework for Outside Audit & Supervisory Board Members>

1.

2.

3.

The Bank has established the Office of Audit & Supervisory Board to support Audit & Supervisory
Board members in the execution of their duties.

The Office of Audit & Supervisory Board supports outside Audit & Supervisory Board members by
providing them with necessary documents including reports and informing them about meetings and
other matters related to the Audit & Supervisory Board and the Board of Directors. In addition, upon
preparation by the secretariat, the Bank sends the minutes of meetings to each outside board
member to verify the accuracy of the statements recorded and ensure proper information storage.
The Bank periodically sends minutes and other information pertaining to management-level
committees to outside Audit & Supervisory Board members to keep them informed about the
progress of business execution.

<Training for Directors and Audit & Supervisory Board Members>

The Bank occasionally invites experts from outside the Bank to conduct training seminars for all
directors and Audit & Supervisory Board members. For newly appointed outside directors and outside
Audit & Supervisory Board members, the executive officer in charge of each business group conducts
orientations to explain the Bank’s business operations.

[Status of people who resigned as Representative Director and President]
Name and other information of Counselors, Advisors who formerly served as Representative Director
and President

Name | Position/Title Duties Working form/condition | Date of resignation | Tenure

(e.g. full time, part time, as President, etc.
receipt of remuneration)

Total number of Counselors, Advisors who formerly served as Representative Director and President:
None
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Remarks:

2. Matters on Functions of Business Execution, Audi ting, Oversight, Nomination and
Remuneration (Overview of Current Corporate Governa  nce System)

The Bank’s corporate governance system is organized as follows.

<Audit and Management Oversight>

1. Board of Directors

The Board of Directors establishes important business policy and oversees the execution of duties

by executive officers entrusted with daily business operations. The four outside directors regularly
hold exclusive meetings (generally every three months) in order to discuss and exchange views on
key business issues including the selection of candidates for the next President and management of
the Board from an independent outside director’s perspective.

2. Audit & Supervisory Board
The Audit & Supervisory Board formulates the Bank’s audit policy and plan regarding the execution
of duties by directors and executive officers, receives reports on important audit matters and
discusses or resolves them as needed.

3. Nomination & Remuneration Committee
Mainly comprised of outside directors, the Nomination & Remuneration Committee recommends
candidates to the Board of Directors for Board and Audit & Supervisory Board membership, as well
as other important roles. In addition, the Nomination & Remuneration Committee determines the
remuneration of directors and executive officers, and makes recommendations to the Audit &
Supervisory Board regarding the remuneration of Audit & Supervisory Board members.

4. Audit & Compliance Committee
The Audit & Compliance Committee comprises outside directors who are responsible for reviewing
the adequacy and effectiveness of matters relevant to the establishment of internal control systems
including internal and external audits, risk management, compliance, credit audits and the financial
reporting process.

<Execution of Duties>
1. Management Committee
The Management Committee comprises executive officers (including senior management) specially

appointed by the Board of Directors. The Management Committee convenes weekly and determines
important matters related to the Bank’s daily operations, in accordance with the policies set forth by
the Board. The Management Committee has the following sub-committees to which it delegates
authority: ALM Committee, Integrated Risk Committee, Credit Committee, Investment Committee,
CAPEX Committee, and Customer Protection Committee. Sub-committees have substantive
knowledge and experience in various aspects of the Bank’s business operations, as well as sound
decision-making capabilities.

<Basic Policy for Nominating Directors and Audit & Supervisory Board Member Candidates, and
Appointing and Dismissing Senior Management Including the CEO (Executive Officers at the Managing
Executive Officer level or higher)>
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In order to realize Aozora’s basic corporate governance policy, the Board of Directors complies with the
following basic guidelines for nominating directors and Audit & Supervisory Board members, and
appointing and dismissing senior management including the CEO while taking into account the proper
scope and diversity of the positions.

» Basic Guidelines for Nominating Director Candidates
Candidates should:

1.

ok w DN

Possess substantial management knowledge and expertise

Have superior insight, be able to make management decisions and exercise sound judgment
Be committed to the duties of director

Be able to earn the trust of the Bank’s stakeholders, including shareholders

In the case of outside directors, be able to conduct management oversight and offer appropriate
advice

» Basic Guidelines for Nominating Audit & Supervisory Board Member Candidates
Candidates should:

1.

o~ wDn

Possess substantial management knowledge and expertise

Have knowledge of core financial rules and regulations, finance and accounting
Be fair, impartial, and able to perform duties from an independent standpoint
Be able to earn the trust of the Bank’s stakeholders

Have the ability to communicate effectively with shareholders, the Board of Directors, and senior
management to ensure management soundness and transparency

* Basic Guidelines for Appointing and Dismissing Senior Management
(1) Basic Guidelines for Appointing Senior Management

1.
2.

3.

Possesses substantial knowledge and expertise required for proper business operations

Has superior insight, ability to make decisions on business operations and exercise sound
judgment

Demonstrates leadership skills and ability to assume responsibility for important management
functions related to the Bank’s business strategy

(2) Basic Guidelines for Dismissing Senior Management

1.
2.
3.

Acts against the public interest
Becomes unable to perform duties due to health problems
Causes serious damage to the Bank’s corporate value due to negligence

* Basic Guidelines for Appointing and Dismissing the CEO
(1) Basic Guidelines for Appointing the CEO
In addition to the Basic Guidelines for Appointing Senior Management:
1. Has superior top management leadership skills

2. Has substantial management experience and achievements

3. Optimal candidate for the continued improvement of the Bank’s corporate value

(2) Basic Guidelines for Dismissing the CEO
In addition to the Basic Guidelines for Dismissing Senior Management:
1. Fails to exercise top management leadership

2. Determined to be unqualified as CEO due to failure in fulfilling shareholders’ mandate
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<Procedure for Nominating Directors, and Appointing and Dismissing Senior Management Including the
CEO>

The Nomination & Remuneration Committee, of which the majority comprises outside directors,
deliberates on the nomination of director candidates as well as the appointment and dismissal of the CEO
and other senior management, and makes recommendations to the Board of Directors.

The Board of Directors determines whether or not to accept the recommendations of the Nomination &
Remuneration Committee for nominating Directors as well as appointing the CEO and other senior
management in accordance with the basic guidelines for such nomination or appointment.

In cases where the CEO or other senior management falls under any of the above basic guidelines for
dismissal, in principle, the Board of Directors will determine whether or not to dismiss them in accordance
with the recommendations of the Nomination & Remuneration Committee.

<Procedure for Nominating Audit & Supervisory Board Members>
The Nomination & Remuneration Committee, of which the majority comprises outside directors,
deliberates on the nomination of the Audit & Supervisory Board candidates and makes recommendations
to the Board of Directors, taking into consideration the views of Audit & Supervisory Board members.
The Board of Directors determines whether or not to accept the recommendations of the Nomination &
Remuneration Committee with the consent of the Audit & Supervisory Board in accordance with the
relevant basic guidelines.

<Limitation of Liability Agreement>

As stated in Part 1.1V.6 “State of Corporate Governance” (1)-1-(4) of the 87rd FY Securities Report, the
Bank has agreed with directors (excluding executive officers) and Audit & Supervisory Board members
to a “Minimum Liability Amount” pursuant to Article 425 (1) of the Companies Act for liabilities under Article
423 (1) of said Act.

3. Reasons for Adoption of Current Corporate Govern ance System

The Bank maintains a company with Audit & Supervisory Board structure and has established the
Nomination & Remuneration Committee, of which the majority comprises outside directors, and the Audit
& Compliance Committee, which comprises outside directors, to provide supplementary supervision and
enhanced management oversight. The Bank believes that this corporate governance structure is most
effective in realizing the management philosophy and policy of the Bank. Going forward, the Bank intends
to conduct regular reviews of its governance framework and functions, making revisions as necessary to
ensure compatibility with its management policy.

lll. Implementation of Measures for Shareholders an  d Other Stakeholders
1. Measures to Revitalize the General Shareholders’  Meetings and Ensure Smooth Exercise of
Voting Rights

Supplementary Explanation

Early Notification of General | Since FY2015, the Bank has posted the convocation notice on the
Shareholders’ Meeting Tokyo Stock Exchange and Aozora websites prior to mailing.

Scheduling Shareholders’ | In principle, the Bank avoids peak days when scheduling
Meetings Avoiding Peak | shareholders’ meetings.
Days
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Electronic Exercise of Voting
Rights

1. Exercise of voting rights via the Internet
The Bank launched the Smart Voting method in FY2018 for the
convenience of smartphone users.

2. Exercise of voting rights via mobile phone

Participation in Electronic
Voting Platform

The Bank has utilized the ICJ voting platform since the 75th FY
Ordinary General Meeting of Shareholders held in June 2008.

Providing Convocation
Notice in English

The Bank prepares a full English translation of the convocation notice
which is submitted to the Tokyo Stock Exchange, posted on the Aozora
website, and registered on the ICJ voting platform.

for Overseas Investors

Other During the shareholders’ meeting, business reports and other agenda
matters are projected on to a large screen for ease of understanding.
At the 87th FY Ordinary General Meeting of Shareholders, the Bank’s
highest priority was preventing the spread of COVID-19. We
encouraged our shareholders to exercise their voting rights in
advance, while taking various precautions to prevent the spread of
infection for shareholders who attended the meeting, which concluded
without incident.

2. IR Activities
Supplementary Explanation Briefings by
CEO

Establishment/ The Bank’s disclosure policy outlining its basic policy,

Announcement of | procedure and framework for information disclosure is

Disclosure Policy provided on the Aozora website.

Regular Investor Briefings | The Bank explains its business and earnings results at | Yes

for Individual Investors regular presentation meetings held for individual
investors.

Regular Investor Briefings | The Bank holds quarterly net conferences for domestic | Yes

for Analysts and Institutional | analysts and institutional investors, in addition to

Investors analyst meetings on a half-yearly basis.
The Bank also strives to enhance communication with
domestic analysts and institutional investors through
individual meetings.

Regular Investor Briefings | The Bank uploads English audio presentations to its | Yes

website twice a year for overseas analysts and
investors in addition to meeting with overseas investors
at domestic conferences organized by securities
companies.

The Bank also visits overseas investors for one-on-one
meetings as part of ongoing efforts to further enhance
communication with investors abroad outside of
conference participation.

Posting of IR Materials on
Website

Materials such as earnings reports, securities reports,
and annual reports are made available on the Bank’s
website upon disclosure.

Establishment of Division in
Charge of IR

The Bank's Corporate Communication Division
includes IR Group 1, responsible for domestic and
overseas investor relations, and IR Group 2,
responsible for retail investor-related matters.
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3. Measures to Ensure Due Respect for Stakeholders

Supplementary Explanation

Stipulation of Internal Rules
for Respecting the Position
of Stakeholders

As stated in the “AOZORA 2022" mid-term plan, our mission as finance
professionals is to contribute to the development of society through
the creation of new value-added financial services and, through the
contribution to the well-being of all of our stakeholders including
customers, shareholders, society and our employees, seek to achieve
sustainable growth and the creation of mid- to long-term corporate
value.

Implementation of
Environmental Activities,
CSR Activities etc.

The Aozora Group focuses on creating social values in its banking
business through SDGs/ESG initiatives as a way to actively contribute
to the sustainable development of Japanese society. At the same time,
the Aozora Group, as an economic entity, proactively resolves
environmental and social issues to realize a sustainable society by
promoting CSR activities that meet regional and social needs. The
Aozora Group has put in place three focuses represented by
“Environmental protection,” “Promoting innovation” and “Fullness of
life” as major business issues in its Mid-term Plan, incorporates
actions for each issue in initiatives of business groups and makes
efforts through its businesses.

<Response to climate change>

Aozora announced its support for the recommendations of the Task
Force on Climate-related Financial Disclosures (‘TCFD’).

In light of the TCFD’s recommendations, Aozora will take steps to
further enhance the quality of its communications with trading partners
and investors by disclosing additional climate change-related
information in the areas of “Governance”, “Strategy”, “Risk
Management”, and “Metrics and Targets.”

Development of Policies on

Besides as is required by law, the Bank intends to disclose useful

Information Provision to | corporate information in a fair, voluntary and proactive manner to

Stakeholders ensure that its customers and stakeholders including shareholders
and investors can better understand the Bank.

Other At Aozora, the average length of service of female employees (14.78

years) is almost the same as that of male employees (14.51 years), as
of the end of March 2020. Generally, this is not very common in Japan.
It could be that our working environment supports employees in
pursuing a long career regardless of gender. We will further improve
the working environment with the objective of keeping the difference
between these figures within one year or less. The Bank promotes
talented employees into managerial positions irrespective of gender.
The percentage of female managers has steadily increased and was
over 11.9% as of April 2020. Regarding female officers, the Bank has
a female director and executive officers.

V. Matters Related to the Internal Control System

1. Basic Policy on Internal Control System and Prog ress of System Development

Aozora Bank determines the following basic policies concerning development of a system for appropriate
business (internal control programs) of the Bank and the Bank'’s subsidiaries based on the Companies
Act and the Ordinance for Enforcement of the Companies Act.
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1. Ensure Execution of Fiduciary Responsibilities b y Directors and Employees in compliance with

Laws, Regulations and the Articles of Incorporation

1)

)

®3)

(4)

(5)

(6)

()

(8)

The Bank develops Internal Rules concerning a compliance system including Master Policy “Code
of Conduct and Ethics” as a code of conduct for officers and employees of the Bank to fulfill their
duties while complying with laws and regulations.

The Bank appoints two or more Outside Directors who have knowledge and experience in the
management and supervise the execution of operations by the Bank from an independent
perspective for the purpose of ensuring management disciplines and improving a supervisory
function of the Board of Directors.

The Bank establishes Nomination & Remuneration Committee to deliberate appointment and
remuneration of Directors and Executive Officers as well as Audit & Compliance Committee to
assess matters concerning internal control. Both of the committees consists of mainly Outside
Directors and deliberate such matters thoroughly and professionally as entrusted by the Board of
Directors, and report the results of the deliberations to the Board of Directors.

The Bank establishes a division controlling compliance matters and puts in place a compliance
system through developing Internal Rules concerning compliance matters, providing compliance
training programs, checking the compliance status as well as developing and implementing
remedial actions. The division controlling compliance matters annually develops, as “Compliance
Program”, a specific action plan to put in place a compliance system including responses to newly
established and revised laws and regulations, development of Internal Rules and training
programs and obtains approval by the Board of Directors. In addition, the division reports its
progress to Audit & Compliance Committee and the Board of Directors on a regular basis.

The Bank establishes an Internal Audit Group which functions independently from all business
groups. The Internal Audit Group audits the development and operation of the internal control
system from an independent perspective based on the annual audit plan approved by the Board of
Directors and periodically reports the status of internal audits to the Chief Executive Officer (CEOQ),
Audit & Compliance Committee and the Board of Directors.

In order to prevent, discover early and remedy scandals caused by violations of laws or illicit
behaviors, the Bank maintains "Aozora Hotline Program", a whistle-blower system which enables
officers and employees of the Bank to directly report to in-house and outside special contacts
when they learn any cases which violate or may violate laws and regulations or Internal Rules.
The Bank develops a system necessary to remove any unjustified involvement by Anti-Social
Elements and to eliminate or avoid all transactions with them including provision of funds. In
addition, the Bank develops a control structure to prevent the Bank from being used, directly or
indirectly, by money laundering or terrorist financing.

The Bank establishes a customer protection system (management of customer explanation,
customer support, customer information, outsourcing and prevention of conflict of interests) to

protect customers and to improve customers’ conveniences.
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(9) The Bank establishes a system necessary to prevent insider trading and unfair transactions by
individual officers and employees where customer information is used by such officers and

employees.

2. Ensure Efficient Execution of Duties & Responsib  ilities by Directors

To ensure prompt decision-making on business execution, the Bank establishes Management
Committee consisting of members appointed by the Board of Directors from among Directors and
Executive Officers and delegates the business execution-related authorities to such Committee. In
addition, Management Committee establishes various committees consisting of committee members
having professional expertise, experiences and judgment as its lower organizations and delegates its
authorities to them.

3. Safekeeping and Management of Information regard  ing Execution of Fiduciary Responsibilities
of Directors
Based on laws, regulations and various Internal Rules for document management, the Bank
appropriately manages and keeps the information on execution of Directors’ responsibilities including

the minutes of the Board Meeting and other various important committees.

4. Internal Rules and Structure to Manage Risk of L 0ss

(1) The Bank defines a basic policy and a management procedure for risks recognized by the Bank and
the Bank’s Subsidiaries in Master Policy “Comprehensive Risk Management”. Further, the Bank
classifies risks arising from operations into a market risk, a credit risk, a liquidity risk and an
operational risk (including system risk to respond to cyber security) and develops Internal Rules
defining basic policies by risk category.

(2) Each division in charge by risk category periodically reports the risk management status to
Management Committee, Audit & Compliance Committee and the Board of Directors.

(3) Internal Audit Group audits effectiveness and appropriateness of the risk management system and
reports the results to Chief Executive Officer (CEO), Audit & Compliance Committee and the Board
of Directors. In addition, such Group shares information as necessary with ASB Members, Audit &
Supervisory Board and Accounting Auditors for cooperative purposes.

(4) The Bank establishes “Business Continuity Plan (BCP)” to respond to risks having a material impact
on the business continuity including spread of infectious diseases, natural disasters and system
failures. Chief Executive Officer (CEQ) is responsible for all business responses in an emergency

situation.
5. Ensure Appropriate Operations of the Bank and th e Bank’s Subsidiaries

(1) The Bank defines the basic policies for management/control, compliance, and risk management

systems of the Bank’s subsidiaries in Master Policy “Management of Group Companies” to ensure
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)

©)

(4)

(5)

appropriate and effective operation of the business in the Bank and the Bank’s Subsidiaries.

The Bank and the Bank’s Subsidiaries establishes an integrated internal control system for the Bank
and the Bank’s subsidiaries while respecting their independency and individuality. Meanwhile, to the
extent of not violating any laws, the Bank ensures that the Bank’s policies and procedures including
the “Code of Conduct and Ethics” are fully understood by the Bank’s subsidiaries.

The Bank and the Bank’s Subsidiaries establishes a system to control a conflict of interest to
prevent unreasonable damages to customers’ interest as well as a system to cause the terms of
transactions between the Bank and the Bank’s Subsidiaries and between the Bank’s Subsidiaries to
comply with the Arm’s Length Rule.

To ensure credibility and appropriateness of the financial reporting of the Bank and the Bank’s
subsidiaries on a consolidated basis, the Bank develops a system for proper internal control over
financial reporting by establishing Procedure “Internal Control over Financial Reporting”.

To the extent of not violating laws and regulations, Internal Audit Group audits business activities of

each of the Bank’s subsidiaries.

6. Ensure Effective Auditing by ASB Members

1)

)

®3)

(4)

(5)

(6)

The Bank establishes Office of Audit & Supervisory Board (“ASB”) to support its members’ duties
and appropriately allocates employees to support such activities. The authority to give instructions to
such employees belongs to ASB Members and such employees are interviewed and evaluated by
Standing ASB Member. In addition, decisions on transfer, promotion, compensation and punishment
of such employees require the consent by Standing ASB Member.

ASB Members may directly require the officers and employees of the Bank and the Bank’s
subsidiaries to make a report as necessary (including implementation status of the Hot Line program
and details of whistle blowers’ reports).

Officers and employees of the Bank and the Bank’s subsidiaries immediately make a report to ASB
Members whenever they find violations against laws and regulations at the Bank or the Bank'’s
subsidiaries or any event which may cause a serious damage to the Bank or the Bank'’s
subsidiaries. The officers and employees who report to ASB Members will not be unfairly treated
due to any such reporting, which is clearly stated in HR Rules and other Internal Rules.

Officers and employees cooperate with ASB Members when auditing based on an audit plan
annually developed by Audit & Supervisory Board (including a budget).

ASB Members may get advice as needed from external professionals including attorneys and
certified accountants about auditing for effective audits.

The Bank incurs the various costs for execution of the ASB Members’ responsibilities (including the

expense related to Paragraph (5) above).

2. Basic Policy on Elimination of Anti-Social Force s

1. Basic Policy
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Aozora Bank and its subsidiaries are committed to preventing transactions of any kind with so-called
anti-social elements.

Prior to entering into any transaction, the Bank conducts extensive checks of all potential customers
using its comprehensive database in order to eliminate possible transactions with anti-social
elements. The Bank also conducts regular checks of existing customers and, in the event an
inappropriate transaction is detected, the Bank takes necessary steps to immediately cancel the
transaction with the cooperation of the relevant external institutions.

The Bank exercises the utmost caution and prudence when interacting with suspected anti-social
elements and remains resolute in its efforts to reject all violent and unjustified demands that may
result in unwarranted payouts or the provision of funding to such elements.

2. Status of Framework Development

The Bank’s Code of Conduct and Ethics, with which officers and employees of the Bank and its
subsidiaries are expected to comply, includes a clause on the elimination of anti-social elements. The
Code clearly delineates the Bank’s policy regarding the prevention of any involvement by anti-social
elements in the Bank’s management, as well as losses or damages that may be incurred as a result
of such involvement. The Bank has also established various manuals which include the Procedure
for Elimination of Anti-Social Elements and the Manual for Prevention of Unjustified Demands.

The Compliance & Operations Management Division, which supervises the Bank’s measures against
anti-social elements, has established the Financial Crime Management Office which formulates
policy regarding anti-social elements and manages relevant Bank and subsidiary information.

The Bank assigns a supervisor in charge of anti-social element policy to the Compliance Operations
& Management Division and each retail branch. The supervisor is also responsible for the prevention
of unjust demands, as stipulated under the Act on Prevention of Unjust Acts by Organized Crime
Group Members. The Bank also assigns to each subsidiary a supervisor in charge of preventing
unjust demands.

As part of the Bank’s framework for preventing transactions with anti-social elements, the Bank has
newly introduced an anti-social element elimination clause in banking transaction contracts (basic
agreements for lending transactions), deposit agreements, and business consignment contracts.
The Bank is committed to eliminating all transactions with potentially high-risk customers including
anti-social elements. Prior to entering into any transaction, the Bank vets potential customers for any
possible connection to anti-social elements using the Bank’s shared database with its subsidiaries,
and performs regular checks on transactions already in progress. Any information pointing to a
connection with anti-social elements is promptly reported to the Compliance & Operations
Management Division and the Internal Audit Division. The Compliance & Operations Management
Division manages all Bank and subsidiary information related to anti-social elements.

The Bank keeps senior management and the Board of Directors informed about the framework for
eliminating anti-social elements through regular reporting, and senior management is immediately
informed of any inappropriate transaction that may be discovered. A cancellation policy is formulated
with timely and appropriate reports to management, and the relevant transaction is cancelled under
the full participation and direction of senior management.

The Bank maintains close contact with government offices in charge of police matters and takes part
in training activities and meetings held by such organizations as the Tokyo Metropolitan Center for
the Elimination of Organized Crime Syndicates, the Tokubouren (a public interest incorporated
association within the Tokyo Metropolitan Police Department for preventing violent crime), and the
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Association for the Prevention of Violent Crime. The Bank also continues to strengthen collaborations
with external third parties, such as lawyers who specialize in anti-racketeering measures.

V. Other
1. Adoption of Anti-Takeover Measures

Adoption of Anti-Takeover Measures Not Adopted

Supplementary Explanation:

The Bank will take into consideration the necessity and value of anti-takeover measures, takeover bids
related to treasury shares, capital policy resulting in transfer of corporate control or significant dilution,
and adopt appropriate procedures while providing sufficient explanation to its shareholders.

2. Other Matters Concerning Corporate Governance Sy  stem
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Aozora’s Corporate Governance Framework

Audit & Supervisory Board
Members

Shareholders

Audit & Supervisory Board
(2 outside ASB members out of 3)

Audit & Compliance Committee
(2 outside directors out of 2)

Board of Directors
(4 outside directors out of 8)

Internal Audit Division

Chief Executive Officer (CEO)

Management Committee

Nomination &
Remuneration Committee
(2 outside directors out of 3)

Members

ﬁisasbeiltiti Int%gi;?(ted Credit Investment CAPEX Pcz)st;%rygg
Committee Committee Committee Committee Committee Committee
Name of committee Chaired by Members Frequency Purpose
Board of Directors Chairman or gLi,reeCrt\(,)i;SdrAlé;(j)i;fa Quarterly, |Determine management policy, supervise
President P y as necessary | duties of directors and executive officers

Audit &
Supervisory Board

Standing Audit &
Supervisory
Board Member

Audit & Supervisory
Board Members

Monthly

Report, discuss and approve important
audit matters

Nomination &
Remuneration

Outside Director

Directors
(outside directors

As necessary

Recommend candidates for director,
Audit & Supervisory Board member, and
other important roles to the Board of
Directors

Determine remuneration for directors and

Board of Directors

Committee comprise majority) important officers, and make
recommendations regarding
remuneration for Audit & Supervisory
Board members
Supervise and review the effectiveness

Audit & and suitability of internal control system

Compliance Outside Director | Outside Directors | As necessary | construction including internal and

Committee external audits, risk management,
compliance, and credit audits.

Management Chief Executive Exec_utt|v§ bo fftlrc]:ers Weekl Determine important matters related to

Committee Officer appointed by e eexly daily business operations
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Outline of Aozora Bank's Timely Disclosure Framework

Collect / Manage Information
Primary Determination of Necessity of Disclosure

Final Determination on Necessity of Disclosure

& Execution

Competent Division for Information Management
( Division/office/branch/affiliate)

CollectManage Information
PrimaryDetermination of Necessity of Disclosure

Prepare Disclosure Documents

Report Information
regarding Primary
Determination

Notify Informatior/ Report Details

|

Report Material Information

Request
Timely
Disclosure
Convey Final Procedures
Determination
Results

Competent Division for Timely Disclosure
(Business Strategy Division)

Verify/Confirm Necessity of Disclosure

Determine Necessity of Disclosure
Determine Disclosure Method
TSE Disclosure (TDNet)
News Release
Press Conference

Website Disclosure

Execute Information Disclosure
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Bank Affiliates®

* Company that is listed in financial statements
and quarterly reports, etc. as belonging to the
Aozora Bank Group

N Division in Charge of Centralized Management of
)
1 4 Material Information
(Compliance Management Division)
Report/ Approval

——

Supenvisor for Handling Information
(Head of Business Strategy Unit)

(As of July 1, 2020)




