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CEQ Message

For the Sake of Staying
Ahead of Change

There is a question | am often asked when | meet with stakeholders for a discussion. If
Shinsei Bank Group is neither a mega-bank nor a regional bank, then what kind of finan-
cial group is it? Here is what | think about that. The Shinsei Bank Group goes beyond
the boundaries separating the financial industry as a frontrunner in identifying and stay-
ing ahead of the trends that shape how finance will evolve from here. That's what we
aspire to become both in terms of our asset scale and business portfolio, and at the
same time we understand our stakeholders have high expectations for the Shinsei Bank
Group in executing this role. Considering our unique standing, we view no other finan-
cial institution as a benchmark and recognize comparing the Group to industry competi-
tors is difficult. Even so, we think this is a winning strategy given our view that the
financial industry is poised to enter an era of sweeping, fundamental change.

Times when the prevailing order or paradigm wavers are threatening to established
interests who are highly adapted to that environment but new opportunities also often
emerge at such times. The foundation of the business model the Shinsei Bank Group
seeks to construct lies in going beyond conventional industry boundaries in reconsid-
ering the Group's financial functions from the customer’s viewpoint, unearthing genu-
ine needs that customers were not even aware they had, and aiming to offer new
businesses and services that transcend conventional thinking.

We see three key management issues for this business model to become reality and
the Group to succeed as a new kind of integrated financial group. In the CEO mes-
sage, | discuss initiatives and results in the first year of the third Medium-Term
Management Plan (Third MTMP) that address these management issues, and share
with all our stakeholders what our future policies will be.
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The Goal for Shinsei Bank Group

L
>
=
=]
=
]
=
=]
pict
w
—
S
=
@
=
<
=
@
7]
©
@
2
=)
=
=)
=2
n
@
=
D
=
©
e
=
w

Sources of Corporate Value

ESG as Foundation Increasing Corporate Value

Data Section

14

CEO Message

Three Key Management Issues for

the Shinsei Bank Group

The three key management issues are: 1) the Shinsei Bank
Group's profitability; 2) our capability to respond to a changing
environment; and 3) our capital policies and public fund repay-
ment efforts.

The Shinsei Bank Group’s Profitability

From the early stages when we devised the Third MTMP we
are now executing, we recognized the magnitude of our earn-
ings volatility and the weakness of our core profitability as
issues. The Shinsei Bank Group has so far been highly reliant
on non-reoccurring forms of income such as gains on the
reversal of net credit costs from drawing down reserves for
loan losses accumulated in the past, and income realized by
exiting investments and loans held by investment-linked opera-
tions. In conforming to the growth imperative by expanding our
businesses in every direction, we have lapsed into a shortage
of logistical support for each of our business fields, so in busi-
ness fields where we ought to have grown, we could not fully
realize our latent growth potential.

We need to add more heft to our core profitability while limit-
ing factors that contribute to high earnings volatility to ensure
the market properly assesses the Shinsei Bank Group's corpo-
rate value. In the Third MTMP, we applied “selection and con-
centration” tests to our businesses in accordance with the
Group's strengths and expertise and the growth potential of
each business, turning away from the all-directional expansion
course we had been pursuing (Please see “Progress in First
Year of Third MTMP" on page 9 for more information.).

As a start, we are directing even more of the Group’s man-
agement resources into the unsecured loan business and
structured finance as growth drivers. These businesses earn
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higher margins than other businesses and have growth poten-
tial, and, despite stepped-up competition stemming from the
Bank of Japan's negative interest rate policy, these businesses
have developed into core sources of profitability where the
Shinsei Bank Group can deploy the expertise and advantages it
has harnessed for years.

In the unsecured loan business, with growth in the credit
guarantee business that partners with regional financial institu-
tions contributing, our unsecured loan balance grew at an 12%
average annual rate in fiscal year 2016, outpacing the overall
market. This was accompanied by steady growth in the num-
ber of customers at Shinsei Bank Card Loan—Lake (Shinsei
Bank Lake). The scale of the domestic unsecured loan market
is about ¥8 trillion but in view of Japan's demographic trends,

Profit Composition Trend
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Strategic Mapping of Businesses

— High
= eUnsecured Loans
& e Structured Finance
2
c - *SME/Small
= Business
E Solutions ¢ Collaboration with
o | sShopping Regional Financial
I} | Credit Institutions
- *Loans to Overseas Wi eBusiness
2 Nonfinancial Corporates Succession Finance
5 o Qverseas Expansion
= Mid T _ *Corporate
2 Market .
8 Solutions *Asset Management Consulting
. .
=2 Excluding basic
= banking services
2 such as funding, el oans to Local Governments o Credit Trading
S Low | loans, etc.
Low Mid High

Shinsei Bank Group Expertise/Differentiation

- Growth areas:

© Stable revenue areas:

Areas in which the Shinsei Bank Group already has competitive advantages and is
seen as having strong profit and growth potential.

Areas in which the Shinsei Bank Group will stably and selectively engage in without
being involved in excessive competition.

’ Strategic initiative areas: Areas which are expected to deliver future growth and in which the Bank looks to create

© Curtailment areas:

the market is unlikely to keep growing at the same pace over
the next five or ten years. Against this medium-to-long-term
outlook for a changing macro-environment, we see two solu-
tions. First is to use artificial intelligence (Al) to expand loan
applications and our unsecured loan balance. We plan to do the
former by deploying Al to respond to the needs of prospective
customers who so far have not been able to meet our stan-
dards. We plan to do the latter by harnessing Al to develop
more detailed credit assessments of the demographic cohorts
we are targeting as customers at present. Second is to deploy
our systems and marketing expertise not only in Japan but also
overseas, especially in small loan demand in Asia. | believe one
way to do this for the Shinsei Bank Group, which does not
have a customer base overseas, is to partner with local finan-
cial institutions that have a customer base. In February 2016,
we began to supply the core systems the Group developed for
consumer finance operations to a Thai company engaged in
mobile phone sales and shopping mall management. In
November 2016, we formed a joint venture with Military
Commercial Joint-Stock Bank, a major private-sector bank in
Vietnam, and began preparing the way to launch an unsecured
loan business (Please see “Special Feature: Shinsei IR Day:
Unsecured Loans” on page 35 for more information.).

In structured finance, we engaged selectively in real estate
finance in view of possible overheating in some domestic real
estate transaction prices. In project finance both in Japan and
overseas, on the other hand, with project initiatives and syndi-
cations with regional financial institutions becoming more
active, fee income from project originations and our operating
asset balance trended steadily in fiscal year 2016. In domestic
project finance, we have mostly focused on megasolar projects

customer value through groundbreaking innovations beyond conventional formats.

Areas in which the Shinsei Bank Group is poorly differentiated or the market is
expected to shrink.

but with revisions to the feed-in tariff (FIT) system, we expect
the importance of wind, geothermal, biomass and other forms
of renewable energy as sources for electric power generation
to grow. The Shinsei Bank Group will consistently offer new
solutions as it strives to remain a pioneer in the project finance
field, harnessing its capabilities in securing megasolar projects,
assessing project risks, and partnering with regional financial
institutions (Please see “Special Feature: Shinsei IR Day:
Structured Finance"” on page 34 for more information.).

One of the stable revenue areas is asset management con-
sulting. | think this is the biggest challenge in the business
strategy of the Third MTMP. Market turmoil stemming from
factors such as the negative interest rate policy has sharply
diminished the investment appetite of retail customers. Signs
of recovery emerged in the second half of fiscal year 2016 but
asset management consulting cannot be satisfied with a sim-
ple self-sustaining recovery in investor confidence as it has not
yet addressed enormous untapped needs. It is thus no exag-
geration to say this field is one of intense interest for the
Japanese people but financial institutions have yet to fashion a
genuine response to such needs. The Shinsei Bank Group sees
enormous untapped business opportunities if it can go beyond
its own network and collaborate with companies outside the
Group and harness Al to ascertain the asset management
needs of customers in the age 30-40 cohort who are ready to
accumulate financial assets and savings. Leveraging Al, the
Group is working on developing customer analysis models for
marketing and providing customers with products that match
their specific needs through channels that are convenient for
them, and on renovating our customer relationship manage-
ment (CRM) systems linking up multiple channels such as the
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The Goal for Shinsei Bank Group
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CEO Message

internet, smartphones, branches and call centers (Please see
"Special Feature: Shinsei IR Day: Retail Banking” on page 33
for more information.).

In fields we expect to deliver future growth and where the
Bank looks to create customer value through groundbreaking
innovation, we group settlement services, business solutions
for SMEs, collaboration and alliances with regional financial
institutions, and business succession finance in the strategic
initiative areas.

In settlement services, APLUS Co., Ltd. (APLUS) commenced
offering a settlement agent service in Japan for Chinese mobile
settlement service WeChat Pay, which is operated in China by
WeChat, China's largest SNS service. The Group is working to add
more merchants accepting WeChat Pay and rapidly build out the
WeChat Pay outlet network in Japan. In business solutions for
SMEs, we launched a vendor leasing business as a collaborative
venture between Showa Leasing Co., Ltd. (Showa Leasing) and
APLUS. The latter is engaged in installment sales business for its
member merchants and is responsible for credit decision func-
tions. The former is responsible for the leasing and leased asset
administration functions. The venture proposes leases as a form
of finance to individual business owners that are APLUS member
merchants with plans to purchase equipment. For the Shinsei
Bank Group, the venture is expected to offer a means to achieve
stronger engagement and lock-in with a new customer base.

Even after the Bank of Japan introduced the negative inter-
est rate policy, we have not sought to substantially alter the
direction of the basic policies in the Third MTMP, and as a
result of resolute efforts to improve our core profitability, the
two businesses we identified as growth areas are steadily
growing, and there are promising signs emerging in each of
the businesses we classify as strategic initiative areas.

Our Capabilities to Respond to a

Changing Environment
We believe the environment facing the financial industry is

entering an era of sweeping, fundamental change. Considering
the advance of financial technologies and entry of non-financial
firms into the financial area, it is not important whether banks
or some other kind of entity provide the products and services
from the vantage point of customers. Companies that survive
will be those offering more attractive products and services
that customers prefer, regardless of the field from which they
originate. The Shinsei Bank Group has a broad spectrum of
business know-how and a customer base in so-called non-bank

SHINSEI BANK, LIMITED  Annual Report 2017

fields such as consumer finance and leasing that fall outside
the conventional boundaries of banking, securities and trusts,
and it is able to manage these in a coordinated manner. For the
Group, an era of sweeping change is a welcomed entry point
to new opportunities.

Upon reflection, we realized the Group was up against real
limits in adapting to the changes reshaping the business envi-
ronment if it stayed the course as a result of the growing ten-
dency of the Group's organizational management to create
silos through the bundling of our Group-based organization
structure and the erection of boundaries delineating fields of
finance. As | mentioned at the start, we are a new kind of inte-
grated financial group, so the Shinsei Bank Group needs orga-
nizational capabilities. Along with Shinsei Bank, it is vitally
important that we encourage Group companies such as
Shinsei Financial Co., Ltd., APLUS, Showa Leasing, Shinsei
Trust & Banking Co., Ltd., Shinsei Securities Co., Ltd., and
SHINSEI PRINCIPAL INVESTMENTS LTD. (Shinsei Pl Group) to
draw out the best from their human resources, business bases
and product development capabilities so they can reinforce the
appeal of their product lineups while reminding them to move
with sufficient speed. This is a matter of high urgency for inte-
grating the Group.

The key ideas for advancing Group integration are integrating
operations, bringing our people together, and integrating our
businesses (Please see “Special Feature: Progress Assessment
of Group Integration” on page 30 for more information.). For
starters, prime examples of integrating operations is the retire-
ment of the Group-based organization structure we had used for
many years along with the consolidation in effect of head-office
functions of Group companies into the “Group Headquarters,”
which was established at Shinsei Bank in April 2017. The consol-
idation of Group company head-office functions has enabled us
to streamline operations and improve productivity as well as
work to improve our operational performance by providing high
value-added services to business divisions and bolstering our
capabilities for devising Group-based strategies. With the Group
Headquarters now in place, what we aim to achieve next is the
reorganization of the Group's business structure according to
each function provided to customers. We will start work on this
from fiscal year 2017. Our goal is to construct an organization
that optimizes the Shinsei Bank Group as a whole in ways that
transcends boundaries splitting finance into different fields.

What we also need to achieve to lower barriers among fields
is to bring our people together. What we aim for is not merely
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putting personnel together to exchange information and ideas
or a policy of employee rotations. Our ambition is to strategical-
ly deploy human resources from the overall pool of Shinsei
Bank Group employees from the perspective of what person is
best suited to which business. It is our expectation that when
human resources from a different field or corporate culture
work toward achieving common goals within the context of a
single organization, new points of focus and ideas will emerge
that are a clean break from what had been the case before.
The latent potential of the Shinsei Bank Group to become a
driving force for identifying new focal points and proposing
new ideas is enormous. Of the benefits we expect to derive
from bringing our people together, this is one of the most
important. To achieve this, the management team, including
me, will be steadfast in communicating with Group employees
and strive to develop organizational management and person-
nel systems from a Group-wide perspective.

Our efforts in bringing our people together will necessarily
help integrate our businesses. The expertise and business
experiences each of our employees possess will organically
connect dots from which new businesses will emerge, and
existing businesses will hit upon solutions they never even
conceived of before that move them forward. As a mean for
achieving this, we launched the “Cross-Company Business
Unit” in April 2017. The unit is tasked with sharing information
by transcending Group company boundaries in specific areas—
business units aimed at corporate clients and financial institu-
tions, structured finance, businesses aimed at individuals, and
analytics—as well as generating ideas that advance Group-
based businesses, with a particular focus on unit leaders, and
examining whether organizational restructuring or function con-
solidation are necessary to move forward.

Through our efforts at integrating operations, bringing our
people together, and integrating our businesses, | believe the
Shinsei Bank Group has the organizational capabilities to adapt
to all kinds of environmental changes.

Our Capital Policies and
Public Fund Repayment Efforts
We recognize communicating with the market about our capital

policies has become even more important in view of the prog-
ress we have made in accumulating capital that can be used
for public fund repayments as a result of our booking of solid
earnings in the past several years.

As a way of returning profits to shareholders, we announced
a common stock repurchase plan with a maximum aggregate
value of ¥10 billion in May 2016 based on our current level of
capital accumulation to enhance per-share value. With regards
to public fund repayments, given that the public capital sup-
plied to Shinsei Bank has been converted to common shares,
we are studying viable plans for repaying public funds in an
effort to construct and execute such a plan.

We remain mindful of the need to secure earnings that can
fund public fund repayments but also of the need to pursue a
suitably balanced approach to capital allocation between
deploying capital in our businesses and returning profits to our
shareholders to enhance per-share value.

Regulatory Capital / Risk Capital Trends

800 Tier 1 Capital (Basel I1)

<
(Billions of Yen)

CET 1 Capital (Basel Ill)
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400
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CEO Message

In Closing

We are resolutely pressing ahead with the three key management issues of our core
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profitability, our capabilities to respond to a changing environment, and our capital poli-

cies and public fund repayment efforts. We believe properly explaining the results of
these initiatives to the market will contribute to enhancing the sustainable corporate
value of the Shinsei Bank Group. We also think this will enable us to meet the expec-
tations of all stakeholders connected to the Shinsei Bank Group.

Going forward, we hope to continue to seek the understanding and support of all our
stakeholders.

Sources of Corporate Value

July 2017

-

Hideyuki Kudo
President and Chief Executive Officer

ESG as Foundation Increasing Corporate Value

Data Section
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We aim for sustainable growth of stable earnings
through optimal allocation of management resources in
accordance with the Group’s management strategy.

Earnings Performance in Fiscal Year 2016

In fiscal year 2016, the Third MTMP’s first fiscal year, we
applied “selection and concentration” tests to our businesses
to achieve effective modulation in our financial management.
We selectively directed more management resources to
growth areas and racked up commensurate results.

Total revenue increased to ¥228.5 billion, up ¥11.9 billion from
fiscal year 2015. Of that, net interest income totaled ¥122.2 bil-
lion, about even with the fiscal year 2015 level, while noninter-
est income totaled ¥106.2 billion, up ¥11.9 billion from fiscal
year 2015. As for interest income, the negative effects of the
base rate reduction and spread compression due to stiffer
competition caused by the introduction of the negative interest
rate policy were offset by steady income growth on expansion
in the unsecured personal loan balance. As for noninterest
income, revenue related to asset management product sales
declined at the retail banking business but fees increased on
buoyant initiatives for new projects at the structured finance
business and large gains were booked on sales of investment
securities. Noninterest income also benefited from the non-
recurrence of losses on the reassessment of a fund invest-
ment at the principle transactions business that was recorded
in fiscal year 2015.

Expenses increased to ¥142.4 billion, up ¥1.9 billion from fis-
cal year 2015, due to the effects of the tax code revisions and
allocations to growth areas such as IT system costs aimed at

supporting business base expansion. The expense-to-revenue
ratio improved to 62.3% from 64.9% in fiscal year 2015.

Net credit costs increased to ¥31.8 billion on provisioning to
general reserves attendant with loan balance expansion in
growth areas.

Additional provisions to reserves for losses on interest repay-
ments for APLUS FINANCIAL and Shinsei Personal Loan
totaled ¥5.1 billion. As a result, profit attributable to owners of
the parent totaled ¥50.7 billion in fiscal year 2016.

Asset quality is shown by nonperforming loans (NPLs) under
the Financial Revitalization Law (nonconsolidated basis). The
ratio of NPLs to the overall loan balance improved to 0.22% as
of March 31, 2017 from 0.79% as of March 31, 2016.

Capital has been built up as the Bank has recorded profits year
after year, and its Basel Il international standard (fully loaded
basis) Common Equity Tier 1 Capital Ratio stood at 12.3%. The
Bank has kept its capital level at a sufficient level against finan-
cial regulatory capital requirements and the level needed to
operate its businesses as spelled out in the Third MTMP.
Based on an overall assessment of our share price, capital
level, profitability, and per-share value, we executed a common
stock buyback program, repurchasing a total of 75,564,000
shares. We continue to aim to improve per-share value through
appropriate capital allocation policies predicated on maintaining
adequate capital levels.

Financial Management Policies for Fiscal Year 2017

3rd Medium Term
Management Plan

In fiscal year 2017, we will implement financial management in
a way to achieve the best allocation of management resources
based on the Group's management strategy while continuing
to monitor trends in financial markets attendant with murky
political-economic conditions, especially overseas. We will con-
tinue to selectively direct more management resources to the
growth areas of unsecured personal loans and structured
finance and turn these into a rock-solid earnings base. We will
also work to improve productivity through operational stream-
lining and execute rigorous cost management. We intend to
forge ahead further with integration the Shinsei Bank Group
across our operations, businesses and people.

FY2016 FY2018
Actual Plan?
Profit Attributable to 50.7
n yen

Sustainability Owners of the Parent billion yen

RORA' 0.8%
n

Around 1%
Below 60%

1 RORA is calculated as net income divided by fiscal year end risk assets
2 Announced on January 29, 2016

Expense-to-Revenue Ratio ~ 62.3%

We will continue to work tirelessly in order to meet the expectations of all of our stakeholders.

July 2017

Masayuki Nankouin
Chief Officer
Group Corporate Planning and Finance

SHINSEI BANK, LIMITED  Annual Report 2017

dnouig yueg 19sulys 10} (208G BY |

9]
=z
=
B
=
@
=,
@
@
=
S
=
=)
@
Y
@
@
=
=
=
)
—-
=
9]
=
S
=
@
=
=,
=
@
=
Iz

an|e/\ 81e40d107) J0 $82IN0S

an(ep aiesodio) Buisealou| uoiepunod se 9s3

uonoag eleq

19



The Goal for Shinsei Bank Group
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Yoshinobu Yamada
Managing Director, Senior Analyst | :

Global Markets Research
Deutsche Securities Ine:

Hideyuki Kudo

Representative Director, President and CEO
Shinsei Bank, Limited
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DISCUSSION

Outside
Director

President
and CEO

\

Jun Makihara

Outside Director
Shinsei Bank, Limited

INCREASING VALUE

SHINSEI BANK, LIMITED

for stakeholders

We held the special feature program under the theme of “Increasing

value for stakeholders”.

Mr. Jun Makihara, Outside Director with extensive experience in fi-

nance both in Japan and overseas, and Mr. Hideyuki Kudo, Representa-

tive Director, President and CEO, had a discussion how to increase cor-

porate value over the medium- and long-term.

This program was moderated by Mr. Yoshinobu Yamada, the banking

sector senior analyst at Deutsche Securities Inc.

Annual Report 2017




Special Feature: President and CEO x Outside Director Discussion

The banking sector’s
current state and future

Given the needs of society, the traditional business model
for commercial banking of accepting deposits and making
loans no longer generates substantial value added. A future
is approaching where the need to be closely wedded to the

banking model will fade.

Can you share with us your
current recognition of the banking model
around the world?
From a business standpoint for
the Shinsei Bank Group, we see no need
to stick with the banking model. To start
with, commercial banking comes with
various restrictions. These are not neces-
sarily well aligned with the way society is
changing and, in some cases, no longer
match the needs of customers. In addi-
tion, when | think about the wide-ranging
functions of Shinsei Group companies
from the standpoint of providing value
added to our customers, we do not nec-
essarily provide our services as a “Bank.”
In view of what |'ve said, one aspect
that comes to my attention in look-
ing at the situation facing commercial
banking is the restrictions and hurdles
posed by capital regulations and vari-
ous regulations on operational execu-
tion. In particular, | think it is becoming
a constrictive format for banks seeking
to be responsive to diversifying cus-
tomer needs. And while the situation
in Japan and overseas markets differ
somewhat, there is a recognition the
value added from a simple lending
business is growing extremely minus-
cule. There is little doubt the traditional
business, where a bank is deemed
eligible for the special funding method
of accepting deposits and then lends
out those funds, no longer generates
substantial added value.

As conventional loan-deposit
banking became increasingly commod-
itized, banks sought to move into differ-
ent fields but this came back to bite in
the form of the global financial crisis. On
top of the financial damage, many layers
of regulations have been imposed on
banks, so | think it has become exceed-
ingly difficult to manage banks. On this
score, | think the situation facing banks
is similar in Japan and overseas.
Furthermore, it has become much
harder to earn profits with a traditional
banking model since the sector entered
the current era of low interest rates, and
banks are extremely hampered by regula-
tory costs. The banking sector in Japan is
saturated, so the situation facing banks
is one where there must be a sense of
what businesses earn money, what busi-
nesses must be retained in the public
interest and what else should banks do.
| think these are the sorts of questions
increasingly directed at the sector. What
is happening now, moreover, is a wide
assortment of ventures can tap into
money flows through FinTech. | think
this has led banks to feel regulation has
swung too far toward strictness and
prompted them to consider pursuing op-
portunities in new fields.
In view of the current situa-
tion, please tell us what a sustainable
business model looks like for a bank five
or ten years from now.
I don't think there is a single busi-
ness model for the bank of the future.
Our Group, for one, has identified a di-
rection it seeks to go using the strengths
and management resources we possess
but looking at the banking sector as a
whole, | do not necessarily think there
are all that many commonalities.

SHINSEI BANK, LIMITED  Annual Report 2017
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The Goal for Shinsei Bank Group
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| believe, for example, the world will
clearly become even more digital. Even
so, | think there are unique attributes
to this trend in Japan such as a climate
where high-touch customer services are
oddly pursued to a degree that is burn-
ingly fervent but are then only half-baked
into the final product. In some ways,
customers have become acclimated to
this pattern. If you think this is a digital
age, is it smart to simply try to put eve-
rything online? In my view, just putting
services online or making them smart-
phone accessible does not make for
good services. | think there is a need to
create business models for Japan where
services are not merely rendered into a
digital format or made available online.
Banks basically accept de-
posits, a function that comes with public

;

‘.b“

N/

cutting is a part of the work of conven-
tional lending and deposit gathering.
That said, | don’t think it is necessary to
compete solely by channeling enormous
energy into cost cutting but banks can-
not afford to stop doing it either.

The remaining businesses that can
boost earnings are advisory. Such busi-
nesses include asset management, as-
set bequests and succession advisory
for the elderly, and financial advisory for
companies that require some degree of
expertise. Another example is so-called
investment banking. Putting aside the
matter of whether or not Shinsei Bank
will pursue such work, it is a business
where risks can balloon to a gigantic
scale unless management is paying suf-
ficient attention to them.

What comes next is to ask whether

sought to grow globally, each country
presents different cultures, regulations
and risks to consider. What is really hurt-

ing U.S. and European banks is oversight
from multiple regulators. Some regula-
tions are even contradictory, and regula-
tory compliance costs are very high.

In many cases, banks are squeezed
as regulatory authorities complete with
each other. Regulators in Japan are fairly
careful to avoid such contradictions
among regulators, so the absence of that
dynamic is one of the positives of doing
business only in Japan in my view.

It is very difficult to envision what
banks will become in five or ten years.
To an extent, the best approach will like-
ly be to keep costs as low as possible
by using technology in commoditized
businesses and to assemble and retain

*G% interest obligations, and they must then to run a domestic business or to oper- capable teams with expertise and spe-
b put these funds to work for business ate globally. Even if a bank thinks the cialized knowledge and pursue advisory
a purposes. The strenuous pursuit of cost domestic market is overcrowded and work in customizable businesses.
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Challenges and Initiatives the Shinsei
Bank Group must address to realize
corporate value over the medium-
and long-term

We already collect enormous volumes of data and use these collections to provide products
for individuals and small businesses and offer high value-added financial services through
customization. Two things we need to address from here are: 1) transcending boundaries
segmenting the financial industry and striving rigorously to improve productivity using
technology for functions that support automation; and 2) providing services based on even
deeper expertise and knowledge in areas where we excel for functions that provide added

value to customers.

What should the Shinsei Bank
Group do to increase corporate value as
it looks down the road at the bank of the
future sketched out above? Alternatively,
what and how do you think about the
risks attendant with such endeavors?
Going back to what Mr. Makihara
touched on earlier, it is important in ser-
vices to separate the customer interface
piece from the back-office operation piece.
In the latter, there is little choice but to
improve productivity as much as possible.
| think the technologies applied to that end
can be applied over and over again.

In contrast, figuring out how to build
in the customer interface piece in ways
that creates a value-added experience
for customers is the essence of design
itself. That is where | think uniquely
Japanese ingenuity is necessary.

What | don't think we necessarily need
to do, for example, is to strive on our
own to advance a basic technology such
as Blockchain, even though it will un-
doubtedly find its way into the financial
business. As de-facto standards emerge,
we naturally expect to apply those to our

operations. That said, Blockchain is not
an area where we intend to play a lead-
ing role in technology development.
When vaguely dropping the term
“FinTech” into discussions, we need to
ask ourselves two separate questions
when considering this trend. Do we
really need to channel our efforts into
such ventures? Is it enough just to keep
up properly with changes in society? |
would like us to focus our energies on
our customer touch points.
With financial institutions
around the world moving in more or less
the same direction on how to apply arti-
ficial intelligence (Al) and FinTech, what
are your thought on the Shinsei Bank
Group's unigue attributes, strengths and
points of differentiation versus other
banks?
Technologies are something any
financial institution can adopt. In the ini-
tial phase after a technology is adopted,
this can be a source of appeal but | do
not think staying at that level is a source
of lasting differentiation. In the end |
think what is important is the kinds of

products and services you can provide
via the application of technologies. | see
two entry points in thinking about de-
ploying technologies.

First, the current boundaries that sepa-
rate the financial sector are not necessar-
ily consumer oriented. A sector structure
where banks and card issuers exist side
by side, each with separate regulatory
systems, will undoubtedly erode and
crumble. From the standpoint of putting
the consumer first, the current sector
structure is certainly strange. As the
boundaries segmenting the financial sec-
tor dissolve, we intend to be a frontrun-
ner in what we see as a natural process
of financial institutions providing more
integrated services from a customer
standpoint. We think it will not be easy
for other banks to mimic our approach
to this opportunity. Each of our competi-
tors is already large, so copying us will
be easier said than done. The Group is
moving forward on many fronts but even
at our smaller scale, reorganizing around
such initiatives within the Group is no
easy task and we doubt other banks will
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be able to easily replicate our approach.
In that sense, we think our hard-to-mimic
approach to this opportunity is a source
of differentiation.

The other entry point is the substantial

differences in how we deploy technol-
ogy, and here in turn is precisely how we
build up customer interfaces and how
we apply design ideas and specifica-
tions. We think design will become an
especially important matter in the years
ahead. This is the case in ensuring pages
can be viewed on a single screen on a
smartphone, for example. | think the dif-
ference between us and our competitors
will come from whether we can build in-
terfaces by remaining aware of the user
experience.
My impression of President
Kudo's core message in what he shared
just now is that the high convenience,
one-stop component is important for
individuals. As for corporations, respond-
ing to various problems in a tailor-made
manner is important. To move in that di-
rection, what are the problems that must
be addressed here today?

SHINSEI BANK, LIMITED  Annual Report 2017

Thank you for bringing up the dis-
tinction between individuals and corpora-
tions. Even among companies, we think
we can build models for smaller enter-
prises from the enormous data flows we
process, like we do for individuals. For
enterprises with greater scale, we need
to have a structure that is useful in ad-
dressing problems they face so they feel
we add value. Given the Shinsei Bank
Group's smaller scale, we need to devel-
op genuine niches and fields of strength
rather than attempt to do everything re-
lying on intuition. Outside of real estate
finance and project finance, for example,
we need to decide on several fields such
as business succession, support for
closing down or restructuring small busi-
nesses, and health care. While those are
just examples of what we could pursue,
we need to decide on several fields and
dig deeper.

There are not any compa-
nies or people without relationships, so
providing new services to our existing
customers is fine but in developing new
customers, there will always be com-
petitors. It is next to impossible to stand
out from the crowd and offer something

new without seeing who the competi-
tion is. There are teams with skillfully
constructed capabilities who grasp that
at Shinsei Bank Group but they need to
be nurtured and tested to grow. It is a
truism for any company that manage-
ment’'s most important tasks are to
foster outstanding teams, provide them
with incentives, and point them in the
right direction.

In essence, the direction we will
likely go is to identify targets our com-
petitors are unlikely to pursue and seek
niches within those targets based on
a granular understanding of them. Our
approach will be to use the fields where
we have already built top-notch teams as
a point of departure to venture out into
other areas. As | mentioned earlier, in the
field of structured finance, for example,
despite some missteps, our teams have
learned a lot and individual members
have grown. | think we are now able to
add new human resources in such fields
and expand the size of our teams while
training new people, and then expand
outward from there. | believe we are
ready to do this in several fields.

For example, consider asset
management products. | doubt there is
anyone who is entirely satisfied with the
products available now. Yet there are
clearly unmet needs. Rather than source
only in Japan, | think one potential
growth field is to bring in overseas asset
management firms and offer their funds
through alliances with regional financial
institutions. But is it actually possible to
do that? If such partnerships were easy
to launch, | think many others would
have already done it. Sizing up and iden-
tifying a good asset management firm,
sealing an alliance, and then building a
good marketing network is an enormous
undertaking. | think this is an example
of something the Shinsei Bank Group is
well placed to pursue.



In pursuing expertise, | think
the most important point is cost. In the
startup phrase, upfront investments are
invariably necessary. In terms of increasing
overall corporate value, how one thinks
about cost management is important.

In fields where existing busi-
nesses are proceeding with current
operations, managers have little choice
but to be thoroughgoing in their focus on
improving productivity. | think we need to
continue to seek to find any points of en-
try that enable us to pursue productivity
gains but this would mean forming new
habits of the mind. Some Japanese man-
ufacturers are able to improve productiv-
ity in such ways but financial institutions
do not have such cultures. The mindset
that seems to invariably prevail at financial
institutions is pursuit of the blockbuster
deal. That said, in the years ahead, espe-
cially in the case of commercial banks,
chasing such “whales” is unlikely to be
fruitful. In operational functions, banks
must seek openings anywhere they
can be found to pursue comprehensive
productivity gains. As a starting point to
achieve this, building such mindsets will
be important in my view.

On top of that, for many things to be
substantially altered, investments will be
necessary, as Mr. Yamada mentioned.
For justifying each investment, | think
what matters is the degree to which

Special Feature: President and CEO x Outside Director Discussion

the underlying “big picture” story is
convincing. If management is able to
make a powerful case, investors with
medium- and long-term horizons will
be convinced. To the extent manage-
ment achieves that, | think some level
of investment is possible. Of course,
we in management think about single-
year earnings performance and balanc-
ing that against capital levels but these
depend on the viability of balanced
decision-making and the importance of
the big picture narrative and its viability.
With regards to how profits
are allocated, a normal non-financial
company chooses between forward-
looking investments and returning profits
to shareholders but in the case of banks,
a third option is regulatory response.
Getting the balance right on the three
options is very difficult. What sort of bal-
ance do you think is likely to be sought
in the coming five to ten years?

With regards to the third option,
we naturally need to respond but we are
a bank subject to domestic standards.
There are others in the industry that
must meet regulatory capital require-
ments even sooner. Fortunately, we
have a good overall grasp of the direction
this issue is going. Our approach will be
to minimize regulatory costs and focus
instead on the two remaining options for
profit allocation.

Shinsei Bank is a public fund
injected bank. The Japanese govern-
ment is one of our shareholders and we
are required to build up retained earnings
as a source for public fund repayment. In
returning profits, we must take into ac-
count how to build up our capital base in
the future even as we execute policies
to return profits to shareholders. Even
more than normal regulatory compliance,
it is a major burden to always be thinking
about the public capital we received.

Yes, the three options are forward-
looking investments, repaying public
funds, and returning profits to sharehold-
ers. These are the choices all banks face.
Within the forward-looking investment
bucket, the biggest is IT investment. At
Shinsei Bank, we must actually allocate
funds to operations and upgrades and
just as we feel relieved when those
funds are at last deployed, then some-
thing like a cyber attack requires a re-
sponse. At such times, it always feels
to me like IT is a potentially unlimited
reservoir of needs. Navigating in such
situations is very challenging. One of our
outside directors is an IT expert, so we
tap into his knowledge.
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Value provided to stakeholders

In addition to increasing the absolute size of our earnings, it is also important to assure
market participants sustainable growth. That said, even as we seek to boost profits, we must
objectively examine what that entails, weighting risk against prospective reward.

What are the methods for
increasing over time stakeholder value?
Does it ultimately come down to profits?
Of course that is the case. A
very simple truth is that without in-
creasing net profits, we cannot make
all our stakeholders happy. The key is
how to steadily increase net profits.
Moreover, beyond increasing the ab-
solute size of our earnings, it is impor-
tant to assure the stock market, for
example, that we can keep sustainable
growth, and ultimately, confidence in
our ability to deliver will impact share
price valuation. On the basis of these
two perspectives, | think the initiatives
we are working on are probably right
and that we have probably found a
good balance.

SHINSEI BANK, LIMITED  Annual Report 2017

Unlike manufacturers, finan-
cial institutions do not have patents, so
when something we try starts off well,
rivals will copy us. We must always look
for new ideas but we cannot rely solely
on new ideas. Regarding sources of
sustainable, stable revenue, what | think
has the most promising outlook is our
relationship with individual consumers.
They feel safe in borrowing money from
a bank. If they feel they can count on
us to do business safely, it will be hard
for a competitor to swoop in from the
side and snatch them away. | feel a very
big piece of Shinsei Bank's future is our
relationship with consumers, including
Shinsei Financial Co., Ltd. and APLUS
FINANCIAL Co., Ltd.

Considering that taking on
risk can translate into higher profits but
not doing so can lead to stagnation,
how does Shinsei Bank plan to manage
the risks that come from business ex-
pansion going forward?

For example, our Board of
Directors as a whole is very aware that
expanding overseas would be a high-
risk venture, so apart from pursuing
niches we are really confident will go
well, there is not much of an inclination
to go after overseas opportunities. All
of our Board members have had a vari-
ety of experiences overseas, so each of
them can be objective in weighing risk
against reward in making business deci-
sions. When an opportunity overseas
comes up for consideration, the debate
is quite rigorous.

This may seem counterintuitive
but if our Board were entirely Japanese,
| imagine we would debate going over-
seas to seek opportunities because of
the limited scope for growth in Japan.
But when we listen to an American
for instance, he would tell us that do-
ing business in the U.S. is not a simple
proposition. Given our Board composi-
tion, executive officers at the Bank real-
ize they must gather enough materials
to be able to convince all our directors.
On that basis, we look at various over-
seas opportunities.
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Roles outside directors are expected to
fulfill and what outside directors expect
of management and executive officers
regarding the Shinsei Bank Group’s
efforts to increase corporate value over

the medium- and long-terms

Whether good or bad, information steadily flows up to the Board, so outside directors are
expected to exhaustively debate relevant matters based on the knowledge and expertise
each brings to the Board. Shinsei Bank’s corporate governance really excels in keeping

executives on their toes.

Mr. Makihara, how does the
role of an outside director at a bank dif-
fer from that at a normal non-financial
company?
From a general theory per-
spective, they are the same. Yet, given
their oversight responsibilities, | think
boards tend to be conservative. They
tend to focus on risks. So how does
the Board of Directors at a bank dif-
fer? Banks face many intangible risks.
| also serve as an outside director at a
tobacco company, and | understand the
risks and whether or not what | am told
is consistent. In contrast, banks have
many intangible risks. For an outside
director of a bank, information that
comes to the Board from management
and information that we exchange with
management are very important. Un-
less both good and bad information are
both properly escalated to the Board,
our decision-making will become more
and more skewed.

At a normal non-financial company,
shareholders are the most important
stakeholder but at a bank, shareholders

and regulators are. Banks perform key
public functions and if they cause prob-
lems for depositors, it becomes a na-
tional problem. A bank’s board must pay
attention to shareholders but they must
also keep an eye on regulatory authori-
ties as well. This is one way banks differ
from non-financial companies.

Given that, how do you feel
about Shinsei Bank's current corporate
governance? Or are there issues you
would like to raise?

I think corporate governance
at Shinsei Bank is very robust. Out-
side directors comprise a majority on
the Board. Each director has a distinct
personality and confidently states his
views. Board meetings go on for five or
six hours, so we debate many issues in
detail. Many of our directors are unwill-
ing to move on to the next item even if
discussion goes past its allocated time,
so each issue is thoroughly debated. In
that sense, | think governance is robust.
On the matter of information provision,
both good and bad information is stead-
ily escalated to the Board, which is also

a positive from a governance stand-
point. | consider Shinsei Bank to be a
governance valedictorian.

Mr. Flowers, Mr. Higa and | all have
years of experience overseas and moni-
tor what is happening both in Japan and
overseas, and overseas standards and
Japanese ones have both strengths and
weaknesses, so we can weave all those
elements into our debates. Mr. Kani
and Mr. Tomimura also weigh in on our
debates from their differing viewpoints.
The collection of outside directors we
have assembled each has his own ar-
eas of expertise—an important attribute
in my view. Various data, reports, and
other materials are escalated to the
Board for review, and if any of us has
even a morsel of doubt about what we
are reviewing, then we delve into the
issue and look hard for answers and de-
bate what we find. | believe one of the
important functions of governance is
keeping executives on their toes. | think
the Bank's executive officers constantly
ask themselves how the Board will see
their decisions and actions.

SHINSEI BANK, LIMITED  Annual Report 2017

dnoug yueg 1asulys 10} [eOL) BY |

w
Z
&
o
=
D
a.
D
w
2
=]
=
=]
=
D
Qo
v
@
=
=
=
@
=
=
=
QD
=
[2-]
=
=3
o
@
=
w

anje/\ 81400107 Jo $891N0S

anjep ayelodio? Buiseaiau| uonepuno se g3

uonaag ele(

27



The Goal for Shinsei Bank Group

w
@
=*3
=
[=}
=
5]
-
[}
=
w
=
=]
S
=t}
=
3
=
[=*3
v
o
[
o
(=3
=
(=3
2
P
2
=
=]
=
o
=
£
w

Sources of Corporate Value

ESG as Foundation Increasing Corporate Value

Data Section

28

Special Feature: President and CEO x Outside Director Discussion

The ways outside directors are
expected to increase the Shinsei
Bank Group’s corporate value over
the medium- and long-terms

It is not necessary for outside directors to have complete knowledge of banking
operations. Management actually thinks “a very high-level amateur” would be fine for
this role. That said, each outside director must have their own important entry points
into discussions, and they are expected to be rigorous in pressing executive officers
for answers on those areas of focus.

President Kudo, what are
your expectations for outside directors?
There are two roles | would like
outside directors to fulfill. First, as Mr.
Makihara said, while | will state it some-
what differently than him, | think “very

SHINSEI BANK, LIMITED  Annual Report 2017

high-level amateurs” are fine for this
role. In my view, it is entirely unneces-
sary for them to have a complete under-
standing of banking operations but each
outside director must have their own
important entry points into discussions.

For one, that is IT, and for another, it is
governance. All of our outside directors
have areas of focus that are important
to running a bank, and they must be
rigorous in pressing executive officers
for answers in these areas. At many
companies, Board members ask ques-
tions after listening to an explanation
from executive officers. At that stage,
executive officers respond and debate
ends when directors signal understand-
ing but at Shinsei Bank debate does
not end there. Directors follow up with
more questions, asking executive offic-
ers “why?” and “what for?” Executive
officers must then provide even more
in-depth answers. | think challenging
executive officers for more detailed re-
sponses is an extremely important role
for outside directors in their key areas
of focus. Unless outside directors are
willing to pursue high-stake matters
in such a manner, just adding several
more members to the Board would not
add value.



Special Feature: President and CEO x Outside Director Discussion

(I

[

Shinsei Bank Group’s ambitions for
Increasing corporate value over the

medium- and long-terms

The Shinsei Bank Group has built up functions that cross traditional financial boundaries
and accumulated ample capital as a result of booking steady earnings, so the Group is

now in a position where it can be flexible in various ways. We seek to swiftly convert this
flexibility into advantages in terms of actual business competition. The Group would like our

customers to be favorably impressed with how “coo

How would you as President
summarize the strategy, position, and
challenges facing the Shinsei Bank
Group over the medium- and long-term
from here?

Chance has conferred on the
Shinsei Bank Group some nice pieces,
and we have also benefited from sev-
eral very favorable elements in the busi-
ness environment. | think, for example,
credit cards, shopping credit, and un-
secured personal loans are important
functions for the Group in our medium-
to long-term strategy.

We also do not bear responsibility
for a specific region of Japan nor is it
necessary for us to worry about Japan'’s
macro-economic fundamentals. We are
in a position to simply search for our

III

competitive domains, flexibly design
our Group's composition without any
constraints or impediments, and re-
spond to the needs of our customers.
Furthermore, we have steadily recorded
profits for several years, so we have
enough capital to direct some to growth
investments if we deem that to be the
proper course and we could increase
shareholder return. In many ways, we
are a position to be flexible.

| think this is an exceedingly impor-
tant stage for us in terms of how swift-
ly can we convert this wherewithal
into the accumulation of competitive
advantages in actual business competi-
tion. | think the next two or three years
will be decisive. With our competitors
still on the fence, the extent to which

or “interesting” what we are doing is.

we can gain and extend a lead will be
important, | believe, given latent pro-
spective rivals outside of the banking
sector. For that reason, we plan to try
various stratagems.

| think the Shinsei Bank Group's posi-
tion and way doing of business are likely
to be different in the future from now. |
hope we can swiftly reach a point where
the ultimate evaluation of our customers
and how our customers view us will be
as “cool” or "interesting.” Behind the
curtain in operations, we will rigorously
seek to improve our productivity but in
our customer-facing exteriors, we will
need to deploy a variety of functions
with very high cost efficiency in ways
that favorably impress our customers
with the interesting services we offer.
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The Shinsei Bank Group aims to be financial group providing innovative financial services through the
harnessing of the full latent potential of the entire Group as an organic body.

Entry Points for Group Integration

The key themes we are promoting for Group integration are: 1) integrating operations; 2) integrating our businesses; and 3)

The Goal for Shin{

bringing our people together.
Productivity Enhancement Projects

Project to consolidate Group company

Integrating Operations

1) Unification: Consolidate back-office functions of Group companies at the back-office functions at Group headquarters
“Group Headquarters,” improve efficiency via coordinated management
2) Streamlining: Improve efficiency of operational processes, Project to improve Project to reduce back-office
improve productivity via optimization call center efficiency non-personnel expenses
. . Project to improve Project to enhance
Integrat'ng Our Businesses installment sales processes, etc. housing loan processes

1) Create synergies among Group businesses from the customer’s viewpoint
2) Allocate management resources flexibly and efficiently to
each business based on overall optimization

Strategies to Increase Value for Stakeholders

Bringing our People Together

1) Implement Group-based talent management (identify, nurture and assign promising human capital) based on the principle of “Inclusion & Diversity”
2) Overhaul and administrate human resource systems to achieve the above

Consolidate Back-office Functions for Unified Management
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Shinsei Bank in effect consolidated Group company back-office functions,
including those of the parent, into the Group Headquarters, which was established in April 2017.

The purpose for establishing the Group Headquarters:

1) Provide high value-added services to business divisions: Along

with promoting unified management of Group back-office functions and Each Group company retains a full suite of back-office functions
. ) . ) A holding company structure with Shinsei Bank at the top

the sharing of best practices, we have achieved the construction of new
functions such as fostering Group human resources that can be deployed
to where they are best suited and making budgetary allocations in a highly Shinsei Bank
transparent manner. In such ways, we provide higher value-added services
to business divisions and sections.

ESG as Foundation Increasing Corporate Value

2

Innovate for higher productivity in both business divisions and
hack-office functions: We have created an environment where business
divisions and sections can execute initiatives from a customer-centric

. . . ) . . APLUS Shinsei
perspective by reducing their operational load through improvements in the FINANCIAL Financial

é productivity of the Group’s back-office functions. ; ; ; ) —

o e Joined the Group in  Joined the Group in e Joined in

E 3) Bolster strategic fields for growth: Through efforts to improve the . ﬁi?ﬁ%%“ . Egﬁaéiﬂﬁ . E’L?;EQSQ%

a productivity of Group back-office functions, we will direct human resources first section of TSE Zﬂ%'i'g{é’mﬁd m%%lilgj/i_gmr?d
we foster to business fields designated as growth areas and strategic L ) | Oct.2015 | Dec. 2016

initiative areas in particular.
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Productivity Enhancement Projects Communication between

_ N _ e President and Group Employees
We are promoting productivity enhancement projects, having iden-

tified areas where projects were likely to yield high results. Back-
office functions and call centers, for example, are areas identified as
ripe for swift improvements in efficiency and productivity because
there is overlap in these functions at the parent bank and Group

Shinsei Bank is working to energize com-
munication between President Kudo and its
employees with the aim of promoting a deeper
understanding among Group employees of the

companies. Housing loans and installment sales, for example, are ar- Shinsei Bank Group's direction and manage-
eas identified as ripe for process improvements from the viewpoint ment strategy. A total of 513 employees partici-
of operating asset scale and work volume. pated in a total of 15 meetings aimed at Shinsei

Bank Group employees as of end-June 2017,
including meetings based on participant rank at

Anticipated

dnoug yueg 1asulys 10} [0 BY |

gfpmjects' expense benefits the Bank's Head Office, Group companies, and
gy front-ofiied f’ﬁ_‘(’)’g{ﬁﬁf & financial centers. We promote the shared values
and direction the Shinsei Bank Group is aiming

IE' for through frank communication between em-

ployees and the president in meetings that can
evolve into lively Q&A sessions.

Improve efficiency of
installment sales processes, etc.

Enhance housing loan processes

About 75% ] .
of total Consolidated Group company back-office
expenses functions at Group headquarters

Project
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Streamline call centers,
including Meguro call center

Reduce back-office non-personnel costs,
centralize Group-based procurement

FY15 (actual) FY16 Fy17 FY18

an|e)\ 81e40d107) J0 89103

The first-stage consolidation of Group back-office functions at “Group Headquarters” enables us to 1) enhance
each function and optimize them from a Group-wide standpoint to strengthen the Group’s governance, and 2)
realize greater productivity and efficiency by consolidating overlapping functions at each Group company.

Group Headquarters established in April 2017 Future Organization

e Virtual “Group Headquarters” established at Shinsei Bank in April 2017 e Customer-centric restructuring of businesses
© Complete our transition to the by-function line system in October 2017,
from a stage where some lines still remain at Group companies

Functions reside at “Group Headquarters” “Group Headquarters™ functions
in Shinsei Bank

an(e/ eiesodio) Buisealou| uoiepunod se 9s3

Restructiiring of businesses by funétion.and
by customer category
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Institutional Business Businesses for SMEs

Project-based Businesses
Shinsei Bank APLUS Shinsei
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(businesses) FINANCIAL Financial

Advanced Banking Interface
(Internet & Smartphone Banking, Settlements)
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Strategies to Increase Value for Stakeholders

Sources of Corporate Value

ESG as Foundation Increasing Corporate Value

Data Section
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Special Feature:

Event Overview
Date: Monday, February 20, 2017

Hideyuki Kudo

President and Chief Executive Officer

The purpose of holding Shinsei IR Day
was two-fold: 1) to explain the origins of
the views of the team management, i.e.,
the foundation of our strategy in the Third
Medium-Term Management Plan (Third
MTMP), to market participants such as in-
vestors and analysts, and 2) to promote a
better understanding of the Shinsei Bank
Group through direct explanations from
the heads of major businesses.

Based on the strategic mapping of
businesses in the Third MTMP, execu-
tive officers responsible for each busi-
ness area explained their views. From
the Institutional Business segment, two
executives discussed structured finance.
From the Individual Business segment,
an executive overseeing retail banking,
including asset management consulting,
discussed its direction, and two subsidi-
ary CEOs discussed consumer finance,
including the unsecured loan business,
shopping credit and credit cards, and the
settlements business.

SHINSEI BANK, LIMITED  Annual Report 2017

We believe it is of great importance that we not only communicate our fi-
nancial results but that we provide a comprehensive view of our key busi-
nesses including their strategies, performance and future developments in
order to facilitate engagement between the management of the Bank Group
and our stakeholders.

As part of our efforts to achieve this, we hosted the Shinsei IR Day in fis-
cal year 2016.

« The Summary of the First Year
of the Third MTMP

Hideyuki Kudo

« Retail Banking

Tetsuro Shimizu
Managing Executive Officer, Head of Individual Business

President and Chief Executive Officer

« Structured Finance
Shinichirou Seto
Senior Managing Executive Officer,
Head of Institutional Business

Nozomi Moue
Managing Executive Officer,

Executive Officer in charge of Institutional Business

« Consumer Finance
Riku Sugie
Managing Executive Officer in charge of Individual
Business, President and CEO of Shinsei Financial Co., Ltd.

Akira Watanabe
Managing Executive Officer in charge of Individual

Business, Representative Director and President and CEO
of APLUS FINANCIAL Co., Ltd.

Strategic Mapping of Businesses

High

Mid

Latent Needs, Market Growth Potential

N
\ 4

0

P34,35
eUnsecured Loans
e Structured Finance
P36—— «SME/Small
Business
. Solutions *Collaboration with
’ghog,g'”g Regional Financial
redi o
Loans to Overseas oCredit .:3"5;;:1”;03”3
Nonfinancial Corporates Cards Succession Finance
e (Qverseas Expansion I
Support : N
o / *Corporate \\
( Market ) _
\ Solutions /’ *Asset Management Consulting
P36 — /

BSS)

Excluding basic banking
services such as funding,

el oans to Local Governments
loans, etc.

Low Mid
Shinsei Bank Group Expertise/Differentiation

o Credit Trading

High

Growth areas
Areas in which the Shinsei Bank Group already has competitive advantages and is seen as having strong profit and
growth potential.

Stable revenue areas
Areas in which the Shinsei Bank Group will stably and selectively engage in without being involved in excessive competition.

Strategic initiative areas
Areas which are expected to deliver future growth and in which the Bank looks to create customer value through
groundbreaking innovations beyond conventional formats.

Curtailment areas
Areas in which the Shinsei Bank Group is poorly differentiated or the market is expected to shrink.



RETAIL BANKING

Market Overview

Special Feature: Shinsei IR Day

Tetsuro Shimizu

Managing Executive Officer,
Head of Individual Business

Deposits
With an extensive lineup of foreign cur-

rency deposits and high quality services g o,

Market Share in Balance of Deposits

Market Share in Balance of
Investment Trusts

500 (Billions of yen) (%) 2.5

which allow our customers to make FX
transactions more easily, our foreign cur-

M Balance (left) — Share (right)
400 2.0

rency deposits are very popular and we

have 7% market share in Japan.

Asset Management Products

\We support our customers’ asset building
and management over the medium- and
long-term by expanding our product lineup

— Market share of individual customers’ FCY deposit 300 15
4 balance among banks operating in Japan
— Market share of individual customers’ JPY deposit 200 10
2 balance among banks operating in Japan
100 0.5
o
0 0 0

with higher quality of service, especially in
investment trusts and insurance products.
We take these actions to respond to vari-
ous types of needs and investment poli-
cies of our customers.

08/3 11/3 13/3 14/3 15/3

Source: Deposits: Statistics of the Bank of Japan,
Domestic banks Individual deposits

16/3 16/6 16/9 16/12 08/3 09/3 10/3 12/3 14/3 16/3 16/6 16/9 16/12

Source: Japan Investment Trust Association

Retail Banking Business: Challenges and Countermeasures

Challenges facing the retail banking business

e Customers who purchase asset management products are
almost fired and are growing older

e More investment opportunities for cohorts in asset building
age bands and young people

e Changing profitability of investment products, reflecting the
economic and financial market environment

We aim to expand our business franchise by strengthening our
relationships in tandem with efforts to optimize customer touch
points by properly compiling and using customer information
and maximizing the number contacts with customers through
the integration of business functions. We are constructing CRM
systems that link customers, channels, staff and operations and
implementing advanced use of customer information by employ-
ing artificial intelligence (Al).

Introduction of a model utilizing Al in the Retail Banking Business

e Use big data and information on customers

Use data across categories such as loans, investment
trusts and various card products for analysis as well as web

behavior data Basic
attributes
¢ Use scientific and statistical methods for analysis
Forecast degree of certainty on what products and channels Account
optimally align with the attributes of each customer group Utilization
¢ Adopt more advanced analytical methodologies C"J’Q:Ir:;t
Construct a forecasting model harnessing high-level
machine-learning methods; feed results from implementing il
prior-generation models back into the latest model to Il

promote additional learning and enhance the latest model

Purchase Prediction

Behavior records

Purchases Tweets Market condition
Income
UElErime High precision
—> forecasting
Behavior model
Loan

A

Reflects Shinsei Group user information

SHINSEI BANK, LIMITED  Annual Report 2017
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The Goal for Shinsei Banl
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Sources of Corporate Value

ESG as Foundation Increasing Corporate Value
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Special Feature: Shinsei IR Day

STRUCTURED FINANCE

(Right)
Shinichirou Seto

Senior Managing Executive Officer,
Head of Institutional Business

(Left)

Nozomi Moue
Managing Executive Officer,
Executive Officer in charge of
Institutional Business

Market Overview

Project Finance Global project finance Renewable energy power generation
The total annual sum of project finance  grigination volumes facilities implemented (Japan)
arrangements worldwide has steadily 44 (rilions of - 8,000 (MW)
trended above ¥20 trillion since 2010. Wind. biomass and
In domestic renewal energy generation Trending stably at more than ' -

30 ¥20 trillion 6,000 Other renewable energies

projects, certified capacity for megasolar

. B 6 Introduced Capacity
hqs peaked but non-deployed capamty is 2 2000 Certfied Capacty
still huge and we expect growth in other — :
forms of renewable energies, such as
wind and biomass over the medium-and 10

2,000

long-term.
0
07 08 09 10 11 12 13 14 15 16 12/12 13/6 13/12 14/6 14/12 15/6 15/12 16/16
Source: Graph prepared by Shinsei Bank based on the Source: Graph prepared by Shinsei Bank based on the statistical
data from Project Finance International ($1=¥110) data from the Agency for Natural Resources and Energy
Building Win-Win Relationships with
- - 5 - - - - -
Shinsei Bank Group’s Strengths Regional Financial Institutions
Create added values from our unique positioning that is (mom T P T Pommmmmmomo o D
different from both megabanks and regional financial institutions i Profit-earning opportunity for regional |
Afmanclal institutions !
1
Expertise and high Flexibility and mobility i Contribute to revitalization |
analytical skills based on that can be realized only st TEas i of regional economies J
extensive experience by a small-sized bank regional financial L L __byoffering new
institutions Distribution Origination \ financing opportunities |
Syndication Business
Risks that are not taken Markets that are not captured - . = = b —

by regional financial institutions by megabanks due to their size

’
I
i
? Structuring
) . ; : Neutral position not belonging to i e
Relationships with regional any major corporate groups Know-how of Shinsei

. e h Profit-earning opportunity
financial institutions Networks with foreign investors Trust & Banking for Shinsei Group

Structured Finance

g

Discussion with Project Finance Partner Japan Renewable Energy Corporation

Japan Renewable Energy Corporation, Representative Director, Executive Vice President and CO0, Takahisa Nakagawa (Left)
Shinsei Bank, Project Finance Division, Tetsufumi Miyake (Right)

JRE has sought to develop wind power projects since its founding
Shinsei Bank has been a helpinthe  has raised many points of discussion. We would

lAPAN overall project and contract-related matters, as  propose an idea and JRE would respond with a
RENEWARL; would be expected, and it has also provided min-  request, asking “is it possible to arrange the fi-
ENERGY ute analysis including wind conditions and need-  nancing in such-and-such a form?” Proceeding in

ed insurance. We have received financing using a  this way resulted in a financing arrangement that
variety of schemes Shinsei Bank conceived of and  pleased the parties involved.

this has been very important to Japan Renewable It is very reassuring to know we
Energy Corporation’s (JRE) development. were able to get another party outside of JRE to
ILIEZE In the context of speaking with vari-  examine project risk carefully.

ous participants, the new wind power project

SHINSEI BANK, LIMITED  Annual Report 2017



Special Feature: Shinsei IR Day

UNSECURED LOANS

Riku Sugie

Managing Executive Officer

in charge of Individual Business,
President and CEO of

Shinsei Financial Co., Ltd.

Market Overview

In the card loan business, card loans by  Sijze of the card loan market
non-banks have fallen substantially, due
largely to full implementation of the revised e e (%) 80
Money Lending Business Law in 2010. In

Domestic Bank Balance Ml C.C. Cash Advance Balance Nonbank Balance
contrast, bank card loans have grown rap- 15 — Marketshare (Domestic Bank) — Marketshare (Nonbank) 60

idly since 2011. Since Shinsei Bank Card
Loan—Lake was launched in October 2011 ><
as a bank card loan under the Lake brand, 10 40

the subsidiary has continued to properly

dnouig yueg 19sulys 10y |g

run its operations complying with the 5 I 20

concept of the Money Lending Business l . . B B B

Law, which was enacted to keep individual 0 0
09/3 10/3 /3 12/3 13/3 14/3 15/3 16/3 16/9

customers from multiple borrowing. Lake's
position as a major consumer finance
brand has been established.

Source: Bank of Japan, Japan Financial Service Association
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Future Market Trends

e Will banks also be required to comply with the total lending
amount control?

e Existing consumer finance lenders could become active again

* Among emerging companies, better ones will be able to survive in
the market

e Excess interest rate repayments wind down, gradual uptrend in
past borrowers returning to obtain loans

Lake’s focus on complying with the
concept of the Money Lending Business
Law could become a strength

an|e/\ @1elodlo) Jo $82iN0g

Shinsei Bank Group's Strengths

« Credit risk control capabilities that

come from the non-banking sector Expanding Non-Bank Business in Growing Asian

Markets Using Group Strength
* Process and compliance structure Since December 2016, Shinsei Bank has
pre|?1ised on the Money Lending advanced its unsecured personal loans busi-
Business Law ness in Vietnam jointly with partner Military
Commercial Joint-Stock Bank, a major Viet-
namese private-sector bank.

anjep ayelodio7 Buiseaiau| uonepuno se g3

« IT systems built internally and lean
operations

» Outstanding level of service

H T H Please visit Shinsei Bank’s website for more information
° Analytlcal [POET (con_v_er_ltlo_nal S_corlng http://www.shinseibank.com/corporate/en/news/pdf/pdf2016/161121military_e.pdf
model, plus use of artificial intelligence)

uonaag ele(
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Special Feature: Shinsei IR Day

SHOPPING CREDIT, CREDIT
CARDS, AND SETTLEMENTS

Akira Watanabe

Managing Executive Officer

in charge of Individual Business,
Representative Director and
President and CEQ of

APLUS FINANCIAL Co:, Ltd.

=
@
5
5 Market Overview
S
=
% Shopping Credit Shopping Credit Market (Volume) Credit Card Shopping Market (Volume)
= Market shrinkage caused by the revised
Money Lending Business Law and the re- 14 (iilions of yen) 60 (Trillions of yen) (%) 30
e V|se_d Installment Sales Law bottomgd out. B Credit Card Shopping Volume (eft
= Against a backdrop of market cultivation 8 — Card Payment Ratio (right)
= . .
% in the past few years, there are signs of a 40 20
< gradual market expansion. 6
s _ 4
= Credit Cards 20 10
5 In addition to e-commerce (EC) market 2
= growth, we expect the shift to cashless
3 transactions, as spelled out in the Japan 0 0 0
= Revitalization Strategy, to spur trends to i S L o ® B B .
£ ource: “Japanese Credit Statistics, Card Payment Ratio = Market scale of Credit Card Shopping/

improve related infrastructure.

Japan Consumer Credit Association

Private Final Consumption
Source: Market scale of Credit Card Shopping:
“Japanese Credit Statistics,” Japan Consumer Credit Association
Private Final Consumption: “National Accounts of Japan,”

® Cabinet Office
© . o y
s Shinsei Bank Group’s Strengths
e
=
§ Shopping credit Credit cards Settlements
z We are developing and introducing shop- ~ Thanks to implementation of outbound  \We are working to expand new settle-
S ping credit with links to the T-points  calls for user promotions and the intro-  ment services such as our efforts to add
3 loyalty program platform as an effort to  duction of cards with a default setting  more stores that handle our overseas
promote our differentiation. Thanks to  that puts purchases on revolving credit,  prepaid card GAICA and develop the
our focus on shopping credit (apart from  growth in our revolving credit balance is  domestic network of outlets accepting
;i auto loans), our profitability improved, so  contributing to profits. WeChat Pay, a mobile settlement service
2 our operating revenue tends to increase for Chinese WeChat users.
2 even though our transaction volume
= trends sideways.
= Mobile Settlement Service “WeChat Pay” for Chinese WeChat Users
,_,g_ Users Stores
2 N (- )
% If they shake s &2
their handsets = S
U ho shake thei h SHI0E
P A A A /TN *‘F‘ APLUS
=0 (L —
Customers from China % Distribute coupons : Sitnof:)e:“s;tzinodnl;s:drizzlu:nhsle APLUS Member
= . Ceowon: ) Users can make purchases using p . Merchant Network
B  Payments via smartphone C J coupons they receive. - ‘ 2\ : .
2 o Alerts from retailers _> & \!1 © Nihon Kotsu (Taxis)
= o Sharing of feedback ad = © AEON Retail (Supermarkets)
S ] Official accounts @ Y/ I\ 7} * RYUBO Group (Okinawa)
Users can share messages from &b a%a ® Laox (Electronics)
the official store account they follow
= 2 and other merchants
Users that view the valuable
\ / \information come to the store./
36 SHINSEI BANK, LIMITED  Annual Report 2017



Special Feature: Shinsei IR Day

Feedback from Analysts and Investors

Comments received following Shinsei IR Day

Mr. Shinichi Ina

Analyst, Equity Research Department
UBS Securities Japan Co., Ltd.
There is a growing trend to reflect nonfinancial factors such
as ESG and sustainability into corporate valuation. Under such
circumstances, Shinsei Bank hosted the “Shinsei IR Day” to
deepen the communication between the market and senior
management team of the Bank, focusing on the areas where
market participants have strong interests. It was a valuable
opportunity to understand management strategy and underlying
concepts behind the strategy, as it was difficult to find such
implications from the financial results. | sincerely hope the
Bank will continue to engage in such efforts going forward.

While | personally had concerns that the Retail Banking
Business was considered less significant strategically, it was a
relief to see the Bank cover the Retail Banking Business as one
of the key topics in the IR Day event. In my view, the Retalil
Banking Business performs not only a role of stable funding
for the Bank but also has potential opportunities to enhance
customer convenience and reduce expense as well under the
current technology developments toward digital banking. The
Bank’s explanations about initiatives on the digitalization were
very useful for me.

The Consumer Finance Business, which is designated as
a growth area by the Bank and an area of strong interest for
the market, was covered in depth during the event, and the
explanations regarding the Shinsei Bank Group’s view of the

overall market and its stgggﬂ[egy therein, particularly its expansion

Mr. Hiroshi Seto

Senior Investment Manager, Asset Management Division

Resona Bank, Ltd.

First, | would like to express my thanks for having been invited
to Shinsei Bank’s IR Day event.

While the event itself was somewhat on the long side,
running from 1:30 PM to 6:00 PM, | found the explanations
provided during the course of the event, from Mr. Kudo's
summary of the Medium Term Management Plan and his
frank commentary regarding the challenges the Bank faces
going forward, to the explanations provided by the executives
responsible for the Structured Finance and Consumer Finance
Businesses, which the Bank has designated as areas of
focus within its MTMP, to be rich and particularly helpful in
considering investment in Shinsei Bank.

Additionally, | would like to commend the Bank from a fair
disclosure perspective for providing an audio live stream of
the day’s proceedings in both English and Japanese in addition
to hosting on-demand streaming of the event following its
conclusion.

Going forward, | sincerely hope that the Bank will continue
to engage in the efforts made during the event, which | believe
have furthered understanding of the Bank's Businesses,
including those considered focus areas, and the vision of
management, as part of the Bank's ongoing efforts to engage
in constructive dialogue in order to sustainably grow its
corporate value.
can be

of business in the Asia

While | believe there were some points which
roved, such as the time allotted to the presen
q . il
and answer sessions, | believe that lat
improved as the Bank gains experie
events. | hope that the Bank will continue
efficient, meaningful IR events in the future
end.
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IR ACTIVITIES:

Constructive Dialogue with a Market Purpose (Engagement)

Policies for IR Activities in Fiscal Year 2016 New Initiatives in Fiscal Year 2016
5
! 1) Clearly designate the CEO as bearing ultimate responsibil- 1) Holding Shinsei IR Day
E ity for investor relations (IR) activities and performing a core Executive officers in charge of each business came to IR
5 role in our strategic IR execution Day, which was aimed at domestic and overseas investors,
2 and explained each business in the Shinsei Bank Group.
= 2) Implement IR activities with clearly identified themes in a For Shinsei IR Day, we bolstered fair disclosure through a
5 well-balanced manner across four regions—Japan, North variety of tools all available in English and Japanese such as
= America, Europe, and Asia—that reflect the role and func- live online audio streaming, an archive of videos, and Q&A
IS} tion of the executive officers or employees who have been summaries and other materials.
E tasked with IR assignments

2) Equity analysts from brokerages informed our executive of-
3) Promote dialogue with the market about future measures as ficers about the market's view of the Bank.
well as progress on the Third MTMP's strategy and issues
3) IR training for employees
4) Conduct gap analysis and map out the Bank's current status
as a preparatory step to further improve and elevate our in-
formation disclosure

5) Foster an environment where the voice of the market can
be harnessed as management information to broaden inter-
nal communication
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IR Activities Record (FY2016 Results)

Events No. of events

Results briefings for investors and analysts, conference calls 8
Shinsei IR Day 1
Participant in conferences organized by brokerages 7

Individual meetings
(includes individual meetings at conferences) 358

Sources of Corporate Value

Individual IR Meetings and
Top Management Commitment (FY2016 Results)

IR Executive
CEO Officer IR Staff Total
105 135 118 358
meetings meetings meetings meetings The executive officer in charge of investor relations reports on
29% 38% 33% 100% IR activities at a meeting of general managers and division,

branch and department managers.

ESG as Foundation Increasing Corporate Value

Policies for IR Activities in Fiscal Year 2017

1) Strategically engage in constructive dialogue between CEOs and investors in the four
regions of Japan, North America, Europe, and Asia

2) Promote fair information disclosure with an eye to adopting fair disclosure rules

3) Foster information disclosure that factors in ESG investment and elevate our IR activities
to a higher level

4) Disseminate to employees across multiple tiers the viewpoints investors and analysts
express to management

Data Section
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