About Hyakugo Bank

Message from the President
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Review of the Previous
Medium-term Management Plan

The previous Medium-term Management Plan,
“Gateway to the Future” ended at the end of
March 2022. | feel confident that we have been
able to achieve the numerical targets we pre-
sented in the Information Meeting (IR) as prom-
ised.

Response to negative interest rates

We began the formulation of “Gateway to the
Future” with the recognition that we faced a
major challenge. While relatively high-interest
government bonds owned by the Bank have
been redeemed in large volumes, under nega-
tive interest rates, we are unable to reinvest
those funds in the same yen-denominated gov-
ernment bonds.

In three years, ¥660 billion has been re-
deemed.

~Masakazu Sugiura

-_
President -
Numerical Targets of the Previous Medium-term Management Plan
Item FY2021 FY2021 FY2018
(target) (actual) (actual)

Net income (published) ¥10 billion or more ¥12.9 billion ¥10.7 billion
ROE (shareholders’ equity base) 3.7% or more 4.68% 4.32%
OHR (core business gross income base) less than 79% 62.24% 74.43%
Capital adequacy ratio 9.5% or more 9.84% 9.74%
Average balance of . - -
deposits (including NCDs) ¥5,230.0 billion or more | ¥5,706.6 billion | ¥4,992.9 billion
Average balance of loans | ¥3,700.0 billion or more | ¥4,099.9 billion | ¥3,246.2 billion
LI el p el D 70.8% or more 71.84% 65.01%
(average balance base)
GG IR (el ¥3.7bilion | ¥5.9 billion ¥1.5 billion
services to customers
Corporate solutions fees ¥2,000 million | ¥2,706 million ¥941 million
Numbe_r of Pers”ﬁf‘e' W'th 300 persons 336 persons 161 persons
professional qualifications

Hyakugo Bank’s strategic focus for the in-

vestment of these funds has been on housing loans. The

amount of housing loans executed and their balance has
grown significantly over the last three years, with the Bank

taking top ranking for the annual amount of housing loans

executed by regional banks and second-tier regional

*1 Nikkin Report (June 14, 2021)

banks for the fiscal year ended March 31, 2021.*1 The
balance of housing loans also increased by ¥601.5 billion
(average balance) from the end of March 2019, before the
start of “Gateway to the Future,” and we believe that this
has been sufficient to absorb the funds redeemed from
yen-denominated government bonds.

Response to digitalization

Another concern was the rapid advancement of digitaliza-
tion.

From overseas examples at the time the previous Me-
dium-term Management Plan was formulated, it was quite
clear that the emergence of smartphones would be a
game-changer. We felt a strong sense of crisis that the
functions of bank branches would change significantly
over the coming three years and that we needed to re-
spond to that change.

Ultimately, the COVID-19 pandemic that struck in the
second year of “Gateway to the Future” prompted a major
acceleration of digitalization.

The functions available on the Bank’s smartphone
banking system, developed in-house using an API plat-
form, have been gradually enhanced, and as of March 31,
2022, it is used by more than 110,000 customers.

Most customers now use ATMs and smartphone bank-
ing to complete their banking transactions, which has re-
sulted in a drastic decline in the number of customers
visiting the branches.

Compared with ten years ago, the number of branch
visitors has fallen by more than 30%.

It is not efficient to conduct “stand-by sales” at branch-
es where fewer customers visit.

By promoting a “branch in branch” strategy, in which
branches with low visitor numbers have been merged with
neighboring branches, we have consolidated 27 branches
into “branches in branches” over the past three years.
Five of those branches have been retained as compact
plazas.

This strategy has freed up personnel whom we have
been able to relocate to strengthen our consulting func-
tions.

Strengthening of consulting workforce

One goal that we definitely hoped to achieve under the
previous Medium-term Management Plan was the
strengthening of our consulting capabilities.

Conventional deposit and lending operations are im-
portant as a foundation that supports society. These func-
tions particularly demonstrated their purpose during the
pandemic. In Mie Prefecture, the number of corporate
bankruptcies has not increased in the past two years, and
there has been some easing in the shortage of business
SuUCCessors.

On the other hand, we also believe that if we were to
operate a banking business that focused solely on profit
margins, it would be difficult to achieve significant growth
in the future.

This means that we need to strengthen our consulting
functions, in which we charge customers fees to help
solve their business issues. We set an ambitious target of
doubling corporate solutions revenue, which represents
our corporate consultation fees, during the Medium-term
Management Plan period.

To achieve this target, as well as increasing the num-
ber of personnel involved in corporate consulting, it is also
essential that we upgrade the skills of individual employ-
ees. The acquisition of basic knowledge is especially crit-
ical. Forthis reason, the previous Medium-term Management
Plan emphasized the development of professional per-
sonnel.

The Bank has set the acquisition of official qualifica-
tions as a reasonable indicator for the objective measure-
ment of skills that could be described as professional.
Acquiring official qualifications such as 1st grade financial
planner and SME consultant requires substantial efforts.
We set a target of doubling the number of personnel
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holding such qualifications, and we were able to achieve
that target.

Of course, gaining a qualification does not necessarily
make a person a “professional” immediately. The Bank
has established a variety of initiatives, such as trainee
schemes and training programs, to provide employees,
mainly those who already hold qualifications, with oppor-
tunities for practical training. In doing so, we are focusing
on helping employees to acquire skills as well as knowl-
edge.

As of March 31, 2022, the Bank has 336 professional
personnel, of which as many as 125 work in corporate
sales.

The Bank has 80 corporate sales offices, which means
that at least one professional personnel can be assigned
to each office. Even if there are a few highly skilled people
at bank headquarters, it is the sales representatives and
branch managers out in the field who have the most op-
portunities to communicate with business proprietors on a
daily basis. From our own analysis, we believe that estab-
lishing a system that allows us to deploy professional per-
sonnel consistently to all sales settings has enabled us to
achieve our goal of doubling corporate solutions revenue.
Under the new Medium-term Management Plan, we will
continue to develop our professional personnel.

Strengthening of sales in the depository asset business

Over the past three years, despite the impact of the
COVID-19 pandemic and other factors, the financial mar-
kets have remained relatively strong as countries around
the world have adopted monetary easing policies. Under
these circumstances, to meet the expectations of individ-
ual customers who want to invest their growing personal
financial assets, as well as for corporate customers, we
also needed to hone our consultation skills targeting indi-
viduals. Having said that, it takes time to develop person-
nel who can respond to all three needs of “preparation,”
“growth,” and “succession.” Our first action was to set up
a dedicated department at bank headquarters to consoli-
date our know-how in this area.

For customers seeking more sophisticated invest-
ments, we introduced them to our group company, Hyaku-
go Securities, and worked together with the company to
offer a collaborative response.

As a result, the balance of Hyakugo Bank Group’s total
depository assets*2 (combined balance of the Bank and
Hyakugo Securities) increased by ¥63.6 billion over the
past three years, allowing us to achieve our target for rev-
enue from depository assets.

On the other hand, there are still some outstanding is-
sues related to the depository asset sales.

Unlike corporate sales, we have not yet been able to
locate professional personnel in all sales offices for this
area of our business. The goal of the next Medium-term
Management Plan was narrowed down to providing an
answer to the question of “How can we develop and in-
crease professional personnel for the depository asset
business?”

Making SDGs the norm

Hyakugo Bank Group thoroughly implements the behavior
guideline set forth in our Corporate Philosophy to ensure
that our daily activities are conducted naturally in accor-
dance with the guideline. In the same way, “Gateway to
the Future” aimed to change the organization so that we
would make the concept of the SDGs the norm as a gen-
eral principle for corporate actions.

For example, the word “compliance” has become a
common concept among many working people today. We

*2 Depository assets = Investment trusts + Financial instruments brokerage + Hyakugo Securities repeated clients balance (Investment trusts, Foreign bonds, Shares) + Annual insurance sales
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believe that the SDGs must become just as commonplace
a concept.

To this end, we at the Hyakugo Bank Group conducted
business with SDGs as the pillar of our Medium-term
Management Plan based on the understanding that, as a
financial institution with roots in the region, our role is to
firmly embed the SDGs both in the Group and throughout
the region.

Specifically, we participated in Mie Prefecture’s scheme
for registering SDGs Promotion Partners from the plan-
ning stages. After the launch of the scheme, we kicked our
corporate sales into high gear to spread the word about
the SDGs among businesses. As a result, the registration
scheme received more than 510 applications (as of March
31, 2022), far exceeding the target of 80 applications for
the entire Mie Prefecture by March 31, 2022.

Going forward, we will continue to promote awareness
of the SDGs among our customers through seminars, the
registration scheme, and consulting and to apply the
SDGs to our own main business.

Changes in Social
Circumstances and the
Business Environment

Although we were able to achieve steady results during
the term of the previous Medium-term Management Plan,
changes in the business environment during that period
went beyond those envisaged when we first formulated
the Plan.

From a medium- to long-term perspective, the head-
winds facing the banking industry remain severe, such as
population decline due to the falling birthrate and aging
population, the prolonged low interest rate policies, and
new entrants from outside the banking industry. In the im-
mediate term, we have been unable to escape from a
state of seesawing between positive and negative im-
pacts, due to the inevitable constraints on economic and
social activities caused by the intermittent effects of the
COVID-19 pandemic, and the impact on production, ex-
ports, and personal consumption of parts supply shortag-
es and rising raw material prices.

The economies of Mie, the Bank’s home prefecture,
and neighboring Aichi prefecture have not yet returned to
pre-pandemic levels, particularly in the tourism-related in-
dustries and the restaurant and service industries.

Furthermore, the major trend toward decarbonization
due to increasing climate-change risks has now become
an economic issue for all companies.

New Long-term Vision “Aiming
to Transform into a Green &
Consulting Bank Group”

Our previous long-term vision, “the Digital & Consulting
Bank that Opens Up the Future to Customers and the Re-
gion,” was established when we formulated the previous
Medium-term Management Plan, to draw a bold vision
that looks ahead to the next ten years.

However, as unforeseen changes in the environment
have occurred one after another, the roles that the Bank
must fulfill have also been transformed. In particular, the

emergence of climate change risks has been striking, and
it would be no exaggeration to say that the environment
surrounding all companies has changed drastically com-
pared with three years ago.

When the wind changes direction, the route to your
destination will also change of its own accord.

This is why, for the formulation of the new Medium-term
Management Plan, we decided to revamp our long-term
vision by reviewing the roles we need to fulfill.

In the course of discussions for the long-term vision
revamp, we conducted exhaustive debate on the ques-
tions of what roles the Hyakugo Bank Group needed to
fulfill (the route we should take) to achieve our vision (our
destination). As a result, our vision and roles were consol-
idated into the following two points.

The first is “response to climate change risks.” Al-
though response to climate change is an issue that all
customers now face, in a survey of local customers, we
found that approximately 40% of them understood the
need for a response, but did not know exactly what to do.
We must realize decarbonization based on the SDGs slo-
gan of “Leave no one behind.” On the other hand, we
should also keep it in our mind that the transition to a car-
bon-free society may also have negative impacts on soci-
ety and the economy.

To work toward decarbonization in the region together
with our customers, taking the actual situation in local
community into account. We believe this must be the chal-
lenge that the Hyakugo Bank Group should take on, the
role that it must fulfill.

The second point is “to offer high-quality consulting
solutions for customer issues and needs.” This is un-
changed from the previous long-term vision. This concept
forms the foundation of our business, namely, “to solve
customers’ problems.” It has become even more import-
ant now that we can no longer anticipate profit expansion
from traditional banking operations.

Based on these two roles that we should fulfill, we set
as our new long-term vision, “Aiming to Transform into a
Green & Consulting Bank Group.”

Aspirations Instilled in the New
Medium-term Management Plan

Formulation of new Medium-term Management Plan

We have positioned the new Medium-term Management
Plan as the “2nd stage” toward the achievement of our
new long-term vision for FY2028, the 150th anniversary of
the Bank. In formulating the Plan, we began deliberations
in a back-casting approach working back from the vision
we want to achieve.

We then returned to the starting point and thoroughly
examined how to use the Bank’s strengths, including our
relationships of trust with customers, the Hyakugo brand,
and our ability to get close to our customers, to solve the
challenges faced by local communities.

Bank headquarters and the respective departments
played a central role in the formulation of specific strate-
gies, and through exchanges of opinions with Outside Di-
rectors across multiple sessions and discussions with
employees who responded to an open call for participants,
we were also able to deliberate on those specific strate-
gies from a variety of perspectives.

New Medium-term Management Plan
(rebuilding our business portfolio)

In the New Medium-term Management Plan, as our growth
strategy, we will concentrate our management resources
in the three areas that primarily drive our top line, namely
our corporate consulting operations, housing loan opera-
tions, and depository assets operations, in the hope of
turning them into even stronger engines for growth.

In our corporate consulting operations, we will strive to
solve customers’ problems through more advanced busi-
ness feasibility assessment activities, which are the start-
ing point of all projects. We will also reinforce personnel
deployments to the consulting area, including in respons-
es to the SDGs.

140th
anniversary
FY2018 S FY2021
Actual Manzggr?érﬁrg\an Actual
Targets
Net i Non-consolidated Non-consolidated  Non-consolidated
et income
¥10.7 billion ¥0billionormore  ¥12.9 billion
Less than
Core OHR 74.43% o 62.24%
80%

Number of personnel 300 persons
with professional 161 persons

336 persons
qualifications* or more
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In our housing loans operations, we will reorganize our
sales offices in Aichi Prefecture, where there is still plenty
of room to expand our market share, and allocate a large
number of staff to these operations. We will enhance our
activities in this area even further as a supporter of our
customers in their major life event of building or buying a
home.

In our depository assets operations, we have newly
established Consulting Plazas. This is one solution to the
challenge in the previous Medium-term Management
Plan, “To develop professionals in depository assets oper-
ations.” By bringing together personnel in charge of de-
pository assets at individual branches to the Consulting
Plazas, we have established an environment that allows
the consultants to focus solely on dialogue with customers
and makes it easier to collaborate with Hyakugo Securi-
ties, our group company. At the same time, this environ-
ment also gives junior personnel an opportunity to observe
the activities of senior employees, who are excellent pro-
fessionals in depository assets operations, up close. This
will promote the development of depository assets profes-
sionals.

In addition, we also established a Direct Business Of-
fice as our new base of communication with customers.
The aim of the Direct Business Office is to provide non-
face-to-face consulting services in response to the in-
creasingly diverse needs of individual customers in
particular. This will allow a major expansion of opportuni-
ties to accommodate customers who find it difficult to visit
our branches, with dedicated personnel offering various
kinds of consulting services by telephone and online. We
have initially launched this service with the depository as-
sets business, but we will consider expanding the Office’s
functions to include non-face-to-face channels for housing
loans and consulting services for corporate customers.

While we will review the allocation of management re-
sources in line with environmental changes as necessary,
we believe that the analysis and verification of such re-
views are also important. Going forward, we will continue
our activities to enhance corporate value by considering
optimal allocation of resources, taking social perspectives
and environmental changes, as well as economic value,
into account.

2nd STAGE of Innovation 150th
FY2022-2024 anniversary

FY2024 FY2027 FY2028

Initial target ~ Revised target Target Target

Non- consolidated § Consolidated

¥12 billion or more [ ¥15 billion or more The Group has set

Less than new milestones for
67% the future beyond its
150th anniversary

About 75%

450 persons | 450 persons
or more or more

Three years of adopting to aggressive strategies

* 1st grade financial planner, CFP, SME consultant, certified tax accountant, certified social insurance labor consultant, securities analyst, and CIA (Certified Internal Auditor), etc.
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Support for decarbonization and Hyakugo
Bank Group’s own initiatives toward
decarbonization

The new Medium-term Management Plan positions the
response to climate change risk as one of the most im-
portant initiatives.

We will press forward at a higher gear than ever with
initiatives for Hyakugo Bank Group’s own decarboniza-
tion. To this end, we have set a target to achieve net zero
(Scopes 1, 2) greenhouse gas emissions from the Hyaku-
go Bank Group by the end of FY2030. Achieving this tar-
get will require us to promote quite bold decarbonization
efforts. We will strive to reduce greenhouse gas emissions
by implementing various initiatives, such as investing in
the decarbonization of equipment, the use of clean ener-
gy, and participation in renewable energy funds.

The most important thing is that we join hands with lo-
cal communities to create a major movement toward de-
carbonization.

To achieve this, we will promote decarbonization in the
region through collaborations with customers, as a team
leading the region to decarbonization. The Bank will cre-
ate opportunities to communicate with customers more
than ever through the provision of various information,
services, and products. The target we have declared as
the outcome of these activities is to conduct a cumulative
total ¥1 trillion of sustainable financing up to the end of
FY2030 (more than ¥500 billion of which will be in environ-
mental financing).

We believe that acting to support decarbonization in
the region is one of the roles that the Bank must fulfill.
Identifying environmental issues as economic issues, we
will start our initiatives toward decarbonization with con-
versations with local communities about decarbonization
in the region.

Investing in Human Capital

For Hyakugo Bank Group, whose core business is finan-
cial services, our employees are our most important as-
sets. We see our business model as earning revenue
through the provision of invisible value in the form of finan-
cial services, and believe that the quality of our human
capital defines the quality of Hyakugo Bank Group itself.
For this reason, in the previous Medium-term Manage-
ment Plan, we focused our efforts on the development of
professional personnel, and were able to achieve our tar-
get in that regard. Going forward, as a form of “knowledge
diversity,” we will develop employees with extensive
knowledge by expanding the range of eligible official qual-
ifications. The newly eligible qualifications include certified
tax accountant, CPA, and securities analyst. To help em-
ployees put their knowledge into practice, we will also pro-
mote “experience diversity” by enhancing short-term and
long-term traineeships at bank headquarters and through
secondment and training opportunities at other compa-
nies, as well as collaborations with other companies.

We will also work on the development of digital human
resources. For general improvement of IT literacy, which
will form the foundation of this initiative, we have set a
target of producing 500 employees who have passed the
IT Passport examination. This aims to raise the level of
Bank employees’ knowledge so that they can at least
communicate with customers to identify issues concern-
ing their IT systems. Of course, passing the examination
does not necessarily mean that they are at a level where
they can immediately provide consulting services. Never-
theless, we hope to broaden our human resources base in
this way.

Parallel with this initiative, we will work to develop
IT-related specialists, including personnel who will work in
systems development, personnel who will make use of in-
house data, and personnel who are capable of providing
ICT consulting services to customers.

We believe that investment in diverse human capital
will serve as a driver to enhance added value. We will
continue with this kind of proactive human resources de-
velopment to enhance corporate value.

SDGs/ESG Initiatives

The Hyakugo Bank Group strives to achieve a balance
between resolving social issues in the region and devel-
oping the economy based on the Hyakugo Bank Group
SDGs Declaration announced in October 2019.

Further, in April 2022, the Hyakugo Bank Group newly
established its Environmental Policy, Sustainable Invest-
ment and Loan Policy, and Human Rights Policy as sus-
tainability-related policies. These three policies are a kind
of “bridge” that connects our activities and the Hyakugo
Bank Group SDGs Declaration. They form a starting point
in our efforts to make SDGs the norm.

In terms of initiatives for our stakeholders, having an-
nounced our endorsement of the Task Force on Climate-re-
lated Financial Disclosures (TCFD) recommendations in
June 2021, we will now act on those recommendations.
The Bank’s disclosures of climate change risks can be
found in the “Responses to Climate Change” section start-
ing on Page 23 of this report. We will continue to improve
the content of these disclosures by expanding the scope
of analysis.

We will also work on “Opportunities for diverse human
resources to flourish” as a key initiative. The Bank has
established an environment that enables employees of
the child-raising generation to work full-time by abolishing
the overtime workday scheme. We are also working to
create a workplace environment in which each and every
employee can be themselves and find reward in their
work. Initiatives to this end include establishing gender di-
versity guidelines and setting up a diversity & inclusion
helpdesk for executives and employees.

Going forward, we will pursue the establishment of
mechanisms that will enable each and every employee to
work on their job, feeling a sense of the SDGs story flow-
ing throughout their own day-to-day work.

Cross-shareholdings

Cross-shareholdings are now drawing attention due to the
market reclassification of the Tokyo Stock Exchange and
the revision of Japan’s Corporate Governance Code.

The Bank conducts annual reviews of its cross-share-
holdings from the perspectives of their significance and
economic rationality. As a result, as of March 31, 2022,
the number of individual issues held was 210, decreased
by four from the previous year, and the number of listed
issues held decreased by approximately 20% from the
peak of 162 to 131.

We believe that the purpose of cross-shareholdings is
to grow together with customer companies in the region.
The Bank holds shares in listed companies that are relat-
ed to the region, as well as shares in unlisted companies
in the region. Some of these companies have experienced
crises in the past, but as a result of the financial support
provided by Hyakugo Bank in the form of capital injec-
tions, they have emerged from these crises and have now
become some of Japan’s leading companies. These activ-
ities help us to fulfill our primary role of “developing togeth-
er with the region” as a regional financial institution.

On the other hand, given the changes in the external
environment, we must also bear in mind the growing ne-
cessity to reduce cross-shareholdings.

While setting the reduction of cross-shareholdings as
our basic policy, we will also conduct a review aimed at
enhancing the value of the Bank and, in turn, the value of
the region.

Trend in the number of individual issues held (listed companies)

(Issues) 162

147 145
150 136 131

100

50

)
20143 ([ 20193 20203 20213 20223

Dividend Policy

The issue of stable dividends has been and will continue
to be our top priority. Our recognition of shareholder re-
turns as one of the most important management issues
has not changed.

In the new Medium-term Management Plan, we re-
peated discussion on the ideal vision of shareholder re-
turns based on this basic recognition. As a result, we
declared that we would aim for 30% dividend payout ratio
over the long term.
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We will continue to consider how we can live up to the
expectations of shareholders through our policy on share-
holder returns and work to enhance corporate value by

balancing “growth investments,” “internal reserves,” and
“shareholder returns.”

In Closing

This year marks 144 years since Hyakugo Bank was
founded in 1878. We believe that the reason we have
been able to overcome so many difficulties is that we have
been trusted by our stakeholders, including local commu-
nities, customers, and shareholders, through our custom-
er-first policy and solid management since the Bank was
first founded.

We will continue to transform in order to link the distant
past from which we have come to our 150th anniversary
and onto the distant future beyond. Amid such a drastical-
ly changing environment, we will strive to keep changing
ourselves and to remain a trusted and reliable banking
group into the future.
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