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1. Introduction



1-1. Purpose of this practical guide



[Challenges faced by financial institutions in implementing scenario analysis]
Climate Change Related Challenges Facing Domestic Financial Institutions

B TCFD has published a status report to show the progress of climate-related information disclosure based on the
TCFD recommendations and to promote the sophistication of disclosure. The status report points out the need to
clarify potential climate-related financial impacts, disclose strategic resilience assessments using scenario analysis,
and involve other sectors to bring climate-related issues mainstream. ing. This issue also applies to the banking
sector, which accounts for a large proportion of the financial intermediary function of indirect finance in Japan's
financial sector.

B This guide covers the risk of transition to a decarbonized economy in scenario analysis, which is a particular hurdle
for TCFD disclosure by financial institutions from October 2020 to March 2021 with the participation of three
regional financial institutions. Focusing on quantification and evaluation methods for physical risk due to climate
change, we evaluated financial impact through collaboration with multiple departments including risk management
of financial institutions using a reliable evaluation method that can withstand information disclosure. We will
publish it as a guide based on the results.



1-2. Positioning of scenario analysis in line with
TCFD recommendations



[Financial Impact]
The TCFD recommendations present the scope of climate-related risks and
opportunities, and financial impacts to be disclosed

Climate-Related Risks, Opportunities, and Financial Impacts
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Source: prepared by the Ministry of Environment based on the Task Force on Climate-related Financial Disclosures, “Final Report - Recommendations of the
Task Force on Climate-related Financial Disclosures”, 2017. p.8
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[Climate-related Risks]

The TCFD Recommendations divided climate-related risks into two major categories: (1)
risks related to the transition to a lower-carbon economy and (2) risks related to the
physical impacts of climate change

Category Definition Type Major aspects and policy actions
D

Policy and Enhancing regulations on GHG emissions, imposing
Legal greater obligations on information disclosure

Replacing existing products with those based on low-
Risks related to the Technology carbon technologies, investing in new technologies that

Transitio | il elal dol = eventually turn out to be a failure

N Risks |[e\V:lglecIgslelg
economy Market Changes in consumer behaviors, market signals with
greater uncertainty, a rise in materials and costs

) Changes in customer or community perceptions, criticism
Reputatlon against certain industries, increased concern among
stakeholders

Acut Event-driven risks, including severity of extreme events
Risks related to the CUte such as cyclones or floods

PNy SiCal M P aCtS Of
climate change ) Longer-term shifts in climate patterns, including
Chronic sustained higher temperatures, which may cause sea
level rise or chronic heat waves

Source: prepared by the Ministry of Environment based on the Task Force on Climate-related Financial Disclosures, “Final Report - Recommendations of the
Task Force on Climate-related Financial Disclosures”, 2017. p.10
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[Climate-related Opportunities]
The TCFD recommendations identified the following five areas of climate-related
opportunities that organizations can produce in the course of their efforts to mitigate
and adapt to climate change

Area Policy actions Financial impact
B Use of more efficient models of transport Reduced operating costs (e.g., through efficiency gains and cost
B Use of more efficient production and reductions) . . o
Resource distribution processes Increased production capacity, resulting in increased revenues
Efficiency | Use of Recycl?ling Increased value of fixed assets (e.g., highly rated energy-efficient
B Move to more efficient buildings EU|Id|fr_1tgst) K t and planni . d health
m Reduced water usage and consumption enefits to workforce management and planning (e.g., improved hea
and safety, employee satisfaction) resulting in lower costs
Reduced operational costs (e.g., through use of lowest cost abatement)
B Use of lower-emission sources of ener Reduced exposure to future fossil fuel price increases
B Use of supportive policy incentives 9y Reduced exposure to GHG emissions and therefore less sensitivity to
Energy PP policy changes in cost of carbon
B Use of new technologies ; - L
Source m Participation in carbon market Returns on investment in low-emissions technology
B Shift toward decentralized ener eneration Increased capital availability (e.g., as more investors favor lower-
9y 9 emissions producers)
Reputational benefits resulting in increased demand for goods/services
L [ ] i -
Opportunities eD;\ilssl?opnmgeggdasn:égrsz);\?iigzlon of low Incr_eased revenue through demand for lower emissions products and
Products m Development of climate adaptation and ferwces d th h lutions to adaptati q
and insurance risk solutions Increased revenue through new solutions to adaptation needs (e.g.,
Services |W Development of new products or services insurance risk _transfer_p_roducts and sewl_ces)
through R&D and innovation Better_ cor_np_et|t|ve position to reflect shifting consumer preferences,
m Ability to diversify business activities resulting in increased revenues
B Access to new markets Increased revenues through access to new and emerging markets (e.g.,
Markets B Use of public-sector incentives partnerships with governments, development banks)
B Access to new assets and locations needing Increased diversification of financial assets (e.g., green bonds and
insurance coverage infrastructure)
B Participation in renewable ener roarams Increased market valuation through resilience planning
Resilience and adpaptation of energy—efﬁciglz/cs mgeasures Increased reliability of supply chain and ability to operate under various

Resource substitutes/diversification

conditions

m Increased revenue through new products and services

Source: prepared by the Ministry of Environment based on the Task Force on Climate-related Financial Disclosures, “Final Report - Recommendations of the
Task Force on Climate-related Financial Disclosures”, 2017. p.11
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[Guidance for Specific Sectors]
The TCFD supplemental guidance provides additional context and suggestions for
implementing the recommended disclosures for four non-financial sectors (Energy;
Materials and Buildings; Transportation; and Agriculture, Food, and Forest
Products) potentially most affected by climate change

Sector
[
Energy [ |
[
[

Transportation "

Materials and
Buildings

Agriculture, =
Food, and [ |
Forest Products m

Industry

Oil and Gas
Coal
Electric Utilities

Air Transport, Maritime
Transportation

Land Transportation (Rail
Transportation, Tracking
Services)

Automobiles

Metals and Mining
Chemicals

Construction Materials,
Capital Goods

Real Estate Management
and Development

Beverages, Foods
Agriculture

Paper and Forest Products

Recommended disclosure

Assessment and potential impacts of legal compliance, operating
costs, changes in risks and opportunities; changes in regulations and
shift in consumer and investor preferences; and changes in
investment strategy

Assessment and potential impacts of financial risks of enhanced
regulations and new technology on existing factories and equipment;
R&D investment in new technologies; opportunities for use of new
technologies to lower emissions standards and regulations on higher
fuel efficiency

Assessment and potential impacts of enhanced regulations on GHG
emissions and carbon pricing; risk assessment of increased severity of
extreme weather events on construction materials and property; and
opportunities for products to improve energy efficiency or reduce
energy consumption

Assessment and potential impacts of GHG emissions reductions;
recycling and waste management; business of food and textile
products with lower GHG emissions, and shifts in consumer

preferences

Source: prepared by the Ministry of Environment based on the Task Force on Climate-related Financial Disclosures, “Final Report - Recommendations of the
Task Force on Climate-related Financial Disclosures”, 2017. p.52-65



[The TCFD recommendations]
The TCFD recommendations are structured around four thematic areas:
Governance, strategy, risk management, and metrics and targets

Recommended

disclosures

Areas in detail

Recommended
Disclosures

Disclose the organization’s

governance around climate-

related risks and
opportunities

a) Describe the board’s
oversight of climate-related
risks and opportunities

b) Describe management’s
role in assessing and
managing climate-related
risks and opportunities

Disclose the actual and
potential impacts of climate-
related risks and
opportunities on the
organization’s businesses,
strategy, and financial
planning where such
information is material

a) Describe the climate-
related risks and
opportunities the
organization has identified
over the short, medium, and
long term

b) Describe the impact of
climate-related risks and
opportunities on the
organization’s businesses,
strategy, and financial
planning

¢) Describe the resilience of
the organization’s strategy,
taking into consideration
different climate-related
scenarios, including a 2°C or
lower scenario

Management

Disclose how the
organization identifies,
assesses, and manages
climate-related risks

a) Describe the
organization’s processes for
identifying and assessing
climate-related risks

b) Describe the
organization’s processes for
managing climate-related
risks

c) Describe how processes
for identifying, assessing,
and managing climate-
related risks are integrated
into the organization’s
overall risk management

Targets

Disclose the metrics and
targets used to assess and
manage relevant climate-
related risks and
opportunities where such
information is material

a) Disclose the metrics used
by the organization to
assess climate-related risks
and opportunities in line
with its strategy and risk
management process

b) Disclose Scope 1, Scope 2,
and if appropriate, Scope 3
greenhouse gas (GHG)
emissions, and the related
risks

c) Describe the targets used
by the organization to
manage climate-related risks
and opportunities, and
performance against targets

Source: prepared by the Ministry of Environment based on the Task Force on Climate-related Financial Disclosures, “Final Report - Recommendations of the
Task Force on Climate-related Financial Disclosures”, 2017. p.14
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2. Scenario Analysis - Key Points of Practice



Points to consider when implementing scenario analysis in line with the TCFD
recommendations were mapped out for 18 companies, forming the basis of the trial

TCFD (Notes in red: Points to consider in each step were added after the support program.)

Get management
and operation
divisions involved!

1 Integrate scenario analysis into strategic planning and/or enterprise risk management processes.
Ensure governance Aassign oversight to relevant board committees/subcommittees. \
Isin place Identify which internal (and external) stakeholders to involve and how.

Assess materiality of Identify and define Evaluate business 5 Identify potential
climate-related risks range of scenarios impacts responses
Responses might include
eChanges to business
model

eChanges to portfolio
mix

eInvestments in
capabilities and
technologies

Market and Impact on:
Technology | Reputation eInput costs

Shifts eOperating costs
eRevenues
eSupply chain
eBusiness interruption
eTiming

Scenarios inclusive of a
range of transition and
physical risks relevant to

Policy and Physical the organization
Legal NN

What are the current and What scenarios (and Evaluate the potential Use the results to identify
anticipated organizational narratives) are appropriate, effects applicable, realistic decisions
exposures to climate-related given the exposures? on the organization’s to manage the identified
risks and opportunities? Consider input parameters, strategic risks and opportunities.

Do these have the potential & assumptions, and analytical and financial position under What adjustments to

be material in the future? Are choices. What reference each of the defined strategic/financial plans
stakeholders concerned? scenario(s) should be used? scenarios. would be needed?

Identify key sensitivities.

Pick and choose from 4.’/ . . .0
our industry Clearly imagine a future world
d cgm anv viewDoi under certain assumptions! Try not to seek
pany P 00 much accuracy!

Documentation and Document the process; communicate to relevant parties: Be prepared to disclose Disclose Inf’or_matlo_n
disclose key inputs, assumptions, analytical methods, outputs, and potential management rds oM readers’ viewpoi

apinb siy3 jo adoos

Do not narrow downt
Take multiple scenarios
into account.

Sources: The Task Force on Climate related Financial Disclosures, “Technical Supplement The Use of Scenario Analysis in Disclosure of
Climate Related Risks and Opportunities”, June 2017.
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2-1. For starting scenario analysis



[When starting a Scenario Analysis @]
Gaining understanding from management on the materiality of scenario analysis is

important. Establishing a team, scope and time horizon is necessary when starting

scenario analysis.

Preparation®

Gain management’s
understanding

Make sure management
understands the
materiality of TCFD
(Recognizes the
recommendations and
instructions that they
must comply with)

Preparation @
Establish execution

team

Create an execution
team for scenario
analysis

Preparation @

Choose target for
analysis

Set a target scope for the
scenario analysis

Preparation @

Setting the analysis
time axis

Choose time horizon to
conduct scenario
analysis that looks
beyond X years in the
future

Gain management’s understanding

How to provide input to management in terms of climate change ]

14



[ Prep"‘@gatw" } Gain management’s understanding

Companies conduct scenario analysis regularly (recognition of a broad range of risks and
identification of potential responses). It is crucial for management to understand that investors
expect companies to conduct scenario analysis on climate change.

In a longer term, where outcomes are highly
uncertain, and possibly promising---

k i

In a reasonable foreseeable term::-

\/c\e

|
. DCAC A
Linear * 2 path L A

on a

= B Y R}\*

<+— Medium term business plan (3-5 Years) —> <+— Assume multiple scenarios —»

Business strategy cannot respond to changes in the Business management can flexibly respond to future

future change
The discussion never reaches a consensus on future The discussion takes places without any subjective
perspectives viewpoints on the future

Suspected of lacking business resilience Management can demonstrate business resilience

15
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How to provide input to management
in terms of climate change

It is effective to convey the effect that climate change solutions have on the value of businesses
through workshops with experts. As part of the Ministry of the Environment's support programs,
selected companies held scenario analysis report meetings for management.

These meetings are effective in gaining and deepening management’s understanding.

Input from multi-stakeholders + Requests from multi-stakeholders for climate change response
accelerated

« There are some cases in which top management is directly
Investors and informed of climate change solutions, but there are also cases

experts ) in which there is still a significant gap in understanding.
v' ESG investments

v' Requirement of TCFD In such a case, it is important to compile the status of
Disclosures requests from multi-stakeholders and provide to
v' Engagement management through study groups with experts and
Others other means that respond to climate change which can
Other affect corporate value.

NPO Management companies « As an input source for support projects by the Ministry of the
NGO level in the same Environment
industry It is essential to hold briefings on the impact of climate
v Compliance v Comparison with change (results of scenario analysis) for management,
Requests, etc. peer companies, etc. and these briefings have been proven to be highly effective.

6esults of the FY2018 Ministry of the Environment Scenario Analysih
Support Project]

Bus!ness-related departments Company A: Established a new department specializing in the
Environment-related departments integration of IR/Sustainability as the understanding of management
AN progressed. Periodic discussions with executives on TCFD held at the
Sustainability Committee

v Changes in consumer preferences Company B: Improved understanding of management and launched
v Specific impacts of climate change on your company, etc. a team for climate change management. Executive Vice

President assumes chairmanship




[PFEParation®} Create an execution team for scenario analysis

Some companies from the program noted the significance of internal involvement when
conducting scenario analysis. It is essential to form a team where divisions are involved from
the very beginning so that they think of climate change as “a company risk"

Pattern A

Pattern B

Get relevant divisions and departments involved

in the course of scenario analysis
X Image

_____________________________________________

©
©
©

Business Accounting and
Divisions Finance

nvironment and
CSR
IR

Corporate Planning

Management

Develop internal teams and start scenario analysis

Business Accounting and @

@)Msmns Finance Management

IR

@Scenarlo analysis team :

Environment and CSR Corporate
Planning

X Image

Advantages
v Easy to start

v" Minimum burden on each division/department

Disadvantage

v Internal coordination needed in the scenario
analysis process

v' Long process from the environment/CSR division

Advantages

Disadvantage

to management

v' Divisions are cooperative as internal coordination is
completed in advance

v' The process swiftly reaches top management as a
well-coordinated team performs analysis

v Takes time to start analysis
v Great burden on each division/department

17




18

Vs

[ Preparation ]
®

Choose target for analysis

By defining the scope in terms of sales composition, relation to climate change, and difficulty of
data collection, companies can conduct scenario analysis in accordance with their business

model.

[tem

Region

Options for Scenario Analysis Scenario (Example)

Domestic

Overseas

Scope of
Operations

Some businesses

All businesses

Corporate scope

Only for the scope of consolidated financial

statements

Entire supply chain

Proposal for selection ©

Identify scope of business based
on sales composition ratio

[Sales composition (%)]
Business C

Business B S2 0 Business A

Let's analyze business A
and business B, which have
a large sales composition

Proposal for selection @

Identify scope of business based
on relevance to climate change

[CO2 emissions (tC0O2)]

Business C

123,456 Business A

Business B

amount of CO2.

Consider businesses A and
\ C, which emit a large /

Proposal for selection @

Identify the scope based on
difficulty of data collection

[CO2 emissions (tCO2)]
Foreign ‘
branch X

Foreign | ny oo o
branch Y

Foreign | e
branch Z

As for the overseas
\ business, start with X wity

ample data.




Source:
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[ Preparation

@

] Choose time horizon to conduct scenario analysis

It is important to choose a time horizon with maximum benefit to the company by comparing
the merits and demerits of factors from the perspective of project length, amount of internal
involvement, and effect of physical risks

[Forecast of global average surface temperature] (Difference from the 1986-2005 average)

4°C scenario

2°C scenario

6 1 1 1 1 1 I 1 1 1
i Difference in the |
4 - worldview depending on
i when is being analyzed C
2 - =
0 =
] , , I
] ! ! i
- l l -
_2 I 1 E T i I 1 I I
2000 2030 2050 2100

[Discussions on time horizon decisions raised in support projects (examples)]

2030

Abundant data available for reference
Relatively easy to link with business plans

Possibility that the impact of physical risk is
small and that the impact on the company
will be low

2050

Physical risks are emerging.

Cooperation may be difficult (cannot involve
the company) because the time horizon is
significantly longer than the business plan

AR5 SYR Chart SPM.6, IEA, "ETP2017," UNEP, "The Emission Gap Report 2015
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2-2. Assess materiality of climate-related risks



Assess materiality of climate-related risks:
What are the current and anticipated organizational exposures to climate-related
risks and opportunities?

TCFD (Notes in red: Points to consider in each step were added after the support
program.)

Get management
and operation

Integrate scenario analysis into strategic planning and/or enterprise risk management processes.,
1 Ensure governance Assign oversight to relevant board committees/subcommittees.

[ Isin place Identify which internal (and external) stakeholders to involve and how. divisions involved!
Assess materiality of Identify and define 4 | Evaluate business 5 Identify potential
climate-related risks range of scenarios impacts responses

Responses might include
eChanges to business
model

eChanges to portfolio
mix

eInvestments in
capabilities and
technologies

Market and
Technology § Reputation

Impact on:

eInput costs
eOperating costs
eRevenues

eSupply chain
eBusiness interruption
eTiming

Scenarios inclusive of a

Shifts range of transition and

physical risks relevant to
the organization

Policy and Physical
Legal NS

What are the current and What scenarios (and Evaluate the potential Use the results to identify
anticipated organizational narratives) are appropriate, effects applicable, realistic decisions
exposures to climate- given the exposures? on the organization’s to manage the identified
related Consider input parameters, strategic risks and opportunities.

risks and opportunities? assumptions, and analytical and financial position under What adjustments to

Do these have the potential choices. What reference each of the defined strategic/financial plans

to be material in the future? scenario(s) should be used? scenarios. would be needed?

Are stakeholders 0 Ide‘n’tify key sensitivities.

Do not narrow down!
Take multiple scenarios
into account.

Pick and choose from early imagine a future wor
your industry nder certain assumptions
d company viewpoi

concerned? PY
Try not to seek
too much accura%

Disclose information
rom readers’ viewpoint!

6 Documentation and Document the process; communicate to relevant parties: Be prepared to disclose

21

: disclose key inputs, assumptions, analytical methods, outputs, and potential management responses

Sources: The Task Force on Climate related Financial Disclosures, “Technical Supplement The Use of Scenario Analysis in Disclosure of
Climate Related Risks and Opportunities”, June 2017.




[Flow of risk importance assessment]

Use of draft prepared based on external information and materials provided

Collect climate change risks / opportunities in the financial industry and

the magnitude of risks by sector (investment and lender) from reliable

sources
v Climate Change Initiative (TCFD)
v Specialized Agencies (SASB, EBRD, etc.)

@ literature search

Examining your bank's own climate change impacts

Composition

@ Reflection of the portfolio
Next Steps)

Recognition by other banks

v Identify risk and opportunity perceptions of other
companies from CDP responses and disclosure

((3) Benchmark survey) information

List risks and opportunities and tentatively assess their
importance
v @ Longer listing of risk and opportunity items in (3)

v After classifying and aggregating, temporarily place the
importance in 3 stages ("Large", "Medium", "Small")

@ With the use of long lists
Preparation of draft
importance evaluation

By considering the importance of the medium- to
long-term transition / physical risk (eg, climate
change will progress and countermeasures will be
strengthened in 2030 / 2050), the evaluation of
"large", "medium", and "small" is assumed.

On a draft evaluation
Review Validity

22

v' United Nations (UNEP-FI, etc.)
v think tanks, etc.

v Extracting Sectors with a Large Credit Balance from your bank's Portfolio

v Adding high-risk major lending sectors as borrower risks (Closer Look at

¥ 3

Pedw] paje|y-23ew!|d

Exposure

Long list of climate change risks and opportunities

risk opportunity type

interme
major diate
group | classifi
atio

Transitio

n policy

Transitio regulatio
n n

Transitio Technol
n ogy

‘rl;ransmo GEGR

Transitio reputatio
n n

Physical acute

subclassification

carbon tax

EneLL rfati to stricter regulations under
DP
Law vation Law,

Development of low
carbon technologies

Credit Risk
reputation from
investors

intensification of
extreme weather

risks and opportunities Source

Literatur
eA
CDP

Due to the introduction of an
extreme carbon tax,

(@]

'A

e fo \ bCil as |M
of renewable efen ES
generation, X X is A A
Changes in customer behavior
increase the credit risk of
borrowers

Due to expansion of divestment,

Bibliogra
phy B

Literatur
eC

X X became A A Gl
Extreme disasters have Literatur
become more frequent and eC
serious. CDP



[Stagel: List risk items]
List risk and opportunity categories for targeted business areas

TCFD Recommended

N

Disclosures

Classification

THE TRANSITION
RISK-O-METER

23

(Industry-specific reports,

External reports

etc.)

¥

-

~

Transition
Risk

Risks and Opportunities Related to Cli Change

Carbon price

Carbon emissions targets/policies
country

Qge

I
Policy
Regulation I

Energy-saving policy

Fossil fuel subsidies

Subsidies for renewable energy, etc.

Changes in the energy mix

Market |

Changes in energy demand

Changes in important products/prices

Technologies

Diffusion of renewable energy and
energy-saving technologies

Changes in customer reputation

Reputation

Changes in investor's reputation

CDP responses from
competitors

Other external
information
(CDP responses, etc.)

Physical
Risk

Increase in average temperature

Changes in rainfall and weather patterns

Chronic

Rising sea level

Acute

Increasing severity of extreme weather

conditions




High-Level assessment of the impact of climate change on each of
GICS’69 industries

*See Appendix for details

Source . ESG Assessment e
investor . Initiatives, etc.
Pf Sectoral Bodies
||1form assessme
ion nt TCFD Final . . .
2 ii Climate GA Finch &
Sector (Up to 34) Rezg())rt ) EBRD 427 Calvert = GPIF DJSI FTSE SASB \vise (* *) Institute  Beak
Construction materials 30 3 3 3 3 2 3 1 3 3 0 3 3
Metals and mining 28 3 3 3 3 2 3 . -
Sources covering only specific sectors
Chemistry 27 3 0 3 3 2 3 | The source of information for the '*' mark is 3 for
those with sector references (Key sources of TCFD
Efgg&cﬁ;‘)d”ds and forest 25 3 0 3 3 2 3 | information), O for those without sector
references;
Electric power 25 3 3 3 3 2 3 | The source of the "* *" mark is rated as 1 point
(Minor sources of TCFD information) for those
Gas 22 3 0 3 3 2 3 | with sector references and 0 points for those
. without sector references.
Oil, gas and consumable 22 3 0 5 5 5 3
fuel . .
Sources covering a wide range of sectors
Automotive parts 21 3 3 2 1 1 1| For information sources without a mark such as
3 5 ) . ) "*" the top 30% received 3 points, 31 ~ 60%

GICS is used for sector

classification.

24

received 2 points, and the rest received 1 point.
Roughness points rated on 3 levels
(High/Medium/Low, etc.) are evaluated as is.




[Examination of the business sector to be analyzed]
Identifying business segments based on the magnitude of risks to climate change by bank portfolio and
business sector

Investor ESG rating agency Initiatives, etc.
Sectoral evaluation
TCFD Final Report 2ii EBRD 421 Calvert GPIF DJSI FTSE SASB Climate Wise | GA Institute | Finch & Beak
Code \ndustry Specific sector Specific sector Broad sector Broad sector Broad sector Broad sector Broad sector Broad sector Broad sector Specific sector Broad sector Broad sector
161020 Construction Materials R 3 3 3 3 2 3 1 3 3 0 3 3
151040 Metals & Mining 28 3 3 3 3 2 3 1 3 3 0 1 3
151010 Chemicals 21 3 0 3 3 2 3 1 3 3 0 3 3
151050 Paper & Forest Products 25 3 0 3 3 2 3 1 3 2 0 2 3
551010 Electric Utilities 25 3 3 3 3 2 3 1 1 2 0 2 2
551020 Gas Utilities 22 3 0 3 3 2 3 1 3 0 1 1 2
101020 0Oil, Gas & Consumable Fuels 22 3 0 2 2 2 3 2 3 2 0 1 2
251010 'Auto Components 21 3 3 2 1 1 1 3 2 1 0 3 1
251020 Automobiles 21 3 3 2 1 1 1 3 3 0 0 3 1
151030 Containers & Packaging 21 0 0 3 3 2 3 1 1 3 0 2 3
302010 Beverages 20 3 0 2 2 2 2 2 1 2 0 2 2
101010 Energy Equipment & Services 20 3 3 2 2 2 3 0 0 2 1 0 2
302020 Food Products 19 3 0 2 2 2 2 2 1 2 0 1 2
203020 Airlines 19 3 3 1 1 1 2 1 3 1 0 2 1
551040 Water Utilities 19 0 0 3 3 2 3 0 1 3 1 1 2
201010 Aerospace & Defense 18 0 0 2 1 1 2 3 2 1 0 3 3
551030 Multi-Utilities 18 0 0 3 3 2 3 1 3 0 0 1 2
203030 Marine 18 3 3 1 1 1 2 0 3 1 0 2 1
601020 Real Estate Management & Development 18 3 0 1 1 2 2 1 1 3 1 1 2
551050 [Independent Power and Renewable Electricity Producers 17 0 0 3 3 2 3 0 1 0 0 3 2
203010 Air Freight & Logistics 17 3 3 1 1 1 2 1 1 1 0 2 1
203040 Road & Rail 17 3 3 1 1 1 2 0 2 1 0 2 1
201040 Electrical Equipment 16 0 0 2 1 1 2 2 1 1 0 3 3
401010 Banks 15 3 0 1 1 2 1 2 1 0 0 1 3
201060 Machinery 14 0 0 2 1 1 2 2 2 1 0 0 3
302030 Tobacco 14 0 0 2 2 2 2 2 1 0 0 1 2
401020 Thrifts & Mortgage Finance 14 3 0 1 1 2 1 2 0 1 0 0 3
201020 Building Products 13 0 0 2 1 1 2 3 0 1 0 0 3
201030 Construction & Engineering 13 0 0 2 1 1 2 3 0 0 0 1 3
301010 Food & Staples Retailing 13 0 0 1 1 1 2 2 1 2 0 2 1
1 403010-4nsuramce 13 3 e o S N Y e S RN 1 -1 0 Tt 1

Source: Deloitte touche Tohmatsu LLC
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[Determination of risk severity]

Determine materiality based on the magnitude of the business impact of a risk or

opportunity

26

P — Evaluationitem Business Impact Analysis (qualitative information) Proposal of
D graojl?p Subdassification Risk Op portunity im portance
Introdudion of a carbon tax (rising operating costs) Shift toalternatives through the introduction ofa carbontax (increase in sales)
Carbon taxand price * The introduction of a carbon tax would require the payment of a tax on GHG emissions from |* Modal shifts (Shift from automobile to rail transport) may accelerate as a carbon tax is La rge
corporate activities introduced
Policy Addressing GHG emission|SLrenethenin of GHG emission regulations (rising operating costs NA
/ . * Fuel efficiency regulations will become stricter, requiring the payment of fines for unmet
. | regulations
Regulation emissions.

Ab olition of fossil fuel subsidies (rising R & D costs) NA
Fossil fuel subsidy * If fossil fuel subsidies are eliminated, support projects for the development of low-carbon Small

technologies may be terminated, resulting in high R & D costs.

Increaseor decreasein |Rising demand for raw materials (rising operating costs) NA
theprice of important  |* If the price of materials and parts (Batterles, etc.) rises dueto the progress of EV shift, the
Market products manufacturing cost will rise.
arket
Higher energy prices (tising operating costs| Increased use due toch: in modes of transport (increase in sales)
; Energy price * Higher energy prices lead to higher electricity and fuel costs in transport, resulting in higher |* May choose rail or other transportation over trucks during periods of high gasoline prices La rge
] transport and overhead costs
2 Dissemination of electric [Conversion to electric vehicles (inaease in capital investment) Expansion of electric vehicles and low-carbon technologies (higher sales and lower
8 vehicles * Conversion cost from internal combustion trucks to EV trucks is high due to the spread of  |costs]
(Dissemination of next EVs throughout the market and requests from customers. * Advances in technology will lower the cost of introducing EVs Large
. hnologi * The development of transportation technologies will increase the maximum load per
Technolo; generation techn Ogles) vehicle and the spread of low-carbon technologies will reduce transportation costs.

b wf F h risk and tunit
spreadof et and T e FOr each risk and opportunity
energy-saving S | Major

: Subdassification Risk
technologies ® | group Category
Changesin customer n H H
. * Increased customer awareness of environmental ¢ Changesin customer I l l q t d f b
behavior result in less companies being chosen for their env ga - Sales volume decreases due to energy conversion an a n I u e o u SI n ess
Reputation esult in less_companies being chosen for their env] behavior
p! Changnai : N : . " «there is a growing trend to avoid procuring energy frol 1]
angng Investor . i I ! t
re utgtiin * The divestment trend accelerates, which becomes E Itis difficult to secure land for new development m ac
p managing against environmental factors. As a resul| & Repumtion ‘ v : "and ol red e vol - .
- o - : . +accelerated divestment from oil and coal, reduce the value asset
° Reputation from investars| ! t f
Changes n precipitation Lower demand for existing omductg (decline in sales) S p funds COI | I a rlson I n erl | lS O
* Changes in weather patterns and increased frequer ) .
and weather patterns amphibious vehicles in some areas, which will imp. .-dlvestment undlermmes company valuations and undermines share
Chronic RS,
3 | . Thermal ion oflines (Increase in capital investr litigation risk « Lack of information disclosure on climate change and investment in hi . .
s ncreasein mean * Thermal waves cause thermal expansion and breal litigation by investors and surrounding communities, resulting in res| EXa m ple : Increase the S|Ze Of rlsks a nd
&y temperature transport and higher response costs L. )
2 W atershortages and « Additional installation of water-saving equipment at sites is required

Damageto operations due to severe disaster (Increa: g e caup a Opportunltles Wlth a Iarge Scope Of
| ntensification of When ab | weath f tly and drought -swater and groundwater prices at production sites soar . . . .

* en abnormal weather occurstrequently and m.

Acute extremeweather damaged, operations are suspended or restoration Droqulct\on |§lsto?oed dueto water shortas{es‘and restrictions on wate m pact, Oor INCrease the slze of rlsks a nd

are damaged Declining Utilization and Worsening Labor Environment (Decrease in sal g .

. - Extremely high or low temperatures will result in loss due to facility cl Oppo rtu N |t|es related to busl ness
Chronic +arise in average temperature would reduce the energy demand forh " " - F—
Temperature variation |- Higher temperatures will worsen working conditions for outdoor work] S ma I I for rlsks a nd 0 DDO rtu n Itles
measures against heat stroke -
)
=3 «In order to maintain comfortlevels in plants and offices, it is necessary that have no Impact on the
E_ increase_the number of facilities ' - " - "
g Sealevelrise Disasterprevention measures ncreased coeraing costs) borrower's business and "Medium
- Costs will be added for equipment investment in response to storm surg
tr hening disaster i {increased operating costs) Or OtherS
+Requires capital investment to improve disaster prevention performance
«Itis necessary to double-track the supply chain in order to improve the resilience against the interruption of physical
Acute Intensification of extreme|gistribution. B
weather
+Receiving bases and power plants in coastal areas are damaged by storm surges and floods, and operations are suspended
«Rising raw material procurement costs due to adverse sea conditions
- Higher premiums and additional costs due to increased natural disasters

rge

all

all

Large




[Risk Severity Assessment Flow (1/2)]
Identify potential future climate change risks and opportunities in key investment
sectors

. . . v" Build on external views on climate change risks and opportunities,
What are the risks and opportunities for climate including TCFD g PP

change organizations are expected to face? _ o _

v' Based on risk recognition by other companies (Responses to CDP, etc.)

v' Supplement with information about critical factors to be analyzed (Major
Portfolios, etc.)

Will they become significant in the future?

Are the organization’s stakeholders
actively engaged on these issues?

Risk Severity Assessment
Process

External/Other Views Examples of Risk Items in the Investment

. | Example of TCFD Supplement l‘ ~T Flna.|.1ce Sector’ : :

| - 1 T, Cla§S|f| Your bank’s Risk and Oppprtumty Items (updated Importanc

! Cla:.;SIﬁ TCFD Risk and Opportunity ltems ! cation version) 3

1 cation I —BOSRETIRRIBLOBRIVE XL MMLIOTD

1 ! o Carbon taxand price Large

\ Carbon price 1 Policy/

: Policy/ Carbct)n emissions targets/policiesin each : regulati | Addressing GHG emission regulations Medium
.| country | on

: reil:atl Energy conservation policy | Compliance with Disclosure Rules Small

| Fossil fuel subsidy 1

| Subsidies for renewable energy, etc. ! 4 Industry .

1 Changesin the energy mix ! § / Investment, Loan and Insurance Policies

1 Industry - ! o, Market

| 3 / Tiendsinenergy demand__ ' v Governmen v Climate Change g

! g market Increase or decreasein the price of ! e g S Technology | Dissemination of low-carbon technologies

| a important products/products : t system Initiative

: g Dissemination of low-carbon technologies | v United v' Competitors Changes in customer behavior

" I Nations v NGO

I Technol | Spread of renewable and energy-saving ! v Specialized v Financial industry Reputation | Reputation from investors

: ogy technologies : agency —

1 Progress in next-generation technologies : v Trade itigation ris

i Reputat Changing customer reputation : association Water shortages and drought

: or Changing investor reputation : Chronic | Temperature variation

| Increase in mean temperature 1 2

1 ] Chronic Changesin precipitation and weather : -,“ § Sea level rise

1 s patterns X 8

: g Sea level rise | Intensification of extreme weather

I Acute Intensification of extreme weather ! Acute

1 : Larger scale forest fires

L e e e e e e e e e e e e e e e e
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[Risk Severity Assessment Flow (2/2)]
Discuss the major risks and opportunities to be analyzed (High Importance) for

each sector

N icon -1 |

Importance

. Bench K assessment Validity .
Target sector Literature enchmar (draft) e e E1NN.
decisions search survey Classify and The importance of
The bank Portfolio is Collects climate Identify risk and aggregate risk and risk presented by the ~N of
narrowed down to the change risks and opportunity opportunity bank is adjusted “| scenario
major high-risk loan opportunities in each perceptions of categories, and based on its view, e
sectors sector from reliable leading companies assess their and the importance g P
' sources from CDP responses importance on a 3- level “Large" is
point scale (Large, decided for the next.
9 Medium, and Small
@ o @

Summarize the risks and opportunities
of each sector and prepare a draft of
the importance.

risk opportunity type

intermediat
i o risks and opportunities Source
" subclassification
group  [classificatiof

Identifying risks and opportunities from CDP
responses from leading companies in each
sector

[ #h 1640 COPEIS (1/3)]
BL{OERFTRNF—HEORWEBTIAZELTREL TS

See TCFD, SASB, EBRD and other
external reports by sector

ADVANCING TCFD GUEDANCE
PASICALCUMTE (i

yasAE_ jows| vem T . — Due to the introduction of an extreme Lneraluve A
et D (2
oo w | mm
lmnin | [z 7 | | » S ) Due to stricter regulations under the
[P || e R [mss] Transiton  requiation  Eneioy Conservation Law  2oc Cunsew'gw" cop
nems T vt
A u g othe in unit cost of Blb“ -
shimE AU R -l I P Transiton  Technolooy m‘,w ;er generation, x Siodrap
[’ S | [rem | C | -
SeudTUF | | | E ;
AW ] -6 v
THE TRANSITION b T " + Transition market  Credit Risk ﬁ‘ga‘;’izn ‘;:sk”m‘ég”‘ﬁ TR Lierature ©
WEWSEE | 0 | eg, R0 ek
HREE o |PRECT emazrowmm a0 " ) : Due to expansion of divestment, X x
P Transition  reputation  reputation from investors g copP
pypem— - became A
eonren | s | = |exomm R
ARSROWE & |wraniomm 1Rk Mor Physical  acute intensification of extreme ~ Extreme disasters have become more Lrterature (o
ST EET AR
=funx T3 | wemn 1 . el L frequent and serious. DP

cetactDesome Tous

2 HAENCORES
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2-3. Identify and define range of scenarios



[Overview]

Choose scenarios, obtain forecast information on parameters, and shape the

worldview

Choose scenarios

Choose a number of scenarios with
different temperature targets,
including “lower than 2°C".

Obtain forecast information on

relevant parameters (variables)

Obtain objective forecast
information of relevant parameters
on each risk and opportunity item,

and identify the impacts on the
company in further detail.

Shape the worldview in
consideration of stakeholders

Based on forecast information,
shape the company’s worldview
such as future stakeholders’
performance, and work towards
achieving internal and external
consensus by incorporating the
perspectives from outside of
company (If needed).

STEP3 “Identify and define range of scenarios™

[F fglobal average surface fr 1
C)

+ Nationally determined
cantributions (NDCs) for sach

county are 3-4°C increase levels.

0 ] " + Partly pressedby investors and communies, the

| 2°CScenarie NGy SACtor Stans 1o set targets and drive |ow-

] 1 carbon and carbon-free actions.

i
) ‘ : : -
2000 2050 2100
P — o ; o T
Faress s

a1

i N 1 BN

Consider society in 2040 with two scenarios of climate change thatare highly uncertain,

The temperature will
uuuuuuuuuuuuu

Tha temperature
will rige 0.34.7°C
above pre-
| industrial levels, If
sirict measures ars
B taken,

) R s ) 2 @) E [ |
STEP[3 “Identify and define range of scenarios -
IEA’s and Other p based on
2040
(2014} Werkd lnysals aheadin the | Word 40 years anead in the Eris
) R T )
Carbon
carbon
- pricing/ v
Jriced | emission A e $1401 (US) L n eoae
rights Wrading hm
Fossil fuel coat: 5 781 coa $708% Coal 37TR + IEA ETF 2016
o prices. Gas Sd.divon (Us) Gas $7.480MoM (US) Gas: 35 AWMbiU (US) {408 20%)
emissions
== ""."L'W"“"' Bty s 7288 Peulingcak B.6-7.1
policies” e - A ey - IEA WEOZNIE
&= exorurd o 6277 onrse e 6277 153, st
wsr yenti

Cos themal 1,713 1 076

coa
Energy TR - Goal meemat: 153 TWh (%)
Changesin | oulputby Sastemal 196170 - !.‘ﬂl}Tw\ o s 958 vz | /L VEDANIE

energy mix source (=]
Fenewanie: 2, 560 Twn (54%)
WS e BTOTAN g bt -
Sproadof | |
renewabie

Coal themalwin 5. 84% | g4 ETP 2018
WA e (208

P
andenergy- | sy Gastnemal win CCS: 18% | (205}

saving
technalogies

7

STEP |3 “Identify and define range of scenarios” [ 2 ) 4 05 [oerain) ) 2°C)
In the 4°C scenario, the world will see an increased share of renewable energy, while
the Company will continue following the present path towards further expansion

! Aumll vuhv!vﬂuﬂlwurd Iww-cwbw- ociety

nnnnnnnnnnnn for pewer gererain ey « Seacy cr sightly i
m,m of corbeen o by 20 e

e\ increased entries in the IPF and PPS.
markets

Arise in material costs [Pt A worldwide increase in

b + Mate PP ) FRSS 0 SO egans slectricity demand

 bureased deerdor cosl
9 The portfolio wll remain onan
. extension of the present path

T
i o
o, a2 1t akatrcity domand il

~ Advanced countries il see 5
e miand for coal and

adap
il ewslu autie e-\@'m
¥ The,

anergy sl.al:-i mdon o
"5 wit vt become carenon. poner tadures
Depariure from centraiized
@ e
asnatnes
~ Spread ol deceniraized nd SeF-povier generalion
While p the pr ty plan
(BCP) to respondto physical risks
Encourageactive dis dialogue to secure reputation

=]

be chosen?

-

What kind of scenarios should

Source: Practical guide for Scenario Analysis in line with the TCFD recommendations 2nd edition (example of ITOCHU Corporation)
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[How to Define Scenario Groups]
Analyze the business impact of high-risk key lending by sector

. How to Define Scenario Groups

|
I I
®Real estate | 3-1
I I
I I
—_— 't | S 5 Force Creating a i
LA / g - Analysis world view : .
Evaluation @ Enetgy | collection Consider the risks Based on 5 Force I B_usmess
Assess risks and : Develop a dataset of and opportunities Analysis, create a I > impact
opportunities in high- | future projections of faced by stakeholders punch picture that 1 assessment
risk key lending | sectoral climate in each sector and gives a bird's eye 1
sectors 1 change impacts from the actions to be view of the world for 1
| IEA and other reliabl taken each scenario. |
: scientific parameter: 1
|
® TranspoF:a_\fl!bn
i ® ® L I
o “‘“ ........... I
L——F";————————————————“h‘————————————————..—..'-.:—‘
oo P BB OTY| | gotmoEs : BT s e
SHYA Tl -k = ceweaw N £ -5 Teru-an
HHL REHOLL X —FRGENLFHSLBESNET "’“‘“”’“"*‘“‘“ﬁﬁﬁ‘f},”’g;"ﬁ””“@f;igﬁ @) B BRHC ST SERRRHOER. BE LI F-DBAFBRENS

- EPRARE) BRERLOROOTA SR R
BRALR
FBER R AR L RSBIENELO0. WER
D boozmR AR L

BERROBELAT
RFOAR

FRRCIT WA

EETTE RO E 2050 RO
"ADCOIBERR
% [kg.CO2kWN]

an

antee) a8

20258 030

2308 0

5% 010 !

B 008 I

| i 5
. 8 5. 8
iy Mo 000 (MFHE : Y, REIZPHFLRTS
H L
TR amane || B o J xsel:::y':::mlu; iR
- - 3 3 (- SEOWR-
i DO L A i
Enor—ses nw |

I
i
|
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[Stagel: Choose scenarios]
Choose a number of scenarios with different temperature targets, including “lower
than 20C”

[Forecast of global averages surface temperature]
(Difference from the 1986-2005 average)

4°C scenario:

6 : | ' : ' : : ' : The temperature will rise 3.2-5.4°C
} - |above pre-industrial levels, unless
more rigorous measures are taken.

y -~ |2°C scenario:

The temperature will rise 0.9-2.3°C
2 - [ |above pre-industrial levels, if strict
measures are taken.

' (Reference) 1.5°C scenario: !
'The temperature will rise less than i
11.5°C above pre-industrial levels with

! high probability, if fundamental
2000 2030 2050 2100 isystem Transition is achieved

e o o o = = = = = = = = - - - = - - - - - - - - - - - - - - ————

Almost the same temperature changes would occur in the 2°C and Scenario analysis in the TCFD
4°C scenarios by 2030. recommendations indicates applying
Differences between scenarios widen in the years after 2030. multiple temperature scenarios including

under 2°C scenario
Sources: AR5 SYR Chart SPM.6, "ETP2017," UNEP, "The Emission Gap Report 2015, Global Warming of 1.5°C (IPCC).
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[Step 2: Obtain forecast information on parameters (variables)]
Obtain forecast information on parameters and identify the effects to the company
in further detail

List of Risks and Opportunities

Parameters list

2 Propcsalof mportant tems Configured R
3 gr:{;’ Subdassification Risk Opportunity Importance (object of analysis) Parameter Before 2030 2040 and later Befare 2030 2040 and later
i P i (2030) (2040)
Changesin customer |- ncreased demand fornon-oss fuels reduces sl of onventional enrgy o ndiiduas B e e ——— " (2030) (2040) Developed Countries: 100 | Developed Countries: 140
-Sales volume decreases due to energy conversion and reeneration shif ) by corporate custormers. " " et pan: None
behavior sles volume & due o enerey converson and reneration it (RE 100, etc) by corporate cusor demand for rencuatle energy and distributed energy ang | -ATEE e (1) Carbon tax Overseas:Some JapaniN/A Japan:N/A usD/t usDA
-there is a growing trend to avoid procuring energy from utlteswith high grd power emision factors increased environmental awareness EU:33 USD/t EU:43 USD/t Developing countries: 75 | Developing countries: 75
4 . ti diffcult tosecure land for new development projects from the viewpoint of advers efects on the constem o oot
& | > : orolects
S eputation Renutation from investorg CCOTRES duesment from il and cod, reduce the vala s e, and ring KTt rates ke R it 0 new - nuesor appreciaton o advanced clmate change {2) Energy consumption 200 200 (2050) (2010
g estors disclosures (base year) Global 2014
- divestment_undermines company valuations and undermines share prices. per unit of building rate of 6% rateof 21% rateof 7%
litigationrisk - Lack of information disclosure on climate change and investment in high GHG emissions projects are met with opposition an - AdiressingGHG | (3)Gridpower emision j:::f;;lg (2030) (2040) (2030) (2040)
lgaton by nvestors an resuting in response costs :
emission factor 0.48 kg CO2/KWh 0.31 kg CO2/kwh 0.29 kg CO2/kwh 0.19 kg CO2/kWh
Watershortagesand |- additonal nsalation of water-saung cquipment atstes s requied regulations
drought - vater and roundvatr prces a production stesoar - Small ey (2020) (2040) (2020) (2040)
-Broguction s sopped due o uater thortages_sad resictons on witer ke implementationof | (pe ear) 2014 Totalfloorareaof ZE8 | Totalfloorareaof ZEB | Total floor areaof ZEB | Total floor area of ZEB
cling due. ZEB/ZEH (government Il
0 Billionm2 5 Billionm2 1Billionm2
Extremely high or low temperatures il resul in loss due to faclity closures and a reduction in production utilsation. target)
Chronic ~arise in average temperature would reduce the energy demand for heating +demand for air conditioning in summer increases and
Temperature variation |- Higher temperatures will worsen working conditions for outdoor workers, resulting in shorter working hoursand costs for | power consumption increases Small (5) Rent increase o
messures against. heat stroke Changesin decrease due to .
p In order to maintain comfort levels in plants and offices, it is necessary to strengthen the operation of air conditioners and customer behavior amimrTETE) A4d%increaseinrent | N/A N/A N/A N/A
H increase the number of fcites performance
3 " . :
g Sea level rise Risazier -
- Costs will be added for equipment investment in response_to storm surges and sealevel rises at storage facilities (base year) (2030)
Fl mount N/A N/A N/A
o ; . > (6)Fload domageamaunt | | 5150 o i/ i %
Requirs capital mvestment.to improve disaste prevetion performance
L +It s necessary to doubletrack the supply chain in order to improve the resilience against the interruption of physical (7) Changes in flood. (base year) N/A (2040) Flood occurrence NA (2040) Flood occurrence
Intensification of extreme gisibution _ (i frequency 2019 frequency of about 4 times frequency of about 2 times
Acute | o ther rge
- Receiving bases and power plants in coastal areas are damaged by storm surges and floods, and operations are suspended Intensification of (2100) Observations are
-fising raw materia procurement coss dueto adverse sea conditions extreme weather
-igher premiums and o incressed natura disstes (8) Occurrence of (baseyear) NA highlyuncertainandthe | )\ N/A
typhoons and cyclones | Japan: 2016 number of typhoons per
yearis uncertain
(9)Sea level rise ‘Zzaf;“”] (2030)0.18m (2040)0.25m (2030/0.1m (2040)0.15m

It is important to obtain objective forecast information on parameters from external sources

World Energy
Outlook

2019

Scenario Report
(IEA WEO, IEA ETP (Energy Technology
Perspectives) etc.)

External reports
(Industry-specific reports, academic
papers, etc.)

Climate Change Impact
Assessment Tools
(Physical Risk Map, Hazard Map, etc.)

Source: Practical guide for Scenario Analysis in line with the TCFD recommendations 2nd edition (example of Chiyoda Corporation)
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[Organizing the world view with stakeholder awareness]
Based on future information, clarify the world view surrounding the company

I:l : What YouNeedto Do toAddress Risk

2 ° C wo rld View @ 20505 (exam ple) :What you need to doto getthe opportunity
_ _ _ Ener ____________________________|;|
/ \ 4

N

I New entrant I Government
| » Entry of companies involved in renewable energy such as > Promote the introdu_ctiqn of
I Seller solar and wind power generation Buyer(customer) carblon taxes and emissions
(Suppliers) > Increasing price | trading, and set high carbon
I i Strengthening cooperation (Alliances, M & As, etc.) "— competitiveness of energy | | taxes and carbon prices
I |> promote the development of 7 with low environmental I » An ambitious carbon emissions
|| renewable energy impact and decreasing I target may be set and fossil fuel
| |> Acarbon tax is imposed on raw Industry/Company N dema;:d rlelatej fto fT?cS”sl I rojects may not be licensed
; ; i Fossil fuels and fossil fuel-
I materials used in production »  Higher carbon taxes and carbon prices on operating derived electrici » Incentives and subsidies for
I facilities, resulting in additional costs increase sales prices and reduce price cs:\s/jm et?ocr:nizltk\w/ouseholds | renewable energy are increased
costs competitiveness, resulting in lower sales decreas:s 25 aWareness | and established
I > Carbon tax increases the cost | | »  Fossil fuel demand declines and market prices decline increases | > Stricter emission regulations for
| of producing fossil fuels and as demand for renewable energy increases > Lower demand for fuel for |1 gasoline, diesel and other
| flecltricity derived from fossil High carbon taxes .and high car'bon pri§es make passenger cars due to engine-powered vehicles will
I uels _ busme_sses unprofitable, reducing profit margins and lower demand for engine- affect fuel demand.
I stranding assets powered vehicles :
»  The external pressure of decarbonization is strong,
| requiring product and technology development and rew of the busl |
[ capital investment to reduce environmental impact. Rev'e:‘fty‘ v ertfuT'lness I
entity's portfolio
| . : . }
Secure suppliers using raw materials Review of the business entity's portfolio |
| and equipment with low - —— Investment in re leenergy | | |
[ environmental impact lnvftmgggm,renewabié energy projects ojects I Prompt access to policy information
I 4 Cooperation with the Government
|
| ; Strengthening of cooperation I i -
I Substitute (Alliances, M & A) Lobbying for a new policy
> Increase demand for renewable energy |
| In the renewable energy business
l Investment in renewable Strengthening of cooperation I securing subsidies
energy projects (Alliances, M & A)

e Yt _ . ___7 N\ J

N\
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2-4. Evaluate Qualitative Business Impact



[business impact assessment]
Presenting the 2 ° C and 4 °C world views of priority sectors and analyzing their impacts from

both a risk and opportunity perspective

World View and Impact Analysis by Scenario

[2 ° C/4 ° C world view] [Sectoral impact analysis]

POR_ BISCURSION

= [BITRUERECHOSIETH) 20 WaFlER (14)] DPRAFT
:l?:mm:,!;:!;?““z\w—’? FHliEE &I, FREEXD/NREECRELEL “PrRrES ey
ARSI 2 (ETRURR 3 WA wﬂ T —— !“ *no!;ltmw
. R ﬁﬁlﬁﬁ e ,xﬂl EE=E BN |Ist T — i"m_ - o | 5
Analyzing the impact of s ® < —— e
key segments based on Py N i Ml s R e ld ] -
Ao Al o the world view of each A ;s -
< bl egresm ,Qb e, =] pa rameter sf Lt ] | BEReS e e B ’Dzeuusrl s
Tawder (1o - p e g - e
Al - - e ﬂ o mee | R i®"‘.-""”‘;»=¥£"' .,.x I = am %:znzgm‘wslw;euq;uv
' i 5 : #FEF | m moaE
E] GHGERER

| 1\\ustrat\\' i

AP L T - L ] - - - -
e |-

Y TR R T 2N T TP, T
iy
MR e BT b
EW | mEANIN BN LTET, B _ ol

i | f= ey ..

ol - T AT TS L ARGHCIR 1
’I'!'bil'l'fl L R Tt S

b DD S T HTRIEILL. AorolE R 3

| B pen iR e

#3) 2'C2
BHOHER<EY . ZEHT R EM. 7)
Hekxh ABAT E—A. iﬂﬂﬂfﬂﬂﬂ.hl

HERTITAD (AU A LT a0 200 L

- " é ‘: '*_l. 3 lanided o & 2020, Far imlarmaion, contact Delate Touche TohmatsuLLG.
W & - --7\ PRI IEIFJ."\SI'MU;_PE“'J-'/LL. ED.‘ARI'ED?DR'C!* ' "
i“sittm | (R a Qualitatively describe the magnitude of risks and

Set up a world view . opportunities in key sectors

Objectives and framework

The

Note: Specific cases are introduced in scenario analysis practice

cases.
Ensuring consistency with ' |
macroeconomic scenarios o w=e
pUbIIShed by authorities NGFS CLIMATE SCENARIOS for central banks and supervisors (June 2020)
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[Financial Impact]

The TCFD recommendations present the scope of climate-related risks and opportunities, and

the financial impacts to be disclosed

Climate-Related Risks, Opportunities, and Financial Impacts

Transition Risks

~

~

Policy and Legal

-
A

~
J

-
A

Risks J Opportunities

~
J

Technology >
/

A4 A4

Market

e
.

~
J

Reputation

Strateqgic Planning
Risk Management

Vs
(S

\%

Physical Risks

Financial Impact

~

Acute

-

~

Chronic

N\ [

Revenues
L Income

( _ [ Statement
Expenditures

Source: prepared by the Ministry of Environment based on the Task Force on Climate-related Financial Disclosures, “Final Report - Recommendations of the Task Force on Climate-

related Financial Disclosures”, 2017. p.8
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Financial Impact

Cash Flow
Statement

~

Opportunities

Resource Efficiency

Energy Source

Products / Services

Markets

Resilience

Assets &
Liabilities

\

Capital &
Financing

|




[assessment of business impact]
Assess how changes in each scenario will affect suppliers

Ma_tter to be Point of discussion
discussed
Each of these scenarios represents the v' Consider strategic options for your company based on a scenario view of the

strategic and financial position of an world . . . . ..
organization and evaluation of potential (In some cases, the relative comparison of multiple adaptation strategies in

impacts each scenario)

Output image

2 ° Cscenario Influencing factor R ———— Impact on the
Future assumptions and background (Parameter) P &Y bank

- Taxes on electricity "
Carbon tax £ Intr?dualon and ’)[ Carbon tax derived from fossil fuels operating co:
carbon price xpansion of carbon tax]

==

Taxes on fuel and Decline in

electricity production competitiveness due to Increase in expenses
equipment higher selling prices
Potential

downgrade in credi
quality

P
formulation of
intemational

Addressing GHG
mission regulations:

<Qualitative assessment of

Transition/physical risk>

v' Parameter changes in the 2 °© C/4 °
C scenarios are identified and the
associated project impact on the
sector from which loans and

[Carbon emission
red uction target

Unableto approve rew)_ > Power plant stranded
projects

assets, etc. Decrease in

expenses

Advancement in
development of
renewable energy power|
source

Expansion of investment
IP ro motion of renewable] n low carbon technology]
energy
 Abolition of Subsidies fol
Fossil Fuel Business)

Energy mix Increase in new entrants Decline in earnings

Possibility of an

. g shareof fossi fuels in of renewable energy IR GEIE LT upward revision of
investments are made. e companis e irct qulty
v" Formulate a flow chart of the effects Expanson of Subsidies
and Preferential Policies Renewable

Increase in revenue

of investments and loans on your
bank businesses (qualitative

for EV Conversion

Decline in sales of
fossil fuel business

0 increasing demand
H

A Decrease i sales of

gasoline and diesel

assessment). v
Number of units sold Deterioration in
Promotion of For vehicles equipped ROE
decarbonization among with engines
corporate customers
Customer Raising awareness of
. ifi i ; behaviourel change JICHtE inthe case ofndvicl] /[ Houschold cansumpion oelne i et o
Note: Specific cases are introduced in customers o nergy deed rom pecine n ectiity e from fse fuck ot
H H : demand from fossil fuels sales from fossil fuels
Raising awareness of lo fossil fuels
scenario anaIyS|s practice cases. o
Climatic *Industry and the bank impacts are minor
intensification compared to 4 ° C, but costs of responding to

physical risk are assumed to be constant
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2-5. Quantitative assessment of transition risk
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Analysis of Stranded Asset



[Positioning of stranding trial calculation analysis]
In this analysis, future power supply composition, etc. were quantified using an analytical model.
The results of the analysis can be used as interactive material for electric power companies future business

models.

Positioning of stranding trial calculation analysis

Project Impact Assessment Step for the .
Power Sector Analysis Method (Example)

r/=—=-=-=-=-==-=-========= I

l B Analysis of sales loss caused by stranding of existing thermal |

| power plants at target banks I

_ I 2 :

Understanding the future | Predicting future power supply configuration I
|

of the power sector Projections of future utilization rate of thermal power plants

In this stranding trial analysis
Performed using an energy analysis model

Dialogue with electric power B Analyzes and estimates the future business portfolios of
the electric power companies to be invested in or
financed based on the future business plans prepared by

companies on future business
strategies (engagement) electric power companies or the results of model analysis
and impact prediction by banks.
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[Method for analysis of stranding calculation]

The transition risk in the power sector includes stranding assets in thermal power generation. Perform a trial
run analysis using the future operating rates optimized by the energy analysis model

Conversion of thermal power generation facilities
to stranded assets
(TWh)

°
xX

6 Reduction of

thermal power
generation by
standing assets

e

L ING
. Coal

. Petroleum

I S
Current Future
Current capacity Future capacity utilization
utilization rate is about rate will decrease due to an
80% (coal-fired thermal increase in renewable
power) energy.

Method for analyzing stranded assets

B Based on the following concept, we calculated the
business impact of reduced operating rates of
stranded power generation facilities at each electric
power company, and conducted an analysis of
stranded power generation facilities.

A Power generation for stranding * 1 * Power
price * 2

*1: (1) Future energy analysis model
Estimate the amount of electricity generated
@ The baseline power generation is based on the
operating rate of (1).
(coal: 80%, LNG: 80%, petroleum:
50%)
*2: Current thermal power generation price (coal: 12.3
yen/kWh,
LNG: ¥13.7/kWh, Oil: ¥37.0/kWh)

Source: Agency for Natural Resources and Energy (2015) "Report on verification of power generation costs, etc. to the long-term energy supply-demand outlook subcommittee”
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[energy analysis models: about]

The tool leverages the "TIMES" being developed at the IEA's ETSAP. It is possible to calculate the most
economically rational future power supply structure, etc., taking into account the reenergy potential and
system constraints.

TIMES Overview

B A program to analyze the long-term energy situation under development at ETSAP * 3 of IEA * 2
TIMES * 1 » Used in analysis of long-term energy scenarios of the IEA and governments

W"HEES > By inputting future energy demand and technical data on energy supply and transportation facilities, the most economically
rational combination of technologies (Power supply configuration, etc.) is output as a solution.

What do you input? What can you analyze?

Input of various energy-related information quantitatively predict and analyze the world
B renewable energy potential information view of the future energy structure (From 2030)
» CAPEX/OPEX B Power supply composition ratio
» sunshine and wind conditions ®m Demand for system maintenance
m Information on existing thermal and nuclear m  Power Cost Benefit Orders
power plants - m  Demand for storage batteries and hydrogen
B Cost and technical specifications of systems, calgtlljlgm;ievc\lrith B Penetration rate of ZEV, etc.
storage and hydrogen o
B Demographic trends, passenger and logistics (GHG reductions
information, etc. cost minimization, S
etc ) VEHHEFSHD

(RHEEHENEWN) . °
W os Bon Mine - FEh MEsEs e

- ===; == ==
- / ,
S e
p s %
o / /
5 / -
/ ”
) S
/ /
/
/ /

12000
T Rt —— I I (O
8000
6000

4000

2000
0

2015 2030 2050 2050 2050
Eeo2) (Rl @B+
2202 BAR)

*1: The Integrated MARKAL EFOM System  *2: International Energy Agency (International Energy Agency) *3: Energy Technology System Analysis Program (Energy Technology Systems Analysis
Programme)
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[Energy Analysis Model: Input Information]
Input based on various published values

Prerequisites for Analytical Models (Examples)

Prerequisites

Figures published by the Ministry of Economy, Trade and Industry are used.

Cost of fuel Figures published by the IEA, the Ministry of Economy, Trade and Industry, and NEDO are
procurement used.

Equipment capacit Expansion of optimal power sources in response to increased energy demand, based on a
quip pacity comparison of cost effectiveness up to 2050

Electric power
generation @ (elaAtid| RN elg i Historical figures of the Agency for Natural Resources and Energy "power survey statistics"
rate are used, and seasonal variations are taken into consideration.

CCS Cost Use IEA Published Values

Prerequisites for
decommissioning Assuming decommissioning after 60 years of operation (No New)
nuclear reactors

System capacity Considering the system capacity of the substation to the primary substation

lT_ransmission Eg/;’ccem expansion Use Published Values for OCCTO
ine

Storage battery

ntroduction cost Figures published by the Ministry of Economy, Trade and Industry are used.

Electric power | Electric power Industry: Proposed at 1% per annum; Business, Assumptions, Transport: Calculated by
demand demand simulation
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[energy analysis models: configuration scenarios]
There are two scenarios for analyzing stranded assets.

4°C

Greenhouse gas reduction rate * 26% (2030)

Line expansion Yes

ehicle charging pattern * * optimisation

2°C

Greenhouse gas reduction rate * 80%

Line expansion Yes

ehicle charging pattern * * Optimisation

*By 2050 compared to 2013

45



[ (Reference) Current power configuration]
Current Power Supply Configurations by Power Company

Current power configuration (Amount of power generated)

X% is the ratio of thermal power generation

67.4% 74.7% . 50.7%

0.9%

90.0%

80.0%

70.0%

60.0%

50.0%

30.0%

20.0%

10.0%

0.0%

Hokkaido  Tohoku Tokyo Chubu Hokuriku Kansai Chugoku  Sikoku Kyusyu Okinawa

mOil mCoal mGas mNuclear mPump mWind mOther renewables mOthers

Source: OCCTO (2020) "Annual Report of Organization Promoting Wide-Area Operations"
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Analysis Approach of the Financial Impact of
transition risk



[Purpose of Financial Statement Analysis of transition risk]
Financial institutions’ TCFD approach generally requires financial statement analysis of the impact on cost of
credit through engagement with borrowers and use of scenarios

Purpose of Financial Statement Analysis of transition risk

Loan and investment
partners
engagement

Climate change
scenario
impact analysis on the
cost of credit

48

Quantitative analysis of business impacts in advance under certain scenarios, due to
climate change and regulatory impacts

Evaluating the strategies of the borrower based on the results of this analysis, and
holding dialogues with the borrower based on this evaluation to mitigate the risk of
climate change in the bank’s portfolio and (By expanding opportunities for borrowers)
increase the value of the bank’s portfolio

Assess the impact on the cost of credit (Accounting allowance for loan losses/EL, UL,
etc. for risk management) of the bank’s portfolio under different climate change
scenarios

Assess the bank's financial soundness (Amount of current assets held and capital
adequacy) in response to the actualization of climate change risks, and reflect this in
risk appetite - management plan



[Examples of Quantitative Analysis of transition risk]
Disclosure by the three megabanks on transition risks

Examples of Quantitative Analysis of transition risk

MUFG (HP October 2020 update)

MIZUHO (TCFD Report May 2020)

SMFG (TCFD Report August 2020)

Sector Two sectors of energy and utilities "Power Utilities" and "QOil, gas and Analyzed carbon-related assets as
defined as carbon-related assets in coal" sectors (Domestic operations) defined by TCFD (energy utility)
the TCFD recommendations are
analyzed
Scenari | Assuming "Sustainable Development | « IEA SDS/NPS Scenario Policy scenario released by IEA
o] Scenarios (2 °© C (Less than) « Analysis is made in 2 ways: (International Energy Agency)
Scenario)" and "New Policy Scenario without changing the current (Stated Policies Scenario), 2 ° C
(4 ° C Scenario)" published by the business structure (Static scenario (Sustainable Development
International Energy Agency Scenario) and with changing the Scenario), etc.
(International Energy Agency IEA), business structure (Dynamic
the scenario is mainly 2 © C (Less Scenario).
than).
Main « Analyzes the impact of each 1. Qualitative assessment and By considering the impact on credit
analytic scenario on credit ratings and the analysis of transition risk and risk for each sector from changes in
al financial impact of the sector's physical risk for each sector resource prices and demand, such as
method overall credit portfolio 2. The analysis target was crude oil, natural gas, and power
S « Reflecting costs such as determined for transition risk and | generation costs, which are expected
investment in renewable energy physical risk. under each scenario, and reflecting
and carbon tax necessary to 3. Analyze the impact on cost of this in the stress test model, the total
realize a world below 2 ° C credit by setting up scenarios credit costs expected to be incurred
according to what is being by 2050 were estimated.
analyzed
Quantita | Transition risk (Total energy and [Credit costs through 2050] [Total credit cost]
tive utility sectors): approx. 1 billion yen Increase of approximately 120 billion | In 2050, it is expected to increase by
analysis | ~ 9 billion yen per fiscal year yen (Dynamic Scenario) to 310 billion | about 2 billion yen ~ 10 billion yen
results yen(Static Scenario) per fiscal year.
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. . . aps . Fi ial Sector Specifi
[Procedure for quantitative analysis of transition risk]

For important sectors with transition risk, the impact on cost of credit will be estimated based
on the results of future financial statement analysis (Estimation of BS and PL)

Steps of quantitative analysis of transition risk

Identifying key sectors & Project future financial statement Estimation of the impact

Select Scenario (Estimation of BS and PL) on cost of credit

T Estimate the effects of climate change
on the cost of credit (EL and UL for
credit risk management and loan-loss
provisions for accounting purposes) of
the sample company from estimates
of financial statements at future time
points
(For EL and UL)
o Estimate financial indicators
to be used in scoring models
o Estimate the Company's
future internal ratings based
on the financial indicators
o Estimate the EL and UL based
on the internal rating and
estimate the impact of the
cost of credit of the sample
company

* Qualitative scenario analysis assesses |\ [ « Sample companies from key sectors I
the importance of each sector and
identifies sectors with high transition l  Estimate the financial statements of I
risks impacts the sample company at future time

+ Selected scenarios, such as the IEA points (2040 ~ 2050) under the
Sustainable Development Scenario scenario
(Sustainable Development Scenario),
related to chosen key sectors

|

| I
| |
: % Apply the idea of the main analytical :
elements obtained in the sample

I company to other companies in the l
I same sector and use it for credit cost |
| measurement (estimate the impact on |
I the credit cost of companies in the :
| I
| |
| I
| |
\ |

.
|
|
|
|
|
|
|
|
|
|
sector). |
|
|
|
|

N e e e e e e e e e - \ /7

Section 2 Section 3
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[Concept of Financial Impact of transition risk]
The EIOPA's 2020/12 publication "Sensitivity analysis of climate-change related transition
risks" states that the concept of PL impact analysis is as follows

51

4 2

3 1

Net profits = (Production volume * Prices) — Costs of Goods Sold — OPex — (Taxes + Interesis)

for such goods. A delayed transition, as it would increase the
costs bared by carbon-intensive industries, would likely
deepen this effect.

R EAHEIT DD, ZDOREAIRFE DAIEEMEN D Y F I,

# R =59 JR>Z
How could transition risks impact sectoral profits? Indicators needed to quantify
the impact
Increased cost|Under a transition scenario, the implementation of a carbon |27 U X &2 O Et 7+ U F Tld. REENA (RFER{EAIT S |- Production
of emitting tax will cut the margin of carbon intensive industries FNENT ) EEOHMZS L. REFOFEZE(C L VUBEHEIZEEM) [- Carbon intensity of production
CcoO2: proportionally to their emissions. Under a “too late, too L CTHIRES AL E J, - Carbon tax
@D sudden” scenario, carbon prices would need to be higher CO2HIiE&Z=rmIR & L7727 U A+ D 5 B “too late, too sudden” d
than under a “smooth” transition scenario, in order to foster a|s- 2= U & <Tlk. CO 2 HEH EHIR D EAL & HY W B 9 3flask 745 [3] 4R
quick decrease in emissions. HAREET D /- sH (T, ERIEMAE (FBL) (X"smooth”sfEiTs 3 U #*
SV EELEDIEMNBEIMNE T,
Increased cost|During a low carbon transition, carbon intensive goods will 1RRZFJm~DEAITHR, REFRENE OESEIX. BEEZEBEH 3 X F /Y |- Prices of production inputs
of production [increase in prices due to pass-through of direct emissions RRIL—ICEVMENERLFET, LA >T. ZD K SAaEx
inputs: costs. Industries using such carbon intensive goods as FENBE oM E EERAYME L TEMRAT DEZR IIEZELSZ T
@ production inputs will thus be impacted. Ecas
Additional Under a transition scenario, significant capital expenditures [T U F Tl BERFBFEN~DZEFEOEMBTREIC L V. & |- CAPEX
depreciation in low-carbon technologies will increase companies’ annual |ZEOERBMEINZE (BXZERHICEEND) HHEINL £F, F |- R&D expenditures
costs and depreciation costs (included in Operating Expenses). R&D HA B BB AT /72D ICHENOREMAZIRET 2 50FEHAH S |- All other OPEX
® |R&D expenditures will also likely increase in the short-term as o>, WIRBEIFEE G AEHIR IS IZIEIN I D RIEEME A W E I,
expenditures: |[deployment of new technologies will have to be expedited to
meet the unanticipated demand.
Changes in Companies’ revenues will be affected through a change in IEHEDOUNEE (F. (S & THBRBEOFEZDZEALIC L > TR Z (T |- Production
revenues: prices and consumer demand: As they become increasingly |9, £ AX FA&E< A D IO T, REEMNE o@D |- Prices
costly to produce, prices of carbon intensive goods will likely |82 EF L. HEHFIZFZT DL S LEBRDOEFEAE L = 2 AlFE
@ increase, and consumers will, in turn, decrease their demand|%A%3 U £ 9, BITHEIN D & REEMNAIEE N EIBI S O

Source: ACRN Journal of Finance and Risk Perspectives "Factoring transition risks into regulatory stress-tests" (2019/12)




[Concept of Financial Impact of transition risk]
The Ministry of the Environment guidelines consider the impact of income statements (PL), focusing on changes
in the cost of raw materials procurement (fuel cost) due to climate change and changes in carbon taxes

Example of the concept of financial impact (P/L) of transition risks (2) Ministry of the Environment guidelines

[Stage1: Identify potential financial indicators affected by risks and opportunities] [Stage2: Consider calculation formula and estimate financial impact] _
Identify which financial indicators of P/L and B/S are affected by risks and opportunities Consider calculation formula for financial indicator that can be estimated, then estimate the

financial impact based on internal information
éange in operating reven@

( Change in raw material \ / ‘_\ EHEE (S
affected by climate change procurement costs . \ﬂ‘a@ Change in raw material Q

due to climate change Change in perating revenues procurement costs

affected by climate change due to climate change

Decline in demand rat Costof steels x Price hike rate
Revenue/Profit Sele i ETand fSie : (Yen/Year) of steels
for plant due to E
Etc. / of plant

(Yen/Year) tightening regulations . Et(y

%)
4 A

e e b Fluctuation of carbon tax
Revenue/Profit )%y due to the expansion B
of CCUS (%) of CCUS market
(%)

Increased sales due to
the expansion of CCUS market

Price hike of

steels

\.

Decline in demand : ( Fluctuation of carbon tax \
for plants due to [
tightening regulations

Burden of collecting

carbon tax for
Scope 1 and 2 emission

Etc.
Damage of physical risk

SGZT_E 2 Carbon tax for Scope
1,2 GHG emissions

emissions :
Etc./ (02) (Yent-CO2)

\.

)
S

Materiality assessment of risks
(STEP2)

Risks: Opporturities Impact on businesses 4 Damage of physical risks

Major’
Class Minor
ificati | Classification

Increased cost of damage

28

Consideration - Risks Increased rate of
damage costdue
to increased frequency

of flood (%)

due to increase
frequency of flood

. Etc.
income | \_ J
| Itis crucial to differentiate “Profit” and “Cost” at first (as Fluctuation of profit x Profit ratio = D -+« Business impact
" Fluctuation of profit, which also indicates that the impact can be largely different.)

Damage cost of flood
in the past financial
year (Yen/Year)

on

Each country's
Trans| COZ emission Tightening regulations affects ordsring fossil
ition |target,/Policies r:t" ‘fuel-delivered plants, which resultsin
Risks| (Subsidies affecting PL. g

included)

- - Businessimpact

o

A
e e —————

+ + Intemnal information to use (Example) N e e o e

A

Net income

icj

Source: Ministry of the Environment "Practical guide for Scenario Analysis in line with the TCFD recommendations 3rd edition"
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[Estimation step of future financial statement impact]
Although there is no standerized approach at present, a phased analysis of financial statements based on public
information, mainly on carbon tax scenarios, is assumed depending on the status of data held.

Estimation step of future financial statement impact

= Reflect only 2 °© C scenario carbon tax
= (Calculated by multiplying the current CO2 emissions (Scope 1, 2) by the carbon tax scenario

Step1 = Assuming that only the burden of the carbon tax will change and that the amount of debt

. financing
Carbon tax scenario and cash outflow will increase accordingly
Reflect = PL items (income and expenses) and BS items (Assets and Liabilities) other than carbon tax are
assumed to be constant
->Analyzing the financial impact of strengthened regulations under the assumption that
the current situation will continue
(Unrealistic assumptions that do not take corporate responses into account)

Step2 = Reflects assumptions about changes in corporate responses to each scenario e.g., energy mix
In response to changes in

in the power industry, EV Ratio in the Automobile Industry etc.

corporate responsiveness
Reflection of carbon tax ->Analysis of changes in the financial impact of a decrease in the carbon tax
scenarios (Assuming no change in the market environment, such as total demand and unit
costs of materials and fuel)

= Reflects assumptions for changes in sales (aggregate demand), material costs, etc. acc
to each scenario
(Example) Forecast of Electricity Demand and Crude Qil Prices in the Electric Power

Steps Industry auto sales forecasts for the auto industry etc.
Total demand and unit price

reflection of scenario

uonewnss AQq apew aq 0] pawnssy
uonewJojul o1ignd uo paseq Ajpbuie

->Financial impacts of changes in the market environment in response to climate ¢
scenarios Analyze Changes

To enable discussions on the actual status of obligors by clarifying issues and interpreting and detailing publicly available information
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[Step 1 Reflection of carbon tax scenario]

First, the impact introducting a carbon tax is calculated assuming that current revenues, costs, assets and CO2

(GHG) emissions remain the same

Reflection of Impact on Future Financial Statements Image

Step 1 Reflection of Carbon Tax Scenario

Revenue Expenses Revenue Expenses
Net Profit Carbon Tax
Net Loss
Tllustrate the net loss
situation T
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Current
Assets

Current
Assets

Current
Liabilities

Current
Liabilities

Fixed
Assets

Fixed
Assets

Fixed \\
Liabilities

Capital

Stock . :
N Fixed
Capital Liabilities
Surplus s

Retained
«— Assuming Earnings
that the
carbon tax

burden in the
event of a net
loss is
covered by
current

liabilities Capital Stock



[Step 2 Reflecting carbon tax scenarios adjusted to changes in business structure]

Next, the impact of the carbon tax scenario is adjusted to changes in business structure (Renewable energy
ratio in the electric power industry, EV ratio in the automobile industry, and new capital investment, etc.)

Image of Reflecting the Impact of Future Financial Statements
Step 2 Reflecting the Carbon Tax Scenario Adjusted to Changes in Business Structure

Current Current 7T Current ~  Current

Revenue Expenses Revenue Expenses Assets Liabilities Assets Liabilities

Fixed
Liabilities

Fixed
Liabilities

|
Disposal —
pepreciation and Depreciation and h3a Q
. (Increase in CO2 apita 7
Net Profit reduction assets) StI(D)Ck @ g & %
322
Carbon Tax : 559 :
Capital Qb Capital Stock
Surplus C2> @ o
Net Profit = - : 29 New Capital
Retained a2l Investment SurF|)3Ius
Earnings s 2 for CO2
v 8 3 Cutback _
g Assets Retained

« New investments are made to change the product mix, and by changing the
product mix, CO2 emissions and carbon taxes are reduced.

Earnings

Old

Assets
.. : . ) 3 (Before CO2
« However, depreciation expenses associated with new investments increased Reduction

and losses related to the retirement of old assets occurred. Improvement)
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[Step 3 Reflect change in market (aggregate demand) and unit price scenario]
Finally, it is assumed that the impact on revenues/expenses will be analyzed based on future projections of

market (aggregate demand) and material unit prices.

Reflection of Impact on Future Financial Statements Image
Step 3 Reflection of Change Market (Aggregate Demand) and Material Unit Price Scenario

Current Current Current Current
Revenue Expenses Revenue Expenses Assets Liabilities Assets Liabilities
Fixed Fixed Fixed
Assets Assets Liabilities
Fixed
Liabilities
Capital
Stock
raw ma:erial raw (r;r;zienal Reflect future gjr['mltsls
cos (i) scenarios for fuel P
Depreciation and un-up and material costs Retained
amortization Earnings
. Capital
Net Profit Stock
disposa
Depreciation and i
amortization Capltal
(Increase in CO2 SUI‘D|US
reduction assets) q CcO2
Retaine Cutback
carbon tax Earnings Assots
Reflect changes in Market : New
(aggregate demand) due to Net Profit Investment
opportunities associated with Old
climate change responses Assets
(Before CO2
X Reduction
Improvement)
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[Factors for Estimating Credit-related Costs, Credit Costs, and Credit Risk]

Although there is no clear definition at this stage, it is necessary to clarify the meaning and calculation method of
indicators of credit-related costs = allowance for loan losses, credit costs = EL, and credit risks = UL (Credit VaR).

1. Factors for Estimating Credit-related Costs, Credit Costs, and Credit Risk

[ f the bal heet
[image of the balance sheet] Items to be Calculation Method
calculated

Cash and Credit Related In accordance with the Manual for Determining Credit Classification,
deposits Expenses etc., determine the borrower categories that reflect the scenarios by
(Reserve for ascertaining the following points to the extent possible, and estimate
:2‘;225)'9 loan the changes in the allowance for loan losses applicable to each
borrower category (accounting figure)
Current Liabilities (Obligor Classification Factor)
assets » Changes in Internal Ratings

» decrease in working capital

(other than + Long-term debt redemption period

cash and

deposits) etc. (*)

Cost of Credit Step 1: Assigning Internal Ratings (Business Corporations) considering
scenario impacts
Internal ratings are determined by qualitative assessment

Fixed assets

Loatl;lsI and (Reconcile) after quantitative assessment.
ills S : : :
Regulated capital systen| discourted Caital _ngntltatlve assessment uses a scoring model that selects financial
(capital adequacy ratio) ) allocation indicators by industry .
Accounti system Estimate and score financial measures after scenario impact
o The internal rating is established based on the determined score
Credit Risk
UL (Credit Step 2: Estimation of Credit Loss Distribution Based on Internal Ratings
Reserve for (Credi — —
Seeclafa Jor VaR) considering scenario impacts
EL losses e + PD (probability of default) relating to internal ratings will not change,
except for deterioration of internal ratings
Credit cost Credit Related T Based on the above assumptions, credit risk is measured using the
Expenses Credit Risk Merton Model to estimate the loss distribution after the scenario

(Increase in loans receivable)

impact is reflected and EL and UL are calculated (*)

(Adjusting for differences from loans
due to different calculation methods) *) In the case of physical risk, the LGD shall be deteriorated by the extent to which the collateral is impaired
(Taking into consideration only damage to buildings.). The land shall not be damaged.)
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Financial Sector Specifi
[Approach to Estimating the Impact on Credit Costs, etc. Based on Financial Impact]
As a result of the scenario analysis, if the financial condition of companies in key sectors deteriorates, the

impact on cost of credit, etc. is calculated based on a deterioration of internal ratings using the scoring model

2. Approach to Estimating the Impact of transition risk on the cost of credit using Financial Impact analysis

With the risk of Transition Loss distribution after financial impact of transition risk
financial impact
EL after reflection » Add financial indicators after reflecting the financial impact into scoring
A

models and estimate "Internal Ratings after Reflecting Financial Impact"

from scoring results
at present

EL for » Estimate the loss distribution by setting the PD of borrowers based on

Current the "Internal Ratings after Reflecting Financial Impact"

loss distribution _ ) )
» The difference between EL and 99% VaR at present is considered to
have an impact on credit costs, etc. after "Reflecting the financial impact
of transition risks" when the scenario becomes apparent.

Study capital adequacy over the medium to long term

90U344N220 JO Adusnbaly

—

With the risk of Transition
at present  After reflecting financial impact
99% VaR 99% VaR

1
1
1
1
1
1
I
|
1
\
1
1
1
l
1
: Based on the magnitude of the above differences,
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

v

Loss Amount
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2-6. Quantitative assessment of physical risk



[How to conduct quantitative assessment of physical risks (flood risk)]

1 Select objects to be

2 Data Collection
analyzed

Select objects to be analyzed from the

; - ) Collateral value analysis
following viewpoints.

buildings owned by the borrower
(Books, branches, factories, stores,
etc.)
+Address (block number)
-collateral value of the building

1)customer base
Major customers (loans)
Balances, etc.)
2)regional basis
Customers located in flood areas
3)sector based

key sector
Y Loss on absence from work
*Own property (operational risk) E”aLYIS'S SN
Local offices of the company ach location of the borrower

-Annual gross profit (Or sales,
product purchases, and raw
material costs)

-Annual Business Days

-Annual ordinary expenses

3 Data Conversion

Parameter Settings

Requires conversion of collected data
for analysis

Converting the Latitude-Longitude
Information of the Owned Building
Address of the Company to Latitude-
Longitude Information

Identify parameters for analysis
-Damage ratio by inundation depth
-Average days off by inundation
depth

4 PML Analysis

By using Ministry of Land,
Infrastructure and Transport GIS data
Plot applicable properties (Layers) on
the hazard map

Based on the inundation depth on the
hazard map, the loss rate and
number of days off derived from the
natural disaster model are calculated.

v

Climate change correction (Assume
4 ° C scenario)

5 Credit risk measurement

6

Understanding LGD
-Estimated LGD from the amount of damage to buildings pledged as
collateral

Understanding PD
» Gross profit per day is calculated from sales data, and the amount of
loss on absence from work is calculated by multiplying by the number
of days of absence from work.
» Estimate PD by reflecting loss profits in PL and assigning ratings, etc.,
based on each bank's risk assessment method

=) Estimate EL >

Quantitative business impact
assessment

* Understand the degree of impact of EL and its

financial impact.

+ Consider necessary measures such as

engagement consultants for borrowers.
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Concept of the subject of analysis

[Objectives of physical risk quantitative analysis]

« The objective of physical risk analysis for climate change, not just floods, is to consider how risks should be addressed as a result of advanced
warming. For general operating companies other than financial institutions, identifying the risks to which they are exposed will enable them to
consider and implement countermeasures.

« For financial institutions, the objectives of the analysis are (1) to evaluate the physical risk to which the borrower company is exposed, and to
consider how to finance the borrower company as a result of the damage that the borrower company is likely to incur, and (2) to review the
credit risk to the financial institution.

« Although financial institutions would usually conduct a credit risk assessment for all borrowers, this would be extremely resource intensive
due to e.g. the large quantity of physical risks. Therefore, it is common practice to conduct analysis targeting specific risks and limiting the
scope of analysis.

[Concept of the subject of analysis]

(Target Risk)

« As mentioned above, it seems practical to conduct physical risk analysis by setting certain preconditions. The first risk to be considered is the
assessment of "acute risk" "natural disaster", which is considered to be physical risk, and "flood risk", to which certain physical laws apply,
among others.

- For financial institutions, the damage caused by the flood is the physical damage to the buildings of the borrower, which may be used as
collateral against the loan, further there is a risk that the flood will cause an interruption of business , decreasing the borrower's profits and
therefore credit risk profile

(Scope)

@ Significant customers

Select and analyze companies that have a large loan balance and whose default is likely to have a significant impact on the financial institution.

@ Companies located on the flood zone of the hazard map

« Although floods occur throughout Japan, most of them occur in specified river basins. Because some financial institutions limit loans to
specific areas, there is a concept of assessing risks in jurisdictions.

® sector unit

- The concept of conducting assessments that are limited to specific sectors, such as those that are judged to have a high physical risk by
qualitative analysis.

It is difficult to grasp the flood risk of all borrowers. The scope of the analysis was gradually expanded by starting to limit the
subjects in stages under certain conditions.
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[Target risks and required data]
What damage could a flood cause, what are the risks to a bank and what data is required to
assess the impact.

<risk to the bank> <Data required>
Eleligs -Location
Uncollectible if pledged -amount of
collateral
C Furniture and
ompany fixtures
. -Location
Inability to L :
Decline in earnings . i
. A
Merchandise —
. - -Location
Dwelling Uncollectible if pledged .amount of
collateral
Flood = hold and
. ousehold an
Individuals other property
Life (Recoverable by insurance)

« The above risk exists for properties in locations where flooding is
likely to occur, but it is necessary to ascertain in advance
whether the properties concerned are exposed to flood risk.

->Hazard maps can be identified, but they can be mapped.

need granularity data to

Traffic block

Infrastructure such

as roads ]
« The amount of collateral for each property is necessary to

understand the impairment of collateral value.

« In order to understand the decrease in revenue (lost profit), it is
necessary to understand the revenue that would be generated
from the relevant property in advance.

Restoration
work
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[Parameters for flood damage measurement]

Building damage ratio based on inundation depth

<Usage Parameters>

Maximum submergence Loss ratio
~0.49m 21.4%
50~0.99m 29.3%
1~1.99m 45.8%
2~2.99m 64.6%
3m~ 83.6% =-4.2 RKRANEEE
TbHER] (R
R HE
A g A 50cm 50~ 100~ 200~ 300cm H50cm 50cm

At 99 199 299 S i ik

AT N— 0. 047 0.189 0. 2563 0. 406 0. 5892 0. 800

B n—7 0. 058 0.219 0. 301 0. 468 0. 657 0. 843 0.43 0. 785

crn—= 0. 064 0.235 0.325 0. 499 0. 690 0. 865

A 1/1000 &/, B @ 1/1000~1/500, C : 1/500 Lk

PE: 1. TR S R TR 29 R0 5 HRITIER DRKEWEHEWE) 0T AA— A —
HADET ) SRS ERE LI BER, (272 L. HDHRITREROBER)
2. FEOLEHZOVTHEELIRETH S,

Note: Source material is written in Japanese.

Source: Water Management and National Land Conservation Bureau, Ministry of Land, Infrastructure, Transport and Tourism 'flood
control economic research manual' (April 2020)
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[Parameters for flood damage measurement]

Number of business suspension days for buildings based on inundation depth

<Usage Parameters>

Maximum submergence Business suspension days
~0.49m 6.4 days
50 ~0.99 m 13.5 days
1~199m 20.0 days
2~299m 41.2 days
3m-~ 56.1 days

®-4.9 EXEFL-EFE% (8)

K
RIKTR T 50cm 50~ 100~ 200~ 300cm
Al 99 199 299 Lk
Ik H#% 4.9 6.4 13.5 20.0 41.2 56. 1
15 H 2% 9.9 18.8 25.0 35. 6 64.0 83.2

TR 5 A~ 29 4K D O BRI AT RE R DREHE EEHEE] (L5,

Note: Source material is written in Japanese.

Source: Water Management and National Land Conservation Bureau, Ministry of Land, Infrastructure,
Transport and Tourism 'flood control economic research manual' (April 2020)
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[Climate Change Flood Probability Variation Parameters]

Increased frequency scenario.
Estimated to double in the 2 ° C scenario and quadruple in the 4 ° C increase scenario

<Usage Parameters> 7
Flood
Rainfall Flow rate occurrence
Frequency
4 € 1.3x About 1.4 times| About 4 times
(2040) ) )
2 € 1.1x About 1.2 times| About twice A
(2040) ) ’ . 14
1.2

(REEILERORKEEFEOEL)
O KR EROF U e R REA L2 2EO—BA R OHAE TR
$ & 45 EFICEA L TRE L REOE LS ROk B AR O LS B2 IR ERREL R (UER)
FEOZEFHMEIE, TR0 tb0 THD,
O = DRERIT AT, 2°C F RSB35 5BV TRS & . KDk
Sizhh . ZOBBIREIEATHD,
. BREOELERS 11 Th 5%, MAREOBEEToRE
BERER 1/100) OURADKEOEERIG 1.2 181225,
. BEOTIFECEEL LT\ 2 BRECHEIL VTR L. 20
BEOMkORERE IR 2{E 1205,

A
-4 BEE. REOELERLAKREREOEEL -
EWR E AR ERE vz :13
4CLE#R (RCP8.5) 1.3 FIL4fF Pkl
2C LS (RCP2.6) 1.10E W12fE afE -4 RCP2.6 I=HIT HEMELELEE (REH
(1)
Note: Source material is written in Japanese.

Source: Ministry of the Environment and others "Proposal of a flood control plan based on climate change" (p. 15)
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[Procedure for analyzing the inundation risk of the property]

Overall flow

2. Match property information 3. Combine property

1. Preparte_ a list of with hazard map list and hazard
properties information data

2-1. On the overlapping hazard map

K Search maximum inundation depth
. 1-2. Obtain
1'1.' Selection o address 3. Maximum inundation depth
object property information — K Search Results Summary
/ 2-2. With the GIS geographic information
system 4

Search maximum inundation depth

2-2-1. Download relevant data from the Ministry of Land,
—>) Infrastructure, Transport and Tourism

2-2-2. Convert property address information to
latitude/longitude information

2-2-3. Search maximum inundation depth with GIS
Geographic Information Sg;tem

Summary of search results for maximum
inundation depth
(omizn) PHATT

Ehd W F7yF B RENEOWe Y 1+ = o
= B ($B3) DRAFT
) ey -1 AT BRURIHHRR

Search method for maximum inundation assumed depth

Pa——
e R

o e— 4
e §3

HI
L B

-
7 P il
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[analysis of inundation risk]
Investigate maximum inundation depth of object using hazard map

[Summary]
For the humber of
properties
minorit
Superimpose [Procedure]
hazard map address.
[Benefits]
[demerit]
[Summary]
[Procedure]
For the number of
properties
man
GIS
geographic
information system
[Benefits]
[demerit]
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A hazard map portal site published by the Ministry of Land, Infrastructure, Transport and Tourism. It is possible to
refer to risk information such as floods, landslide disasters, and tsunamis in the area where the object is located.

Using the map of "flood", search the maximum possible inundation depth of the subject property based on the

By entering the address of the subject property, it is possible to easily investigate.

Since it is not possible to investigate multiple properties at once, it is not suitable for analyzing many properties.

A technology that comprehensively manages and processes data (spatial data). It contains information regarding
geographical location and displays it visually, enabling advanced analysis and quick judgment. By using the
exclusive data provided by the Ministry of Land, Infrastructure, Transport and Tourism, it is possible to
superimpose the object and flood inundation assumption area on GIS.

® National land map data provided by the Ministry of Land, Infrastructure, Transport |[Reference] Key GIS Software

and Tourism (base map information); v ArcGIS — paid, supported

Download inundation risk area data (national land numerical information)
v QGIS: Free (open source), no support

v Infrastructure Map Information: https://fgd.gsi.go.jp/download/menu.php https://qgis.org/ja/site/index.html
*Reference: QGIS Official User's Guide
v' Geographical Data: https://nlftp.mlit.go.jp/ksj/index.html https://docs.qgis.org/2. 18/ja/docs/user_manual/

@ Convert object address to latitude/longitude (The following is an example of a conversion tool.)
v" INS Address Recognition System: https://nlftp.mlit.go.jp/isj/jns_download.html
v" The University of Tokyo Address Matching Service: http://newspat.csis.u-tokyo.ac.jp/geocode/

® The maximum inundation depth of the object is searched by superimposing the object and the inundation
assumed area data on GIS

Since multiple properties can be surveyed at once, it is efficient to analyze many properties.

A preparation process for analysis, such as converting addresses to latitude and longitude, is required, so it takes
time for a small number of properties. It is also difficult to use without knowledge of GIS software.


https://disaportal.gsi.go.jp/
https://www.esrij.com/products/arcgis/

2-2-1

[References]
Overlapping hazard maps and national land information websites

mE .
EhaH-FeT [ELE. = PR < Overlapping hazard map

(€)@ @ rios/dispors gsigip/n T =Stbasea ey T -2 - T I
I ot el ekl zmmmmmmm——_t——————————————————————————

3 i - ’
(2 BR3INYF—ETyT ~macuzsRRLE~E- L - IR 36,1 14 = § 140ESH58/545VEL 7 (%) O FEAY

— e .

Ao . Search by address ' @

B mmmEmcwER t\\,e pED :

stra B ©
. E -‘_\\ B a| O ELsErRsu0-F x [+ v = >
<~ - O @ & | hittps:/niftp.miit.gojp/ksj/indes.html . s 46

A hyIR-TA

T AT ORISR
emT LINE Ml

ETSEEHES > 0— K 2 BiXEE

Ei#EmRso0-F

ErEOiNREEOEA i uEsEEESULO-—F
= k . = xsanceo o Google "o
B Etss (tesmss . okeEn)
H R e
¥ 1 9
el
. 1Bt K- 1) at\V GML (JPGIS2.1)
e S ST—FI7 AL
g . 2 BEEE
_— 3.1 SSEE . [
4558
5. 8@ AP =, g -
E = o)
XML(JPGIS1.0) < . _ N
ERR (S51>) = TR TRN
ESZ0ERF R1>k)
J— / ImEEERER (RUT>) (512) R k)
< HARAGEERE (RUTY) 18 =5
GMLUPGIS2 )Y T —T 77l <
=z b ¢ Download inundation risk area data
ITREERRERT GRUTY) (54>) RAvk)
EXER < S
fr BE (KuJy) 18 EH
Geographical data information — EameL ¢

G Uy

Note: Source material is written in Japanese.
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2-2-2

[References]

Convert address information of the object to latitude and longitude

CSV7 ELARYFUIH—EA

(zeocoding service for CSV formatted file on WWW. powered by SPA

IS A—FEE

TREED) | 2BEEL~LEZEE - |REHmE) v

EI =T h

|2

15 LAES

-
=

J\:f] T7 A )L -‘-\\uS\'_\’a’(;\\,e

Ilj:llj:lj o)

| =T FJISO— F(53JIS) v |

EF O P

I Before Address Matching I

IWF I Ox,y&RED

AT @B [(FT | 5a

A B c D E F G /]

ErT

e L= 0 2 == SEHFHEEAORLTE
|j?«rmfazi§m|gﬂ S e S
J7 A IR 3 |—EmNF ERETRAEAON2TH?2
voordinates are output. | After address matching |
A | B | c D | E ) F | G |‘
1 R+ R LocName X Y iConf iLvl
2 |ERE FRIFETHREEAOR1ITEH ERIEE/TREE/ ALom/—T8 139.76846 35.67926 5

“EENR FRITHREELAOAR2TH?Z2 FERIE/FHRBE/Lon/ZTE/2&F 139.76578  35.6769

5

Note: Source material is written in Japanese.
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_2-2-3

[References]

In the hazard map, the following flow is used to plot properties and extract data on those that

suffer flood damage

Layer 2
(Ministry of Land, Infrastructure and Transport
“Hazard Map”)

Layer 1
(Geographical Survey Institute map data)

Layer 3
(Location latitude and longitude data of property)

alblcld|e|]f]gl|h

ilj| k]!l | m|ln]ol|]p|aqg

albjcfdfe]lf]glh Three-layer
consolidation
ilj|l k! | m]n]o|p
rysjtjulv]iwl|X|y|lz]|A t u v w
Bl c|D|ElF|H[I]J]K|L D> E F
G G
inundated
M| N| O Pl Q[ R extraction M
S

Inundate by the inundation
depth to be able to identify
objects
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2-3

[References]
Link inundation risk analysis results to property lists

Example of overlapping hazard maps GIS example (For QGIS)

ToZ0H) ANE p LIPL BED TR ATHQ SAI® F-IA-AD W) FoialM) ToeLvIQ AMTE
¥ Qespnpy RuBHLET @ E-8-30R2¥=- -
/

a8 7

LEBHITER

a%

| HKIZko TIEESNEEIGE : ~0.5m
A N FARANLL TG Y an B AN A

§ _ _ 7
| Display the depth of flooding y/é’/l
HARNSIT T E [Tk

/ ~\,,‘ \:‘:_ _L
NS

Property Inundation Depth Property Inundatizn D)epth
m
(m)
3
w 0.5
u 2
2
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[Calculation of building damage cost]

[Calculation of loss on absence from work]

Property

Collateral Value

Inundation Depth

Percentage of Loss

Amount of Loss

Property

Revenue per day

Inundation Depth

#of days of missed
work

Amount of Loss

(Thousand Yen) (m) (%) (Thousand Yen) (Thousand Yen) (m) (Days) (Thousand Yen)

t 50,000 3 83.6 41,800 t 5,000 3 56.1 2,805
u 40,000 2 64.6 25,840 u 4,000 2 41.2 1,648
Y 100,000 2 64.6 64,600 \Y 10,000 2 41.2 4,120
w 90,000 1 45.8 41,220 w 9,000 1 20.0 1,800
X 30,000 2 64.6 19,380 X 3,000 2 41.2 1,236
y 50,000 4 83.6 41,800 y 5,000 4 83.6 4,180
E 20,000 5 83.6 16,720 E 2,000 5 56.1 1,122
F 50,000 3 83.6 41,800 F 5,000 3 56.1 2,805
G 30,000 3 83.6 25,080 G 3,000 3 56.1 1,683
H 60,000 2 64.6 38,760 H 6,000 2 41.2 2,472
I 40,000 2 64.6 25,840 I 4,000 2 41.2 1,648
K 70,000 2 64.6 45,220 K 7,000 2 41.2 2,884
L 150,000 3 83.6 125,400 L 15,000 3 56.1 8,415
M 30,000 5 83.6 25,080 M 3,000 5 56.1 1,683
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2-7. Documentation and Disclosure



[Documentation and Disclosure]

TCFD

(Notes in red: Points to consider in each step were added after the support program.)

1 | Ensure governance

Is in place

Integrate scenario analysis into strategic planning and/or enterprise risk management processes.
Assign oversight to relevant board committees/subcommittees.
Identify which internal (and external) stakeholders to involve and how.

Get management
and operation
divisions involved!

Assess materiality of

climate-related risks

Market and
Technology § Reputation
Shifts

Policy and Physical

Risks

Legal

What are the current and
anticipated organizational
exposures to climate-related
risks and opportunities?

Do these have the potential
to be material in the future?
Are stakeholders concerned?

9
&/ Pick and choose from

your industry

and company viewpoin

disclose

3

Identify and define

&

range of scenarios

Scenarios inclusive of a
range of transition and

physical risks relevant to
the organization

What scenarios (and
narratives) are appropriate,
given the exposures?
Consider input parameters,
assumptions, and analytical
choices. What reference
scenario(s) should be used?

Clearly imagine a future w

4

Evaluate business

o

under certain assumptions!

Documentation and Document the process; communicate to relevant parties: Be prepared to disclose .
key inputs, assumptions, analytical methods, outputs, and potential management responses

impacts

Impact on:

eInput costs
eOperating costs
eRevenues

eSupply chain
eBusiness interruption
eTiming

Evaluate the potential
effects on the organization’s
strategic and financial
position under each of the
defined scenarios.

Identify key sensitivities.

&)

Try not to seek
too much accura%

Identify potential

responses

Responses might include
eChanges to business
model

eChanges to portfolio
mix

eInvestments in
capabilities and
technologies

Use the results to identify
applicable, realistic decisions
to manage the identified
risks and opportunities.
What adjustments to
strategic/financial plans
would be needed?

0

Do not narrow down!
Take multiple scenarios
into account.

Sources: The Task Force on Climate related Financial Disclosures, “Technical Supplement The Use of Scenario Analysis in Disclosure of
Climate Related Risks and Opportunities”, June 2017.

Disclose information
om readers’ viewpoi



[The TCFD recommendations]

The TCFD recommendations are structured around four thematic areas: Governance, strategy, risk

management, and metrics and targets

Recommended

. Governance
disclosures

Strategy

Disclose the actual and
potential impacts of climate-
related risks and opportunities
on the organization’s
businesses, strategy, and
financial planning where such
information is material

Disclose the organization’s
governance around climate-
related risks and opportunities

Areas in detail

a) Describe the board’s
oversight of climate-related
risks and opportunities

a) Describe the climate-
related risks and opportunities
the organization has identified
over the short, medium, and
long term

b) Describe management’s
role in assessing and
managing climate-related
risks and opportunities

b) Describe the impact of
climate-related risks and
opportunities on the
organization’s businesses,
strategy, and financial
planning

Recommended
Disclosures

c) Describe the resilience of
the organization’s strategy,
taking into consideration
different climate-related
scenarios, including a 2°C or
lower scenario

Risk Management

Disclose how the organization
identifies, assesses, and
manages climate-related risks

a) Describe the organization’s
processes for identifying and
assessing climate-related risks

b) Describe the organization’s
processes for managing
climate-related risks

c) Describe how processes for
identifying, assessing, and
managing climate-related
risks are integrated into the
organization’s overall risk
management

Metrics and Targets

Disclose the metrics and
targets used to assess and
manage relevant climate-
related risks and opportunities
where such information is
material

a) Disclose the metrics used
by the organization to assess
climate-related risks and
opportunities in line with its
strategy and risk
management process

b) Disclose Scope 1, Scope 2,
and if appropriate, Scope 3
greenhouse gas (GHG)
emissions, and the related
risks

¢) Describe the targets used
by the organization to
manage climate-related risks
and opportunities, and
performance against targets

Source: prepared by the Ministry of Environment based on the Task Force on Climate-related Financial Disclosures, “Final Report - Recommendations of the Task Force on Climate-related Financial

Disclosures”, 2017. p.14
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[Strategy]
Expanded disclosure of climate-related risks and opportunities and qualitative impact

disclosure

XX Point of disclosure

® Disclosing the Scope of Analysis (Reasons for selecting target

m In conjunction with the development of our management plan, we identified the sectors, basis for judgment, exposure of each sector's credit, etc.)

following risks and opportunities related to climate change. . . . .
@ Disclosure of sector risk and opportunity categories

(Consideration of importance and qualitative impact on business)

S *Depending on the disclosure method, it may be possible to
t disclose only important items in advance.
r & evaluation item Business Impact Analysis (qualitative information)
% Imajor group! subclassification Risk opportunity
a Introduction of carbon prices (higher spending Di ion of renewable energy (increase in sales)
and lower sales = XXXXX ‘
policy carbon tax and price “With the lm.rodm;uon of a carbon tax, **** XXX
t / Regulation amissions sueh a3 sou-red power s
4 Carbon emissions targets by
e s countr
=3 .
%_ industry Energy mix, etc.
g g / Market | changesin customer behavior
Technology Diueminl_ﬁon of low—cerbon
y . reputation from investors
i ' reputation from customers
Water shortages and drought
©
g chronic | incresse in mean temperature
§ soa lovel rise
acute intensification of extreme weather
Disclosure required by TCFD
a) Describe the short, medium, and long-term climate-related risks and opportunities identified by

the organization.
b) Explain the impact of climate related risks and opportunities on the organization's business,
strategic, and financial planning.
c) Explain the resilience of an organization's strategy based on a variety of climate-related
scenarios, including below 2 ° C.
[Guidance for the banking sector] Banks should consider describing the excessive concentration of
credit exposure to carbon related assets and disclosures about climate related risks (Transition
and Physical Risks) in loans and other financial intermediation services

Risk Importance Assessment x 3 Sectors
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[Strategy]
Scenario analysis may include narrowing down the scope of analysis, definition of scenario, financial impact,

and countermeasures

mIn order to quantitatively grasp the impact of climate change-related risks on the Our Content refe Details of Implementatl

Bank portfolio, a scenario analysis was conducted.

RERACLH) TERRFXMCSIS LTSNE—HT,
BEAEIZNF-OBA-WAFBRINLT

Point of disclosure

-In the scenario analysis, the following are described
® definition of Scenario Groups (Scenarios used, time horizon, scenario assumptions,

etc.)
@ Financial Impact Assessment (Qualitative and quantitative assessment) Scenario assumptions x 3 sectors
® definition of countermeasures «— (Parameters, World View, 5 Forces)

)
t
r
a
t
e
9
y

ax T LT
RERCRRIMEIN, BEARIXNF-OBANMINEIS  owess ™

disclosure required by TCFD

a) Describe the short, medium, and long-term climate related risks and opportunities identified by

the organization.
b) Explain the impact of climate related risks and opportunities on the organization's business, i I
Financial impact x 3 sectors

strategic, and financial planning. litati
c) Explain the resilience of an organization's strategy based on a variety of climate related (Qualitative)

scenarios, including below 2 ° C.
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3. Scenario Analysis - Practice Examples

Note : In this project, "Real Estate" "Energy" and "Transportation and Automobile" were selected as
important sectors in each bank. In order to avoid duplication of data, this Practical Guide introduces
gualitative analysis such as "Transportation and Automobile" for Shiga Bank, “Real Estate" for Hachijuni Bank,
and "Energy" "Transportation and Automobile (Automotive Parts)" for Higo Bank. The results of analysis of

the above three sectors are presented to the three banks.



Points to consider when implementing scenario analysis in line with the TCFD
recommendations were mapped out for 18 companies, forming the basis of the trial

TCFD

(Notes in red: Points to consider in each step were added after the support program.)

1 | Ensure governance

Is in place

Assess materiality of

apinb siy3 jo adoos

79

climate-related risks

Market and
Technology | Reputation
Shifts

Policy and
Legal

Physical
NN

What are the current and
anticipated organizational
exposures to climate-related
risks and opportunities?

Do these have the potential t
be material in the future? Are
stakeholders concerned?

Pick and choose from

your industry
d company viewpoi

Identify and define

range of scenarios

Scenarios inclusive of a
range of transition and
physical risks relevant to
the organization

What scenarios (and
narratives) are appropriate,
given the exposures?
Consider input parameters,
assumptions, and analytical
choices. What reference
scenario(s) should be used?

1)

early imagine a future workd |
nder certain assumption

Integrate scenario analysis into strategic planning and/or enterprise risk management processes.
Assign oversight to relevant board committees/subcommittees. \
Identify which internal (and external) stakeholders to involve and how.

Evaluate business

impacts

Impact on:

eInput costs
eOperating costs
eRevenues

eSupply chain
eBusiness interruption
eTiming

Evaluate the potential
effects

on the organization’s
strategic

and financial position under
each of the defined
scenarios.

ng;lfy key sensitivities.

Try not to seek
00 much accuracy!

5 Identify potential

Get management
and operation
divisions involved!

Documentation and

disclose

Document the process; communicate to relevant parties: Be prepared to disgbég
key inputs, assumptions, analytical methods, outputs, and potential managerflent respsgm readers’ viewpoipt!

responses

Responses might include
eChanges to business
model

eChanges to portfolio
mix

eInvestments in
capabilities and
technologies

Use the results to identify
applicable, realistic decisions
to manage the identified
risks

and opportunities.
What adjustments to
strategic/financial plans

Sources: The Task Force on Climate related Financial Disclosures, “Technical Supplement The Use of Scenario Analysis in Disclosure of
Climate Related Risks and Opportunities”, June 2017.



Characteristics of Banks in Scenario Analysis

[Transition Risk Analysis]

® The sectors to be analyzed were set based on the degree of impact of climate change based on literature data and the lending exposure of
each sector of each bank. However, the “electric power utility” was included in the analysis for all banks because it seems that the impact of
climate change is huge. The sectors analyzed and summary of the analysis by each bank are as follows.

Sector to be analyzed Summary of Analysis Results
Shiga Bank “Electric Power Utility" , Within the scope of the sample enterprise analysis, it was confirmed that if the enterprises' mitigation measures
"Automobiles and Transportation” , and regulations for climate change are in line with the scenario, no additional credit costs are required. However,
"Real Estate" at the same time, under the worst scenario, the impact on credit and the importance of dialogue with creditors

were recognized. In practice, in order to reflect the analysis results in credit costs, it is necessary to evaluate
individual companies based on the results of quantitative analysis of sample companies. For small and medium-
sized enterprises, in particular, the degree of impact of climate change is expected to differ from company to
company, so an approach different from the analysis of large companies, including the acquisition of data, is
required. In addition, since it was confirmed that the analysis of the automobile sector leads to the analysis of
automobile transportation, it is considered possible to expand the analysis to related sectors in the future.
Regarding qualitative analysis, it is necessary to further deepen the examination and analysis of sectors that have
a high impact on the bank, and to respond to changes in scenarios such as fluctuations in basic parameters.

Hachijuni "Electric Power Utility" , Through the analysis of sample companies, we were able to understand the risk factors and analysis

Bank "Automobiles (including methods that are important for each sector. Based on the scenario in which the sample companies take
"Automobile Sales")" , "Real appropriate measures, the analysis shows that there will be no increase in credit costs. In order to link this
Estate" analysis result to future disclosure, it is necessary to expand the analysis method of the sample companies

to individual lenders. Utilizing the analysis method implemented for the sample companies, it is
conceivable to focus on the disclosure data and risk factors of each company (in the case of automobiles, if
the EV conversion rate progresses, the impact on sales will be small). In particular, it was understood that
the changes in the number of automobiles sold obtained from the analysis of automobile manufacturers
can be applied to the risks of automobile sales. The risks and opportunities derived from the analysis can
also be used to engage with lenders.

Higo Bank "Electric Power Utility" , Since there are many loans to regional companies, it is necessary to transfer the know-how of sample
"Automobiles (including company analysis to regional companies in order to connect it to the evaluation and disclosure of credit
"Automotive Parts costs in practice. In this analysis, in addition to automobile manufacturing, automobile parts manufacturing
manufacturing”)" , "Real Estate" was also analyzed, and it was understood that if all sectors respond to EV conversion according to the

scenario, it is unlikely that additional credit costs will occur. On the other hand, depending on the climate
change efforts (mitigation measures) of each lender, there may be both risks and opportunities. It may be
necessary to analyze credit costs after understanding the efforts of individual companies. The risks and
opportunities obtained from the scenario analysis, including the results of the qualitative analysis, can be
used as a tool to appeal the importance of climate change to the lenders.
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Characteristics of Banks in Scenario Analysis

[Physical Risk Analysis]

® In the analysis, the occurrence of floods is greatly affected by the geographical factors of the location area of each bank's lender, so after
specifying the scope of analysis based on the characteristics of the flood occurrence assumption, the importance of the lender, availability of
data, etc. In consideration of the above, the target range for each bank was set, and summary of its analysis as follows.

Geographical Factors

Selection of the Subject of Analysis

Summary of Analysis Results

Shiga Bank

Floods in the rivers that flow into Lake
Biwa are expected. The inundation area
will be wide, but it can be assumed that
the inundation depth will not be too
deep.

It was selected for a wide range of
lenders in the prefecture.

As expected geographically, the inundation
depth was about 2 m if limited to the properties
to be analyzed this time. Therefore, it was
assumed that the impact on credit risk would
be limited for both collateral damage and loan
loss.

Hachijuni Bank

Floods are expected mainly due to the
flooding of the Chikuma River. Due to
the mountainous terrain, the inundation
area is limited to the Chikuma River
basin, but it can be assumed that the
inundation depth will be deep.

Refer to the hazard map in advance, and
target the loan destinations located in
the Chikuma River basin and the
locations of branches of important
companies in terms of loan balance.

In this analysis, the properties to be analyzed
were limited to high-risk areas, so the overall
picture of the damage could not be obtained,
but an inundation depth of more than 2 m
(some 5 m) was observed. In particular, it may
be necessary to consider credit risk individually
for properties with large assumed damage, but
since the building structure is not considered in
this analysis, further data collection is required
for risk assessment.

Higo Bank

Since almost the entire area of
Kumamoto City is covered with a hazard
map, flooding in the river basin centered
on Kumamoto City and damage in the

center of Kumamoto City were assumed.

In order to estimate the damage in
Kumamoto city, the loan recipients
located in the downtown area and
arcade area where the damage is
expected were targeted.

Since the area and target properties were
limited, the analysis was originally for
properties that are expected to be damaged.
The inundation depth is generally within the
range of 2m, but some damage was expected to
exceed 2m. It is necessary to further expand
the target properties to evaluate the impact on
credit risk.
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3-1. Shiga Bank, Ltd.
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3-1. Shiga Bank
@ Assess materiality of climate-related risks



[Examination of the business sector to be analyzed]
From the exposure by industry on the bank (total amount), we can assume that the

importance of “Real Estate” “Electricity, Gas, Heat and Water Supply" is high.

Industry Exposures and Climate Risk Impact

(Point) 35
- . Manufacturing (excl.
30 / Mining/Quarrying aptomobiles)
/ Electricity, Gas, Heat &
Supply
25 .
3 \ el Real Estate/ !-I'%Zallngsp; :t:nce
S Agriculture & Forestry Rental & Leasing -
8 e FOCEECLITELLLD + Electricity, Gas,
o 20 : - Transportation/ Mail : Water Supply
o T Eseviee e N
5 Additional
] Financing Business / consideration of
® 15 'é Insurance importance
5 « _ - Manufacturing
2 Construction Transportation/
® . Y 0\ Mail Service
fhformation &
Communication Other SerViceS
5
0

Exposures
(Note 1) Goods Rental and Leasing do not include exposures classified as
(Note 2:) "Other", which have different risk ratings depending on commercial products.
Source: Exposure prepared based on "Financial Results for Fiscal 2019"
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[Draft Assessment of Climate Change Risks and Opportunities in the Transport Sector]
Carbon taxes, energy prices, electric vehicles, and catastrophic disasters are
expected to have an impact.

(DReal estate

@ Energy

;| Evaluation item Business Impact Analysis (qualitative information) ]"roposal of
® glraci':; Subclassification Risk Opportunity importance
Introduction of a carbon tax (rising operating costs) Shift to alternatives through the introduction of a carbon tax (increase in sales
Carbon tax and price | The introduction of_a_ _carbon tax would require the payment of a tax on GHG emissions |* qual shifts (Shift from automobile to rail transport) may accelerate as a carbon tax Large
from corporate activities is introduced
Policy d . Strengthening of GHG emission regulations (rising operating costs NA
. |Addressing GHG * Fuel efficiency regulations will become stricter, requiring the payment of fines for unmet
Regulatio | emission regulations emissions.
n
Abolition of fossil fuel subsidies (rising R & D costs) NA
Fossil fuel subsidy * If fossil fuel subsidies are eliminated, support projects for the development of low- Small
carbon technologies may be terminated, resulting in high R & D costs.
Increase or decrease [Rising demand for raw materials (rising operating costs) ) NA
in the price of * If the price of materials and parts (Batteries, etc.) rises due to the progress of EV shift,
im Ol‘t,;nt roducts the manufacturing cost will rise.
Market p p - - — - - - -
- Higher energy prices (rising operating costs) Increased use due to changes in modes of transport (increase in sales)
3 Energy price * Higher energy prices lead to higher electricity and fuel costs in transport, resulting in * May choose rail or other transportation over trucks during periods of high gasoline Large
= higher transport and overhead costs prices
7]}
= Dissemination of Conversion to electric vehicles (increase in capital investment Expansion of electric vehicles and low-carbon technologies (higher sales and
o electric vehicles * Conversion cost from internal combustion trucks to EV trucks is high due to the spread |lower operating costs)
3 (Dissemination of of EVs throughout the market and requests from customers. * Advances in technology will Iowgr the cost of ]ntrogjuqng EVs ) Large
t- ti * The development of transportation technologies will increase the maximum load per
Technolog :exh glene.ra )'on vehicle and the spread of low-carbon technologies will reduce transportation costs.
echnologies
Yy NA Lower energy costs (lower operating costs
Spread of renewable * Technological progress reduces capital investment costs for CO2 reduction
and energy-saving * Expanding services through the development of energy-saving technologies and the
technologies procurement of renewable energy through self-generation
Ch . Changing customer preferences (decline in sales) NA
anges in customer |1 reased customer awareness of environmental considerations (CO2 reduction, etc.)
Reputatio behavior may result in less companies being chosen for their environmental efforts
n Ch . . Poor investor reputation (higher funding costs) NA
anging investor . Tpe givestment trend accelerates, which becomes a hindrance for enterprises that are
reputation not managing against environmental factors. As a result, the cost of financing increases.
Changes in Lower demand for existing products (decline in sales NA
recipitation and * Changes in weather patterns and increased frequency of flooding will result in sales of
\Il)veatlr‘:er patterns amphibious vehicles in some areas, which will impact sales.
; Chronic i Thermal expansion of lines (Increase in capital investment and operating costs) NA
< Increase in mean * Thermal waves cause thermal expansion and breakage of lines, leading to delays in rail Large
%8 temperature transport and higher response costs g
e)
Q
- Damage to operations due to severe disaster (Increase in capital investment and |NA
g operating costs)
Acute In:’_.enSIflcatIo:hOf * When abnormal weather occurs frequently and manufacturing bases and warehouses Large
extreme weather are damaged, operations are suspended or restoration costs are incurred, and existing
assets are damaged.

*Considering the importance in the image of medium- to long-term Transition risk/physical risk (Example: Climate change in 2030/2050)
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3-1. Shiga Bank

@ Identify and define range of scenarios



(DReal estate

[(3) List of automobile sector parameters]

Forecast parameter data is collected for critical risks and @ Eneroy
opportunities, for the 2 ° C/4 ° C scenario
Important Items Configured
(object of analysis) Parameter L
Before 2030 2040 and later Before 2030 2040 and later
(2030) (2040)
(2030) (2040) Developed Countries: |Developed Countries:
Carbon tax and price |(1) Carbon tax Japan: N/A Japan: N/A Japan: N/A 100 USD/t 140 USD/t
pan: pan: Developing countries: | Developing countries:
75 USD/t 75 USD/t
base year)
. (2) Carbon (base year, (2030)
Qg?;giisrl\nlgegcﬁgti - emission iour?tryvanes by High targets limited to |N/A (Azggg/z N/A
reduction target o . some countries
2 °C: 2018 years
I (2019) (2030) (2040) (2030) (2040)
(3) Crude oil price | g3'ysp/barrel |76 USD/barrel 85 USD/barrel 56 USD/barrel 53 USD/barrel
Energy price
(4) Vehicle sales |(2015) (2030) (2060) (2030) (2060)
with engines base year +16% +49% A29% A86%
thi;s:rr:tiir:)a:ion of next- | 5y pissemination gggal:,) 58000 PHV/ZEV: PHV/ZEV: PHV/ZEV: PHV/ZEV:
technologies of electric vehicles (EV, PHV and FCV) 5% increase 7% increase 39% increase 63% increase
(6) Flood damage |(2010) (2030)
amount base year +67% AV N/A A
Intensification of
extreme weather
(2100)
(7) Typhoon N/A N/A All typhoons A 5.7% [N/A N/A
Fierce typhoon + 3.6%
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Definition of scenario groups:

Accelerate expansion of environmentally friendly vehicles for decarbonization

2 ° C world view @ 2050 (example)
- MOEOFVEhiClE — o o o o e e e e e e T

-~

Seller
(Suppliers)
> Increased demand for products

to reduce vehicle weight and
improve energy efficiency

> Higher production costs due
to carbon tax, shifting to

sales prices

» Companies involved in the use of renewable energy
and environmentally friendly vehicles enter the market

New entrant

in China and other countries.

Strengthening cooperation (Alliances, M&As, etc.)

Strengthening Cooperation with
Suppliers (Price negotiations,
. securing products, etc.)

Seller
(Energy, etc.)

» Increasing share of renewable
energy in energy demand and
decreasing demand for oil

» Crude Oil Prices Fall

N Z

Industry/Company

> Withdrawal of production of gasoline

vehicles and shift to production of ZEVs

> Promoting the use of renewable energy

and environmentally friendly vehicles

» Increasing need for additional energy-efficient

capital investment

Buyer (customer)

> Increasing demand for EVs
for a decarbonized society |

» On the other hand, demand for
vehicles with engines declined
due to the expansion of ZEVs,
etc.

> In addition to the increased
demand for EVs, the cost
reduction will be promoted and
the barrier to EV purchase will
be lowered.

Promoting investment in low-carbon technologies

Improving Production Plans for Low-Carbon Production

Introduction and sales expansion
of environmentally-friendly

» Decarbonization promotes EVs and FCVs using

(Substitute)

renewable energy

N o o o o oo e e e o e e e e o e e o e e e o e o P
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*ZEV --- zero-emission vehicles (Electric and hydrogen vehicles)

S

(DReal estate

@ Energy

@ Automobiles and
transportation

|:| : What You Need to Do to Address Risk

at you need to do to get the opportunity

-

>

Government \

To achieve the 2 ° C target, the
government is promoting the
introduction of carbon taxes and
emissions trading, and carbon
prices are rising.

Implementation of preferential
policies for domestic EV
manufacturers

Stricter reqgulations on internal
combustion vehicles

Expanding charging infrastructure
to promote EVs

Prompt access to policy
information;
and securing subsidies

Promoting renewable energy and
next-generation vehicles in
cooperation with the government
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Definition of scenario groups:

Maintains the traditional market environment and increases physical risks

such as severe disasters

’

Seller
(Suppliers)

» Slow pace of development for
low carbon technologies and
products

> Increasing need for
countermeasures due to
intensification of natural
disasters

Reinforcing the Supply Chain for
Abnormal Weather

Seller
(Energy, etc.)
» Crude Oil Prices Rise as

Decarbonization Fails and Oil
Demand Grows

Promoting renewable energy
procurement and private power
generation

4 ° C world view @ 2050 (example)

New entrant

> As ICE cars continue to dominate, the presence of

- MOEOFVEhCIE o — o o o o o e e e T

new EV manufacturers is limited.

N Z

Industry/Company

» Increased energy costs for cooling vehicle
production sites

» Production of ICE in manufacturing has
continued and business portfolio is maintained

> Low Carbon Vehicle Sales Slow

Minimizing investment i
(Concentrate resol

development
s on improving ICE

(Substitute)

Buyer (customer)

» The lack of a product lineup for

infrastructure and next-
generation vehicles remains an
issue.

> In addition, the subsidy policy
has not progressed, and the
product cost is high, so the
customer's desire to purchase

the next generation car has not

increased, and as a result, the
market centering on ICE cars *
has continued.

=

Minimizing investment in EV
development
resources
p

improving ICE
ormance)

am s s e e e o S S S S B S S S S B B B B B B B B B B B e B Eae e Eae e e ..
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*ICE cars --- internal combustion engines (gasoline and diesel vehicles)

(DReal estate

@ Energy

@ Automobiles and
transportation

|:| : What You Need to Do to Address Risk

at you need to do to get the opportunity

-

>

~N

Government

The low carbon/decarbonization
trend weakens and external
pressure from the international
community weakens

Slow or stop the spread of
ZEVs and renewable energy
policies

No regulations on carbon
taxes will be introduced

Subsidies (Breakwater, etc.) for
increased physical risks such as
floods

Prompt access to policy information;

and securing subsidies

\_

J




[Vision of Future Society under the 2 ° C Scenario] DReal estate
Strong promotion of decarbonization, the introduction of a carbon tax _ ==
and increased use of renewable energy and EVs

Expanded investment in
energy-efficient facilities and

Emerging Promotion of energy-saving technologies to
manufacturers such as renewable energy reduce CO2 emissions
EV enter the market. use

Crude Qil Prices Fall

y

Internal-combustion 1 R
. Decrease in demand and
! — production )
1 L]
Increase in

demand for EVs

Vg
o Renewable energy
Expansion of charging Diffusion
infrastructure to
promote EV

~—

Strengthenmg of
regulations
For internal

\combustlon vehlcles

Introduction of . Promotion of enwronmentallv
Carbon taxes and ¢ | Implementation of EV friendly vehicles
emissions trading || | preferential policy |, y

Addressing GHG -

regulations
o _/




[Vision of Future Society under the 4 © C Scenario] Real estate
Lack of progress regarding ow carbon/decarbonization levels, e
increasing physical risk

\_.\_

Shutdown of a factory

Increase in energy and due to a disaster

capital investment
costs for cooling
Crude Oil Prices Rise on 0L
oy

P

IV 0. Y

Subsidies for

ICE Centric Market Continues breakwate_r_s _and other
ICE Production Shifts . ‘ facilities

VL Y
d --Io“ll"t\
onde M 0 ¢
Slow down or stop the Qg =
growth in ZEVs and
No regulations on renewable energy policies
carbon taxes will be
introduced
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3-1. Shiga Bank

® Evaluate Qualitative Business Impact



[(3) Business impact of automobile x 2 ° C] aec | [22E) P——
@ Energy

Decarbonization policies will be promoted, and modal
shifts and EV use will accelerate

i have a relatively small direction of change Risk
_i impact on

lopportunit]
y

Flow of climate change impacts to materialize |Legena: Bold | have a particularly

large impact on

Impact on your

. o : . :
important In the 2 ° C scenario influencing factor Impact on the automotive sector o

risk and opportunity Future assumptions and background (Parameter)

carbon-tax Taxation based on increase in operating

Introduction and —) carbon tax operation-related ’
Carbon tax, expansion | emissions COSty \

carbon price

increase in cost

possibility of a
_ downward revision
decrease in cost in creditworthiness

Compliance with decarbonized
GHG emission formulation of carbon emission
regulations international reduction target
commitments

Strengthening lower operating costs

government
decarbonization
policies

Re-energy shift and
decline in oil demand

oil price

increase in revenue

Energy
Price

decline in sales of

engine-powered
vehicles
—

possibility of an

decrease in earnings upward revision in
creditworthiness

engine vehicle
sales volume

Expansion of ZEV

Increase in sales of

ZEVs, etc. Reduction/withdrawa
| of low-carbon
- Increased technology
Dissemination of Implementa_t|9n of diffusion of electric opportunities to investment . _
next-generation favorable policies for vehicles recover development improvement in ROE
tecl?nolo ies EV manufacturers investment due to
- increased demand for| < addition of EVs, etc.
ZEV increased investment

improvement of
debtors' ability to repa

A\ 4

extreme weather

intensification
*Although the impact on industry and your bank

is minimal compared to 4 ° C, the cost of coping
with physical risk is assumed to be constant.
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[(3) Business impact of automobile x 4 ° C]
While the current regulatory and market environment continues,

the cost of extreme weather will increase.

Flow of climate change impacts to materialize

important
risk and opportunity

Carbon tax,
carbon price

Compliance with
GHG emission
regulations

Energy
Price

Dissemination of
next-generation
technologies

extreme weather
intensification
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4°C I 2°C I

@ Real estate

@ Energy

® Motor Vehicle

Legend:

Bold

have a particularly
large impact on

have a relatively small
: impact on

direction of change

Risk lopportunit]

y

Impact on your

In the 4 ° C scenario influencing factor N
Future assumptions and background (Parameter) MnsfpFTei @0 02 G Sy bank
. . . ~ possibility of a
increase in demand oil price operational-cost > increase in cost downward revision
increase h ; :
in creditworthiness|

Government's low-
carbon policies are
limited

for crude oil

J—>

‘Auto market is going

well

engine vehicle
sales volume

diffusion of electric
vehicles
is limited

Increase in sales of

>

engine-powered
vehicles

[ Increased risk of |
recovery of
development
nvestment in EVs, etc.
Hue to continuation of

TOW=Car Dort
technology
reduction in

ICE !/

In sales of EVs

A 4

frequent occurrence
of guerrilla

!

rainstorms

river flooding

flood damage

investments such as

stagnate

In product
inventories and
factories
Increase in property

dam.

| of additional

occurrence of repair
costs

lamage
Difficulty in procuring
raw materials
r production
nation

in order to avoid the
impact of
Increased number of

transportation days

incurring response
costs

increase in revenue

possmﬂ'ma_n

upward revision
in

improvement in ROE

possibility of a

decline in debtors'
ability to pay

downward
revision in

increase in cost
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3-1. Shiga Bank

@ Quantitative assessment of transition risk
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Approach to Analysis of the Impact of Transition Risk
on Financial Statements
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Example of analysis(1):
Energy sector (Electric Power Company (1))

Note: The value set as XXX in the numerical value in the graph is not shown as a real number
because it was analyzed by a sample company (the same applies hereinafter).



If the carbon tax scenario is built on the assumption that the CO2 emissions will
remain constant in the near future, there will be an excess of liabilities.

STEP 1: Carbon Tax Considerations

: Step1 Carbon Tax
Co2 approximately XX, Last ESG Report
emission X00,000 P XXX, 000
volume [t-CO2] S
S XXX, 000
Exchange rate 105 yen/$ Level at the end of January 2020 a8
[
8 XXX, 000
o H H i 1 . .
2 ° C Scenario A carbon tax is introduced regardless of country or region. w5 Because CO2 emissions are assumed to be
o o000 constant, the transition is linked to the 2 ° C
N i C carbon tax scenario
Developed country Developing country 3 xwow (but assuming linear interpolation for periods
g without values and constant after 2040)
(Reference) Average successful bid <
C i price in EU-ETS in Europe: 0%, 000
- urer‘n approximately US $/ t N/A
situation *"Implementation and Review of Emissions
Trading in Other Countries" 0
From (Ministry of the Environment Report 2016) 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049
2030 100 US $/tCO2 75 US $/tCO2 . .
Step1 Estimation of Balance Sheet
XX, XXX, 000
2040 140 US $/tCO2 125 US $/tC0O2 o XK, XXX, 000
) g XX, XXX, 000
0
(whole) As global carbon prices rise to achieve the 2 ° C target, the government is promoting the < X, XXX, 000
introduction of carbon taxes and emissions trading. On the other hand, companies with high GHG )
emissions are more likely to be asked to do so by governments and business partners, and more (O] X, XXX, 000
- likely to be engaged by investors. é
o (Real Estate) Due to rising steel and cement prices and transportation costs, green buildings n 00 000
a utilizing new low-carbon materials have become popular. QL X, XXX, 000
a (Tenants/Residents) Tenants will see an increase in decarbonization and demand for energy- § | | |
4 efficient facilities a 0
I-A *Data source: © 2020 2022 2024 2026 2028 2030 2032 2034 203 2038 2040 2042 2044 2046 2048 2050
o Extracted from IEA "World Energy Outlook 2019" Sustainable Development Scenario numbers ] =X, XXX, 000
S B e
X0, 000 excess of liabilities j
X, XXX, 000 (unrealistic assumption)
Net Assets ' Reserves mFixed Liabilities = Current Liabilities
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A decrease in the use of fossil fuels in favor of renewable energy is expected to lead
to a reduction in the carbon tax burden and therefore an increase in net income

STEP 2: Estimating Financial Impact Based on Changes in Power Supply Composition

The reduction in carbon tax due to conversion to renewable
energy is expected to increase net income and avoid excess
liabilities.

Although this estimate assumes that the conversion will take place
in stages, it is inferred that if the conversion is delayed, the deficit

will widen as shown in Step 1, and there is a possibility that
liabilities will exceed assets.

XXX, 000

XXX, 000

XXX, 000

XXX, 000

XXX, 000

XXX, 000

0

Carbon Tax (Change in energy mix reflected)

.-~ To the use of renewable energy
Reduction of carbon tax by conversion

2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040 2042 2044 2046 2048

Net Profit (Change in energy mix reflected)

XXX, 000
XXX, 000
XXX, 000

XXX, 000

- XXX, 000 N
To conversion to renewable energy
\\\_carbon tax relief effect of

- XXX, 000

- XXX, 000 R

- XXX, 000

2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040

/

Liabilities/Net Assets

Step2 Estimation of Balance Sheet

XX, XXX, 000

If the composition of power sources is taken into
consideration, liabilities will not exceed assets
XX, XXX, 000 until 2050.

X, XXX, 000
111l I
X, XXX, 000
X, XXX, 000 | | | I I I
X, XXX, 000 | | |
0

x, xxx, 000 020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040 2042 2044 2046 2048 2050

XX, XXX, 000

-X, XXX, 000

-X, XXX, 000

Net Assets ' Reserves mFixed Liabilities = Current Liabilities
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Based on the power supply composition transition scenario, a decrease in carbon
tax burden and fossil fuel expenses caused by a decrease in thermal power
generation is expected to increase net income

STEP 3: Reflection of transition scenario of power supply composition ratio

Reduction in carbon tax and fuel costs through conversion to
renewable energy is expected to increase net income and avoid
excess liabilities

Although this estimate assumes that the conversion will take place

in stages, it is inferred that if the conversion is delayed, the deficit
will widen as shown in Step 1 and 2, or the liabilities may exceed
assets.

Carbon Tax (Change in demands and fuel costs reflected)

XXX, 000

XXX, 000 --7

-7 Compared with Step 1 and 2,
e Step 3 reduces the carbon tax
XXX, 000 Pt <4—(LNG content) by the amount
’ that the share of thermal
power generation decreases.

XXX, 000

XXX, 000

XXX, 000

O 4 N M SN O NN 0N O AN M ST W WOIN OO dN M S W ON 0 D
NN NN AN AN A NN AN OOOOOHO O OHonnnF S T TS T TS
O O O O O O O O O O O O O O O O O O O O O O O o oo oo o o o o
[ I S A S VA SR U SV VY oA oA SV SR S R S S S S S SR SR S SR S 2R > A s U S SVARR VAN SN AR o)

Net Profit (Change in demands and fuel costs reflected)

XXX, 000

The shift from fossil fuels to renewable energy sources led to a decrease in
carbon taxes and fuel costs, resulting in an increase in profit levels.

XXX, 000

XXX, 000

XXX, 000

- XXX, 000

- XXX, 000 N

- XXX, 000 ~<

“--.___ Stepl
- XXX, 000
O d N OO < 1D O™ W0 OO O o NN M T 1 O WO A4 N M T 1N O 0
[ S o N o o T S SO o N o A o AN o S 2 B o' T o' S o 0 O o' O & N ' SN .0 B o' o' B w I L~ o o~ o~ W S W o
O O 0O 0O 0O 0O 0O 0O 0O 0O 0O 0O 0O 0O 0O 00 000 0O 0 0 0O 0O O O o o O
N N AN AN NN AN AN NN N NN

Step3 Estimation of Balance Sheet

XX, XXX, 000
net assets increased as a result of an increase in

net income

XX, XXX, 000
XX, XXX, 000

X, XXX, 000

X, XXX, 000 I I | B 1

B - =
- | | | I | | | | | | | I | I
X, XXX, 000 | |

0

'020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040 2042 2044 2046 2048 2050
X, XXX, 000

Liabilities/Net Assets

X, XXX, 000

-X, XXX, 000

Net Assets ' Reserves mFixed Liabilities = Current Liabilities
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Example of analysis (2):
Motor vehicle manufactures
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Assuming the changes in profit and loss and the size of assets and liabilities are as
they were in the most recent financial statements, the impact of the carbon tax is
insignificant and net income is expected to continue

STEP 1: Carbon Tax Considerations

I R
Step1 Carbon Tax

CO2 emissions About X, XXX, 000 [t-CO2] Most recent environmental report * s o000
(]
|_ XX, 000
Exchange rate 105 yen/$ Level at the end of January 2020 -
S XX', 000
-e XX, 000
2 ° C Scenario A carbon tax is introduced regardless of country or region. © '
F U XX, 000
“6 Because CO2 emissions are assumed to be constant, the
. XX, 000 transition is linked to the 2 ° C carbon tax scenario
Developed country Developing country £ : (but assuming linear interpolation for periods without values
S XX, 000 are constant after 2040)
g XX, 000
(Reference) Average successful bid price in < o
Current EU-ETS in Europe: approximately US $/ t '
ituati *"Implementation and Review of Emissions Trading in N/A 0
situation Other Countries"
From (Ministry of the Environment Report 2016) 202120232025202720292031203320352037203920412043204520472049
2030 100 US $/tCO2 75 US $/tC02 Step1 Estimation of Balance Sheet
XXX, XXX, 000
Net Assets m Fixed Liabilities = Current Liabilities
2040 140 US s/ tcoz 125 US S/ tcoz 0 XXX, XXX, 000
AJI 5 In this case, even if the carbon tax is taken into account, the current net
0 300, 000 income will continue, so the current liabilities will be repaid and retained
0] o earnings will be retained after repayment.
(whole) As global carbon prices rise to achieve the 2 © C target, the government is promoting the < set a s?mple assumption that pay I I I
introduction of carbon taxes and emissions trading. On the other hand, companies with high GHG . X, XXX, 000 I I I
emissions are more likely to be asked to do so by governments and business partners, and more (] n
- likely to be engaged by investors. =
=] (Real Estate) Due to rising steel and cement prices and transportation costs, green buildings ﬁ XX, XXX, 000
a utilizing new low-carbon materials have become popular. 9
(=) (Tenants/Residents) Tenants will see an increase in decarbonization and demand for energy- E XX, XXX, 000
o efficient facilities 3
Q *Data source: ©
o Extracted from IEA "World Energy Outlook 2019" Sustainable Development Scenario numbers 3 XX, XXX, 000
=
0

(*) Only CO2 emissions for Scope 1 and 2 are counted.
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In order to take into account future changes in unit sales, calculations have been made from

estimates of the "Percentage and number of units sold" and "Proportion of use and number of
units" for next-generation vehicles, using scenarios developed by external think tanks and the
IEA WEO

STEP 2: Forecasting the Future of Next-Generation Vehicles (% PHV or ZEV) in the Overall Automotive Market

Proportion of PHV/ZEV Sales

Proportion of PHV/ZEV Spread

0] 5 10 15 20 25 30 35
Duration (Years from 2017)

Duration (Years from 2019)

80.0%
— _ 3 _ 2
y = 0.0005x2 + 0.0057x +0.0356 s05 | ¥ =2E-05x7-0.0011x"+0.045x + 0.005 >
70.0% 2 R2=1 -
R?=0.9987 0%
. quadratic polynomial extrapolatio Interpolation by Third Order Polynomial L
60.0% 70% Based on IEA WEO Scenario SPT At
50.0% 60% 1\ [ | =T -
50% _ae=
40.0% | Estimates from external think tank . Lo
projections 40% "_.-
30.0% 30% P
ﬂ“"
20.0% 20% Tl
10% o
10.0% -~
0%
0.0% 5 10 15 20 25 30 35
0 5 10 15 20 25 30 35 Duration (Years from 2019)
Duration (Years from 2017)
Number of PHV/ZEV Sales Number of PHV/ZEV Spread
Figures for FY 2060 are estimated by the IEA WEO and are linear.
Estimated Number of Gasoline Vehicles (ICE cars) Sold y= 24671X2 +4372.1x +1163.5
R%=0.9997
) Interpolation by Quadratic Polynomials
<) J (TSRS LR RN Based on IEA WEO Scenario
© e
0 e
e
o external thinktank TR
5 an estimate from an estimate - e,
a K T
E —e " quadratic polynomial extrapolation
5 s
=z
‘‘‘‘‘ y =8.7864x2 + 47.442x + 349.89
R%=0.9986
- 0 5 10 15 20 25 30 35
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Based on the assumption that it will be linked to the market for next-generation vehicles as
described in the previous page, we calculated the number of units sold by automobile
manufacturers based on the actual and projected figures shown in our environmental and

annual reports.

N“F“ber of Sales of Ne_xt-Generation Vehicles Sales of Vehicles estimated by Automotive Manufacturers
estimated by Automotive Manufacturers

XXX
XXX

Forecasting future

... |sales of a company

¥ using current data and
the target set by a

XXX

XXX
. 30 later (2050)
company itself Gro\Cvetar"vrsinasae\res of next-generation vehicles is XXX @ Sales of next-
estimated to be XXX million generation car (estimated
XX the left slide
XXX
0 0
&) XXX 2
0] 4]
U) XXX m XXX
5 Target set by a Auto Manufacture 5
- in its publication -
QO  xxx (]
e O xxx
£ € Current data
3 XxX 3 disclosed by
pd =z the company

XXX
@ Sales of ICE car (estimated on

XX
previous page

Current data disclosed

¥ by a Auto XX
Manufacture
0 5 10 15 2 25 30 3 '
0 5 10 15 20 25 30
Duration (Years from 2019) Duration (Years from 2019)
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If we assume a change in the number of units sold (Sales and R & D expenses are simply linked
to the aforementioned sales volume scenario.), we expect net income to increase, although the
burden of carbon tax will increase.

STEP 2: Projections for future changes in sales

Carbon Tax Net Profit
X, XXX, 000
XXX, 000
Step 2 X, XXX, 000
< XXX, 000 X
© \ X, XXX, 000
' Step2
g ‘ XXX, 000 l = X, XXX, 000 p
Fa) U
= XX, 000 o
8 B & X, XXX, 000
Y- g
_8 e O R e "0_3 X, XXX, 000 Step 1
[ =z
5.
o XX, 000 X, XXX, 000 l
g ___________________________________________________________
XX, 000 X, XXX, 000
X, XXX, 000
o] 2020 2025 2030 2035 2040 2045 2050
2020 2025 2030 2035 2040 2045 2050
Stepl Estimation of Balance Sheet Step2 Estimation of Balance Sheet
XXX, XXX, 000 XXX, XXX, 000
Net Assets m Fixed Liabilities m Current Liabilities Net Assets ® Fixed Liabilities = Current Liabilities
[0)) XXX, XXX, 000 e B (7)) XXX, XXX, 000 i
O] Y, 0 000 TIEre, even taking into account the carbon tax, current net income O] XXX, XXX, 000 I
& e will continue, so the assumption that current liabilities will be & e I I
< repaid and retained after repayment can be easily established. < I I
XXX, XXX, 000 XXX, XXX, 000 I
4+ 4+
%J XXX, XXX, 000 %J XXX, XXX, 000 I I I
$ XX, XXX, 000 $ XX, XXX, 000 I I I
:"_E' XX, XXX, 000 E XX, XXX, 000 I I I
3 5 L
m XX, XXX, 000 m XX, XXX, 000 I I
5 - 111
XX, XXX, 000 XX, XXX, 000
0 0
QO AV Ax A0 D 0 N s> 50 9 O O > L @ Q AV AN D A0 A AN D O D > o @
B A A R A I I A I R I i R A A R I R A A I I R R R
DT AT AT AT AT DT AT DT AT AT AT AT AT A A AT AT AT AR AT AT AT AR ADT DT AT D A A AP

(*) Only CO2 emissions for Scope 1 and 2 are counted.
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Based on data disclosed by component manufacturers affiliated with automobile manufacturers,
we estimated changes in parameters relating to automobile manufacturers R&D expenditure
and capital investment.

STEP 3: Future Forecast of Next-Generation Vehicle Development Costs by Automobile Manufacturers
(Estimation based on data disclosed by affiliated component manufacturers)

Estimates from the prior year’s data

Future projections from disclosed targets

R&D Expense/Sales

Sales: R&D Expense(2008-2019)
XX0,000
y =0.0478x + 7467.3
R2=0.9483 °
XX0,000 )
XX0,000 @
(]
2
o . L4
g1 s
1 XX0,000
u
n- .o’
@
g XX0,000 _.-="About 5% of the sales of this affiliated parts manufacturer is allocated to
o . R&D at present.
It is assumed that there is a proportional relationship even in the main
° body of the automobile manufacturer, and the value of about 4% is
XX0,000 adopted at present.
o
XX0,000 .
2 X, XX0,000 2 X, XX0,000 X, XX0,000 ! X, XX0,000 ) X, XX0,000 O X, XX0,000 10
Sales
R&D Expense : Capital Investment (2008-2019)
+ XX0,000
y =2.2869x - 120041
- X000 R?=0.8306 °
)
S XX0,000
E et
= wee®
$ XX0,000 @ e °
- e
E © XX0,000 LI B = °
S P
a XX0,000 ‘,.""”I'here is a proportional relationship between R&D expenditures and capital
© e expenditures among affiliated component manufacturers.
O XX0,000 et L Assumption that the ratio of R&D expenditures to capital expenditures (®
''''''' ® Double) is constant even for the main body of automobile manufacturers
XX0,000
L]
XX0,000
XX0,000 XX0,000 XX0,000 XX0,000 XX0,000 XX0,000 ) XX0,000 |
R&D Expense
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7.50%
Our goal is to raise R & D expenditure from the current level of approximately
5% to the level of ®% in 2020. Considering the increase in the ratio of R&D -
expenditure for advanced technologies, we assume that R&D expenditure will _--1
7.00% increase over the medium to long term. Pt -
6.50% ——-]
y = 0.0006x + 0.053 JPtad
R2=0.8646 P
6.00% &
Af
A
o o
‘,,p"a For affiliated parts manufacturers, from about 5% in 2020 to about 7% in 2050
5.50% et but maker has the same rate of increase.
: 8 R Assumed to increase from about 4% to about 5%%
.-:;/
5.00%
5 10 15 20 25 30 35
Duration (Years from 2019)
CO2 Emission from Plants in Global
20.0%
Age (Base year = 2019)
0.0% @&
0o e 5.e 10 15 20 25 30 35 40
_ % e
20.0% Teea., Assuming a target of zero global CO2 emissions at
P .. plants by 2050
@
-40.0%
Estimated by quadratic polynomials from planned
o global CO2 emissions at "Environmental Report" plants
-60.0% of automobile manufacturers
-80.0%
y = -0.0002x? - 0.0186x + 0.0047
R?=0.9938
-100.0%




Even if certain assumptions are made in R&D cost projections as shown in the previous page,
internal reserves will increase, but if assumptions such as sales volume and capital investment
slightly change, the results will change, such as incurring an excess of liabilities.

STEP 3: Study incorporating the forecast of R&D costs

[Assumptions Summary]
B Vehicle sales (Next-generation vehicles and gasoline-powered vehicles)
are also sold according to the scenario, regardless of region or regulation.

B Assumes that the unit selling price of automobiles does not change on
average

B Capital investment and R&D expenses are within the estimated range on
the previous page.

B Reduction in global CO2 emissions at plants is expected to zero by 2050

Step2 Estimation of Balance Sheet

XXX, XXX, 000

Net Assets mFixed Liabilities = Current Liabilities -

XXX, XXX, 000 I

) | I
-lq—’) XXX, XXX, 000 I I
a I
g XXX, XXX, 000 I I I
-'q-j XXX, XXX, 000 I I I
z i i
m XX, XXX, 000 I I
.9 XX, XXX, 000 I I
= - L
a XX, XXX, 000 I I I I
©
g XX, XXX, 000 I I I I I I

0

R U S St S S R S s

Carbon Tax
XXX, 000
XXX, 000 Stepz ,”’ ---------------- ==
Pad e
(v} In Step 3, because we assume \\ -7
- a world where the ratio of EVs -7 Step 1
c XXX, 000 increases, the carbon tax will -7
o) be eliminated in 2050 T l
0 i
[ XX, 000 // o=
S i
O
4y
O XX, 000
o Step3
c
8 XX, 000
<C XX, 000 ,,«"/ -
0
2020 2025 2030 2035 2040 2045 2050
Step3 Estimation of Balance Sheet
XXX, XXX, 000
XXX, XXX, 000 Net Assets mFixed Liabilities = Current Liabilities
w0 XXX, XXX, 000
"q'j In the above scenario, the increase in R&D expenditure is larger than the
()] XXX, XXX, 000 current level. I I I
w0 As a result, retained earnings will decrease. I I I
< XXX, XXX, 000 I I
0 |
= XX, XXX, 000 I I
< 1L
m XX, XXX, 000 I I
0 0 i
= XX, XXX, 000 I I In. I I
s il
© XX, XXX, 000
—
0
Q M A% o0 D ,0 N ™ 5,0 P O O & o @
VR I A R R R A ) » S »
LTSS
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Example of analysis (3): Real estate company
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The negative impact of carbon tax on income is expected to be negligible. Even so,
any reduction in income is expected to be attributable to an estimated accumulation
within retained earnings rather than a result of increasing credit costs.

STEP 1: Carbon Tax Considerations

| mem | vawe | Remas Step1 Carbon Tax

CO2 emissions approximately XX0,000 [t- ESG Report, etc. X, X00
CO2] ,

(>é X, X00

Exchange rate 105 yen/$ Level at the end of January 2020 [
(e X, X00
8

A carbon tax is introduced regardless of country or region. rsa X, X00
‘ o Because CO2 emissions are assumed to be
. "5 ' constant, the transition is linked to the 2 °© C
Developed country Developing country D e carbon tax scenario
% (but assuming linear interpolation for periods
(Reference) Average successful bid o %, X00 without values and constant after 2040)
C t price in EU-ETS in Europe: g o0
- u”e_n approximately US $/t N/A '
situation *'|mplementation and Review of Emissions
Trading in Other Countries" 0
From (Ministry of the Environment Report 2016) NSRRI RELAE NN IR IITIRILLSTRER
RRRARRRARRARRRARRKRRARRLARRRARLRARRKRRKRRRRERR
2030 100 US $/tCO2 75 US $/tCO2 T
Step1 Estimation of Balance Sheet
"™ Since the direct effect of the decrease in income from the carbon
2040 140 US $/ tCO2 ﬂ 125 US $/ tCO2 I =) is minor, it is estimated that retained earnings are
" accumulated even in the course of events.

(whole) As global carbon prices rise to achieve the 2 ° C target, the government is promoting the
introduction of carbon taxes and emissions trading. On the other hand, companies with high GHG
emissions are more likely to be asked to do so by governments and business partners, and more
likely to be engaged by investors.

(Real Estate) Due to rising steel and cement prices and transportation costs, green buildings
utilizing new low-carbon materials have become popular.

(Tenants/Residents) Tenants will see an increase in decarbonization and demand for energy-
efficient facilities
*Data source:
Extracted from IEA "World Energy Outlook 2019" Sustainable Development Scenario numbers

XX, XXX, 000

XX, XXX, 000 | |
X, XXX, 000 | | ‘ |
X, XXX, 000 | ‘ ‘ |

X, XXX, 000

Liabilities/Net Assets

(o]
o
3
a2
(=
o
Y
)
(=3
o
3

0
2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047
Net Assets ' Reserves mFixed Liabilities = Current Liabilities
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ZEB and ZEH are set on the basis of IEA scenarios and national targets, simplified
assumptions are made regarding initial cost increases and carbon tax reduction

Be linked to [Prerequisites for ZEB]
ZEB's global Proportion of Z_EB_FIpqr per Total Floor 100.0%

100.0% floor area XX 1 million m-2 B As the total floor area increased by XXX 1000 m2 per year,

90.0% SCeNario the percentage cost increase of ZEB is shown in the graph
80.0% on the left.

70.0%

60.0% XX 1 million m 2 m In addition, the renovation cost will be added, based on
000 47.1% the assumption that the current total floor area plus the
40.0% increase is all ZEB by 2060.

30.0% B Reduction of carbon tax for ZEB

20.0% X 1 million m.2

10.0% 1.5%

0.0%
0 5 10 15 20 25 30 35 40 45

Duration (Years from 2019)

[Assumptions regarding ZEH compliance]
Proportion of ZEH

100% 100 100% B The cost of ZEH is added to X, X00 new houses for several
90% '\ years by the ratio shown in the graph on the left.
jgj In 2040, ZEH achieved B Reduction of carbon tax for ZEH
100% on average for new

60%  50% houses

50%

40%

30%

20%

10%

0%

0 5 10 15 20 25 30 35 40 45

Duration (Years from 2019)
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As ZEB and ZEH are implemented, the carbon tax will decrease, but the estimated
result is that net income will decrease by the increase in costs

STEP 2: Estimating the Financial Impact Based on the Response of the Sample Company

2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047
Net Assets ' Reserves mFixed Liabilities m Current Liabilities

Net Profit Step2 Carbon Tax
XXX, 000 >< X, X00
é Step1l ©
|_ |_ X, X00 ,,"—
XXX,000 -7
e e g Stepl .
o a ~_--=~ Reduction of
Q ix,000 S T CO2 emissions
X, X00 .
8 @) due to progress
4 XXX, 000 qa X, X00 /’, in ZEB/ZEH
5 .
= .
"E . Stepz C X, X00 ’// Stepz
5 000 Initial cost of ZEB and ZEH (Include the S L
o cost of repairs) CE) %00 \
£ 01,000 Net income decreased
< << w0
0 0
SNRILERRIRR AR IR RRLIITIIILEETLR2AR SARILRERIRAISIAIARI DR ITILIILLEST SR
RRRRRRRARRRARARIARIRRARARIRIRKRARRAKLIRIRKRRKRRKRKRR RRRIRRRRRRRRRRRRARRRARRLIKL/LILRRRRRRR
Step1 Estimation of Balance Sheet Step2 Estimation of Balance Sheet
XX, XXX, 000 XX, XXX, 000
o) i, 06x,000 o) 00, 000
[} Q
m XX, XXX, 000 m
u) m XX, XXX, 000
< <
4&; XX, XXX, 000 40-)’ XX, XXX, 000
< pa
8 X, XXX, 000 E X, XXX, 000
Q
B i)
3 X, XXX, 000 E X, XXX, 000
QO
.© ©
- X, XXX, 000 : X, XXX, 000
0 0

2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047

Net Assets ' Reserves mFixed Liabilities = Current Liabilities




Taking into consideration the long-term growth rate (CAGR 1.12% by
2050) of the real estate business based on the long-term estimation of
GDP, the profit level rises and the retained earnings rise slightly

STEP 3: Reflect Market Variables (Forecast)

2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047
Net Assets ' Reserves m Fixed Liabilities ® Current Liabilities

Net Profit Step3 Carbon Tax
>< XXX, 000 f>é X, X00
© Stepl = xxo0 L —
— XXX, 000 e e el _____ c Stepl -7
c , X00 epl .-- .
S _g o ~~--~""Reduction of
E XXX, 000 O x x0 CO2 emissions
O ﬁ'_) due to
X, X00 L .
“6 O — Step3 S o progress in
=TT e C X x00 -’ ZEB/ZEH
o _ _ \ / P Step3 ~ Step2
5 e Net income increased by __—»"~____ 3
2 the business growth rate” & o g \
£ XXX, 000 9 Step2 ~~~~ < o
< X, X0 -
0 0
H N SN OIS0 dNMSWON 000 M n O~ o Q T O SN ON0NQd NS O 00 o 9 Q wn ~ Q 9
SE8EH55E82 85288888 22338848328¢8¢ SEHEHH5H8EEE8 0888883888 ¢8448:88¢8¢
. . ¢ . .
Step1 Estimation of Balance Sheet . ‘Step2 Estimation of Balance Sheet
XX, XXX, 000 | XXX,
XX, XXX, 000
XX, XXX, 000 |
0] 0]
o o
[0} Q XX, XXX, 000
(1)) XX, XXX, 000 | [)]
)] 1]
< < XX, XXX, 000
4 XX, XXX, 000 )
z 2
m X, 300K, 000 } X, XXX, 000
2 o
= X, XXX, 000 = X, XXX, 000
a o a
.© .© X, XXX, 000
| X, XXX, 000 |
0 0

2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047
Net Assets ' Reserves m Fixed Liabilities m Current Liabilities
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3-1. Shiga Bank

® Quantitative assessment of physical risk
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@ collateral valuation

[Properties in scope]

» Extract properties located near the hazard map

[Prerequisites for the Property]

« Number of building floors: Since data on the number of floors of each property was unavailable, it was calculated uniformly.

« The variable used for the damage ratio is the one after the rank correction (Leveling of mixed floors).

 Building structure: The analysis was made by combining wooden and non-wooden construction. As above, the variable used for
the damage ratio is not structure-specific.

[Damage ratio variable]

« Adjustment due to inundation depth zones that do not match the inundation depth classification and damage ratio classification
on the hazard map

*According to the flood control economic survey manual,

Fleae @il Geseie fEeeaEn inundation depth of 3 m or more is assumed
Hazard map manual After

inundation depth adjustment

section inundation depth I, loss ratio In order to reduce the loss ratio to a uniform 83.6%, it is

section necessary to reduce assumptions regarding the damage caused.
Less than 0 ~ 0.5 m Less than 0 ~ 0.5 m 21.40% 21.40%
Lessthan 0.5~1.0m  0.5~0.99m 29.30% 29.30% The expected damage of an inundation depth of >5 m cannot be
Lessthan 1.0 ~ 2.0 m 1.0 ~ 1.99 m 45.80% 45.80% estimated. Inundation of > 5 m is assumed to be a total loss

0]

Less than 2.0 ~ 5.0 m 2.0~299m 64.60% 83.6% (100 /0)

3.0 83.60% . .

m or more ’ For a distance between 2 m and less than 5 m captured in the

>:0.m or more - - 100% hazard map, it is assumed that the midpoint is 3.5 m

The Economic Survey Manual includes a ratio of loss caused by

. . damage of 83.6% for 3m or more
[Calculation logic]

@ Property identification: All collateral properties - land properties = buildings

@ Understanding of inundation depth: building property address (latitude-longitude transformation) — inundation depth on hazard
map

(® Damage Calculation: Collateral amount by inundation depth and building x Damage ratio by inundation depth = Loss on
collateral due to flooding (Assumptions)
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@ valuation of the company's decline in sales

[Properties in scope]

« Targeted at companies with a certain level of outstanding loans in Shiga Prefecture

+ Identifying the locations of head offices and sales

[Prerequisites for the Property]

« Number of building floors: Since data on the number of floors of each property was unavailable, it was calculated uniformly.

« The variable used for the damage ratio is the one after the rank correction (Leveling of mixed floors).

 Building structure: The analysis was made by combining wooden and non-wooden construction. As above, the variable used for
the damage ratio is not structure-specific

[Number of days off work]

« Adjustment due to inundation depth zones that do not match the inundation depth classification and damage ratio classification

on the hazard map

Flood control economic research
Hazard map adjﬁg‘:ent *According to the flood control economic survey manual,

TG ELTE € (1] number of inundation depth of 3 m or more results in 56.1 days off

section inundation depth number of days
section off work days off work work.
Less than 0 ~ 0.5 m Less than 0 ~ 0.5 m 6.4 days 6.4 days . . . .
s than 0.5 ~ 1.0 05 ~ 0.9 a5 d a5 d The number of business downtime days for inundation of
ess than Lo~ &8 m 2~ 82 m o L = ERE 5m or more is based on the Dmap and interpolated
Less than 1.0 ~ 2.0 m 1.0~1.99m 20.0 days 20.0 days “nearly over the perlod (73 days)'
Lessthan 2.0 ~5.0m 2.0 ~2.99 m 41.2 days 56.1 days For distances between 2 m and 5 m captured in the
hazard map, it is assumed that the midpoint is 3.5 m.
3.0 m or more 56.1 days
5.0 m or more — — 73 days Number of business suspension days by inundation depth

= sales decrease due to flooding (Assumptions)
[Calculation logic]
@ Understanding of inundation depth: building property address (latitude-longitude transformation) — inundation depth on hazard
map
@ Net Sales Decrease Calculation: Net Sales by Flood Depth and Property/Number of Business Days (Calculated for 242 days
excluding holidays and national holidays)
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3-2. Hachijuni Bank
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3-2. Hachijuni Bank
@ Assess materiality of climate-related risks
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[Examination of the business sector to be analyzed]
From the exposure by industry in the bank (total amount), we can assume that the
importance of "real estate" "Electricity, Gas, Heat Supply and Water" is high.

Industry Exposures and Climate Risk Impact

(Point)35

Manufacturing
(excl. Aut(zmobile)

30 / Mining/Quarrying

High Importance
« Real Estate

25 - p

iculture & Forestry

 Electricity, Gas,
R T TTTTE — . Heat Supply and
20& - Transport & Postal : Central & Local Public Water

Service = Body

abuey) arewl D Aq 10edw

Financing Bu E—— Additional
15 . Insurance SERE SIS consideration of
Rental & Leasing .
importance
S~ Construction Whot . Manufacturln(gj]
10 *- Other Services olesale + Transport an
Postal Service

Information &
Communication

0

_ . Exposures
(Note 1) Goods Rental and Leasing do not include exposures classified as

(Note 2:) "Other", which have different risk ratings depending on commercial products.
Source: Prepared based on your bank "Summary of Financial Results for the Year Ended March 2020 [JGAAP] (Consolidated)"
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[Draft Assessment of Climate Change Risks and Opportunities in the Real Estate Sector (1/3)]
Transition risks are assumed to be significant, driven by the impact of higher
building material prices and GHG emissions regulations

(DReal estate

@ Energy

® Automobiles and

transportation
- Evaluation item Business Impact Analysis (qualitative information) Draft
< . Severity
< | Major e . .
o Subclassification Risk Opportunity (real
group estate)
Increase in the petroleum and coal tax rate (Increased construction and operation costs) Introduction of high-efficiency buildings and low-
* Higher oil and coal taxes are expected to raise the cost of procuring construction materials and fuel for operating carbon building materials (Avoidance of increased
; facilities. construction and operation costs)
Carbon tax and price * The shift to energy saving/renewable energy construction Large
and the use of low-carbon building materials can mitigate
carbon tax impacts and increase market value.
Energy report for operating facilities based on the Energy Conservation Law (increased operating costs) Ensuring superiority through environmental
* Compulsory energy conservation performance stipulated in the Building Energy Conservation Law will be further performance (Improving competitiveness)
strengthened, and if energy conservation measures are insufficient in operating facilities, an announcement and * Companies with strengths in related technologies, such as
improvement order will be issued. building environmental performance and energy
* In order to achieve the energy conservation standards for existing buildings subject to the Energy Conservation Law,| conservation know-how in facility management, may
Addressing GHG it_ is necessary to _co_ntinuously inv_est in equipment_ re_novati_on. . improve their competitiveness.
emission regulations Stricter energy efficiency regulations for new buildings (increased construction costs Large
* If policies such as the fiscal 2030 target of the "Global Warming Countermeasures Plan" formulated by the Japanese
Policy government in response to the Paris Agreement, and regulations on the introduction of ZEB to achieve a 40%
reduction in CO2 emissions from the commercial and household sectors are implemented, it will become essential to
) enhance the environmental performance of buildings in the construction of subdivision and rental housing as well as
. Regulatio new buildings, and energy conservation measures will be required in the operation of facilities.
n
3 Strengthening of energy conservation based on Tokyo Cap and Trade System (Increased construction and Ensuring superiority through environmental
a operation costs) performance (Improving competitiveness)
=0 * Under the reduction obligation for large business establishments in Tokyo, if GHG emission reductions of 7% on * Companies with strengths in related technologies, such as
o Promotion of energy average in the 3rd plan period (2020 ~ 2024) and 17% on average in the 4th plan period (2025 ~ 2029) cannot be | building environmental performance and energy
=1 conservation policies achieved, credits must be purchased for the properties held. In order to avoid this, it is necessary to invest in conservation know-how in facility management, may Small
equipment to enhance environmental performance. improve their competitiveness.
* In the event of a violation of laws and regulations, there is a possibility of a decline in corporate brand value and a
decline in stock prices due to the publication of company names, fines, or business suspension.
Acquiring public incentives (cost reduction
* At present, many real estate companies are expanding their renewable energy business by utilizing the FIT system. |* When a new renewable energy support policy is
Subsidies for The end of FIT purchases will affect the profitability of new renewable energy businesses. introduced, incentives such as subsidies may be utilized.
renewable energy, etc. * Itis highly likely that the hurdle for new investment will be raised as the situation of new investment utilizing New Business Opportunities (Entry into new markets Small
existing permits will change. . There is a possibility of access to new markets such as
* Revenues from existing renewable energy businesses will decrease after the purchase period ends. renewable energy certificate trading.
(Nothing in particular.) Lower grid power emission factor (Reduced
construction and operating costs)
* Low carbon grid electricity reduces carbon tax payments
Industry | Changes in the energy and investment in energy-saving facilities through building
/ Market | mix construction and facility management.
* Lower procurement costs associated with the spread of
renewable electricity will make it easier to use low-carbon
energy sources.

*Considering the importance in the image of medium- to long-term Transition risk/physical risk (Example: Climate change in 2030/2050)
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[Draft Assessment of Climate Change Risks and Opportunities in the Real Estate Sector (2/3)]
Increasing customer demand for buildings with high environmental
performance is considered to have a relatively large impact.

DReal estate

@ Energy

@® Automobiles and
transportation

- Evaluation item Business Impact Analysis (qualitative information) Draft
< . Severity
5 | Major A . .
o Subclassification Risk Opportunity (real
group estate)
Higher energy prices (Increased construction and operation costs) Ensuring superiority through environmental performance
* Tight energy demand increases electricity procurement costs and construction and facility operating costs. |(Improving competitiveness)
* Companies with strengths in related technologies, such as
building environmental performance and energy conservation
. know-how in facility management, may improve their
Trends in energy competitiveness. Small
demand Increase profits in renewable energy business (increase in
sales)
* When the demand for low carbon energy increases due to the
increase in the number of companies participating in RE 100,
Industry the selling price of renewable energy increases.
/ Market Shifting customer needs to buildings with high environmental performance (Increase in construction |Meeting Customer Needs with Environmental Performance
costs and decrease in rent) (Improving competitiveness)
* With the spread of the Tokyo Metropolitan Condominium Environmental Performance Labeling System and |* The provision of high-efficiency buildings in response to the
the building environmental performance labeling systems such as CASBEE, LEED, and BELS, the increasing growing interest in energy efficiency differentiates the company
Changes in awareness of residential users and the increasing energy efficiency consciousness of tenants (Especially from other companies and raises rents.
customer behavior foreign companies) require that the leasing of condominiums and office buildings be differentiated from Large
other companies in terms of building environmental performance.
- * In order to meet the above needs, the construction cost of condominiums for sale and lease will increase in
o order to enhance the environmental performance of buildings.
3 * Rent decreases due to competitive disadvantage of low environmental performance buildings..
,VT:: Development of EV charging stations in buildings (higher construction costs and lower sales) (Nothing in particular.)
o . A - * In response to the spread of EVs, it is necessary to install charging facilities in operating facilities and
=} Dlssemlnatlpn of condominiums, which increases capital investment costs. Small
electric vehicles * The development of charging facilities at operating facilities will lead to differentiation from competing
facilities and affect the ability to attract customers.
Building innovations (higher construction costs and lower sales) Lower prices for energy-saving equipment and renewable
* The cost of responding to technological innovations such as building environmental performance and energy materials (lower construction and operating costs
environmental consideration of services will increase. If the response is delayed, it will lead to a competitive |* With the development and diffusion of high-efficiency energy-
disadvantage against other companies. related products, prices will drop, the cost of introducing
Spread of * Rent decreases due to competitive disadvantage in ZEB technology. renewable energy/energy-saving technologies will be reduced,
Technol renewable and and installation in operating facilities and condominiums will
ogy - : become easier.
energy sa_vmg * Construction material cost is reduced by the efficiency
technologies improvement of transportation means and production and
distribution processes.
* Advances in energy conservation and renewable energy
technologies will reduce operating costs.
(Nothing in particular.)
- . * If electric power companies pass on CCS costs in electricity rates, construction and operation costs for
Diffusion of CCS operating facilities and condominiums will increase. Small
* In order to cope with the increase in electricity rates, the cost of energy conservation will increase.

*Considering the importance in the image of medium- to long-term Transition risk/physical risk (Example: Climate change in 2030/2050)
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[Draft Assessment of Climate Change Risks and Opportunities in the Real Estate Sector (3/3)]
The impact of physical risk on assets due to abnormal weather disasters is
assumed to be large.

(DReal estate

@ Energy

® Automobiles and

transportation
Evaluation item Business Impact Analysis (qualitative information) Draft
2 Maior Severity
ES B OJu Subclassification Risk Opportunity (real
group estate)
A Corporate evaluation by customers and the general public (decline in reputation) (Nothing in particular.)
j Changes in customer |- As environmental awareness increases, insufficient disclosure of non-financial information and efforts to address Small
Q behavior climate change will result in a decline in corporate reputation among customers and the general public.
a Reputati *_This may lead to a decrease in rental income and sales of condominiums.
=3 on Investor valuations (decline in reputation) (Nothing in particular.)
6' Reputation from * As the momentum for ESG investment increases, insufficient disclosure of non-financial information and climate SmaII
3 investors change efforts will result in lower investor valuations.
°_This leads to a competitive disadvantage in financing and a disadvantageous lending rate.
Global Warming Countermeasures at Operating Facilities and Construction Sites (Increased construction and |Reduction in air conditioning costs through energy-
operating costs) saving measures (lower operating costs)
* The increasing number of extremely hot days requires measures to ensure summer comfort at operating facilities  |* The introduction of highly efficient thermal insulation and
Increase in mean and construction sites. air conditioning equipment in operating facilities can
* The cost of measures for employee health and safety management will increase, and construction delays may occur.| reduce cooling costs in the summer, leading to
temperature * Construction costs will increase due to the need to reinforce thermal insulation and air conditioning equipment in competitive advantages in operating costs.
operating facilities. * Advantages of introducing advanced technologies such as
* Higher cooling loads in operating facilities due to higher temperatures will increase operating costs. Al air conditioning will expand.
Chronic Building durability improvements and adverse weather effects in operating facilities (Increase in repair and |(Nothing in particular.)
Changes in R&D costs anq def:rease in salv‘as‘) ) ) ) o
precipitation and * As the deterioration rate of building materials due to ultraviolet rays and storms increases, it is necessary to develop Small
v technologies for materials with lower cost and higher durability.
.3 weather patterns * An increase in the number of rainy days at resort facilities such as golf courses leads to a decrease in the number of
7} visitors.
8 Impact of sea level rise on existing assets (higher construction costs and lower sales) (Nothing in particular.)
- Sea level rise * Costs of sea-level rise countermeasures in operating facilities located in coastal areas will increase.
*_The number of visitors to coastal resort facilities is expected to decrease as the risk of high tides rises.
Water and sediment disasters in existing assets (Increase in construction, operation, and R&D costs, Competitive Advantage through Enhanced Disaster
decrease in asset value, and decrease in sales) Response (Improving competitiveness)
* Torrential rains, typhoons and floods cause inundation, power outages, and landslides inside and outside the * By driving disaster prevention measure improvements in
facilities, requiring restoration costs. terms of hardware and software of condominiums and
Intensification of * The number of business days will decrease due to damage to operating facilities and the number of users will operating facilities to be constructed, the company will
Acute t th decrease due to harmful rumors. gain a competitive advantage. This will lead to an Large
eéxtreme weather * In order to respond to extreme weather events, which are more severe than conventional assumptions, it is increase in rent income, an increase in sales of
necessary to conduct R&D to improve the durability of houses and operating facilities against extreme weather condominiums, and an increase in the number of users off
events and to reduce the cost. operating facilities such as senior facilities.
* Property value decreases in areas at high risk of flooding/storm surges.
*_Insurance premium payments to compensate for wind and flood damage will increase.

*Considering the importance in the image of medium- to long-term Transition risk/physical risk (Example: Climate change in 2030/2050)



3-2. Hachijuni Bank

@ Identify and define range of scenarios
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Once risks and opportunities were narrowed down to those deemed
most significant (‘large impact’). Predicted data for 2 ° C/4 ° C —
scenarios were collected as parameters.

3 Automobiles and
transportation

Important Items e

(object of Current
analysis) Parameter Before 2030 2040 and later Before 2030 2040 and later

(2030) (2040)
. (2030) (2040) Developed Countries: Developed Countries:
Carbon taxand | (1) carbon tax Span: None e Japan: N/A Japan: N/A 100 USD/t 140 USD/t
P ’ EU: 33 USD/t EU: 43 USD/t Developing countries: 75 | Developing countries: 75
USD/t USD/t
) (2030) (2040) (2040)
2 Energy consumptlon (base year) Global Improvement rate of Improvement rate of (2030) o. | Improvement rate of
per unit of building 2014 6% 21% Improvement rate of 7% 34%
Addressing GHG | (3) Grid power emission | {255¢ Y530, (2030) (2040) (2030) (2040)
emission factor 0.48 kg CO2/kWh 0.31 kg CO2/kWh 0.29 kg CO2/kWh 0.19 kg CO2/kWh 0.06 kg CO2/kWh
regulations
(4) i“:qar}gﬁfg;’t'ation of (2020) (2040) (2020) (2040)
ZEE/ZEH (base year) 2014 Total floor area of ZEB Total floor area of ZEB Total floor area of ZEB Total floor area of ZEB
(government target) 0 Billion m2 5 Billion m2 1 Billion m2 32 Billion m2
S:satr(])gnflagrin v (Z{:?rte;nsgza”seet%r 4.4% increase in rent | N/A N/A N/A N/A
! environmental e
behavior
performance
(6) Flood damage (base year) (2030)
amount Japan: 2010 +121% N/A N/A N/A
(7) Changes in flood (base year) N/A grze%‘tloe)nily?g(fjaobcgsg Tnce N/A (2040) Flood occurrence
frequency 2019 times frequency of about 2 times
Intensification of (2100) Ob .
extreme weather servations are
(8) ggchugorﬁgcsn%f (base year) N/A highly uncertain and the N/A N/A
cvclones Japan: 2016 number of typhoons per
4 year is uncertain
(9) Sea level rise (Dase year) (2030) 0.18 m (2040) 0.25 m (2030) 0.1 m (2040) 0.15 m
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Definition of scenario groups:
Accelerate construction of facilities with a view to reducing environmental
i m pa Ct utomobiles and

transportation

I:I : What You Need to Do to Address Risk

2 ° C world view @ 2050 (example)

: What you need to do to get the
opportunity

Real estate

oom Emm Emm S S S SN O S EEE EEE BN BN EEE EEm EEm B B Emm Emm o Ey,

— e e e e e e e e e e e e e e e e e e e e e ( \
New entrant \ Government
» New market entry by low-carbon construction materials I » Promote the introduction of
Seller suppliers and others with low environmental impact Buyer (Customer) carbon taxes and emissions
i » Companies that are ahead of ZEB in advanced technolo trading, and set high carbon
(SuPp"ers) P 9 _ l taxes and carbon prices
> A carbon tax is imposed » Interest in ZEE and the | l > ZEB/ZEH mandatory to achieve
during the manufacturing mtroduc;lon_o renewable I zero primary energy consumption
and production of = = energy has increased, and in buildings 100% by 2030
construction materials, which enertl_:gy;]savmg buildings, I
incurs additional costs that Industry/Company tgse Igegg]nglé?il\;g}tgtnct. > Compulsory energy conservation
are passed on to sales prices. High carbon taxes and high carbon prices on procured itemns for l Es\:\focrgqnacr;iii\tlpturiztﬁgtligrﬁgleUse
» Introduction and use of low- materials such as steel and cement raise construction investment/purchase | of Energy in Bug{Idings is further
carbon building materials costs. ) decision making. I strengthened, and targets for
Expanded and widespread use of new low carbon . improvement’of energy
> Development of new materials (Example: Low carbon concrete, etc.) > Growing demand for I hsumption rate of buildin
technology (Building The presence or absence of technology related to ZEB is energy-efficient buildings Gt mpHion fate of BTidings are
materials and related 3 soﬁrce of competitiveness 9y and construction methods | | set.
equipment) to realize ZEB due to soaring carbon taxes ; ;
In order to meet the energy conservation standards for d > Strlclter_ ene;gy efﬁagn%/_
existing buildings subject to the Energy Conservation > Expanding customer needs regulations for new buildings
Law, continuous invest in equipment renovation is for properties that meet |
needed, resulting in an increase in operating costs. LEED, GRESB and other I
green building certification
requirements |
|
Secure suppliers‘using raw . igh-effici !//. .
materials and quipmeﬂt with Pl‘OVIdIn/ghI 57 LI |
low envirohmental impact —
Development wMogies related to ZEB I
—— '
. . . Prompt access to policy information
- Prowdmg Ijllg.h-efflqency I Cooperation with the Government
Substitute e
> Low-Carbon construction materials to replace iron and cement
| Lobbying for a new policy
]
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Definition of scenario groups:
Accelerate construction of facilities with a view to reducing environmental
i m pa Ct utomobiles and

transportation

I:I : What You Need to Do to Address Risk

2 ° C world view @ 2050 (example)

: What you need to do to get the
opportunity

New entrant \ (

» New market entry by low-carbon construction materials I » Promote the introduction of

Real estate

— e e e e e e e e e e o o =

Government \

Seller suppliers and others with low environmental impact Buyer (Customer) carbon taxes and emissions
i » Companies that are ahead of ZEB in advanced technolo trading, and set high carbon
(Suppllers) P % taxes and carbon prices

v

A\

e > Interest in ZEB and the
A carbon tax is imposed : ; > ZEB/ZEH mandatory to achieve
during the manufacturing introduction of renewable - -

d ducti £ energy has increased, and zero primary energy consumption
and production of ) -saving buildi in buildings 100% by 2030
construction materials, which energy-saving buildings,
incurs additional costs that Industry/Company LED lighting, BEMS, etc. > Compulsory energy conservation

are passed on to sales prices.

Introduction and use of low-
carbon building materials

High carbon taxes and high carbon prices on procured
materials such as steel and cement raise construction

costs.

have become important
items for
investment/purchase
decision making.

performance stipulated in the
Law Concerning the Rational Use
of Energy in Buildings is further
strengthened, and targets for

v

Expanded and widespread use of new low carbon
materials (Example: Low carbon concrete, etc.)
The presence or absence of technology related to ZEB is
a source of competitiveness

> In order to meet the energy conservation standards for
existing buildings subject to the Energy Conservation > Expanding customer needs

improvement of energy
consumption rate of buildings are
set.

Development of new
technology (Building
materials and related
equipment) to realize ZEB

» Growing demand for
energy-efficient buildings
and construction methods
due to soaring carbon taxes > Stricter energy efficiency

regulations for new buildings

g EEE EEE EEE EEE E—E EEE B B BSOS S B B B B B B B B B B By,

~

Law, continuous invest in equipment renovation is for properties that meet |
needed, resulting in an increase in operating costs. LEED, GRESB and other I
green building certification
requirements |
|
. - —
Secure suppliers‘using raw | Providing high-efficiency buildings | I
materials and equipment with
low envirohmental impact — I
Development and use of technologies related to ZEB
and us
A - ~ . Prompt access to policy information
- Providing high-efficiency l Cooperation with the Government
Substitute buildings
> Low-Carbon construction materials to replace iron and cement
| Lobbying for a new policy

— o o e e e e e e e M e R e e M e M e M e R e e e e e e o o
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[Vision of Future Society under the 2 ° C Scenario]
Decarbonization will be strongly promoted and a carbon tax will be introduced. =«

Use of low-carbon building materials and introduction of renewable energy in "
buildings will be promoted.

Expanding use of low-carbon
building materials in new buildings

Higher procurement Through the use of renewable with an awareness of low carbon
prices for construction energy
materials New entrants to ZEB with

pr——
advanced technology ’
4 4
q Expanding use of energy-efficient
o .
I .

T == buildings and construction methods
o b ol o == B e it
3 L o ] HE >
i ws MSE B +
Low carbon building i1 i « B
material -J: P R ut n ) ;:'hm
new entry of

manufacturers S | AR A

o Expanding use of low-
# carbon building materials

in housing

Z@ *ZE

builder planne

EHIDA-00000-CR  ZEH30A nnﬁ‘-‘»r‘

I

— A ‘.._ '...
; .
\ S 1= ZEB/ZEH LM ' ‘
introduction obligation -

Carbon taxes and emission ! (existing and new buildings)

credits Under the Building Energy Conservation Law

Introduction of Compulsory energy saving performance
Transactions

Research on low-carbon
building materials and
development of energy
conservation and renewable
energy use in buildings

.

L -
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[Vision of Future Society under the 4 ° C Scenario]
Increase in physical risks and higher demand for highly disaster-resistant
buildings e

Produce a water-resistant Discontinuation of
material demand increases in flood- construction due to

rone areas disaster and delay of

P construction schedule

Possibility of
procurement delays due
to disasters

Increased operational costs
due to additional disaster

prevention costs

Conventional energy such as
electricity used in buildings

builder™ planner

EHAAANCH  LEHIALUOLCH

| _‘f

Limited support for low- i - | '

carbon technologies
No regulations on carbon taxes, Review of disaster
will be introduced prevention plan

4 Increased construction

e = e ; _ costs due to additional
L disaster prevention
i )

= costs
LI L5
mi—1




3-2. Hachijuni Bank

3 Evaluate Qualitative Business Impact
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[(1) Real Estate x Business Impact of 2 ° C]

Decarbonization policies will be promoted and low-carbon buildings will
increase

Climate Change Impacts flow chart

Important
risks and opportunities

Carbon tax
carbon price

Addressing GHG
emission regulations

Customer
behavioural change

Climatic
intensification

129

wi‘Real estate
4 i c -
@ Energy
@ Automobiles and
transportation
Legend: Bold Be particularly influential Impact considered relatively small g'\:%gn of Risk Opportunity

2 ° C scenario
Future assumptions and background

Influencing factor
(Parameter)

Impact on the real estate sector

Impact on the
bank

Introduction of a carbon tax
and expansion of carbon
trading

Strengthening
government
decarbonization policies

Introduction of energy
conservation standards for
leasing of existing
buildings

Carbon tax

Energy consumption per
unit of building

Procurement of building

Increase in cost of capital

For low carbon building
materials
increased investment

Grid-power
emission coefficient

Strengthening ofnew

—

Mandatory

y

For low carbon building
materials
entry into new markets

building energy implementation of Differentiation through
conservation standards ZEB /';EH (government high-efficiency
target) technologies
\.
-
y Consideration of Environmental performance
Low c?:ogsg:qsgéczgsness > environmental performance will
P! when selecting properties increase in rent
-

Frequent occurrence of
torrential rains

River flooding

Increased frequency and
intensity of typhoon landing

Surge in coastal
occurrence of storms

Flood damage amount

Changes in domestic rainfall,
runoff, and flood frequency

Increase in flood damage

materials investment
Higher costs
(Intercompany
by force)

Failure of imputation in
calculating the
selling price

Increase in expenses

Reduction in utility costs

Increase in sales due to
increased rents and
competitiveness

Decline in earnings

Increase in revenue

Deterioration in ROE

Improvement in ROE

Incurring repair costs

Incurring the cost of
response

Potential downgrade in|
credit quality

Possibility of an upward|
revision of credit
quality

*Industry and the bank impacts are minor compared to
4 ° C, but costs of responding to physical risk are

assumed to be constant



[(1) Real Estate x Business Impact of 4 ° C] 2oel [3ec
While the cost increase due to abnormal weather increases, the number
of buildings with high disaster prevention performance increases. L

Climate Cha nge Impacts flow chart Legend: | Bold | Be particularly influential - Impact considered relatively small E;;erf;fn of Risk Opportunty
Important 4 ° C scenario Influencing factor Impact on the
risks and opportunities| Future assumptions and background (Parameter) HTEEIES G ENS (23] SRS SRR bank

Carbon tax
carbon price

Under the Energy For energy saving

Conservation Law ﬁl Energy cons;.l&pixﬁjl?; per unit equipment Higher operating costs
Regulations remain in place 9 Increased investment
Addressing GHG
Government's Low-Carbon

emission regulations Policy is Limited

Increase in revenue

I Shift to rent
| failed

Possibility of an upward]|
revision of credit
quality

Customer Performance specifications Increase in expenses
behavioural change Improvedfor disaster Higher selling prices
prevention
Potential downgrade in|
Review of disaster Occurrence of construction Decline in sales credit quality
prevention plan delay

Decline in earnings

Flood damage amount loans due to unavailability]

There is a cost to respond

Frequent occurrence of River flooding period during disaster
torrential rains occurrence o
Increase in investments
and loans
Climatic : I Increase in sediment
intensification Surge in coastal ?'Zir;%fszsawddffgjsft:; rﬂm"' disaster Repair costs incurred
occurrence of storms ’ a 4 damage P:

Increased frequency and
lintensity of typhoon landingg

Collateral value
damage

Increase in flood

Cyclonic
occurrence Decline in value

of assets held
Coastal property
Sea level rise J’ damage occurred.

Storm

Increase in temperature

VN
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3-2. Hachijuni Bank

@ Quantitative assessment of transition risk
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Approach to Analyzing the Impact of
Transition Risk on Financial Statements
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Example of analysis (1):
Energy sector (Electric Power Company (2))
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If CO2 emissions are kept constant under the assumption of maintaining the status
quo, and only the carbon tax scenario is reflected simply, the country would
become insolvent.

STEP 1: Carbon Tax Considerations

CO2 approximately XX, ESG Reports XXX, 000
emissions X00,000 [t-CO2] =
©
Exchange rate 105 yen/$ Level at the end of January 2020 [
c
o
- .. ) la) XXX, 000
A carbon tax is introduced regardless of country or region. rsa
@ Because CO2 emissions are assumed to be
N\ . Uy e constant, the transition is linked to the 2 © C
Developed country Developing country - carbon tax scenario
% XXX, 000 (but assuming linear interpolation for periods
(Reference) Average successful bid o without values and constant after 2040)
c t price in EU-ETS in Europe: £
ALED approximately US $/ t N/A T oo
situation *Implementation and Review of Emissions
Trading in Other Countries"
From (Ministry of the Environment Report 2016) 0
2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049
2030 100 US $/ tCO2 75 US $/ tCO2 T
Step1 Estimation of Balance Sheet
XX, XXX, 000
excess of liabilities
2040 140 US $/ tCO2 125 US $/ tCO2 wogang - (UTEEIEHEPREn) (
j XX, XXX, 000

(whole) As global carbon prices rise to achieve the 2 © C target, the government is promoting the
introduction of carbon taxes and emissions trading. On the other hand, companies with high GHG
emissions are more likely to be asked to do so by governments and business partners, and more
likely to be engaged by investors.

(Real Estate) Due to rising steel and cement prices and transportation costs, green buildings
utilizing new low-carbon materials have become popular.

(Tenants/Residents) Tenants will see an increase in decarbonization and demand for energy-
efficient facilities
*Data source:

Extracted from IEA "World Energy Outlook 2019" Sustainable Development Scenario numbers o 00K 000
-XX, XXX, 000 \ )

Net Assets ' Reserves mFixed Liabilities = Current Liabilities

XX, XXX, 000
XX, XXX, 000 IIIIIIIIIIIIIII|II

2017 2019 2021 2023 2025 20p7 2029 20312033 2035 2037 2039 2041 2043 2045 2047
XX, XXX, 000

Liabilities/Net Assets

XX, XXX, 000

(0]
=)
3
o
o
[0)
=
Q
(=5
5]
3
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A decrease in the use of fossil fuels in favor of renewable energy is expected to lead
to a reduction in the carbon tax burden and therefore an increase in net income

STEP 2: Estimating the Financial Impact Based on the Sample Company’s Response

The reduction in carbon tax due to the conversion to renewable
energy is expected to increase net income and avoid excess
liabilities.

Although this estimate assumes that the conversion will take
place in stages, it is inferred that if the conversion is delayed, the
deficit will widen as shown in Step 1, and there is a possibility
that liabilities will exceed assets.

XXX, 000

XXX, 000

XXX, 000

XXX, 000

XXX, 000

XXX, 000

XXX, 000

XXX, 000

XXX, 000

XXX, 000

Carbon Tax (Change in energy mix reflected)

/RedU’ction of carbon tax by
~_.-=77 conversion to
renewable energy sources

O N MO OIS0 DO NN SN ON00 O N M S WO NS 0 0
[ S I N B N N R SN B A o I N A SN N o S 2 B 3 B o'a B 3o S ' B 5o S 'a B s S ' B W~ I~ W~ - (-~ o~ S~ I G o
O 0O 0O 0O 0 0O 0 00 0000000000000 00 0 0 0 O O O
N N N NN SS

Net Profit (Change in energy mix reflected)

XXX, 000

VVVVVVV

XXX, 000

- XXX, 000

- XXX, 000

- XXX, 000

- XXX, 000

conversion to renewable energy

XXX, 000 carbon tax relief effect

- XXX, 000 N\“\

- XXX, 000 ‘\‘~‘

0000 ST e e e e

- XXX, 000
O =« &N OO < 1D O N 0 O O d &N M < 1D O™ 0 N O I N M F 1D O N 0 O O
NN AN N NN NN NN OO oD O o0 oD MmO o0 0o S S ST S S S S ST SN
O O O O O O O 0O O 0O O O 0O 0O 0O 0O 0O 0O O 0O 0O O O O O o o o o o o
N AN AN AN AN AN AN AN NN AN NN NN AN NN AN NN NN AN NN NN N

Liabilities/Net Assets

XX, XXX, 000

-XX, XXX, 000

-XX, XXX, 000

Step2 Estimation of Balance Sheet

XX, XXX, 000
XX, XXX, 000
XX, XXX, 000

XX, XXX, 000

XX, XXX, 000 I I I I I [ I I
it ||
; I

2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 20!

9204172043 2045 204

Although there will be a reduction from Step 1, it is

estimated that the electric power company (2) has a /
period of excess liabilities because the ratio of nuclear

power is low and steam power generation is high at

XX, XXX, 000 present.

Net Assets ' Reserves mFixed Liabilities = Current Liabilities
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Considering the forecast of fuel costs, an increase in the unit price of fossil fuels is
expected, but an increase in net income is expected due to a decrease in thermal
power generation.

STEP 3: Reflect Market Variables (Demand and Fuel Cost Forecasts)

Domestic Power Demand Forecast

Step2 Carbon Tax

XXX, 000

XXX, 000

XXX, 000

2020
2021

Up to Step 2, it was assumed that, the fuel cost was constant,
but in Step 3, the estimated fuel cost was reflected, and the

profit and loss increased by the decrease in the-unit fuel cost
and the decrease in the share of thermal power generatfon - _

2022

2023

SN OO dNMS N OO0 00 dNmS O N 000
NN N NANNOO®O®OmN;NnmmmomonooFSs S S S S S S S ;m
O O O O O O O O O 0O 0O 0O 0O 0O 000 o0 o0 o0 o o o o o o o
NN NN 0000SSSS

(P3) XXX, 000
3,800 e
Slight decrease in electricity 00,000 -
3,700 Compared with Step 2, the
XXX, 000 carbon tax (LNG content)
3,600 will decrease in Step 3 due
XXX, 000 {to a slight decrease in
3,500 K. 000 electricity demand.
3,400 XXX, 000
3,300 XXX, 000
3,200 XXX, 000
3100 XXX, 000
3,000 XXX, 000
2019 2024 2029 2034 2039 2044 2049 0
O "4 N N < 1N WIS 0 O O d N N < N O 0 O O d NN < 1N OIS 0 O
NN N AN NN oMo O on oMo omon g S Y ST S S S S
O O O O O O O O O O O O O O OO0 OO0 0 00 O O O O O o o o o
N AN N AN AN AN AN AN AN AN NN AN NN NN NN~
. . Step2 Estimation of Balance Sheet
Step1 Estimation of Balance Sheet o 000
40, 000 net assets increased as a result of an increase in
XX, XXX, 000 net income
XXX, 000 XX, XXX, 000
P xx, xxx, 000
0 0 @
-+ 1)
9 << XX, XXX, 000
@ ™
2 - . 2
o XXX, 000 RN - = S X% XXX, 000
z oo T T k]
g So T oo % XX, XXX, 000 | |
E XXX, 000 e ©
‘S —
g 0
-

2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049

“XX, XXX, 000

XX, XXX, 000

-XX, XXX, 000

Net Assets ' Reserves mFixed Liabilities = Current Liabilities
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Example of analysis (2):
Real estate (major player)
(Omitted)
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Example of analysis (3):
Motor vehicle manufactures (Omitted)

138



3-2. Hachijuni Bank

® Quantitative assessment of physical risk
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@ Collateral valuation

[Properties in scope]

« Buildings and structures in real estate collateral held in the Chikuma River basin, Nagano City

[Prerequisites for the Property]

« Number of building floors: Since data on the number of floors of each property was unavailable, it was calculated uniformly.

« The variable used for the damage ratio is the one after the rank correction (Leveling of mixed floors).

 Building structure: The analysis was made by combining wooden and non-wooden construction. As above, the variable used for
the damage ratio is not structure-specific..

[Damage ratio variable]

« Adjustment due to inundation depth zones that do not match the inundation depth classification and damage ratio classification
on the hazard map

. *According to the flood control economic survey manual,
Flood control economic research . . .
Hazard map manual After inundation depth of 3 m or more is assumed

inundation depth - : R adjustment
section g;‘ért‘i‘gim” dept loss ratio loss ratio In order to reduce the loss ratio to a uniform 83.6%, it is
necessary to reduce assumptions regarding the damage
Less than 0 ~ 0.5 m Lessthan 0 ~ 0.5 m 21.40% 21.40%
caused.
Lessthan 0.5~ 1.0m 0.5~ 0.99 m 29.30% 29.30%

The expected damage of an inundation depth of 25 m
Less than 1.0 ~2.0m 1.0~ 1.99m 45.80% 45.80% cannot be estimated. Inundation of > 5 m is assumed to be a
total loss (100%)
Lessthan 2.0 ~5.0m  2.0~2.99m 64.60% 83.6%
20 7 6F TERE 83.60% For a distance between 2 m and less than 5 m captured in
the hazard map, it is assumed that the midpointis 3.5 m

5.0 m or more — — 100%

The Economic Survey Manual includes a ratio of loss caused
by damage of 83.6% for 3m or more

[Calculation logic]

@ Property identification: All collateral properties - land properties = buildings

@ Understanding of inundation depth: building property address (latitude-longitude transformation) — inundation depth on hazard

map

(® Damage Calculation: Collateral amount by inundation depth and building x Damage ratio by inundation depth = Loss on

collateral due to flooding (Assumptions)
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@ Valuation of the company's decline in sales

[Properties in scope]

 Identifying locations and sales volumes of business offices (e.g. Branches) of companies selected from major borrowers in

Nagano Prefecture
[Prerequisites for the Property]

« Number of building floors: Since data on the number of floors of each property was unavailable, it was calculated uniformly.
« The variable used for the damage ratio is the one after the rank correction (Leveling of mixed floors).
 Building structure: The analysis was made by combining wooden and non-wooden construction. As above, the variable used for

the damage ratio is not structure-specific
[Number of days off work]

« Adjustment due to inundation depth zones that do not match the inundation depth classification and damage ratio classification

on the hazard map

Flood control economic research manual
Hazard map

inundation depth section
inundation depth section numleist @7 el
off work

Less than 0 ~ 0.5 m Less than 0 ~ 0.5 m 6.4 days
Less than 0.5 ~ 1.0 m 0.5~ 0.99 m 13.5 days
Less than 1.0 ~ 2.0 m 1.0 ~1.99 m 20.0 days
Less than 2.0 ~ 5.0 m 2.0~299m 41.2 days
3.0 m or more 56.1 days

5.0 m or more — —

[Calculation logic]

After adjustment
number of days
off work

6.4 days

13.5 days

20.0 days

56.1 days

73 days

*According to the flood control economic survey manual,
inundation depth of 3 m or more results in 56.1 days off
work.

The number of business downtime days for inundation of
5m or more is based on the Dmap and interpolated
linearly over the period (73 days).

For distances between 2 m and 5 m captured in the
hazard map, it is assumed that the midpoint is 3.5 m.

Number of business suspension days by inundation depth
= sales decrease due to flooding (Assumptions)

@® Understanding of inundation depth: building property address (latitude-longitude transformation) — inundation depth on hazard

map

@ Net Sales Decrease Calculation: Net Sales by Flood Depth and Property/Number of Business Days (Calculated for 242 days

excluding holidays and national holidays)

141



3. Practical examples of scenario analysis

3-1. Shiga Bank

3-2. Hachijuni Bank

3-3. Higo Bank
@ Assess materiality of climate-related risks
@ Identify and define range of scenarios
3 Evaluate Qualitative Business Impact
@ Quantitative assessment of transition risk
® Quantitative assessment of physical risk
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3-3. Higo Bank
@ Assess materiality of climate-related risks
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[Examination of the business sector to be analyzed]
From the exposure by industry on the bank (total amount), we can assume that the
importance of “real estate” “Gas, Heat Supply and water” is high.

Industry Exposures and Climate Risk Impact

(Point) 35
Mining &
30 Quarrying Manufacturing
Agriculture & Forestry
25 / Central & Local Public High Importance
3 { Electricity, Gas, Hea Body + Real Estate
§ segrTTTIT W aterSup ply + Electricity, Gas,
Z 20 ‘Transportation & Postal : Heat Supply and
o . : Service : Real Estate/ Water
g iShery  EteeEEe e e Rental & Leasing o
o Fishery Financing Business / Additional
® 15 : lasurance : consideration of
0 R importance
§ *\- Construction + Manufacturing
o . : / + Transport and
10 [IBEILE & Other Services Postal Service
Communication
5
0

Exposures

(Note 1) Goods Rental and Leasing do not include exposures classified as (Note 2:) "Other", which have different risk ratings depending on commercial products.
Source: Prepared based on "Financial Results for Fiscal 2019"
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[Draft Assessment of Climate Change Risks and Opportunities in the Energy Sector (1/2)]
The impact of carbon taxes, GHG emissions regulations and energy mix are

considered high

(DReal estate

® Transportation

- Evaluation item Business Impact Analysis (qualitative information)
< Mai Proposal of
'8 gl%'SS Subclassification Risk Opportunity importance
Raising the petroleum and coal tax rate (higher construction and operating costs, lower asset values, and Dissemination of renewable energy (increase in sales)
lower sales) (electric power)
-As carbon taxes are introduced, operating costs increase due to higher prices of construction materials, taxes on fossil |-Rising price competitiveness of low-carbon products and
Carbon tax and fuel and other prodl_Jcts, and ta_xes on emissions»from ope_rations. ) ) increase_d sales of renewable energy such as solar power
price -Extreme carbon taxation undermines the profitability of business operations and causes oil and gas fields, power plants generation Large
and other assets to run aground
-Carbon taxes reduce sales of high-GHG-emitting products such as coal and oil, while increasing the price
Policy competitiveness of low-carbon products
/ Strengthening of GHG emission regulations (higher operating costs and lower asset values)
Regulatio . -Regulations on total emissions will be introduced and strengthened, resulting in the cost of purchasing credits through |-Electricity consumption increases as household sector
n Adc_lre_ssmg GHG asset impairment, early retirement, installation of equipment to reduce emissions, and emissions trading. demand increases
emission -If the proposed power supply structure is revised without progress in the restart of nuclear power plants, capital Large
regulations investment and the cost ratio will be adversely affected.
-Difficulty in recovery of investment due to a lack of approval for a planned coal-fired power plant
Compliance with -
- disclosure — Small
9 regulations
a Dissemination of renewable energy (Decrease in revenue and increase in operating costs)
Er: +The market for fossil fuels shrinks due to the transition to a low-carbon society, and sales prices decline along with a
o decrease in sales of oil, coal, and gas.
S Indust -If the energy mix plan, such as oil and coal-fired power generation, focuses on sources whose share is declining, the
ndustry - operating rate of the company's high-GHG-emitting power generation facilities will decline. o
/ Market Energy mix, etc. +As incentives and subsidies for low-carbon power sources increase and subsidies for conventional energy are abolished, Large
business continuity becomes difficult.
+With the shift to renewable energy, the number of vehicles equipped with engines will decrease and demand for
gasoline and diesel oil will decrease.
Transition to low-carbon technologies (Decrease in sales, increase in R & D expenses, and increase in Promotion of low-carbon technologies (increase in
operating costs) sales)
-Lower demand for conventional energy as new low-cost, high-efficiency technologies (Hydrogen technology and -Increase share of project finance for renewable energy
) ) ) microgrids) become more prevalent projects and green bond market
Technolog Dissemination of -Increased funding for technology development that contributes to reducing GHG emissions in the area of products -Demand for electricity and hydrogen will increase due to
low-carbon using fossil fuels and petrochemicals the spread of EVs and FCVs
\ technologies +Costs are incurred for the development and introduction of low-carbon technologies such as CCS and the use of +The shift from using city gas to electrification is expanding
patents for next-generation technologies. due to the improvement of energy saving efficiency.
-If the power generation method is not adjusted to reflect peak power consumption due to the spread of storage, power
generation losses will occur, resulting in inefficient production and increased power generation costs.
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[Draft Assessment of Climate Change Risks and Opportunities in the Energy Sector (2/2)]  ®Realestae
The impact of customer behavior changes and extreme weather are
ConSidered high ® Transportation

- Evaluation item Business Impact Analysis (qualitative information
< Maior Proposal of
g gro:lup Subclassification Risk Opportunity importance
Raising environmental awareness (Decrease in sales and increase in operating costs . i . .
: -Increased demand for non-fossil fuels reduces sales of conventional energy to individuals Raising environmental awareness (increase in sales
Chang_es in customer |.sales volume decreases due to energy conversion and re-eneration shift (RE 100, etc.) by corporate customers -Sales of low-carbon energy will increase due to increased Large
behavior -there is a growing trend to avoid procuring energy from utilities with high grid power emission factors demand for renewable energy and distributed energy
__J -It is difficult to secure land for new development projects from the viewpoint of adverse effects on the ecosystem and increased environmental awareness.
Q
a Reputati Investor Diversification (Decline in asset value and increase in procurement costs Improved Assessment
= on Reputation from -accelerated divestment from oil and coal, reduce the value assets held, and rising interest rates make it difficult to raise |-Investor appreciation of advanced climate change
o investors new funds disclosures
=1 -divestment undermines company valuations and undermines share prices
increased operating costs
litigation risk +Lack of information disclosure on climate change and investment in high GHG emissions projects are met with —
opposition and litigation by investors and surrounding communities, resulting in response costs
Tight water supply and demand (increased operating costs
Water shortages and |-Additional installation of water-saving equipment at sites is required
drought -swater and groundwater prices at production sites soar - Small
-production is stopped due to water shortages and restrictions on water intake
Declining Utilization and Worsening Labor Environment (Decrease in sales and increase in operating costs Increased demand for cooling due to rising
-Extremely high or low temperatures will result in loss due to facility closures and a reduction in production utilisation.  |temperatures (increase in sales
Chronic -a rise in average temperature would reduce the energy demand for heating -demand for air conditioning in summer increases and
. -Higher temperatures will worsen working conditions for outdoor workers, resulting in shorter working hours and costs power consumption increases
Temperature variation for measures against heat stroke Small
-In order to maintain comfort levels in plants and offices, it is necessary to strengthen the operation of air conditioners
g and increase the number of facilities
<
%- ; Disaster prevention measures (increased operating costs)
Q Sea level rise -Costs will be added for equipment investment in response to storm surges and sea-level rises at storage facilities -
Strengthening disaster prevention measures (increased operating costs)
-Requires capital investment to improve disaster prevention performance
-It is necessary to double-track the supply chain in order to improve the resilience against the interruption of physical
distribution.
Intensification of Occurrence of property damage (increased operating costs L
Acute extreme weather +Receiving bases and power plants in coastal areas are damaged by storm surges and floods, and operations are - arge
suspended
-Rising raw material procurement costs due to adverse sea conditions
-Higher premiums and additional costs due to increased natural disasters

*Considering the importance in the image of medium- to long-term Transition risk/physical risk (Example: Climate change in 2030/2050)
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[Draft Assessment of Climate Change Risks and Opportunities in the Transport Sector]

DReal estate

- - - -
@ Energy
The impact of Carbon taxes, energy prices, electric vehicles, and
- - -
catastrophic disasters are expected to be high.
:| Evaluation item Business Impact Analysis (qualitative information) Proposal of]
Major N 0 n importanc
= gro]up Subclassification Risk Opportunity P e
Introduction of a carbon tax (rising operating costs) Shift to alternatives through the introduction of a carbon tax (increase in sales
Carbon tax and price | The introduction of a carbon tax would require the payment of a tax on GHG * Modal shifts (Shift from automobile to rail transport) may accelerate as a carbon tax is La rge
Polic emissions from corporate activities introduced
v Addressing GHG Strengthening of GHG emission regulations (rising operating costs NA
R lati . . lati * Fuel efficiency regulations will become stricter, requiring the payment of fines for
egulatio | emission regulations unmet emissions.
n Abolition of fossil fuel subsidies (rising R & D costs) NA
Fossil fuel subsidy - If fossil fuel subsidies are eliminated, support projects for the development of low- Small
carbon technologies may be terminated, resulting in high R & D costs.
Increase or decrease |Rising demand for raw materials (rising operating costs NA
in the price of * If the price of materials and parts (Batteries, etc.) rises due to the progress of EV shift,
important the manufacturing cost will rise.
- Market | products/products
3 i Higher energy prices (rising operating costs) Increased use due to changes in modes of transport (increase in sales)
3 Energy price * Higher energy prices lead to higher electricity and fuel costs in transport, resulting in |* may choose rail or other transportation over trucks during periods of high gasoline La rge
0, higher transport and overhead costs prices
=t Dissemination of Conversion to electric vehicles (increase in capital investment) Expansion of electric vehicles and low-carbon technologies (higher sales and
g electric vehicles * Conversion cost from internal combustion trucks to EV trucks is high due to the spread|lower operating costs)
(Dissemination of of EVs throughout the market and requests from customers. * Advances in technology will lower the cost of introducing EVs La rge
t- ti * The development of transportation technologies will increase the maximum load per
Technolo :exh glene_ra )lon vehicle and the spread of low-carbon technologies will reduce transportation costs.
echnologies
ay
Spread of renewable NA Lower energy costs (lower operating costs
and energy-savin * Technological progress reduces capital investment costs for CO2 reduction
g_y 9 * Expanding services through the development of energy-saving technologies and the
hnol
technologies procurement of renewable energy through self-generation
A Changing customer preferences (decline in sales) NA
. gh;::lmg_es in customer |. Increased customer awareness of environmental considerations (CO2 reduction, etc.)
Reputatio ehavior may result in less companies being chosen for their environmental efforts
n i : Poor investor reputation (higher funding costs) NA
Chal1tglpg investor * The trend of divestment accelerates, and the tide turns for enterprises that do not
reputation practice environmental management. As a result, the cost of financing increases.
Changes in Lower demand for existing products (decline in sales INA
precipitation and * Changes in weather patterns and increased frequency of flooding will result in sales of
weather patterns amphibious vehicles in some areas, which will impact sales.
g | Chronic . Thermal expansion of the line (Increase in capital investment and operating NA
2z Increase in mean costs) Large
» temperature * Thermal waves cause thermal expansion and breakage of lines, leading to delays in g
o rail transport and higher response costs
Q Damage to operations due to severe disaster (Increase in capital investment and |NA
Intensifi ion of operating costs) )
Acute ex:?e;ecv?lte:thgr * When abnormal weather occurs frequently and manufacturing bases and warehouses La rge
are damaged, operations are suspended or restoration costs are incurred, and existing
assets are damaged.
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3-3. Higo Bank

@ Identify and define range of scenarios
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(DReal estate

3 Automobiles and
transportation

Regarding the risks and opportunities narrowed down in the
importance evaluation (something of great importance), Predicted

data for 2 ° C/4 ° C scenarios were collected as parameters.

Important
(oIbti:Etsof ﬁg?;ﬂi_;g? (S
ject Before 2030 2040 and later Before 2030 2040 and later
analysis)
(2030) (2040)
. (2030) (2040) Developed Countries: Developed Countries: 140
Cfizz"” taxand |1y carbon tax g"vpeizéa'\‘s?”some Japan: N/A Japan: N/A 100 USD/t USD/t
P ’ EU: 33 USD/t EU: 43 USD/t Developing countries: 75 | Developing countries: 75
USD/t USD/t
Addressing GHG o (base year) (2030)
emission I(,g()jliat:'gr?rt];_méis'on 4 °© C - Varies by country |High targets limited to N/A (fggf,’) N/A
regulations 9 2 °C: 2018 years some countries °
. (2040)
(3) Energy mix Primary energy N/A dependent on fossil N/A (enew)

Energy mix, etc.

(base year) 2018

fuels

Shift to renewable energy

(4) Crude oil price

(base year) 2018

(2025) + 10%

(2040) + 35%

(2025) - 10%

(2040) - 16%

(5) Power
Configuration

(base year)
Japan: 2018

(2030)
Fossil fuels Down 32%

(2040)
Fossil fuels Down 44%

(2030)
Fossil fuels Down 48%

(2040)
Fossil fuels Down 76%

(6)Vehicle sales with
engines

(base year) 2015

(2030) + 16%

(2060) + 49%

(2030) - 29%

(2060) - 86%

(3) Energy mix

Same as item (3)

Japan: 2016

typhoon numbers are
uncertain

Changes in

s damage  (ese Yo, (2030) + 121% N/A N/A N/A
é?(ttigﬁiicsvtéggh%i (2100) Observations are

(9) Typhoon (base year) N/A highly uncertain and N/A N/A
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Definition of scenario groups:
Expanded use of renewable energy for decarbonization

_ Energy .

2 ° C world view @ 2050s (example)

Seller
(Suppliers)

promote the development
of renewable energy

A carbon tax is imposed on
raw materials used in
production facilities,
resulting in additional costs

Carbon tax increases the
cost of producing fossil fuels
and electricity derived from
fossil fuels

New entrant

» Entry of companies involved in renewable energy such
as solar and wind power generation

Strengthening cooperation (Alliances, M & As,

etc.)

Industry/Company
Higher carbon taxes and carbon prices on
operating costs increase sales prices and reduce
price competitiveness,
Fossil fuel demand declines and market prices
decline as demand for renewable energy increases

resulting in lower sales

High carbon taxes and high carbon prices make
businesses unprofitable, reducing profit margins

and stranding assets

requiring product and

impact.

The external pressure of decarbonization is strong,

technology development

and capital investment to reduce environmental

Secure suppliers using raw
materials and equipment with

low environmental impact

Review of the business entity's portfolio

Investment in renewable energy projects

~

— e o o o o o EE EE EE EE EE EE EE EE EE EE EE EE EE EE EE EE EE EE Em EEm Em Em Em = =
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Buyer (customer)
> Increasing price
competitiveness of
energy with low
environmental impact
and decreasing demand
related to fossils

Fossil fuels and fossil
fuel-derived electricity
consumption in
households decreases as
awareness increases

Lower demand for fuel
for passenger cars due
to lower demand for
engine-powered vehicles

Review of the business
entity's portfolio

Investment i newable
energy projects

Substitute
» Increase demand for renewable energy

Strengthening of
cooperation
(Alliances, M & A)

Investment/im‘é\ewable
energy projects

Strengthening of cooperation

(Alliances, M & A)

(DReal estate

3 Automobiles and
transportation

: What You Need to Do to Address Risk

:What you need to do to get the
opportunity

\

Government

Promote the introduction of
carbon taxes and emissions
trading, and set high carbon
taxes and carbon prices

l >

An ambitious carbon
emissions target may be
set and fossil fuel projects
may not be licensed

Incentives and subsidies for
renewable energy are
increased and established

Stricter emission regulations
for gasoline, diesel and other
engine-powered vehicles will
affect fuel demand.

Prompt access to policy
information
Cooperation with the Government

| Lobbying for a new policy

In the renewable energy business
securing subsidies

/
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Definition of scenario groups:

Demand for fossil fuels increases steadily, increasing physical risks

such as severe disasters

_ Energy .

Seller
(Suppliers)

» Crude QOil Prices Rise as
Decarbonization Fails and
Oil Demand Grows

» Increasing need for disaster
prevention measures due to
intensification of natural
disasters

New entrant

(DReal estate

3 Automobiles and
transportation

|:| : What You Need to Do to Address Risk

- =

Promoting renewable energy
procurement and private
power generation

Industry/Company

Increased demand for fossil fuel-based energy will

increase demand for fossil fuels

Although there is a movement toward
decarbonization, there is little progress in the
development and utilization of technologies to

reduce environmental impact.

Additional capital investment is required to cope
with storm surges and sea level rise.

Because of the flood damage, the supply relay
facilities will be flooded, disrupting the supply of
energy and incurring restoration costs.

Additional investment in disaster prevention equipment

"

Reinforcing th pply Chain
for Ab al Weather

Study of weather derivatives (insurance)

—=
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substitute

» Growth in demand for renewable energy is limited

Buyer (customer)

» Without a carbon tax and
price (at a low price even
if), traditional fuel and
electricity demand
remains largely
unchanged

» Demand for passenger
car fuel increases as the
number of vehicles
equipped with gasoline
engines increases

am - - - S - S S S S S D S S S S S S S S S S S S S S S D S S S S e e
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:What you need to do to get the
opportunity

(

>

\

Government

Low-Cost carbon taxes and
prices are introduced in some
countries

Most countries remain
passive in setting carbon
targets

Incentives and subsidies for
renewable energy remain
largely unchanged

Fossil fuel subsidies continue
or are phased out




[Vision of Future Society under the 2 ° C Scenario] OReal estate
Decarbonization will be strongly promoted and a carbon tax will be introduced.
Introduction and use of renewable energy will be widespread iy

Reduction in energy

consumption due to increased

By renewable energy For the use of capital investment and energy-
companies renewable energy saving technologies

new entry Promotion A

Crude Oil Prices Fall Expanding the use of

renewable energy in
households

| \(i\a}Uc A |

'CL

. . y We'e |
= 1 OSED |
| \(i\a}Uc 1 |

\ ar, l:L

10 N

| ‘m\: .
| cuSsEn |
or vehicles equipped

For hydrogen fuel cell

T .o | vehicles with engines
[ cL(SSED [ Spread of renewable energy Decllne in demand for fossil

fuels due to declining
demand

due to increased demand
for EVs y

N renewable energy /| |
> N Diffusion of % ||
— % ) -- |

Widespread use of renewable
energy infrastructure such as
hydrogen production and
alectricity derived from
‘enewable energy

h/ﬂg

Setting ambitious |\,
carbon emission
reduction targets | Myo

Carbon taxesand ', A To vehicles equipped with
emissions trading Renewable energy engines
Deploying . Incentives for the business In accordance with
emission regulations
- A v l\Reduced use of fossil fuels
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[Vision of Future Society under the 4 ° C Scenario]
Still dependent on fossil fuels, increasing physical risk

Crude Oil Prices Rise

COAL

For the promotion of
renewable energy
Deceleration or suspension of
policies

No reqgulations on
carbon taxes will be

introduced

(DReal estate

@ Energy

3 Automobiles and
transportation

Incur disaster
prevention costs for
offshore oil fields

Shutdown of fuel refineries
due to disaster

Gas supply relay
facilities were flooded.

\K \‘/
\Q{/
KEEP
ORI ONIREN Households still use fossil
1 = fuels and electricity derived
3 (]

from fossil fuels

At the receiving station
damage caused by high

Engines continue to be used. |
tide

Changes in sales volume

Fossil fuels are the main
source of energy at power
plants and other facilities

Fossil fuel subsidies
Continue

COAL




[(3) List of parameters in the automobile and transport sectors] Real estate
For critical risk and opportunity, the forecast data for the 2 ° C/4 °C 2 ey

scenario were collected as parameters

Important Items Configured Current
(object of analysis) FELELURED Before 2030 2040 and later Before 2030 2040 and later
(2030) (2040)
Developed Countries: |Developed Countries:
(1) Carbon tax | Japan: N/A (2030) (A=) 100 USD/t 140 USD/t
Japan: N/A Japan: N/A - L - L
. Developing countries: | Developing countries:
Carbon tax and price 75 USD/t 75 USD/t
(2) Impacts on Rate of change in cargo volume in the introduction of a carbon tax
the transportation [ N/A For 10,000 yen/t-CO2 Motor vehicles: -5% Railway: + 10%
system For 30,000 yen/t-CO2 Motor vehicles: -10% Railway: + 30%
(3) Crude oil price (base year) 2019 |(2030) (2040) (2030) (2040)
e . 63 USD/barrel |76 USD/barrel 85 USD/barrel 56 USD/barrel 53 USD/barrel
ner rice
VP (4) Vehicle sales (base year) 2015 (2030) (2060) (2030) (2060)
with engines Y +16% +49% A29% A86%
Déf:gt'i':)a:m" of next- | sy pissemination |(base vear) 2016 |pyy/zev: PHV/ZEV: PHV/ZEV: PHV/ZEV:
?e e of electric vehicles (JEaVPEH"\‘/-aEdBF%%O 5% increase 7% increase 39% increase 63% increase
(6) Increase in (2020 - 2039)
; - Average 1.1 °C
_ L N/ A (2020 - 2039) + 14.7 days * N/A
Increase in mean in Japan
temperature ici
P (7) Costarlsng_(pase year) 2016 ((2030) (2090) (2030) (2090)
- 9 1,800 mil USD 2,200 mil USD 9,000 mil USD 2,100 mil USD 7,000 mil USD
Fl 2
(8) Flood damage | ase year) 2010 [(220) N/A N/A N/A
Intensification of
extreme weather (2100)
(9) Typhoon N/A N/A All typhoons A 5.7%  [N/A N/A
Fierce typhoon + 3.6%
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Definition of scenario groups:

Accelerating the modal shift through expansion environmentally-friendly

railcars and railcars for decarbonization

Transportation and automobile

2 ° C world view @ 2050 (example)

(DReal estate

@ Energy

@ Automobiles and
transportation

: : What You Need to Do to Address Risk

Seller
(Suppliers)

> Development of low-carbon
transportation equipment

» Increasing demand for products
to reduce vehicle weight and
improve energy efficiency

> Carbon tax results in need to
pass on higher production
costs in sales prices

Strengthening Cooperation with
Suppliers (Price negotiations,
securing products, etc.)

New entrant

> Companies involved in the use of renewable energy

and environmentally friendly railcars enter the market
in China and other countries.

Strengthening cooperation (Alliances, M & As, etc.)

Seller
(Energy, etc.)

» Increasing share of renewable
energy in energy demand and
decreasing demand for oil

» Crude Oil Prices Fall

N Z

> Withdrawal of production of gasoline
vehicles and shift to production of ZEVs

> Promoting the use of renewable energy
and environmentally friendly railcars and

» Increasing need for additional energy-efficient
capital investment

> Modal shift increases low-carbon freight
traffic

> Increasing demand for EVs

» On the other hand, demand for

Industry/Company >

railcars >

Buyer (customer)

for a decarbonized society

vehicles with engines declines
due to the expansion of ZEVs,
etc.

In addition to increasing
demand for EVs, cost reduction
will be promoted and the
barrier to EV purchase will be
lowered.

Shift from automobile to rail
freight is accelerated

Promoting investment in low-carbon technologies

Improving Production Plans for Low-Carbon Production

e

(Substitute)

Expanding freight
services such as-railways and ZEV

> Decarbonization Helps Modal Shift

am e - - S - S O . O S S S S S D S S S S S S S S S S S S DS S S S e . .
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*ZEV --- zero-emission vehicles (Electric and hydrogen vehicles)

Z %

|:| : What you need to do to get the opportunity

-

>

~N

Government

To achieve the 2 ° C target, the
government is promoting the
introduction of carbon taxes and
emissions trading, and carbon
prices are rising.

Implementation of preferential
policies for domestic EV
manufacturers

Stricter reqgulations on internal
combustion vehicles

Expanding charging infrastructure
to promote EVs

Prompt access to policy
information;
and securing subsidies

Promoting renewable energy and
next-generation vehicles in
cooperation with the government




Definition of scenario groups:

The traditional market environment is maintained while increases physical risks__“™

such as severe disasters is assumed

Transportation and automobile

Seller
(Suppliers)

» Slow development and interest

in low carbon technologies and
products

Increasing need for
countermeasures due to
intensification of natural
disasters

New entrant

> As ICE cars continue to be the core, the presence

of new EV manufacturers is limited.

(DReal estate

@ Automobiles and
transportation

: : What You Need to Do to Address Risk

|:| : What you need to do to get the opportunity

» The lack of a product lineup for

N Z

Reinforcing the Supply Chain for
Abnormal Weather

_— e e . o o o e o O S e S S S S EEm B e e Emw iy,

Seller
(Energy, etc.)

» Crude Oil Prices Rise as

Decarbonization Fails and Oil
Demand Grows

Industry/Company

> Significant increases in costs, delays, and

cancellations due to damage to

transportation equipment, railcars, and

infrastructure caused by abnormal weather

repair costs

and transport facilities
Production of ICE in manufacturing has

continued and business portfolio is maintained

Increased risk of line buckling due to rising
temperatures, resulting in delays and increased

Increase in energy costs for cooling vehicles

Buyer (customer)

=

infrastructure and next-
generation vehicles remains an
issue.

In addition, the subsidy policy
has not progressed, and the
product cost is high, so the
customer's desire to purchase
the next generation car has not
increased, and as a result, the
market centering on ICE cars *
has continued.

\

Promoting renewable energy
procurement and private power
generation

Changes in trans methods in
respo o local risks

= >

Minimizing investment in EV

development
resources on'improving ICE
‘'ormance)

(Substitute)

-

>

-_— e-m - - - e e e o e O S S D S B S S B S B B B S B e B e B e B e e e .
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*ICE cars -«

internal combustion engines (gasoline and diesel vehicles)

Government \

As the low
carbon/decarbonization trend
weakens and external pressure
from the international community
weakens,

Slow or stop the spread of
ZEVs and renewable energy
policies

No regulations on carbon
taxes will be introduced

Subsidies (Breakwater, etc.) for
increased physical risks such as
floods

Prompt access to policy
information;
and securing subsidies




(DReal estate

[Vision of Future Society under the 2 ° C Scenario]
Decarbonization will be strongly promoted and a carbon tax will be introduced. =«

Increasing use of renewable energy and EVs accelerates modal shift in
transportation

Expanded investment in energy-
efficient facilities and energy-saving

Emerging manufacturers For the use of technologies to reduce CO2
such as EV enter the renewable energy emissions
market. promotion \

Crude Oil Prices Fall

Decrease in demand and
production = e -

— y.

—— M

To the demand for EV
increase

Renewable energy

Expansion of charging Diffusion

infrastructure to promote

\ Strengthening
\ regulations on internal Environmentally friendly vehicles
o combustion vehicles / Promotion of railway vehicles
Carbon taxes and emissions and implementin L 4
trading referential policies for
Deploying Modal shift to low-carbon
I""E“;"' '";“;"'h'";“;"' transport

Y T
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[Vision of Future Society under the 4 ° C Scenario] ©Real estate
Low carbon/decarbonization remains at an unacceptable level, increasing

physical risk

Increase in energy and
capital investment costs

Shutdown of a factory due to | | | |
a disaster
\ ’
' _—

for cooling
Crude Oil Prices Rise o TR ) ~
A .
oI U ) \K — . '—,q,/
: | M | : lIW \ /
e 1. I/I/‘ e
KEEP \/
L OnLAR
1t L m =

Subsidies for breakwaters
ICE Centric Market Continues and other facilities

ICE Production Shifts Dependent on fossil fuels

The disaster disrupts the
procurement network

ON/RMM  ON/EMM  ON/AMM

To slow down or stop the
spread of ZEVs and renewable
energy policies

No regulations on carbon
taxes will be introduced

Damage to infrastructure due to
abnormal weather and increase
in train delays and cancellations

Increased risk of line buckling
due to increased temperature




3-3. Higo Bank

3 Evaluate Qualitative Business Impact
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[(2) Business impact of energy x 2 ° C]
Decarbonization policies will be promoted and the introduction and

use of renewable energy will be accelerated.

Climate Change Impacts flow chart

Important
risks and opportunities

Carbon tax
carbon price

Addressing GHG
emission regulations

Energy
Mix, etc.

Customer
behavioural change

Climatic
intensification
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(DReal estate

@ Automobiles and
transportation

Legend:

Bold

Be particularly influential

Impact considered relatively small

Direction of

change Risk Opportunity

2 ° C scenario

Influencing factor

Impact on the energy sector

Impact on the

Future assumptions and background (Parameter) bank
Taxes on electrici q
Introduction and Carbon tax derived from fossil ftl}/els Increased operating costs|
expansion of carbon tax
Taxes on fuel and electricity Decline in competitiveness Increase in expenses
production equipment due to higher selling prices
Decarbonized D ——————

Strengthening
government
decarbonization policies

formulation of
international
commitments

Carbon emission reduction
target JN

Promotion of renewable
energy
(Abolition of Subsidies for

Fossil Fuel Business)

,/Expansion of Subsidies and
Preferential Policies for EV
Conversion

Raising awareness of low
carbon

Promotion of
decarbonization among
corporate customers

In the case of individual
customers
Raising awareness of low
carbon

Energy mix
share of fossil fuels in

Number of units sold
For vehicles equipped with
engines

Household consumption of
energy derived from fossil
fuels

Unable to approve new
projects

Power plant stranded
assets, etc.

Advancement in
development of renewable
energy power source

Expansion of investment in
low carbon technology

Increase in new entrants of
renewable energy
companies

Increase in sales of
renewable energy project|

Renewable
increasing demand

ecrease in sales of gasoline
and diesel

Decline in sales of
fossil fuel business

Potential downgrade in|

credit quality

Decrease in expenses

Decline in electricity demand|
from fossil fuels

Decline in electricity sales
from fossil fuels

Decline in earnings

Possibility of an upward
revision of credit
quality

Increase in revenue

Deterioration in ROE

Improvement in ROE

*Industry and the bank impacts are minor compared to
4 ° C, but costs of responding to physical risk are
assumed to be constant



[(2) Business impact of energy x 4 ° C]

Increased costs from extreme weather events while maintaining

dependence on fossil fuels

Climate Change Impacts flow chart

Important
risks and opportunities

Carbon tax
carbon price

Addressing GHG
emission regulations

Energy
Mix, etc.

Customer
behavioural change

Climatic
intensification
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(DReal estate
- 2 ) C
@ Automobiles and
transportation
Legend: Bold Be particularly influential Impact considered relatively small g'\:%gn of Risk Opportunity

4 ° C scenario
Future assumptions and background

Influencing factor
(Parameter)

Impact on the energy sector

Impact on the

bank

overnment's Low-Carbony
Policy is Limited

Reluctance to introduce
renewable energy

Crude oil price

Continuation of subsidies
for fossil fuel business

Share of fossil fuels in the
energy mix

Number of units sold

in Corporate Customers

Decarbonization Stagnation

for vehicles equipped with
engines

Low-carbon

maintenance of status quo
Maintaining the low carbon

consciousness of individual
customers

Household consumption of
energy derived from fossil
fuels

Frequent occurrence of
torrential rains

Ly

River flooding

Flood damage

Increase in fossil-fuel
demand

Decline in competitiveness
due to higher selling prices

Decline in earnings

Increase in

Fossil fuel
increase in sales

revenue

Sales of gasoline and diesel
engines increased

Increase in expenses

Increase in fossil-fuel
derived
electricity sales

Fossil-fuel derived

Decrease in expenses

increased demand for
electricity

Deterioration in ROE

For plants and offices

crease in property damageN Repair and restoration

costx incurred

Improvement in ROE

Surge in coastal
occurrence of storms

Increased frequency and

Typhoon damage

intensity of typhoon landings

Storm

Difficulty raising fees for raw
materials e.g. crude oil
Cost generation
for disaster prevention

Disaster prevention

measures to avoid
impacts

Potential downgrade in|

credit quality

ossibility of an upward
revision of credit
quality




[(3) Vehicle and transportation x 2 ° C business impact] noc - OReal estate
Decarbonization policy is promoted and modal shift and EV shift are
accelerated.

Direction of
change Risk Opportunity

CI i mate Cha nge I m paCtS fIOW Cha I‘t Legend: Bold Be particularly influential : Impact considered relatively small

Important q .
2 ° C scenario Influencing factor . Impact on the
i : Impact on the automobile and transport sectors
risks and Future assumptions and background (Parameter) P P bank
ortunities
Taxes on transport and
Introduction and operation-related Increased operating costs
expansion of Corbone cmssions
Carbon tax Carbonatax Increase in expenses
1 Association with emission
carbon price r—— reductions
Shift from rolling stock to rail
transport due to carbon tax
Transportation switching Increase in demand . Potential downgrade]
costs for rail transport Decrease in expenses in credit quality

r—

Reeneshift and
drop in crude oil demand

Lower transportation and
operating costs

Strengthening
government
decarbonization policies

Crude oil price

-

Increase in revenue

IDecline in sales of engine]
Engine car powered vehicles
number of units sold

Expansion of ZEV

!

Decline in earnings Possibility of an

upward revision of
credit quality

Increase in sales of ZEVs,

Dissemination e
E e _ F caron tecolooy |
generation Implementation of Dissemination of electric investment
technologies preferential policies for EV vehicles Increased opportunities for Improvement in ROE
manufacturers recovery from development
investment due to increased I in additional
demand for ZEVs Increase in additiona
investment such as EV
» Improving the ability of
= debtors to repay debt
Increase in
mean
temperature —> —> —> —>

*Industry and ther bank impacts are minor compared to
Intensification 4 ° C, but costs of responding to physical risk are
assumed to be constant

of extreme
weather
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[(3) Vehicle and transportation x 4 ° C business impact]
The current regulatory and market environment will continue, while

the costs of extreme weather will increase

Climate Change Impacts flow chart

Important
risks and
ortunities

Carl tax
carbon price

Dissemination
of next-
generation
technologies

Increase in
mean
temperature

Intensification
of extreme

weather
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(DReal estate
- 2 ) c
@ Energy
@ Automobiles and
transportation
Legend: Bold Be particularly influential Impact considered relatively small CDIL';C;?” of Risk Opportunity

4 © C scenario

Future assumptions

and background

Influencing factor
(Parameter)

Impact on the automobile and transport sectors

Impact on the
bank

Increased demand for crude

oil

Crude oil price

Increase in transportation

and operation costs

-

[Government's Low-Carbol
Policy is limited

Automobile market
remains stable

Increased demand for
railway transportation in
part

Increase in sales of

Increase in expenses

Potential downgrade in|
credit quality

engine-powered vehicles

Number of units of engine
car sold

Increase in temperature

Increased risk of line
thermal expansion

Increased risk relating to
return on investment in R&D)
for EVs due to continued ICH

market

Expanding investment in
low-carbon technologies

Reduction or withdrawal of
additional investment such
as EV

l

Increase in midsummer days
in Japan

|

Productivity declines due to =
heat stress

Increase in labor
environment improvement
costs

Increase in revenue

Possibility of an
upward revision of
credit quality

Improvement in ROE

Decline in the ability of
debtors to repay

Potential downgrade]
in credit quality

Increase in expenses

H

Cost incurred
Due to buckling of tracks

\

Increased repair of rail
tracks and review of *

Repair and response costsj

Frequent occurrence of *
torrential rains

River flooding

Flood damage

operations
Increase in to
product inventories and ‘
factories Incurring repair costs

Difficulty procuring raw
materials and stagnation of
production

Al

\

Increased shipping time

Incurring the cost of
response




3-3. Higo Bank

@ Quantitative assessment of transition risk
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Approach to Analysis of the Impact of Transition Risk
on Financial Statements
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Example of analysis
(1): Energy sector (Electric Power Company (3))

166



If CO2 emissions are kept constant under the assumption of maintaining the status
quo, and only the carbon tax scenario is included, the country would become

insolvent.

STEP 1: Carbon Tax Considerations

m_ Step1 Carbon Tax
CO2 emissions approximately XX, ESG Report 2019 XXX, 000
X00,000 [t-CO2] ¢ Rt
©
Exchange rate 105 yen/$ Level at the end of January 2020 b= o000
C
8
- . . . , 000
2 ° C Scenario A carbon tax is introduced regardless of country or region. = R
‘ O
Y— XXX, 000 —
Developed t N Developi t o ecause CO2 emissions are assumed to be
EUEIlfpllel dallinry Gl gl ol iy e constant, the transition is linked to the 2 ° C
XXX, 000 .
o R carbon tax scenario
(Reference) Average successful bid price in £ (btﬁ astsun?lng Ilnzar Intirp(t)laglton S%l"‘%erlods
Current EU-ETS in Europe: approximately US $/ t << WIthout values and constant arter )
ituati *"Implementation and Review of Emissions Trading in N/A
situation Other Countries"
From (Ministry of the Environment Report 2016) 0
HNm#Lﬁ&DI\OOO\OHNMQ‘LHLDI\OOO\OHNMgLDKDI\DOO\O
NN AN AN AN AN AN ANNOOONnD OO OO NN OO N S & S < S TS T S D
QRRRRRARRARRARRRARLRRARARRLARIRARRIRRRRR
2030 100 US S/ tCO2 75 US S/ tCO2 T
Step1 Estimation of Balance Sheet
XX, XXX, 000
W) XX, XXX, 000
2040 140 US S/ tCO2 125 US $/tCO2 o
ﬂ ) XX XX, 000
)]
< XX, XXX, 000
. (whole) As global carbon prices rise to achieve the 2 © C target, the government is promoting the "6)’ XX, XXX, 000
introduction of carbon taxes and emissions trading. On the other hand, companies with high GHG =
emissions are more likely to be asked to do so by governments and business partners, and more XX XXX, 000
likely to be engaged by investors. 1))
Q@  xx, xxx, 000
8 . (Real Estate) Due to rising steel and cement prices and transportation costs, green buildings =]
5 utilizing new low-carbon materials have become popular. = 0
7] ’ ) : ’ - A
= . (Tenants/Residents) Tenants will see an increase in decarbonization and demand for energy- Qa ; A ) N A N T ) W) \p )
o efficient facilities e s i g '\90’ ~ '\90’ '190’ SIS '»°
= *Data source: — i xxx, 000 )
=4 Extracted from IEA "World Energy Outlook 2019" Sustainable Development Scenario numbers
e X000 ) excess of fiabilities
XX, XXX, 000 ) (unrealistic assumption)
Net Assets ' Reserves mFixed Liabilities = Current Liabilities
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A decrease in the use of fossil fuels in favor of renewable energy is expected to lead
to a reduction in the carbon tax burden and therefore an increase in net income

STEP 2: Estimating Financial Impact Based on Changes in Power Supply Composition

A reduction in carbon tax due to conversion to renewable energy
is expected to increase net income and reduce excess liabilities

Although this estimate assumes that the conversion will take place
in stages, depending on the timing of the conversion, as shown in
Step 1, the deficit may widen or the excess debt may be avoided

Carbon Tax (Change in energy mix reflected)

XXX, 000
XXX, 000

XXX, 000

XX, 000 ~_.--~"To the use of renewable energy
Reduction of carbon tax by conversion

XXX, 000

XXX, 000

!

- XXX, 000 T

- XXX, 000 |

2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039

O =" AN OO <t 1N OIS0 0 O = AN M S W OIS 00 O AN MM <t W WIS 0 O
[ I o B o B B o B o B o B o B o B e B s B s o B s o BN e o BN e o MK s 0 SN 0 S e 0 I o 0 B w0 B .~ ul o I~ o o o~ o S
O O O O O O O O O O O O O O O O O O O OO0 O OO O O O o O O
" N N AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN NN
Net Profit (Change in energy mix reflected - -
( 9 gy ) Step2 Estimation of Balance Sheet
XXX, 000 ) XX, XXX, 000
XXX, 000 ) % XX, XXX, 000
o @) o000, 000 to be less insolvent
<
- X, XXX, 000
- XXX, 000 | (0]
2 X, XXX, 000
- XXX, 000 S~~~
N ) & X, XXX, 000 I I I I I I I
306,000 | To conversion to renewable energy 5
carbon tax relief effect of = X Xxx, 000
XXX, 000 | AN .‘% 0
: ‘ T . SR R S R R A S R SRR AT R R IR 4
B I L U S S S S A S S e

-X, XXX, 000

X, XXX, 000

Net Assets ' Reserves mFixed Liabilities = Current Liabilities
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An increase in the unit price of fossil fuels is forecast, but an increase in
net income is expected due to a decrease in thermal power generation.

STEP 3: Reflect Demand and Fuel Cost Forecasts

Domestic Power Demand Forecast

Step2 Carbon Tax

(P3)
XXX, 000 Compared with Step 2,
3,800 ) ) the carbon tax (LNG
3700 Sllght_d_ecrease in X 000 content) will decrease
’ L electricity demand d in Step 3 due to a slight
3,600 —— decrease in electricity
, -~
-y XXX, 000 demand.
3,500 ~-.>
3,400 XXX, 000
3,300
XXX, 000
3,200
3,100 XXX, 000
3,000
2019 2024 2029 2034 2039 2044 2049 0
O " N OO < 1N OIS0 O O d AN M S LV O 0 O O d NN < 1 O S 0 O
FE 5858888885 5338338338333838333333333323
N AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN NN AN NN AN NN NN N NN
Net Profit (Change in demands and fuel costs reflected) Step3 Estimation of Balance Sheet
) XX, XXX, 000 )
X, 000 Up to Step 2, it was assumed that the fuel cost was constant, but net assets increased as a result of an
. the forecast of fuel cost was reflected in Step 3, leading to a P&L 0 XX XXX, 000 increase in net income
increase driven by the decrease in ratio of thermal power generation +
QD xx, xxx, 000
XXX, 000 wn
)]
< XX, XXX, 000
0 e e — N ﬁ XX, XXX, 000
5 XX, XXX, 000
- XXX, 000 (9]
R D xx, xxx, 000
= i1
= 0
»X0 000 - Q 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2044 2043 2045 2047 2049
RRREN O XX, XXX, 000 7
- XXX, 000 Tl XX, XXX, 000 |
XX, XXX, 000
- XXX, 000
O " N M < 1D O™~ W0V O d AN M T 1N O™ WO O & AN MST 1 ON 0 A O
[ o o A o A T AN o SN o S o S SN oo B o o O o o O o 0 N ' N o SN ' BN 0.0 N 5.0 o' J~ W~ u~ S S I L o~ S~ S~ S Y ) . I
2988388999292 282828282888_8R_83R23R8R8 R2L22282882¢828°% Net Assets = Reserves mFixed Liabilities = Current Liabilities
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Example of analysis (2):
Manufacture of automobile parts
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Assumptions regarding changes in profit and loss and the size of assets and
liabilities are based recent financial statements; the impact of the carbon tax is
insignificant and net income is expected to continue

STEP 1: Carbon Tax Considerations (auto parts manufacturer)

CO2 emissions About X, X00,000 [t-CO2] HP Disclosure *

Exchange rate 105 yen/$ Level at the end of January 2020

A carbon tax is introduced regardless of country or region.

Step1 Carbon Tax

XX, 000

XX, 000

XX, 000

XX, 000

XX, 000

XX, 000

Because CO2 emissions are assumed to be constant, the
transition is linked to the 2 ° C carbon tax scenario

(but assuming linear interpolation for periods without values
and constant after 2040)

XX, 000
XX, 000
XX, 000
XX, 000

(0]
202120232025202720292031203320352037203920412043204520472049

Amount of Carbon Tax

Developed country N Developing country
(Reference) Average successful bid price in
Current EU-ETS in Europe: approximately US $/ t
sit . *"Implementation and Review of Emissions Trading in N/A
uation Other Countries"
From (Ministry of the Environment Report 2016)
2030 100 US $/tCO2 75 US $/tCO2
140 US S/ tCO2 125 US $/tCO2

(whole) As global carbon prices rise to achieve the 2 © C target, the government is promoting the
introduction of carbon taxes and emissions trading. On the other hand, companies with high GHG
emissions are more likely to be asked to do so by governments and business partners, and more
likely to be engaged by investors.

(Real Estate) Due to rising steel and cement prices and transportation costs, green buildings
utilizing new low-carbon materials have become popular.

(Tenants/Residents) Tenants will see an increase in decarbonization and demand for energy-
efficient facilities

*Data source:
Extracted from IEA "World Energy Outlook 2019" Sustainable Development Scenario numbers

o]
o
3
=
(=
[}
=
o
=
o
=]

Step1 Estimation of Balance Sheet

. X, XXX, 000
Net Assets m Fixed Liabilities = Current Liabilities

X, XXX, 000 In this case, even if the carbon tax is taken into account, the current net
X, XXX, 000 income will continue, so the current liabilities will be repaid and retained
! ! earnings will be retained after repayment.

X, XXX, 000
X, XXX, 000
X, XXX, 000
X, XXX, 000

X, XXX, 000

Liabilities/Net Assets

N
-X, XXX, 000 S\' ,\9’9’

-X, XXX, 000
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Parameters for R&D expenditure and capital expenditure were estimated based on
data disclosed by automobile parts manufacturers.

STEP 2: Future Forecast of Next-Generation Vehicle Development Costs

(Estimates from data disclosed by auto parts manufacturers)

Estimates from prior year data

Future projections from disclosed targets

R&D Expense/Sales

Sales: R&D Expense(2008-2019)
XXX, 000
y = 0.0478x + 7467.3
R2=0.9483 °
XXX, 000 e
XXX, 000 ©
9]
&
! [ J
o
S 1 xxx, 000 -
u R
o’ @
] Rl
% XXX, 000 .
o
The automotive parts manufacturer currently spends about 5% of
XXX, 000 O its sales on R&D
o
XXX, 000 | o
X, XXX, 000 X, XXX, 000 X, XXX, 000 X, XXX, 000 X, XXX, 000 X, XXX, 000
Sales
R&D Expense : Capital Investment (2008-2019)
XXX, 000
y = 2.2869x - 120041
L oo R?=0.8306 °
T XX, 000 |
e
3 XXX, 000 o e .
2 e °
S XXX, 000 o T =
T oo e
= XXX, 000 e °
8 00,000 | e
' )
..... . %
XXX, 000 | . ) ) ) .
° There is a certain proportional relationship between R&D
XXX, 000 expenditure and capital investment by the auto parts
! manufacturer.
XXX, 000 XXX, 000 XXX, 000 XXX, 000 XXX, 000 XXX, 000 XXX, 000 !
R&D Expense

" 5% >
Our goal is to raise R&D expenditure from the current level of approximately
@ % to the level of A% in 2020. Considering the increase in the ratio of -
R&D expenditure for advanced technologies, we assume a rise in R & D _--1
m.0% ¢ expenditure over the medium to long term. -
5 -
A.5% 5 e 1
y = 0.0006x + 0.053 JP
R2=0.8646 P
4.0% ‘r_‘,o’ =
o
o f"""
r-""r“.
5% o g -
vens?
ettt
]
®.0% )
0 5 10 15 20 25 30 35
Duration (Years from 2019)
The ratio of R&D expenditure for advanced technologies
75%
70% T B S e e
i
4 (reference value)
65% 57 The ratio-of R&D-expenditure for-advanced
7 technologies tends to remain high in light of
;‘ recent environmental and regulatory trends.
60% o The data disclosed by the manufacturer of
,-" automotive parts was interpolated by a
‘." quadratic polynomial, and it was found to be
/ just around the top, so it was assumed that the
55% K y =-0.0015x + 0.0415x + 0.42 value would remain unchanged.
7 RZ2=1
,!
50% 7
s
4
45% ,’
’
[ ]
40%
(o] 5 10 15 20 25 30 35

Duration (Years from 2019)
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Net income and retained earnings are expected to decrease in order to achieve the
reduction target for CO2 emissions. The R&D expenses and capital investments set
forth in the previous page are also assumed to be required.

STEP 2: Taking into consideration R&D expenses and capital investment for achieving CO2 emission reduction targets

. 000 Carbon Tax Net Profit
* XXX, 000
x 0000 XXX, 000
IS XX, 000 et B0 S '
S Stepi XXX, 000
S xx 000 -t P XXX, 000
o ’1”’ 4_)‘._,.......
2 XX, 000 Lo % XXX, 000
© 7 bt
O XX 000 7 Step2 Q. XXx, 000
— .
O XX 000 D XXX, 000
€ XX, 000 l = XXX, 000
8 XX, 000 Assumption that major automakers aim to reduce global XXX, 000
E """ CO2 emissions from their plants to 0 in fiscal 2050 i
< XZ(', 999 XXX, 000
0 0
202120232025202720292031203320352037203920412043204520472049 Q>
’19
Step1 Estimation of Balance Sheet Step2 Estimation of Balance Sheet
X, XXX, 000 bil X, XXX, 000
Net Assets mFixed Liabilities = Current Liabilities X R .
" X, XXX, 000 _ . . . : . X, XXX, 000 Net Assets ®Fixed Liabilities = Current Liabilities
] In th_ls case, even if the c_arb_o_n_ tax is taken |n_to account_, the currgnt ne!: income yvlll w0
) X, XXX, 000 continue, so the current liabilities will be repaid and retained earnings will be retained r _— - X, XXX, 000 U U U UV VO (O ([ = =
) ’ ’ after repayment. 8 ! ! —>
é’t’ X, XXX, 000 U X, XXX, 000
_ <
X XXX, 000 . - 4 X XXX, 000 IIIIIIIIIIIIIII
E X, XXX, 000 ot I I E X, XXX, 000 I I I I I I
$ X, XXX, 000 I I wn X, XXX, 000 I I I I I I (The impact of the carbon tax is minor) It is assumed that the
— 9 increase in retained earnings will decrease due to the depreciation of
E X, XXX, 000 = X, XXX, 000 R&D expenses and new capital investment.
-a . . 5 —r———r---
© 0 © 0
— .
X, XXX, 000 ,»Q r]/’\/ r\P‘ ’\,% fﬁb r;)Q r;;\/ -X, XXX, 000 Q N A o b 0 N N ;0 O g o> b‘b S
SRS ISP O S S S S AR S
-X, XXX, 000 -X, XXX, 000
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Since there is a high correlation between changes in sales of automobile
manufacturers and auto parts manufacturers, we use simplified assumptions
regarding auto parts manufacturers and apply them to automobile manufacturers

Auto Manufacturer

Correlation between Sales of Automobile Manufactures and Auto Parts show a high correlation
Manufactures
The end of Mar/2003- Mar/2020

Correlation between PER of Automobile Manufactures and Auto Parts
Manufactures

X, X00,000 i
Correlation The end of Jan/2011- Jan/2021

Coefficient 0.95

X, X00,000

X, X00,000 X, X00,000
30.00%
X, X00,000 y #4,0.8925x -).0051
X, X00,000 g A
X, X00,000 % 20.00%
o
X, X00,000 X, X00,000 %
= 5 10.00%
X, X00,000 X, X00,000 3
ol 5 g
X, X00,000 g 2 0.00%
3 0 o
X, X00,000 < 2 -30.00% -20.00% -10.0Q% vofa 10.00% 20.00% 30.00%
X, X00,000 %
X, X00,000 Auto < 5
X, X00,000 %

Auto Parts

-20.00%
The end of March

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
-30.00%
Auto Parts Manufacturer

[simplified assumption]
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The sales transition of automobile parts manufacturers is estimated to be linked with the sales transition prediction of automobile
manufacturers.

The sales transition forecast of automobile manufacturers is estimated from the sales transition forecast (Assuming that the unit
price does not change significantly).

Automobile manufacturers' sales are projected to be linked to the trend of the global automobile sales forecast (Use IEA WEO and
private think tank values).

R&D expenses and capital expenditures are expected to increase in line with sales forecasts



In order to take into account future changes in unit sales, calculations have been made from

estimates of the "Percentage and number of units sold" and "Proportion of use and number of
units" for next-generation vehicles, using scenarios developed by external think tanks and the
IEA WEO

STEP 3: Forecasting the Future of Next-Generation Vehicles (% PHV or ZEV) in the Overall Automotive Market

Proportion of PHV/ZEV Sales

Proportion of PHV/ZEV Spread

100%

Duration (Years from 2017)

Duration (Years from 2019)

80.0%
—9E_ 3 _ 2
y = 0.0005x2 + 0.0057x +0.0356 so | ¥ =2E-05x"-0.0011x" +0.045x + 0.005
70.0% 2 R2=1 -
~ R?=0.9987 80% -t
. quadratic polynomial extrapolatio Interpolation by Third Order Polynomial POLd
60.0% 70% Based on IEA WEO Scenario SPT At
50.0% i 60% St
) 50% _ae=
40.0% | Estimates from external think tank e . ,/’—
projections e 40% "_.-
30.0% — 30% ‘,/-’
20.0% ] 20% e
-
10% o
10.0% o
0% @
0.0% 0 5 10 15 20 25 30 35
Y 5 10 : 15 - )20 25 30 35 Duration (Years from 2019)
Duration (Years from 2017
Number of PHV/ZEV Sales Number of PHV/ZEV Spread
X, X00,000 Figures for FY 2060 are estimated by the IEA WEO and are linear. X, X00,000
Estimated Number of Gasoline Vehicles (ICE cars) Sold y= 24.671x% + 4372.1x + 1163.5
X, X00,000 X, X00,000 2
' ' R4 =0.9997
X, X00,000
) Interpolation by Quadratic Polynomials
@ X, X00,000 X, X00,000 | Based on IEA WEO Scenario
[4o]
q‘-n_ X, X00,000 X, X00,000
o external think tank i X, X00,000
L= X, X00,000 |an estimate from an estimate .7 e
8 | ? ----- ) X, X00,000
— quadratic polynomial extrapo.l'a'h‘on
g X, X00,000 P X, X00,000
> ~
X, X00,000 y = 87864X2 + 47.442x + 349.89 X, X00,000
R% =0.9986
0 5 10 15 20 25 30 35
0] 5 10 15 20 25 30 35
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Based on the assumption that it will be linked to the market for next-generation vehicles as
described in the previous page, we calculated the number of units sold by automobile
manufacturers based on the actual and projected figures shown in our environmental and

annual reports.

N“F“ber of Sales of Ne_xt-Generation Vehicles Sales of Vehicles estimated by Automotive Manufacturers
estimated by Automotive Manufacturers

XXX
XXX
Forecasting future

wx | sales of a company XX
using current data and
»x I the target set by a 30 years later (2050)
i v t-heneration vehicles i @® Sales of next-
company itself (e;sgmtazeg fffi_ ;;;engi\ﬁirn'e mion vehictes > o generation car (estimated
XXX the left slide
XXX =
7)) )]
38 XXX 3
© 40}
U) XXX U) XXX
5 Target set by a Auto Manufacture 5
- in its publication -
QO  xxx (]
e O xxx
£ & Current data
3 XXX =) disclosed by
=z P the company
XXX
XX . @ Sales of ICE car (estimated on
Current data disclosed previous page
by a Auto
XX Manufacture X
0 5 10 15 2 2 30 35 '
0 5 10 15 20 25 30
Duration (Years from 2019) Duration (Years from 2019)
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Based on the current scenario, it is expected that the growth of net assets will be
restrained to a certain extent due to the increase in R & D expenses and capital
investment (depreciation expenses associated with it).

[Assumptions (Summary)]

B The sales of motor vehicle component manufacturers is assumed to be proportional to the sales of motor vehicle manufacturers.

B Automobile sales volume (Next-generation vehicles and gasoline-powered vehicles) is also assumed to be sold according to the
scenario in accordance with the region and respective regulations. The unit selling price is assumed to be constant on average.

m R&D expenditure (and capital expenditure) increases in proportion to sales

B The ratio of ordinary income to sales shall remain constant over the last three years, excluding the increase in R&D expenses and the
increase in capital investment.

B Global CO2 emissions at plants are assumed to be reduced to zero by 2050 as planned

Step2 Estimation of Balance Sheet Step3 Estimation of Balance Sheet
X, X00,000 X, X00,000
Net Assets m Fixed Liabilities = Current Liabilities Net Asset Fixed Liabiliti C t Liabiliti
X, XO0,000 X’ XO0,000 e ssets IXe: lapilities urren lapilities
o X X00,000 X, X00,000
)
Y X, x00,000 43 X, X00,000
7]
< X, X00,000 @ X, X00,000
o <
5 X, X00,000 © X, X00,000
pd
& X, x00,000 . X, X00,000
= O
‘T X X00,000 S X, X00,000
a =
3 ) % ‘
—I_x, x00,000 , 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040 2042 2044 2046 2048

X, X00,000) oS o F o0 4P o IV o o P P ¥ P P
DA AT AT AT PTADTRTADT AR AT
-X, X00,000 -X, X00,000 |
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Example of analysis (3):
Real estate (major player) (Omitted)
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3-3. Higo Bank

® Quantitative assessment of physical risk
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@ Collateral valuation

[Properties in scope]

« "Buildings" among all real estate properties held in Kumamoto City

[Prerequisites for the Property]

« Number of building floors: Since data on the number of floors of each property was unavailable, it was calculated uniformly.

« The variable used for the damage ratio is the one after the rank correction (Leveling of mixed floors).

 Building structure: The analysis was made by combining wooden and non-wooden construction. As above, the variable used for
the damage ratio is not structure-specific..

[Damage ratio variable]

« Adjustment due to inundation depth zones that do not match the inundation depth classification and damage ratio classification

on the hazard map
*According to the flood control economic survey manual,

Flood control economic research i i i
Cepeil e After inundation depth of 3 m or more is assumed

inundation depth : - adjustment
section 'S’;‘é’t‘i‘i?]t'on depth loss ratio loss ratio In order to reduce the loss ratio to a uniform 83.6%, it is
necessary to reduce assumptions regarding the damage
Less than 0 ~ 0.5 m Less than 0 ~ 0.5 m 21.40% 21.40% caused.
Lessthan 0.5~ 1.0 m 0.5~ 0.99 m 29.30% 29.30%

The expected damage of an inundation depth of 25 m
Lessthan 1.0 ~2.0m 1.0~ 1.99m 45.80% 45.80% cannot be estimated. Inundation of > 5 m is assumed to be
Less than 2.0 ~ 5.0 m 2.0~ 2.99m 64.60% 83.6% a total loss (1000/0)
3.0 m or more 83.60% For a distance between 2 m and less than 5 m captured in
the hazard map, it is assumed that the midpoint is 3.5 m
5.0 m or more — — 100%
The Economic Survey Manual includes a ratio of loss caused
by damage of 83.6% for 3m or more
[Calculation logic]
@ Property identification: All collateral properties - land properties = buildings
@ Understanding of inundation depth: building property address (latitude-longitude transformation) — inundation depth on hazard
map
® Damage Calculation: Collateral amount by inundation depth and building x Damage ratio by inundation depth = Loss on
collateral due to flooding (Assumptions)
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@ Valuation of the company's decline in sales

[Properties in scope]

« Excerpts from enterprises located in the downtown (arcade) of Kumamoto City

+ Understand the location and sales of each company

[Prerequisites for the Property]

« Number of building floors: Since data on the number of floors of each property was unavailable, it was calculated uniformly.

« The variable used for the damage ratio is the one after the rank correction (Leveling of mixed floors).

+ Building structure: The analysis was made by combining wooden and non-wooden construction. As above, the variable used for
the damage ratio is not structure-specific

[Number of days off work]

« Adjustment due to inundation depth zones that do not match the inundation depth classification and damage ratio classification
on the hazard map

Hapard Flood control economic research After *According to the flood control economic survey manual,
L el manual LIEWENES  inundation depth of 3 m or more results in 56.1 days off

inundation depth
section inundation depth number of days number of work.

days off work

section off work
Less than 0 ~ 0.5 m Less than 0 ~ 0.5 m 6.4 days 6.4 days The number of business downtime days for inundation of
lessthan 0.5~ 1.0m 0.5~ 0.99 m 13.5 days 13.5 days 5m or more is based on the Dmap and interpolated linearly
over the period (73 days).
Less than 1.0 ~ 2.0 m 1.0~1.99m 20.0 days 20.0 days
For distances between 2 m and 5 m captured in the
Lessthan 2.0 ~5.0m 2.0 ~2.99 m 41.2 days 56.1 days hazard map, it is assumed that the midpoint is 3.5 m.
3.0 m or more 56.1 days . . . .
Number of business suspension days by inundation depth
5.0 m or more — — 73 days _ : :
= sales decrease due to flooding (Assumptions)

[Calculation logic]

@® Understanding of inundation depth: building property address (latitude-longitude transformation) — inundation depth on hazard
map

@ Net Sales Decrease Calculation: Net Sales by Flood Depth and Property/Number of Business Days (Calculated for 242 days
excluding holidays and national holidays)
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Appendix 1. Sector Climate Risk Assessment Materials
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GICS conducted a high-level evaluation of the impact of climate change
for each of its 69 industries

source of investor ESG rating agency Initiatives, etc.
information | sectoral
evaluation . . .
Sector (Upto3a) Il ot 2i EBRD 427  Calvet ~GPIF | DISI  FTsE | sase (CIMOES 0 B8 o Fhenc:
Construction Materials 30 3 3 3 3 2 3 1 3 3 0 3 3
Metals & Mini 28 3 3 3 3 2 3 .
etals & Mining Sources that cover only specific sectors
Chemicals 27 3 0 3 3 2 3 | The source of the "*" mark shall be 3 points (Key
sources of TCFD information) where there is a
gfggrcti(SForest 25 3 0 3 3 2 3 | reference to the sector, 0 points where there is no
u reference;
Electric Utilities 25 3 3 3 3 2 3 | Information sources for the "* *" mark are rated 1
point (Minor sources of TCFD information) if there is
Gas Utilities 22 3 0 3 3 2 3 | a sector reference, and 0 point if there is no
: reference.
(F)|I, IGas & Consumable 22 3 0 > 5 5 3 _ _
ClEt Sources covering a wide range of sectors
Auto Components 21 3 3 2 1 1 1 | For information sources that are not marked with an
asterisk (*), the top 30% received 3 points, the next
GICS based Sector 3 2 1 1 11 31-60% received 2 points, and below 60% received
classification. 1 point. Roughness is evaluated on a scale of one to
three (High/Medium/Low, etc.).
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Climate-related risks evaluation matrix (1/2)

Investor ESG rating agency Initiatives, etc.
Sectoral evaluation
TCFD Final Report 2ii EBRD 427 Calvert GPIF DJsI FTSE SASB Climate Wise = GA Institute | Finch & Beak
Code  |Industry Specific sector Specific sector Broad sector Broad sector Broad sector Broad sector Broad sector Broad sector Broad sector Specific sector Broad sector Broad sector
151020 | Construction Materials I 3 3 3 3 2 3 1 3 3 0 3 3
151040 |Metals & Mining 28 3 3 3 3 2 3 1 3 3 0 1 3
151010 Chemicals 21 3 0 3 3 2 3 1 3 3 0 3 3
151050 |Paper & Forest Products 25 3 0 3 3 2 3 1 3 2 0 2 3
551010 Electric Utilities 25 3 3 3 3 2 3 1 1 2 0 2 2
551020 Gas Utilities 22 3 0 3 3 2 3 1 3 0 1 1 2
101020 0il, Gas & Consumable Fuels 22 3 0 2 2 2 3 2 3 2 0 1 2
251010 |Auto Components 21 3 3 2 1 1 1 3 2 1 0 3 1
251020 |Automobiles 21 3 3 2 1 1 1 3 3 0 0 3 1
151030 |Containers & Packaging 21 0 0 3 3 2 3 1 1 3 0 2 3
302010 Beverages 20 3 0 2 2 2 2 2 1 2 0 2 2
101010 |Energy Equipment & Services 20 3 3 2 2 2 3 0 0 2 1 0 2
302020 Food Products 19 3 0 2 2 2 2 2 1 2 0 1 2
203020 |Airlines 19 3 3 1 1 1 2 1 3 1 0 2 1
551040 Water Utilities 19 0 0 3 3 2 3 0 1 3 1 1 2
201010 |Aerospace & Defense 18 0 0 2 1 1 2 3 2 1 0 3 3
551030 Multi-Utilities 18 0 0 3 3 2 3 1 3 0 0 1 2
203030 Marine 18 3 3 1 1 1 2 0 3 1 0 2 1
601020 Real Estate Management & Development 18 3 0 1 1 2 2 1 1 3 1 1 2
551050 |Independent Power and Renewable Electricity Producers 17 0 0 3 3 2 3 0 1 0 0 3 2
203010 |Air Freight & Logistics 17 3 3 1 1 1 2 1 1 1 0 2 1
203040 Road & Rail 17 3 3 1 1 1 2 0 2 1 0 2 1
201040  Electrical Equipment 16 0 0 2 1 1 2 2 1 1 0 3 3
401010 Banks 15 3 0 1 1 2 1 2 1 0 0 1 3
201060 'Machinery 14 0 0 2 1 1 2 2 2 1 0 0 3
302030 Tobacco 14 0 0 2 2 2 2 2 1 0 0 1 2
401020 Thrifts & Mortgage Finance 14 3 0 1 1 2 1 2 0 1 0 0 3
201020 Building Products 13 0 0 2 1 1 2 3 0 1 0 0 3
201030 Construction & Engineering 13 0 0 2 1 1 2 3 0 0 0 1 3
301010 Food & Staples Retailing 13 0 0 1 1 1 2 2 1 2 0 2 1
403010 Insurance 13 3 0 1 1 2 1 1 1 1 0 1 1
201050 Industrial Conglomerates 12 0 0 2 1 1 2 3 0 0 0 0 3
252020 | Leisure Products 12 0 0 2 1 1 1 2 1 0 0 3 1
352010 Biotechnology 12 0 0 2 3 1 1 1 1 0 0 1 2
352020 Pharmaceuticals 12 0 0 2 3 1 1 1 1 0 0 1 2

Source : Deloitte Tohmatsu
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Climate-related risks evaluation matrix (2/2)

Investor ESG rating agency Initiative, etc.
Sectoral evaluation
TCFD Final Report 2ii EBRD 427 Calvert GPIF DJSI FTSE SASB Climate Wise | GA Institute ~ Finch & Beak
Code |Industry Specific sector Specific sector Broad sector Broad sector Broad sector Broad sector Broad sector Broad sector Broad sector Specific sector Broad sector Broad sector
201070 Trading Companies & Distributors 11 0 0 2 1 1 2 2 0 0 0 0 3
202010 'Commercial Services & Supplies 11 0 0 1 2 1 2 2 1 0 0 1 1
202020 Professional Services 11 0 0 1 2 1 2 2 1 0 0 1 1
253010 Hotels, Restaurants & Leisure 11 0 0 1 1 1 1 2 1 2 0 1 1
352030 Life Sciences Tools & Services 11 0 0 2 3 1 1 1 0 0 0 1 2
451020 |IT Services 11 0 0 1 1 1 1 1 1 1 0 2 2
452010 | Communications Equipment 11 0 0 1 2 1 1 1 1 0 0 3 1
452020 | Technology Hardware, Storage & Peripherals 11 0 0 1 2 1 1 1 1 0 0 3 1
452030 Electronic Equipment, Instruments & Components 11 0 0 1 2 1 1 1 1 0 0 3 1
501010 Diversified Telecommunication Services 11 0 0 1 1 1 1 1 1 1 1 2 1
453010 |Semiconductors & Semiconductor Equipment 11 0 0 1 2 1 1 1 1 3 0 0 1
252010 Household Durables 10 0 0 2 1 1 1 2 1 0 0 1 1
252030 | Textiles, Apparel & Luxury Goods 10 0 0 2 1 1 1 2 1 0 0 1 1
351020 Health Care Providers & Services 10 0 0 1 1 1 1 2 0 2 0 1 1
451030 'Software 10 0 0 1 1 1 1 1 0 1 0 2 2
601010 Equity Real Estate Investment Trusts (REITs) 10 0 0 1 1 2 2 0 1 0 0 1 2
203050 Transportation Infrastructure 9 0 0 1 1 1 2 0 0 0 1 2 1
255030 Multiline Retail 9 0 0 1 1 1 1 0 1 1 0 2 1
255040 'Specialty Retail 9 0 0 1 1 1 1 0 1 1 0 2 1
303020 |Personal Products 9 0 0 1 2 1 2 2 0 0 0 0 1
351010 Health Care Equipment & Supplies 9 0 0 1 1 1 1 2 1 0 0 1 1
402010 Diversified Financial Services 9 0 0 1 1 2 1 0 1 0 0 1 2
402030 Capital Markets 9 0 0 1 1 2 1 0 1 0 0 1 2
255020 Internet & Direct Marketing Retail 9 0 0 1 1 1 1 0 0 2 0 2 1
253020 Diversified Consumer Services 8 0 0 1 1 1 1 2 1 0 0 0 1
255010 Distributors 8 0 0 1 1 1 1 1 0 0 0 2 1
303010 Household Products 8 0 0 1 2 1 2 1 0 0 0 0 1
501020 |Wireless Telecommunication Services 8 0 0 1 1 1 1 0 1 1 0 1 1
502010 Media 8 0 0 1 1 1 1 1 1 0 0 1 1
502020 Entertainment 8 0 0 1 1 1 1 3 0 0 0 0 1
402020 |Consumer Finance 7 0 0 1 1 2 1 0 0 0 0 0 2
402040 ‘Mortgage Real Estate Investment Trusts (REITs) 7 0 0 1 1 2 1 0 0 0 0 0 2
502030 |Interactive Media & Services 7 0 0 1 1 1 1 1 0 1 0 0 1
351030 Health Care Technology 6 0 0 1 1 1 1 0 0 0 0 1 1

Source : Deloitte Tohmatsu
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In the financial and non-financial sectors, the TCFD has also developed
supplemental guidance for sectors that are particularly affected by
recommendations for financial disclosure of climate-related risks and opportunities
Investors (1/6): TCFD Final Report

Final Report

4 : (Reference) Report of recommendations on disclosure of climate-related financial information

ecommendations of .

thaFack Force ‘ Outline of the Agency

SRt mate-ra e ‘ « TCFD (Task Force on Climate-related Financial Disclosure): A task force to examine how financial institutions should consider

Snancial Disclost o climate-related issues. Established by the Financial Stability Board in 2015 at the request of the Group of 20 Finance Ministers

‘ and Central Bank Governors

Overview of Reports

« Recommendations for disclosure of governance, strategies, risk management, indicators and targets for climate-related risks
and opportunities in financial reports

« In addition to guidance available for a wide range of industries, supplementary guidance is provided for industries that are
likely to be particularly impacted

4 financial industries, 4 non-financial industries and 13 sectors are identified as industries and sectors that may be greatly affected by climate

change.
T

Credit risk impacts on carbon-related assets, climate-related Oil and Gas Assessment of legal compliance, changes in operating expenses, risks
risk impacts on loans, and the positioning and classification / coal and opportunities, regulatory revisions, changes in consumer and
of such risks in general risk analysis v Power investor trends, and changes in investment strategies, and disclosure

of potential impacts

insurance Transportation

New insurance products and competitiveness, climate change v Air, marine, land Assessment and disclosure of potential impacts of financial risks to
scenario analysis results, business impacts, climate-related motor vehicle existing plants and equipment, investment in research and

risk assessment and assessment models in the insurance transportation development of new technologies, and opportunities to use new
portfolio technologies to meet low emission standards and fuel efficiency

regulations, based on strengthened regulations and new technologies

asset owner Raw materials and buildings

Investment strategy, scenario analysis, risk and opportunity Metals/mining Strengthen regulations on GHG emissions and carbon prices, assess
assessment methodology, portfolio positioning for low- / Chemistry risks to building materials and real estate due to worsening and
carbon energy transition, engagement practices, portfolio v Construction/ increasing abnormal weather, evaluate opportunities for products that
carbon share capital goods improve energy efficiency and use reduction, and disclose potential
v Real estate impacts
Asset Manager Agriculture, food and forestry products
Same as asset owner except for positioning v Beverages/food Assessment of changes in business and consumer trends toward GHG
v Agriculture emissions reduction, recycling and waste management, and low-GHG-
v Paper/forestry emitting foods and textiles and disclosure of potential impacts

187 Source: TCFD, "Final Report: Recommendations of the Task Force on Climate-related Financial Disclosures"



The 2 ° C Investment Initiative provides transition risk parameters for risk

assessment i

Wz vecow  [BE

THE TRANSITION
RISK-O-METER

REFERENCE SCENARIOS

FOR FINANCIAL ANALYSIS

n highly affected sectors

(Reference) 2 ° C Investment Initiative Transition Risk Scenarios for TCFD Ready Enterprises (Including investment side)

Outline of the Agency

2 ° C Investment Initiative: A think tank that develops climate change risk indicators and policy options in financial markets

Overview of Reports

« Provide transition risk scenarios as required by TCFD for reference when performing financial risk and scenario analysis (ACT
(ambitive climb transition) and 3 ~ 4 °© C LCT (limited climb transition)

« Key parameters for the carbon-intensive fossil fuel, electric power, automotive, steel, cement, aviation, and transport sectors
based on existing scenarios such as the IEA

Identify sectors with high carbon emissions
that are highly affected by transition risks
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crude oi price (USD/ b > electric power company
- Natural gas price (USD/MBtu) -
Markat Pricin
& [Coal prices (USDy'ton] > w
Electricity prices {2015 EUR/Mwh) cement production (M) 'wirld, BR, MX, USA_FR, DE, IT |IEA ETP, EC Trands 2050 > Steel
Policies costsand | prices (2015 USD / T-Coeq) clinker to cement ratio (%) 55 |world, BR, MX_USA FR, DE, IT_[IEAETF > cement
incentives ! - N N . pASIEiiSI L
Production & |- EY :."‘:“‘,”V for clinker production | o\, o 1d, BR, MX, USA, R, DE, IT |IEAETP » aviation
Production &  |Electricity generation (Twh) technology (&1 / telinker) )
Technalogy share of alternative fusl use (%) 57 |wrld, BR, M¥, USA, FR, DE, IT |IEAETP » Transportation
— " " Q
Electricity capacity (GW) ccs deployment (%) 58 |world, BR, MX_USA_FR, DE, IT_|IEAETP
— " — .
Market Pricing | Levelised costs of electricity (€/hwh) co; Intansity (t cO4 / t cement) 59 |world, BR, MX, USA, FR, DE, IT [IEAETP .
Policies costs and [Subsidies [€/Mwh) Markat Pricing  [Secondary Fuels (UsD/ton) &0 [world Third-party source Set u p fO urri Sk fa CtO rs
incentives Effective carbon rates [5/tC0,) Polic . < .
E v oostsand |allowances of free CO2 allowances|% |EA ETP and Third-party
Production & sales by powertrain (%) incentives of total direct emissions) 61 |BR, EU, MX, USA source > Prod UCtIOI’_l & Technology
technology ' £ £77 and Third- » market price
Demand [passenger-km) 64 [world, BR, MX, USA EU party
- Carbon fibre (USD/pound) = L " source . . - .
Market Pricing = , > Policy Obligations, Incentives and Taxes
Battery costs (USD/kwh) Production &  |Fuel efficiency (g fuel burnad /revenua d . .
Policy costs and |Fusl efficiency standards (%) technology  [passenger-km) 85 |wor et » unconventional risk
incentives Effective carbon rates| EUR/tCO ird-
=i ""r, 2) Biofuel penetration (%) 66 |BR, MX, USA, FR, DE, IT ICAD IEA ETP and Third-party
Crude Steel production (Mt} source . . .
Production &  |Share of primary/secondary steel (%] Market pricing  |Jet fual prices (UsSD [ gallon) 67 |world |EA ETP Set |nd |Cat0 rs a nd pa ra metel‘s for eaCh I‘ISk
technology  |Energy Intensity [GI / t crude stesl) Policy costs and | Carbon credit mandates [USD/1CO,) 68 [world 1CCT, ENVI factor
carbon Intensity (t CO, / t crude steel incentives Fuel efficiency standards (kg/km) 59 |world 1CCT
Shipping Transport Demand |G ton km
i } 72 |world IMc
Marks Pricing (Crude Steel Price (USD / ton) Production & |/ year)
Raw Materials Prices (USD / ton) technology  |Fuel efficiency [ki/tonne-km) 73 |world Third-party sourca
Policy costs and [Allowances of free CO2 allowances{% Alternative fuels penetration (%) 74 [werld Third-party source
incentives of total CO; direct emissions) Markat Pricing Marin ElF'-'El prices (fraction to 2010 75 |world Third-party source
HFO price} and [USD/GI)
Policies costs and |Efficiency Design Regulations 76 [world Third-party source
incentives Emission,/Fuel standard 77 |[world Rightship

Source: 2 ° Cinitiative, "The Transition Risk-O-Meter"



The EBRD evaluates the impact of climate change driven physical risk by
sector

Investor (3/6): EBRD

0y Sl

(Reference) Assessment guidance for physical risks and opportunities from the TCFD Recommendation

P EH G T Outline of the Agency

OPPORTUNITIES » The EBRD (European Bank for Reconstruction and Development) was established to develop market economies in Central and

; Eastern Europe after the Cold War. Promote "environmentally sustainable development" and actively invest in climate change.

+ GCECA (Global Environment Adaptation Center) is an organization established by the United Nations and governments of
countries such as the Netherlands. Partnership with NGOs and financial institutions to promote climate adaptation through
sharing knowledge and developing evaluation methods

Overview of Reports

+ Based on the TCFD, this document provides guidance on matters to be considered and reference indicators for each company's
assessment of physical risks and opportunities. Compiled based on discussions in working groups involving financial institutions
and companies

+ Require analysis by value chain, geography based disclosure, and asset impact assessment

Public utilities (Electricity, gas, etc.) and the materials sector are considered to be highly affected by the physical risks of climate change.

Acute Chronic

_ ntense | variationn | temperature | water | 52 GICS applies a three-stage assessment of physical risk due to climate
Industry cyclone rain heat | precipitation | fluctuation | stress | 'SVe | Other change across the 24 industry category groups.

flood rise

. . . Degraded air

storm torrential

durable consumer goods ——— The utility sector (Electricity, Risk Type
] sector are rated high for all » Heavy rains and flooding
) » variation in precipitation
Med .
ede The food, beverage, and > temperature fluctuation
tobacco sectors, as well as >
Retail - . water stress
capital goods, also have a high > sea level rise
food retail Rynr:ber of risks that are rated » Others (air and soil pollution,
- high. melting of permafrost, forest
Food, beverages, and ) degradation, fi res, etC.)
tobacco LEElL

acidification

Home
personal goods

189 Source: EBRD and GCECA, "Advancing TCFD guidance on physical climate risks and opportunities"



Analysis by German asset management firm on vulnerability to climate-
related risks by sector

(Reference) Guidance for investors in assessing physical risk

Outline of the Agency

« Four Twenty Seven: A market intelligence research firm specializing in the economic risks of climate change. Providing services,
including climate risk assessment of financial portfolios and development of climate resilience strategies (Moody's Acquired)

+ DWS (Deutsche Asset Management): an asset management company based in Germany

Overview of Reports

— « Sets out the approach to climate-related physical risk scoring (Business risk, supply chain risk, and market risk) which is

S provided by industries industry and country

« reported that climate-related physical risks are particularly pronounced in Asia.

Four Twenty Seven's assessment is broadly divided into three risk types and developed climate-related risk indicators

» Assessment of climate-related risks across GICS 24 segment industry groups ~ Breakdown of Risk Results _
» Each indicator included in the risk type is evaluated at 0 -100 (Industry Risk Assessment of 500 Asian Companies)
» The numbers represent resilience, with lower numbers more vulnerable to climate-related risks Watrizs

Utlilities

Pharmaceuticals & Biotechnology |

Food, Beverage & Tobacco S B
Risk Type index Market risk tends to be low in all sectors. MW\,H;mwj?&[_w‘m r——
. . - Sommercial & Professional Services [ NN
Business « Hot, - sea level rise Overall, the top 20% of the least resilient e —
Risk * water + tropical cyclone sectors are: Household & Personal Prodcs N s N
stress * socioeconomic . Capital Goods N O B
« torrential vulnerability > Material . Cansumer Duraes & Aoperc! S
rain > Public utilities (Electricity, gas, etc.) sRewing I S S
. forest fire > Phal:maceutlcal and Biotechnology umer S
Automobiles & Components [ N N EEEEE S
» semiconductor s ‘”‘ e
supply « Countries with production and O eee—
chain manufacturing bases Transportetion I S
Risk « dependency on resources Diversifid Financials
Market « Countries where products and nsurance I S
Risk services are sold Mecia I
« sensitivity to weather Software & Services I S R
Banks _

o

80
Source: "Measuring physical climate risk in equality portfolios" Four Twenty Seven, DWS

business risk  ipply chain risk M Varket Risk
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By linking the SASB materiality map for investors with the SDGs, Calvert's
analysis assesses the long-term financial impact of each SDGs by sector

Investors (5/6): Calvert

Calvert Research Management outline Of the Agel‘lcy
““““ . = + Calvert Research and Management is a subsidiary of Eaton Vance, a U.S. investment management company, and a socially
responsible investment (SRI: Socially Responsible Investment) management company. Asset value as of November 2017 is
approximately USD 10 billion
Overview of Reports
+ Mapping of SASB's sectoral materiality map * with sustainable development goals (SDGs) (SASB 71% meets SDGs)
« Clarifying the long-term financial impact by sector SDGs, with the aim of supporting investors make ESG investment decisions.
*Detailed on SASB description slides

Expressing the financial impact of the SDGs
by sector (The same color indicates the
same sector, and the size of the box
indicates the degree of influence.)

See "SDG 13 Climate Change" for sector
impacts on climate change

high-impact sector

» non-renewable resource

» Consumer Goods 1 (Crops, meats and
dairy products, processed foods, non-
alcoholic beverages, alcoholic
beverages, tobacco, household goods
and general consumer goods)
Infrastructure

Finance

Transportation

YV V

Source: Calvert, "ESG Integration INSIGHTS"
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The GPIF provides historical performance and future scenario data as the
basis for TCFD disclosures. CO2 emissions by sector (Net sales to net
sales) are calculated for carbon intensity

Investors (6/6): GPIF

Outline of the Agency

Loghs; 4 / » GPIF: Government Pension Investment Fund. An organization whose purpose is to contribute to the stability of the employees'

KREBNYZ M W77 pension insurance business and the national pension business. Assets at the end of June 2019 were approximately 161 trillion

. 7 ven

+ Signed PRI (United Nations Principles for Responsible Investment) in September 2015. Focus on ESG investment

Overview of Reports

+ Quantitative data on climate change analyzed by Trucost, the world’s leading environmental assessment organization. Includes
"Past Performance" and "forward looking scenario analysis"

+ Provides data that can be used by GPIF asset owners and asset managers to disclose climate-related information in accordance
with TCFD recommendations

€2 —Yh—RKV1 V77 1 (C/R) DRIR

P 3 N
G oo yo® . . .
a‘-\oo%"’ 0-\«-,0&“ 6@?\@‘“‘ P 0‘\‘\%"‘\“0 i + Calculate carbon intensity (C/R: CO2 emissions as a percentage
X X 5 ) . a y -
S ©0° O 0 G0 e of sales) by sector (t-C0O2/1 million yen)

O N} X
o oo o (o @ W@ (@ o e

 Industry classification is based on the World Industrial
Classification Standard.

Domestic Equities 16FY 0.43 0.82 2.00 3.10 0.07 046 1.76 0.90 855 0.78

TOPIX 16FY 0.42 082 201 3.07 007 046 170 0.90 856 0.70 . .
Domestic Equities 17FY 0.39 0.94 2.26 4.59 0.07 0.50 1.98 1.01 8.69 0.77 11 SeCtOFS Of (GICS = G|Oba| Industry C|aSSIflcatI0n Standard)
TOPIX 17FY 0.39 094 226 451 0.07 049 192 102 874 0.69 . . .

Domestic Equities 18FY 0.40 0.89 212 455 0.07 048 1.80 098 7.96 0.67 « high-intensity sector

TOPIX 18FY 0.40 090 213 433 007 048 177 1.00 808 0.62 > public utilit}[

Foreign Equities 16FY  0.44 0.84 1.81 665 030 039 172 069 11.19 1.05 » Material

ACWI 16FY 045 083 175 693 030 038 175 069 11.17 1.06 » Energy

Foreign Equities 17FY 043 0.86 1.82 6.44 035 035 175 074 10.53 1.34

ACWI 17FY 0.44 086 179 646 036 035 173 073 10.69 1.37

Foreign Equities 18FY 043 0.81 178 621 035 037 172 071 10.28 1.25

ACWI 18FY 0.44 083 181 628 036 037 171 072 10.69 1.25

Domestic Bonds 16FY 0.42 0.94 1.81 3.10 0.08 0.51 1.80 0.63 14.14 0.74
Domestic Bonds 17FY 0.38 0.88 1.62 523 0.07 048 214 073 1265 0.75
Domestic Bonds 18FY 039 084 169 513 0.07 043 210 0.85 10.89 0.86

Foreign Bonds 16FY 045 0.8 170 7.368 0.16 038 1.82 0.58 12.20 0.67
Foreign Bonds 17FY 035 086 139 7.69 0.12 0.44 194 043 913 0091
Foreign Bonds 18FY 035 094 204 772 0.14 052 159 055 971 0.73

Less Carbon Intensive More Carbon Intensive

Source: GPIF, "Climate Change Risk Analysis of GPIF Portfolio"
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DJSI’s Corporate Sustainability Assessment looks at the importance of
"climate strategy" as determined by industry participants

Outline of the Agency

« Dow Jones Sustainability Index (DJSI): The Jones Sustainability Index is organized by Dow Jones and is aimed at sustainability investors. The results of
RobecoSAM will be used to create the index.

+ RobecoSAM: An ESG research organization based in Switzerland. The company has been conducting sustainability evaluations (Corporate Sustainability
Assessment) of major listed companies since 1999.

Overview of Corporate Sustainability Assessment (CSA)

« Questionnaire ESG Survey Responded by Major Listed Companies

« The questions consist of three major sections: 1) economy, 2) environment, and 3) ESG structure of society.

« (CSA 2018 evaluates 2,686 companies across 60 industry segments, covering approximately 3,500 global companies (Of which 381 are Japanese
companies).

The industry weighting for climate strategy has been set at 2 ~ 10 (10 step adjustmént)/ATE STRATEGY ZZ [ (10ExFE 1)

0 1 2 3 4 5 6 7 8 9
mon Welohts by S It et s pr 25 Mrch 2019 QO A M| i
SEE)
e = M- b
: RSN . . .
; S The weight of evaluation for questions

about CLIMATE STRATEGY is particularly

SAM Corporate Sustainability Assessment 2019 €5 0ata, e =
Crterion Weights by SAM Industry - updated as per 25 March 2019 € zatogs & BRI 5 iE

e W/
R e o REEAT B > automotive component
L EEE > aerospace and defense
e st iy e 2 i 2000 BB IUERRE »> construction-related products
[ a3 » Construction and civil engineering
o HEEY E2.AR > Electrical parts and equipment
Lor—RRBLUREAETHE > conglomerate
G TSl EIRE > household durable goods
—] BE&-EFEBERINGE
e ae
N—YF LR
REAR
RAT
Source: Created by Tohmatsu from Criterion Weight by SAM Industry EMY—EXR
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The ESG Data Model provides an industry assessment of climate change
related risks

Outline of the Agency

« An independent company 100% owned by the London Stock Exchange that has been designing and maintaining indexes for more than 50 years and has
worked on the governance of index r

» Leading global provider of benchmarking, analytics and data solutions for investors

ESG Data Model Overview

+ Approximately 100 dedicated research analysts conduct ESG Data Model analysis and assessment

- The question consists of three pillars: (1) Environment, (2) Society, and (3) ESG Structure of Governance.

- About 4,100 companies were surveyed (Of which 750 are Japanese companies)

Industry Weighting of Climate Change Questions

first impact subsector

second impact subsector

third impact subsector

The sectors with high climate
change-related risks as the first
impact sector *

Oil and Gas Exploration and
7Development

oil crisis service

electronic equipment

integrated oil and gas

Pipeline

settlement and transfer services

> fossil fuel basic chemistry renewable energy crisis home electronics
> Mining Construction materials and Electrical parts and equipment Toys
> Forestry equipment
> Agriculture Forestry Railroads clothing and accessories
> Energy . paper industry automotive component healthcare provider
» Transportation, etc. _ - -
Aluminum processed food medical device
*First impact sector = risk exposure set to high nonferrous housing construction medical supplies

Iron and Steel defence Biotechnology

coal industrial equipment Broadcasting and Entertainment
motor vehicle Pharmaceuticals Bank

shipping entertainment goods comprehensive insurance

motor vehicle semiconductor

life insurance

Source: FTSE Russel, "ESG Data Model"
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The SASB sets sustainability priorities for each industry, from which it
identifies sectors where GHG emissions, energy management, and
physical impacts of climate change are significant.

(Reference) SASB standards for disclosure of sustainability information to investors by industry

Outline of the Agency

« SASB (Sustainability Accounting Standard Board) is a non-profit organization that promotes the disclosure of sustainability information to meet investor
needs.

Report Summary

« Establishment and publication of sustainability accounting standards for financial information disclosure for each industry

« Preparation of sustainability standards by presenting sector-specific items for sustainability disclosure items (GHG emissions, energy, water, occupational
health and safety, environmental and social impacts of supply chains, raw material procurement, etc.)

q renewable
mining Food & ~ — ~ t2c)1 rce resource . technology and _—
. T2 . > N
consumer goods mineral Finance Beverage Healthcare Infrastructur alternative utilization Services communication Transportation

Dimension  General lssue Category Click 2 xpand Clickto expand Crick to expand Clickto expand Ciick o expand Click to xpand Click 1 expand Click t2 expand Clickso expand Cick 2 expand lick to expand

GHG
emissions

The following are sectors where
GHG emissions, energy
management, and the physical
impacts of climate change are
key issues

Environ |Ensre Managzmen
ment

Dt
Access & Affordability

social
capital

Praduct Design &

alternative energy
resource utilization

Technology &
Communication

Business Mode|

Innovati
on

I » Mining and Minerals
» Food and beverages
human | > Transportation
capital | e > Renewable resources and
I
[ ]

Supply Chas

Materiak & Efficency
Physical Impaces of Climate Change Physical
£al

Busi impacts of _ _
climate

\ A%

Camy

Governa .
an
nce |

sy zn| ChANGE

Systemic Risk Management

Source: SASB, " Materiality Map "
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ClimateWise identifies the infrastructure industry as particularly vulnerable to

climate change risks and analyzes sectoral Transition risks in 2.7 °Cand 2 ° C
scenarios

Initiatives (2/4): ClimateWise

ClimateWise

2 Outline of the Agency
__/_ - ClimatWise: An insurance industry initiative led by the University of Cambridge. Participation by Tokio Marine & Nichido from
Transition risk frameyvork Ja pan
« The Climate Wise policy is based on the TCFD recommendations, and participating institutions are required to submit reports in
accordance with the policy every year.
Overview of Reports

« Providing an "open source modeling framework" as a support tool for calculating the financial impact on infrastructure
investment, etc. associated with the transition to a low-carbon society

» Insurance companies also conduct business as institutional investors, and it is necessary to understand the transition
risks of the companies in which they invest.

» Analysis of Transition risks in the infrastructure industry based on the perception that the infrastructure industry is

particularly vulnerable to Transition risks

Fuel Infrastructure

Telecommunications Infrastructure Risk Exposure Matrix

Transition risk by infrastructure asset type Paris Agreament (NDCs) 2°C Scenario
1 midstream — Py it uni cations
power plants Infragtructura networks buildings utilties infrastructure
Coal Coal-fired power plantz. EU
Qas Gas pipelines
— & midstream — Airports Indi
power plants infrastructura " -
us.
Nuol Gas Gas-fired power plants. EU
uclaar
— — Tall roads
power plants India
Power Generation
us.
| Renewables ||
(utiity scale) Ports

« Assessment of 2020, 2030, and 2040 Transition risks by sector and region (United States, EU and India) in the infrastructure industry
« Evaluated in Paris Agreement scenario (2.7 °© C) and 2 ° C scenario

- Sectors identified as high risk in 2040 under the 2 °© C scenario are "coal-fired power generation" "gas-fired power generation" "Qil pipelines and
midstream sector infrastructure" and "Gas supply facility"

196 Source: Cambridge ClimateWise "Transition risk framework", Japan Institute for Environmental Finance website



GA Institute analyzes more than 1,000 sustainability reports and aggregates
sectoral disclosures linked to SDGs. Sectors with high exposure to climate change
are identified

Sector Study on
Sustainability

Materiality
ofthe

SDG Targets
& GRl Indicators

Outline of the Agency

« Governance & Accountability Institute is a U.S. consulting firm specializing in sustainability. Conducted analysis of sustainability
reports for companies that comply with GRI guidelines

T ‘l‘ Report Summary

i « Analyzes the sustainability reports of 1,387 companies in the GRI's sustainability report database

R « Industry category: FTSE Russell's "industry classification benchmark" (ICB = Industry Classification Benchmark) 41 sectors

« Heat map of sustainable development goals (SDGs) and industrial sector matrix. It is intended to be used for materiality
analysis by companies and ESG investment decisions by investors.

|/
%
=

)\

\\
4

3 Mhise 400 BEE

SDGS
SECTOR (# companies) » Tabulated disclosure status by sector for each SDG goal (The
larger the number, the more companies disclose in their
ALL SECTORS (1387) 20106 243 2704 3337 2748 1974 2359 27.46| reports.)
Aerospace & . " . " . .
Defense (61 9428 2237 3754 4996 3502 2583 321 392 See "SDG 13 Climate Change" for sector impacts on climate
. change

Alternative
Energy (9) 2151 26.82 4865 4996 41.97 41 4078 36.61 « The sectors in the top 20% are:
Automobiles
P 3932 3708 4839 4507 4246 4084 || 452 4472 > aerospace and defense
Banks (133) > alternative energy

3034 2054 848 4247 30.44- 1061| 2063 > alrl't°"}°b'|es and parts
Beverages (23) > CGM( . )

2042 2266 2948 3402 3095 257 3578 31.96 > electrical and electronic equipment
Chemicals (99) > w o

2601 4285 3694 31.76 3887 38.66) 36.96 » oil and gas refining

Construction
& Materials (76) 2663 3484 3242 2647 293 33.15
Electricity (53)

31.88 3363| 41.65| 4092 3455 34.6 32.54
Electronic &
Electrical Equipment (48) 2168 23.2 3461 43.19 334 26 35.52

197 Source: GA Institute, “Sustainability Materiality of the SDGs Targets & GRI Indicators ”



Finch & Beak aggregates market sizes (opportunity) by SDGs and industry sectors.
Industries with large markets (opportunity) associated with climate change are
identified

Outline of the Agency

« Finch & Beak is a sustainability consulting firm based in the Netherlands. Providing services mainly in Europe
Report Summary

« Market size (opportunity) calculated by sustainable development goals (SDGs) and industry sectors

« 24 sectors according to the World Industrial Classification Standard (GICS = Global Industry Classification Standard)
- Itis intended to be used for materiality analysis by each company and ESG investment decisions by investors.

Estimation of potential market size by SDGs based on DJSI

Im 455 5§ & L

GICS Industry Groups "J\' ul g 9
» For each SDG goal, the market size (opportunity) is

Automobiles & Components 93 93 a3 .
Borie »5 It 250 se0 | 252 calculated for each sector of the industry segment
Capital Goods 324 324 324 324 324 used in DJSI.
Commercial & Professional
Services et | 74 74 " 74 A I + The sector impacts of climate change
Consumer Durables & Apparel 110 110 110 n . n
Consumer Services 89 89 89 89 89 89 89 89 Refer to SDG 13 Cllmate Change
Diversified Financials 160 160 160 160 . )
Energy 159 159 159 159 159 159 + The sectors in the top 20% by market size
Food & Staples Retailing 67 67 67 67 67 67 67 (Oppor—tunlty)
Food, Beverage & Tobacco 157 157 157 157 157 157 157
Health Care Equipment & Services 127 127 127 127 127 127 > Bank
Household & Personal Products 43 43 43 43 43 43 .
Insurance 139 139 139 139 139 139 139 > ca Ita_l OOds
Materials 282 282 282 282 282 > Material
Media ] ) 94 94 94 94 94 > real estate
Pharmaceuticals, Biotechnology & —_
Life Science 157 157 157 157 157 157
Real Estate 244 244 244 244 244
Retailing 115 115 115 115 115 115
Semiconductors & Semiconductor
Equipment 63 68 68 68
Software & Services 185 185 185 185
Technology Hardware &
Equipment 119 119 119 119 119
Telecommunication Services 91 91 91 91 91 91 91
Transportation 136 136 136 136 136 136
Utilities 165 165 165 165 165 165
Total 2379 2051 3180 652 1139 2501 3450 3450 Source: Finch & Beak, "SDG mapping with 2016 DJSI industries"
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Appendix

Appendix 2. Parameters used in the scenario group definition
@®Real estate sector
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For risk opportunities assessed as importance, predicted data for
the 2 ° C/4 ° C scenario were collected as parameters.

important item

Configured

®Real estate

@ Energy

@ Automotive

(subject of Current
analysis) Parameter Before 2030 After 2040 Before 2030 After 2040
(2030) (2040)
. (2030) (2040) Developed Countries: Developed Countries:
g:rrgg: tax :”d (1) carbon tax Gpan: Mone . Japan: N/A Japan: N/A 100 USD/t 140 USD/t
P ) EU: 33 USD/t EU: 43 USD/t In developing countries: | In developing countries:
75 USD/t 75 USD/t
(2030) (2040) (2030) (2040)

Compliance with
GHG emission

(2)Energy consumption
per unit of building

(base year) Global
2014

Improvement rate of
6%

Improvement rate of
21%

Improvement rate of
7%

Improvement rate of
34%

(3)grid electricity
emission factor

(base year)
Japan: 2018

(2030)
0.31 kg CO2/kWh

(2040)
0.29 kg CO2/kWh

(2030)
0.19 kg CO2/kWh

(2040)
0.06 kg CO2/kWh

regulations 0.48 kg CO2/kWh
(4)Mandatory (2020) (2040) (2020) (2040)
introduction of ZEB/ZEH | (base year) 2014 ZEB Total Floor Area ZEB Total Floor Area ZEB Total Floor Area ZEB Total Floor Area
(government target) 0 Billion m2 5 Billion m2 1 Billion m2 32 Billion m2
. 5)Rent
changes in ( (
customer |ncrea§e/decreas|e due inz(r;:ase rent by N/A N/A N/A N/A
sl to environmenta 4%
performance
(base year) (2030)
(6)flood damage Japan: 2010 $121% N/A N/A N/A
. (2040) The frequency of .
(7) Changes in flood (base year) N/A flood occurrence is about | N/A (2040) About tW|c§ the
frequency 2019 4 times frequency of flooding
Extreme severity
of alitr:ormal (2100) Observations are
RS (8)Occurrence of (base year) N/A highly uncertain, and the N/A N/A
typhoons and cyclones| Japan: 2016 number of annual
typhoons is unclear.
(9) sea level rise (base year) (2030 0.18 m (2040) 0.25 m (2030) 0.1 m (2040) 0.15 m

2015
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[Carbon price/tax: (1) Carbon tax]
Carbon taxes will be introduced in both developed and developing ® Automative
countries under the 2 ° C scenario

4 ° C Scenario

The introduction of carbon tax is limited to some
countries.

®Real estate
4°C I 2°C I

@ Energy

Carbon tax will be introduced regardless of country or

2 ° C Scenario -
region

Japan EU

developed country developing country

(Reference) Average winning bid price

in European EU-ETS: approximately US

current $8/t

situation *"Implementation and review of emissions trading
in other countries"

From (Ministry of the Environment Report, 2016)

N/A

2018 N/A 8 US $/ tCO2
2030 N/A 33 US $/ tCO2
2040 N/A 43 US $/ tCO2

2030 100 US $/ tCO2 75 US $/tCO2

2040 140 US $/ tCO2 125 US $/ tCO2

(Entire): Estimates of Japan's carbon tax are unclear, but high tax rates are not
expected
(Real Estate) Green buildings will not become widespread because conventional

buildings with low environmental performance will continue to be used, and new
low-carbon materials will remain expensive.

*Data Source:

Ministry of the Environment "TCFD Management Strategy Planning
Recommendations: A Practical Guide to Scenario Analysis Incorporating Climate-
Related Risks and Opportunities 2019"

Ministry of the Environment "Introduction of carbon taxes in other countries July
2018"

Extracted from IEA "World Energy Outlook 2019" New Policies Scenario (NPS)
numbers

201

»  (Entire) As global carbon prices increase to reach the 2 ° C target, the government
promotes the introduction of carbon taxes and emissions trading. On the other hand,
companies that emit large amounts of GHGs are increasingly requested by
governments and business partners and engaged by investors.

+ (Real Estate) Due to rising steel and cement prices and transportation costs, green
buildings using new low-carbon materials have become popular.

« (Tenant) The demand for energy-efficient facilities will increase as more companies
promote decarbonization on the tenant side.

*Data Source:
. Extracted from IEA "World Energy Outlook 2019" Sustainable Development
Scenario figures




4°c 2°C

[Addressing GHG emissions regulations: (2) Energy intensity of buildings] -
Energy intensity of buildings targeted in the 4 ° C and 2 © C scenarios = oawmne
are expected to make a difference of around 20%

Approximately 30% reduction in unit energy

- 2 ° C Scenario Energy intensity of buildings halved
consumption

4 ° C Scenario

Rate of improvement in unit energy consumption: Global Rate of improvement in unit energy consumption: Global
current current
situation 0% situation 0%
(2014) (2014)
2020 6% 2020 7%
2040 21% 2040 34%
2060 29% 2060 49%

«  (Entire) Energy efficiency continues to improve, but there is no active investment
comparedto 2 ° C

» (management and operation) The risk of fines and other penalties is small even if
buildings with low energy efficiency are maintained, but it is possible that a certain
level of efficiency standards will need to be met.

» (Real Estate) It is undeniable that the company may be exposed to a certain
reputation risk, and it is also possible to add value to the company based on its high
performance despite the low energy efficiency of other companies.

*Data Source:
+ IEA "Energy Technology Perspective 2017" RTS Scenarios

« (Entire) As energy efficiency improves globally, the real estate industry may require
high standards (ZEB/ZEH + promotion, etc.)

« (Real Estate) Penalties, etc. shall be imposed on buildings that do not meet the
requirements.

« (Real Estate) Buyers and renters will be excluded from buildings with insufficient
environmental measures

« (Tenant) Energy efficiency of buildings becomes an important factor in purchasing
decisions, and utilization of building environmental performance labeling system is
activated.

« (management and operation) Expected to improve standards for new construction
and renovation, resulting in higher construction and maintenance costs

*Data Source:
. IEA "Energy Technology Perspective 2017" RTS Scenarios




@®Real estate
4°C |

[Addressing GHG emissions regulations: (3) Grid-electricity emission factors] @ Energy
GHG emissions reductions from electricity are limited in the 4 © C scenario. o auomotve
The contribution of buildings to the reduction of unit energy consumption is small.

4 ° C Scenario Emission factor for grid electricity halved )
0.8 literature value LI
value
Gef o _E:Icn 0.7 i China
CO2 emission factor for electricity: - ‘
Japan [kg-CO2/kWh] S
g 06 Southeast Asi
ol ion o omm———- outheast Asia
curre (;;é;wt ° 0.48 Ko} Japan ===-=
o 05
o
= 0.478 -—-
- < --‘----_
2025 0.38 S = -
§ §04 ‘~~~~
Y 0.31 3 8 United States
© 03
2035 0.29 S
3
2040 0.27 £ 02
)
2050 0.23 (estimated value) o 0.1
)
Deloitte
Estimates 0.0
2010 2020 2030 2040 2050
« (Entire) A certain amount of renewable energy will be introduced, but the rise
in carbon prices will be small and the improvement in the emission factor of
electricity will be limited.
(Source)
»  (Property/Facility) The improvement in the grid electricity emission factor is + IEA "World Energy Outlook 2019" STEPS Scenario
small and does not significantly improve the energy intensity of buildings. *Based on regional and national data available in World Energy Outlook 2019, the
) in electrici i th . . value of CO2 emissions from the power generation sector (t-CO2)/power generation
*Noincrease in electricity rates as seen in the (Tenant) 2°  C scenario (TWh) is treated as the regional power emission factor for convenience. Figures for

power generation and CO2 emissions from the power generation sector by region and
country are only available for the period up to 2040, figures for 2040 and beyond are
estimated.

* (Real Estate) CO2 reduction cannot be expected by improving the grid
electricity emission factor, and other means of reduction must be sought.

uoIsSsnasiqg
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®Real estate
| 2°C]

[Addressing GHG emissions regulations: (3) Grid-electricity emission factors] 2 Eneray

In the 2 ° C scenario, the electric power emission coefficient is large due to the promotion
of renewable energy measures, etc. and building energy intensity is expected to improve

® Automotive

PN ORI BR[O Grid electricity emission factor to nearly 0 in 2050

0.8 q estimated
literature value value
.. . . >
CO2 emission factor for electricity: £ 07
Japan [kg-CO2/kWh] %
Q 0.6
current situation et _----- |Southeast Asia
2018) 0.48 S
=< 05
S
2025 0.30 o=
N
=0 0.4
)
2030 0.19 g United States
c
5203
2035 0.10 @
2
IS 0.2
2040 0.06 [
o
i S 0.1
2050 0.00 (estimated value) O :
Deloitte
Estimates 0.0 .000
2010 2020 2030 2040 2050
* (Entire) The introduction of renewable energy and an increase in carbon prices
will lead to an improvement in the emission factor of electricity.
*  (Property/Facility) Unit energy consumption of buildings is enhanced by (Source)
improving grid electricity emission factors + IEA "World Energy Outlook 2019" SDS Scenario
) ) I . ) - ) *Based on regional and national data available in World Energy Outlook 2019, the
*  (Tenant) Higher grid stabilization costs and higher retail electricity prices value of CO2 emissions from the power generation sector (t-CO2)/power generation

(TWh) is treated as the regional power emission factor for convenience. Figures for
power generation and CO2 emissions from the power generation sector by region and
country are only available for the period up to 2040, figures for 2040 and beyond are
estimated.

* (Real Estate) Although retail electricity prices are expected to rise, CO2
reduction through improved emission factors is expected.

uoIsSsnasiqg
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@®Real estate
4°c 2°C

[Compliance with GHG emission regulations: (4) mandatory introduction of ZEB/ZEH] ® Energy

While the introduction of ZEB/ZEH did not proceed in the 4 ° C scenario, @ AU

It is assumed that ZEB/ZEH conversion is mandatory in the 2 ° C scenario

4 °© C Scenario Limited penetration of ZEB PR ORI EI oI The spread of ZEB/ZEH will activate related markets.
Total floor area of ZEBs: Total floor area of ZEBs: ZEH d'ffl;:'oa"ntarget in
Global [billon m2] Global [billon m2] R
ZEH accounts for 16.0% of
L newly built detached
current situation 0 current houses
2014) situation 0 ; .
( 2017 Custom-built housing
(2014) »
(Mochiie) 15.3%
Houses built for sale (sale):
2020 0 2020 1 0.7%
ZEH now accounts for
2040 5 2040 32 2020 more than 50% of new
homes
ZEH of 100% expected for
2060 13 P
2060 68 SLED new homes

(Entire) The total floor area will not increase until around 2040, and will
be used only in a limited number of countries/regions.

+ (Real Estate) Demand for ZEB properties is low and the attractiveness and
competitiveness of properties are low
(Real Estate) ZEB will not be widely used, and the cost of construction,
acquisition and operation management will remain high.

*Data Source:
IEA "World Energy Outlook 2018" NPS Scenario

205

(Entire) Japan will make ZEB/ZEH mandatory in order to achieve energy
conservation targets

(Real Estate) Construction and refurbishment costs will increase due to
ZEB/ZEH construction

(Real Estate) As companies aggressively introduce ZEB/ZEH, the presence
of companies possessing more advanced technologies is expanding.
(Tenant) Interest in ZEB/ZEH and the introduction of renewable energy
will increase, and ZEB/renewable energy will become an important item in
investment/purchase/occupancy decision making.

*Data Source:

Ministry of Economy, Trade and Industry "Policy Trends for Promoting
ZEH Dissemination and Proposed Fiscal 2018 Budget" (March 2018)
Co-Creation Initiative for the Environment, Net Zero Energy House
Support Project

ZEH3 Joint Measures Briefing Session (Ministry of the Environment)
IEA "Energy Technology Perspective 2017" 2DS Scenario




[Changes in customer behavior: (5) Rent increase/decrease due to environmental performance] ‘ 20(C ‘
The trend varies depending on the scenario, but overall rent is higher for @ Eneray
properties that have acquired building environment certification.

® Automotive

Although there is no prediction that the difference in
Parameter rent will fluctuate in the future, it may become
significant in the 2 °© C scenario.

(o Xy max
EO ¥ =3 = -~ — 7S —-— ==
. o BISRIEAY = —OFREUEEMEIT+0.044(HHNICER)
Rent increase for properties with environmental
certification e e _
- IRIEERAEY = —OREHEE (3 4+0.044 (tfE3.816 95%{=#EXR+0.021~+0.067)
ARBOETEBORER A I E L, HEICER
- RS FRU S, ST, RREESHA. ADIAE - B SR EER U FTE,
(RIERAH D] OBEA [F2U] (CIEA, 4.4%2ERISHD S
current situation o
(201 5) 4'4 A’ RBGEEE | FERE i HEEFE QSZ;EEE 95;:;1%:512
(tR) [ E¥E 9.196 0.029 317.335 0.000 9.139 9.253
BL IEFEiE (FE) 0.107 0.009 11.965 0.000 0.090 0.125
i B2 o RS 0.003 0.001 4.356 0.000 0.002 0.004
B3 BERTE () 0.002 0.010 0.265 0.791 0017 0.023
sl B4 HEEH -0.009 0.000 -35.296 0.000 -0.009 -0.008
[ 0.033 0.008 2219 0.000 0.018 0.049
future N/A 86 0.004 0.006 0.702 0.482 -0.007 0.016
O 0.005 0.007 0.766 0.444 -0.008 n.018
=P ey 0,012 0.007 1,766 0.078 20.025 0.001
5] 0.044 0.017 3818 6.060 0021 5.067
B10 “0.024 0001 | -20.941 0.000 -0.026 -0.022
F. pl1_1  PuET - EO'E - KEETY = 0.129 0.024 5.273 0.000 0.081 0.177
- (Entire) If the premium added to the rent increases by acquiring the [t e s B e O kB
building environment certification, the environmental certification will A :
increase. 127 2014&MAMERS=— 0.008 0.009 0.836 0.403 -0.010 0.025

+ (Real Estate) When demand for products with high environmental HEMERERARABL0.07 HTU7 IS ORIER (bu) - FALTSORIEEE () FOLTEMRODE L

performance increases, companies that have been promoting the
acquisition of environmental certification will have a competitive
advantage.

» (Real Estate) The spread of environmental certification may lead to a
relative decrease in the premium for environmental certification itself.

*Data Source:
+ xymax "Economic analysis of environmental management"
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[Extreme Weather: (6) Flood Damage]

At 4 ° C, domestic flood damage more than doubles

4 ° C Scenario

(No data at 2 ° C) Flood Damage Rises Nationwide

Flood damage in urban areas (Japan)

2010 3.3 billion USD/year

(base year)

7.3 billion USD/year

2030 (Increase due to socioeconomic change 1.7 +121%
billion USD
Increase due to climate change (USD 2.2 billion)

* Inundation of inland water due to heavy rain increases and inundation occurs
in low-lying areas

* Flooding damage frequently occurs in low-lying real estate, and land prices fall
as repair costs increase

» Disaster-prevention buildings increase through policy guidance (Mandatory
regulation of minimum height under floor level in inundation areas and
measures against inundation)

*  Customer Interest in Flood Control Performance Grows, and Location and
Flood Control Measures Become Key Items in Investment/Purchasing Decisions

*  Supply stoppage due to flooding in the building materials production area

uolssnosiq

« Delays in transportation of building materials and human resources due to
flooding in transportation routes

*Data Source:

WRI "The Aqueduct Global Flood Analyzer"

(Scenario based on RCP 8.5 (4 ° C Scenario) and SSP2 (moderate socioeconomic
fluctuations) with flood prevention measures implemented over a period of 50
years)
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Estimating Flood Range and Damage (2030)
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[Extreme Weather: (7) Changes in Domestic Rainfall, Flow Rate and Flood Frequency]
Rainfall, rate of change of flow rate, and frequency of flood

®Real estate

o 20 I
C C @ Energy

@ Automotive

occurrence are expected to increase in both the 2 ° C and 4 ° C scenarios

4°C/2°C

Scenario

Rainfall, runoff and flood frequency
increase at4° Cfrom2°C

flood
amount of
. Flow rate occurrence
rainfall
Frequency
4°C 1.3 times about 1.4 times | About 4 times
(2040)
2°C 1.1 times about 1.2 times | about twice
(2040)
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(Source)

(Entire) Inundation of inland water due to heavy rain and frequent floods
increases, causing inundation damage to low-lying properties

(government) Review of disaster prevention and mitigation plans, revision of
building standards, and promotion of disaster-response buildings guided by
the government

(Real Estate) Expected to improve standards for new construction and
renovation, increasing construction and maintenance costs

(Real Estate) Due to the frequent occurrence of heavy rain, field work is
suspended and the construction period is delayed

(Real Estate) incurs the costs of moving its portfolio of properties to areas with
a lower probability of flooding, as well as the costs of safety measures

(Real Estate) Inundated assets become inoperable and opportunity losses
increase

(Real Estate) higher weather insurance premiums increase costs and squeeze
earnings

(Real Estate) Lack of access to buyers and renters for buildings with inadequate
disaster preparedness, leading to a long-term decline in earnings

(Tenant) Flood damage frequently occurs in low-lying areas, and maintenance
and repair costs of assets increase, which puts pressure on profits

» Technical Review Committee on Flood Control Planning in Light of Climate Change
"Proposals for flood control plans based on climate change" (p. 15), 2019



(DReal estate
4°c 2°C

[Extreme Extreme Weather: (8) Occurrence of Typhoons and Cyclones] E—
Observations for storms, cyclones, and typhoons are highly 5 Automotive
uncertain and do not have clear projections

*  (Entire) Technology for observing and predicting storms,
) ) . cyclones, and typhoons is advancing, but it is difficult to
Parameter Typhoons may decrease in humber and increase in power completely avoid damage.

*  (government) Establishment of incentives such as subsidies
for technological development for observation and
predictions concerning storms, cyclones and typhoons

Number of typhoons in
Global Japan umber o typ <1 *  (Real Estate) If the scale of damage increases due to an
Ja pan increase in the power of storms, cyclones, and typhoons, the
Past statistics show costs of maintaining and restoring assets may increase, and
generati |+ Overall, no change no clear long-term curren profits may be squeezed
on Large tropical . trend in the number t * (Real Estate) Assets affected by storms, cyclones and
cyclones may decline | | of typhoons . q ; ;
Frequenc| ; situati typhoons are rendered inoperable and opportunity losses
in southern occurring, the 26 (Nos.) are increased
y hemisphere number of typhoons on : '
approaching, and || (16 *  (Real Estate) higher premiums add to costs and squeeze
the power of earnings
typhoons. However, years)

*  (Real Estate) Lack of access to buyers and renters for
Unknown buildings with inadequate disaster preparedness, leading to
a long-term decline in earnings

Augmentation
Potential increase in
large tropical cyclones

in the future, the
frequency of

) typhoons may
power (Categorle_s 4 and 5) decrease or not (Global warming is expected to
* Small tropical . change, while the future | reduce the number of typhoons
cyclones may decline | |\ e of typhoons occurring in the Northwest
may increase. (~ Pacific and shift the area of
8% to + 36% 2100 typhoons to the east, resulting
L (Rate of future years) | inadecrease in the number of
precipita + increase increases in typhoons apprqachlng the area
tion initation d and changes in the route of
precipitation due to typhoons, but there is high
heavy rain) uncertainty.)
(Source)

+ National Oceanic and Atmospheric Administration (NOAA)
« Japan Meteorological Agency "Extreme Weather Report 2014"

« Ministry of the Environment, Japan Meteorological Agency, "Climate of Japan at the end of the 21
century (2015)"

« Ministry of the Environment "Integrated Report on Observations, Forecasts and Impacts of Climate
Change 2018: Japan's Climate Change and its Impacts"
http://www.env.go.jp/earth/tekiou/report2018_full.pdf
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[Extreme weather events: (9) Sea level rise]

Although no significant sea level rise is expected until 2030, it is
assumed that the risk of water disasters in coastal areas increases due

4°c 2°C
@ Energy

@ Automotive

to combined factors such as large typhoons and inland flooding.

Parameter

The average rise in global sea level will be higher
depending on how long a 4 ° C scenario prevails.

4°C 2°C
2030 0.1 (m) 0.1 (m)
2040 0.18 (m) 0.15 (m)
2050 0.25 (m) 0.2 (m)
2081 - 2100 years 0.45 ~ 0.82 (m) 0.26 ~ 0.55 (m)

(m)

210

2081 ~21004£ 744

RCPA S

RCP28
RCP S
RCPED

2.7.4 #RFHBEAKELLR

*Values for 2030, 2040, and 2050 are averages; values for 2081
through to 2100 represent the width of the forecast (Comparison with
the average value from 1986 to 2005).

uowwiod)

(Source)

(Entire) Since rising sea levels are a factor of flood damage caused by typhoons,
it affects the decision of property renewal (chronic risk but also affected by
acute risk)

(government) tightening of regulations on buildings in coastal areas;

(Real Estate) Examination of coastal base portfolio and generation of
breakwater installation costs

(Real Estate) If the company's business base or assets are damaged by storm
surges, maintenance and repair costs and relocation costs may increase, which
may put pressure on profits.

(Real Estate) Assets affected by storm surges will be unable to operate and
opportunity losses will increase

(Real Estate) Lack of access to buyers and renters for coastal buildings and
buildings with inadequate disaster preparedness, leading to a long-term
decline in earnings

Ministry of the Environment, Japan Meteorological Agency "Integrated Report on Observations,
Forecasts and Impacts of Climate Change 2018", Japan Meteorological Agency website "Past
and future sea level changes in the world"
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For risk opportunities assessed as importance, predicted data for the
2 ° C/4 ° C scenario were collected as parameters.

(DReal estate

@ Automotive

important
item Configured Current
(subject of Parameter Before 2030 After 2040 Before 2030 After 2040
analysis)
(2030) (2040)
Carbon tax and Japan: None (2030) (2040) Developed Countries: |Developed Countries:
carbon price (1) carbon tax OvperséaS' Some Japan: N/A Japan: N/A 100 USD/t 140 USD/t
P ’ EU: 33 USD/t EU: 43 USD/t In developing In developing countries:
countries: 75 USD/t 75 USD/t
. (base year)
\(/:v?trk?gﬁgce (2) carbon emission 4 © C: Varies by (2030) (2030)
emission reduction target country High targets limited to |N/A A30% e
. 2 degrees C: 2018 certain countries
regulations
years
. (2040) (2040)
(3) energy mix primary energy N/A dependent on fossil |N/A Shift to renewable

Energy mix, etc.

(base year) 2018

fuels

energy

(4) oil price (base year) 2018 (2025) + 10% (2040) + 35% (2025) Down 10% (2040) Down 16%
(5) power (base year) (2030) (2040) (2030) (2040)
configuration Japan: 2018 Fossil fuels down 32% |Fossil fuels down 44% |Fossil fuels down 48% |Fossil fuels down 76%

(6)sales of engine-
powered vehicles

(base year) 2015

(2030) + 16%

(2060) + 49%

(2030) Down 29%

(2060) Down 86%

(3) energy mix

Same as item (3)

Japan: 2016

and typhoon figures are

unclear

changes in

customer

behavior (7) Household - (base year) N/A N/A N/A (725?)/4:0) Petroleum Down
energy consumption |2017 Gas Down 25%

(base year) o

Extreme (8) flood damage Japan: 2010 (2030) + 121% N/A N/A N/A

severity of .

abnormal (210(_)) Observatlo_ns

weather (9) typhoon (base year) N/A are highly uncertain, |\ N/A
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[Carbon price/tax: (1) Carbon tax]

4 ° C Scenario

The introduction of carbon tax is limited to some
countries.

2 ° C Scenario

(DReal estate

4°c 2°C

@ Energy

Under the 2 ° C scenario Carbon taxes will be introduced in both Py ——
developed and developing countries

Carbon tax will be introduced regardless of country or
region

Japan EU

developed country developing country

(Reference) Average winning bid price
in European EU-ETS: approximately US

2018 N/A 8 US $/ tCO2
2030 N/A 33 US $/ tCO2
2040 N/A 43 US $/ tCO2

current
situation *-'Implementatiqn anr(]j %esvi/:w qf e"missions trading N/A
From (Ministry g}f(z:\eelirnc\fi)?;r::wlwe:nt Report, 2016)
2030 100 US $/ tCO2 75 US $/ tCO2
2040 140 US $/ tCO2 125 US $/ tCO2

(Entire): Estimates of Japan's carbon tax are unclear, but high tax rates are not
expected
(Real Estate) Green buildings will not become widespread because conventional

buildings with low environmental performance will continue to be used, and new
low-carbon materials will remain expensive

*Data Source:

Ministry of the Environment "TCFD Management Strategy Planning
Recommendations: A Practical Guide to Scenario Analysis Incorporating Climate-
Related Risks and Opportunities 2019"

Ministry of the Environment "Introduction of carbon taxes in other countries July
2018"

Extracted from IEA "World Energy Outlook 2019" New Policies Scenario (NPS)
numbers
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(Entire) As global carbon prices rise to reach the 2 ° C target, the government
promotes the introduction of carbon taxes and emissions trading. On the other hand,
companies that emit large amounts of GHGs are increasingly requested by
governments and business partners and engaged by investors

(Real Estate) Due to rising steel and cement prices and transportation costs, green
buildings using new low-carbon materials have become popular

(Tenant) The demand for energy-efficient facilities will increase as more companies
promote decarbonization on the tenant side

*Data Source:

Extracted from IEA "World Energy Outlook 2019" Sustainable Development
Scenario figures




(DReal estate

[Responding to GHG emission regulations: (2) Carbon emission reduction targets] 4°¢€ | 2°c] py—
An annual CO2 emission reduction of about 2.5% is required in ® Automotive

order to achieve the 2 ° C scenario

High GHG reduction targets limited to selected

4 °© C Scenario ; 2 ° C Scenario Down 30% by 2030 (2.5% per annum)
countries
Japan EU 28 SBT target (Global)
base year 2013 1990 base year 2018
target year 2030 2030 target year 2030
reduction target A26% A40% reduction target A30%
*Scope 1 + 2

Reduction targets vary from country to country, and many countries targets remain
low Development and utilization of low-carbon materials are not promoted due to
weak external pressure for low-carbon materials.

*Data Source:

» Draft Agreement Documents
* EU 28: Belgium, Bulgaria, Czech Republic, Denmark, Germany, Estonia, Ireland,
Greece, Spain, France, Croatia, Italy, Cyprus, Latvia, Lithuania, Luxembourg,
Hungary, Malta, Netherlands, Austria, Poland, Portugal, Romania, Slovenia, Slovakia,
Finland, Sweden, United Kingdom
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SBT requires a 30% reduction in Scope 1 + 2 from 2018 to 2030

It is necessary to strengthen activities to improve energy efficiency and to
invest in energy-saving equipment
Demand for low-energy products increases

*Data Source:
SBTi-tool WB2C Scenario




(DReal estate
[Energy mix, etc.: (3) Energy mix] 4°c 2°c
In the 4 ° C scenario, a high global reliance on fossil fuels remains ® Automtive

In the 2 ° C scenario, there is a significant shift to renewable energy sources

dependent on petroleum fuel Shift to renewable energy

Unit: Mt Unit: Mt
20,000 20,000

Other renewable

Other renewable

1
! :
1
18,000 E energy, 1320 energy, 1396 18,000 .
1
! 1
1
16,000 Other renewable |- 16,000 ;
’ 1
energy,110 - JI ‘ Other renewable | Other renewable Other renewable
14r000 : 14,000 energy, 110_ : energy, 2,231 energy, 2,939
o Sl BTl PR,
K h T
12,000 T 12,000 T
X \1:: N
10,000 | 10,000 LN h
1 A S
Jooeoes |
8,000 i 8,000 A \
| S
6,000 etroleum, 4,453 | petroleum, 4921 6,000 leum, 4,453 | -
, PetioCEI A ! petroleum, 4832 y petroleum, 4,453 | .
1 S
! 1
4000 e e 4,000 !
. ] “1-._ petroleum, 3,041
2,000 coal, 3,793 E coal, 3779 coal, 3314 2,000 coal, 3,793 |
1
! 1 coal, 1,470 coal, 1,295
0 ! 0 :
! 1 1 1 1
! STEPS ('19) STEPS ('20) X SDS ('19) SDS ('20)
1
! 2040 2040
2017 I 2017 X
*Other renewables include "solar heat" "geothermal power" "CSP" and "marine energy"
Source

-Extracted from IEA "World Energy Outlook 2018" New Policies Scenario and Sustainable Development Scenario numbers
-Extracted from IEA "World Energy Outlook 2019" Stated Policies Scenario and Sustainable Development Scenario numbers
-Extracted from IEA "World Energy Outlook 2020" Stated Policies Scenario and Sustainable Development Scenario numbers
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(DReal estate
[Energy price: (4) Crude oil price] a°c| 2°c
Crude oil prices rise under a 4 ° C scenario, and fall under E—

a 2 ° C scenario

4 ° C Scenario Crude oil prices continue to rise between 2019-2040 2 ° C Scenario Crude Oil Prices Fall between 2019-2040
oil price IEA member countries oil price IEA member countries
current situation 63 current situation 63
(2019) (USD/barrel) (base yean) (2019) (USD/barrel) (base yean)
71 . 57 .
2h2s (USD/barrel) +13% 2030 (USD/barrel) A10%
85 . 53 .
2 (USD/barrel) +35% 2t (USD/barrel) A16%

*Data Source:
Stated Policies Scenario (oil price) for IEA "World Energy Outlook 2020"

(Entire) Energy demand is increasing, particularly in developing countries. oil prices
rise as decarbonization slows and demand for oil rises
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(Entire) Demand for oil decreased as the share of renewable energy in energy

demand increased. Crude oil prices fall slightly

*Data Source:

IEA "World Energy Outlook 2020" Sustainable Development Scenario (oil price)




[Energy mix, etc.: (5) Power supply configuration]

In both the 4 °© C/2 ° C scenarios, the proportion of fossil fuels

share of the power mix declines

4 ° C Scenario

In 2030, 35% less than in 2018

2 ° C Scenario

(®Real estate

@ Automotive

4°c 2°C

Approximately half the 2018 level by 2030

Power configuration (TWh) (Japan) Power configuration (TWh) (Japan)
fossil fuel not fossil fuel fossil fuel not fossil fuel
etrol Subt atom & Again | Percent & Again | Percent
Fiscal | coal |P Gas Change energy | age of Fiscal petrol Subt atom | energy | age of
eum otal Force
year source | total year coal eum Gas |otal Change | Force | source | total
2018 339 96 326 | 761 | baseyear | 65 198 26% 2018 339 96 326 | 761 | base year 65 198 26%
2030 239 18 238 | 495 A35% 210 278 50% 2030 39 12 334 | 385 A49% 229 324 59%
2040 202 7 238 | 447 A% 219 336 55% 2040 22 4 183 | 209 A76% 275 459 78%

(Entire) Demand for gas-fired power generation will remain at a certain level
over the long term, although the shift to electricity with lower environmental
impact will continue.

(energy industry) The gas-fired power generation business will continue to
meet a certain level of demand.

*Data Source:

Stated Policies Scenario for IEA "World Energy Outlook 2020"

217

+ (Entire) In 2030, demand for coal-fired and oil-fired thermal power plants,
which have a large environmental impact, will decline significantly, but
demand for gas-fired thermal power plants, which have a relatively small
environmental impact will remain relatively small due to issues securing
power sources.

+ (Entire) The share of gas-fired power generation will decline at an
accelerated pace in the long run due to stricter emission regulations at
power plants and increased demand for environmentally friendly power.

+ (Energy Industry) Shifting to nuclear power generation and renewable
energy businesses due to stricter regulations and changes in demand

*Data Source:
«  IEA "World Energy Outlook 2020" Sustainable Development Scenario




[Energy mix, etc.: (6) Engine sales]

(®Real estate

4°C 2°C g

Unit sales increase under the 4 ° C scenario but decrease ® Automotive

under the 2 ° C scenario

4 ° C Scenario Sales of Engine-Equipped Vehicles

PN ORI ETRo  Sales of engine-powered vehicles declined sharply

Global sales of engine-powered vehicles *

Global sales of engine-powered vehicles *

2015 98.5 million units/year base year

2015 98.5 million units/year base year

2060 147.08 million units/year +49%

2060 14.04 million units/year -86%

* Vehicles equipped with an internal combustion engine (Including HV, PHV, CNG and LNG vehicles), excluding EVs (electric (al) vehicle) and FCVs (fuel cell vehicle)

« (Entire) The production volume of ZEV has been fluctuating. Production
volume of in-vehicle engines as a percentage of new vehicle sales remain
steady

* (Energy Industry) ZEV promotion support policies such as purchase
subsidies will be phased out (The same goes for infrastructure policy.)

*Data Source:
+ IEA "Energy Technology Perspectives 2017" RTS Scenarios
* Deloitte estimates for 2030 are based on IEA projections

» (Entire) Expanding market share of ZEV towards low-carbon society. As a
result, sales of engine-powered vehicles declined substantially.

» (Energy Industry) Decreased production of in-vehicle engines and
decreased demand for oil and natural gas

*Data Source:
« IEA "Energy Technology Perspectives 2017" B2DS Scenario
* Deloitte estimates for 2030 are based on IEA projections
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(DReal estate

[Changes in customer behavior: (7) Energy consumption at home] | 2°c] py—
Household consumption of fossil fuels decreases @ Automotive
substantially in the 2 ° C scenario

2 ° C Scenario Dramatic decrease in household oil and gas consumption

Household energy consumption in developed countries (1000 MJ)
Electrical petroleum Gas Other
base
2017 10,655 base year 3,190 year 10,817 | base year 4,467
2040 10,867 +2% 787| A75% 8,132| A25% 4,688
2050 11,163 +5% 357| A88% 6,974 A36% 4,716

Policies for electrification of residential facilities is actively implemented to meet the
government's ZEH target (Achieved average ZEH for new buildings by 2030)

Demand for electricity is rising, while demand for gas is falling

Demand for petroleum (kerosene) as an energy source has decreased by approximately 90%
due to rising prices driven by the introduction of a carbon tax and a decline in re-energy
costs.

*Data Source:
1. IEA "Energy Technology Perspectives 2017" 2 ° C Scenario
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[Extreme Extreme Weather: (8) Flood Damage]

At 4 ° C, domestic flood damage more than doubles

4 ° C Scenario

(Nodataat2°
9

Flood Damage Rises Nationwide

Flood damage in urban areas (Japan)

2010 3.3 billion USD/year

(base year)

7.3 billion USD/year
+121%

2030 (Increase due to socioeconomic change 1.7
billion USD
Increase due to climate change (USD 2.2 billion)

* Inundation caused by heavy rain increases, and inundation damage in low-
lying areas increases

* Inundation damage occurs at low ground around rivers, and if the relay
facilities are inundated, there is a possibility that electricity and gas supply will
be cut off

*Data Source:

WRI "The Aqueduct Global Flood Analyzer"

(Scenario based on RCP 8.5 (4 ° C Scenario) and SSP2 (moderate socioeconomic
fluctuations) with flood prevention measures implemented over a period of 50
years)
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4°cC |

Estimating Flood Range and Damage (2030)

(DReal estate

@ Energy

@ Automotive
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[Extreme Extreme Weather: (9) Occurrence of Typhoons and Cyclones]
Observations for storms, cyclones, and typhoons are highly uncertain

and do not have clear projections

Parameter

Typhoons may decrease in number and increase in power

In Japan
Number of typhoons

curren
t
situati
on
(16
years)

26 (Nos.)

Global Japan
generati |* Overall, no change Past statistics show
on * Large tropical no clear long-term
cyclones may decline | | trend in the number
Frequenc| s southern of tYPhoonSh
i occurring, the
y hemisphere number of typhoons
approaching, and the
power of typhoons.
* augmentation However, in the
* Potential increase in future, the frequency
large tropical cyclones | | Of typhoons may
XS (Categories 4 and 5) decrease or not
+ Small tropical change, while the
. power of typhoons
cyclones may decline -
may increase.
* +8%to +36%
precipita ] '(Rate of fL‘Jture
. * increase increases in
tion precipitation due to
heavy rain)
(Source)

National Oceanic and Atmospheric Administration (NOAA)

Japan Meteorological Agency "Extreme Weather Report 2014"

future
(~
2100
years)

Unknown

(Global warming is expected to
reduce the number of typhoons
occurring in the Northwest
Pacific and shift the area of
typhoons to the east, resulting
in a decrease in the number of
typhoons approaching the area
and changes in the route of
typhoons, but there is high
uncertainty.)

Ministry of the Environment, Japan Meteorological Agency, "Climate of Japan at the end of the 21 century (2015)"

Ministry of the Environment "Integrated Report on Observations, Forecasts and Impacts of Climate Change 2018:
Japan's Climate Change and its Impacts" http://www.env.go.jp/earth/tekiou/report2018_full.pdf
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4°c 2°C

@ Energy

@ Automotive

(Entire) Technology for observing and predicting storms,
cyclones, and typhoons advances, but it is difficult to
completely avoid damage.

(government) Establishment of incentives such as subsidies
for technological development of observation and
prediction concerning storms, cyclones and typhoons
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Appendix 2. Parameters used in the scenario group definition

®@Automotive sector
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[(3) Automobile sector parameters]

For key risks and opportunities, forecast data for the 2 °C/4 ° C

scenario was collected as parameters for consideration

important item

Configured

(DReal estate

@ Energy

@ Automotive

(subject of analysis) Parameter CAERS
Before 2030 After 2040 Before 2030 After 2040
(2030) (2040)
Developed Countries: | Developed Countries:
Carbon taxand carbon | (1) carbon tax | Japan: N/A (2030) A (e A 100 USD/t 140 USD/t
P pan: pan: In developing In developing
countries: 75 USD/t |countries: 75 USD/t
(base year)
. . (2) carbon 4 © C: Varies by (2030)
g?nrir;';:';?iz v:lltahtig:sG emission country High targets limited to |N/A (Azggg/i N/A
9 reduction target 2 degrees C: certain countries
2018 years
(3) oil price (2019) (2030) (2040) (2030) (2040)
P 63 USD/barrel 76 USD/barrel 85 USD/barrel 56 USD/barrel 53 USD/barrel
energy price
((ei)gﬁ'la(fps)oovf/ere 4 |2015) (2030) (2060) (2030) (2060)
. base year +16% +49% A29% A86%
vehicles
gD;s:r':t';:)a:m" of next- | oy diffusion of ggoalg? 18000 PHV/ZEV: PHV/ZEV: PHV/ZEV: PHV/ZEV:
e electric vehicles (EVI?PHV" G Up 5% Up 7% Up 39% Up 63%
(2010) (2030)
(6) flood damage base year +67% N/A N/A N/A
Extreme severity of
abnormal weather
(2100)
(7) typhoon N/A N/A All typhoons - 5.7% N/A N/A

Fierce typhoon + 3.6%
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[Carbon price/tax: (1) Carbon tax]

(DReal estate
4°c 2°C
@ Energy

Under the 2 ° C scenario, both developed and developing

countries are introducing carbon taxes.

4 © C Scenario The introduction of carbon tax is limited to some

2 ° C Scenario Carbon tax will be introduced regardless of country or

countries. region
Japan EU * Reference developed country developing country
(Reference) Average winning bid
current situation price in European EU-ETS:
(2018) N/A 8 US $/ tCO2 Furre.nt approximately US $8/t
situation *"Implementation and review of emissions N/A
(2018) trading in other countries”
From (Ministry of the Environment Report,
2016)
2030 N/A 33 US §/tCO2
2030 100 US $/ tCO2 75 US $/tCO2
2040 N/A 43 US $/tCO2
% 2040 140 US $/ tCO2 125 US $§/ tCO2

« (Entire): Estimates of Japan's carbon tax are unclear, but high tax rates are not
expected

»  (automobile industry) Development and utilization of low-carbon materials are not
promoted due to weak external pressure for low-carbon materials.

»  (Buyer) It does not activate carbon trading, the carbon tax increase is small
compared to 2 ° C, and conventional electricity and fuels are continuously utilized.

*Data Source:
+  Extracted from IEA "World Energy Outlook 2019" New Policies Scenario (NPS)
numbers
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»  (Entire) As global carbon prices rise in order to reach the 2 ° C target, the
government promotes the introduction of carbon taxes and emissions trading. On
the other hand, companies that emit large amounts of GHGs are increasingly
requested by governments and business partners and engaged by investors.

«  (Automobile Industry) Higher carbon taxes increase production costs and reduce
price competitiveness

«  (Automobile Industry) Requires additional energy efficient capital expenditures

«  (Buyer) to buy low-carbon, low-cost energy with lower GHG emissions

«  (Substitute) Mainstreaming low carbon energy with low GHG emissions

*Data Source:
. Extracted from IEA "World Energy Outlook 2019" Sustainable Development
Scenario figures




(DReal estate
[Energy price: (2) Crude oil price] acc| 2°c| p—

Crude oil prices rise under the 4 ° C scenario, and fall under
the 2 ° C scenario

4 ° C Scenario Crude oil prices rise in 2040 years 2 ° C Scenario Crude Qil Prices Fall in 2040 Years

oil price IEA member countries oil price IEA member countries
current situation 63 current situation 63
(2019) (USD/barrel) (base year) (2019) (USD/barrel) (base yean)
Deloitte
76 Estimates 56
o _119,
AT (USD/barrel) +21% ATEY (USD/barrel) %
85 0 53 o
A (USD/barrel) +35% ALY (USD/barrel) -16%

(Entire) Demand for oil decreases as the share of demand for renewable energy

(Entire) Energy demand is increasing, particularly in developing countries. oil prices
increases. Crude oil prices fall slightly.

rise as decarbonization slows and demand for oil rises

*Data Source: *Data Source:
Stated Policies Scenario (oil price) for IEA "World Energy Outlook 2020" IEA "World Energy Outlook 2020" Sustainable Development Scenario (oil price)
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@®Real estate
[Energy price: (3) Engine sales] 4°C | 2°C |  Eneray
In the 4 ° C scenario sales of engine-powered vehicles continue to grow, while
under the 2 ° C scenario they are expected to decrease substantially

4 ° C Scenario Sales of Engine-Equipped Vehicles 2 ° C Scenario Sales of engine-powered vehicles declined sharply
Global sales of engine-powered vehicles * Global sales of engine-powered vehicles *
2015 98.5 million units/year base year 2015 98.5 million units/year base year
2060 147.08 million units/year +49% 2060 14.04 million units/year -86%

* Vehicles equipped with an engine: Vehicles equipped with an internal combustion engine (Including HV, PHV, CNG and LNG vehicles), excluding EVs (electric (al) vehicle) and FCVs (fuel cell
vehicle)

»  (Entire) The production volume of ZEV has been fluctuating. Production volume of +  (Entire) The market share of ZEV towards low-carbon society is expanding. As a
in-vehicle engines as a percentage of new vehicle sales remains steady result, sales of engine-powered vehicles declined substantially.
(Automobile Industry) ZEV promotion support policies such as purchase subsidies +  (Automobile Industry) There is decreasing production of in-vehicle engines and
will be phased out (the same goes for infrastructure policy.) decreasing demand for oil and natural gas

*Data Source: *Data Source:

« IEA "Energy Technology Perspectives 2017" RTS Scenarios . IEA "Energy Technology Perspectives 2017" B2DS Scenario
* Deloitte estimates for 2030 are based on IEA projections * Deloitte estimates for 2030 are based on IEA projections
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[Dissemination of next-generation technologies: (4) Dissemination of electric vehicles] 4°C ‘ 2°C ‘

- N - . @ Energy
Under the 4 ° C scenario, sales of PHVs and ZEVs increase slightly in 2030,
whereas under the 2 ° C scenario thet are expected to increase significantly
4 ° C Scenario 5% of UIO base will be PHV/ZEV in 2030 2 ° CScenario  [IRAGSEUEE 40;’{;\0/5%8 base Wil be converted to
Japan US * Reference China * Reference Japan US * Reference China * Reference
sales sales
Achievement 28000 @ ' 16 760,000 units 1.23 million units Achievement 28000 @ ' 16 760,000 units 1.23 million units
S (EV, PHV, FCV) (EV and PHV) (EV and PHV) s (EV, PHV, FCV) (EV and PHV) (EV and PHV)
(17 years) (17 years)
2030 PHV/ZEV: 5% (72.38 million units) 2030 PHV/ZEV: 39% (536.85 million units)
*Percentage and number of UIOs globally *Percentage and number of UIOs globally
I I I I I I
2040 PHV/ZEV: 7% (123.81 million units) 2040 PHV/ZEV: 63% (1,023.44 million units)
*Percentage and number of UIOs globally *Percentage and number of UIOs globally
I I I I I I
2050 PHV/ZEV: 8% (189.07 million units) 2050 PHV/ZEV: 88% (1,609.18 million units)
*Percentage and number of UIOs globally *Percentage and number of UIOs globally

(Entire) Same as before (Government) Implement favorable policies for domestic EV manufacturers

(Government) Suspension of ZEV promotion support policies such as purchase subsidies «  (Automobile Industry) Automakers offer mobile services that make use of EVs in
*The same is true for infrastructure development support measures order to both promote EVs and monetize them (Maas et al.).

(Buyer) Due to infrastructure issues, a small product lineup for next-generation vehicles, +  (Customer) Lower customer barriers to EV purchases

and high costs, customers' willingness to purchase next-generation vehicles does not

increase, and as a result, the ICE-centered market continued. *Data Source:

IEA Report (30 May 2018) * Japan: Statistics from Next-Generation Vehicle
*Data Source: Promotion Center
IEA Report (30 May 2018) * Japan: Statistics from Next-Generation Vehicle Promotion . Global Calculator's IEA2DS Proactive ZEV Deployment Scenario

Center (Tools using IEA Energy Technology Outlook 2014 data)
Global Calculator

(Tools using IEA Energy Technology Outlook 2014 data)
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[Extreme Extreme Weather: (5) Flood Damage]

Under the 4 ° C scenario, domestic flood damage more than doubles

4 ° C Scenario

(No data at 2 ° C) Flood Damage Rises Nationwide

Flood damage in urban areas (Japan)

2010 3.3 billion USD/year

(base year)

730 million USD/year

2030 (Increase due to socioeconomic change 1.7 +121%
billion USD
Increase due to climate change (USD 2.2 billion)

* Inundation caused by heavy rain increases, and inundation damage in low-
lying areas also increases

* Inundation damage can occur in the low-lying areas around rivers, causing
disruptions to the transport industry's supply network

* In the event that a warehouse or manufacturing base for finished vehicles is
flooded, facilities will be damaged and there will be an opportunity loss due

to suspension of operations.

*Data Source:

WRI "The Aqueduct Global Flood Analyzer"

(Scenario based on RCP 8.5 (4 ° C Scenario) and SSP2 (moderate socioeconomic
fluctuations) with flood prevention measures implemented over a period of 50
years)
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@ Automotive

Estimating Flood Range and Damage (2030)
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[Extreme Extreme Weather: (6) Occurrence of Typhoons and Cyclones]
Observations for storms, cyclones, and typhoons are highly

uncertain and do not have clear projections

Parameter

Typhoons may decrease in number and increase in power

In Japan
Number of typhoons

curren
t
situati
on
(16
years)

26 (Nos.)

Global Japan
generati * Overall, no change Past statistics show
on * Large tropical no clear long-term
cyclones may decline | trend in the number
Fl‘equenC in southern of typhoons
y hemisphere occurring, the
number of typhoons
approaching, and the |
power of typhoons.
* Augmentation However, in the
* Potential increase in future, the frequency
large tropical cyclones | | of typhoons may
power (Categories 4 and 5) decrease or not
* Small tropical change, while the
cyclones may decline | Power of typhoons
may increase.
* +8%to +36%
precipita (Rate of future
. * Increase increases in
tion precipitation due to
heavy rain)
(Source)

National Oceanic and Atmospheric Administration (NOAA)

Japan Meteorological Agency "Extreme Weather Report 2014"

future
(~
2100
years)

Unknown

(Global warming is expected to
reduce the number of typhoons
occurring in the Northwest
Pacific and shift the area of
typhoons to the east, resulting
in a decrease in the number of
typhoons approaching the area
and changes in the route of
typhoons, but there is high
uncertainty.)

Ministry of the Environment, Japan Meteorological Agency, "Climate of Japan at the end of the 21 century (2015)"

Ministry of the Environment "Integrated Report on Observations, Forecasts and Impacts of Climate Change 2018:
Japan's Climate Change and its Impacts" http://www.env.go.jp/earth/tekiou/report2018_full.pdf
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(Entire) Technology for observing and predicting storms,
cyclones, and typhoons advances, but it is difficult to
completely avoid damage.

(government) Establishment of incentives such as subsidies
for technological development of observation and
prediction concerning storms, cyclones and typhoons



