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Administrative Action Against SMBC Nikko Securities—

Control System and Impact on Business Performance

Limited Impact on Ratings, but JCR Will Watch New Internal

The following is Japan Credit Rating Agency, Ltd. (JCR)'s opinion on the administrative action issued
today against SMBC Nikko Securities Inc. (security code: -)

(1)

SMBC Nikko Securities Inc. (the "Company") received a business improvement order from the
Financial Services Agency today in connection with a case of market manipulation in transactions of
block offering, inadequate business operation system, inadequate trade examination system, and
violation of the firewall regulations between banks and securities companies. The order was severe,
including clarification of management responsibility in light of the market manipulation incident and
three-month business suspension for block offering transactions in addition to the formulation of a
business improvement plan.

JCR assigns the same level of rating to the Company as that of the SMBC Group’s creditworthiness
based on the strength of its integration with the Group, that is: (i) the Company's strategic importance
to the Group and (ii) ties with the Group in terms of capital, personnel affairs, business operations
and financing. The amount of decrease in the Company's earnings due to this incident is estimated
to have reached 20 billion yen approximately from the fiscal year ended March 2022 to the first quarter
of the fiscal year ending March 2023, and there is a possibility that the incident will continue to put a
downward pressure on its earnings for the time being. However, JCR believes that the impact on the
Group's creditworthiness will be small, as the impact on the Group's earnings is small. As there has
been no change in the strategic importance of the Company to the Group, in addition, JCR believes
that there is little need to change the Company’s rating and view on the rating.

The market manipulation case and the violation of the firewall regulations between banks and
securities companies, subject to administrative action, were the result of serious governance
problems. Since the arrest of the Company's officers and employees on suspicion of market
manipulation in March 2022, institutional investors have suspended their orders to the Company to
buy and sell stocks and bonds. This has resulted in a decline in revenues. If this problem becomes
more serious and its effects are prolonged, there will be not only a delay in the recovery of revenues,
but the Company’s client base may be damaged. Although the Company is focusing its efforts on
taking bank customers, particularly large wealthy individuals, as well as investment banking business
such as M&A, PO/IPO, under the collaboration between banks and securities companies,
administrative action may affect the nature of the collaboration. JCR will closely monitor the
Company's business improvement plan, particularly the new governance and compliance framework
and its effectiveness, and will follow moves by institutional investors to resume transactions and the
impact of the future collaboration between banks and securities companies on the Company's profit
and loss.

Kengo Sakaguchi, Akira Minamisawa

<Reference>
Issuer: SMBC Nikko Securities Inc.

Long-term Issuer Rating: AA Outlook: Stable

1/2

Copyright © Japan Credit Rating Agency, Ltd. All Rights Reserved.



\

€

[

—
cR

Japan Credit Rating Agency, Ltd.
Jiji Press Building, 5-15-8 Ginza, Chuo-ku, Tokyo 104-0061, Japan
Tel. +81 3 3544 7013, Fax. +81 3 3544 7026

Information herein has been obtained by JCR from the issuers and other sources believed to be accurate and reliable. However, because of the possibility of human or mechanical error as well as other factors,
JCR makes no representation or warranty, express or implied, as to accuracy, results, adequacy, timeli compl S Or mer bility, or fitness for any particular purpose, with respect to any such
information, and is not responsible for any errors or omissions, or for results obtained from the use of such information. Under no circumstances will JCR be liable for any special, indirect, incidental or
consequential damages of any kind caused by the use of any such information, including but not limited to, lost opportunity or lost money, whether in contract, tort, strict liability or otherwise, and whether
such damages are foreseeable or unforeseeable. JCR's ratings and credit assessments are statements of JCR's current and comprehensive opinion regarding redemption possibility, etc. of financial obligations
assumed by the issuers or financial products, and not statements of opinion regarding any risk other than credit risk, such as market liquidity risk or price fluctuation risk. JCR's ratings and credit assessments
are statements of opinion, and not statements of fact as to credit risk decisi or It dations regarding decisions to purct sell or hold any securities such as individual bonds or commercial paper.
The ratings and credit ssments may be changed, suspended or withdrawn as a result of changes in or unavailability of information as well as other factors. JCR receives a rating fee paid by issuers for
conducting rating services in principle. JCR retains all rights pertaining to this document, including JCR's rating data. Any reproduction, adaptation, alteration, etc. of this document, including such rating
data, is prohibited, whether or not wholly or partly, without prior consent of JCR.

JCR is registered as a "Nationally Recognized Statistical Rating Organization" with the U.S. Securities and Exchange Commission with respect to the following four classes. (1) Financial institutions, brokers
and dealers, (2) Insurance Companies, (3) Corporate Issuers, (4) Issuers of government securities, municipal securities and foreign government securities.

JCR publishes its press releases regarding the rating actions both in Japanese and in English on the same day. In case that it takes time to translate rating rationale, JCR may publicize the summary version,
which will be replaced by the full translated version within three business days. (Regarding Structured Finance products, JCR only publicize the summary version in English.)
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