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JCR Solicits Public Comments on Revisions to Rating
Methodology by Sector “Guaranty Company”

Japan Credit Rating Agency, Ltd. (JCR) is considering revisions to the rating methodology by sector “Guaranty
Company” as described below, and solicits opinions on the proposed rating methodology.

1. Outline

JCR is considering revising its rating methodology by sector “Guaranty Company” as described in the
attachment. The purpose of these revisions is to make the rating more transparent by measures such as
changing the content of the descriptions and partly revising the key indicators.

2. Future Plans

JCR solicits public comments on this matter. Comments will be accepted by e-mail to "Contact Us" on
JCR website until October 22. JCR plans to finalize this rating methodology in about one or two months.
There will be no existing individual ratings that need to be reviewed.

Kengo Sakaguchi, Kota Matsuzawa

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 ot the possibility of human or mechanical error as well as other factors,
JCR makes no represemauon or warranty, express or 1mplled as to accuracy, results, adequacy, 1i compl s or merchantability, 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 assessments 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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Japan Credit Rating Agency, Ltd.

Attachment

Draft for Public Opinions

Rating Methodology by Sector
Guaranty Company

This rating methodology primarily applies to guaranty companies that provide secured and unsecured
guarantees to individuals within Japan. While credit card companies, credit sales and consumer finance
companies are also engaged in guarantee operations for personal loans, this methodology is not applied to

these companies.

1. Business base

(1) Industry Characteristics

(i) Market size and growth potential

Main operations of a guaranty company are guarantees of secured loans centering on housing loans and
unsecured loans including card loans and student loans. The guaranty company becomes a guarantor of a
borrower who gets a loan from a bank or any other financial institution, and receives guarantee fees in
compensation for the service, which is its main revenue source.

The outstanding balances of housing loans and card loans from financial institutions covered by guaranty
companies have been increasing. Housing loans constitute the majority of the guarantee balance. Given the
long-term and strong stock-based characteristics of this business, the market is unlikely to rapidly shrink.
However, considering factors like population decline, the long-term growth potential of the loan guarantee
market is expected to be limited. Regarding housing loans, attention should be paid to the trend of increasing

financial institutions offering proper loans without guarantees in recent years.

(i1) Competition

Guarantees by guaranty companies are typically pre-attached to loans offered by financial institutions, meaning
that borrowers do not freely choose their guaranty companies. Furthermore, financial institutions providing
loans often prioritize using guarantee companies affiliated with their own group. Consequently, intense
competition among guaranty companies is less likely to occur compared to competition among financial
institutions when selecting a loan provider.

However, competition does exist among guaranty companies, regardless of whether they are affiliated with
financial institutions or independent, driven by differences in product offerings, and there is also competition
with companies including credit card and credit sales companies. While independent guaranty companies often
target customer segments not served by financial institution-affiliated guaranty companies, they are also

expanding their guarantees to cover customer segments targeted by financial institution-affiliated guaranty
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companies.

(iii) Transaction stability

Transaction stability of guaranty companies is high. The guarantee period for housing loans particularly is
long. While there are cases in which guaranty companies are not able to receive their guarantee fees for the
period up to the expiration of the contract period due to occurrence of loan refinancing depending on interest
rate conditions and other factors, guaranty companies are not generally changed until the expiration of loan

repayment period, and the likelihood of the continuation of transaction is high.

(iv) Protection and regulation

While no specific regulatory body or supervisory authority exists for guaranty companies, since guarantee
operations are positioned to complement financial institutions' lending activities, it is important to note that
guarantee companies are indirectly susceptible to regulations and supervisions applied to financial institutions,

as well as the impact of the resulting lending stance of those institutions.

(2) Market Position and Competitiveness

Market position and competitiveness of guaranty companies are important for ensuring the stability of
medium- to long-term revenues. Factors such as pricing competitiveness and response capabilities for
screening and their products influence their market position and competitiveness.

When evaluating market position and competitiveness of a guaranty company, JCR evaluates the number of
guarantees, guarantee balance, the number of transactions, whether the transaction value is large or small,
growth potential, and stability. Since these are influenced by financial institutions, with which the guaranty
company is affiliated, JCR also pays attention to their scale, number, and status of use of guarantees. For such
a guaranty company affiliated with financial institutions, primary target is customers of the founding financial
institutions, JCR therefore considers market position and competitiveness of the financial institutions
themselves, as well as the economic conditions and customer characteristics of the region where the financial
institutions are based, in addition to the guaranty company's position within the founding financial institutions.

While guarantee fee rate can be a major deciding factor for financial institutions when selecting a guaranty
company, enhancing the response capabilities for screening and its products is also important for the guaranty
company. Regarding these response capabilities, JCR evaluates whether the guaranty company is working to
increase its screening speed as well as its response capabilities for screenings, such as detailed check for

individual cases, and whether it has capabilities for product to meet the needs of users and financial institutions.

(3) Management Strategy and Governance
Management strategy and governance are factors that influence direction of the business foundation and also
impact the financial foundation. Regarding management strategy, JCR evaluates whether a guaranty company

formulates and executes strategies that take into account changes in the business environment. JCR also pays
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attention to whether the guaranty company takes into account the balance between risk and return, after
confirming its risk-taking policy. For governance, JCR checks statuses of corporate governance structures such
as the board of directors, business administrative structure, and internal control such as risk management and

compliance.

2. Financial base
(1) Earnings Power
In evaluating earnings power, JCR checks profit level and stability, as well as profitability and cost efficiency.
JCR places emphasis on ordinary income in profit evaluation. Guaranty companies must cover expenses for
business operations and credit costs within the scope of the guarantee fees they receive. It is desirable for the
guarantee fee rate to be set at a level that provides a leeway relative to these costs. In cases of secured loans,
such as housing loans, while ultimate losses tend to become small, the guarantee fee rate becomes low.
Profitability can vary depending on the degree of risk-taking. Therefore, analysis is conducted from the
perspectives of both before and after deducting credit costs, taking into account the composition of secured
versus unsecured loans. If there are revenues other than guarantee fees, JCR confirms their contributions to
revenues and their stability.
For profitability, JCR focuses its attention on ROA. JCR uses ordinary income as the numerator and total
assets plus guarantee balance as the denominator.
From a perspective of cost efficiency, JCR pays attention to OHR. Since large-scale capital investment and
other investments such as those in systems are often not required for guarantee operations, OHR tends to be
low. Qualitatively, JCR checks whether an efficient processing system is in place to handle numerous
applications for loan screening, supported by initiatives like digitalization.
Key financial indicators:
m Ordinary income, Ordinary income before deducting credit costs
m ROA

m Guarantee fee rate

|

OHR (SG &A expenses excluding credit costs/ Operating revenue)

(2) Asset Quality

Deterioration in asset quality directly leads to increased credit costs, ultimately leading to worsening business
performance. When analyzing asset quality, JCR evaluates occurrences of delinquencies and subrogation
payments, presence or absence of collateral, statuses of collections and write-offs, and adequacy of provisions
for reimbursement claims and delinquent loans in addition to credit costs relative to guarantee balance and
credit costs relative to periodic income. Since housing loans are secured by the borrowers’ own residences and
their incentives to repay are strong, delinquency and subrogation rates tend to become lower than those rates
in cases of unsecured loans. JCR analyzes indicators based on these product characteristics. Additionally, it

should be noted that housing loans have long repayment periods, causing risks associated with uncertainties in
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environmental changes until maturity such as economic conditions and unemployment rates to become large.

For guarantee portfolio, JCR analyzes factors such as degree of diversification and concentration for
borrower attributes and geographic regions. Guarantee balance per borrower is small and diversified, resulting
in lower credit concentration risk compared to banks with a higher proportion of corporate lending.

Qualitatively, JCR examines credit policies and management and collection structures. Regarding
collections, JCR pays attention to whether the guaranty company has established a close relationship with
financial institution, which enables it to promptly obtain customer information and swiftly proceed with
collection procedures when a right to reimbursement arises.

Prepaid guarantee fees serve as source of funds for future operational expenses and refunds upon loan
prepayment. Therefore, in cases of investing prepaid guarantee fees, JCR places emphasis on the safety and
soundness of the investment over its profitability. JCR checks whether the guaranty company invests the
prepaid guarantee fees in assets with high creditworthiness and low-price fluctuation risk to reduce principal
impairment.

Key financial indicators:
m Delinquency rate, subrogation rate, recovery rate, and write-off rate
m Provision rate

m Credit costs relative to guarantee balance, credit costs relative to periodic income

(3) Capital Adequacy

Given that periods of guarantees can be long-term in cases such as housing loans, capital adequacy is important
as a risk buffer against losses, considering environmental changes during that time. In evaluation, JCR focuses
its attention on equity ratio and the absolute amount of equity capital. When calculating the equity ratio, the
denominator includes guarantee balance. For the numerator, which is equity capital, since guarantee companies
typically record provision for loss on guarantees, this provision is added to equity capital as a broad buffer.
Where possible, capital ratio based on risk-weighted assets used by banks and others to calculate regulatory
capital adequacy ratio is also referenced.

For a guaranty company affiliated with financial institutions, if support, primarily capital, from the closely
related founding financial institutions can be anticipated, this factor is incorporated into the rating. JCR
assesses the likelihood of support based on degree of importance of the guaranty company to the founding
financial institutions, degree of their involvements with the guaranty company, and their willingness and ability
to provide support.

Furthermore, capital margin relative to risk is assessed. JCR evaluates to what extent risks such as credit
risk based on stress scenarios can be covered by factors such as equity capital and future profit. Regarding the
size of risks, JCR also pays heed to factors such as the facts that there is a significant difference in recoverability
between secured and unsecured loans and that recoverability within secured loans can vary based on LTV

levels.
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Key financial indicators:
m Equity ratio including guarantee balance and provision

m Equity capital

(4) Liquidity

Since guaranty companies often receive guarantee fees upfront in a lump sum in their guarantee operations,
their needs for borrowing are low and they hold generally ample cash and deposits. JCR assesses whether
guaranty companies have ensured sufficient liquidity to handle concentrated subrogation payments or
prepayments. For investment assets, JCR checks whether these assets are in a state of high liquidity centering

on highly liquid assets.

(5) Risk Management System

JCR checks management status of risks borne by guaranty companies, such as credit risk, market risk, and
operational risk, including the methods and underlying assumptions. Evaluation on balance between
management's risk-taking attitudes and business plans and capital policies is also important. No matter how
excellent the risk management is, it is unlikely to be a positive factor in creditworthiness assessments, but if it
is considered that there is a significant room for improvement in the risk management system, it can become

a negative factor.

Because of the possibility of human or mechanical error as well as other factors in the information herein, JCR makes no representation or warranty,
express or implied, as to accuracy, results, adequacy, timeliness, completeness or merchantability, 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. Information herein is statements of opinion, and not statements of fact as to credit risk decisions or recommendations
regarding decisions to purchase, sell or hold any securities such as individual bonds or commercial paper. JCR retains all rights pertaining to this
document. Any reproduction, adaptation, alteration, etc. of this document, is prohibited, whether or not wholly or partly, without prior consent of
JCR.
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