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Progress of Mid-Term Management Plan 2017

Management strategies in Mid-Term Management Plan 2017

Assets Liabilities Off-balance-sheet

‘ Banking business

Loans up Deposits  UP Non-deposits f upP
v/ Promote loans to local SMEs by providing v Increase steady individual deposits v Practice our fiduciary duty
consulting services v Promote efforts to contribute to stable
v/ Promote efficient sales of individual loans Shift to asset building

led by the Head Office non-deposits

Expand volume through enhanced quality Increase the balances of corporate and individual custody assets and
Increase loan interest asset management income

Change of the portfolio through
controllable risk-taking

Capital adequacy ratio Asset management business
(including business with Hirogin Securities)

Securities DOWN

v Appropriate risk-taking according to the

market environment Retained earnings = UP

Achieve the management objectives through key earning generators: income from high-value-added
banking business and non-interest income from asset management business

Regional development n Structural reform projects

Response to financial digitalization a Branch office strategies

Results of FY2017 (Summary)

We steadily executed management strategies and generally achieved the management objectives in the first year of the mid-term plan.

We enhanced asset management business, including collaboration between banking and securities businesses, achieving the targets
for the balances of corporate and individual custody assets.

We enhanced consulting sales through feasibility studies (qualitative analysis) to practice value-added sales.

We actively participated in local development, including structuring of private REITs.

We managed to secure personnel members by implementing the workstyle reform and reallocated them to promising markets.
We enhanced the system to make a speedy response and strengthened efforts for new payment methods.

We considered building new channels (including branch offices) to provide customers with optimal financial services, including
establishing innovative branch offices with a view to the next generation.
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| State of achievement of management objectives

We generally achieved the management objectives in the first fiscal year of the mid-term management plan. We did not
achieve the target for the non-interest income ratio, mainly due to the fact that core gross banking profit exceeded our
forecast, but non-interest income reached our forecast. We will continue to steadily execute our strategies and will aim to
achieve the management targets in FY2021, the final year of the mid-term management plan.

Profit attributable to owners of Evaluation: Consolidated ROE Evaluation:
the parent O O

(¢ billion) (%)
400 . 8.0 :
Final year Final ye;r
- aroun
¥30.0 billion 6ot
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300 - or,—m‘—'?re 6.0 56— o
25.8 F1 5.1 o
23.1 o o
o | i Compared to
U | ] VT .
Compgred to P the mid-term
the mid-term . management
. malnagement i i y plan target
| AT 1 | +0.5%
+¥2.7 billion o
b
1 | 0
FY2017 FY2017 FY2021 FY2017 FY2017 FY2021
(Mid-term management plan)  (Result) (Forecast) (Mid-term management plan) (Result) (Forecast)
Average balance of corporate and Evaluation: Non-interest income ratio Evaluation:
individual custody assets O (including income from Hirogin Securities)
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or more or more
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Enhancement of asset management business
— Collaboration between banking and securities businesses —

We have been enhancing our marketing capabilities to acquire financial instrument intermediary services accounts and
increased the number of joint branches to provide one-stop products and services to customers. Since converting Hirogin
Securities into a wholly owned subsidiary, we have been steadily increasing the balance of custody assets and the number of
active financial instrument intermediary services accounts by offering products matching customers’ diverse needs.

Hiroshima

Bank

Provide stable
management products

Measures

Hirogin
Securities

Provide active
management products
(stocks, structured bonds,
etc.)

Results (including estimates)

Strengthen sales power

to acquire new accounts

for financial instrument
intermediary services

Enhance measures to meet
needs for inheritance tax
saving

Increase the number of
joint branches to provide
one-stop function

The number of employees of
the Bank seconded to Hirogin
Securities 20 persons
(April 1, 2017 to April 1, 2018)

Japan'’s first

securities company affiliated

with regional banks

Hirogin Securities was certified
to conduct trust agreement
agency business and
bank agency business
(January 4, 2018)

Number of joint branches (total
number including booths)

3 (FY2016) = 8 (FY2017)
= 14 (Planned for FY2018)
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(¥ billion)
1,200

1,000

800

600 -

400

200

i 904.9

613.7
73.7

540.0

Enhancement of the Bank/ Promotion of financial instrument
Securities unified management intermediary services

Wholly owned
subsidiary
(June 1, 2017)

869.0

643.7
87.6

556.1

Hirogin Securities Balance of intermediary transactions 1
Hirogin Securities Balance of direct transactions
<O Number of active accounts for financial instrument intermediary services :

1,069.8

719.1
141.9

577.2

* Term-end balance
(fair value, billion yen)

End of March 2016

End of March 2017

End of March 2018

Hirogin Securities
Net sales income
per salesperson

¥20.5 million

¥26.1 million
(yoy +¥5.6 million)




Enhancement of asset management business
— Business for senior customers —

We entered into the trust business from this April in order to strengthen our efforts towards senior customers (including
business owners) based on inheritance and gifting needs. By establishing new points of contact with customers that we have
never worked with before, and cultivating deeper business relationships with these customers and the next generation, we will
further promote business for seniors, and by practicing customer-oriented business operations, we aim to have a corporate and
individual custody asset balance of ¥9,360 billion and a non-interest income ratio of 35.8%.

Hiroshima Bank entered into the trust business

Number of contracts with senior customers

(testamentary trust) (from April 2018)

(inheritance-related businesses)

(Number of contracts)

NEw S | 1.963
Understand Accept Inheritance  Execute a will 18013
needs testamentary starts * Inheritors are
* Pre-consultation trust o A will is disclosed determlned- 1,600 - 336
o Inheritance consulting o Prepare a will o The executor of a ° P;epare 0 IERILTS)
will is employed Gl €535
o Collect and grant 1,262
assets 1,200 - 66
(Testators) (Testators) (Beneficiaries) (Beneficiaries) 1 :2?8 167
145 317
Propose 800 - 102 1,443
management
. Deepen Expand points || of inheritance
Nevgor;(ilanctts of relationships ||of contact with|| assets (second a0 323 720 712
with testators || beneficiaries inheritance 37
tax saving 104
measures) 182
. . . FY2014 FY2015 FY2016 FY2017
Deepen relationships with customers, N _
A A a Living trust Calendar year gift trust Testamentary trust Others
including the next generation

Increase in the average balance of corporate and

individual custody assets (including Hirogin Securities)

e kPG
Ao PR :
9,360.0

10,000 - /(yoy +3.0%) 30
8,815.7 9,088.0 -
1,820

8000 1,506.6 1,603.7 oy +126%) 24
£
1 1

6,000 . 418
1 1
.
7,540.

4,000 |- 7,300.1 7,484.3 (yoy +0.£/o) 12
£
1 1

2,000 - [ 1 -6
[
1 1
1 1
1 1

FY2016 FY2017 FY2018 (Prospect)

Real deposits + NCD
-O- Non-interest income ratio

Corporate and individual non-deposit products
(including Hirogin Securities)

* The balance of Hirogin Securities’ non-deposit products is stated at fair value.
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Enhancement of high-value-added banking business
— Business loans —

In addition to enhancing our lineup of products and services such as our unique consulting-type loans, we will build a branch
office support system utilizing specialized Head Office personnel and provide comprehensive solutions to address customers’
diverse needs. By doing so, we will increase the balance of loans to SMEs as well as income from investment banking business.

Mazda-related suppliers’ needs

Mazda Motor Corporation Relevant suppliers

Government support for SMEs

v The government developed a new economic policy package to aim
to realize a nominal GDP of ¥600 trillion.

v The next three years until 2020 have been set as a period of

v Launch the next-generation . .
intensive investments.

products from FY2018 (7th > Establish and update facilities for
generation) the next-generation products
v Establish a joint venture with > Build new plants and enhance Productivity revolution
Toyota Motor Corporation and existing plants in line with
build a new plant in the U.S. Mazda's advance to the U.S. Promote new capital investment | Subsidies/
(2021) Tax breaks

Improve operation by introducing IT |

Support for smooth business succession |

. . Needs arise for capital Ratio of absence of
Needs arise for funding, overseas advance and . . successor in Hiroshima
. . investment and business o
business matching . Prefecture 73.4%
succession (National average 66.5%)

= 5thin Japan

Higher needs for

business succession
than other prefectures
(Reference) Teikoku Databank, Ltd.

Develop a system to meet diverse needs Accumulate income from banking business

. ¥ billi ¥ billi
SUpport ystem . ‘02)’ About 2,780.0(*b;r§(%
) ' o
v Our unique consulting-type loans About 5.00
« Loans with principal exemption in case [ Relationship management by 5+ 2238.4 2,368.7 |————|' — 2,500
of earthquake industry ! o/o i 1
* Loan system to support growing fields [ Persons in charge of business P
o Business succession support loan, etc. + matching ar 3.83 "_Kome from ! ] - 2,000
‘ _ ) 0.24 3.43 — investment [
v Business matching [ Persons in charge of M&A 0.56 020 |banking business ! !
v Derivatives [J Overseas representative offices 3k i 053 i dis00
(hedge against foreign exchange [ Persons in charge of consulting |
and interest rate risk) with corporate owners P
v Support for overseas advance 2+ 2.15 ! I 91,000
' 2.02 ! !
| 1
Feasibility studies (qualitative analysis) 043 032 e
. ! !
FY2017 results: 735 cases ‘ 0 a 0.36 ! ! 0
) FY2016 FY2017 FY2021 (Forecast)
M&A Corporate bonds, public bonds, etc. Syndicated loans, etc.
Derivatives Business matching, etc. <O Balance of loans to SMEs
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Enhancement of high-value-added banking business
— Individual loans —

We will aim to increase the balance of individual loans by introducing new products and constructing a promotion framework
that utilizes the Head Office function and does not require involvement by branch offices. We will also strive to wrap in customers
by providing companies and schools with employee and student identification IC cards that integrate daily-use functions and
financial functions, and thereby differentiate ourselves from other banks.

e Promotion of affiliated credit cards

individual loans

Introduction of Flat 35 Effective promotion led Children and Working Senior
(Security version) by the Head Office with students generation generation
v/ Fixed rate is available for the sophisticated EMB* support

entire period (up to 35 years)

v Greater interest advantage than <Hirogin Value One
the existing Flat 35 Credit Ic ATM card | | A 9 S with ATM <Hirogin> Value One Gold
v Our interest risk and credit risk DM SMS  Telemarketing cards el ‘Ilg;n e JCB platinum card
are reduced by securitization
* Launched on May 7, 2018 PASPY HIROCA
§ . i Transportation-related IC card Local e-money card
First regional bank in Event-Based Marketing — Market
* Event-Base arketing — Iviarketing U By B B el
westen Japan reflecting changes in customer behavior Child i Student Employee identification 1
cards |} identification IC card ] Considering
i IC card Employee card with e-money + [ adding branded
| Student card with | | function : debit cards
1 e-money function 1 (JCB/Visa)
(¥ billion) . .
1,800 - <Progress of promotion of affiliated cards>
8.9 1,590.0
1,445.0 1,518. £225-59.0 (Cards) 15 (Affiliates)
1,500 - 1D —47.1 430 15,000 - e
_132.1 Latq : e
39.0 #39.
200 3791 & >4
! 1 12,000 |- 412
F
900 - Pl
1
[ 9,000 - 1o
I
| |
R I 7¥: 1,020.9 1049
I
i 1 6,000 16
300 o
1
1
P 3,031
| | 3,000 - 13
FY2016 FY2017 FY2018 (Forecast)
Housing loans + Flat 35 | Apartment loans, etc. Card loans
Limited-purpose loans
2015/3 2016/3 2017/3 2018/3

Number of issued cards QO Number of affiliates
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| Initiatives for the revitalization of the regional economy

By actively participating in redevelopment projects in Hiroshima, such as the Head Office reconstruction project scheduled for
completion in 2021, and the origination of a private placement REIT, the first for a regional bank, we will proactively support
community development and contribute to the revitalization of the regional economy as a leader.

Major projects in Hiroshima City

Redevelopment of Hiroshima Station South 1 EKICITY HIROSHIMA ]

' Exit Square I e Housing building and commercial !

Futabanosato land readjustment project * Development of the Free Passage — Completed in Oct. 2017 : building — Completed in Jan. 2017 1

« lzumi Head Office building — Completed in Oct, 2013 J © Pevelopment of the South Exit Square — Expected to complete : Commercial bldg.: :

¢ High-precision radiotherapy center — Completed in Oct. 2015 . ?hZOZOs : : 1 11.ﬂoors aqd ! ba.sg.ment 1

b ; ange of the traffic system — Expected to complete in 2020s 1 Edion, medical facilities, etc. 1

. Condqm|n|um...C0mp|_9t€d In J.un. 2016 i ® Reconstruction of the station building — Expected to complete : Housing bldg.: :

e Hiroshima TV Head Office building — Completed in Mar. 2018 in 2020s 1 06 s e 1 s 1

¢ Hiroshima-higashi Police Station, etc. — Expected to open in ' Total number of condominium units: 480 '

fall of 2018 . B B
EEEE S Z. A

- ~o e A R L]

_odd 1 : : 1

2"/ Make use of former Hiroshima BIG FRQNT HIrQShlma |

d Municipal Baseball Stadium . East building (pachinko parlor) — Completed 1

F/ v Make use of Central Park Kamiya-cho/ in Mar. 2015 } 1

( / Relocate and rebuild the Chamber of Hatchobori *East building (others) - Completed in May |

k. Commerce and Industry Building 2016 1

v, v Kamiya-cho redevelopment *West building — Completed in Aug. 2016}

~. (rebuild San Mall) West building: 1

S 52 floors and 2 underground 1

‘‘‘‘‘ - Bic Camera, Hotel Kawashima, etc. 1

Total number of condominium units: 514 :

East building: 1

[ PP 10 floors and 1 basement !

i Other projects Pachinko parlor, car parks, etc. :

i (in Hiroshima Prefecture)

v Project to utilize the former site of
Hiroshima-nishi Airport

v Construction of a football stadium

v Redevelopment of the front area
of Fukuyama Station

i v Make use of the former site of the
Fukuyama municipal racetrack

v Privatization of Hiroshima Airport,
etc.

Project for making use of the former site
of Hiroshima University headquarters

o Sports club — Completed in Aug. 2016

* Hospital — Completed in Oct. 2016

| . Apartment housing for students — Completed in Apr. 2017
y * Condominium — Expected to complete in fall of 2020

Redevelopment of Hijiyama Park
* Renovate existing facilities
(Manga library, Army cemetery, etc.) —
Until Mar. 2019
o Establish new facilities
(Observation facility/Modern art museum, etc.) —
From Apr. 2019

First

. . . .. . . regional bank
Hiroshima Bank Head Office Origination of a private placement REIT 9
Reconstruction Project
v Investment targets are real estate related to local redevelopment

and reconstruction projects
v Our wholly owned subsidiary Hirogin REIT Management Co., Ltd.
gives investment instructions

v/ As a leader of community development, the Bank takes initiatives
for regional redevelopment, contributing to development and
revitalization of the regional economy

Expected to start construction in January 2019
Expected to complete in January 2021

(Conceptual image of the
completed new Head Office
building)

The Kamiya-cho and Hatchobori area of Hiroshima was
nominated as an urgent city revitalization development area
(February 2018)

=> Being designated (determined), the area will have special benefits

v Restrictions and limitations (use restriction and floor area
limitation) will be eased.

v Special taxation (tax reduction on registration and license
and acquisition of real estate, etc.)

11t is expected that the population and the number of
households will increase, and the level of land prices and
rent also will increase.

[0 The number of private urban development projects will
probably increase.

Contribute to the improvement of regional productivity
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Actively engaged in community development
from the planning stage, contributing to the
revitalization of the regional economy



| Initiatives for structural reform

Through various structural reform initiatives, such as reforming sales promotion and reducing the labor burden at branch
offices, we are working to improve productivity and free up personnel members and time for sales promotion, as well as
reallocating personnel to promising markets and the Head Office. In addition, we will respond to financial digitalization and

create new earnings opportunities.

Structural reform project name

Outline

Effects

Individual Loan
Low Cost Operation

Head Office Reconstruction Project

v Introduce sales-supporting devices (tablet)

v Integrate customer information and management tools
dispersed by business type

v Receive applications for individual loans by tablet

v Secure customer service time through intensive management of
actions and results

v Receive applications for individual loans by tablet
v Centralize back-office work to the Head Office

v Centralize housing loan refinance and apartment loan sales to
the Head Office

v Thorough reduction
[ Reduce documents
[ Reduce the use of seals or signatures
[J Reduce the vault
[J Reduce manager’s tasks
[ Reduce the use of passbooks

v Implement measures to reform workstyles at the headquarters,
taking advantage of the temporary Head Office

O Non-territorial office
[ Electronic approval

O Internal mobile phones
J Mobile PCs

v Enhance functions of new channels (mobile application)
v Diversification and sophistication of settlement functions
v Respond to open API

v Enhance marketing

Managed to free up
180 personnel members
(FY2017)

N
Reallocated personnel
(April 2018)

Free up
about 130 personnel members
(in total between FY2018 and FY2021)

Free up personnel members
by improving productivity
(FY2018 to FY2021)

Create new earnings opportunities
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Initiatives for workstyle reform
— Branch offices —

We will free up time and personnel members to work with customers and deliver high-value-added services by introducing
the integrated marketing support system TomorrowNavi and ramping up the project to reduce the labor burden at branch
offices.

Increase customer service time through the sales promotion reform project

Introduce integrated operation support system TomorrowNavi

Customer

> Unify the input system

Sales staff Loan staff

Input

TomorrowNavi
> Seamless collaboration of each
system, information and tools

Customer information Management tools

v Quantitative information
v Qualitative information
v Transaction information
v Past information

v Management of prospective customers
v Due-date control
v Behavior management

Build a system to free up

sales promotion time

v Performance management

v Sales policies

Sales tools Operation tools

v Understanding needs
v Qualitative analysis
v Evaluation of own stock

v Intermediary service

v Business loans Electronic contract is

7 FP tools v Fingr?cial products available.
v Inheritance-related ¢ Individual loans |J
g
TH FY2016 2H FY2017 (compared with 1H FY2016)
. About 270 minutes
CA: .
Customer About 200 minutes (+70 minutes)
service time :
(per day) AR:|  About 240 minutes About 280_ minutes
(+40 minutes)

Project to reduce the labor burden at branch offices

(1) Use of tablets for transactions in the lobby (3) Reduce the vault

Customers are recommended to use a tablet for the transaction during
the waiting time

Cash and passbooks, etc., stored in the vault
Manual management => System management

(2) Reduce the labor burden and manager’s tasks
To reduce about 520,000 work hours

in total a year by implementing the above measures
and other measures
(between FY2018 and FY2021, compared with 2H FY2017)

Eliminate reception desks and guide customers in the lobby to the
appropriate channel

The number of managers can be reduced by reducing the labor burden Free up about 130 employees and relocate them (FY2018 to FY2021)
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Initiatives for workstyle reform
— Head Office —

Taking advantage of the temporary Head Office relocation in February 2018, we are strengthening initiatives aimed at
improving productivity, including reducing existing documents by 80% through disposal and digitalization, introducing non-
territorial offices using mobile PCs as well as an electronic approval workflow.

Promote collaboration

beyond the border of Introduced the

non-territorial

sections office system
The pilot project Reduced storage
started in March 2018 costs 9
Reduced
Introduced documents
internal mobile
]
4 4 4
The pilot project started in August 2017 February 2018
February 2018 Started disposal and digitalization Reduced existing
230 phones (as of April 2018) of existing documents documents by 80%
Use time effectively and
provide high-value-added services
Introduced the Introduced
electronic mobile PCs
approval workflow
. . The pilot project Expanded gradually
I;t:(ljlr:]ngogr;g?g started in to 189 PCs
P August 2017 (as of April 2018)
Dramatic

Reduced printing costs

improvement of
decision-making
speed About 11.4

Number million sheets
of printed n/: mglr‘:t sl\ig s (reduction
sheets rate:

about 10%)

50% reduction of printed sheets by

September 2018 (compared with the
monthly average in FY2017)
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| Response to financial digitalization

In order to respond quickly to the rapid financial digitalization, we strengthened our internal framework, including integrating
the Head Office functions related to smartphone apps. We are also working to introduce customer service utilizing new
technologies, such as starting to use payment apps and launching demo testing of advanced loan screening utilizing Al.

Strengthen the structure to make speedy responses

Changes in the environment

surrounding the Bank

v Progress of cashless payment

v Diversified and sophisticated Apple Pay
payment methods LINE
v Progress of open innovation Rakuten

(including disclosure of API, etc.)

Compete with other industries

Ura&EAPayB

v Utilize mobile app

v/ Initiatives for diversified and sophisticated
payment methods

v Develop new services and businesses according to
the changing environment

Reorganized to create the Digital Innovation Office
(February 2018)
(Formerly the New Business Development Promotion Office)
> Unified headquarters’ functions regarding the mobile
application, etc.

> Strengthened the organization (4 members (April 1, 2017)
= 11 members (April 1, 2018))

Start operation of payment application

Hirogin Pay B v Targets are tax, public utility and mail-order
r - payments.
e v Scan the bar code on a payment slip with a
smartphone camera and the payer’s account is
I||II||I| debited simultaneously.

v Those payments are possible with a smartphone
anytime, anywhere and easily.

Demo testing of advanced loan screening utilizing Al
(Second round)

Second-round target

First-round target

Other internal

Changes in the
information

balance of accounts companies

‘ Data from other

Default
x information

Data from Teikoku
Databank, Ltd.

Commercial distribu-
tion information

Financial data
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> Aim to improve the accuracy of the business model
and enhance versatility
— Consider structuring business loans in the future



| Branch office strategies

In order to build channels that can provide optimal financial services to customers, we are reviewing branch office functions
based on market changes, deregulation, and other factors, and will aim to be a bank that can provide customers with
consultation services and transactions through any channel they prefer to use anytime, anywhere.

In addition, through collaboration with other sectors, we are promoting branch office innovation, including establishing
innovative branch offices with a view to the next generation incorporating advanced equipment and information
dissemination functions which will support regional development.

Establish innovative branch offices with a view to

Review the branch office functions .
the next generation

Changes in the market J (New) Hatchobori Branch* (from Dec. 19, 2017)
v Decreasing number of visitors to branch offices reflecting the declining In addition to enhanced consulting functions, the office has advanced features
population and functions with the use of ICT and an information dissemination function
v Various non-face-to-face channels and changing customer needs in line with that contributes to regional development and regional benefits.

the progress of ICT*/FinTech (*Information and Communication Technology)
* Startram 1-2F, 16-11 Hatchobori, Naka-ku, Hiroshima

Deregulations (Banking Act)
M Foreign tourist information center

Setouchi Information Center @ HIROSHIMA BANK

v Operated by Setouchi Brand
Corporation Ltd.

v Introduce specific places where
tourists can discover the attractiveness
of Setouchi

v Aim to inspire tourists to extend their
stay and repeat visiting the Setouchi
area

v Flexible business days and hours set up by each branch office
v Joint office managed by multiple banks

The Bank aims to provide customers with
consultation services and transactions through
any channel they prefer to use anytime and
anywhere.

Review the branch office functions v Communication robot developed by
Fujitsu Laboratories Ltd.

v It guides office procedures and
provides information on tourist
facilities in the surrounding area on
behalf of human employees

v Verify the scope of future banking
operations that may be performed by
robots (joint proof experiment with
Fujitsu Ltd.)

> Enhance customer services by building a network of core branch offices

and small and compact branch offices

— Review the form and functions of branch offices by reducing the
labor burden

— Specify the roles of branch offices according to the characteristics of
the market

— Increase the number of joint offices with Hirogin Securities, focusing
on medium branch offices

M Large digital signage

: v Mesh LED display through which the
: other side is visible while displaying
v All windows have this display (First in
western Japan)

> Flexible branch office management reflecting deregulations

— Flexible setting of business days and hours (realize both 4
“strengthening of customer contacts and enhanced customer Emi"‘l L
services” and “efficiency” according to regional circumstances and !__ Hal ht‘
R .

customers’ needs)

Mobile
application

Call center

DM/SMS
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