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Overview of JFC

Overview of Operations JFC Activities

Systems for Operational Management

Organization and History

Data

| Operational Performances

Micro Business and Individual Unit

perations
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Note: Figures before FY2008 October are based on data from the former National Life Finance Corporation.

2 Breakdown of Loans

Number of Loans
(FY2010)

Loans Secured by
Governmental Pension and
Mutual Pension, etc
7.9%

Educational
Loans
26.3%

Environmental
Health Business
(EHB) Loans
(including
Managerial
Improvement
Loans for EHB)
2.5%

Managerial
Improvement Loans
7.8%

General Loans
1.0%

Special Loans
54.5%

Safety-net Loans
44.9%

Other Special Loans
9.6%

Total Amount of Loans
(FY2010)

Educational Loans 6.3% Loans Secured by Governmental
Pension and Mutual Pension,etc

0.6%

Environmental Health Business
(EHB) Loans (including
Managerial Improvement

Loans for EHB) Special Loans
2.2%

84.3%

Managerial
Improvement
Loans

5.3%

General Loans
1.3%

2,798.0
billion yen

o e e
Other Safety-net Loans
Special Loans 74.4%
9.9%
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3 Changes in

standing Loans

(®illion yen) —O—Number of loans [ Amount of loans (Thousand loans)
12,000 — —3,500
2,860
10,000 — Po 2.780 2,690 —3,000 -
—O0— 2540
N 2,420 -
8,000 — o i
—2,000
6,000 |—
{1,500
4,000 |—
—1,000
2,000 — —{500
0 0
FY2006 FY2007 FY2008 FY2009 FY2010

201
(As of the end of periods)

Note: Figures for FY2006-2007 are based on data from the former National Life Finance Corporation.

4 Breakdown of Business Loans Outstandin

(Unit: billion yen, %)

FY2006 FY2007 FY2008 FY2009 FY2010 o
i i i w5 i
wndesse sl | 1738 texr R E =
Restaurants & hotels 67(53) 62(8% 59(3?) 57(28) 5622%
8 ) s B "5
s R " s s
5 s 8 % i
Total 500) *500) ) 500 G000,

Notes: 1. Figures for FY2006-2007 are based on data from the former National Life Finance Corporation.
2. Loans comprise General Loans and Environmental Health Business Loans.
3. Industries are in accordance with the Japan Standard Industrial Classification as revised in March 2002.
4. Figures in parentheses denote percentage shares.
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5 Breakdown of Environmental Health Business Loans Outstandin

b

(Unit: billion yen, %)

FY2006 FY2007 FY2008 FY2009 FY2010

Restaurant-related 331.6 295.1 264.1 2338 207.9

services (48.8) (48.6) (48.2) (47.6) (47.0)
143.0 127.4 115.7 104.9 95.2

Hotels (21.0) (21.0) @1.1) (21.4) (21.5)
89.4 82.1 76.0 69.9 65.5

Beauty parlors (13.2) (13.5) (13.9) (14.2) (14.8)
54.4 48.3 429 37.7 333

Barbershops (8.0) (8.0) 7.8) 7.7) 7.5)
: 332 30.3 28.0 25.6 23.1
Public bath (4.9) (5.0) 5.1) (5.2) (5.2)
) 17.6 15.2 135 12.0 10.8
Laundries (2.6) 2.5) (2.5) (2.5) .4)
5.4 4.3 37 33 3.0

Meat shops 0.8) 07) 0.7) 07) ©.7)
Entertainment 2.8 2.7 2.4 2.4 2.3
facilities (0.4) (0.5) 0.4) (0.5) (0.5)
2.0 1.5 1.2 1.2 1.2

Others 0.3) 03) (02) (03) 03)
Total 679.8 607.3 548.1 491.2 442.7
(100.0) (100.0) (100.0) (100.0) (100.0)

Notes: 1. Figures for FY2006-2007 are based on data from the former National Life Finance Corporation.
2. Figures in parentheses denote percentage shares.
6 Breakdown of Outstanding Loans by Use
(Unit: billion yen, %)
FY2006 FY2007 FY2008 FY2009 FY2010
) 3,661.8 35237 3,570.9 3,999.8 4,292.9

Working fund (50.6) (51.9) (54.7) 61.2) (65.6)

: 3,569.1 3,267.4 2,962.1 2,531.0 2,248.7
Equipment fund (49.4) (48.1) (45.3) (38:8) (34.4)
Total 7,231.0 6,791.1 6,533.1 6,530.8 6,541.7

(100.0) (100.0) (100.0) (100.0) (100.0)
Notes: 1. Figures for FY2006-2007 are based on data from the former National Life Finance Corporation.
2. Breakdown is for total of General Loans and Environmental Health Business Loans.
3. Figures in parentheses denote percentage shares.
7 Number of Business Loan Borrowers
(Unit: number of companies)
FY2006 FY2007 FY2008 FY2009 FY2010
Borrowers 1,256,150 1,194,111 1,135,110 1,084,043 1,030,910
Notes: 1. Figures for FY2006-2007 are based on data from the former National Life Finance Corporation.
2. Loans comprise General Loans and Environmental Health Business Loans.
8 Average Loans Outstanding per Borrower
(Unit: thousand yen)
FY2006 FY2007 FY2008 FY2009 FY2010
Average loans out-
standing per borrower 5,756 5,687 5,755 6,024 6,345

Notes: 1. Figures for FY2006-2007 are based on data from the former National Life Finance Corporation.

2. Loans comprise General Loans and Environmental Health Business Loans.

9 Educational Loans Outstanding, etc.

(Unit: billion yen)
FY2006 FY2007 FY2008 FY2009 FY2010
Educational Loans 1,075.3 1,035.8 974.9 932.6 903.5
Loans Secured by
Government Pensions
and Mutual Pensions, 35.7 323 30.1 275 24.3
etc.

Note: Figures for FY2006-2007 are based on data from the former National Life Finance Corporation.
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| 10 Breakdown of Loans by Credit Amount S

(Unit: number of loans, %)

FY2006 FY2007 FY2008 FY2009 FY2010
. 115,452 112,664 115,962 106,525 105,367
Up to 3 million yen (37.9) (36.9) (36.4) (31.2) (33.1)
Over 3 million yen
X 70,621 69,577 69,891 66,327 61,391
sgrc]:l up to 5 million (23.2) (22.8) (21.9) (19.4) (19.3)
Over 5 million yen
T 47,858 46,982 47,169 51,267 44,721
igﬁ' up to 8 million (15.7) (15.4) (14.8) (15.0) (14.0
. 70,499 76,292 85,615 117,463 106,862
Over 8 million yen (23.2) (25.0) (26.9) (34.4) (33.6)
Total 304,430 305,515 318,637 341,582 318,341
(100.0) (100.0) (100.0) (100.0) (100.0)

Notes: 1. Figures up to September 2008 are based on data from the former National Life Finance Corporation.
2. Loans comprise General Loans and Environmental Health Business Loans.
3. Figures in parentheses denote percentage shares.

11 Breakdown of Loans by Number of Employees of Borrowers

(Unit: number of loans, %)

FY2006 FY2007 FY2008 FY2009 FY2010

4 or less 204,858 200,413 207,975 221,528 209,917
(67.3) (65.6) (65.3) (64.8) (65.9)

5.9 62,036 64,354 67.061 73,039 67,046
(20.4) (21.1) (21.0) (21.4) (21.1)

10-19 25,093 26,857 28,029 30,985 27,353
(8.2) (8.8) (8.8) 9.1 (8.6)

12,397 13,862 15,546 16,008 14,010
20 or more @1 (45) (4.9) 4.7) (4.4)
Total 304,384 305,486 318,611 341,560 318,326
(100.0) (100.0) (100.0) (100.0) (100.0)

Notes: 1. Figures up to September 2008 are based on data from the former National Life Finance Corporation.
2. Loans comprise General Loans and Environmental Health Business Loans.
3. Figures in parentheses denote percentage shares.

12 Breakdown of Loans by Type of Collateral

(Unit: number of loans, %)

FY2006 FY2007 FY2008 FY2009 FY2010

238,467 245,086 256,390 267,088 245,023

No-collateral (78.6) (80.4) (80.6) (783) 77.0)
Real estate

. . . 64,501 59,425 61,659 74,105 73,038

Ciataray (21.2) (19.5) (194) 21.7) (23.0)

© N 110 61 44 37 32

% Securities (0.0) (0.0 (0.0 (0.0 0.0

O | Credit Guarantee 476 201 16 0 0

Y| Corporations 0.2) 0.1 (0.0) (0.0) (0.0)

5 5 3 1 1

Others ©.0) (0.0 (0.0) (0.0) (0.0)

Total 303,559 304,778 318112 341,231 318,094

(100.0) (100.0) (100.0) (100.0) (100.0)

Notes: 1. Figures up to September 2008 are based on data from the former National Life Finance Corporation.
2. Loans comprise General Loans and Environmental Health Business Loans.
3. Figures in parentheses denote percentage of shares.

4. Partial collateral refers to real estate or other collateral whose estimated values do not reach amounts borrowed. Partial collateral of “Securities,” “Credit Guarantee
Corporations” and “Others” are included in “Real estate.”

eleq
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Agriculture, Forestry, Fisheries and Food Business Unit

ges in Annual Loan Operations

Forestry Infrastructure Improvement/ LT
Forest Improvement and Revitalization
4.5%

Others 1.1%
Agricultural Improvement 3.1%

4.3% 10.4 billion yen

Food Industry
18.6% 45.3 billion yen

)
L
©
=
I}
z FY2006 2122
)
>
O
FY2007 2344
0
= FY2008 323 2344
=
g
@]
< FY2009 415 255.6
@)
.
FY2010 453 2443
P 0 50 100 150 250 300
Billi
-g [ Agriculture ~ Forestry WMiFisheries = Food Industry i
©
(¢}
o
9 Note: Figures before October 2008 are based on data from the former Agriculture, Forestry and Fisheries Finance Corporation.
O
=
I}
<
TR P IR
3 2 Breakdown of Loans
Amount
(FY2010)
=
]
- Others 2.2%
T Hilly and Mountainous Areas Revitalization 3.6%
g Specific Agricultural Products Processing 7.9%
g Food Distribution System Improvement 4.9%—1
o Others 1.7% m Agriculture
O Fisheries Management 71.9% 175.7 billion yen
§ Improvement Support 2.6% Forestry
@ == 5.2% 12.7 billion yen
Others 0.7% i
8 244.3 billion yen [ Fisheries
9
2]
=
[0}
=
(%]
>
)

Agriculture, Forestry and

Fisheries Safety-net 3.8%

Agricultural Infrastructure Improvement/
Farmland Aggregation for

Fostering Principal Farmers 5.7%

Agriculture, Forestry and Fisheries Facilities 13.8%

Agricultural Management Framework
Reinforcement (Super L) 44.4%

Organization and History

Data
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65.2
FY2006 830.9 i 546.8 29425
63.2
FY2007 808.0 i 498.6 2,823.2
64.2
FY2008 7935 i 4532 27583
66.3
FY2009 776.3 i 417.0 2,709.9
63.2
FY2010 757.4 i 379.2 2,632.0
0 500 1,000 1,500 2,000 2,500 3,000 3,500
Billi
[ Agriculture ~ Forestry WiFisheries = Food Industry R el U
Note: Figures in and before FY2007 are based on data from the former Agriculture, Forestry and Fisheries Finance Corporation.
4 Breakdown of Outstanding Loans by Sector and Use
Amount
(FY2010)
Others 2.8% Agricultural Management

Framework Reinforcement 25.2%

Hilly and Mountainous Areas Revitalization 2.1%
Food Distribution System Improvement 4.2%
Specific Agricultural Products Processing 5.3% = ‘

e Agriculture .
Others 1.2% 54.4% 1,432.0 billion yen
= = — 1 Forestry
Fisheries Management -
Improvement Support 1.2% 2,632.0 28.8% 757.4 billion yen
billion yen I Fisheries

2.4% 63.2 billion yen

Food Industry
14.4% 379.2 billion yen

Others 0.9%
Forestry Management Stabilization 13.0%

Forestry Infrastructure Improvement/
Forest Improvement and Revitalization 14.9%

Agricultural Infrastructure Improvement/
Farmland Aggregation for
Fostering Principal Farmers 12.6%

Agriculture, Forestry and Fisheries Facilities 10.1%
Others 6.5%

D4[ 1O MaINIBAO

SOINAIRDY D[

suoneladQ JO M3IAIBAQ

Wa15AS

C

>

Juswadeueyy jeuoneiadQ 1oy

AlO1SIH pue uoneziueliO

ejeq

JFC 2011 > Data > Operational Performances > Agriculture, Forestry, Fisheries and Food Business Unit

83



Overview of JFC

Overview of Operations JFC Activities

Systems for Operational Management

Organization and History

Data

5 Loans by Repayment Period (FY2010)

(Average)
_ Agriculture
Agriculture 18.5% 14.6% CAVON 142 years
0.8%
Forestry
Forestry [iRePs 58.9% 21.3% 24.1 years
0.2%7
o Fisheries
Fisheries 10.1 years
0.4%
oo | 72"
1.1%
Total
0 20 40 60 80 100 (%)

M 10years or less [110—15 = 15—20 M20—25 W25-30  Over 30 years

Note: Figures are calculated by amount of loans contracted.

6 Loans by Commissioned Financial Institutions

Amount
(FY2010)

The Norinchukin Bank,
Prefectural credit federations of agricultural cooperatives,
Agricultural cooperatives,

Prefectural credit federations of fishery cooperatives,
Fishery cooperatives

s Consigned loans
22.1% 53.9 billion yen

JFC direct loans
77.9% 190.3 billion yen

Banks, Shinkin banks 4.9%
Others 1.4%

244.3 billion yen Loans under H Scheme

6.8%
Loans excluding those under H Scheme
71.2%

Note: H Scheme refers to a loan system through consignment of part of administration works for JFC's direct loans to agricultural cooperatives, banks, Shinkin banks, etc.
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Small and Medium Enterprise (SME) Unit

|. Loan Programs

FY2006 1,028.9

FY2007

16725
FY2008 (1 ,383.9
0.6T1.2
3,210.8
0.31.9
26743

FY2009

FY2010

250 500 750 1,000 1,250 ol IEEE

Loans to facility-leasing institutions/ (Billion yen)
Small and Medium Business Investment & Consultation Co., Ltd.

0
MIDirect loans I Agency loans ll

Note: Figures before FY2008 October are based on data from the former Japan Finance Corporation for Small and Medium Enterprise.

2 Breakdown of Loans by Scheme R

Amount
(FY2010)

Others 1.3 billion yen 0.0%

Loans for Environment and Energy Measures
44.3 billion yen
1.7%

Corporate Revitalization Loans
58.2 billion yen
2.2%

N e s (Bt bl 2,672.2
ew Business Development Loans o
92.4 billion yen billion yen

3.5%

Loans for Enhancing Corporate Vitality
272.0 billion yen
10.2%

Note: Loans include corporate bonds and are calculated by deducting the amounts of loans to facility-leasing institutions/Small and Medium Business Investment & Consultation Co.,
Ltd. from the total amount.
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140.04 -17.0
FY2006 [

6,455.6
109.9—‘ 14.5
[5,81 4.2

FY2007
84.6-1r125
FY2008 ‘75‘639_3
62.69.8
FY2009 [6,1 80.5

44.9—‘ 8.4
FY2010 (6,436.8
0 1,000 2,000 3,000 4,000 5,000 6,000 7,000
Loans to facility-leasing institutions/ (Billion yen)

MIDirect loans [ Agency loans .Small and Medium Business Investment & Consultation Co., Ltd.

Note: Figures for FY2006-2007 are based on data from the former Japan Finance Corporation for Small and Medium Enterprise.

4 Breakdown of Outstanding Loans by Industr

(Unit: billion yen)

FY2006 FY2007 FY2008 FY2009 FY2010

) 3,162.9 2,814.3 2,748.9 3,007.3 3,137.1
Manufacturing 49.1) (48.5) (48.9) (48.7) (48.8)
’ 3728 3224 296.1 328.1 329.9
Construction .8) (5.6) (5.3) (53) (5.1)
. 1,014.1 914.2 896.3 1,025.4 1,089.0
Wholesale & retail (15.8) (15.8) (15.9) (16.6) (16.9)
Transport & 539.8 499.9 481.7 540.0 568.9
telecommunications (8.4) (8.6) (8.6) (8.8) (8.8)
) 698.6 659.1 649.7 654.7 686.8
services (10.9) (11.4) (11.5) (106) (10.7)
650.4 589.8 554.1 615.1 616.4
Others (10.1) (10.2) 9.8 (10.0) (9.6)
Total 6,438.6 5,799.7 5,626.8 6,170.6 6,428.3
(100.0) (100.0) (100.0) (100.0) (100.0)

Notes: 1. Figures for FY2006-2007 are based on data from the former Japan Finance Corporation for Small and Medium Enterprise.
2. Loans include corporate bonds. Outstanding balances are calculated by deducting the amounts of loans to facility-leasing institutions/Small and Medium Business
Investment & Consultation Co., Ltd. from the total balance.
3. Figures in parentheses denote percentage shares.

(Unit: billion yen)
FY2006 FY2007 FY2008 FY2009 FY2010
. 2,981.9 2,581.9 2,618.7 3,600.9 4,0433
Operating funds (46.3) (44.5) (46.5) (58.4) (62.9)
- 3,456.6 3,217.7 3,008.0 2,569.7 2,385.0
Facility funds (537) (55.5) (53.5) (416) (37.1)
Total 6,438.6 5,799.7 5,626.8 6,170.6 6,428.3
(100.0) (100.0) (100.0) (100.0) (100.0)

Notes: 1. Figures for FY2006-2007 are based on data from the former Japan Finance Corporation for Small and Medium Enterprise.
2. Loans include corporate bonds. Outstanding balances are calculated by deducting the amounts of loans to facility-leasing institutions/Small and Medium Business
Investment & Consultation Co., Ltd. from the total balance.
3. Figures in parentheses denote percentage shares.

6 Number of Client Companies |
(Unit: number of companies)

FY2006 FY2007 FY2008 FY2009 FY2010
Client companies 46,717 45,438 44,519 46,139 46,330

Notes: 1. Figures for FY2006-2007 are based on data from the former Japan Finance Corporation for Small and Medium Enterprise.
2. Figures cover only companies with direct loans.
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7 Average Outstanding Loans per Compan
(Unit: million yen)

FY2006 FY2007 FY2008 FY2009 FY2010

Average outstanding loans
per company 134 125 124 132 137

Notes: 1. Figures for FY2006-2007 are based on data from the former Japan Finance Corporation for Small and Medium Enterprise.
2. Figures cover only companies with direct loans.

8 Loans by Credit Amount

Loan Percentage Breakdown
(FY2010)

Up to 5 million yen
6.7

Over 5 million yen and up to 10 million yen
Qver 8.8%
100 million yen
17.7%

Over Over 10 million yen and
50 million yen up to 20 million yen
and up to 13.9%
100 million yen

20.5%

Over

30 million yen Over 20 million yen and
and up to up to 30 million yen
50 million yen 13.0%
19.4%

Note: Percentage distribution of the number of loans. Loans include corporate bonds.
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9 Loans by Repayment Period

Loan Percentage Breakdown
(FY2010)

Over 15 years 3 years or less
1.1% 3.0%

10—15 years
4.9%

7—10 years 3-5 years
33.3% 39.4%

5—7 years
18.3%

Note: Percentage distribution of the number of loans. Loans include corporate bonds.

ll. Credit Insurance Programs

(Unit: billion yen)

Items FY2008 FY2009 FY2010

Acceptance of insurance and loans

Small Business Credit Insurance 18.662.9 16,116.4 13.439.9

Loans to CGCs — — —

Special Insurance for Midsize Enterprises — — —
Outstanding amounts of insurance and loans

Small Business Credit Insurance 34,578.7 36,368.0 35,657.7

Loans to CGCs — — =

Special Insurance for Midsize Enterprises 0.1 0.1 0.1

Machinery Credit Insurance Mot 321.9 111.3 43.0

Note: With respect to the Machinery Credit Insurance, JFC pays insurance money and collects recoveries based on insurance contacts already in force, other than those accepted

by the end of March 2003, as transitional Operation of the Machinery Credit Insurance Programs.

lll. Securitization Support Programs

(Unit: billion yen)

(outstanding amount of guaranteed liabilities)

Items FY2008 FY2009 FY2010

Total loan principal amount

Purchase-type Mete D — — 33

Guarantee-type (ete2 — — —
Outstanding amounts of trust beneficiary rights ®ote3
and guaranteed liabilities

Purchase-type

(outstanding amount of trust beneficiary rights) 40 28 I

Guarantee-type 416 16.5 02

Notes: 1. Purchase-type refers to operations prescribed in Article 11-1-2 of the Japan Finance Corporation Act as well as Items 3, 5, 7 and 8 on the Schedule Il thereof.
2. Guarantee-type refers to operations prescribed in Article 11-1-2 of the Japan Finance Corporation Act as well as Items 4 and 6 on the Schedule Il thereof.
3. Outstanding amounts of trust beneficiary rights refer to subordinated amounts acquired by JFC out of trust beneficiary rights and asset-backed securities regarding the

purchase-type securitization support programs.
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Japan Bank for International Cooperation (JBIC)

Composition of Loans, Equity Participations and Guarantees

1.0 it
2%) (Billion yen)

7.4
(1%) I
402.8 333 311
14.2
(2%)
- 356.4 2335 101.4 1
(40%) (26%) (11%) 888.4

Guarantees 0.5
(0%)
174.0 3214 67.4 118.3 B
151.2 169.5 638.1

76.8 19.8
(4%) (1%)

0 20 40 60 80 100 (%)

MExport Loans [ Import Loans |7 Overseas Investment Loans [llUntied Loans | Governmental Loans i Guarantees [llEquity Participations

2 Breakdown of Composition of Loans, Equity Participations and Guarantees

A. Commitments by Purpose of Financing B. Commitments by Region
(FY2010) (FY2010)
Equity Participations Export Loans
19.8 151.2 i
(1%) (9%) Oceania
Import Loans Europe
169.5 62.4
Guarantees T
6381 (10%) (4%)

(36%)

1,765.9
billion yen

Untied Loans

1,765.9
billion yen

The Americas
574.7
(33%)

Saaaaas

Africa
66.3
(4%)

JFC 2011 > Data > Operational Performances > Japan Bank for International Cooperation (JBIC)
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FY2009

Import Loans 8.2 (Billion yen)

(0%)
603.8
378
(2%)
255.7 131.7 534.3
276
(1 %)
225 5 523.0
154 85. 6
(3%)

(1%)

3443 707.9

978 Import Loans 8.2 Equity Participations 13. O
(3%) (0% (0%)
151 2 169. 5 638. 1
76.8 19.8
(4%) (1%)
0 20 40 60 80 100

MExport Loans MImport Loans [ Overseas Investment Loans [lUntied Loans M Guarantees | Equity participations

position of Loans, Equi ipations and Guarantees by Region

424 55 i
(3%) (0%) (Billion yen)
386. 2 2 955.1
o o
699.0 585.2 127.0 2516
ALY (41%) j (35%) ®%) (15%) 1.692.1
11
(0%)
426.1 256.0 210 0 9016 180.1
EE 3 51
(4%)
851.0 175.4 1,007.5 684.2
Oceania 8.3 1026 25.7
(0%) 3%) %)
e 3 574, 7 423 0
663
(4%)
0 20 40 60 80 100 (%)

M Asia MOceania ["Europe EThe Middle East ' Africa BiThe Americas MOthers

Data
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5 Breakdown of Outstanding Loans, Equity Participations and Guarantees by Purpose of Financing

Loan and Equity Participation Balances Breakdown

(FY2010)
Equity Participations Export Loans
726 698.5
(1%) (6%)
Import Loans
Governmental . P 630.5
i 24432 6%)
©0%) o2

Untied Loans
1,183.7
(11%)

FY2006

FY2007

FY2008

FY2009

FY2010

109103
billion yen

(Billion yen)
1.144.4 682.7 1,966.3 14924
825 0.8
(1%) (0%)
1,037.2 617.8 1,675.8 1,617.5
81.0 0.9
(1%) (0%)
901.1 7155 l; 1,650.3
54.3 305
(1%) (0%)
808.2 793.2 1,333.9 1,977.0
5L 442
(0%) (0%)
698.5 | 630.5 1,1837 2,443.2
54.3 726
(0%) (1%)
0 20 40 60 80 100 (%)

MExport Loans MImport Loans [ Overseas Investment Loans [l Untied Loans ' Governmental Loans [l Guarantees Ml Equity Participations
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7 Breakdown of Outstand Participations by Region

I Loan and Equity Participation Balances Breakdown
(FY2010)

Asia

2,010.3
(24%)

8,467.0

The Americas billion yen -70ceania
1,959.8 367.5
(23%) Europe (4%)

1,061.5

(13%)

The Middle East

Africa ———— 1,619.1
2286 (19%)
(3%)

Composition of Outstanding Loans and Equity Participations by Re

216.6 (3%) 209.0 (3%)7 (Billion yen)
= L
198.5 (3%) 181.0 (2%)7
.
182.9 (3%)7 304.4 (4%)
364.7 (4%) 234.6 (3%) =
s [ N7 :
367.5 (4%) 228.6 (3%) ]
e | 5 R
0 20 40 60 80 100 (%)

M Asia M Oceania ["Europe EThe Middle East " Africa BiThe Americas MOthers

9 Loans and Equity Participations Outstandin

(Unit: number, million yen)

Industry Total =

Number Outstanding
Manufacturing 114 573,885
Mining and Quarrying of Stone and Gravel 10 208,540
Construction 3 3,483
Electricity, Gas, Heat Supply, and Water 5 52,105
Information and Communications 1 4,478
Transport and Postal Services 7 156,808
Wholesale Trade 21 674,697
Finance and Insurance 15 1,332,577
Goods Rental and Leasing 40 26,423
Scientific research, Professional and Technical Services 1 189
Overseas Yen Loan and Domestic Loans Transferred Overseas 426 5,357,425
Total, including Others 643 8,390,612
Loan Outstanding to SMEs 60 6.842

Note: SMEs are defined as domestic corporations that are capitalized at 300 million yen or less (100 million yen for wholesalers; 50 million yen for retailers and service providers)
or corporations and individuals having 300 or less employees on the regular pay roll (100 employees for wholesalers and service providers; 50 employees for retailers and
overseas subsidiaries which these SMEs and Individuals have equity stakes).
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Operations to Facilitate Crisis Responses and Specific Businesses Promation

Results of Operations to Facilitate Crisis Resp

(Unit: billion yen)

Second Half FY2008 FY2009 FY2010 Total For Development For Shoko Chukin
Bank of Japan Bank
Two-step loans 1,430.1 3.869.3 405.2 5,704.7 3,978.2 1,726.5
Loans, etc. 1,130.3 3,529.4 405.2 5,065.0 3.3385 1,726.5
Commercial
paper (CP) 299.8 339.8 — 639.7 639.7 —
acquisitions
Loss compensation 345.1 1.811.9 1.893.3 4,050.4 266.3 3.784.0
Loans, etc. 345.1 17819 1,893.3 4,020.4 236.3 3.784.0
Commercial
paper (CP) — — — — — —
acquisitions
Equity o _ _ E—
participations 300 30.0 30.0
Interest subsidies — — 0.3 0.3 0.1 0.1

Notes: 1. The figures of the two-step loans refer to the loan amounts JFC provided to the designated financial institutions (Development Bank of Japan Inc. and The Shoko Chukin

Bank, Ltd.) through March 2011.

2. With respect to the loss compensation, the figures for loans, etc. represent the amounts of loans provided by the designated financial institutions through the end of
March 2011, with loss compensation underwritten by JFC for the incurred losses by May 10, 2011.
Equity participation figures pertaining to the Industrial Revitalization Act are the amounts of equity investments made by the designated financial institutions through the
end of September 2010, with loss compensation underwritten by JFC.

3. The figures for interest subsidies represent the amounts of interest subsidies JFC provided to the designated financial institutions for loans, etc. provided by the institu-
tions through the end of September 2010.

perations to Facilitate Specific Businesses Promotion

(Unit: billion yen)

FY2010 Total
Two-step loans 20.0 20.0

Notes: 1. Operations to Facilitate Specific Businesses Promotion commenced on August 16, 2010.
2. The figures for two-step loans refer to the loan amounts JFC provided to the designated financial institution (Development Bank of Japan Inc.) through March 2011.
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Data

*) Financial Statements and Notes

Japan Finance Corporation

The balance sheet, statement of operations, statement of changes in net assets, and notes to the non-consolidated financial statements
of JFC and each operating account were prepared in Japanese in accordance with Article 42 of the Japan Finance Corporation Act as well
as Article 435 Paragraph 2 of the Companies Act, and audited by Ernst & Young ShinNihon LLC in accordance with Article 42 of the Japan
Finance Corporation Act as well as Article 436 Paragraph 2 Item1 of the Companies Act.
Financial statements and notes in English were prepared based on these audited financial statements and notes in Japanese.

Balance Sheet (as of March 31, 2011)

(Millions of yen)

Assets Liabilities
Cash and due from banks 3,354,455 Borrowed money 22,036,903
Cash 197 Borrowings 22,036,903
Due from banks 3.354,257 Bonds payable 5,670,825
Securities 1,153,254 Entrusted funds 37.735
Government bonds 1,071,062 Reserve for insurance policy liabilities 1,810,579
Corporate bonds 1,049 Other liabilities 125,833
Stocks 2,030 Accrued expenses 62,214
Other securities 79,113 Unearned revenue 43,822
Loans and bills discounted 29,009,231 Derivatives other than for trading-liabilities 1,899
Loans on deeds 29,009,231 Lease obligations 7.479
Other assets 1,059,184 Other 10,417
Prepaid expenses 10,715 Provision for bonuses 5,167
Accrued income 59,766 Provision for directors’ bonuses 25
Derivatives other than for trading-assets 966,988 Provision for retirement benefits 206,434
Agency accounts receivable 2,492 Provision for directors’ retirement benefits 116
Other 19,221 Reserve for compensation losses 59,757
Property, plant and equipment 254,083 Acceptances and guarantees 2,446,928
Buildings 28,739 Total liabilities 32,400,307
Land 104,352 Net assets
Lease assets 3,752 Capital stock 3,352,547
Construction in progress 115,793 Capital surplus 2,007,351
Other 1,446 Special reserve for administrative improvement funds 181,500
Intangible assets 13,756 Legal capital surplus 1,825,851
Software 9,545 Retained earnings (1,126,453)
Lease assets 3,342 Legal retained earnings 745,412
Other 869 Other retained earnings (1.871,865)
Customers’ liabilities for acceptances and guarantees 2,446,928 Retained earnings brought forward (1.871,865)
Allowance for loan losses (501,025) Total shareholders’ equity 4,233,444
Valuation difference on available-for-sale securities (1,665)
Deferred gains or losses on hedges 157,781
Total valuation and translation adjustments 156,115
Total net assets 4,389,560
Total assets 36,789,867 Total liabilities and net assets 36,789,867

94

JFC 2011 > Data > Financial Statements and Notes > Japan Finance Corporation



Statement of Operations (Year ended March 31, 2011)

(Millions of yen)

Ordinary income 768,105
Interest income 554,071
Interest on loans and discounts 484,591
Interest and dividends on securities 970
Interest on receivables under resale agreements 123
Interest on deposits with banks 4,419
Interest on interest swaps 55,061
Other interest income 8,904
Fees and commissions 16,086
Fees and commissions on compensation security contract 2,679
Other fees and commissions 13,407
Insurance premiums and other 147,864
Insurance premiums 147.864
Other ordinary income 74
Other 74
Receipts from the national budget 43,142
Receipts from general account of the national budget 43,131
Receipts from special account of the national budget 11
Other income 6.865
Gain on sales of stocks and other securities 0
Other 6.865
Ordinary expenses 1,643,704
Interest expenses 322,782
Interest on call money 169
Interest on borrowings and rediscounts 211,024
Interest on bonds 100,094
Other interest expenses 11,493
Fees and commissions payments 12,790
Expense on compensation security contract 4,589
Other fees and commissions 8,200
Expenses on insurance claims and other 954,365
Expenses on insurance claims 723170
Recoveries of insurance claims (139910
Provision of reserve for insurance policy liabilities 371,104
Other ordinary expenses 4,997
Loss on foreign exchange transactions 2,501
Loss on devaluation of bonds 189
Amortization of bond issuance cost 1,695
Expenses on derivatives other than for trading or hedging 7
Interest subsidies 379
Other 224
General and administrative expenses 132,987
Other expenses 215,781
Provision of allowance for loan losses 162,468
Provision of reserve for compensation losses 27,966
Written-off of loans 19,937
Losses on devaluation of stocks and other securities 442
Other 4,966
Ordinary loss 875,599
Extraordinary income 2,683
Gain on disposal of noncurrent assets 1
Recoveries of written-off claims 2,670
Other 11
Extraordinary losses 13,587
Loss on disposal of noncurrent assets 13,143
Impairment loss 441
Other 2
Net loss 886,503
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Statement of Chan

ges in Net Assets (Year ended March 31, 2011)

(Millions of yen)

Shareholders’ equity Total retained earnings
Capital stock Balance at the end of previous period (1,222,398)
Balance at the end of previous period 3,251,797 Changes of items during the period
Changes of items during the period Payment to the national treasury (16,603)
Issuance of new shares 100,750 Reversal of legal capital surplus 999.052
Total changes of items during the period 100,750 (Def'.c't disposition)
Balance at the end of current period 3,352,547 Net income (lOSS? . ‘ (886,503)
Capital surplus Total changes of items during the period 95,945
Special reserve for administrative improvement funds Balance at the end .Of current period (1,126453)
Balance at the end of previous period 181,500 Total shareholders’ equity : '
Changes of items during the period Balance at the end of. previous perlod 4,434,501
Total changes of items during the period — Changes of items during the period
Balance at the end of current period 181,500 Ipssuaan tOf ::W si_aresl t 7(?2232)
Legal capital surplus ayment to the national treasury }
Balance at the end of previous period 2,223,603 Net income (loss) (886.503)
Changes of items during the period Total changes of items during the period (201,056)
lesuance of new shares 601.300 Balance at the end of current period 4,233,444
Reversal of legal capital surplus Valuation and translation adjustments
(Deficit disposition) (999.052) Valuation difference on available-for-sale securities
Total changes of items during the period (397.752) Balance at the end of previous period (687)
Balance at the end of current period 1,825,851 Changes of items during the period
Total capital surplus Net changes of items other than shareholders’ 977)
Balance at the end of previous period 2,405,103 equity
Changes of items during the period Total changes of items during the period 977)
lesuance of new shares 601.300 Balance at the end of current period (1,665)
: eferred gains or losses on hedges
Reversal of legal capital surplus 999052 Deferred gai L hedg
(Deficit disposition) (999.052) Balance at the end of previous period 140,795
Total changes of items during the period (397.752) Changes of items during the period
Balance at the end of current period 2,007,351 Net changes of items other than shareholders’ 16.985
Retained earnings equity ’
Legal retained earnings Total changes of items during the period 16,985
Balance at the end of previous period 728,808 Balance aj[ the end of current pe-riod 157.781
Changes of items during the period Total valuation and translation adjustments
Provision of legal retained earnings 16,603 Balance at the end of previous period 140,107
: ; : Changes of items during the period
Total changes of items during the period 16,603 :
Balance at the end of current period 745412 ggﬁitc;]anges of items other than shareholders 16,007
otal changes of items during the perio )
Other retalned éarnlngs Total changes of i during the period 16,007
alance at the end of current perio )
Retained earnings brought forward Bal h d of period 156115
Balance at the end of previous period (1.951,207) Total net assets
alance at the end of previous perio 574,
Changes of items during the period Bal h 3o previ period AET4600
Provision of legal retained earnings (16,603) Changes of items during the period
Payment to the natignal treasury (16,603) lesuance of new shares 702,050
?Séﬁg?g?g;g%ﬁ%gﬁ)p'tal surplus 999,052 Payment to the national treasury (16,603)
Net income (loss) (886.503) Net income (loss) (886,503)
Total changes of items during the period 79,341 le\lth“tcyhanges of items other than shareholders’ 16,007
Balance at the end of current period (1.871,865) Total changes of items during the period (185,048)
Balance at the end of current period 4,389,560
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Notes to Financial Statements
JAPAN FINANCE CORPORATION
Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Securities
Held-to-maturity securities are carried at amortized cost based on the moving average method. Investments in affiliates are car-
ried at cost based on the moving average method. Available-for-sale securities, which have readily determinable fair value are
stated at fair value with changes in net unrealized gains or losses, included directly in Net assets. Available-for-sale securities
whose fair value is extremely difficult to be determined are carried at cost based on the moving average method.

(b) Valuation method for derivative financial instruments
Derivative financial instruments are carried at fair value. However, certain credit default swap transactions, for which neither
quoted market price nor reliably estimated value is available and the fair value is undeterminable, are accounted for as guarantee
of obligation.

(c) Depreciation basis for fixed assets
(i) Property, plant and equipment (except for lease assets)
Tangible fixed assets are depreciated under the declining-balance method over their useful economic lives except for build-
ings (excluding installed facilities) which are depreciated under the straight-line method.
Amortization is based on the following range of estimated useful lives:
Buildings: 2 years to 50 years
Other: 2 years to 20 years
(ii) Intangible assets (except for lease assets)
Amortization of intangible fixed assets is computed by the straight-line method. Software used by JFC is amortized over its
useful life (5 years).
(iii) Lease assets
Lease assets in “property, plant and equipment” or “intangible assets,” under finance leases that do not involve transfer of
ownership to the lessee are amortized under the straight-line method over the lease term. Depreciation for lease assets is
calculated with zero residual value being assigned to the asset.

(d) Method of amortization for deferred assets
Bond issuance costs are expensed as incurred.

(e) Foreign currency translation and revaluation method
JFC maintains its accounting records in Japanese yen. Assets and liabilities denominated in foreign currencies are mostly trans-
lated into Japanese yen at the market exchange rate prevailing at the fiscal year end.

(f) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses is maintained in accordance with internally established standards.

The allowance for claims on debtors who are legally bankrupt (“Bankrupt borrowers”) or substantially bankrupt (“Sub-
stantially bankrupt borrowers”) is provided based on the outstanding balance after the write-offs described in the followings
and the deductions of the amount expected to be collected through the disposal of collateral and execution of guarantees.

The allowance for claims on debtors who are not legally bankrupt but are likely to become bankrupt (“Potentially bank-
rupt borrowers”) is provided based on an assessment of the overall solvency of the debtors after deducting the amount ex-
pected to be collected through the disposal of collateral and the execution of guarantees.

The allowance for claims on debtors other than Bankrupt borrowers, Substantially bankrupt borrowers and Potentially
bankrupt borrowers is provided primarily based on the default rate, which is calculated based on the actual defaults during
a certain period in the past.

The allowance for possible losses on specific overseas loans is provided based on the expected loss amount taking into
consideration the political and economic situations of these countries.

All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation departments, which is independent from the opera-
tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.

With respect to claims with collateral or guarantees on debtors who are legally or substantially bankrupt (Bankrupt bor-
rowers and Substantially bankrupt borrowers), the residual booked amount of the claims after deduction of the amount
which is deemed collectible through the disposal of collateral or the execution of guarantees is written-off. The amount of
accumulated write-off is ¥463,919 million.

Write-offs of the Account for Micro Business and Individual Operations, the Account for Agriculture, Forestry, Fisheries
and Food Business Operations and the Account for SME Loan Programs and Securitization Support Programs (Guarantee-type
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Operation) are recognized by offsetting the current allowance for loan losses for the amount of the claim deemed uncollect-
able against the year-end claim amount balance; the previous allowance for loan losses and claim balances are reversed at
the start of the fiscal year, upon approval received from the competent minister based on Article 4 of the “Ministerial Ordi-
nance Concerning Accounting for the Japan Finance Corporation.”

The Account for Micro Business and Individual Operations and the Account for SME Loan Programs and Securitization
Programs (Guarantee-type Operation) had debtors of which condition could not be reflected on self-assessment as of the
base date due to the temporary difficulties in the reassessment and physical inspection of guarantees and collateral as well
as ascertaining the accurate status of debtors resulting from the impact of the Great East Japan Earthquake. In order to con-
sider credit risk from the earthquake disaster, an allowance for loan losses is calculated by reasonably estimating future
losses and making appropriate adjustment, such as to future outlooks, for the loan loss ratio appreciable by borrower clas-
sifications given as of the base date.

(i) Reserve for compensation losses
The “reserve for compensation losses” provides for losses based on the estimated amounts of future losses attributed to
compensation security contracts.

(iii) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable
to the services that have been rendered by employees to the date of the balance sheet.

(iv) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.

(v) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(vi) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(g) Accounting for hedging transactions
(i) Accounting for hedges of interest rate risk
(a) Hedge accounting

JFC used derivatives for interest rate risk hedging purposes under the deferral method.
(b) Hedging instruments and hedged items

Hedging instruments: interest rate swaps

Hedged items: loans, borrowings, bonds and notes
(c) Hedging policy

JFC enters into hedging transactions up to the amount of the underlying hedged assets and liabilities.

(d) Assessment of hedge effectiveness
JFC assesses the effectiveness of designated hedges by measuring and comparing the change of fair value or cumulative
change of cash flows of both hedging instruments and corresponding hedged items from the date of inception of the
hedges to the assessment date.
(i) Accounting for hedges of foreign exchange risk
Hedge instruments used to hedge foreign exchange risks associated with various foreign currency denominated monetary
assets and liabilities are accounted for using the deferral method, in accordance with the standard treatment of The Japanese
Institute of Certified Public Accountants (JICPA) Industry Audit Committee Report No. 25.

The effectiveness of the hedging instruments described above, such as currency swaps, foreign exchange forward con-
tracts and similar transactions, used for hedging the foreign exchange risks of loans and bills discounted, borrowings, and
bonds payable denominated in foreign currencies, is assessed by comparing the foreign currency position of the hedged
loans and bills discounted, borrowings, and bonds payable with that of the hedging instruments. An asset and liability de-
nominated in foreign currency for which currency swap is used to hedge the foreign currency fluctuations is translated at the
contracted rate if the currency swap qualifies for hedge accounting. However, the assessment of hedging effectiveness is
omitted for that currency swap.

(h) Accounting policies for reserve for insurance policy liabilities
The “reserve for insurance policy liabilities” consists of the following two items, pursuant to Article 9, Paragraph 1 of the Ministe-
rial Ordinance Concerning Accounting for JFC. Furthermore, in accordance with Article 9, Paragraph 2 of the Ministerial Ordinance
Concerning Accounting for JFC, an additional amount shall be provided for insurance policy liabilities in the event that an im-
pediment to the fulfillment of future obligations has been confirmed.
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(i) Policy reserve
The policy reserve which provides for future obligations under insurance policies has been calculated based on actuarial and
statistical method.

(i) Outstanding claims reserve
The outstanding claims reserve represents the accumulation of the estimates for reported losses and includes provision for
losses incurred but not reported, after the deduction of collectable amounts based on insurance policies.

(i) Consumption and other taxes
Consumption taxes and local consumption taxes (“consumption taxes”) are excluded from transaction amounts. Amounts of non-
deductible consumption taxes related to property, plant and equipment are expensed as incurred.

Change in accounting policy

(Accounting standard for equity method of accounting for investments)

ASBJ Statement No. 16, Accounting Standard for Equity Method of Accounting for Investments, issued on March 10, 2008, and
ASB]J Practical Issue Task Force (PITF) No. 24 Practical Solution on Unification of Accounting Policies Applied to Associates Ac-
counted for Using the Equity Method, issued on March 10, 2008, have been adopted commencing with this fiscal year end.

(Accounting standard for asset retirement obligations)

ASBJ Statement No. 18, Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, and ASBJ Guidance No.
21, Guidance on Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, have been adopted commenc-
ing with this fiscal year end.

Note that this adoption does not have any impacts on income or expense.

Equity securities of or investment in affiliates
Equity securities of or investment in affiliates is ¥54,223 million.

Loans

All loans entered into are loans on deeds. The amounts reported in the balance sheet include the followings:
(Millions of yen)

As of March 31, 2011
Account for Account for
Account for Agriculture, SME Loan Programs
Micro Business Forestry, and Securitization Account for
and Individual Fisheries and Support Programs JBIC Operations
Operations Food Business (Guarantee-type
Operations Operation)
Bankrupt loans 35,305 1,568 22,488 8,969
Non-accrual loans 136,178 82,436 358,787 97,717
Loans with interest or principal repayments more
: 85 2,930 — —
than three months in arrears
Restructured loans 570.268 13,553 47,450 187,046
Total 741,837 100,488 428,727 293,733

(Note) The description of the following five accounts, Securitization Support Programs (Purchase-type operation), Credit Insurance Programs, Finance Operations for
Facilitating Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific Business Promotion are
omitted since there are no balance in these accounts.

(a) “Bankrupt loans” are loans, defined in Article 96, Paragraph 1, Item 3 and 4 of the corporate Tax Law Enforcement Ordinance (Government Ordinance No. 97), on
which accrued interest income is not recognized as there is substantial uncertainty over the ultimate collectability of either principal or interest because they have
been in arrears for a considerable period of time or for other reasons.

(b) “Non-accrual loans” are loans on which accrued interest income is not recognized, although this excludes Bankrupt loans and the loans on which interest payments
are deferred in order to support the borrowers’ recovery from financial difficulties.

(c) “Loans with interest or principal repayments more than three months in arrears” are loans whose principal or interest payment is more than three months in arrears,
and which do not fall under the category of “Bankrupt loans” and “Non-accrual loans”

(d) “"Restructured loans” are loans whose repayment terms and conditions have been amended in favor of the borrowers (e.g. reduction of or exemption from the stated
interest rate, the deferral of interest payments, the extension of principal repayments or renunciation of claims) in order to support the borrowers’ recovery from
financial difficulties, and which do not fall under the category of “Bankrupt loans”, “Non-accrual loans”, and “Loans with interest or principal repayments more than
three months in arrears”.

(e) The amounts of loans indicated in the table above are the gross amounts prior to the deduction of allowance for possible loan losses.

JFC, as a policy, does not pay down loans in part or in full immediately after the execution of the loan agreements, but instead makes
disbursement, in accordance with the progress of the underlying projects. These undisbursed amounts are not included in the loans
on deed in the Balance Sheet. The balance of unpaid amounts as of March 31, 2011 is ¥1,085,787 million.

Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for bonds totaling ¥5,670,825 million.

Accumulated depreciation of fixed assets
Accumulated depreciation of fixed assets amounted to ¥10,324 million.
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6. Amount of compensation security contract

(Millions of yen)

The total amount of compensation outstanding (46,703 contracts) 1,869,023
Reserve for compensation 59,757
Net amount 1,809,266

7. Net assets per share
Net assets per share is ¥0.57.

8. Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

9. Impairment losses
Impairment loss is recognized for the following assets:

) Impairment loss
Region Purpose of use Type (M'i)llions of yen)

Tokyo metropolitan area Idle assets: 5 items Land, buildings 176

Other Idle assets: 21 items Land, buildings 265

JFC does not have any operating assets that are subject to impairments. For idle assets, an impairment loss is recognized as the dif-
ference between the recoverable amount and the carrying value at the end of the fiscal year.

Each asset in the grouping of idle assets that have suffered impairment is treated as an individual unit.

The recoverable value in principle is calculated using net realizable value. The net realizable value is determined by the ap-
praisal value based on the Real Estate Appraisal Standard. For certain immaterial real estate, the net realizable value is calculated
based on the index that incorporates market value.

The recoverable value has been set at ¥0 for assets that are not expected to be used in the future.

10. The account title and the amount related to transactions with affiliates
Ordinary income-Other income-Other: ¥2,210 million

11. Net loss per share
Net loss per share is ¥0.12.

12. Issued shares
For the fiscal year ended March 31, 2011, types and number of issued shares are as follows:

(Unit: shares)
Ui numb_er .Of el Increase during Decrease during The number of stocks
= AL DG € e the fiscal year the fiscal year at the end of the fiscal year
fiscal year
Common stocks 6,994,374,407,741 702,050,000,000 — 7.696,424,407,741

(Note) Increases is due to the issuance of 702,050,000,000 shares.

13. Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

100 | JFC 2011 > Data > Financial Statements and Notes > Japan Finance Corporation



The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from the fiscal investment funds and loans, bonds and investments from the general
account, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs (Purchase-type Operation), Credit Insurance Programs, |BIC Operations, Financial Operations for Facilitating
Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by The JFC Act.

The Account for Micro Business and Individual Operations is for operations, such as business fund financing and educa-
tional loans, etc., aimed at micro businesses and individuals. To conduct these operations funds are raised through the
borrowing of fiscal investment funds and loans and the issuing of bonds. ALM (asset and liability management) is conducted
for financial assets and liabilities in this account to ensure that interest rate fluctuations do not have an adverse effect on
these operations.

In the Account for Agriculture, Forestry, Fisheries and Food Business Operations, the main operations consist of supple-
menting the financing provided by general financial institutions and supplying long-term funds at a low interest rate aimed at
businesses engaged in agriculture, forestry, fisheries and food manufacturing, etc., in order to contribute to the sustainable and
robust development of the agriculture, forestry, fisheries business and ensure the stable supply of food. To conduct these
operations funds are raised through borrowing from fiscal investment funds and loans and the issuing of bonds. ALM (asset
and liability management) is conducted for the risks inherent in the financial assets and liabilities in this account.

In the Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), a stable supply
of long-term funds is provided to supplement private sector financial institutions in order to support the growth and develop-
ment of SMEs. To conduct these operations, funds are raised primarily through indirect financing by borrowing from the govern-
ment and direct financing through the issuing of bonds. Also, derivative transactions are conducted for the purpose of mitigat-
ing risk inherent in foreign currency denominated transactions.

Operations in the Account for Securitization Support Programs (Purchase-type Operation) are conducted for the purpose
of promoting the supply of unsecured funds to SMEs from private sector financial institutions, etc., utilizing securitization and
fostering the securitization market for SME loan claims. To conduct these operations funds are raised through direct financing
through the issuing of bonds.

In the Account for Credit Insurance Programs, insurance is provided for the guarantees related to the liabilities on SME
loans. To conduct these operations funds are raised through capital investment from the government.

The purpose of the Account for JBIC Operations is to conduct the financing required for “Promoting overseas development
and acquisition of strategically important natural resources to Japan”, “Maintaining and improving the international competi-
tiveness of Japanese industries”, “Promoting overseas projects for conserving the global environment, such as mitigating
global warming”, and “Taking appropriate measures with respect to disruptions to international financial order”. Principal op-
erations consist of export loans, import loans, investment financing, financing for business development and capital investment
(including guarantees except for “capital investment”). To conduct these operations funds are raised through borrowing from
the fiscal investment funds and loans and the issuing of bonds. ALM (asset and liability management) is conducted for financial
assets and liabilities in this account that are subject to interest rate and currency fluctuations to ensure that interest rate and
currency fluctuations do not have an adverse effect on these operations. Also, derivative transactions are conducted for the
purpose of mitigating risk inherent in foreign currency denominated transactions.

In the Financial Account related to the Financial Operations for Facilitating Realignment of United States Forces in Japan,
this account conducts in this fiscal year necessary operations related to making equity investments, loans and other opera-
tions necessary for the projects to facilitate realignment of United States Forces in Japan. However, in this account there is no
loan or funds for loan raised in this fiscal year.

In the Account for Operations to Facilitate Crisis Responses financing operations including 1) loans, 2) credit insurance
underwriting (a certain portion of compensation paid by JFC to cover losses incurred by specified financial institutions on
loans, including equity participation), and 3) interest subsidies (interest subsidies provided by JFC to specified financial institu-
tions for loans, etc., conducted by specified financial institutions that received a credit facility from JFC) are conducted for fi-
nancial institutions specified by the competent minister for domestic and global financial disturbance that is recognized by
the competent minister when a crisis such as a large-scale disaster occurs. To conduct these operations, the financing required
for 1) loans is procured through the borrowing from Fiscal Investment and Loan Program (*FILP"), and the issuing of government
guaranteed bonds. The loan period and borrowing period are equal, and the financing cost is covered by the interest on the
loans. The financing required for 2) credit insurance underwriting, and 3) interest subsidies is procured through equity partici-
pation from the government.
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In the Account for Operations to Facilitate Specific Business Promotion, this account provides loans to designated financial
institutions appointed by the competent minister in order to assist in the smooth financing of required funds for the execution
of business by companies that develop or manufacture energy and environmentally friendly products. The required funds for
these lending operations are financed using fiscal investment and loans. The loan period and borrowing period are equal, and
the financing cost is covered by the interest on the loans.

(2) Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts, and the risks associated with
the financial assets and liabilities contained within each account are described below.

a. Account for Micro Business and Individual Operations
The financial assets in this account mainly include loans to micro business and individuals and financial liabilities of micro
businesses and individuals in Japan; and the financial liabilities mainly include borrowings and bonds. The associated risks
are described below.

(a) Creditrisk
The associated credit risk consists of risk of losses arising from uncollectable claims on business and educational loans
from deterioration in creditworthiness or fluctuation in the value of the real estate-collateral of the entity to which credit
is granted.

For this operation account, JFC strives to make a proper financing decision in the financial screening process,
conduct detailed claims management based on the condition of the borrower after financing is provided, use statisti-
cal management methods, and increase the sophistication of management methods employed. In addition, risks are
distributed as the credit portfolio is comprised of small business and educational loans that are not concentrated in a
specified region or industry.

However, based on future economic trends and changes in the business climate of borrowers, the number of bor-
rowers with deteriorated creditworthiness could increase, bringing about requests for financial support including loan
restructuring, causing an increase in uncollectable debt and credits costs for this account.

(b) Market risk

The main type of market risk associated with this account is interest rate risk. It is JFC policy to minimize interest rate risk
by matching the cash flows between assets and liabilities. However, not all cash flows can be matched, so some gaps
arise between assets and liabilities. This account could incur losses from the interest rate risk caused by this gap.

=

(o) Liquidity risk
Long-term and stable funds such as fiscal loan funds, government-backed bonds, and the FILP agency bonds are se-
cured to finance this account and deposits are not accepted. To maintain daily cash flows, proper measures including
establishing overdraft facility accounts with several private sector financial institutions have been taken, and JFC consid-
ers liquidity risk to be limited. However, financing costs could increase due to unexpected events.

b. Account for Agriculture, Forestry, Fisheries and Food Business Operations
The financial assets in this account mainly include loans to agriculture, forestry, fisheries and food businesses, and financial
liabilities mainly include borrowings, bonds, and entrusted funds. The associated risks are described below.

(a) Credit risk

The associated credit risk consists of risk of losses arising from uncollectable claims on credit to agriculture, forestry,
fisheries and food businesses from deterioration in creditworthiness or fluctuation in the value of the real estate-collat-
eral of the entity to which credit is granted. For this reason, efforts are made to maintain and improve the soundness of
assets through proper financial screening and account management throughout the year.

However, among the majority of borrowers that make up this account, there are many small businesses in the ag-
riculture, forestry, fisheries sector. These businesses are especially susceptible to natural conditions such as weather,
etc., so depending on future conditions, uncollectable debt and credits costs for this account could increase.

Market risk

The main type of market risk associated with this account is interest rate risk. It is JFC policy to minimize interest rate
risk by matching the duration of assets and liabilities. However, due to characteristics such as long redemption periods
and fixed interest rates that are required by agriculture, forestry, and fisheries policy, duration gaps do arise. This ac-
count could incur losses from the interest rate risk caused by this gap.

(b

(o) Liquidity risk
Long-term and stable funds such as fiscal loan funds, government-backed bonds, and the FILP agency bonds are secured
to finance this account and deposits are not accepted. Cash flows are assessed and proper measures are taken, includ-

102 |JFC 2011 > Data > Financial Statements and Notes > Japan Finance Corporation



ing establishing overdraft facility accounts with multiple private sector financial institutions, to maintain daily cash flows,
and JFC considers liquidity risk to be limited. However, financing costs could increase due to unexpected events.

¢. Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Operation)
The financial assets held in this account mainly include loans and securities for SMEs, and financial liabilities mainly include
borrowings and bonds. The associated risks are described below.

(a) Credit risk
The following operations are conducted in this account: (1) Loans to SMEs, (2) Acquisition of bonds issued by SMEs,
(3) Securitization of loan claims and bonds of SMEs, and (4) Partial guarantee of loan claims for private sector financial
institutions and partial guarantee of securitized financial products. Because credit is provided to SMEs in this account,
the account risks losses arising from uncollectable claims caused by deterioration in creditworthiness or fluctuation in
the value of the real estate-collateral of the SMEs to which credit is granted.
(b) Market risk
The main types of market risk associated with this account are interest rate risk and exchange rate risk. It is JFC policy
to minimize interest rate risk by matching the cash flows between assets and liabilities. However, not all cash flows can
be matched, so some gaps arise between assets and liabilities. This account could suffer losses from the interest rate
risk caused by this gap.
The exchange rate risk associated with the issue of foreign currency-denominated bonds also applies to this ac-
count. However this risk is fully hedged through currency swaps.

=

(c) Liquidity risk
Long-term and stable funds such as fiscal loan funds, government-backed bonds, and FILP agency bonds are secured to
finance this account and deposits are not accepted. Cash flows are assessed and proper measures including establishing
overdraft facility accounts with multiple private sector financial institutions are taken to maintain daily cash flows, and
JFC considers liquidity risk to be limited. However, financing costs could increase due to unexpected events.

d. Account for Securitization Support Programs (Purchase-type Operation)
The financial assets in this account mainly include securities for SMEs, and financial liabilities mainly include bonds. The
associated risks are described below.

(a) Credit risk
The following operations are conducted in this account: (1) Receipt and securitization of loan claims for private sector
financial institutions and (2) Partial purchase of securitized instruments. Since credit is provided to SMEs in this account,
the account risks losses arising from uncollectable claims caused by deterioration in creditworthiness of the SMEs to
which credit is granted and the resulting drop in value of securitized instruments owned.

(b) Market risk

The main type of market risk associated with this account is interest rate risk. It is JFC policy to minimize interest rate

risk by matching the cash flows between assets and liabilities.

=

(¢) Liquidity risk
Long-term and stable funds such as FILP agency bonds are secured to finance this account and deposits are not ac-
cepted. Proper measures, including establishing overdraft facility accounts with multiple private sector financial institu-
tions, are taken to maintain daily cash flows, and JFC considers liquidity risk to be limited. However, financing costs
could increase due to unexpected events.

e. Account for Credit Insurance Programs
The financial assets in this account mainly include deposits and securities. The associated risks are described below.

(@) Market risk
The market risk that this account is exposed to mainly comprises interest rate risk.
However, this account is exposed to limited interest rate risk because funds procured through government invest-
ments are managed using highly stable instruments including Japanese government bonds.

(b) Liquidity risk
This account does not accept deposits and since long-term stable funds such as investments from the Japanese govern-
ment are secured to finance this account, liquidity risk is considered to be limited.
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f. Account for JBIC Operations
The assets in this account mainly include loans to borrowers in Japan and overseas, and securities, and liabilities mainly
include borrowings and bonds. The associated risks are described below.

(@) Credit risk
Credit risk is the risk that the account will suffer losses if the financial condition of the borrower deteriorates and the
value of assets (including off-balance sheet assets) decrease or disappear.

The credit risks associated with this account include sovereign risk, country risk, corporate risk, and project risk.
Characteristic of support for overseas economic transactions conducted in this account, much financing is conducted
for overseas governments, governmental institutions, and overseas corporations. Much of the credit risk associated with
the credit provided typically consists of sovereign or country risk.

As a result, if the financial condition of the individual borrower significantly deteriorates due to political and eco-
nomic trends in the borrower’s country or region, the performance and financial condition of these operations can be

adversely affected.

(Note) Sovereign risk refers to risk associated with credit supplied to foreign governments, country risk refers to risk associated with the country in which
the corporation or project is located (risk in addition to corporate risk or project risk associated with the country in which the corporation or the
project is located), corporate risk refers to the risk associated with credit to corporations, and project risk refers to the risk that the cash flow of an
underlying project will not perform as planned in the case of project finance where the repayment of the borrowing is primarily secured by the cash
flow of the project to which credit is supplied.

(b) Market risk

Market risk is the risk that the value of assets and liabilities (including off-balance sheet assets) will fluctuate and losses
will be suffered, or profits derived from assets and liabilities (including off-balance sheet assets) will fluctuate and losses
will be suffered due to the fluctuation of various market risk factors such as interest rates, exchange rates, etc.

The market risk associated with this account mainly consists of exchange rate risk and interest rate risk, and losses
could be suffered from these risks from market fluctuations. However, in principle, these risks are mitigated through
interest rate swaps, currency swaps, and forward exchange transactions.

In this account hedge accounting is used for interest rate hedges, where the hedging instruments are interest rate
swaps to hedge the market fluctuation risk associated with loans, borrowed money and bonds. The effectiveness of the
hedges is assessed by measuring and comparing the change in fair value or cumulative change in cash flows of both
hedging instruments and corresponding hedged items from the date of inception of the hedges to the assessment date.

In this account hedge accounting is used for foreign exchange hedges, where currency swaps and foreign exchange
forward contracts are used to hedge items such as loans, borrowings, and bonds for exchange rate fluctuation risk. The
effectiveness of the hedging currency-swaps and forward contracts, hedging the foreign exchange risks of monetary
assets and liabilities denominated in foreign currencies, is assessed by comparing the foreign currency position of the
hedged monetary assets and liabilities with that of the hedging instruments.

=

(c) Liquidity risk
Long-term and stable funds, such as fiscal loan funds, government-backed bonds, and FILP agency bonds, are secured
to finance this account and deposits are not accepted, with the result that JFC considers liquidity risk to be limited.
However, financing costs could increase due to market disturbances and unexpected events.

g. Financial Account Related to the Financial Operations for Facilitating Realignment of United States Forces in Japan
The only financial assets held in this account are cash deposits, and since there are no financial liabilities present, accord-
ingly the following risks are considered to be limited.

(@) Market risk
Market risk is the risk that the value of assets and liabilities (including off-balance sheet assets) will fluctuate and losses
will be suffered, or profits derived from assets and liabilities (including off-balance sheet assets) will fluctuate and losses
will be suffered due to the fluctuation of various market risk factors such as interest rates, exchange rates, etc.
In the fiscal year the only financial assets or liabilities held in this account are cash deposits, and therefore market
risk is considered to be limited.

(b

=

Liquidity risk
The liquidity risk of this account is considered to be limited because it does not accept deposits, it secures stable funds
from government grants only, and it has yet to provide a loan as of the end of the current fiscal year.

h. Account for Operations to Facilitate Crisis Responses
The financial assets in this account mainly include loans and financial liabilities against designated financial institutions, and
the financial liabilities include borrowings. The associated risks are described below.
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(a) Credit risk
The main financial assets in this account are loans of funds to designated financial institutions that are required to con-
duct crisis response operations. The associated credit risk consists of risk of losses arising from uncollectable claims
due to deterioration in creditworthiness of the designated financial institution.
JFC is liable for compensation to cover losses incurred by designated financial institution on loans to third parties.
This account could incur losses if the payment of compensation fluctuates from the projected compensation payments
caused by significant changes in the creditworthiness or economic condition of the third party business.

(b) Market risk
The operations of this account consist of loans to designated financial institutions, and fiscal investment and loans are
used for financing. Interest rate risk is not present as a type of market risk because the terms and conditions of the
loans and borrowings are equal, and the financing cost is covered by the interest on the loans.

(c) Liquidity risk
Long-term and stable funds such as fiscal investment and loans are secured to finance this account and deposits are
not accepted. Sufficient short-term liquidity is secured for compensation payment funds towards designated financial
institutions, and liquidity risk is considered to be limited. However borrowings are exposed to liquidity risk that payment
cannot be made on the payment date due to unexpected events.

i. Account for Operations to Facilitate Specific Business Promotion Operations
The financial assets in this account mainly include loans and financial liabilities against designated financial institutions, and
the financial liabilities include borrowings. The associated risks are described below.

(a) Credit risk
The main financial assets in this account are loans to designated financial institutions that are required to conduct
specific businesses promotion operations. The associated credit risk consists of risk of losses arising from uncollectable
claims due to deterioration in creditworthiness of the designated financial institution.

(b)Market risk
The operations of this account consist of loans to designated financial institutions, and fiscal investment and loans are
used for financing. Interest rate risk is not present as a market risk because the terms and conditions of the loans and
borrowings are equal, and the financing cost is covered by the interest on the loans.

(o) Liquidity risk
Long-term and stable fiscal investment and loans are secured to finance this account and deposits are not accepted. As
a result, liquidity risk is considered to be limited. However, borrowings are exposed to liquidity risk that payment cannot
be made on the payment date due to unexpected events.

(3) Risk management structure for financial instruments
JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure for each type of operation is described below.

a. Micro Business and Individual Operations
The risk management structure of these operations is described below.

(a) Credit risk management
For these operations, JFC has a structure to manage the credit risk of loans through (i) individual credit management,
(i) asset self assessment, and (iii) quantification of credit risk in accordance with regulations concerning financing
operations and claims management operations, and management regulations concerning credit risk. This credit risk
management is conducted by the credit department and risk management department as well as each branch office,
and business operations meetings are regularly held with the General Manager acting as chairman to conduct discus-
sions and reporting.
The specific risk management method is described below.
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(i) Individual credit management
The financial screening process associated with these operations to support appropriate financing decisions is
based on consideration of the borrower’s financial condition in terms of eligibility for financing, validity of the use
of funds, profitability and sustainability of the business, as well as the business’s qualitative aspects such as techni-
cal capabilities, selling power, and the future potential of the business.
Efforts are made to carefully manage claims after financing has been conducted through assessment of the
future business outlook and repayment capacity.

(i) Asset self assessment

For these operations standards have been established in accordance with the Financial Inspection Manual prepared
by the Financial Services Agency to conduct self assessment. In this process, first stage assessments are conducted
by the branch offices, second stage assessments by the credit Analysis Office, and internal inspections by the audit-
ing department.

The results of this self assessment are used to properly estimate write-off and allowance, and are used inter-
nally for the constant assessment of the credit conditions of the operations. They are also actively used for the dis-
closure of the quality of assets to enhance the transparency of financial position for the operations.

(i) Quantification of credit risk

A credit scoring model for borrowers based on analysis of transaction data collected over a number of years has
been developed for these operations. Starting in Fiscal Year 2007, credit scores have been assigned to borrowers,
and these scores have been used for screening procedures and to monitor credit portfolios since Fiscal Year 2008.
The reliability of this scoring model is ensured through continual recalibration based on annual inspections of the
model’s accuracy.

In addition, to assess the overall risk of the portfolio, efforts are made to quantify credit risk through methods
that take into consideration the extremely diversified nature of the portfolios for these operations.

(b) Market risk management
These operations are subject to the interest rate risk caused by the cash flow gap between assets and liabilities, and
the operations could incur losses caused by this risk. Efforts are made to assess interest rate risk in these operations
through methods such as maturity ladder analysis and duration analysis, and appropriate risk management is carried
out to reduce interest rate risk by diversifying the year of issue for bonds.

These operations do not use quantitative analysis of interest rate risk for risk management purposes.

The primary financial instruments that are subject to interest rate risk in these operations include loans, borrowings
and corporate bonds.

When all other risk variables are fixed, it is considered that a 50 basis point (0.5%) decline in the current interest
rate as of March 31, 2011 will cause the fair value after netting of the financial assets and financial liabilities held in this
account to increase by ¥55,453 million. Conversely, it is considered that a 50 basis point (0.5%) rise in the interest rate
will cause the fair value to decrease by ¥27,249 million. This impact presumes that risk variables excluding interest rate
are fixed, and does not consider the correlation between interest rate and other risk variables. In addition, there is a
possibility that these calculated amount may underestimate the impact when the interest rate fluctuation goes beyond
a rationally expected range.

(c) Liquidity risk management related to fund procurement
To conduct proper risk management in these operations, long-term and stable funds such as fiscal loan funds, govern-
ment-backed bonds, and FILP agency bonds are secured to finance this account and deposits are not accepted. Cash
flows are assessed and overdraft facility accounts are established with multiple private sector financial institutions to
maintain daily cash flows.

b. Agriculture, Forestry, Fisheries and Food Business Operations
The risk management structure for these operations is described below.

(a) Credit risk management
For these operations, credit risk is properly managed through (i) individual credit management, (ii) credit rating, (iii) as-
set self assessment, and (iv) quantification of credit risk.

(i) Individual credit management
The screening process for these operations includes screening of the probability of repayment based on eligibility for
financing, validity of the financing conditions, and the future potential of the business. Particularly, screening for the
certainty of repayment is conducted with a screening standard that gives sufficient consideration to the specific in-
dustry (agriculture, forestry, and fisheries) risks. This consists of close examination of the creditworthiness of the
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borrower, investment-risk, investment-effect, and comprehensive verification and confirmation of repayment ability
that takes into account feasibility of the payment and repayment plan, and suitability of financing conditions.

Efforts are also made to continuously assess the customer’s economic condition, and maintain and improve the
soundness of loan assets through active and detailed support activities.

(i) Credit rating

These operations strive to maintain and improve the quality of loan assets by using ratings for early discovery of
customers with business conditions that could be cause for concern in order to enact business support. Ratings are
assigned based on a model built using internal data. The reliability of this scoring model is ensured through con-
tinual recalibration based on annual inspection of the models’ evaluation accuracy.

The credit ratings are also used for individual credit management, asset self assessment, and quantification of
credit risk as the basis for credit risk management. For this reason reassessment of the credit ratings system is
conducted as required.

(i) Asset self assessment

For these operations standards have been established in accordance with the Financial Inspection Manual pre-
pared by the Financial Services Agency to conduct self assessment.

In this process, first stage assessments are conducted by the branch offices, second stage assessments by the
credit department, and internal inspections by the auditing departments.

The results of this self assessment are used to appropriately estimate write-offs and allowances, and are used
internally for the constant assessment of the credit conditions of the operations. They are also actively used for the
disclosure of the quality of assets to enhance the transparency of the financial position of the operations.

(iv) Quantification of credit risk
To assess the overall risk of the portfolio, credit risks are quantified for internal management in these operations.

(b

=

Market risk management

The main type of market risk associated with this account is interest rate risk. It is JFC policy to minimize interest rate
risk by matching the duration of assets and liabilities. However, due to characteristics such as long redemption periods
and fixed interest rates that are required by agriculture, forestry, fisheries policy, duration gaps arise. Efforts are made
to assess interest rate risk in these operations through methods such as maturity ladder analysis and duration analysis,
and to conduct proper risk management by attempting to reduce interest rate risk through the provision of long-term
financing.

These operations do not use quantitative analysis of interest rate risk for risk management purposes.

The primary financial instruments that are subject to interest rate risk in these operations include loans, borrowings,
corporate bonds and entrusted funds.

When all other risk variables are fixed, it is considered that a 50 basis point (0.5%) decline in the current interest
rate as of March 31, 2011 will cause the fair value after netting of the financial assets and financial liabilities held in
this account to increase by ¥7,829 million. Conversely, it is considered that a 50 basis point (0.5%) rise in the interest
rate will cause the fair value to decrease by ¥7,902 million. This impact presumes that risk variables excluding interest
rate are fixed, and does not consider the correlation between interest rate and other risk variables. In addition, there
is a possibility that a these calculated amount may underestimate the impact when the interest rate fluctuation goes
beyond a rationally expected range.

(c) Liquidity risk management related with fund procurement
Long-term and stable funds such as fiscal investment and loans and FILP agency bonds are secured to finance this ac-
count and deposits are not accepted.
Cash flows are assessed and proper measures including establishing overdraft facility accounts with multiple private
sector financial institutions have been taken to maintain daily cash flows for proper risk management.

c. SME Loan Programs and Securitization Support Programs (Guarantee-type Operation)
The risk management structure for these operations is described below.

(@) Credit risk management

(i) Individual credit management
For financing operations, the financing decision is conducted upon assessment of the situation of company applying
for funds from a fair and neutral position and verification of the certainty of repayment and validity of use of funds.
Since these financing operations specialize in long-term funding for businesses, in the screening process, verifi-
cation assessment is made of the likelihood of long-term repayment focusing on business profits as well as on
overall judgment being made on the certainty of repayment.
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An overall judgment of the company’s enterprise power is made, not limited to a quantitative analysis focusing
on the financial statements, but taking into consideration various management activities including the combination
of people, money, and other factors that makes up the company and the future prospects of the company that has
applied for funds.

We strive to continuously assess the situation after financing has been granted through review of financial re-
ports and regular company visits. Based on the classification of the borrower or otherwise as required, and after
consideration of the results of management improvement plans, follow ups will be conducted as required to define
transaction policy.

In addition, in order to support the growth and development of the borrower, we will strive to give as much feed-
back as possible on the screening results and provide consultation support to help resolve management issues. In par-
ticular, we will support companies struggling to respond to changes in the business environment by formulating business
improvement plans through methods such as preparing and submitting management improvement proposals.

(i) Credit rating
A credit scoring model based on analysis of transaction data collected over the years for borrowers has been de-
veloped for these operations and has been used in the screening process. In Fiscal Year 2002 this tool was devel-
oped for credit rating, and a credit rating system based on a new scoring model was introduced in Fiscal Year 2007
to improve default determination accuracy. In this manner, credit risk is being adequately evaluated.

(i) Asset self assessment
For these operations standards have been established in accordance with the Financial Inspection Manual pre-
pared by the Financial Services Agency to conduct self assessment. Classification of borrowers is being conducted
based on the new credit rating system introduced in Fiscal Year 2007.
First stage assessments of borrower classification and asset type are conducted by the front offices and second
stage assessments by a separate credit department. An auditing department independent from the other sections
then conducts an internal inspection to verify the accuracy of assessments.

(iv) Quantification of credit risk
In addition to the individual credit management described above, from 2005 we started monitoring and quantifying
credit risks to assess the overall risk of the credit portfolio to further improve the efficiency of financing operations
and the quantification and management of credit risk.

(v) Credit risk management for securitization support operations

In the securitization support operations since July, 2004, we have used scoring models such as our proprietary
creditworthiness measurement tool which was developed based on the analysis of transaction data collected over
the years for SMEs, and a Credit Risk Database (CRD) to conduct screening. In addition, statistical methods such as
Monte Carlo simulations are used to accurately assess the overall credit risk for pools of claims to establish a
proper guarantee rate based on credit risk.

After guarantees have been conducted, accurate assessment of credit risk is conducted through confirmation
of the repayment status, submission of financial reports, and regular reassessment of the pool of claims.

(b) Market risk management

(i) Interest rate risk
The main type of market risk associated with these operations is interest rate risk. It is JFC policy to minimize inter-
est rate risk by matching the cash flows between assets and liabilities. However, not all cash flows can be matched,
so some gaps do arise between assets and liabilities. Efforts are made to assess interest rate risk in these opera-
tions through methods such as maturity ladder analysis and duration analysis, and conduct proper risk manage-
ment by attempting to reduce interest rate risk by diversifying the year of issue for bonds.

(i) Exchange rate risk
It is JFC policy to fully hedge at the time of issuance through the use of currency swaps, the exchange rate risk resulting
from foreign-currency denominated corporate bonds. The counterparty risk associated with swaps is managed through
regular assessment of the fair value and risk exposure of the swap transaction for counterparties, and the creditworthi-
ness of counterparties.

(i) Quantitative information relating to market risk
These operations do not use quantitative analysis of interest rate risk for risk management purposes.
The primary financial instruments that are subject to interest rate risk, which is one of the main risk variables in
these operations include loans, borrowings, and corporate bonds.
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When all other risk variables are fixed, it is considered that a 50 basis point (0.5%) decline in the current interest
rate as of March 31, 2011 will cause the fair value after netting of the financial assets and financial liabilities held in this
account to increase by ¥21,612 million. Conversely, it is considered that a 50 basis point (0.5%) rise in the interest rate
will cause the fair value to decrease by ¥19,865 million. This impact presumes that risk variables excluding interest rate
are fixed, and does not consider the correlation between interest rate and other risk variables. In addition, there is a
possibility that these calculated amount may underestimate the impact when the interest rate fluctuation goes beyond
a rationally expected range.

(¢) Liquidity risk management related to fund procurement
Long-term and stable funds such as fiscal loan funds, government-backed bonds, and FILP agency bonds are secured
to finance this account and deposits are not accepted.
Cash flows are assessed and proper measures including establishing overdraft facility accounts with multiple private
sector financial institutions have been taken to maintain daily cash flows for proper risk management.

d. Securitization Support Programs (Purchase-type Operation)
The risk management structure for these operations is described below.

(a) Credit risk management
In the securitization support operations, we use scoring models such as our proprietary creditworthiness measurement
tool developed based on analysis of transaction data collected over a number of years for SMEs, and a CRD (Credit
Risk Database) to conduct screening. In addition, statistical methods such as Monte Carlo simulations are used to ac-
curately assess the overall credit risk for pools of claims to establish a proper return based on credit risk.

(b

=

Market risk management
The main type of market risk associated with these operations is interest rate risk.

It is JFC policy to minimize interest rate risk by matching the cash flows between assets and liabilities, and we
consider that interest rate risk is limited.

These operations do not use quantitative analysis of interest rate risk for risk management purposes.

The primary financial instrument that is subject to interest rate risk in these operations is securities.

When all other risk variables are fixed, it is considered that a 50 basis point (0.5%) decline in the current interest
rate as of March 31, 2011 will cause the fair value after netting of the financial assets and financial liabilities held in this
account to increase by ¥689 million. Conversely, it is considered that a 50 basis point (0.5%) rise in the interest rate
will cause the fair value to decrease by ¥674 million. This impact presumes that risk variables excluding interest rate
are fixed, and does not consider the correlation between interest rate and other risk variables. In addition, there is a
possibility that these calculated amount may underestimate the impact when the interest rate fluctuation goes beyond
a rationally expected range.

(c) Liquidity risk management related with fund procurement
It is considered that liquidity risk is limited because a system has been adopted to minimize liquidity risk and sufficient
funding support can be expected from the government.

e. Credit Insurance Programs
The risk management structure for these operations is described below.

(@) Market risk management
The main type of market risk associated with these operations is interest rate risk.
These operations strive to undertake appropriate risk management practices by managing funds procured from
government investments through using highly stable instruments such as Japanese government bonds.
The main financial instruments exposed to interest rate risk in these operations are deposits and securities. These
financial instruments do not have material sensitivity to interest rate fluctuations because they are funds raised from
government investments primarily managed using short-term maturities.

(b) Liquidity risk management related to fund procurement
Financing is provided from government funds. Efforts are made for proper risk management through the assessment of
cash flows.

f. JBIC Operations
The risk management structure for these operations is described below.
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(@) Credit risk management
The basis of credit risk management is centered on individual credit management based on the creditworthiness of the
borrower during the credit approval process.

When a new credit application is processed, the relevant finance departments (sales promotion department) and
credit departments collect and analyze information on the borrower. The overseas representative offices also play a
part in collecting information on foreign governments and corporations. Credit appraisal takes place based on the in-
formation that has been gathered and analyzed, with the different departments ensuring appropriate check throughout
the process, leading to the final decision by the management.

For lending to foreign governments and corporations, JFC makes most use of its position as a public institution and
exchanges views and information with governments and other authorities in recipient countries, international institu-
tions such as the IMF and the World Bank, other regional development banks and official export credit agencies as well
as private financial institutions in the industrial countries. Using all these channels, JFC evaluates sovereign or country
risk (in addition to corporate risk and project risk associated with the country in which the corporation is located)
based on a broad range of information on government and government agency borrowers as well as political and eco-
nomic conditions in their countries.

The relevant finance departments and credit departments conduct proper credit risk management based on the credit
risk rating system for segmented risk categories and the asset self assessment system based on the Financial Inspection
Manual. In addition, an Integrated Risk Management Committee is held regularly to report the status of credit management
to the management. The credit management situation is also checked by an independent auditing department.

In addition, a claims protection mechanism exists based on an international framework unique to official creditors
that is not contained in private sector financial institutions, for official claims on foreign governments. This mechanism
consists of international financial assistance upon international approval by the Paris Club, an international group focus-
ing on debt, to allow the debtor country to continue debt repayment when the debtor country becomes temporarily
unable to service its debt due to economic conditions. As part of this international financial assistance, the debtor
country conducts an economic reform program upon agreement with the IMF in order to secure the ability to sustain-
ably service its debt. In view of JFC’s position as a public financial institution, it will use the framework of the Paris Club
to preserve its official claims on foreign governments.

Besides the individual credit management outlined above, credit risks are quantified to assess the overall risk of
the portfolio in these operations. To quantify credit risks, it is important to take into account the characteristic of the
loan portfolio, that there are a significant proportion of long-term loans and loans involving sovereign risk or country
risk. Also to be taken into account is the mechanism of securing assets, such as the framework of international financial
assistance to debtor countries through the Paris Club, which is unique to official creditors. This account uses a unique
model to quantify the credit risk taking account of the above explained elements and measures amount of credit risk,
which are utilized for credit risk management.

(b

=

Market risk management

ALM is used to manage exchange rate risk and interest rate risk for these operations. Market risk management proto-

cols contain detailed stipulations of risk management methods and procedures, which are used by the ALM Committee

to assess and confirm the execution of ALM, and for discussions concerning future responses. In addition, monitoring is

conducted through gap analysis and interest rate sensitivity analysis as well as Value at Risk (“VaR”) to comprehensively

assess the interest and terms of financial assets and liabilities. The results are regularly reported to the ALM Committee.
The basic policy for managing exchange rate risk and interest rate risk in these operations is described below.

(i) Exchange rate risk
Foreign currency-denominated loans conducted in these operations involve risks related to exchange rate fluctua-
tions.
We have a consistent policy of managing this risk by fully hedging this risk exposure through the use of currency
swaps and forward foreign exchange transactions.

(i) Interest rate risk
Interest rate risk arises from exposure to market interest rate fluctuations for yen-denominated loan and foreign
currency-denominated loan operations and the policy for managing interest rate risk is described below.

(™ Yen-denominated loan operations
For the most part, funding for yen-denominated loans is managed at fixed-rate interest. Currently, interest rate
risk for yen-denominated loans is limited since maturity of loans and the related funding arrangements are gener-
ally matched. In addition, swaps are used to hedge interest rate risk for portions of loans that are thought to have
high exposures to interest rate fluctuation risk.
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(@ Foreign currency-denominated loan operations
For foreign currency-denominated loan operations, interest rate risk is hedged through the application of a consis-
tent policy of using interest rate swaps and managing funds with floating interest rates for both loans and related funding
arrangements.

(i) Status of market risk
These operations only maintain a banking account and do not have financial instruments in a trading account.
While these operations are managed by hedging operation in principle, as stated previously, market risk, such as
Value at Risk (VaR) is measured in order to as certain fair value assessment and risks inherent. The following repre-
sents the status of market risk in these operations in the current fiscal year as calculated using Value at Risk (VaR).

(@) VaR status (Fiscal year ended March 31, 2011)
(1) Interest rate VaR: 69.7 billions of yen
(2) Exchange rate VaR: 45.9 billions of yen

(b) VaR measurement model
(1) Interest rate VaR: Historical model
(2) Exchange rate VaR: Variance-covariance model
Quantitative standards: @ Confidence Interval: 99%; @ Holding period: 1 year; ® Observation period: 5 years

(c) Risk management using VaR
VaR is a market risk measure that assesses the maximum possible profits or losses that could be incurred due to
market movements within a certain period of time (or holding period) and degree of possibility (or confidence
interval). These are derived statistically by employing the theory of possibility distribution based on historical
market movements of interest rates or exchange rates, etc. over a specific period in the past (or observation
period).

This measurement assumes actual market trends and the theory of probability distribution. Based on the possi-
bility that future market trends could deviate from these assumptions, a back-test is performed to cross-check
the model-measured interest rate VaR with actual profits or losses, in order to confirm the effectiveness of market
risk measurements using VaR. In addition, a stress test, which goes beyond the probability distribution of his-
torical market movements is conducted in order to capture risks from multifaceted perspectives.

The following bullet points represent general shortcomings of VaR models.

+ Model-measured VaR may differ depending on the confidence interval, holding period, or observation period.

+ The VaR value represents the maximum fluctuation of a mark-to-market profit or loss at the time of the mea-
surement. This does not guarantee that the fluctuation will be within the limit as predicted at some future point
in time, since conditions precedent, such as market trends, will vary during the time horizon.

+ The VaR indicates the maximum value based on specific conditions precedent. As such, it is imperative to
consider that model-measured VaR may underestimate the potential losses when using VaR as a risk manage-
ment indicator in practice.

(¢) Liquidity risk management related to fund procurement
Long-term and stable funds such as fiscal loan funds, government-backed bonds, and FILP agency bonds are used to
finance these operations and deposits are not accepted.
Cash flows are assessed and proper measures including establishing overdraft facility accounts with multiple private
sector financial institutions are taken to maintain daily cash flows for proper risk management.

(d) Derivatives transactions
A protocol of internal checks with separate divisions executing transactions, assessing the effectiveness of hedges, and
conducting office management has been established for derivatives transactions, and these transactions are conducted
according to derivatives-related regulations.

g. Financial Operations for Facilitating Realignment of United States Forces in Japan
The risk management structure for these operations is described below.

(@) Market risk management
The main type of market risk associated with these operations is interest rate risk.
These operations strive to undertake appropriate risk management practices by managing funds procured from
government grants through current deposits.
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In addition, this financial instruments doesn’t have material sensitivity to interest rate fluctuations since funds are
managed using current deposits.

(b) Liquidity risk management related to fund procurement
Funding for these operation is procured by government grants only. Efforts are made for proper risk management
through the assessment of the cash flows.

h. Operations to Facilitate Crisis Responses
The risk management structure for these operations is described below.

(@) Credit risk management
For these operations standards have been established in accordance with the Financial Inspection Manual prepared
by the Financial Services Agency to conduct asset self assessment. In the asset self assessment, an inspection is con-
ducted by the auditing department.

(b

=

Market risk management
The primary financial instruments that are subject to interest rate risk, which is one of the main risk variables in these
operations include loans and borrowings.

These operations provide loans to designated financial institutions and are funded through borrowings from fiscal
investment and loans. Since the terms and conditions of lendings and borrowings are equal, cash inflows resulting from
lendings and cash outflows resulting from borrowings are matched. Therefore, as a whole operations, interest rate risk
does not exist as a market risk.

(o) Liquidity risk management related to fund procurement
Long-term and stable funds, such as fiscal investment and loans, are secured to finance this account and deposits are
not accepted. In addition, the loan period and borrowing period are equal. Sufficient short-term liquidity is secured for
compensation payment funds towards designated financial institutions, and liquidity risk is considered to be limited. In
addition, continual efforts are being made to make financing plans more sophisticated and minimize liquidity risk.

i. Operations to Facilitate Specific Business Promotion
The risk management structure for these operations is described below.

(@) Credit risk management
For these operations standards have been established in accordance with the Financial Inspection Manual prepared
by the Financial Services Agency to conduct asset self assessment. In the asset self assessment, an inspection is con-
ducted by the auditing department.

(b

=

Market risk management
The primary financial instruments that are subject to interest rate risk, which is one of the main risk variables in these
operations include loans and borrowings.

These operations provide loans to designated financial institutions and are funded through borrowings from fiscal
investment and loans. Since the terms and conditions of lendings and borrowings are equal, cash inflows resulting from
lendings and cash outflows resulting from borrowings are matched. Therefore, as a whole operations, interest rate risk
does not exist as a market risk.

(¢) Liquidity risk management related to fund procurement
Long-term stable funds, such as fiscal investment and loans are secured to finance this account and deposits are not
accepted. Liquidity risk is believed to be limited because the loan period and borrowing period are equal.

(4) Supplementary explanation concerning fair value of financial instruments
The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-
ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments
The amount in the balance sheet at March 31, 2011, and the related fair value and difference is as follows. Note that unlisted
securities and other financial instruments whose fair value is extremely difficult to be determined are not included in the following
chart (refer to note 3).
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(Millions of yen)

B:l?r?cin;r?:et Fair value Difference
(1) Cash and due from banks 3,354,455 3,354,721 266
(2) Securities
Held to maturity debt securities 1,071,356 1,072,551 1.194
Available-for sale securities 3,800 3,800
(3) Loans and bills discounted 28,962,571
Allowance for loan losses " (465,749)
28,496,822 29,070,391 573,569
Total assets 32,926,434 33,501,465 575,030
(1) Borrowings 21,904,897 22,214,596 309,699
(2) Bonds payable 5,670,825 5,787,285 116,460
Total liabilities 27,575,722 28,001,882 426,159
Derivative transactions 2
Derivative transactions not qualifying for hedge accounting (4) (4) —
Derivative transactions qualifying for hedge accounting 965,093 965,093
Total derivative transactions 965,089 965,089 —

(*1) General allowance for loan losses, specific allowance for loans losses, and allowance for possible loan losses on specific overseas loan have been deducted from loans.
(*2) Derivatives recorded in “other assets and other liabilities” are collectively displayed.
The net values of assets and liabilities arising from derivative transactions are displayed. The figures in parenthesis indicate net liabilities.

(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets

(1)Cash and due from banks
For Due from banks that do not mature or have a maturity under 3 months, the carrying amount is used as fair value be-
cause fair value resembles the carrying amount. For due from banks that have a maturity over 3 months, fair value is based
on the present value calculated by discounting future cash flow by the risk free rate (the standard Japanese government
bond rate) based on the appropriate deposit term.

(2)Securities
Market value is used for securities. However, for corporate bonds in the Account for SME Loan Programs and Securitization
Support Programs (Guarantee-type Operation), the Account for Credit Insurance Programs and the Account for Operations
to Facilitate Crisis Responses, the carrying amount is used as fair value because fair value approximates the carrying
amount. The fair value of "Available-for sale securities” is based on the price that is indicated from other financial institution.

Notes for securities by purpose of holding are found in “15. Market Value of Securities”.

(3)Loans and bills discounted
Loans, including loans with variable interest rates and loans with fixed interest rates, are calculated as follows.

a. Account for Micro Business and Individual Operations
All loans have a fixed interest rate and fair value is calculated by discounting the principal and interest by the interest
rate assumed to be used if a new loan were conducted based on the type and period of loan. However, allowance for
loan losses which was additionally provided for the borrowers whose condition could not be determined through self-
assessment as of the base date has been deducted from the fair value mentioned above. (See “Significant accounting
policies (f) ()").

For obligations that have redemption problems or could default, allowance for loan losses is calculated based on
the expected collectable amount from the collateral or guarantee. Fair value approximates the amount on the balance
sheet on the closing date after a deduction has been made for allowance for loan losses, so this amount is used for fair
value.

b. Account for Agriculture, Forestry, Fisheries and Food Business Operations
All loans have a fixed interest rate and fair value is calculated by discounting the risk-reflected principal and interest that
incorporates risk by the risk free rate (the standard Japanese government bond rate) based on the type of borrower and
period of loan.

c. Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Operation)
All loans, with the exception of subordinated capital loans, have a fixed interest rate and fair value is calculated for all
loans other than bankrupt loans and substantially bankrupt loans by discounting the risk-adjusted principal and interest
by the risk free rate (the standard Japanese government bond rate) based on the type of borrower and period of loan.
However, allowance for loan losses which was additionally provided for the borrowers whose condition could not be

JFC 2011 > Data > Financial Statements and Notes > Japan Finance Corporation 113



determined through self-assessment as of the base date has been deducted from the fair value mentioned above. (See
“Significant accounting policies (f) (i)”).

For obligations on bankrupt borrowers or substantially bankrupt borrowers, allowance for loan losses is calculated
based on the expected collectable amount from the collateral or guarantee. Fair value resembles the amount on the
balance sheet on the closing date after a deduction has been made for allowance for loan losses, so this amount is used
for fair value.

d. Account for Securitization Support Programs (Purchase-type Operation)
Not applicable

e. Account for Credit Insurance Programs
Not applicable

f. Account for JBIC Operations
For loans with variable interest rates an amount calculated by the floating rate note method to reflect market interest
rates over the short term is used for fair value.

For loans with fixed interest, the total principal and interest is discounted by a risk free rate that incorporates the
default ratio and coverage ratio to calculate fair value. However for obligations on bankrupt borrowers, substantially
bankrupt borrowers, and potentially bankrupt borrowers allowance for loan losses is calculated based on the expected
collectable amount from the collateral or guarantee. Fair value approximates the amount on the balance sheet on the
closing date after a deduction has been made for allowance for loan losses, so this amount is used for fair value.

g. Financial Account Related to the Financial Operations for Facilitating Realignment of United States Forces in Japan
Not applicable

h. Account for Operations to Facilitate Crisis Responses
All loans have a fixed interest rate and fair value is calculated by discounting the principal and interest by the interest rate
estimated from the market yield of bonds issued by the borrower based on the type of borrower and period of loan.

i. Account for Operations to Facilitate Specific Business Promotion
All loans have a fixed interest rate and fair value is calculated by discounting the principal and interest by the interest rate
estimated from the market yield of bonds issued by the borrower based on the type of borrower and period of loan.

Liabilities

(1)Borrowings
Borrowings with variable interest rates indicate that short-term market interest rates and the credit conditions of JFC are not
significantly altered by borrowings. Therefore, the carrying amount is used as fair value because it is considered that the
carrying amount approximates the fair value. For borrowings with a fixed interest rate, in principle, fair value is calculated
by discounting the principal and interest of the borrowings by the risk free rate (the standard Japanese government bond
rate) based on the set period of loan.

(2)Bonds payable
Market value is used for fair value of bonds. However, bonds that are subject to hedging with forward contracts are treated
as yen-denominated bonds with fixed interest, and the fair value is calculated by discounting the principal and interest of
the borrowings by the risk free rate (the standard Japanese government bond rate).

Derivative transactions
Derivative transactions consist of interest rate-related transactions (interest rate swap) and currency-related transactions (cur-
rency swap and forward exchange contract). Calculation of fair value is based on the discounted cash flow.

(Note 2) For credit insurance underwriting, the credit decision is conducted by a specified financial institution, and JFC does not
participate in the credit decision for the individual subject to compensation at the time of loan, and therefore JFC does
not retain the financial data of the individuals subject to compensation. Accordingly, it is recognized that fair value is
extremely difficult to be determined.

The amount of compensation underwritten for compensation security contract is as follows.
Balance of compensation underwritten: ¥1,869,023 million
Compensation loss reserve: ¥59,757 million

(Note 3) Financial instruments that are recognized to be extremely difficult to be determined fair value are as follows.
They are not included in "Assets, (2) Securities,” “Assets, (3) Loans and Bills Discounted” or “Liabilities, (1) Borrowings”
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(Millions of yen)

Classification Carrying amount on balance sheet

1) Unlisted stocks ¢V 21,937
2) Corporate bonds (specified asset-backed securities) 2 754
3) Other securities (trust beneficiary securities) 2 2,659
4) Partnership investments 52,746
5) Loans on deeds (subordinated capital loans) 46,659
6) Borrowings from general account of the national budget 131,300
7) Borrowings from the FILP special account (investment account) of

the national budget ¢® 706
Total 256,763

(*1) Since unlisted stocks do not have quoted market prices available and fair value is extremely difficult to be determined, fair values are not stated.

1

(*2) Corporate bonds (specified asset-backed securities) and other securities (trust beneficiary securities) do not have a market value.
These are securities issues backed by loan claims on SMEs originating from multiple financial institutions. The following steps are followed when constructing the
subordination structure for the securities:
(1) First, groups of loan claims from the financial institutions are put into sub-pools, and the most subordinated section is removed:;

(2) The remainder of the sub-pool besides the most subordinated section is treated as an amalgamate and divided into levels of senior and subordinate.
For this reason, to evaluate the fair value of corporate bonds (specified asset-backed securities) and other securities (trust beneficiary securities) owned by JFC
that have been amalgamated the individual financial data for the borrowers that back the securities issue is required. Because JFC is not structured to continu-
ously acquire this data, fair value is extremely difficult to be determined and is not stated.
(*3) For partnership investments composed of unlisted stocks that do not have quoted market prices available and for which fair value is extremely difficult to be deter-

mined fair values are not stated.

(*4) For loans on deed (subordinated capital loans) under the Provision Scheme for Challenge Support and Capital Enhancement, fair values are not stated because it is
recognized that fair value is extremely difficult to be determined. This is because future cash flow can not be reasonably estimated due to its particular scheme that
applicable interest rates are determined by every year’s business performance of the debtor, instead of being determined at the time of loan execution.

(*5) For borrowings from general account of the national budget, fair values are not stated because it is recognized that fair value is extremely difficult to be determined
because no redemption period is stipulated and it is not possible to reasonably estimate future cash flows.

(*6) For borrowings from the FILP special account (investment account) of the national budget, fair values are not stated because it is recognized that fair value is
extremely difficult to be determined for the following reason: an interest rate is not set at the time of borrowing, as this type of borrowing consists of a scheme in
which a lump interest payment is made after the final installment payment redemption and it is not possible to reasonably estimate future cash flows.

(Note 4) Redemption schedule for receivables and redeemable securities with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years

Due from banks " 3,104,257 250,000 — — — —
Securities 2
Held-to-maturity debt securities 1,050,359 34 — 20,983 — —
Available-for sale securities — 1,192 2,607 — — —
Loans and bills discounted 2 4,688,213 8712268 7,228,091 3,206,243 2,412,584 2,333,840
Total 8,842,830 8,963,494 7,230,699 3,227,226 2,412,584 2,333,840

(*1) Demand deposits contained within due from banks are stated as "Maturities within one year”.

(*2) Within loans and securities, claims against bankrupt borrowers, substantially bankrupt borrowers, and potentially bankrupt borrowers contains an amount of
¥327,573 million that is not expected to be redeemed and not included in the table above. In addition, in the Account for Micro Business and Individual Operations,
there are claims of ¥100,416 million that have redemption problems or could default, and are not expected to be redeemed. This amount is not included in the

table, either.

(Note 5) Redemption schedule for bonds and borrowings with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Borrowings © 3,633,023 7,242,880 6,580,623 2,316,247 1,336,543 796,284
Bonds payable 1,121,097 2321772 1,470,187 466,000 190,000 105,000
Total 4,754,121 9,564,653 8,050,811 2,782,247 1,526,543 901,284

(*) In borrowings, ¥131,300 million of general accounting investments with no redemption period stipulated are not included.

14. Market value of securities
In addition to “Government bonds,

in “Due from banks” are also included.

The market value of securities at March 31, 2011 is as follows:

(a) Trading securities
Not applicable.

" “Corporate bonds,” “Stocks” and “Other securities” on the balance sheet, transferable deposits
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(b) Held-to-maturity debt securities with market value

Carrying amount on the

Type balance sheet Fair value (Millions of yen) | Difference (Millions of yen)
(Millions of yen)
Japanese government bonds 21,112 22,307 1.194
Securities whose fair value Corporate bonds — — _
exceeds their carrying amount Others — — -
Subtotal 21,112 22,307 1,194
Japanese government bonds 1,049,949 1,049,949 —
Securities whose fair value does | Corporate bonds 294 294 —
not exceed their carrying amount |Others — — _
Subtotal 1,050,244 1,050,244 —
Total 1,071,356 1,072,551 1,194

(c) Equity securities of or investment in subsidiaries and affiliates
(Note) These are equity securities of, or investment in, subsidiaries and affiliates whose fair value is extremely difficult to be determined.

Carrying amount on balance sheet (Millions of yen)

Equity securities of or investment in affiliates

54,223

They have no quoted market price and their fair value is extremely difficult to be determined.

(d) Available-for-sale securities

Type

Carrying amount on the
balance sheet
(Millions of yen)

Acquisition cost
(Millions of yen)

Difference (Millions of yen)

Securities whose carrying amount
does not exceed acquisition cost

Others

583,400

583,400

(Note) Available-for-sale securities whose fair value is extremely difficult to be determined

Carrying amount on the balance sheet (Millions of yen)

Debt securities

Corporate bonds 754
Others

Unlisted foreign stocks 15,095

Unlisted Japanese securities 2,884

Unlisted foreign securities 5139
Total 23,874

These are not included in the above table of "Available-for-sale securities” because there are no quoted market prices available and
it is extremely difficult to determine the fair value of these securities.

15. Deferred tax accounting

JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).

16. Retirement benefits

JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (272,660)
Fair value of plan assets (B) 67,197
Unfunded pension obligations (C)=(A)+(B) (205,462)
Unrecognized prior service costs (D) (3.665)
Actuarial unrecognized difference (E) 2,693
Net amount recognized on the balance sheet (F)=(C)+(D)+(E) (206,434)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (206,434)

Data
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(b) Component of pension cost

March 31, 2011 (Millions of yen)
Service cost 7,337
Interest cost 5,452
Expected return on plan assets (1,384)
Amortization of prior service cost accounted for as expense (164)
Actuarial differences accounted for as expense 177
Other costs —
Net pensions cost 11,418

(Note) Employee contributions to pension funds have been deducted from the service cost.

(c) Principal assumptions

March 31, 2011

Discount rate 2.0%
Expected rate of return on plan assets 2.0%
Method of attributing the projected benefits to periods of services Straight-line basis
Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years

17. Profit and loss on equity method

Investment in affiliates ¥54,223 million
Investment in affiliates (equity method) ¥54,135 million
Profit or Loss of Investment in affiliates (equity method) ¥76 million

18. Related party transactions
Related party Transactions in the fiscal year ended March 31, 2011 are as follows:

(a) Transactions with parent company and major shareholder companies
(Millions of yen)

Corporate Ratio to Total Relation with ; Amounts of Balance as of
name Voting Rights (%) related parties VEEREHERE transactions fiEziaE March 31, 2011
Underwriting
of capital 702,050 — —
increaseote
Receipts from
general account - -
of the national 4.326
budget
Receipt of
Ministry of Administrati funds(?\lotem) 4.972.810
Principal Finance 100 (irect) ‘ m'”l‘.s rab'on s o Borrowings 21,824,109
shareholder (Minister of rec o POy Dased FERSYIEnt © 3990970
Finance)®eted 3 g
Payment of Accrued
interest on bor- 222,483 37.446
) expenses

rowings
Deposit of
fun?jsme v 2,375,300 Due from banks 1,771,500
Guarantee
for corporate 3.571,069 — —
bondsNote v)

(Note)
(i) Transactions with the ministries and agencies other than Ministry of Finance are as follows:

- Ministry of Economy, Trade and Industry

Receipts from the national budget ¥13 million
- Small and Medium Enterprise Agency

Receipts from the national budget ¥18,333 million
- Agency for Natural Resources and Energy

Receipts from the national budget ¥11 million
- Ministry of Health, Labor and Welfare Ministry

Receipts from the national budget ¥1,229 million
- Ministry of Agriculture, Forestry and Fisheries

Receipts from the national budget ¥19,229 million

Repayment of borrowed money ¥12,001 million
) The underwriting of capital increase represents the increase in capital through shareholder allocation by JFC at an allocation amount of ¥1 per share.
) The receipts of funds represents borrowing under the FILP, and for this borrowing, the interest rates are applied under the FILP agreement.
iv) Deposit of funds is the deposit for the FILP and the interest rates applicable under the FILP are applied.
) No guarantee fee has been paid for the guarantee of bonds.
) Figures in the table above do not include consumption taxes.
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(b) Transactions with fellow subsidiaries and affiliates’ subsidiaries
Transactions stated here in the previous fiscal year’s annual report as transactions with fellow subsidiaries and affiliates’ subsidiar-
ies (excluding transactions with the Independent Administrative Agency Agriculture, Forestry and Fisheries Credit Fund) have
been omitted commencing this fiscal year end because the terms and conditions of these transactions are irrefutably in accor-
dance with those of general transactions.

(c) Transactions with directors and major shareholders (not companies)
Transactions stated here in the previous fiscal year’s annual report as transactions with directors and major shareholders (not
companies) have been omitted commencing this fiscal year end because the terms and conditions of these transactions are ir-
refutably in accordance with those of general transactions.

19. Subsequent events

(a) Passage of the Japan Bank for International Cooperation Act
The Japan Bank for International Cooperation Act (hereafter, the “New JBIC Act”) was passed on April 28, 2011 at the 177t ordi-
nary session of the Diet. Based on this Act, on April 1, 2012, |BIC will be separated from JFC to form Japan Bank for International
Cooperation Co., Ltd. (hereafter “New JBIC"), and effective on the same date, JFC's |BIC Operations and Finance Operations for
Facilitating Realignment of United States Forces in Japan will be transferred to the New JBIC.

JFC will underwrite the stock of the New JBIC, and will transfer this stock without compensation to the government of Japan at
the time the New JBIC is established on April 1, 2012. Effective the same day, assets and liabilities relating to JFC’s JBIC operations
and Financial Operations for Facilitating Realignment of United States Forces in Japan will be succeeded by the New JBIC. The
amount of assets and liabilities to be succeeded will be the assessed amount as determined by an evaluation committee based
on the New JBIC Act. After the establishment of the New ]BIC, profit and loss relating to JFC's JBIC Operations and Finance Op-
erations for Facilitating Realignment of United States Forces in Japan will no longer be recognized as profit and loss of JFC. The
status of JFC’s JBIC Operations and Financial Operations for Facilitating Realignment of United States Forces in Japan founded in
the financial statements and notes of each account.

(b) The Board of Directors of JFC resolved on May 24, 2011 to issue new shares by way of allotment to shareholders as
of July 4, 2011.

(i) Account for Micro Business and Individual Operations

(Unit: yen)
Type and number of shares 74,614,000,000 shares of common stock
Issue price 1 per share
Total issue amount 74,614,000,000
Amount incorporated into Capital stock 1 per share
Amount incorporated into Legal capital surplus —
Total amount of incorporated into Capital stock 74,614,000,000
Total amount of incorporated into Legal capital surplus —
Payment date July 4, 2011

To lower the interest rate of special loans provided to aid reconstruc-

Purpose of use tion from the Great East Japan Earthquake

(i) Account for Agriculture, Forestry, Fisheries and Food Business Operations

(Unit: yen)
Type and number of shares 8,973,000,000 shares of common stock
Issue price 1 per share
Total issue amount 8,973,000,000
Amount incorporated into Capital stock 1 per share
Amount incorporated into Legal capital surplus —
Total amount of incorporated into Capital stock 8,973,000,000
Total amount of incorporated into Legal capital surplus —
Payment date July 4, 2011

To provide effectively unsecured and unguaranteed loans in order to
enable smooth access to financing

Purpose of use

Data
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(iii) Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Operation)

(Unit: yen)
Type and number of shares 62,500,000,000 shares of common stock
Issue price 1 per share
Total issue amount 62,500,000,000
Amount incorporated into Capital stock 1 per share
Amount incorporated into Legal capital surplus —
Total amount of incorporated into Capital stock 62,500,000,000
Total amount of incorporated into Legal capital surplus —
Payment date July 4, 2011

Purpose of use

To lower the interest rate of special loans provided to aid reconstruc-
tion from the Great East Japan Earthquake

(iv) Account for Credit Insurance Programs

(Unit: yen)

Type and number of shares

77,100,000,000 shares of common stock

Issue price

1 per share

Total issue amount

77,100,000,000

Amount incorporated into Capital stock

Amount incorporated into Legal capital surplus 1 per share
Total amount of incorporated into Capital stock —

Total amount of incorporated into Legal capital surplus 77,100,000,000
Payment date July 4, 2011

Purpose of use

To augment insurance platforms and ensure stable system manage-
ment

(Unit: yen)

Type and number of shares

281,300,000,000 shares of common stock

Issue price

1 per share

Total issue amount

281,300,000,000

Amount incorporated into Capital stock

Amount incorporated into Legal capital surplus

1 per share

Total amount of incorporated into Capital stock

Total amount of incorporated into Legal capital surplus

281,300,000,000

Payment date

July 4, 2011

Purpose of use

For the establishment of an emergency provision for reconstruction

from the Great East Japan Earthquake

(v) Account for Operations to Facilitate Crisis Responses

(Unit: yen)
Type and number of shares 44,100,000,000 shares of common stock
Issue price 1 per share
Total issue amount 44,100,000,000
Amount incorporated into Capital stock 1 per share

Amount incorporated into Legal capital surplus

Total amount of incorporated into Capital stock

44,100,000,000

Total amount of incorporated into Legal capital surplus

Payment date

July 4, 2011

Purpose of use

Act as resource for credit insurance underwriting and interest rate

subsidy

JFC 2011 > Data > Financial Statements and Notes > Japan Finance Corporation

119



Micro Business and Individual Unit

Account for Micro Business and Individual Operations

Balance Sheet (as of March 31, 2011)

(Millions of yen)

Assets Liabilities
Cash and due from banks 55,773 Borrowed money 5,843,032
Cash 192 Borrowings 5,843,032
Due from banks 55,580 Bonds payable 989,602
Loans and bills discounted 7,162,022 Other liabilities 19,404
Loans on deeds 7,162,022 Accrued expenses 11,760
Other assets 17.381 Lease obligations 2714
Prepaid expenses 3,101 Other 4,929
Accrued income 8.306 Provision for bonuses 2972
Agency accounts receivable 1,894 Provision for directors’ bonuses 6
Other 4,078 Provision for retirement benefits 121,696
Property, plant and equipment 105,133 Provision for directors’ retirement benefits 33
Buildings 17.936 Total liabilities 6,976,748
Land 47,610 Net assets
Lease assets 1,863 Capital stock 637,848
Construction in progress 36,791 Capital surplus 181,500
Other 931 Special reserve for administrative improvement funds 181,500
Intangible assets 4,544 Retained earnings (596,757)
Software 3.604 Other retained earnings (596.757)
Lease assets 696 Retained earnings brought forward (596,757)
Other 243 Total shareholders’ equity 222,590
Allowance for loan losses (145,514) Total net assets 222,590
Total assets 7,199,339 Total liabilities and net assets 7,199,339
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Statement of Operations (Year ended March 31, 2011)

(Millions of yen)

Ordinary income 161,987
Interest income 152,501
Interest on loans and discounts 152,492
Interest on receivables under resale agreements 5
Interest on deposits with banks 4
Other interest income 0
Fees and commissions 87
Other fees and commissions 87
Receipts from the national budget 8,686
Receipts from general account of the national budget 8.686
Receipts from special account of the national budget 0
Other income 712
Other 712
Ordinary expenses 210,859
Interest expenses 51,630
Interest on call money 49
Interest on borrowings and rediscounts 40,670
Interest on bonds 10,910
Other interest expenses 0
Fees and commissions payments 960
Other fees and commissions 960
Other ordinary expenses 349
Amortization of bond issuance cost 349
General and administrative expenses 69,790
Other expenses 88,127
Provision of allowance for loan losses 82,653
Written-off of loans 5474
Other 0
Ordinary loss 48,871
Extraordinary income 104
Gain on disposal of noncurrent assets 0
Recoveries of written-off claims 92
Other 1M
Extraordinary losses 6,081
Loss on disposal of noncurrent assets 5,740
Impairment loss 337
Other 2
Net loss 54,848
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Statement of Changes in Net Assets (Year ended March 31, 2011)

(Millions of yen)

Shareholders’ equity

Capital stock

Balance at the end of previous period 626,625
Changes of items during the period
Issuance of new shares 11,223
Total changes of items during the period 11,223
Balance at the end of current period 637,848
Capital surplus
Special reserve for administrative improvement funds
Balance at the end of previous period 181,500
Changes of items during the period
Total changes of items during the period —
Balance at the end of current period 181,500
Total capital surplus
Balance at the end of previous period 181,500
Changes of items during the period
Total changes of items during the period —
Balance at the end of current period 181,500
Retained earnings
Other retained earnings
Retained earnings brought forward
Balance at the end of previous period (541,908)
Changes of items during the period
Net income (loss) (54,848)
Total changes of items during the period (54,848)
Balance at the end of current period (596,757)
Total retained earnings
Balance at the end of previous period (541.,908)
Changes of items during the period
Net income (loss) (54.848)
Total changes of items during the period (54,848)
Balance at the end of current period (596,757)
Total shareholders’ equity
Balance at the end of previous period 266,216
Changes of items during the period
Issuance of new shares 11,223
Net income (loss) (54,848)
Total changes of items during the period (43,625)
Balance at the end of current period 222,590
Total net assets
Balance at the end of previous period 266,216
Changes of items during the period
Issuance of new shares 11,223
Net income (loss) (54.848)
Total changes of items during the period (43,625)
Balance at the end of current period 222,590
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Notes to Financial Statements
ACCOUNT FOR MICRO BUSINESS AND INDIVIDUAL OPERATIONS

Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Depreciation basis for fixed assets
(i) Property, plant and equipment (except for lease assets)
Tangible fixed assets are depreciated under the declining-balance method over their useful economic lives except for build-
ings (excluding installed facilities) which are depreciated under the straight-line method.
Amortization is based on the following range of estimated useful lives:
Buildings: 2 years to 50 years
Other: 2 years to 20 years
(i) Intangible assets (except for lease assets)
Amortization of intangible fixed assets is computed by the straight-line method. Software used by JFC is amortized over its
useful life (5 years).
(iii) Lease assets
Lease assets in “property, plant and equipment” or “intangible assets,” under finance leases that do not involve transfer of
ownership to the lessee are amortized under the straight-line method over the lease term. Depreciation for lease assets is
calculated with zero residual value being assigned to the asset.

(b) Method of amortization for deferred assets
Bond issuance costs are expensed as incurred.

(c) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses is maintained in accordance with internally established standards.

The allowance for claims on debtors who are legally bankrupt (“Bankrupt borrowers”) or substantially bankrupt (“Sub-
stantially bankrupt borrowers”) is provided based on the outstanding balance after the write-offs described in the followings
and the deductions of the amount expected to be collected through the disposal of collateral and execution of guarantees.

The allowance for claims on debtors who are not legally bankrupt but are likely to become bankrupt (“Potentially bank-
rupt borrowers”) is provided based on an assessment of the overall solvency of the debtors after deducting the amount ex-
pected to be collected through the disposal of collateral and the execution of guarantees.

The allowance for claims on debtors other than Bankrupt borrowers, Substantially bankrupt borrowers and Potentially
bankrupt borrowers is provided primarily based on the default rate, which is calculated based on the actual defaults during
a certain period in the past.

All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation departments which is independent from the opera-
tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.

With respect to claims with collateral or guarantees on debtors who are legally or substantially bankrupt (Bankrupt bor-
rowers and Substantially bankrupt borrowers), the residual booked amount of the claims after deduction of the amount
which is deemed collectible through the disposal of collateral or the execution of guarantees is written-off. The amount of
accumulated write-off is ¥299,942 million.

Write-offs of the Account for Micro Business and Individual Operations, is recognized by offsetting the current allowance
for loan losses for the amount of the claim deemed uncollectible against the year-end claim amount balance; the previous
allowance for loan losses and claim balances are reversed at the start of the fiscal year, upon approval received from the com-
petent minister based on Article 4 of the “Ministerial Ordinance Concerning Accounting for the Japan Finance Corporation.”

The Account for Micro Business and Individual Operations had debtors of which condition could not be reflected on
self-assessment as of the base date due to the temporary difficulties in the reassessment and physical inspection of guaran-
tees and collateral as well as ascertaining the accurate status of debtors resulting from the impact of the Great East Japan
Earthquake. In order to consider credit risk from the earthquake disaster, an allowance for loan losses is calculated by reason-
ably estimating future losses and making appropriate adjustment, such as to future outlooks, for the loan loss ratio appre-
ciable by borrower classifications given as of the base date.

(i) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable
to the services that have been rendered by employees to the date of the balance sheet.

(iii) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.
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(iv) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(v) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(d) Consumption and other taxes
Consumption taxes and local consumption taxes (“consumption taxes”) are excluded from transaction amounts. Amounts of non-
deductible consumption taxes related to property, plant and equipment are expensed as incurred.

Change in accounting policy

(Accounting standard for asset retirement obligations)

ASBJ Statement No. 18, Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, and ASBJ Guidance No.
21, Guidance on Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, have been adopted commenc-
ing with this fiscal year end.

Note that this adoption does not have any impacts on income or expense.

2. Loans
All loans entered into are loans on deeds. The amounts reported in the balance sheet include the followings:
(Millions of yen)

As of March 31, 2011
Account for Micro Business and Individual Operations
Bankrupt loans 35,305
Non-accrual loans 136,178
Loans with interest or principal repayments more than three months in arrears 85
Restructured loans 570,268
Total 741,837

(a) “Bankrupt loans” are loans, defined in Article 96, Paragraph 1. Item 3 and 4 of the corporate Tax Law Enforcement Ordinance (Government Ordinance No. 97), on which
accrued interest income is not recognized as there is substantial uncertainty over the ultimate collectability of either principal or interest because they have been in
arrears for a considerable period of time or for other reasons.

(b) “Non-accrual loans” are loans on which accrued interest income is not recognized, although this excludes Bankrupt loans and the loans on which interest payments are
deferred in order to support the borrowers’ recovery from financial difficulties.

(c) “Loans with interest or principal repayments more than three months in arrears” are loans whose principal or interest payment is more than three months in arrears, and
which do not fall under the category of “Bankrupt loans” and “Non-accrual loans”

(d) "Restructured loans” are loans whose repayment terms and conditions have been amended in favor of the borrowers (e.g. reduction of or exemption from the stated
interest rate, the deferral of interest payments, the extension of principal repayments or renunciation of claims) in order to support the borrowers’ recovery from financial
difficulties, and which do not fall under the category of “Bankrupt loans”, “Non-accrual loans”, and “Loans with interest or principal repayments more than three months
in arrears”.

(e) The amounts of loans indicated in the table above are the gross amounts prior to the deduction of allowance for possible loan losses.

JFC, as a policy, does not pay down loans in part or in full immediately after the execution of the loan agreements, but instead makes
disbursement, in accordance with the progress of the underlying projects. These undisbursed amounts are not included in the loans
on deed in the Balance Sheet. The balance of unpaid amounts as of March 31, 2011 is ¥8,868 million.

3. Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC (which includes Micro
Business and Individual Operating Account bonds issued to total amount of ¥989,602 million).

4. Accumulated depreciation of fixed assets
Accumulated depreciation of fixed assets amounted to ¥5,629 million.

5. Net assets per share
Net assets per share is ¥0.27.

6. Restriction in dividend distribution
JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-
ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41
hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order
to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.
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In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

7. Impairment losses
Impairment loss is recognized for the following assets:

Region Purpose of use Type I(I\m,\ﬁﬁgr'gegft ;zfs
Tokyo metropolitan area Idle assets: 4 items Land, buildings 90
Other Idle assets: 19 items Land, buildings 247

The Account for Micro Business and Individual Operations does not have any operating assets that are subject to impairments. For
idle assets, an impairment loss is recognized as the difference between the recoverable amount and the carrying values at the end
of the fiscal year.

Each asset in the grouping of idle assets that have suffered impairment is treated as an individual unit.

The recoverable value in principle is calculated using net realizable value. The net realizable value is determined by the ap-
praisal value based on the Real Estate Appraisal Standard. For certain immaterial real estate, the net realizable value is calculated
based on the index that incorporates market value.

8. Net loss per share
Net loss per share is ¥0.06.

9. Issued shares
For the fiscal year ended March 31, 2011 types and number of issued shares are as follows:

(Unit: shares)
The number of stocks ) )
e Increase during Decrease during The number of stocks
ypes at the t_)egmmng St the fiscal year the fiscal year at the end of the fiscal year
fiscal year
Common stocks 808,125,000,000 11,223,000,000 — 819,348,000,000

(Note) Increases is due to the issuance of 11,223,000,000 shares.

10. Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from the fiscal investment funds and loans, bonds and investments from the general
account, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs (Purchase-type Operation), Credit Insurance Programs, |BIC Operations, Financial Operations for Facilitating
Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by The JFC Act.

The Account for Micro Business and Individual Operations is for operations, such as business fund financing and educational
loans, etc., aimed at micro businesses and individuals. To conduct these operations funds are raised through the borrowing of
fiscal investment funds and loans and the issuing of bonds. ALM (asset and liability management) is conducted for financial assets
and liabilities in this account to ensure that interest rate fluctuations do not have an adverse effect on these operations.
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(2) Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts.
The financial assets in this account mainly include loans to micro business and individuals and financial liabilities in Japan;
and the financial liabilities mainly include borrowings and bonds. The associated risks are described below.

(a) Credit risk
The associated credit risk consists of risk of losses arising from uncollectable claims on business and educational loans
from deterioration in creditworthiness or fluctuation in the value of the real estate-collateral of the entity to which credit
is granted.

For this operation account, JFC strives to make a proper financing decision in the financial screening process, conduct
detailed claims management based on the condition of the borrower after financing is provided, use statistical manage-
ment methods, and increase the sophistication of management methods employed. In addition, risks are distributed as
the credit portfolio is comprised of small business and educational loans that are not concentrated in a specified region
or industry.

However, based on future economic trends and changes in the business climate of borrowers, the number of borrow-
ers with deteriorated creditworthiness could increase, bringing about requests for financial support including loan restruc-
turing, causing an increase in uncollectable debt and credits costs for this account.

(b) Market risk

The main type of market risk associated with this account is interest-rate risk. It is JFC policy to minimize interest rate risk
by matching the cash flows between assets and liabilities. However, not all cash flows can be matched, so some gaps arise
between assets and liabilities. This account could incur losses from the interest rate risk caused by this gap.

=

(o) Liquidity risk
Long-term and stable funds such as fiscal loan funds, government-backed bonds, and the FILP agency bonds are secured
to finance this account and deposits are not accepted. To maintain daily cash flows, proper measures including establish-
ing overdraft facility accounts with several private sector financial institutions have been taken, and JFC considers liquidity
risk to be limited. However, financing costs could increase due to unexpected events.

(3) Risk management structure for financial instruments
JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure of these operations is described below.

(@) Credit risk management
For these operations, JFC has a structure to manage the credit risk of loans through (i) individual credit management, (ii)
asset self assessment, and (iii) quantification of credit risk in accordance with regulations concerning financing operations
and claims management operations, and management regulations concerning credit risk. This credit risk management is
conducted by the credit department and risk management department as well as each branch office, and business op-
erations meetings are regularly held with the General Manager acting as chairman to conduct discussions and reporting.
The specific risk management method is described below.

(i) Individual credit management
The financial screening process associated with these operations to support appropriate financing decisions is based
on consideration of the borrower’s financial condition in terms of eligibility for financing, validity of the use of funds,
profitability and sustainability of the business, as well as the business’s qualitative aspects such as technical capabili-
ties, selling power, and the future potential of the business.
Efforts are made to carefully manage claims after financing has been conducted through assessment of the future
business outlook and repayment capacity.

(i) Asset self assessment
For these operations standards have been established in accordance with the Financial Inspection Manual prepared
by the Financial Services Agency to conduct self assessment. In this process, first stage assessments are conducted
by the branch offices, second stage assessments by the credit Analysis Office, and internal inspections by the auditing
department.
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The results of this self assessment are used to properly estimate write-off and allowance, and are used internally
for the constant assessment of the credit conditions of the operations. They are also actively used for the disclosure of
the quality of assets to enhance the transparency of financial position for the operations.

(i) Quantification of credit risk
A credit scoring model for borrowers based on analysis of transaction data collected over a number of years has been
developed for these operations. Starting in Fiscal Year 2007, credit scores have been assigned to borrowers, and these
scores have been used for screening procedures and to monitor credit portfolios since Fiscal Year 2008. The reliability
of this scoring model is ensured through continual recalibration based on annual inspections of the model’s accuracy.
In addition, to assess the overall risk of the portfolio, efforts are made to quantify credit risk through methods that
take into consideration the extremely diversified nature of the portfolios for these operations.

(b) Market risk management
These operations are subject to the interest rate risk caused by the cash flow gap between assets and liabilities, and the
operations could incur losses caused by this risk. Efforts are made to assess interest rate risk in these operations through
methods such as maturity ladder analysis and duration analysis, and appropriate risk management is carried out to reduce
interest rate risk by diversifying the year of issue for bonds.

These operations do not use quantitative analysis of interest rate risk for risk management purposes.

The primary financial instruments that are subject to interest rate risk in these operations include loans, borrowings
and corporate bonds.

When all other risk variables are fixed, it is considered that a 50 basis point (0.5%) decline in the current interest rate
as of March 31, 2011 will cause the fair value after netting of the financial assets and financial liabilities held in this account
to increase by ¥55,453 million. Conversely, it is considered that a 50 basis point (0.5%) rise in the interest rate will cause
the fair value to decrease by ¥27,249 million. This impact presumes that risk variables excluding interest rate are fixed, and
does not consider the correlation between interest rate and other risk variables. In addition, there is a possibility that
these calculated amount may underestimate the impact when the interest rate fluctuation goes beyond a rationally ex-
pected range.

(c) Liquidity risk management related to fund procurement
To conduct proper risk management in these operations, long-term and stable funds such as fiscal loan funds, govern-
ment-backed bonds, and FILP agency bonds are secured to finance this account and deposits are not accepted. Cash
flows are assessed and overdraft facility accounts are established with multiple private sector financial institutions to
maintain daily cash flows.

(4) Supplementary explanation concerning fair value of financial instruments
The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-
ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments
The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows. Note that borrowing
from general account of the national budget whose fair value is extremely difficult to be determined are not included in the fol-

lowing chart (refer to note 2).
(Millions of yen)

B:lranr?cuen;r?:et Fair value Difference

(1) Cash and due from banks 55,773 55,773 —
(2) Loans and bills discounted 7,162,022
Allowance for loan losses © (145,325)

7,016,696 7,119,868 103,171

Total assets 7,072,469 7,175,641 103,171

(1) Borrowings 5,711,700 5,752,398 40,698

(2) Bonds payable 989,602 1,003,111 13,508

Total liabilities 6,701,302 6,755,509 54,206

(*) General allowance for loan losses and specific allowance for loan losses have been deducted from loans.
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(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets

(1)Cash and due from banks
For due from banks that do not mature, the carrying amount is used as fair value because fair value resembles the carrying

amount approximates to the fair value.

(2)Loans and bills discounted
All loans have a fixed interest rate and fair value is calculated by discounting the principal and interest by the interest rate

assumed to be used if a new loan were conducted based on the type and period of loan. However, allowance for loan
losses which was additionally provided for the borrowers whose condition could not be determined through self-assessment
as of the base date has been deducted from the fair value mentioned above. (See “Significant accounting policies (c) (i)").
For obligations that have redemption problems or could default, allowance for loan losses is calculated based on the
expected collectable amount from the collateral or guarantee. Fair value approximates the amount on the balance sheet on
the closing date after a deduction has been made for the allowance for loan losses, so this amount is used for fair value.

Liabilities

(1)Borrowings
Borrowings are based on a fixed rate of interest. Fair value is calculated by discounting the principal and interest of the
borrowings by the risk free rate (the standard Japanese government bond rate) based on the set period of the loan.

(2)Bonds payable

Market value is used for fair value of bonds.

(Note 2) Financial instruments that are recognized to be extremely difficult to be determined fair value are as follows.

They are not included in “Liabilities, (1) Borrowings”

(Millions of yen)

Classification Carrying amount on balance sheet
1) Borrowings from general account of the national budget " 131,300
2) Borrowings from the FILP special account (investment account) of
X . 32
the national budget 2
Total 131,332

because no redemption period is stipulated and it is not possible to reasonably estimate future cash flows.

(*1) For borrowings from general account of the national budget, fair values are not stated because it is recognized that fair value is extremely difficult to be determined

(*2) For borrowings from the FILP special account (investment account) of the national budget. fair values are not stated because it is recognized that fair value is
extremely difficult to be determined for the following reason: an interest rate is not set at the time of borrowing, as this type of borrowing consists of a scheme in

which a lump interest payment is made after the final installment payment redemption and it is not possible to reasonably estimate future cash flows.

(Note 3) Redemption schedule for receivables and redeemable securities with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Due from banks " 55,580 — — — — —
Loans and bill discounted 2 1,606,690 2723773 1,632,871 674,010 303.619 120,641
Total 1,662,270 2,723,773 1,632,871 674,010 303,619 120,641

1
2

amount is not included in the table.

(Note 4) Redemption schedule for bonds and borrowings with future redemption dates

(*1) Demand deposits contained within due from banks are stated as “Maturities within one year”.
) Within loans, claims does not contain an amount of ¥100,416 million that have redemption problems or could default, and are not expected to be redeemed. This

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Borrowings © 1,690,398 2,655,232 1,259,016 83,443 23,640 —
Bonds payable 260,000 440,000 180,000 110,000 — —
Total 1,950,398 3,095,232 1,439,016 193,443 23,640 —

Data

11. Deferred tax accounting
JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).

(*) In borrowings, ¥131,300 million of general accounting investments with no redemption period stipulated are not included.
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12. Retirement benefits
JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (158,694)
Fair value of plan assets (B) 38,527
Unfunded pension obligations (C)=(A)+(B) (120,166)
Unrecognized prior service costs (D) (2,161)

Actuarial unrecognized difference (E) 631

Net amount recognized on the balance sheet (F)=(C)+(D)+(E) (121,696)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (121,696)

(b) Component of pension cost

March 31, 2011 (Millions of yen)

Service cost 4,211

Interest cost 3,189
Expected return on plan assets (791)
Amortization of prior service cost accounted for as expense (18)
Actuarial differences accounted for as expense (10)
Other costs —
Net pensions cost 6,580

(Note) Employee contributions to pension funds have been deducted from the service cost.

(¢) Principal assumption

March 31, 2011
(1)Discount rate 2.0%
(2)Expected rate of return on plan assets 2.0%
(3)Method of attributing the projected benefits to periods of services Straight-line basis
(4)Terms to amortize unrecognized prior service costs 10 years
(5)Terms to amortize actuarial unrecognized differences 10 years

13. Related party transactions

Related party transactions in the fiscal year ended March 31, 2011 are as follows:

(a) Transactions with parent company and major shareholder companies

(Millions of yen)

Corporate Ratio to Total Relation with TEEEES Amounts of o Balance as of
name Voting Rights (%) | related parties transactions March 31, 2011
Underwriting
of capital 11,223 — —
increaseMote
Receipts from
general account - -
of the national 3857
budget
Ministry of . ) Receipt of
Principal Finance . Administration Rotem) 1,965,005
o 100 (Direct) for policy based | funds )
shareholder (Minister of fi ) Borrowings 5711732
Finance) 0t nancing Repayment of | 4 473 597
borrowing
Payment of
interest on bor- 40660 | Accrued 8,904
) expenses

rowings
Guarantee
for corporate 589,607 — —
bondsNote )

(Note)

- Small and Medium Enterprise Agency
Receipts from the national budget ¥3,600 million
- Ministry of Health, Labor and Welfare Ministry
Receipts from the national budget ¥1,229 million
- Agency for Natural Resources and Energy
Receipts from the national budget ¥0 million

(iii
(iv

Transactions with the ministries and agencies other than Ministry of Finance are as follows:

The underwriting of capital increase represents the increase in capital through shareholder allocation by JFC at an allocation amount of ¥1 per share.
The receipts of funds represents borrowing under the FILP, and for this borrowing, the interest rates are applied under the FILP agreement.
No guarantee fee has been paid for the guarantee of bonds.

Figures in the table above do not include consumption taxes.
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(b) Transactions with directors and major shareholders (not companies)
Transactions stated here in the previous fiscal year’'s annual report as transactions with directors and major shareholders (not
companies) have been omitted commencing this fiscal year end because the terms and conditions of these transactions are ir-

refutably in accordance with those of general transactions.

14. Subsequent events

The Board of Directors of JFC resolved on May 24, 2011 to issue new shares by way of allotment to shareholders as of July 4, 2011.

(Unit: yen)
Type and number of shares 74,614,000,000 shares of common stock
Issue price 1 per share
Total issue amount 74,614,000,000
Amount incorporated into Capital stock 1 per share
Amount incorporated into Legal capital surplus —
Total amount of incorporated into Capital stock 74,614,000,000
Total amount of incorporated into Legal capital surplus —
Payment date July 4, 2011

Purpose of use

To lower the interest rate of special loans provided to aid reconstruc-
tion from the Great East Japan Earthquake
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Agriculture, Forestry, Fisheries and Food Business Unit

Account for Agriculture, Forestry, Fisheries and Food Business Operations

Balance Sheet (as of March 31, 2011)

(Millions of yen)

Assets Liabilities
Cash and due from banks 48,097 Borrowed money 2,062,455
Cash 1 Borrowings 2,062,455
Due from banks 48,096 Bonds payable 174,920
Securities 2,030 Entrusted funds 37.735
Stocks 2,030 Other liabilities 10,173
Loans and bills discounted 2,548,718 Accrued expenses 8.157
Loans on deeds 2,548,718 Unearned revenue 1
Other assets 18,868 Lease obligations 543
Prepaid expenses 2,426 Other 1,471
Accrued income 15,116 Provision for bonuses 559
Agency accounts receivable 597 Provision for directors’ bonuses 6
Other 726 Provision for retirement benefits 22,989
Property, plant and equipment 37,093 Provision for directors’ retirement benefits 29
Buildings 2,370 Acceptances and guarantees 724
Land 7.309 Total liabilities 2,309,594
Lease assets 506 Net assets
Construction in progress 26,802 Capital stock 325,400
Other 104 Retained earnings 2,655
Intangible assets 1,752 Legal retained earnings 2,797
Software 1,551 Other retained earnings (147)
Lease assets 10 Retained earnings brought forward (147)
Other 190 Total shareholders’ equity 328,055
Customers’ liabilities for acceptances and guarantees 724
Allowance for loan losses (19,635) Total net assets 328,055
Total assets 2,637,650 Total liabilities and net assets 2,637,650
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Statement of Operations (Year ended March 31, 2011)

(Millions of yen)

Ordinary income 73,321
Interest income 53,858
Interest on loans and discounts 53,827
Interest on receivables under resale agreements 1
Interest on deposits with banks 18
Other interest income 0
Fees and commissions 7
Other fees and commissions 7
Receipts from the national budget 19,190
Receipts from general account of the national budget 19,190
Other income 264
Other 264
Ordinary expenses 72,112
Interest expenses 46,490
Interest on call money 0
Interest on borrowings and rediscounts 40,721
Interest on bonds 3.157
Other interest expenses 2,611
Fees and commissions payments 5,679
Other fees and commissions 5,679
Other ordinary expenses 112
Amortization of bond issuance cost 12
General and administrative expenses 15,893
Other expenses 3.936
Provision of allowance for loan losses 3.851
Written-off of loans 84
Other 0
Ordinary profit 1,208
Extraordinary income 1,961
Gain on disposal of noncurrent assets 0
Recoveries of written-off claims 1,961
Extraordinary losses 3.311
Loss on disposal of noncurrent assets 3,268
Impairment loss 42
Net loss 141
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Statement of Changes in Net Assets (Year ended Marc

(Millions of yen)

Shareholders’ equity

Capital stock

Balance at the end of previous period

325,400

Changes of items during the period

Total changes of items during the period

Balance at the end of current period

325,400

Retained earnings

Legal retained earnings

Balance at the end of previous period

2,797

Changes of items during the period

Total changes of items during the period

Balance at the end of current period

2,797

Other retained earnings

Retained earnings brought forward

Balance at the end of previous period

Changes of items during the period

Net income (loss)

(141)

Total changes of items during the period

(141)

Balance at the end of current period

(147)

Total retained earnings

Balance at the end of previous period

2,797

Changes of items during the period

Net income (loss)

(141)

Total changes of items during the period

(141)

Balance at the end of current period

2,655

Total shareholders’ equity

Balance at the end of previous period

328,197

Changes of items during the period

Net income (loss)

(141)

Total changes of items during the period

(141)

Balance at the end of current period

328,055

Total net assets

Balance at the end of previous period

328,197

Changes of items during the period

Net income (loss)

(141)

Total changes of items during the period

(141)

Balance at the end of current period

328,055
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Notes to Financial Statements

ACCOUNT FOR AGRICULTURE, FORESTRY, FISHERIES AND FOOD BUSINESS OPERATIONS

Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Securities

S Investment in affiliates are carried at cost based on the moving average method. Available-for-securities, which have readily de-

terminable fair value are stated at fair value based on market prices as of the closing date with changes in the net unrealized
gains or losses, included directly in Net assets.

(b) Valuation method for derivative financial instruments
Certain credit default swap transactions, for which neither quoted market price nor reliably estimated value is available and the
fair value is undeterminable, are accounted for as guarantee of obligation.

(c) Depreciation basis for fixed assets
(i) Property, plant and equipment (except for lease assets)
Tangible fixed assets are depreciated under the declining-balance method over their useful economic lives except for build-
ings (excluding installed facilities) which are depreciated under the straight-line method.
Amortization is based on the following range of estimated useful lives:
Buildings: 2 years to 50 years
Other: 2 years to 20 years
(i) Intangible assets (except for lease assets)
Amortization of intangible fixed assets is computed by the straight-line method. Software used by JFC is amortized over its
useful life (5 years).
(iii) Lease assets
Lease assets in “property, plant and equipment” or “intangible assets,” under finance leases that do not involve transfer of
ownership to the lessee are amortized under the straight-line method over the lease term. Depreciation for lease assets is
calculated with zero residual value being assigned to the asset.

(d) Method of amortization for deferred assets
Bond issuance costs are expensed as incurred.

(e) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses is maintained in accordance with internally established standards.

The allowance for claims on debtors who are legally bankrupt (“Bankrupt borrowers”) or substantially bankrupt (“Sub-
stantially bankrupt borrowers”) is provided based on the outstanding balance after the write-offs described in the followings
and the deductions of the amount expected to be collected through the disposal of collateral and execution of guarantees.

The allowance for claims on debtors who are not legally bankrupt but are likely to become bankrupt (“Potentially bank-
rupt borrowers”) is provided based on an assessment of the overall solvency of the debtors after deducting the amount ex-
pected to be collected through the disposal of collateral and the execution of guarantees.

The allowance for claims on debtors other than Bankrupt borrowers, Substantially bankrupt borrowers and Potentially

B bankrupt borrowers is provided primarily based on the default rate, which is calculated based on the actual defaults during

a certain period in the past.

All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation departments, which is independent from the opera-
tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.

With respect to claims with collateral or guarantees on debtors who are legally or substantially bankrupt (Bankrupt bor-
rowers and Substantially bankrupt borrowers), the residual booked amount of the claims after deduction of the amount
which is deemed collectible through the disposal of collateral or the execution of guarantees is written-off. The amount of
accumulated write-off is ¥8,331 million.

Write-offs of the Account for Agriculture, Forestry, Fisheries and Food Business Operations, is recognized by offsetting
the current allowance for loan losses for the amount of the claim deemed uncollectable against the year-end claim amount
balance; the previous allowance for loan losses and claim balances are reversed at the start of the fiscal year, upon approval
received from the competent minister based on Article 4 of the “Ministerial Ordinance Concerning Accounting for the Japan
Finance Corporation.”

(if) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable
to the services that have been rendered by employees to the date of the balance sheet.
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(iii) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.

(iv) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(v) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(f) Consumption and other taxes
Consumption taxes and local consumption taxes (“‘consumption taxes”) are excluded from transaction amounts. Amounts of non-
deductible consumption taxes related to property, plant and equipment are expensed as incurred.

Change in accounting policy

(Accounting standard for equity method of accounting for investments)

ASBJ Statement No. 16, Accounting Standard for Equity Method of Accounting for Investments, issued on March 10, 2008, and
ASBJ Practical Issue Task Force (PITF) No. 24 Practical Solution on Unification of Accounting Policies Applied to Associates Ac-
counted for Using the Equity Method, issued on March 10, 2008, have been adopted commencing with this fiscal year end.

(Accounting standard for asset retirement obligations)

ASBJ Statement No. 18, Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, and ASBJ Guidance No.
21, Guidance on Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, have been adopted commenc-
ing with this fiscal year end.

Note that this adoption does not have any impacts on income or expense.

Equity securities of or investment in affiliates
Equity securities of or investment in affiliates is ¥2,030 million.

Loans

All loans entered into are loans on deeds. The amounts reported in the balance sheet include the followings:
(Millions of yen)

As of March 31, 2011
Account for Agriculture, Forestry, Fisheries and
Food Business Operations
Bankrupt loans 1,568
Non-accrual loans 82,436
Loans with interest or principal repayments more than three months in arrears 2,930
Restructured loans 13,553
Total 100,488

(a) "Bankrupt loans” are loans, defined in Article 96, Paragraph 1, Item 3 and 4 of the corporate Tax Law Enforcement Ordinance (Government Ordinance No. 97), on which
accrued interest income is not recognized as there is substantial uncertainty over the ultimate collectability of either principal or interest because they have been in
arrears for a considerable period of time or for other reasons.

(b) “Non-accrual loans” are loans on which accrued interest income is not recognized, although this excludes Bankrupt loans and the loans on which interest payments are
deferred in order to support the borrowers’ recovery from financial difficulties.

(c) "Loans with interest or principal repayments more than three months in arrears” are loans whose principal or interest payment is more than three months in arrears, and
which do not fall under category of “Bankrupt loans” and “Non-accrual loans”

(d) "Restructured loans” are loans whose repayment terms and conditions have been amended in favor of the borrowers (e.g. reduction of or exemption from the stated
interest rate, the deferral of interest payments, the extension of principal repayments or renunciation of claims) in order to support the borrowers’ recovery from financial
difficulties, and which do not fall under the category of “Bankrupt loans”, “Non-accrual loans”, and “Loans with interest or principal repayments more than three months
in arrears”.

(e) The amounts of loans indicated in the table above are the gross amounts prior to the deduction of allowance for possible loan losses.

JFC, as a policy, does not pay down loans in part or in full immediately after the execution of the loan agreements, but instead makes
disbursement, in accordance with the progress of the underlying projects. These undisbursed amounts are not included in the loans
on deed in the Balance Sheet. The balance of unpaid amounts as of March 31, 2011 is ¥75,081 million.

Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC (which includes Ag-
riculture, Forestry, Fisheries and Food Business Operating Account bonds issued to a total amount of ¥174,920 million).
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5. Accumulated depreciation of fixed assets
Accumulated depreciation of fixed assets amounted to ¥1,334 million.

6. Net assets per share
Net assets per share is ¥1.00.

7. Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

8. Impairment losses
Impairment loss is recognized for the following assets:

. Impairment loss

Region Purpose of use Type (M?llions of yen)
Tokyo metropolitan area Idle assets: 1 items Land 25
Other Idle assets: 2 items Land, buildings 17

The Account for Agriculture, Forestry, Fisheries and Food Business Operations does not have any operating assets that are subject
to impairments. For idle assets, an impairment loss is recognized as the difference between the recoverable amount and the carrying
value at the end of the fiscal year.

Each asset in the grouping of idle assets that have suffered impairment is treated as an individual unit.

The recoverable value in principle is calculated using net realizable value. The net realizable value is determined by the ap-
praisal value based on the Real Estate Appraisal Standard. For certain immaterial real estate, the net realizable value is calculated
based on the index that incorporates market value.

9. The account title and the amount related to transactions with affiliates
Ordinary income-Other income-Other: ¥0 million

10. Net income per share

Net income per share is ¥0.00.

11. Issued shares

For the fiscal year ended March 31, 2011 types and number of issued shares are as follows:
(Unit: shares)

The number of stocks

Types

at the beginning of the
fiscal year

Increase during
the fiscal year

Decrease during
the fiscal year

The number of stocks
at the end of the fiscal year

Common stocks

325,400,000,000

325,400,000,000

12. Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from the fiscal investment funds and loans, bonds, investments from the general ac-
count, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
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port Programs (Purchase-type Operation), Credit Insurance Programs, |BIC Operations, Financial Operations for Facilitating
Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by The JFC Act.

In the Account for Agriculture, Forestry, Fisheries and Food Business Operations, the main operations consist of supple-
menting the financing provided by general financial institutions and supplying long-term funds at a low interest rate aimed at
businesses engaged in agriculture, forestry, fisheries and food manufacturing, etc., in order to contribute to the sustainable and
robust development of the agriculture, forestry, fisheries business and ensure the stable supply of food. To conduct these
operations funds are raised through borrowing from the fiscal investment funds and loans and the issuing of bonds. Asset and
liability management is conducted for the risks inherent in the financial assets and liabilities in this account.

Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts.

The financial assets in this account mainly include loans to agriculture, forestry, fisheries and food businesses, and financial
liabilities mainly include borrowings, bonds, and entrusted funds. The associated risks are described below.

(a) Credit risk

The associated credit risk consists of risk of losses arising from uncollectable claims on credit to agriculture, forestry, fish-
eries and food businesses from deterioration in creditworthiness or fluctuation in the value of the real estate-collateral of
the entity to which credit is granted. For this reason, efforts are made to maintain and improve the soundness of assets
through proper financial screening and account management throughout the year.

However, among the majority of borrowers that make up this account, there are many small businesses in the agricul-
ture, forestry, fisheries sector. These businesses are especially susceptible to natural conditions such as weather, etc., so
depending on future conditions, uncollectable debt and credits costs for this account could increase.

g

Market risk

The main type of market risk associated with this account is interest-rate risk. It is JFC policy to minimize interest rate risk
by matching the duration of assets and liabilities. However, due to characteristics such as long redemption periods and
fixed interest rates that are required by agriculture, forestry, and fisheries policy, duration gaps do arise. This account could
incur losses from the interest rate risk caused by this gap.

N

(o) Liquidity risk

Long-term and stable funds such as fiscal loan funds, government-backed bonds, and the FILP agency bonds are secured
to finance this account and deposits are not accepted. Cash flows are assessed and proper measures are taken, including
establishing overdraft facility accounts with multiple private sector financial institutions, to maintain daily cash flows, and

JFC considers liquidity risk to be limited. However, financing costs could increase due to unexpected events.

Risk management structure for financial instruments

JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure for these operations is described below.

(@) Credit risk management
For these operations, credit risk is properly managed through (i) individual credit management, (i) credit rating, (iii) asset
self assessment, and (iv) quantification of credit risk.

(i) Individual credit management
The screening process for these operations includes screening of the probability of repayment based on eligibility
for financing, validity of the financing conditions, and the future potential of the business. Particularly, screening for
the certainty of repayment is conducted with a screening standard that gives sufficient consideration to the specific
industry (agriculture, forestry, and fisheries) risks. This consists of close examination of the creditworthiness of the bor-
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rower, investment-risk, investment-effect, and comprehensive verification and confirmation of repayment ability that
takes into account feasibility of the payment and repayment plan, and suitability of financing conditions.

Efforts are also made to continuously assess the customer’s economic condition, and maintain and improve the
soundness of loan assets through active and detailed support activities.

(i) Credit rating

These operations strive to maintain and improve the quality of loan assets by using ratings for early discovery of
customers with business conditions that could be cause for concern in order to enact business support. Ratings are
assigned based on a model built using internal data. The reliability of this scoring model is ensured through continual
recalibration based on annual inspection of the model’s evaluation accuracy.

The credit ratings are also used for individual credit management, asset self assessment, and quantification of
credit risk as the basis for credit risk management. For this reason reassessment of the credit ratings system is con-
ducted as required.

(iii) Asset self assessment

For these operations standards have been established in accordance with the Financial Inspection Manual prepared
by the Financial Services Agency to conduct self assessment.

In this process, first stage assessments are conducted by the branch offices, second stage assessments by the
credit department, and internal inspections by the auditing department.

The results of this self assessment are used to appropriately estimate write-off and allowance, and are used
internally for the constant assessment of the credit conditions of the operations. They are also actively used for the
disclosure of the quality of assets to enhance the transparency of financial position for the operations.

(iv) Quantification of credit risk
To assess the overall risk of the portfolio, credit risks are quantified for internal management in these operations.

(b

=

Market risk management

The main type of market risk associated with this account is interest rate risk. It is JFC policy to minimize interest rate risk
by matching the duration of assets and liabilities. However, due to characteristics such as long redemption periods and
fixed interest rates that are required by agriculture, forestry, fisheries policy, duration gaps arise. Efforts are made to assess
interest rate risk in these operations through methods such as maturity ladder analysis and duration analysis, and to con-
duct proper risk management by attempting to reduce interest rate risk through the provision of long-term financing.

These operations do not use quantitative analysis of interest rate risk for risk management purposes.

The primary financial instruments that are subject to interest rate risk in these operations include loans, borrowings,
corporate bonds and entrusted funds.

When all other risk variables are fixed, it is considered that a 50 basis point (0.5%) decline in the current interest rate
as of March 31, 2011 will cause the fair value after netting of the financial assets and financial liabilities held in this account
to increase by ¥7,829 million. Conversely, it is considered that a 50 basis point (0.5%) rise in the interest rate will cause
the fair value to decrease by ¥7,902 million. This impact presumes that risk variables excluding interest rate are fixed, and
does not consider the correlation between interest rate and other risk variables. In addition, there is a possibility that a
these calculated amount may underestimate the impact when the interest rate fluctuation goes beyond a rationally ex-
pected range.

(c) Liquidity risk management related with fund procurement
Long-term and stable funds such as fiscal investment and loans and FILP agency bonds are secured to finance this account
and deposits are not accepted.
Cash flows are assessed and proper measures including establishing overdraft facility accounts with multiple private
sector financial institutions have been taken to maintain daily cash flows for proper risk management.

(4) Supplementary explanation concerning fair value of financial instruments
The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-
ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments
The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows. Note that unlisted
securities whose fair value is extremely difficult to be determined are not included in the following chart (refer to note 2).
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(Millions of yen)

B:lr:rscinéls:et Fair value Difference

(1) Cash and due from banks 48,097 48,101 3
(2) Loans and bills discounted 2,548,718
Allowance for loan losses © (19,466)

2,529,251 2,676,105 146,854

Total assets 2,577,349 2,724,206 146,857

(1) Borrowings 2,062,455 2,132,825 70,370

(2) Bonds payable 174,920 180,789 5,868

(3) Entrusted funds 37,735 29,326 (8,408)

Total liabilities 2,275,111 2,342,941 67,829

(*) General allowance for loan losses and specific allowance for loan losses have been deducted from loans.
(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets

(1)Cash and due from banks
For due from banks that do not mature or have a maturity under 3 months, the carrying amount is used as fair value be-
cause fair value resembles the carrying amount. For due from banks that have a maturity over 3 months, fair value is based
on the present value calculated by discounting future cash flow by the risk free rate (the standard Japanese government
bond rate) based on the appropriate deposit term.

(2)Loans and bills discounted
All loans have a fixed interest rate and fair value is calculated by discounting the risk-reflected principal and interest that
incorporates risk by the risk free rate (the standard Japanese government bond rate) based on the type of borrower and
period of loan.

Liabilities

(1)Borrowings
Borrowings with variable interest rates indicate that short-term market interest rates and the credit conditions of JFC are not
significantly altered by borrowings. Therefore, the carrying amount is used as fair value because it is considered that the
carrying amount approximates the fair value. For borrowings with a fixed interest rate, in principle, fair value is calculated
by discounting the principal and interest of the borrowings by the risk free rate (the standard Japanese government bond
rate) based on the set period of loan.

(2)Bonds payable
Market value is used for fair value of bonds.

(3)Entrusted funds
Fair value is calculated by discounting the principal and interest of the entrusted fund by the risk free rate (the standard
Japanese government bond rate) based on the set period.

(Note 2) Financial instruments that are recognized to be extremely difficult to be determined fair value are as follows.
(Millions of yen)

Classification Carrying amount on balance sheet
Unlisted stocks (*) 2,030

(*) Since unlisted stocks do not have quoted market prices available and fair value is extremely difficult to be determined, fair values are not stated.

(Note 3) Redemption schedule for receivables and redeemable securities with future redemption dates
(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Due from banks " 48,096 — — — — —
Loans and bill discounted 2 239,491 446,045 359,778 282,276 332,959 794,035
Total 287,587 446,045 359,778 282,276 332,959 794,035

(*1) Demand deposits contained within due from banks are stated as “Maturities within one year”.
(*2) Within loans, claims against bankrupt borrowers, substantially bankrupt borrowers and potentially bankrupt borrowers contains an amount of ¥94,131 million that is
not expected to be redeemed and not includes in the table above.
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Data

(Note 4) Redemption schedule for bonds and borrowings with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Borrowings 186,939 383,113 351,215 294,139 330,202 516,844
Bonds payable — 51,000 13,000 26,000 — 85,000
Entrusted fund — — — 237 2,216 35,281
Total 186,939 434,113 364,215 320,377 332,418 637,126

13. Market value of securities
In addition to “Stocks,” on the balance sheet, transferable deposits in “Due from banks” are also included.

The market value of securities at March 31, 2011 is as follows:

1. Equity securities of or investment in subsidiaries and affiliates
(Note) These are equity securities of, or investment in subsidiaries and affiliates whose fair value is extremely difficult to be deter-

mined.

Carrying amount on the balance sheet
(Millions of yen)

Equity securities of or investment in affiliates

2,030

They have no quoted market price and their fair value is extremely difficult to be determined.

2. Available-for-sale securities

Type

Carrying amount on the

balance sheet
(Millions of yen)

Acquisition cost
(Millions of yen)

Difference (Millions of yen)

Securities whose carrying amount
o Others
does not exceed acquisition cost

1,100

1,100

. Deferred tax accounting
JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).

. Retirement benefits
JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011

(Millions of yen)

Projected benefit obligations (A) (30,570)
Fair value of plan assets (B) 7,688
Unfunded pension obligations (C)=(A)+(B) (22,881)
Unrecognized prior service costs (D) 211)
Actuarial unrecognized difference (E) 103
Net amount recognized on the balance sheet (F)=(C)+(D)+(E) (22,989)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (22,989)

(b) Component of pension cost

March 31, 2011

(Millions of yen)

Service cost 824
Interest cost 611
Expected return on plan assets (159)
Amortization of prior service cost accounted for as expense M
Actuarial differences accounted for as expense (4)
Other costs —
1,269

Net pensions cost

(Note) Employee contributions to pension funds have been deducted from the service cost.
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16.

17.

(c) Principal assumptions

March 31, 2011
Discount rate 2.0%
Expected rate of return on plan assets 2.0%
Method of attributing the projected benefits to periods of services Straight-line basis
Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years
Profit and loss on equity method
Investment in affiliates ¥2,030 million
Investment in affiliates (equity method) ¥1,843 million
Profit or Loss of Investment in affiliates (equity method) ¥22 million
Related party transactions
Related party transactions in the fiscal year ended March 31, 2011 are as follows:
(a) Transactions with parent company and major shareholder companies
(Millions of yen)
Corporate Ratio to Total Relation with TEREEES Amounts of e Balance as of
name Voting Rights (%) | related parties transactions March 31, 2011
RaceipL of 170,000
R Cof Borrowings 1,980,960
epayment o 276,084
borrowing
Ministry of . ) Payment of
Principal Finance 100 (Oirect paministration | interest on 43320 ﬁfcgﬁgs 6,078
shareholder (Minister of fi poticy borrowings P
Finance)®eted nancing Deposit of
P 6,500 Due from banks 6,500
fundsMote i
Guarantee
for corporate 25974 — —
bonds®Note v)

(i) Transactions with the ministries and agencies other than Ministry of Finance are as follows:
- Ministry of Agriculture, Forestry and Fisheries

Receipts from the national budget ¥19,190 million
Receipt of borrowed money ¥12,001 million

The receipts of funds represents borrowing under the FILP, and for this borrowing, the interest rates are applied under the FILP agreement.
Deposit of funds is the deposit for the FILP and the interest rates applicable under the FILP are applied.

No guarantee fee has been paid for the guarantee of bonds.
Figures in the table above do not include consumption taxes.

(b) Transactions with fellow subsidiaries and affiliates’ subsidiaries

(Millions of yen)

e RERR Ratio to Total Relation with TS Amounts of s Balance as of
P Voting Rights related parties transactions March 31, 2011
) Independent
companies admi?wistrative Receipts of 1690
that had the agency entrust fundsote ’
maj_orlty of Agriculture, — Acceptance of Entrusted fund 37,735
voltmg rights by Forestry and trusted fund " .
principal Fisheries Credit epayment o 1,243
shareholders Fund entrusted fund

(Note)

(i) Entrusted funds represent the amounts received on an interest-free basis from the Agriculture, Forestry and Fisheries Credit Foundations in accordance with the Act
on Temporary Measures concerning Fund for Improvement of Forestry Management Framework (Law No. 51 of 1979) and are provided as loans on an interest-free
basis to help revitalize the forestry infrastructure.

(i) Figures in the table above do not include consumption taxes.

18. Subsequent events
The Board of Directors of JFC resolved on May 24, 2011 to issue new shares by way of allotment to shareholders as of July 4, 2011.

(Unit: yen)
Type and number of shares 8,973,000,000 shares of common stock
Issue price 1 per share
Total issue amount 8,973,000,000
Amount incorporated into Capital stock 1 per share
Amount incorporated into Legal capital surplus —
Total amount of incorporated into Capital stock 8,973,000,000
Total amount of incorporated into Legal capital surplus —
Payment date July 4, 2011

Purpose of use

To provide effectively unsecured and unguaranteed loans in order to

enable smooth access to financing
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Small and Medium Enterprise Unit

Account for SVE Loan Programs and Securitization Support Programs (GUarantee-type Operation)

Balance Sheet (as of March 31, 2011)

(Millions of yen)

Assets Liabilities

Cash and due from banks 64,413 Borrowed money 3,871,964
Cash 2 Borrowings 3.871,964
Due from banks 64,411 Bonds payable 1,802,750

Securities 2,264 Other liabilities 17,076
Corporate bonds 294 Accrued expenses 11.101
Other securities 1,969 Unearned revenue 1

Loans and bills discounted 6,164,738 Lease obligations 2,978
Loans on deeds 6,164,738 Other 2,994

Other assets 10,133 Provision for bonuses 974
Prepaid expenses 2,934 Provision for directors’ bonuses 5
Accrued income 5,186 Provision for retirement benefits 40,466
Other 2,012 Provision for directors’ retirement benefits 20

Property, plant and equipment 52,730 Acceptances and guarantees 282
Buildings 4,361 Total liabilities 5,733,541
Land 13,454 Net assets
Lease assets 909 Capital stock 768,035
Construction in progress 33,843 Retained earnings (402,219)
Other 160 Other retained earnings (402,219)

Intangible assets 4,115 Retained earnings brought forward (402,219)
Software 2,092 Total shareholders’ equity 365,815
Lease assets 1,924
Other 98

Customers’ liabilities for acceptances and guarantees 282

Allowance for loan losses (199,322) Total net assets 365,815

Total assets 6,099,356 Total liabilities and net assets 6,099,356
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Statement of Operations (Year ended March 31, 2011)

(Millions of yen)

Ordinary income 124,973
Interest income 109,857
Interest on loans and discounts 109,799
Interest and dividends on securities 33
Interest on deposits with banks 25
Fees and commissions 69
Other fees and commissions 69
Other ordinary income 0
Income from derivatives other than for trading or hedging 0
Receipts from the national budget 14,338
Receipts from general account of the national budget 14,326
Receipts from special account of the national budget 11
Other income 707
Gain on sales of stocks and other securities 0
Other 707
Ordinary expenses 169,601
Interest expenses 50,848
Interest on call money 119
Interest on borrowings and rediscounts 27,792
Interest on bonds 22,935
Fees and commissions payments 165
Other fees and commissions 165
Other ordinary expenses 658
Loss on devaluation of bonds 68
Amortization of bond issuance cost 579
Other 9
General and administrative expenses 26,211
Other expenses 91.718
Provision of allowance for loan losses 85,129
Written-off of loans 6,145
Losses on devaluation of stocks and other securities 441
Other 1
Ordinary loss 44,628
Extraordinary income 191
Recoveries of written-off claims 191
Extraordinary losses 5,289
Loss on disposal of noncurrent assets 5,255
Impairment loss 33
Net loss 49,727
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Statement of Changes in Net Assets (Year ended March 31, 2011)

(Millions of yen)

Shareholders’ equity
Capital stock
Balance at the end of previous period 724,285
Changes of items during the period
Issuance of new shares 43,750
Total changes of items during the period 43,750
Balance at the end of current period 768,035
Retained earnings
Other retained earnings
Retained earnings brought forward
Balance at the end of previous period (352,492)
Changes of items during the period
Net income (loss) (49,727)
Total changes of items during the period (49.727)
Balance at the end of current period (402,219)
Total retained earnings
Balance at the end of previous period (352,492)
Changes of items during the period
Net income (loss) (49,727)
Total changes of items during the period (49,727)
Balance at the end of current period (402,219)
Total shareholders’ equity
Balance at the end of previous period 371,792
Changes of items during the period
Issuance of new shares 43,750
Net income (loss) (49.727)
Total changes of items during the period (5.977)
Balance at the end of current period 365.815
Total net assets
Balance at the end of previous period 371,792
Changes of items during the period
Issuance of new shares 43,750
Net income (loss) (49,727)
Total changes of items during the period (5.977)
Balance at the end of current period 365,815
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Notes to Financial Statements

ACCOUNT FOR SME LOAN PROGRAMS AND SECURITIZATION SUPPORT PROGRAMS (GUARANTEE-TYPE OPERATION)

Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Securities
Held-to-maturity securities are carried at amortized cost based on the moving average method. Available-for-sale securities
whose fair values are extremely difficult to be determined are carried at cost based on the moving average method.

(b) Valuation method for derivative financial instruments
Derivative financial instruments are carried at fair value.

(c) Depreciation basis for fixed assets
(i) Property, plant and equipment (except for lease assets)
Tangible fixed assets are depreciated under the declining-balance method over their useful economic lives except for build-
ings (excluding installed facilities) which are depreciated under the straight-line method.
Amortization is based on the following range of estimated useful lives:
Buildings: 2 years to 50 years
Other: 2 years to 20 years
(i) Intangible assets (except for lease assets)
Amortization of intangible fixed assets is computed by the straight-line method. Software used by JFC is amortized over its
useful life (5 years).
(iii) Lease assets
Lease assets in “property, plant and equipment” or “intangible assets,” under finance leases that do not involve transfer of
ownership to the lessee are amortized under the straight-line method over the lease term. Depreciation for lease assets is
calculated with zero residual value being assigned to the asset.

(d) Method of amortization for deferred assets
Bond issuance costs are expensed as incurred.

(e) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses is maintained in accordance with internally established standards.

The allowance for claims on debtors who are legally bankrupt (“Bankrupt borrowers”) or substantially bankrupt (“Sub-
stantially bankrupt borrowers”) is provided based on the outstanding balance after the write-offs described in the followings
and the deductions of the amount expected to be collected through the disposal of collateral and execution of guarantees.

The allowance for claims on debtors who are not legally bankrupt but are likely to become bankrupt (“Potentially bank-
rupt borrowers”) is provided based on an assessment of the overall solvency of the debtors after deducting the amount ex-
pected to be collected through the disposal of collateral and the execution of guarantees.

The allowance for claims on debtors other than Bankrupt borrowers, Substantially bankrupt borrowers and Potentially
bankrupt borrowers is provided primarily based on the default rate, which is calculated based on the actual defaults during
a certain period in the past.

All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation departments, which is independent from the opera-
tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.

With respect to claims with collateral or guarantees on debtors who are legally or substantially bankrupt (Bankrupt bor-
rowers and Substantially bankrupt borrowers), the residual booked amount of the claims after deduction of the amount
which is deemed collectible through the disposal of collateral or the execution of guarantees is written-off. The amount of
accumulated write-off is ¥147,412 million.

Write-offs of the Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Operation) are
recognized by offsetting the current allowance for loan losses for the amount of the claim deemed uncollectable against the
year-end claim amount balance; the previous allowance for loan losses and claim balances are reversed at the start of the
fiscal year, upon approval received from the competent minister based on Article 4 of the “Ministerial Ordinance Concerning
Accounting for the Japan Finance Corporation.”

The Account for SME Loan Programs and Securitization Programs (Guarantee-type Operation) had debtors of which con-
dition could not be reflected on self-assessment as of the base date due to the temporary difficulties in the reassessment
and physical inspection of guarantees and collateral as well as ascertaining the accurate status of debtors resulting from the
impact of the Great East Japan Earthquake. In order to consider credit risk from the earthquake disaster, an allowance for loan
losses is calculated by reasonably estimating future losses and making appropriate adjustment, such as to future outlooks,
for the loan loss ratio appreciable by borrower classifications given as of the base date.
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(if) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable
to the services that have been rendered by employees to the date of the balance sheet.

(iii) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.

(iv) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(v) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(f) Accounting for hedging transactions
Corporate bonds dominated in foreign currency for which currency swaps are used to hedge the foreign currency fluctuations are
translated at the contracted rate, as the specific requirements have been met. Assessment of effectiveness is omitted for those
currency swaps.

(g) Consumption and other taxes
Consumption taxes and local consumption taxes (“‘consumption taxes”) are excluded from transaction amounts. Amounts of non-
deductible consumption taxes related to property, plant and equipment are expensed as incurred.

Change in accounting policy

(Accounting standard for asset retirement obligations)

ASBJ Statement No. 18, Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, and ASBJ Guidance No.
21, Guidance on Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, have been adopted commenc-
ing with this fiscal year end.

Note that this adoption does not have any impacts on income or expense.

Loans
All loans entered into are loans on deeds. The amounts reported in the balance sheet include the followings:
(Millions of yen)

As of March 31, 2011
Account for SME Loan Programs and Securitization Support Programs
(Guarantee-type Operation)
Bankrupt loans 22,488
Non-accrual loans 358,787
Loans with interest or principal repayments more than three months in arrears —
Restructured loans 47,450
Total 428,727

(a) “Bankrupt loans” are loans, defined in Article 96, Paragraph 1, Iltem 3 and 4 of the corporate Tax Law Enforcement Ordinance (Government Ordinance No. 97), on which
accrued interest income is not recognized as there is substantial uncertainty over the ultimate collectability of either principal or interest because they have been in
arrears for a considerable period of time or for other reasons.

(b) “Non-accrual loans” are loans on which accrued interest income is not recognized, although this excludes Bankrupt loans and the loans on which interest payments are
deferred in order to support the borrowers’ recovery from financial difficulties.

() “Loans with interest or principal repayments more than three months in arrears” are loans whose principal or interest payment is more than three months in arrears, and
which do not fall under the category of “Bankrupt loans” and “Non-accrual loans”

(d) "Restructured loans” are loans whose repayment terms and conditions have been amended in favor of the borrowers (e.g. reduction of or exemption from the stated
interest rate, the deferral of interest payments, the extension of principal repayments or renunciation of claims) in order to support the borrowers’ recovery from financial
difficulties, and which do not fall under the category of “Bankrupt loans”, “Non-accrual loans”, and “Loans with interest or principal repayments more than three months
in arrears”.

(e) The amounts of loans indicated in the table above are the gross amounts prior to the deduction of allowance for possible loan losses.

JFC, as a policy, does not pay down loans in part or in full immediately after the execution of the loan agreements, but instead
makes disbursement, in accordance with the progress of the underlying projects. These undisbursed amounts are not included in
the loans on deed in the Balance Sheet. The balance of unpaid amounts as of March 31, 2011 is ¥126,817 million.

Assets pledged as collateral

Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC (which includes SME
Loan Programs and Securitization Support Programs (Guarantee-type) Operating Account bonds issued to a total amount of
¥1,802,750 million).

146 |JFC 2011 > Data > Financial Statements and Notes > Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Operation)



4. Accumulated depreciation of fixed assets
Accumulated depreciation of fixed assets amounted to ¥1,587 million.

5. Net assets per share
Net assets per share are ¥0.47.

6. Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

7. Impairment losses
Impairment loss is recognized for the following assets:

) Impairment loss
Region Purpose of use Type (M?llions of yen)
Tokyo metropolitan area Idle assets: 2 items Land, buildings 33

The Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Operation) does not have any operating
assets that are subject to impairments. For idle assets, an impairment loss is recognized as the difference between the recoverable
amount and the carrying value at the end of the fiscal year.

Each asset in the grouping of idle assets that have suffered impairment is treated as an individual unit.

The recoverable value in principle is calculated using net realizable value. The net realizable value is determined by the ap-
praisal value based on the Real Estate Appraisal Standard.

The recoverable value has been set at ¥0 for assets that are not expected to be used in the future.

8. Net loss per share
Net loss per share is ¥0.06.

9. Issued shares
For the fiscal year ended March 31, 2011 types and number of issued shares are as follows:

(Unit: shares)
T ;htiglérztﬁrn?: sf)c;ctlgse Increase during Decrease during The number of stocks
P 0eg g the fiscal year the fiscal year at the end of the fiscal year
fiscal year
Common stocks 724,285,000,000 43,750,000,000 — 768,035,000,000

(Note) Increases is due to the issuance of 43,750,000,000 shares.

10. Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from fiscal investment funds and loans, bonds and investment from the general ac-
count, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs Purchase-type Operation), Credit Insurance Programs, JBIC Operations, Financial Operations for Facilitating Re-
alignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.
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The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by the JFC Act.

In the Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), a stable supply
of long-term funds is provided to supplement private sector financial institutions in order to support the growth and develop-
ment of SMEs. To conduct these operations, funds are raised primarily through indirect financing by borrowing from the govern-
ment and direct financing through the issuing of bonds. Also, derivative transactions are conducted for the purpose of mitigat-
ing risk inherent in foreign currency denominated transactions.

(2) Types of financial instruments and risks

The financial assets and liabilities owned by JFC are managed in separate operation accounts,.
The financial assets in this account mainly include loans and securities for SMEs, and financial liabilities mainly include

borrowings and bonds. The associated risks are described below.

(a) Credit risk
The following operations are conducted in this account: (1) Loans to SMEs, (2) Acquisition of bonds issued by SMEs, (3)
Securitization of loan claims and bonds of SMEs, and (4) Partial guarantee of loan claims for private sector financial institu-
tions and partial guarantee of securitized financial products. Because credit is provided to SMEs in this account, the ac-
count risks losses arising from uncollectable claims caused by deterioration in creditworthiness or fluctuation in the value
of the real estate-collateral of the SMEs to which credit is granted.

(b) Market risk
The main types of market risk associated with this account are interest rate risk and exchange rate risk. It is JFC policy to
minimize interest rate risk by matching the cash flows between assets and liabilities. However, not all cash flows can be
matched, so some gaps arise between assets and liabilities. This account could suffer losses from the interest rate risk
caused by this gap.

The exchange rate risk associated with the issue of foreign currency-denominated bonds also applies to this account.

However this risk is fully hedged through currency swaps.

(c) Liquidity risk
Long-term and stable funds such as fiscal loan funds, government-backed bonds, and FILP agency bonds are secured to
finance this account and deposits are not accepted. Cash flows are assessed and proper measures including establishing
overdraft facility accounts with multiple private sector financial institutions are taken to maintain daily cash flows, and JFC
considers liquidity risk to be limited. However, financing costs could increase due to unexpected events.

(3) Risk management structure for financial instruments

JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure for these operations is described below.

(a) Credit risk management
(i) Individual credit management
For financing operations, the financing decision is conducted upon assessment of the situation of company applying
for funds from a fair and neutral position and verification of the certainty of repayment and validity of use of funds.

Since these financing operations specialize in long-term funding for businesses, in the screening process, verifica-
tion assessment is made of the likelihood of long-term repayment focusing on business profits as well as on overall
judgment being made on the certainty of repayment.

An overall judgment of the company’s enterprise power is made, not limited to a quantitative analysis focusing
on the financial statements, but taking into consideration various management activities including the combination
of people, money, and other factors that makes up the company and the future prospects of the company that has
applied for funds.

We strive to continuously assess the situation after financing has been granted through review of financial reports
and regular company visits. Based on the classification of the borrower or otherwise as required, and after consideration
of the results of management improvement plans, follow ups will be conducted as required to define transaction policy.
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In addition, in order to support the growth and development of the borrower, we will strive to give as much feed-
back as possible on the screening results and provide consultation support to help resolve management issues. In
particular, we will support companies struggling to respond to changes in the business environment by formulating
business improvement plans through methods such as preparing and submitting management improvement proposals.

(i) Credit rating
A credit scoring model based on analysis of transaction data collected over the years for borrowers has been devel-
oped for these operations and has been used in the screening process. In Fiscal Year 2002 this tool was developed for
credit rating, and a credit rating system based on a new scoring model was introduced in Fiscal Year 2007 to improve
default determination accuracy. In this manner, credit risk is being adequately evaluated.

(iii) Asset self assessment
For these operations standards have been established in accordance with the Financial Inspection Manual prepared
by the Financial Services Agency to conduct self assessment. Classification of borrowers is being conducted based on
the new credit rating system introduced in Fiscal Year 2007.
First stage assessments of borrower classification and asset type are conducted by the front offices and second
stage assessments by a separate credit department. An auditing department independent from the other sections then
conducts an internal inspection to verify the accuracy of assessments.

(iv) Quantification of credit risk
In addition to the individual credit management described above, from 2005 we started monitoring and quantifying
credit risks to assess the overall risk of the credit portfolio to further improve the efficiency of financing operations and
the quantification and management of credit risk.

(v) Credit risk management for securitization support operations

In the securitization support operations since July, 2004, we have used scoring models such as our proprietary credit-
worthiness measurement tool which was developed based on the analysis of transaction data collected over the years
for SMEs, and a Credit Risk Database (CRD) to conduct screening. In addition, statistical methods such as Monte Carlo
simulations are used to accurately assess the overall credit risk for pools of claims to establish a proper guarantee rate
based on credit risk.

After guarantees have been conducted, accurate assessment of credit risk is conducted through confirmation of
the repayment status, submission of financial reports, and regular reassessment of the pool of claims.

(b) Market risk management

(i) Interest rate risk
The main type of market risk associated with these operations is interest rate risk. It is JFC policy to minimize interest
rate risk by matching the cash flows between assets and liabilities. However, not all cash flows can be matched, so
some gaps do arise between assets and liabilities. Efforts are made to assess interest rate risk in these operations
through methods such as maturity ladder analysis and duration analysis, and conduct proper risk management by
attempting to reduce interest rate risk by diversifying the year of issue for bonds.

(i) Exchange rate risk
It is JFC policy to fully hedge at the time of issuance through the use of currency swaps, the exchange rate risk resulting
from foreign-currency denominated corporate bonds. The counterparty risk associated with swaps is managed through
regular assessment of the fair value and risk exposure of the swap transaction for counterparties, and the creditworthi-
ness of counterparties.

(i) Quantitative information relating to market risk
These operations do not use quantitative analysis of interest rate risk for risk management purposes.

The primary financial instruments that are subject to interest rate risk, which is one of the main risk variables in
these operations include loans, borrowings, and corporate bonds.

When all other risk variables are fixed, it is considered that a 50 basis point (0.5%) decline in the current interest
rate as of March 31, 2011 will cause the fair value after netting of the financial assets and financial liabilities held in this
account to increase by ¥21,612 million. Conversely, it is considered that a 50 basis point (0.5%) rise in the interest rate
will cause the fair value to decrease by ¥19,865 million. This impact presumes that risk variables excluding interest rate
are fixed, and does not consider the correlation between interest rate and other risk variables. In addition, there is a
possibility that these calculated amount may underestimate the impact when the interest rate fluctuation goes beyond
a rationally expected range.
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(o) Liquidity risk management related to fund procurement
Long-term and stable funds such as fiscal loan funds, government-backed bonds, and FILP agency bonds are secured to
finance this account and deposits are not accepted.
Cash flows are assessed and proper measures including establishing overdraft facility accounts with multiple private
sector financial institutions have been taken to maintain daily cash flows for proper risk management.

(4) Supplementary explanation concerning fair value of financial instruments
The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-
ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments
The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows. Note that financial

instruments whose fair value is extremely difficult to be determined are not included in the following chart (refer to note 2).
(Millions of yen)

BaAl;n:cuen;I?enet Fair value Difference
(1) Cash and due from banks 64,413 64,413 —
(2) Securities

Held to maturity debt securities 294 294 —
(3) Loans and bills discounted 6,118,079
Allowance for loan losses © (178,640)

5,939,439 6,157,991 218,551

Total assets 6,004,148 6,222,699 218,551

(1) Borrowings 3,871,290 3,909,567 38,277

(2) Bonds payable 1,802,750 1,828,426 25,676

Total liabilities 5,674,040 5,737,993 63,953

(*) General allowance for loan losses and specific allowance for loan losses have been deducted from loans.
(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets

(1)Cash and due from banks
For due from banks that do not mature, the carrying amount is used as fair value because fair value resembles the carrying
amount.

(2)Securities
For corporate bonds in the Account for SME Loan Programs and Securitization Support Programs (Guarantee-type Opera-

tion), the carrying amount is used as fair value because fair value approximates the carrying amount.
Notes for securities by purpose of holding are found in “11. Market value of securities”.

(3)Loans and bills discounted
All loans, with the exception of subordinated capital loans, have a fixed interest rate and fair value is calculated for all loans
other than bankruptcy loans and substantially bankruptcy loans by discounting the risk-adjusted principal and interest by
the risk free rate (the standard Japanese government bond rate) based on the type of borrower and period of loan. How-
ever, allowance for loan losses which was additionally provided for the borrowers whose condition could not be deter-
mined through self-assessment as of the base date has been deducted from the fair value mentioned above. (See “Signifi-
cant accounting policies (e) (i)").

For obligations on bankrupt borrowers or substantially bankrupt borrowers, allowance for loan losses is calculated
based on the expected collectable amount from the collateral or guarantee. Fair value resembles the amount on the bal-
ance sheet on the closing date after a deduction has been made for allowance for loan losses, so this amount is used for
fair value.

Liabilities

(1)Borrowings
Borrowings through the fiscal investment funds and loans are based on a fixed rate of interest. Fair value is calculated by
discounting the principal and interest of the borrowings by the risk free rate (the standard Japanese government bond rate)
based on the set period of the loan.

(2)Bonds payable
Market value is used for fair value of bonds. However, bonds that are subject to hedging with forward contracts are treated
as yen-denominated bonds with fixed interest, and the fair value is calculated by discounting the principal and interest of
the borrowings by the risk free rate (the standard Japanese government bond rate).
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(Note 2) Financial instruments that are recognized to be extremely difficult to be determined fair value are as follows.
They are not included in "Assets, (2) Securities,” “Assets, (3) Loans and bills discounted” and “Liabilities, (1) Borrowings”

(Millions of yen)

Classification Carrying amount on balance sheet
1) Other securities (trust beneficiary securities) ¢ 1,969
2) Loans on deeds (subordinated capital loans) 2 46,659
3) Borrowings from the FILP special account (investment account) of
: . 674
the national budget ¢
Total 49,303

(*1) Other securities (trust beneficiary securities) do not have a market value.
These are securities issues backed by loan claims on SMEs originating from multiple financial institutions. The following steps are followed when constructing the

subordination structure for the securities:

(1) First, groups of loan claims from the financial institutions are put into sub-pools, and the most subordinated section is removed:;

(2) The remainder of the sub-pool besides the most subordinated section is treated as an amalgamate and divided into levels of senior and subordinate.
For this reason, to evaluate the fair value of corporate bonds (specified asset-backed securities) and other securities (trust beneficiary securities) owned by
JFC that have been amalgamated the individual financial data for the borrowers that back the securities issue is required. Because JFC is not structured to contin-
uously acquire this data, fair value is extremely difficult to be determined and is not stated.
(*2) For loans on deed (subordinated capital loans) under the Provision Scheme for Challenge Support and Capital Enhancement, fair values are not stated because it is
recognized that fair value is extremely difficult to be determined. This is because future cash flow can not be reasonably estimated due to its particular scheme that

applicable interest rates are determined by every year’s business performance of the debtor instead of being determined at the time of loan execution.

(*3) For borrowings from the FILP special account (investment account) of the national budget, fair values are not stated because it is recognized that fair value is
extremely difficult to be determined. This is because future cash flow can not be reasonably estimated due to its particular scheme that applicable interest rates are
determined by every year's business performance of the debtor instead of being determined at the time of loan execution.

(Note 3) Redemption schedule for receivables and redeemable securities with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Due from banks ¢V 64,411 — — — — —
iti (*2) -to- i

Securities ¢ Held-to-maturity 259 24 - - - -
debt securities
Loans and bill discounted 2 1,267,702 2,059,419 1,407,884 732,167 344,195 228934
Total 1,332,373 2,059,453 1,407,884 732,167 344,195 228,934

(*1) Demand deposits contained within due from banks are stated as “Maturities within one year”.
(*2) Within loans and securities, claims against bankrupt borrowers, substantially bankrupt borrowers, and potentially bankrupt borrowers contains an amount of
¥124,436 million that is not expected to be redeemed and not included in the table above.

(Note 4) Redemption schedule for bonds and borrowings with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years | after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Borrowings 891,816 1,487,642 939,794 299,961 252,750 —
Bonds payable 357,710 736,000 440,000 180,000 90,000 —
Total 1,249,526 2,223,642 1,379,794 479,961 342,750 —

11. Market value of securities

The market value of securities at March 31, 2011 is as follows:

(a) Held-to-maturity debt securities with market value

Carrying amount on the
Type balance sheet Fair value (Millions of yen) | Difference (Millions of yen)
(Millions of yen)
Securities vvhos_e fair v_alue does Corporate bonds 204 294 -
not exceed their carrying amount

(b) Available-for-sale securities

(Note) Available-for-sale securities whose fair value is extremely difficult to be determined

Carrying amount on the balance sheet (Millions of yen)

Others
Unlisted Japanese securities

1,969

They have no quoted market price and their fair value is extremely difficult to be determined.

12. Deferred tax accounting

JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).
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13. Retirement benefits
JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (54,162)
Fair value of plan assets (B) 13,707
Unfunded pension obligations (C)=(A)+(B) (40,455)
Unrecognized prior service costs (D) (1,210)
Actuarial unrecognized difference (E) 1.199
Net amount recognized on the balance sheet (F)=(C)+(D)+(E) (40,466)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (40,466)

(b) Component of pension cost

March 31, 2011 (Millions of yen)

Service cost 1,459
Interest cost 1.073
Expected return on plan assets (283)
Amortization of prior service cost accounted for as expense (128)
Actuarial differences accounted for as expense 90
Other costs —
Net pensions cost 2,212

(Note) Employee contributions to pension funds have been deducted from the service cost.

(c) Principal assumptions

March 31, 2011

Discount rate 2.0%
Expected rate of return on plan assets 2.0%
Method of attributing the projected benefits to periods of services Straight-line basis
Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years
14. Related party transactions
Related party transactions in the fiscal year ended March 31, 2011 are as follows:
(a) Transactions with parent company and major shareholder companies
(Millions of yen)
Corporate Ratio to Total Relation with TEEEEnE Amounts of e Balance as of
name Voting Rights (%) | related parties transactions March 31, 2011
Underwriting
of capital 43,750 — —
increaseore
o 1,398,080
Ministry of . ) Borrowings 3.871,964
- : Administration | Repayment of
Principal Finance 100 (Direct) for policy based | borrowin 886.861
shareholder (Minister of finaacingy 5 : gf
Finance)®oted ayment O
interest on bor- 27,771 Accrued 7.338
. expenses
rowings
Guarantee
for corporate 1,321,775 — —
bonds®ote iv)
(Note)

(i) Transactions with the ministries and agencies other than Ministry of Finance are as follows:
- Small and Medium Enterprise Agency
Receipts from the national budget ¥14,326 million
- Agency for Natural Resources and Energy
Receipts from the national budget ¥11 million
(i) The underwriting of capital increase represents the increase in capital through shareholder allocation by JFC at an allocation amount of ¥1 per share.
(iii) The receipts of funds represents borrowing under the FILP, and for this borrowing, the interest rates are applied under the FILP agreement.
iv)
(v)

(iv) No guarantee fee has been paid for the guarantee of bonds.

v) Figures in the table above do not include consumption taxes.

Data

(b) Transactions with directors and major shareholders (not company)
Transactions stated here in the previous fiscal year’s annual report as transactions with directors and major shareholders (not
companies) have been omitted commencing this fiscal year end because the terms and conditions of these transactions are ir-
refutably in accordance with those of general transactions.
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15. Subsequent events
The Board of Directors of JFC resolved on May 24, 2011 to issue new shares by way of allotment to shareholders as of July 4, 2011.

(Unit: yen)
Type and number of shares 62,500,000,000 shares of common stock
Issue price 1 per share
Total issue amount 62,500,000,000
Amount incorporated into Capital stock 1 per share
Amount incorporated into Legal capital surplus —
Total amount of incorporated into Capital stock 62,500,000,000
Total amount of incorporated into Legal capital surplus —
Payment date July 4, 2011
Purpose of use To lower the interest rate of special loans provided to aid reconstruc-
tion from the Great East Japan Earthquake
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Small and Medium Enterprise Unit

Account for Securitization Support Programs (Purchase-type Operation)

Balance Sheet (as of March 31, 2011)

(Millions of yen)

Assets Liabilities
Cash and due from banks 943 Other liabilities 39
Cash 0 Accrued expenses 2
Due from banks 943 Other 37
Securities 22,557 Provision for bonuses 1
Government bonds 21,112 Provision for directors’ bonuses 0
Corporate bonds 754 Provision for retirement benefits 27
Other securities 689 Provision for directors’ retirement benefits 0
Other assets 35 Acceptances and guarantees 2,654
Accrued income 13 Total liabilities 2,722
Other 21 Net assets
Customers’ liabilities for acceptances and guarantees 2,654 Capital stock 24,476
Allowance for loan losses (232) Retained earnings (1,240)
Other retained earnings (1,240)
Retained earnings brought forward (1,240)
Total shareholders’ equity 23,235
Total net assets 23,235
Total assets 25,957 Total liabilities and net assets 25,957
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Statement of O i Year ended March 31, 2011)

(Millions of yen)

Ordinary income 423
Interest income 365
Interest and dividends on securities 364
Interest on receivables under resale agreements 0
Interest on deposits with banks 1
Fees and commissions 56
Other fees and commissions 56
Other income 0
Other 0
Ordinary expenses 229
Interest expenses 9
Interest on borrowings and rediscounts 0
Interest on bonds 9
Fees and commissions payments 39
Other fees and commissions 39
Other ordinary expenses 125
Loss on devaluation of bonds 120
Amortization of bond issuance cost 0
Other 4
General and administrative expenses 54
Other expenses 1
Losses on devaluation of stocks and other securities 1
Ordinary profit 194
Extraordinary income 489
Reversal of allowance for loan losses 489
Net income 683
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Statement of Changes in Net Assets (Year ended March 31, 2011)

(Millions of yen)

Shareholders’ equity
Capital stock
Balance at the end of previous period 24,476
Changes of items during the period
Total changes of items during the period —
Balance at the end of current period 24,476
Retained earnings
Other retained earnings
Retained earnings brought forward
Balance at the end of previous period (1,924)
Changes of items during the period
Net income (loss) 683
Total changes of items during the period 683
Balance at the end of current period (1,240)
Total retained earnings
Balance at the end of previous period (1.924)
Changes of items during the period
Net income (loss) 683
Total changes of items during the period 683
Balance at the end of current period (1,240)
Total shareholders’ equity
Balance at the end of previous period 22,551
Changes of items during the period
Net income (loss) 683
Total changes of items during the period 683
Balance at the end of current period 23,235
Total net assets
Balance at the end of previous period 22,551
Changes of items during the period
Net income (loss) 683
Total changes of items during the period 683
Balance at the end of current period 23,235
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Notes to Financial Statements
ACCOUNT FOR SECURITIZATION SUPPORT PROGRAMS (PURCHASE-TYPE OPERATION)

Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Securities
Held-to-maturity securities are carried at amortized cost based on the moving average method. Available-for-sale securities, o
which have readily determinable fair value are stated at fair value with changes in net unrealized gains or losses, included di-
rectly in Net assets. Available-for-sale securities whose fair value is extremely difficult to be determined are carried at cost based
on the moving average method.
(Change in accounting policy)
ASBJ Statement No. 10 Accounting Standards for Financial Instruments and ASBJ Guidance on Disclosures about Fair Value of
Financial Instruments issued on March 10, 2008 have been adopted commencing with this fiscal year end. Note that this adop-
tion did not have any impacts on income or expense.

(b) Valuation method for derivative financial instruments
Certain credit default swap transactions, for which neither quoted market price nor reliably estimated value is available and the
fair value is undeterminable, are accounted for as guarantee of obligation.

(c) Method of amortization for deferred assets
Bond issuance costs are expensed as incurred.

(d) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses are calculated and recorded based on an anticipated loan loss ratio in accordance with inter-
nally established standards for write-offs and allowances. —
All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation department, which is independent from the opera-
tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.
(if) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable
to the services that have been rendered by employees to the date of the balance sheet.
(iii) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.
(iv) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.
Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.
Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(v) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(e) Consumption and other taxes
Consumption taxes and local consumption taxes (“‘consumption taxes”) are excluded from transaction amounts.

2. Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC. No securitization
support programs (purchase-type operation) account bonds have been issued.

3. Net assets per share
Net assets per share are ¥0.94.
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4. Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act.” In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

5. Net Income per share
Net Income per share is ¥0.02.

6. Issued shares
For the fiscal year ended March 31, 2011, types and number of issued shares are as follows:

(Unit: shares)
The number of stocks ) )
- Increase during Decrease during The number of stocks
Types at the t_)egmnlng Gt the fiscal year the fiscal year at the end of the fiscal year
fiscal year
Common stocks 24,476,000,000 — — 24,476,000,000

7. Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from the fiscal investment funds and loans, bonds, investments from the general ac-
count, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs (Purchase-type Operation), Credit Insurance Programs, |BIC Operations, Financial Operations for Facilitating
Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by the JFC Act.

Operations in the Account for Securitization Support Programs (Purchase-type Operation) are conducted for the purpose
of promoting the supply of unsecured funds to SMEs from private sector financial institutions, etc., utilizing securitization and
fostering the securitization market for SME loan claims. To conduct these operations funds are raised through direct financing
through the issuing of bonds.

(2) Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts.
The financial assets in this account mainly include securities for SMEs, and financial liabilities mainly include bonds. The
associated risks are described below.

(a) Credit risk
The following operations are conducted in this account: (1) Receipt and securitization of loan claims for private sector fi-
nancial institutions and (2) Partial purchase of securitized instruments. Since credit is provided to SMEs in this account, the
account risks losses arising from uncollectable claims caused by deterioration in creditworthiness of the SMEs to which
credit is granted and the resulting drop in value of securitized instruments owned.
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(b) Market risk
The main type of market risk associated with this account is interest-rate risk. It is JFC policy to minimize interest rate risk
by matching the cash flows between assets and liabilities.

(c) Liquidity risk
Long-term and stable funds such as FILP agency bonds are secured to finance this account and deposits are not accepted.
Proper measures, including establishing overdraft facility accounts with multiple private sector financial institutions, are
taken to maintain daily cash flows, and JFC considers liquidity risk to be limited. However, financing costs could increase
due to unexpected events.

(€}

Risk management structure for financial instruments

JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure for these operations is described below.

(@) Credit risk management
In the securitization support operations, we use scoring models such as our proprietary creditworthiness measurement
tool developed based on analysis of transaction data collected over a number of years for SMEs, and a CRD (Credit Risk
Database) to conduct screening. In addition, statistical methods such as Monte Carlo simulations are used to accurately
assess the overall credit risk for pools of claims to establish a proper return based on credit risk.

b

=

Market risk management
The main type of market risk associated with these operations is interest rate risk.

It is JFC policy to minimize interest rate risk by matching the cash flows between assets and liabilities, and we con-
sider that interest rate risk is limited.

These operations do not use quantitative analysis of interest rate risk for risk management purposes.

The primary financial instrument that is subject to interest rate risk in these operations is securities.

When all other risk variables are fixed, it is considered that a 50 basis point (0.5%) decline in the current interest rate
as of March 31, 2011 will cause the fair value after netting of the financial assets and financial liabilities held in this account
to increase by ¥689 million. Conversely, it is considered that a 50 basis point (0.5%) rise in the interest rate will cause the
fair value to decrease by ¥674 million. This impact presumes that risk variables excluding interest rate are fixed, and does
not consider the correlation between interest rate and other risk variables. In addition, there is a possibility that these
calculated amount may underestimate the impact when the interest rate fluctuation goes beyond a rationally expected
range.

(c) Liquidity risk management related with fund procurement
It is considered that liquidity risk is limited because a system has been adopted to minimize liquidity risk and sufficient

funding support can be expected from the government.

(4

Supplementary explanation concerning fair value of financial instruments

The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-
ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments
The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows. Note that financial

instruments whose fair value is extremely difficult to be determined are not included in the following chart (refer to note 2).
(Millions of yen)

B:l?r?cingls:et Fair value Difference

(1) Cash and due from banks 943 943 —
(2) Securities

Held to maturity debt securities 21,112 22,307 1.194

Total assets 22,056 23,251 1,194
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(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets
(1)Cash and due from banks
For Due from banks that do not mature or have a maturity under 3 months, the carrying amount is used as fair value be-
cause fair value resembles the carrying amount.
(2)Securities
Market value is used for securities.
Notes for securities by purpose of holding are found in “8. Market value of securities”.

(Note 2) Financial instruments that are recognized to be extremely difficult to be determined fair value are as follows. They are

not included in “Assets, (2) Securities”.
(Millions of yen)

Classification Carrying amount on balance sheet
1) Corporate bonds (specified asset-backed securities) " 754
2) Other securities (trust beneficiary securities) " 689
3) Credit default swap (CDS) 2 —
Total 1,444

(*1) Corporate bonds (specified asset-backed securities) and other securities (trust beneficiary securities) do not have a market value.
These are securities issues backed by loan claims on SMEs originating from multiple financial institutions. The following steps are followed when constructing the
subordination structure for the securities:
(1) First, groups of loan claims from the financial institutions are put into sub-pools, and the most subordinated section is removed;
(2) The remainder of the sub-pool besides the most subordinated section is treated as an amalgamate and divided into levels of senior and subordinate.

For this reason, to evaluate the fair value of other securities (trust beneficiary securities) owned by JFC that have been amalgamated , the individual financial
data for the borrowers that back the securities issue is required. Because JFC is not structured to continuously acquire this data, fair value is extremely difficult to
be determined and is not stated.

(*2) Credit default swaps (CDS) reference loan claims on SMEs, and do not have market value. JFC is not structured to continuously acquire the individual financial data
for the borrowers referenced by these CDS, and is hence unable to reasonably estimate the likelihood of defaults occurring. For this reason, fair value is not stated
for these instruments owing to the extreme difficulty in determining fair value.

(Note 3) Redemption schedule for receivables and redeemable securities with future redemption dates
(Millions of yen)

within three years

within five years

within seven years

within ten years

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years

Due from banks © 943 — _ _ _ _
Securities Hgld-to—maturity o - . 20,983 B B
debt securities

Total 943 — — 20,983 — —

(*) Demand deposits contained within due from banks are stated as “Maturities within one year”.

8. Market value of securities
(a) Held-to-maturity debt securities with market value
Carrying amount on the
Type balance sheet Fair value (Millions of yen) | Difference (Millions of yen)
(Millions of yen)
securities vv_hose fa_\r value Japanese government bonds 21,112 22,307 1,194
exceeds their carrying amount
(b) Available-for-sale securities
(Note) Available-for-sale securities whose fair value is extremely difficult to be determined
Carrying amount on the balance sheet (Millions of yen)
Debt securities
Corporate bonds 754
Others
Unlisted Japanese securities 689
Total 1,444
There are no quoted market prices available and it is extremely difficult to determine the fair value of these securities.
©
©
o) 9. Deferred tax accounting

JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).
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10. Retirement benefits
JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (36)
Fair value of plan assets (B) 6
Unfunded pension obligations (C)=(A)+(B) (29)
Unrecognized prior service costs (D) (2)
Actuarial unrecognized difference (E) 5
Net amount recognized on the balance sheet (F)=(C)+(D)+(E) 27)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (27)

(b) Component of pension cost

March 31, 2011 (Millions of yen)

Service cost 2
Interest cost 0
Expected return on plan assets 0)
Amortization of prior service cost accounted for as expense 0)
Actuarial differences accounted for as expense 0
Other costs —
Net pensions cost 3

(Note) Employee contributions to pension funds have been deducted from the service cost.

(c) Principal assumptions

March 31, 2011
Discount rate 2.0%
Expected rate of return on plan assets 2.0%
Method of attributing the projected benefits to periods of services Straight-line basis
Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years

11. Subsequent events
Not applicable.
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Small and Medium Enterprise Unit

Account for Credit Insurance Programs

Balance Sheet (as of March 31, 2011)

(Millions of yen)

Assets Liabilities
Cash and due from banks 2,106,778 Reserve for insurance policy liabilities 1,810,579
Cash 0 Other liabilities 2,151
Due from banks 2,106,778 Accrued expenses 19
Securities 695,994 Lease obligations 952
Government bonds 695,994 Other 1.180
Other assets 10,442 Provision for bonuses 181
Prepaid expenses 2,018 Provision for directors’ bonuses 1
Accrued income 479 Provision for retirement benefits 8817
Other 7.944 Provision for directors’ retirement benefits 4
Property, plant and equipment 21,460 Total liabilities 1,821,736
Buildings 581 Net assets
Land 2,095 Capital surplus 1,825,851
Lease assets 414 Legal capital surplus 1,825,851
Construction in progress 18,352 Retained earnings (812,011)
Other 16 Other retained earnings (812,011)
Intangible assets 899 Retained earnings brought forward (812,011)
Software 84 Total shareholders’ equity 1,013,839
Lease assets 492
Other 322 Total net assets 1,013,839
Total assets 2,835,575 Total liabilities and net assets 2,835,575
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Year ended March 31, 2011)

Statement of Operation

(Millions of yen)

Ordinary income 151,365
Interest income 3.279
Interest and dividends on securities 168
Interest on receivables under resale agreements 31
Interest on deposits with banks 3,078
Insurance premiums and other 147,864
Insurance premiums 147,864
Other income 221
Other 221
Ordinary expenses 964,471
Expenses on insurance claims and other 954,365
Expenses on insurance claims 723,170
Recoveries of insurance claims (139,910)
Provision of reserve for insurance policy liabilities 371.104
General and administrative expenses 5,207
Other expenses 4,899
Other 4,899
Ordinary loss 813,106
Extraordinary income 1,130
Gain on disposal of noncurrent assets 1,130
Extraordinary losses 36
Loss on disposal of noncurrent assets 8
Impairment loss 27
Net loss 812,011
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Statement of Changes in Net Assets (Year ended March 31, 2011)

(Millions of yen)

Shareholders’ equity
Capital surplus
Legal capital surplus
Balance at the end of previous period 2,223,603
Changes of items during the period
Issuance of new shares 601,300
Reversal of legal capital surplus (Deficit disposition) (999,052)
Total changes of items during the period (397,752)
Balance at the end of current period 1,825,851
Total capital surplus
Balance at the end of previous period 2,223,603
Changes of items during the period
Issuance of new shares 601,300
Reversal of legal capital surplus (Deficit disposition) (999,052)
Total changes of items during the period (397.752)
Balance at the end of current period 1,825,851
Retained earnings
Other retained earnings
Retained earnings brought forward
Balance at the end of previous period (999,052)
Changes of items during the period
Reversal of legal capital surplus (Deficit disposition) 999,052
Net income (loss) (812,011)
Total changes of items during the period 187,040
Balance at the end of current period (812,011)
Total retained earnings
Balance at the end of previous period (999.,052)
Changes of items during the period
Reversal of legal capital surplus (Deficit disposition) 999,052
Net income (loss) (812,011)
Total changes of items during the period 187,040
Balance at the end of current period (812,011)
Total shareholders’ equity
Balance at the end of previous period 1,224,551
Changes of items during the period
Issuance of new shares 601,300
Net income (loss) (812,011)
Total changes of items during the period (210,711)
Balance at the end of current period 1,013,839
Total net assets
Balance at the end of previous period 1,224,551
Changes of items during the period
Issuance of new shares 601,300
Net income (loss) (812,011)
Total changes of items during the period (210,711)
Balance at the end of current period 1,013,839
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Notes to Financial Statements
ACCOUNT FOR CREDIT INSURANCE PROGRAMS
Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Securities
Held-to-maturity securities are carried at amortized cost based on the moving average method.

(b) Depreciation basis for fixed assets
(i) Property, plant and equipment (except for lease assets)
Tangible fixed assets are depreciated under the declining-balance method over their useful economic lives except for build-
ings (excluding installed facilities) which are depreciated under the straight-line method.
Amortization is based on the following range of estimated useful lives:
Buildings: 10 years to 47 years
Other: 2 years to 15 years
(i) Intangible assets (except for lease assets)
Amortization of intangible fixed assets is computed by the straight-line method. Software used by JFC is amortized over its
useful life (5 years).
(iii) Lease assets
Lease assets in “property, plant and equipment” or “intangible assets,” under finance leases that do not involve transfer of
ownership to the lessee are amortized under the straight-line method over the lease term. Depreciation for lease assets is
calculated with zero residual value being assigned to the asset.

(c) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses is maintained in accordance with internally established standards.

All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation departments, which is independent from the opera-
tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.

(i) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable
to the services that have been rendered by employees to the date of the balance sheet.

(iii) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.

(iv) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(v) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(d) Accounting policies for reserve for insurance policy liabilities
The “reserve for insurance policy liabilities” consists of the following two items, pursuant to Article 9, Paragraph 1 of the Ministe-
rial Ordinance Concerning Accounting for JFC. Furthermore, in accordance with Article 9, Paragraph 2 of the Ministerial Ordinance
Concerning Accounting for JFC, an additional amount shall be provided for insurance policy liabilities in the event that an im-
pediment to the fulfillment of future obligations has been confirmed.
(i) Policy reserve
The policy reserve which provides for future obligations under insurance policies has been calculated based on actuarial and
statistical method.
(i) Outstanding claims reserve
The outstanding claims reserve represents the accumulation of the estimates for reported losses and includes provision for
losses incurred but not reported, after the deduction of collectable amounts based on insurance policies.
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(e) Consumption and other taxes
Consumption taxes and local consumption taxes (“consumption taxes”) are excluded from transaction amounts. Amounts of non-
deductible consumption taxes related to property, plant and equipment are expensed as incurred.

Change in accounting policy

(Accounting standard for asset retirement obligations)

ASBJ Statement No. 18, Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, and ASBJ Guidance No.
21, Guidance on Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, have been adopted commenc-
ing with this fiscal year end.

Note that this adoption does not have any impacts on income or expense.

2. Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC. No Credit Insurance
Programs account bonds have been issued.

3. Accumulated depreciation of fixed assets
Accumulated depreciation of fixed assets amounted to ¥434 million.

4. Net assets per share
Net assets per share are ¥0.24.

5. Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

6. Other expenses
Other expenses include refund of insurance premiums ¥4,828 million.

7. Impairment losses
Impairment loss is recognized for the following assets:

. Impairment loss
Region Purpose of use Type (M?llions of yen)
Tokyo metropolitan area Idle assets: 1 item Land 27

The account for Credit Insurance Programs does not have any operating assets that are subject to impairments. For idle assets, an
impairment loss is recognized as the difference between the recoverable amount and the carrying value at the end of the fiscal year.
Each asset in the grouping of idle assets that have suffered impairment is treated as an individual unit.
The recoverable value in principle is calculated using net realizable value. The net realizable value is determined by the ap-
praisal value based on the Real Estate Appraisal Standard.

8. Net loss per share
Net loss per share is ¥0.21.
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9. Issued shares
For the fiscal year ended March 31, 2011 types and number of issued shares are as follows:

(Unit: shares)
LS number_ Of.StOCKS Increase during Decrease during The number of stocks
Tifpes 2L e peglnnlng o the fiscal year the fiscal year at the end of the fiscal year
the fiscal year
Common stocks 3,561,077,407,741 601,300,000,000 — 4,162,377,407,741

(Note) Increases is due to the issuance of 601,300,000,000 shares.

10. Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from the fiscal investment funds and loans, bonds, investments from the general
account, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs Purchase-type Operation), Credit Insurance Programs, JBIC Operations, Financial Operations for Facilitating Re-
alignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by the JFC Act.

In the Account for Credit Insurance Programs, insurance is provided for the guarantees related to the liabilities on SME
loans. To conduct these operations funds are raised through capital investment from the government.

(2

Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts.
The financial assets in this account mainly include deposits and securities. The associated risks are described below.

(@) Market risk
The market risk that this account is exposed to mainly comprises interest rate risk.
However, this account is exposed to limited interest-rate risk because funds procured through government investments
are managed using highly stable instruments including Japanese government bonds.

(b) Liquidity risk
This account does not accept deposits and since long-term stable funds such as investments from the Japanese govern-
ment are secured to finance this account, liquidity risk is considered to be limited.

8

Risk management structure for financial instruments
JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

The risk management structure for these operations is described below.

(@) Market risk management
The main type of market risk associated with these operations is interest rate risk.
These operations strive to undertake appropriate risk management practices by managing funds procured from gov-
ernment investments through using highly stable instruments such as Japanese government bonds.
The main financial instruments exposed to interest rate risk in these operations are deposits and securities. These fi-
nancial instruments do not have material sensitivity to interest rate fluctuations because they are funds raised from govern-
ment investments primarily managed using short-term maturities.
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(b) Liquidity risk management related to fund procurement
Financing is provided from government funds. Efforts are made for proper risk management through the assessment of

cash flows.

(4) Supplementary explanation concerning fair value of financial instruments
The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-

mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-

ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments

The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows.
(Millions of yen)
Amount on . .
B — Fair value Difference
2,106,778 2,107,041 263

(1) Cash and due from banks

(2) Securities
Held to maturity debt securities 695,994 695,994 —
2,802,772 2,803,036 263

Total assets

(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets

(1)Cash and due from banks
For due from banks that do not mature or have a maturity under 3 months, the carrying amount is used as fair value be-

cause fair value resembles the carrying amount. For due from banks that have a maturity over 3 months, fair value is based
on the present value calculated by discounting future cash flow by the risk free rate (the standard Japanese government

bond rate) based on the appropriate deposit term.

(2)Securities
For Japanese government bonds in the Account for Credit Insurance Programs, the carrying amount is used as fair value

because fair value approximates the carrying amount.
Notes for securities by purpose of holding are found in “11. Market value of securities”.

(Note 2) Redemption schedule for receivables and redeemable securities with future redemption dates
(Millions of yen)
Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years

Due from banks © 1,856,778 250,000 — — — —
Securities

Held-to-maturity debt securi- 696,100 — — — — —
ties

Total 2,552,878 250,000 — — — —

(*) Demand deposits contained within due from banks are stated as “Maturities within one year”.

11. Market value of securities
Held-to-maturity debt securities with market value

Carrying amount on the
Type balance sheet Fair value (Millions of yen)

(Millions of yen)

Difference (Millions of yen)

securities whos_e fair v_alue does Japanese government bonds 695,994 695,994 —
not exceed their carrying amount

12. Deferred tax accounting
JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).

Data
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13.

14.

15.

Retirement benefits

JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (11,828)
Fair value of plan assets (B) 3,051

Unfunded pension obligations (C)=(A)+(B) (8,777)
Unrecognized prior service costs (D) (158)
Actuarial unrecognized difference (E) 118
Net amount recognized on the balance sheet (F)=(C)+(D)+(E) (8,817)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (8.817)

(b) Component of pension cost

March 31, 2011 (Millions of yen)

Service cost 279
Interest cost 234
Expected return on plan assets (63)
Amortization of prior service cost accounted for as expense (16)
Actuarial differences accounted for as expense 10
Other costs —
Net pensions cost 443

(Note) Employee contributions to pension funds have been deducted from the service cost.

(c) Principal assumptions

March 31, 2011

Discount rate 2.0%
Expected rate of return on plan assets 2.0%
Method of attributing the projected benefits to periods of services Straight-line basis
Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years

Related party transactions

Related party transactions in the fiscal year ended March 31, 2011 are as follows:

Transactions with parent company and major shareholder companies

(Millions of yen)

Corporate Ratio to Total Relation with TEEEES Amounts of o Balance as of
name Voting Rights (%) | related parties transactions March 31, 2011
Ministry of Underwriting
Principal share Fir‘gzcrg ¢ Administration of capital 601.300 B B
: i i increaseete?
holder (Minister of 100 (Direct) Iionraﬁ(c)il:wcg based ) o
Finance) PRI 2368800 | Due from banks | 1.765.000
(Note)

@
(iii) Figures in the table above do not include consumption taxes.

Subsequent events

) The underwriting of capital increase represents the increase in capital through shareholder allocation by JFC at an allocation amount of ¥1 per share.
(i) Deposit of funds is the deposit for FILP and the interest rates applicable under FILP are applied.
)}

The Board of Directors of JFC resolved on May 24, 2011 to issue new shares by way of allotment to shareholders as of July 4, 2011.

(Unit: yen)

Type and number of shares

77,100,000,000 shares of common stock

Issue price

1 per share

Total issue amount

77,100,000,000

Amount incorporated into Capital stock

Amount incorporated into Legal capital surplus

1 per share

Total amount of incorporated into Capital stock

Total amount of incorporated into Legal capital surplus

77,100,000,000

Payment date

July 4, 2011

Purpose of use

To augment insurance platforms and ensure stable system manage-
ment
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(Unit: yen)

Type and number of shares 281.,300,000,000 shares of common stock

Issue price 1 per share

Total issue amount 281.,300,000,000

Amount incorporated into Capital stock —

Amount incorporated into Legal capital surplus 1 per share

Total amount of incorporated into Capital stock —

Total amount of incorporated into Legal capital surplus 281,300,000,000

Payment date July 4, 2011

Purpose of use For the establishment of an emergency provision for reconstruction
from the Great East Japan Earthquake
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Japan Bank for International Cooperation

Account for JBIC Operations

Balance Sheet (as of March 31, 2011)

(Millions of yen)

Assets Liabilities
Cash and due from banks 978,074 Borrowed money 5,502,495
Cash 0 Borrowings 5,502,495
Due from banks 978,074 Bonds payable 2,703,551
Securities 76,453 Other liabilities 71,181
Other securities 76,453 Accrued expenses 29911
Loans and bills discounted 8,376,794 Unearned revenue 38,881
Loans on deeds 8,376,794 Derivatives other than for trading-liabilities 1,899
Other assets 1,001,457 Lease obligations 290
Prepaid expenses 234 Other 198
Accrued income 29,379 Provision for bonuses 465
Derivatives other than for trading-assets 966,988 Provision for directors’ bonuses 6
Other 4,855 Provision for retirement benefits 12,135
Property, plant and equipment 37.664 Provision for directors’ retirement benefits 28
Buildings 3,488 Acceptances and guarantees 2,443,266
Land 33,881 Total liabilities 10,733,129
Lease assets 58 Net assets
Construction in progress 2 Capital stock 1,091,000
Other 233 Retained earnings 801,398
Intangible assets 2,349 Legal retained earnings 742,615
Software 2,116 Other retained earnings 58,783
Lease assets 218 Retained earnings brought forward 58,783
Other 14 Total shareholders’ equity 1,892,398
Customers’ liabilities for acceptances and guarantees 2,443,266 Valuation difference on available-for-sale securities (1,665)
Allowance for loan losses (134,417) Deferred gains or losses on hedges 157,781
Total valuation and translation adjustments 156,115
Total net assets 2,048,513
Total assets 12,781,643 Total liabilities and net assets 12,781,643
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Statement of Operations (Year ended March 31, 2011)

(Millions of yen)

Ordinary income 197,217
Interest income 178,661
Interest on loans and discounts 122,329
Interest and dividends on securities 48
Interest on deposits with banks 1,199
Interest on interest swaps 55,061
Other interest income 22
Fees and commissions 13,183
Other fees and commissions 13,183
Other ordinary income 74
Other 74
Other income 5,298
Other 5,298
Ordinary expenses 147,576
Interest expenses 118,777
Interest on borrowings and rediscounts 55,696
Interest on bonds 63,081
Fees and commissions payments 1,332
Other fees and commissions 1,332
Other ordinary expenses 3,370
Loss on foreign exchange transactions 2,501
Amortization of bond issuance cost 651
Expenses on derivatives other than for trading or hedging 8
Other 209
General and administrative expenses 15,861
Other expenses 8233
Written-off of loans 8,232
Other 0
Ordinary profit 49,641
Extraordinary income 9,142
Gain on disposal of noncurrent assets 0
Reversal of allowance for loan losses 8,715
Recoveries of written-off claims 425
Extraordinary losses 0
Loss on disposal of noncurrent assets 0
Net income 58,783
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Statement of Changes in Net Assets (Year ended Marc

31, 2011)

(Millions of yen)

Shareholders’ equity

Deferred gains or losses on hedges

Capital stock Balance at the end of previous period 140,795
Balance at the end of previous period 1,055,500 Changes of items during the period
Changes of items during the period Net changes of items other than shareholders’ 16.985
Issuance of new shares 35,500 equity '
Total changes of items during the period 35500 Total changes of items during the period 16,985
Balance at the end of current period 1,091,000 Balance at the end of current period 157.781
Retained earnings Total valuation and translation adjustments
Legal retained earnings Balance at the end of previous period 140,107
Balance at the end of previous period 726,011 Changes of items during the period
Changes of items during the period Ecitﬂtcyanges of items other than shareholders' 16,007
Provision of legal retained earnings 16,603 Total changes of items during the period 16,007
Total changes of items during the period 16,603 Balance at the end of current period 156115
Balance fat the enq of current period 742,615 Total net assets
Other retained earnings Balance at the end of previous period 1,954,826
Retained earnings brought forward Changes of items during the period
Balance at the end of previous period 33,207 lssuance of new shares 35500
Changes of items during the period Payment to the national treasury (16.603)
Provision of legal retained earnings (16.603) Net income (05e) 58783
Payment to the national treasury (16,603) Net changes of items other than shareholders’ 16.007
Net income (loss) 58,783 equity ’
Total changes of items during the period 25,575 Total changes of items during the period 93,687
Balance at the end of current period 58,783 Balance at the end of current period 2,048,513
Total retained earnings
Balance at the end of previous period 759,218
Changes of items during the period
Payment to the national treasury (16,603)
Net income (loss) 58,783
Total changes of items during the period 42,179
Balance at the end of current period 801,398
Total shareholders’ equity
Balance at the end of previous period 1,814,718
Changes of items during the period
Issuance of new shares 35,500
Payment to the national treasury (16,603)
Net income (loss) 58,783
Total changes of items during the period 77,679
Balance at the end of current period 1,892,398
Valuation and translation adjustments
Valuation difference on available-for-sale securities
Balance at the end of previous period (687)
Changes of items during the period
Net changes of items other than shareholders’ 977)
equity
Total changes of items during the period (977)
Balance at the end of current period (1.665)
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Notes to Financial Statements
ACCOUNT FOR JBIC OPERATIONS
Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Securities
Held-to-maturity securities are carried at amortized cost based on the moving average method. Investments in affiliates are car-
ried at cost based on the moving average method. Available-for-sale securities, which have readily determinable fair value are
stated at fair value with changes in net unrealized gains or losses, included directly in Net assets. Available-for-sale securities
whose fair value is extremely difficult to be determined are carried at cost based on the moving average method.

(b) Valuation method for derivative financial instruments
Derivative financial instruments are carried at fair value.

(c) Depreciation basis for fixed assets
(i) Property, plant and equipment (except for lease assets)
Tangible fixed assets are depreciated under the declining-balance method over their useful economic lives except for build-
ings (excluding installed facilities) which are depreciated under the straight-line method.
Amortization is based on the following range of estimated useful lives:
Buildings: 2 years to 50 years
Other: 2 years to 20 years
(i) Intangible assets (except for lease assets)
Amortization of intangible fixed assets is computed by the straight-line method. Software used by JFC is amortized over its
useful life (5 years).
(iii) Lease assets
Lease assets in “property, plant and equipment” or “intangible assets,” under finance leases that do not involve transfer of
ownership to the lessee are amortized under the straight-line method over the lease term. Depreciation for lease assets is
calculated with zero residual value being assigned to the asset.

(d) Method of amortization for deferred assets
Bond issuance costs are expensed as incurred.

(e) Foreign currency translation and revaluation method
JFC maintains its accounting records in Japanese yen. Assets and liabilities denominated in foreign currencies are mostly trans-
lated into Japanese yen at the market exchange rate prevailing at the fiscal year end.

(f) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses is maintained in accordance with internally established standards.

The allowance for claims on debtors who are legally bankrupt (“Bankrupt borrowers”) or substantially bankrupt (“Sub-
stantially bankrupt borrowers”) is provided based on the outstanding balance after the write-offs described in the followings
and the deductions of the amount expected to be collected through the disposal of collateral and execution of guarantees.

The allowance for claims on debtors who are not legally bankrupt but are likely to become bankrupt (“Potentially bank-
rupt borrowers”) is provided based on an assessment of the overall solvency of the debtors after deducting the amount ex-
pected to be collected through the disposal of collateral and the execution of guarantees.

The allowance for claims on debtors other than Bankrupt borrowers, Substantially bankrupt borrowers and Potentially
bankrupt borrowers is provided primarily based on the default rate, which is calculated based on the actual defaults during
a certain period in the past.

The allowance for possible losses on specific overseas loans is provided based on the expected loss amount taking into
consideration the political and economic situations of these countries.

All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation department, which is independent from the opera-
tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.

With respect to claims with collateral or guarantees on debtors who are legally or substantially bankrupt (Bankrupt bor-
rowers and Substantially bankrupt borrowers), the residual booked amount of the claims after deduction of the amount
which is deemed collectible through the disposal of collateral or the execution of guarantees is written-off. The amount of
accumulated write-off is ¥8,232 million.

(if) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable
to the services that have been rendered by employees to the date of the balance sheet.
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(iii) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.

(iv) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(v) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(g) Accounting for hedging transactions
(i) Accounting for hedges of interest rate risk
(a) Hedge accounting

JFC used derivatives for interest rate risk hedging purposes under the deferral method.
(b) Hedging instruments and hedged items

Hedging instruments: interest rate swaps

Hedged items: loans, borrowings, bonds and notes
(c) Hedging policy

JFC enters into hedging transactions up to the amount of the underlying hedged assets and liabilities.

(d) Assessment of hedge effectiveness
JFC assesses the effectiveness of designated hedges by measuring and comparing the change of fair value or cumulative
change of cash flows of both hedging instruments and corresponding hedged items from the date of inception of the
hedges to the assessment date.
(if) Accounting for hedges of foreign exchange risk
Hedge instruments used to hedge foreign exchange risks associated with various foreign currency denominated monetary
assets and liabilities are accounted for using the deferral method, in accordance with the standard treatment of The Japanese
Institute of Certified Public Accountants (JICPA) Industry Audit Committee Report No. 25.

The effectiveness of the hedging instruments described above, such as currency swaps, foreign exchange forward con-
tracts and similar transactions, used for hedging the foreign exchange risks of loans and bills discounted, borrowings, and
bonds payable denominated in foreign currencies, is assessed by comparing the foreign currency position of the hedged
loans and bills discounted, borrowings, and bonds payable with that of the hedging instruments. An asset and liability de-
nominated in foreign currency for which currency swap is used to hedge the foreign currency fluctuations are translated at
the contracted rate if the currency swap qualifies for hedge accounting.

(h) Consumption and other taxes
Consumption taxes and local consumption taxes (“consumption taxes”) are excluded from transaction amounts. Amounts of non-
deductible consumption taxes related to property, plant and equipment are expensed as incurred.

Change in accounting policy

(Accounting standard for equity method of accounting for investments)

ASBJ Statement No. 16, Accounting Standard for Equity Method of Accounting for Investments, issued on March 10, 2008, and
ASB]J Practical Issue Task Force (PITF) No. 24 Practical Solution on Unification of Accounting Policies Applied to Associates Ac-
counted for Using the Equity Method, issued on March 10, 2008, have been adopted commencing with this fiscal year end.

(Accounting standard for asset retirement obligations)

ASBJ Statement No. 18, Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, and ASBJ Guidance No.
21, Guidance on Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, have been adopted commenc-
ing with this fiscal year end.

Note that this adoption does not have any impacts on income or expense.

2. Equity securities of or investment in affiliates
Equity securities of or investment in affiliates is ¥52,193 million.
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3. Loans
All loans entered into are loans on deeds. The amounts reported in the balance sheet include the followings:
(Millions of yen)

As of March 31, 2011
Account for JBIC Operations
Bankrupt loans 8,969
Non-accrual loans 97,717
Loans with interest or principal repayments more than three months in arrears —
Restructured loans 187,046
Total 293,733

(Note) The description of the following five accounts, Securitization Support Programs (Purchase-type operation), Credit Insurance Programs, Finance Operations for
Facilitating Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific Business Promotion are omit-
ted since there are no balance in these accounts.

(a) “Bankrupt loans” are loans, defined in Article 96, Paragraph 1, Item 3 and 4 of the corporate Tax Law Enforcement Ordinance (Government Ordinance No. 97), on
which accrued interest income is not recognized as there is substantial uncertainty over the ultimate collectability of either principal or interest because they have
been in arrears for a considerable period of time or for other reasons.

(b) “Non-accrual loans” are loans on which accrued interest income is not recognized. although this excludes Bankrupt loans and the loans on which interest payments
are deferred in order to support the borrowers’ recovery from financial difficulties.

(c) "Loans with interest or principal repayments more than three months in arrears” are loans whose principal or interest payment is more than three months in arrears,
and which do not fall under the category of “Bankrupt loans” and “Non-accrual loans”

(d) "Restructured loans” are loans whose repayment terms and conditions have been amended in favor of the borrowers (e.g. reduction of or exemption from the stated
interest rate, the deferral of interest payments, the extension of principal repayments or renunciation of claims) in order to support the borrowers’ recovery from finan-
cial difficulties, and which do not fall under the category of “Bankrupt loans”, “Non-accrual loans”, and “Loans with interest or principal repayments more than three
months in arrears”.

(e) The amounts of loans indicated in the table above are the gross amounts prior to the deduction of allowance for possible loan losses.

JFC, as a policy, does not pay down loans in part or in full immediately after the execution of the loan agreements, but instead makes
disbursement, in accordance with the progress of the underlying projects. These undisbursed amounts are not included in the loans
on deed in the Balance Sheet. The balance of unpaid amounts as of March 31, 2011 is ¥875,019 million.

4. Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC (which include JBIC
Operating Account bonds to a total amount ¥2,703,551 million.)

5. Accumulated depreciation of fixed assets
Accumulated depreciation of fixed assets amounted to ¥1,337 million.

6. Net assets per share
Net assets per share is ¥1.87.

7. Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

8. The account title and the amount related to transactions with affiliates
Ordinary income - Other income - Other: ¥2,210 million

9. Net income per share
Net income per share is ¥0.05.
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10. Issued shares
For the fiscal year ended March 31, 2011, types and number of issued shares are as follows:

(Unit: shares)
LS numb_er .Of SRS Increase during Decrease during The number of stocks
Tifpes AUt t?eglnnlng e the fiscal year the fiscal year at the end of the fiscal year
fiscal year
Common stocks 1,055,500,000,000 35,500,000,000 — 1,091,000,000,000

(Note) Increases is due to the issuance of 35,500,000,000 shares.

11. Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from the fiscal investment funds and loans, bonds and investments from the general
account, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs (Purchase-type Operation), Credit Insurance Programs, |BIC Operations, Financial Operations for Facilitating
Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by The JFC Act.

The purpose of the Account for JBIC Operations is to conduct the financing required for “Promoting overseas development
and acquisition of strategically important natural resources to Japan”, “Maintaining and improving the international competi-
tiveness of Japanese industries”, “Promoting overseas projects for conserving the global environment, such as mitigating
global warming”, and “Taking appropriate measures with respect to disruptions to international financial order”. Principal op-
erations consist of export loans, import loans, investment financing, financing for business development and capital investment
(including guarantees expect for “capital investment”). To conduct these operations funds are raised through borrowing from
the fiscal investment funds and loans and the issuing of bonds. ALM (asset and liability management) is conducted for financial
assets and liabilities in this account that are subject to interest-rate and currency fluctuations to ensure that interest-rate and
currency fluctuations do not have an adverse effect on these operations. Also, derivative transactions are conducted for the
purpose of mitigating risk inherent in foreign currency denominated transactions.

(2

Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts.

The assets in this account mainly include loans to borrowers in Japan and overseas, and securities, and liabilities mainly in-
clude borrowings and bonds. The associated risks are described below.

(a) Credit risk
Credit risk is the risk that the account will suffer losses if the financial condition of the borrower deteriorates and the
value of assets (including off-balance sheet assets) decrease or disappear.

The credit risks associated with this account include sovereign risk, country risk, corporate risk, and project risk. Char-
acteristic of support for overseas economic transactions conducted in this account, much financing is conducted for
overseas governments, governmental institutions, and overseas corporations. Much of the credit risk associated with the
credit provided typically consists of sovereign or country risk.

As a result, if the financial condition of the individual borrower significantly deteriorates due to political and eco-
nomic trends in the borrower’s country or region, the performance and financial condition of these operations can be

adversely affected.

(Note) Sovereign risk refers to risk associated with credit supplied to foreign governments, country risk refers to risk associated with the country in which the
corporation or project is located (risk in addition to corporate risk or project risk associated with the country in which the corporation or the project is
located), corporate risk refers to the risk associated with credit to corporations, and project risk refers to the risk that the cash flow of an underlying
project will not perform as planned in the case of project finance where the repayment of the borrowing is primarily secured by the cash flow of the
project to which credit is supplied.
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(b) Market risk
Market risk is the risk that the value of assets and liabilities (including off-balance sheet assets) will fluctuate and losses
will be suffered, or profits derived from assets and liabilities (including off-balance sheet assets) will fluctuate and losses
will be suffered due to the fluctuation of various market risk factors such as interest rates, exchange rates, etc.

The market risk associated with this account mainly consists of exchange rate risk and interest rate risk, and losses
could be suffered from these risks from market fluctuations. However, in principle, these risks are mitigated through interest
rate swaps, currency swaps, and forward exchange transactions.

In this account hedge accounting is used for interest rate hedges, where the hedging instruments are interest rate
swaps to hedge the market fluctuation risk associated with loans, borrowed money and bonds. The effectiveness of the
hedges is assessed by measuring and comparing the change in fair value or cumulative change in cash flows of both hedg-
ing instruments and corresponding hedged items from the date of inception of the hedges to the assessment date.

In this account hedge accounting is used for foreign exchange hedges, where currency swaps and foreign exchange
forward contracts are used to hedge items such as loans, borrowings, and bonds for exchange rate fluctuation risk. The
effectiveness of the hedging currency-swaps and forward contracts, hedging the foreign exchange risks of monetary assets
and liabilities denominated in foreign currencies, is assessed by comparing the foreign currency position of the hedged
monetary assets and liabilities with that of the hedging instruments.

(¢) Liquidity risk
Long-term and stable funds, such as fiscal loan funds, government-backed bonds, and FILP agency bonds, are secured to
finance this account and deposits are not accepted, with the result that JFC considers liquidity risk to be limited. However,
financing costs could increase due to market disturbances and unexpected events.

(3) Risk management structure for financial instruments
JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.
For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure for these operations is described below.

(a) Credit risk management
The basis of credit risk management is centered on individual credit management based on the creditworthiness of the
borrower during the credit approval process.

When a new credit application is processed, the relevant finance departments (sales promotion department) and
credit departments collect and analyze information on the borrower. The overseas representative offices also play a part
in collecting information on foreign governments and corporations. Credit appraisal takes place based on the information
that has been gathered and analyzed, with the different departments ensuring appropriate check throughout the process,
leading to the final decision by the management.

For lending to foreign governments and corporations, JFC makes most use of its position as a public institution and ex-
changes views and information with governments and other authorities in recipient countries, international institutions such
as the IMF and the World Bank, other regional development banks and official export credit agencies as well as private fi-
nancial institutions in the industrial countries. Using all these channels, JFC evaluates sovereign or country risk (in addition to
corporate risk and project risk associated with the country in which the corporation is located) based on a broad range of
information on government and government agency borrowers as well as political and economic conditions in their coun-
tries.

The relevant finance departments and credit departments conduct proper credit risk management based on the credit
risk rating system for segmented risk categories and the asset self assessment system based on the Financial Inspection
Manual. In addition, an Integrated Risk Management Committee is held regularly to report the status of credit management
to the management. The credit management situation is also checked by an independent auditing department.

In addition, a claims protection mechanism exists based on an international framework unique to official creditors that
is not contained in private sector financial institutions, for official claims on foreign governments. This mechanism consists
of international financial assistance upon international approval by the Paris Club, an international group focusing on debt,
to allow the debtor country to continue debt repayment when the debtor country becomes temporarily unable to service
its debt due to economic conditions. As part of this international financial assistance, the debtor country conducts an
economic reform program upon agreement with the IMF in order to secure the ability to sustainably service its debt. In
view of JFC’s position as a public financial institution, it will use the framework of the Paris Club to preserve its official
claims on foreign governments.
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=

Besides the individual credit management outlined above, credit risks are quantified to assess the overall risk of the
portfolio in these operations. To quantify credit risks, it is important to take into account the characteristic of the loan
portfolio, that there are a significant proportion of long-term loans and loans involving sovereign risk or country risk. Also
to be taken into account is the mechanism of securing assets, such as the framework of international financial assistance
to debtor countries through the Paris Club, which is unique to official creditors. This account uses a unique model to
quantify the credit risk taking account of the above explained elements and measures amount of credit risk, which are
utilized for credit risk management.

Market risk management
ALM is used to manage exchange rate risk and interest rate risk for these operations. Market risk management protocols
contain detailed stipulations of risk management methods and procedures, which are used by the ALM Committee to
assess and confirm the execution of ALM, and for discussions concerning future responses. In addition, monitoring is con-
ducted through gap analysis and interest rate sensitivity analysis as well as Value at Risk (*VaR”) to comprehensively assess
the interest and terms of financial assets and liabilities. The results are regularly reported to the ALM Committee

The basic policy for managing exchange rate risk and interest rate risk in these operations is described below.

(i) Exchange rate risk
Foreign currency-denominated loans conducted in these operations involve risks related to exchange rate fluctuations.
We have a consistent policy of managing this risk by fully hedging this risk exposure through the use of currency
swaps and forward foreign exchange transactions.

(ii) Interest rate risk
Interest rate risk arises from exposure to market interest rate fluctuations for yen-denominated loan and foreign
currency-denominated loan operations and the policy for managing interest rate risk is described below.

™ Yen-denominated loan operations
For the most part, funding for yen-denominated loans is managed at fixed-rate interest. Currently, interest rate risk
for yen-denominated loans is limited since maturity of loans and the related funding arrangements are generally
matched. In addition, swaps are used to hedge interest rate risk for portions of loans that are thought to have high
exposures to interest rate fluctuation risk.

@ Foreign currency-denominated loan operations
For foreign currency-denominated loan operations, interest rate risk is hedged through the application of a consistent
policy of using interest rate swaps and managing funds with floating interest rates for both loans and related funding
arrangements.

(i) Status of market risk
These operations only maintain a banking account and do not have financial instruments in a trading account. While
these operations are managed by hedging operation in principle, as stated previously, market risk, such as Value at
Risk is measured in order to as certain fair value assessment and risks inherent. The following represents the status of
market risk in these operations in the current fiscal year as calculated using Value at Risk (VaR).

(@) VaR status (Fiscal year ended March 31, 2011)
(1) Interest rate VaR: 69.7 billions of yen
(2) Exchange rate VaR: 45.9 billions of yen

(b) VaR measurement model

(1) Interest rate VaR: Historical model

(2) Exchange rate VaR: Variance-covariance model
Quantitative standards: @ Confidence Interval: 99%; @ Holding period: 1 year; ® Observation period: 5 years

=

(c) Risk management using VaR
VaR is a market risk measure that assesses the maximum possible profits or losses that could be incurred due to
market movements within a certain period of time (or holding period) and degree of possibility (or confidence in-
terval). These are derived statistically by employing the theory of possibility distribution based on historical market
movements of interest rates or exchange rates, etc. over a specific period in the past (or observation period).

This measurement assumes actual market trends and the theory of probability distribution. Based on the possibil-
ity that future market trends could deviate from these assumptions, a back-test is performed to cross-check the
model-measured interest rate VaR with actual profits or losses, in order to confirm the effectiveness of market risk
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measurements using VaR. In addition, a stress test, which goes beyond the probability distribution of historical

market movements is conducted in order to capture risks from multifaceted perspectives.

The following bullet points represent general shortcomings of VaR models.

* Model-measured VaR may differ depending on the confidence interval, holding period, or observation period.
+ The VaR value represents the maximum fluctuation of a mark-to-market profit or loss at the time of the measure-
ment. This does not guarantee that the fluctuation will be within the limit as predicted at some future point in

time, since conditions precedent, such as market trends, will vary during the time horizon.

» The VaR indicates the maximum value based on specific conditions precedent. As such, it is imperative to con-
sider that model-measured VaR may underestimate the potential losses when using VaR as a risk management

indicator in practice.

(o) Liquidity risk management related to fund procurement

Long-term and stable funds such as fiscal loan funds, government-backed bonds, and FILP agency bonds are used to fi-

nance these operations and deposits are not accepted.

Cash flows are assessed and proper measures including establishing overdraft facility accounts with multiple private

sector financial institutions are taken to maintain daily cash flows for proper risk management.

g

Derivatives transactions

A protocol of internal checks with separate divisions executing transactions, assessing the effectiveness of hedges, and
conducting office management has been established for derivatives transactions, and these transactions are conducted

according to derivatives-related regulations.

(4) Supplementary explanation concerning fair value of financial instruments

The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-

ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments

The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows. Note that unlisted
securities and partnership investments whose fair value is extremely difficult to be determined are not included in the following

chart (refer to note 2).

(Millions of yen)

BaAl?r‘nocuen;f?:et Fair value Difference
(1) Cash and due from banks 978,074 978,074 —
(2) Securities
Available-for sale securities 3,800 3,800 —
(3) Loans and bills discounted 8,376,794
Allowance for loan losses ¢V (120,414)
8,256,380 8,324,476 68,096
Total assets 9,238,255 9,306,351 68,096
(1) Borrowings 5,502,495 5,599,191 96,696
(2) Bonds payable 2,703,551 2,774,959 71,407
Total liabilities 8,206,046 8,374,150 168,104
Derivative transactions 2
Derivative transactions not qualifying for hedge accounting (4) 4 —
Derivative transactions qualifying for hedge accounting 965,093 965,093 —
Total derivative transactions 965,089 965,089 —

(*1) General allowance for loan losses, specific allowance for loan losses and allowance for possible loan losses on specific overseas loan have been deducted from

loans.

(*2) Derivative recorded in “other assets and other liabilities” are collectively displayed.

The net values of assets and liabilities arising from derivative transactions are displayed. The figures in parenthesis indicate net liabilities.

(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets
(1)Cash and due from banks

For due from banks that do not mature or have a maturity under 3 months, the carrying amount is used as fair value be-

cause fair value resembles the carrying amount.
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(2)Securities
The fair value of "Available-for sale securities” is based on the price that is indicated from other financial institution.

(3)Loans and bills discounted
For loans with variable interest rates an amount calculated by the floating rate note method to reflect market interest rates

over the short term is used for fair value.

For loans with fixed interest, the total principal and interest is discounted by a risk free rate that incorporates the de-
fault ratio and coverage ratio to calculate fair value. However for obligations on bankrupt borrowers, substantially bankrupt
borrowers, and potentially bankrupt borrowers allowance for loan losses is calculated based on the expected collectable
amount from the collateral or guarantee. Fair value approximates the amount on the balance sheet on the closing date
after a deduction has been made for allowance for loan losses, so this amount is used for fair value.

Liabilities

(1)Borrowings
Borrowings with variable interest rates indicate that short-term market interest rates and the credit conditions of JFC are not
significantly altered by borrowings. Therefore, the carrying amount is used as fair value because it is considered that the
carrying amount approximates the fair value. For borrowings with a fixed interest rate, in principle, fair value is calculated
by discounting the principal and interest of the borrowings by the risk free rate (the standard Japanese government bond

rate) based on the set period of loan.

(2)Bonds payable
Market value is used for fair value of bonds.

Derivative transactions
Derivative transactions consist of interest rate-related transactions (interest rate swap) and currency-related transactions (cur-

rency swap and forward exchange contract). Calculation of fair value is based on the discounted cash flow.

(Note 2)Financial instruments that are recognized to be extremely difficult to be determined fair value are as follows.

They are not included in Fair value of financial instruments.
(Millions of yen)

Classification Carrying amount on balance sheet
1) Unlisted stocks 19,907
2) Partnership investments 2 52,746
Total 72,653

(*1) Since unlisted stocks do not have quoted market prices available and fair value is extremely difficult to be determined, fair values are not stated.
(*2) For partnership investments composed of unlisted stocks that do not have quoted market prices available and for which fair value is extremely difficult to be deter-

mined fair values are not stated.

(Note 3) Redemption schedule for receivables and redeemable securities with future redemption dates
(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years | after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years

Due from banks ¢V 978,074 — — — — —
Securities 2
Available-for sale securities o 1192 2,607 o B o
Loans and bill discounted 2 1,078,144 1,970,380 2,275,246 951,556 1,081,671 910.789
Total 2,056,218 1,971,572 2,277,853 951,556 1,081,671 910,789

(*1) Demand deposits contained within due from banks are stated as “Maturities within one year”.
(*2) Within loans and securities, claims against bankrupt borrowers, substantially bankrupt borrowers, and potentially bankrupt borrowers contains an amount of

¥109,005 million that is not expected to be redeemed and not included in the table above.

(Note 4) Redemption schedule for bonds and borrowings with future redemption dates
(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Borrowings 367,683 1,204,243 2,478,286 1,072,471 379812 —
Bonds payable 503,387 1,094,772 837,187 150,000 100,000 20,000
Total 871,070 2,299,015 3,315,473 1,222,471 479,812 20,000
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Data

12.

13.

14.

Market value of securities

In addition to “Other securities” on the balance sheet, transferable deposits in “Due from banks” are also included.

The market value of securities at March 31, 2011 is as follows:

(a) Equity securities of or investment in subsidiaries and affiliates
(Note) These are equity securities of, or investment in, subsidiaries and affiliates whose fair value is extremely difficult to be deter-

mined.

Carrying amount on the balance sheet (Millions of yen)

Equity securities of or investment in affiliates

52,193

They have no quoted market price and their fair value is extremely difficult to be determined.

(b) Available-for-sale securities

Type

Carrying amount on the

Acquisition cost

(Millions of yen) Difference (Millions of yen)

balance sheet
(Millions of yen)

Securities whose carrying amount
does not exceed their acquisition |Others
cost

503,800 503,800 —

(Note) Available-for-sale securities whose fair value is extremely difficult to be determined

Carrying amount on the balance sheet (Millions of yen)

Others
Unlisted foreign stocks
Unlisted Japanese securities
Unlisted foreign securities

15,095
224
5,139

These are not included in the above table of “Available-for-sale securities” because there are no quoted market prices available and
it is extremely difficult to determine the fair value of these securities.

Deferred tax accounting

JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).

Retirement benefits

JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (16,969)
Fair value of plan assets (B) 4134

Unfunded pension obligations (C)=(A)+(B) (12,834)
Unrecognized prior service costs (D) 81

Actuarial unrecognized difference (E) 617
Net amount recognized on the balance sheet (F)=(C)+(D)+(E) (12,135)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (12,135)

(b) Component of pension cost

March 31, 2011 (Millions of yen)

Net pensions cost

Service cost 545
Interest cost 334
Expected return on plan assets (83)
Amortization of prior service cost accounted for as expense 0
Actuarial differences accounted for as expense 89
Other costs —

886

(Note) Employee contributions to pension funds have been deducted from the service cost.

(c) Principal assumptions

March 31, 2011
Discount rate 2.0%
Expected rate of return on plan assets 2.0%
Method of attributing the projected benefits to periods of services Straight-line basis
Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years
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15. Profit and loss on equity method
Investment in affiliates
Investment in affiliates (equity method)

16.

Profit or Loss of Investment in affiliates (equity method)

Related party transactions
Related party transactions in the fiscal year ended March 31, 2011 are as follows:

¥52,193 million
¥52,292 million

¥98 million

Transactions with parent company and major shareholder companies

(Millions of yen)

Corporate Ratio to Total Relation with TS Amounts of s Balance as of
name Voting Rights (%) | related parties transactions March 31, 2011
Underwriting
of capital 35,500 — —
increaseote?
Receipt of
ey 1,014,444
Ministry . . Borrowings 5,502,495
- : Administration | Repayment of
Principal of Finance 100 (Direct) for policy based | borrowin 626,657
shareholder (Minister of finaﬁcing 5 tgf
Finance) (Moted ayment O
interest on 55,696 Accrued 13,863
b ! expenses
orrowings
Guarantee
for corporate 1,633,712 — —
bondsMote i)

(Note)
(i) The underwriting of capital increase represents the increase in capital through shareholder allocation by JFC at an allocation amount of ¥1 per share.
(i) The receipts of funds represents borrowing under the FILP, and for this borrowing, the interest rates are applied under the FILP agreement.
(iii) No guarantee fee has been paid for the guarantee of bonds.
(iv) Figures in the table above do not include consumption taxes.

17. Subsequent events
The Japan Bank for International Cooperation Act (hereafter, the “New JBIC Act”) was passed on April 28, 2011 at the 177th ordinary
session of the Diet. Based on this Act, on April 1, 2012, JBIC will be separated from JFC to form Japan Bank for International Coop-
eration Co., Ltd. (hereafter “New JBIC"), and effective on the same date, JFC’s |BIC Operations and Finance Operations for Facilitating
Realignment of United States Forces in Japan will be transferred to the New JBIC.

JFC will underwrite the stock of the New JBIC, and will transfer this stock without compensation to the government of Japanese at
the time the New JBIC is established on April 1, 2012. Effective the same day, assets and liabilities relating to JFC’s JBIC operations
and Financial Operations for Facilitating Realignment of United States Forces in Japan will be succeeded by the New ]BIC. The
amount of assets and liabilities to be succeeded will be the assessed amount as determined by an evaluation committee based on
the New JBIC Act. After the establishment of the New JBIC, profit and loss relating to JFC’s JBIC Operations and Finance Operations
for Facilitating Realignment of United States Forces in Japan will no longer be recognized as profit and loss of JFC. Note that there is
no impact on cash flows of Account for |BIC operations, Financial Account Related to the Financial Operations for Facilitating Realign-
ment of United States Forces in Japan, or the New JBIC.
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Balance Sheet (as of March 31, 2011)

Japan Bank for International Cooperation

Financial Account Related to the Financial O
Facilitating Realignment of United States Forces in Ja

perations for

Oadl

Assets Liabilities

Cash and due from banks 359 Other liabilities 1
Due from banks 359 Accrued expenses 1
Other assets 0 Provision for bonuses 4
Other 0 Provision for directors’ bonuses 0
Property, plant and equipment 0 Provision for retirement benefits 113
Other 0 Provision for directors’ retirement benefits 0
Total liabilities 119

Net assets
Retained earnings 241
Other retained earnings 241
Retained earnings brought forward 241
Total shareholders’ equity 241
Total net assets 241
Total assets 360 Total liabilities and net assets 360
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Statement of Operations (Year ended March 31, 2011)

(Millions of yen)

Ordinary income 411
Receipts from the national budget 411
Receipts from the general account of the national budget 411
Other income 0
Other 0 .
Ordinary expenses 170
Fees and commissions payments 22
Other fees and commissions 22
General and administrative expenses 147
Ordinary profit 241
Net income 241

JFC 2011 > Data > Financial Statements and Notes > Financial Account Related to the Financial Operations for Facilitating Realignment of United States Forces in Japan | 185



Statement of Changes in Net Assets (Year ended March 31, 2011)

(Millions of yen)

Shareholders’ equity
Retained earnings
Other retained earnings
Retained earnings brought forward
Balance at the end of previous period —
Changes of items during the period

Net income (loss) 241
Total changes of items during the period 241
Balance at the end of current period 241

Total retained earnings
Balance at the end of previous period —
Changes of items during the period

Net income (loss) 241
Total changes of items during the period 241
Balance at the end of current period 241

Total shareholders’ equity
Balance at the end of previous period —
Changes of items during the period

Net income (loss) 241
Total changes of items during the period 241
Balance at the end of current period 241

Total net assets
Balance at the end of previous period —
Changes of items during the period

Net income (loss) 241
Total changes of items during the period 241
Balance at the end of current period 241
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Notes to Financial Statements

FINANCIAL ACCOUNT RELATED TO THE FINANCIAL OPERATIONS FOR FACILITATAING REALIGNMENT OF UNITED STATES FORCES IN JAP

Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Depreciation basis for fixed assets
Property, plant and equipment —
Tangible fixed assets are depreciated under the declining-balance method over their useful economic lives.
Amortization is based on the following range of estimated useful lives:

Other: 2 years to 20 years

(b) Accounting policy for reserves

(i) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable —_
to the services that have been rendered by employees to the date of the balance sheet.

(i) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.

(iii) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec- o
tive fiscal year.

(iv) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(c) Consumption and other taxes
Consumption taxes and local consumption taxes (“‘consumption taxes”) are excluded from transaction amounts. Amounts of
nondeductible consumption taxes related to property, plant and equipment are expensed as incurred.

2. Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC. There is no issued
bond in Financial Account Related to the Financial Operations for Facilitating Realignment of United States Forces in Japan.

3. Accumulated depreciation of fixed assets
Accumulated depreciation of fixed assets amounted to ¥0 million.

4. Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

JFC 2011 > Data > Financial Statements and Notes > Financial Account Related to the Financial Operations for Facilitating Realignment of United States Forces in Japan | 187



5. Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from the fiscal investment funds and loans, bonds and investments from the general
account, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs (Purchase-type Operation), Credit Insurance Programs, |BIC Operations, Financial Operations for Facilitating
Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by The JFC Act.

In the Financial Account related to the Financial Operations for Facilitating Realignment of United States Forces in Japan,
this account conducts in this fiscal year necessary operations related to making equity investments, loans and other opera-
tions necessary for the projects to facilitate realignment of United States Forces in Japan. However, in this account there is no
loan or funds for loan raised in this fiscal year.

(2) Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts.
The only financial assets held in this account are cash deposits and since there are no financial liabilities present, accord-
ingly the following risks are considered to be limited.

(@) Market risk
Market risk is the risk that the value of assets and liabilities (including off-balance sheet assets) will fluctuate and losses
will be suffered, or profits derived from assets and liabilities (including off-balance sheet assets) will fluctuate and losses
will be suffered due to the fluctuation of various market risk factors such as interest rates, exchange rates, etc.
In the fiscal year the only financial assets or liabilities held in this account are cash deposits, and therefore market risk
is considered to be limited.

(b) Liquidity risk
The liquidity risk of this account is considered to be limited because it does not accept deposits, it secures stable funds
from government grants only, and it has yet to provide a loan as of the end of the current fiscal year.

(3) Risk management structure for financial instruments
JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure for these operations is described below.

(@) Market risk management
The main type of market risk associated with these operations is interest-rate risk.
These operations strive to undertake appropriate risk management practices by managing funds procured from gov-
ernment grants through current deposits.
In addition, this financial instrument doesn’t have material sensitivity to interest rate fluctuations since funds are man-
aged using current deposits.

(b) Liquidity risk management related to fund procurement
Funding for these operations is procured by government grants only. Efforts are made for proper risk management through
the assessment of the cash flows.
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(4) Supplementary explanation concerning fair value of financial instruments
The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-

ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments

The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows.

(Millions of yen)

Amount on ; )

Balance Sheet Fair value Difference
Cash and due from banks 359 359 —
Total assets 359 359 —

(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets
Cash and due from banks

For due from banks that do not mature or have a maturity under 3 months, the carrying amount is used as fair value because

fair value resembles the carrying amount.

(Note 2) Redemption schedule for receivables and redeemable securities with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Due from banks 359 — — — — —

6. Deferred tax accounting

JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).

7. Retirement benefits

JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (159)
Fair value of plan assets (B) 38
Unfunded pension obligations (C)=(A)+(B) (120)
Unrecognized prior service costs (E) 0
Actuarial unrecognized difference (D) 5

Net amount recognized on the balance sheet (F)=(C)+(D)+(E)

(113)

Prepaid pension cost (G)

Provision for retirement benefits (H)=(F)-(G)

(113)

(b) Component of pension cost

March 31, 2011 (Millions of yen)

Service cost 5
Interest cost 3
Expected return on plan assets 0)
Amortization of prior service cost accounted for as expense 0
Actuarial differences accounted for as expense 0
Other costs —
Net pensions cost 8

(c) Principal assumptions

(Note) Employee contributions to pension funds have been deducted from the service cost.

March 31, 2011

Discount rate 2.0%
Expected rate of return on plan assets 2.0%
Method of attributing the projected benefits to periods of services Straight-line basis
Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years
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8. Related party transaction
No Capital stock, but Receipts from the national budget ¥411 million

9. Subsequent events
The Japan Bank for International Cooperation Act (hereafter, the “New JBIC Act”) was passed on April 28, 2011 at the 177th ordinary
session of the Diet. Based on this Act, on April 1, 2012, ]BIC will be separated from JFC to form Japan Bank for International Coop-
eration Co., Ltd. (hereafter “New JBIC"), and effective on the same date, JFC’s |BIC Operations and Finance Operations for Facilitating
Realignment of United States Forces in Japan will be transferred to the New JBIC.

JFC will underwrite the stock of the New JBIC, and will transfer this stock without compensation to the government of Japanese at
the time the New JBIC is established on April 1, 2012. Effective the same day, assets and liabilities relating to JFC’s JBIC operations
and Financial Operations for Facilitating Realignment of United States Forces in Japan will be succeeded by the New JBIC. The
amount of assets and liabilities to be succeeded will be the assessed amount as determined by an evaluation committee based on
the New JBIC Act. After the establishment of the New JBIC, profit and loss relating to JFC's |BIC Operations and Financial Operations
for Facilitating Realignment of United States Forces in Japan will no longer be recognized as profit and loss of JFC. Note that there is
no impact on cash flows of Account for JBIC operations, Financial Account Related to the Financial Operations for Facilitating Realign-
ment of United States Forces in Japan, or the New JBIC.
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Operations to Facilitate Crisis Responses

Account for Operations to Facilitate Crisis Responses

Balance Sheet (as of March 31, 2011)

(Millions of yen)

Assets Liabilities

Cash and due from banks 99,880 Borrowed money 4,736,957
Due from banks 99,880 Borrowings 4,736,957
Securities 353,955 Other liabilities 6,284
Government bonds 353,955 Accrued expenses 1,260
Loans and bills discounted 4,736,957 Unearned revenue 4,938
Loans on deeds 4,736,957 Lease obligations 0
Other assets 1,345 Other 85
Prepaid expenses 0 Provision for bonuses 6
Accrued income 1,283 Provision for directors’ bonuses 0
Other 61 Provision for retirement benefits 154
Property, plant and equipment 0 Provision for directors’ retirement benefits 0
Lease assets 0 Reserve for compensation losses 59,757
Intangible assets 82 Total liabilities 4,803,160

Software 82 Net assets
Lease assets 0 Capital stock 505,668
Allowance for loan losses (1,895) Retained earnings (118,502)
Other retained earnings (118,502)
Retained earnings brought forward (118,502)
Total shareholders’ equity 387,165
Total net assets 387,165
Total assets 5,190,325 Total liabilities and net assets 5,190,325
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Statement of Operations (Year ended March 31, 2011)

(Millions of yen)

Ordinary income 58,794
Interest income 55,546
Interest on loans and discounts 46,142
Interest and dividends on securities 356
Interest on receivables under resale agreements 73
Interest on deposits with banks 92
Other interest income 8,881
Fees and commissions 2,681
Fees and commissions on compensation security contract 2,679
Other fees and commissions 2
Receipts from the national budget 502
Receipts from the general account of the national budget 502
Other income 62
Other 62
Ordinary expenses 88,259
Interest expenses 55,024
Interest on borrowings and rediscounts 46,142
Other interest expenses 8,881
Fees and commissions payments 4,589
Expense on compensation security contract 4,589
Other ordinary expenses 381
Amortization of bond issuance cost 2
Interest subsidies 379
General and administrative expenses 201
Other expenses 28,062
Provision of allowance for loan losses 30
Provision of reserve for compensation losses 27.966
Other 64
Ordinary loss 29,464
Net loss 29,464
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Statement of Changes in Net Assets (Year ended Marc

(Millions of yen)

Shareholders’ equity

Capital stock

Balance at the end of previous period 495,511
Changes of items during the period
Issuance of new shares 10,157
Total changes of items during the period 10,157
Balance at the end of current period 505,668
Retained earnings
Other retained earnings
Retained earnings brought forward
Balance at the end of previous period (89,037)
Changes of items during the period
Net income (loss) (29.464)
Total changes of items during the period (29.464)
Balance at the end of current period (118,502)
Total retained earnings
Balance at the end of previous period (89,037)
Changes of items during the period
Net income (loss) (29.404)
Total changes of items during the period (29,464)
Balance at the end of current period (118,502)
Total shareholders’ equity
Balance at the end of previous period 406,473
Changes of items during the period
Issuance of new shares 10,157
Net income (loss) (29.464)
Total changes of items during the period (19.307)
Balance at the end of current period 387.165
Total net assets
Balance at the end of previous period 406,473
Changes of items during the period
Issuance of new shares 10,157
Net income (loss) (29,464)
Total changes of items during the period (19,307)
Balance at the end of current period 387,165
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Notes to Financial Statements
ACCOUNT FOR OPERATIONS TO FACILITATE CRISIS RESPONSES

Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Securities
Held-to-maturity securities are carried at amortized cost based on the moving average method. Available-for-sale securities
which have readily determinable fair value are started at fair value with changes in net unrealized gains or losses, included di-
rectly in Net assets.

(b) Depreciation basis for fixed assets

(i) Intangible assets (except for lease assets)
Amortization of intangible fixed assets is computed by the straight-line method. Software used by JFC is amortized over its
useful life (5 years).

(i) Lease assets
Lease assets in “property, plant and equipment” or “intangible assets,” under finance leases that do not involve transfer of
ownership to the lessee are amortized under the straight-line method over the lease term. Depreciation for lease assets is
calculated with zero residual value being assigned to the asset.

(c) Method of amortization for deferred assets
Bond issuance costs are expensed as incurred.

(d) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses is maintained in accordance with internally established standards.

The allowance for claims on debtors who are legally bankrupt (“Bankrupt borrowers”) or substantially bankrupt (“Sub-
stantially bankrupt borrowers”) is provided based on the outstanding balance after the write-offs described in the followings
and the deductions of the amount expected to be collected through the disposal of collateral and execution of guarantees.

The allowance for claims on debtors who are not legally bankrupt but are likely to become bankrupt (“Potentially bank-
rupt borrowers”) is provided based on an assessment of the overall solvency of the debtors after deducting the amount ex-
pected to be collected through the disposal of collateral and the execution of guarantees.

The allowance for claims on debtors other than Bankrupt borrowers, Substantially bankrupt borrowers and Potentially
bankrupt borrowers is provided primarily based on the default rate, which is calculated based on the actual defaults during
a certain period in the past.

All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation department, which is independent from the opera-
tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.

(i) Reserve for compensation losses
The “reserve for compensation losses” provides for losses based on the estimated amounts of future losses attributed to
compensation security contracts.

(iii) Provision for bonuses
The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable
to the services that have been rendered by employees to the date of the balance sheet.

(iv) Provision for directors’ bonuses
The “provision for directors’ bonuses” is calculated and provided for based on the estimated amounts of future payments
attributable to the services that have been rendered by directors to the date of the balance sheet.

(v) Provision for retirement benefits
The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and
is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(vi) Provision for directors’ retirement benefits
The “provision for directors’ retirement benefits,” which provides for future retirement pension payments to directors, corpo-
rate auditors and executive officers, is recognized at the amount accrued at the end of the fiscal year.

(e) Consumption and other taxes
Consumption taxes and local consumption taxes (“consumption taxes”) are excluded from transaction amounts.
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Change in accounting policy

(Accounting standard for asset retirement obligations)

ASBJ Statement No. 18, Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, and ASBJ Guidance No.
21, Guidance on Accounting Standard for Asset Retirement Obligations, issued on March 31, 2008, have been adopted commenc-
ing with this fiscal year end.

Note that this adoption does not have any impacts on income or expense.

Loans
There were no Bankrupt loans, Non-accrual loans, Loans with interest or principal repayments more than three months in arrears and
Restructured loans as of March 31, 2011.

“Bankrupt loans” are loans, defined in Article 96, Paragraph 1, Item 3 and 4 of the corporate Tax Law Enforcement Ordinance
(Government Ordinance No.97), on which accrued interest income is not recognized as there is substantial uncertainty over the ulti-
mate collectability of either principal or interest because they have been in arrears for a considerable period of time or for other
reasons.

“Non-accrual loans” are loans on which accrued interest income is not recognized, although this excludes Bankrupt loans and
the loans on which interest payments are deferred in order to support the borrowers’ recovery from financial difficulties.

“Loans with interest or principal repayments more than three months in arrears” are loans whose principal or interest payment is
more than three months in arrears, and which do not fall under the category of “Bankrupt loans” and “Non-accrual loans”

“Restructured loans” are loans whose repayment terms and conditions have been amended in favor of the borrowers (e.g. reduc-
tion of or exemption from the stated interest rate, the deferral of interest payments, the extension of principal repayments or renun-
ciation of claims) in order to support the borrowers’ recovery from financial difficulties, and which do not fall under the category of
“Bankrupt loans”, “Non-accrual loans”, and “Loans with interest or principal repayments more than three months in arrears”.

Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC. No Operations to
Facilitate Crisis Responses account bonds have been issued.

Accumulated depreciation of fixed assets
Accumulated depreciation of fixed assets amounted to ¥0 million.

Amount of compensation security contract
(Millions of yen)

The total amount of compensation outstanding (46,703 contracts) 1,869,023
Reserve for compensation 59,757
Net amount 1,809,266

Net assets per share
Net assets per share is ¥0.76.

Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

Net loss per share
Net loss per share is ¥0.05.
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9. Issued shares
For the fiscal year ended March 31, 2011, types and number of issued shares are as follows:

(Unit: shares)
Ulits number_ of_stocks Increase during Decrease during The number of stocks
= Erifie l?eglnnlng i the fiscal year the fiscal year at the end of the fiscal year
the fiscal year
Common stocks 495,511,000,000 10,157,000,000 — 505,668,000,000

(Note) Increases is due to the issuance of 10,157,000,000 shares.

10. Financial instruments and related disclosure
1. Status of financial instruments

M

2

Initiatives for financial instruments

Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from fiscal investment funds and loans, bonds and investments from the general ac-
count, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs (Purchase-type Operation), Credit Insurance Programs, |BIC Operations, Financial Operations for Facilitating
Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by The JFC Act.

In the Account for Operations to Facilitate Crisis Responses financing operations including 1) loans, 2) credit insurance
underwriting (a certain potion of compensation paid by JFC to cover losses incurred by specified financial institutions on loans,
including equity participation), and 3) interest subsidies (interest subsidies provided by JFC to a specified financial institutions
for loans, etc., conducted by specified financial institutions that received a credit facility from JFC) are conducted for financial
institutions specified by the competent minister for domestic and global financial disturbance that is recognized by the com-
petent minister when a crisis such as a large-scale disaster occurs. To conduct these operations, the financing required for 1)
loans is procured through the borrowing from Fiscal Investment and Loan Program (*FILP”), and the issuing of government
guaranteed bonds. The loan period and borrowing period are equal, and the financing cost is covered by the interest on the
loans. The financing required for 2) credit insurance underwriting, and 3) interest subsidies is procured through equity partici-
pation from the government.

Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts,.

The financial assets in this account mainly include loans and financial liabilities against designated financial institutions, and
the financial liabilities include borrowings. The associated risks are described below.

(a) Credit risk
The main financial assets in this account are loans of funds to designated financial institutions that are required to conduct
crisis response operations. The associated credit risk consists of risk of losses arising from uncollectable claims due to
deterioration in creditworthiness of the designated financial institution.
JFCis liable for compensation to cover losses incurred by designated financial institution on loans to third parties. This
account could incur losses if the payment of compensation fluctuates from the projected compensation payments caused
by significant changes in the creditworthiness or economic condition of the third party business.

Market risk

The operations of this account consist of loans to designated financial institutions, and fiscal investment and loans are
used for financing. Interest rate risk is not present as a type of market risk because the terms and conditions of the loans
and borrowings are equal, and the financing cost is covered by the interest on the loans.

(b

=
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(c) Liquidity risk
Long-term and stable funds such as fiscal investment and loans are secured to finance this account and deposits are not
accepted. Sufficient short-term liquidity is secured for compensation payment funds towards designated financial institu-
tions, and liquidity risk is considered to be limited. However borrowings are exposed to liquidity risk that payment cannot
be made on the payment date due to unexpected events.

(3) Risk management structure for financial instruments
JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure for these operations is described below.
(@) Credit risk management

For these operations standards have been established in accordance with the Financial Inspection Manual prepared by

the Financial Services Agency to conduct asset self assessment. In the asset self assessment, an inspection is conducted

by the auditing department.
(b) Market risk management

The primary financial instruments that are subject to interest rate risk, which is one of the main risk variables in these

operations include loans and borrowings.

These operations provide loans to designated financial institutions and are funded through borrowings from fiscal in-
vestment and loans. Since the terms and conditions of lendings and borrowings are equal, cash inflows resulting from
lendings and cash outflows resulting from borrowings are matched. Therefore, as a whole operations, interest rate risk
does not exist as a market risk.

(c) Liquidity risk management related to fund procurement

Long-term and stable funds, such as fiscal investment and loans, are secured to finance this account and deposits are not

accepted. In addition, the loan period and borrowing period are equal. Sufficient short-term liquidity is secured for com-

pensation payment funds towards designated financial institutions, and liquidity risk is considered to be limited. In addi-
tion, continual efforts are being made to make financing plans more sophisticated and minimize liquidity risk.
(4) Supplementary explanation concerning fair value of financial instruments

The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-
ation inputs are used the resulting amount could vary.

2. Fair value of financial instruments

The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows.
(Millions of yen)

BaAlranri:L:en;r?:et Fair value Difference
(1) Cash and due from banks 99,880 99,880 —
(2) Securities

Held to maturity debt securities 353,955 353,955 —
(3) Loans and bills discounted 4,736,957
Allowance for loan losses © (1,894)

4,735,062 4,771,978 36,916

Total assets 5,188,898 5,225,814 36,916

(1) Borrowings 4,736,957 4,800,477 63,520

Total liabilities 4,736,957 4,800,477 63,520

(*) General allowance for loan losses and specific allowance for loan losses have been deducted from loans.
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(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets

(1)Cash and due from banks
For due from banks that do not mature or have a maturity under 3 months, the carrying amount is used as fair value be-

cause fair value resembles the carrying amount.

(2)Securities

For corporate bonds in the Account for Operations to Facilitate Crisis Responses, the carrying amount is used as fair value

because fair value approximates the carrying amount.
Notes for securities by purpose of holding are found in “11. Market Value of Securities”.

(3)Loans and bills discounted
All loans have a fixed interest rate and fair value is calculated by discounting the principal and interest by the interest rate

estimated from the market yield of bonds issued by the borrower based on the type of borrower and period of loan.

Liabilities
Borrowings

Borrowings are based on a fixed rate of interest. Fair value is calculated by discounting the principal and interest of the bor-
rowings by the risk free rate (the standard Japanese government bond rate) based on the set period of the loan.

(Note 2) For credit insurance underwriting, the credit decision is conducted by a specified financial institution, and JFC does not
participate in the credit decision for the individual subject to compensation at the time of loan, and therefore JFC does
not retain the financial data of the individuals subject to compensation. Accordingly, it is recognized that fair value is

extremely difficult to be determined.

The amount of compensation underwritten for compensation security contract is as follows.
Balance of compensation underwritten: ¥1,869,023 million
Compensation loss reserve: ¥59,757 million

(Note 3) Redemption schedule for receivables and redeemable securities with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years

within three years

within five years

within seven years

within ten years

Due from banks © 99,880 — — — —
Securities
Held-to-maturity debt securities 354,000 B o B - -
Loans and bills discounted 496,186 1,510,149 1.547.311 561,232 342,639 279,440
Total 950,066 1,510,149 1,547,311 561,232 342,639 279,440
(*) Demand deposits contained within due from banks are stated as “Maturities within one year”.
(Note 4) Redemption schedule for bonds and borrowings with future redemption dates
(Millions of yen)
Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
Borrowings 496,186 1,510,149 1,547,311 561,232 342,639 279,440

11. Market value of securities

In addition to “Government bonds” on the balance sheet, transferable deposits in “Due from banks” are also included.

The market value of securities at March 31, 2011 is as follows:

(a) Held-to-maturity debt securities with market value

Data

Type

Carrying amount on the

balance sheet
(Millions of yen)

Fair value (Millions of yen)

Difference (Millions of yen)

Securities whose fair value does
not exceed their carrying amount

Japanese government bonds

353,955

353,955

198 |JFC 2011 > Data > Financial Statements and Notes > Account for Operations to Facilitate Crisis Responses




(b) Available-for-sale securities

Carrying amount on the
Type balance sheet
(Millions of yen)

Acquisition cost

(Millions of yen) Difference (Millions of yen)

Securities whose carrying amount
does not exceed their acquisition |Others 78,500 78,500 —
cost

12. Deferred tax accounting
JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act
(Act No. 34; 1965).

13. Retirement benefits
JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (198)
Fair value of plan assets (B) 35
Unfunded pension obligations (C)=(A)+(B) (163)
Unrecognized prior service costs (D) (2)
Actuarial unrecognized difference (E) 11
Net amount recognized on the balance sheet (F)=(C)+(D)+(E) (154)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (154)

(b) Component of pension cost

March 31, 2011 (Millions of yen)

Service cost 8
Interest cost 3
Expected return on plan assets (0)
Amortization of prior service cost accounted for as expense 0)
Actuarial differences accounted for as expense 0
Other costs

Net pensions cost 11

(Note) Employee contributions to pension funds have been deducted from the service cost.

(¢) Principal assumptions

March 31, 2011
Discount rate 2.0%
Expected rate of return on plan assets 2.0%
Method of attributing the projected benefits to periods of services Straight-line basis
Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years
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14. Related party transactions

Related party transactions in the fiscal year ended March 31, 2011 are as follows:

(a) Transactions with parent company and major shareholder companies

(Millions of yen)

Corporate Ratio to Total Relation with T EEnE Amounts of e Balance as of
name Voting Rights (%) | related parties transactions March 31, 2011
Underwriting
of capital 10,157 — —
increase®ote
Receipts from
general account 57 - o
Ministry of the national
o ; Administration | pydeet
Principal of Finance ) ; g
. 100 (Direct) for policy based ;
shareholder (Minister of fi . Receipt of 405.281
Finance) Moted inancing fundsNote i J )
Repayment of Borrowings 4,736,957
o 328,070
orrowing
Payment of
interest on bor- s5024 | Accrued 1259
X expenses
rowings
(Note)

(i) Transactions with the ministries and agencies other than Ministry of Finance are as follows:
- Small and Medium Enterprise Agency
Receipts from the national budget ¥406 million
- Ministry of Agriculture, Forestry and Fisheries
Receipts from the national budget ¥38 million
(i) The underwriting of capital increase represents the increase in capital through shareholder allocation by JFC at an allocation amount of ¥1 per share.
iii

(i) The receipts of funds represents borrowing under the FILP, and for this borrowing, the interest rates are applied under the FILP agreement.

(iv) Figures in the table above do not include consumption taxes.

(b) Transactions with fellow subsidiaries and affiliates’ subsidiaries
Transactions stated here in the previous fiscal year's annual report as transactions with fellow subsidiaries and affiliates’ subsid-
iaries have been omitted commencing this fiscal year end because the terms and conditions of these transactions are irrefutably
in accordance with those of general transactions.

15. Subsequent events

The Board of Directors of JFC resolved on May 24, 2011 to issue new shares by way of allotment to shareholders as of July 4, 2011.

(Unit: yen)
Type and number of shares 44,100,000,000 shares of common stock
Issue price 1 per share
Total issue amount 44,100,000,000
Amount incorporated into Capital stock 1 per share
Amount incorporated into Legal capital surplus —
Total amount of incorporated into Capital stock 44,100,000,000
Total amount of incorporated into Legal capital surplus —
Payment date July 4, 2011

Purpose of use

Act as resource for credit insurance underwriting and interest rate

subsidy
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Operations to Facilitate Specific Businesses Promotion

Account for Operations to Facilitate Specific Business Promotion

Balance Sheet (as of March 31, 2011)

Assets Liabilities
Cash and due from banks 132 Borrowed money 20,000
Due from banks 132 Borrowings 20,000
Loans and bills discounted 20,000 Other liabilities 0
Loans on deeds 20,000 Accrued expenses 0
Other assets 0 Other 0
Prepaid expenses 0 Provision for bonuses 1
Accrued income 0 Provision for retirement benefits 32
Other 0 Total liabilities 20,034
Intangible assets 12 Net assets
Software 12 Capital stock 120
Allowance for loan losses 8) Retained earnings (16)
Other retained earnings (16)
Retained earnings brought forward (16)
Total shareholders’ equity 103
Total net assets 103
Total assets 20,137 Total liabilities and net assets 20,137
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2010 to March 31, 2011)

(Millions of yen)

Ordinary income 13
Interest income 0
Interest on loans and discounts 0
Receipts from the national budget 13
— Receipts from the general account of the national budget 13
Ordinary expenses 30
Interest expenses 0
Interest on borrowings and rediscounts 0
General and administrative expenses 22
Other expenses 8
Provision of allowance for loan losses 8
Ordinary loss 16
Net loss 16
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Statement of Chan

10 to March 31, 2011)

(Millions of yen)

Shareholders’ equity

Capital stock

Balance at the end of previous period

Changes of items during the period

Issuance of new shares

120

Total changes of items during the period

120

Balance at the end of current period

120

Retained earnings

Other retained earnings

Retained earnings brought forward

Balance at the end of previous period

Changes of items during the period

Net income (loss)

(16)

Total changes of items during the period

(16)

Balance at the end of current period

(16)

Total retained earnings

Balance at the end of previous period

Changes of items during the period

Net income (loss)

(16)

Total changes of items during the period

(16)

Balance at the end of current period

(16)

Total shareholders’ equity

Balance at the end of previous period

Changes of items during the period

Issuance of new shares

120

Net income (loss)

(16)

Total changes of items during the period

103

Balance at the end of current period

103

Total net assets

Balance at the end of previous period

Changes of items during the period

Issuance of new shares

120

Net income (loss)

(16)

Total changes of items during the period

103

Balance at the end of current period

103
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Notes to Financial Statements
ACCOUNT FOR OPERATIONS TO FACILITATE SPECIFIC BUSINESS PROMOTION

Amounts presented are rounded down to the nearest million yen.

1. Significant accounting policies

(a) Depreciation basis for fixed assets

D Intangible assets

Amortization of intangible fixed assets is computed by the straight-line method. Software used by JFC is amortized over its useful
life (5 years).

(b) Accounting policy for reserves
(i) Allowance for loan losses
The allowance for loan losses is maintained in accordance with internally established standards.
— The allowance for claims on debtors who are legally bankrupt (“Bankrupt borrowers”) or substantially bankrupt (“Sub-
stantially bankrupt borrowers”) is provided based on the outstanding balance after the write-offs described in the followings
and the deductions of the amount expected to be collected through the disposal of collateral and execution of guarantees.

The allowance for claims on debtors who are not legally bankrupt but are likely to become bankrupt (“Potentially bank-
rupt borrowers”) is provided based on an assessment of the overall solvency of the debtors after deducting the amount ex-
pected to be collected through the disposal of collateral and the execution of guarantees.

The allowance for claims on debtors other than Bankrupt borrowers, Substantially bankrupt borrowers and Potentially
bankrupt borrowers is provided primarily based on the default rate, which is calculated based on the actual defaults during
a certain period in the past.

All claims are assessed initially by the operational departments and subsequently by risk evaluation departments based
on internal rules for self-assessment of asset quality. The risk evaluation department, which is independent from the opera-
o tional departments, reviews these self-assessments, and the allowance is provided based on the results of the assessments.
(if) Provision for bonuses

The “provision for bonuses” is calculated and provided for based on the estimated amounts of future payments attributable

to the services that have been rendered by employees to the date of the balance sheet.
(iii) Provision for retirement benefits

The “provision for retirement benefits” represents the future payment for pension and retirement benefits to employees, and

is accrued based on the projected benefit obligations and the estimated pension plan assets at the fiscal period end.

Unrecognized prior service costs are recognized as income or expense by the straight-line method over a certain number
of years; 10 years within the average remaining work period of employees at the year of occurrence.

Unrecognized actuarial differences are recognized as income or expense from the following fiscal year by the straight-line
method over a period up to a maximum of 10 years within the average remaining service period of employees of the respec-
tive fiscal year.

(c) Consumption and other taxes
Consumption taxes and local consumption taxes (“‘consumption taxes”) are excluded from transaction amounts.

2. Loans
B There were no Bankrupt loans, Non-accrual loans, Loans with interest or principal repayments more than three months in arrears and
Restructured loans as of March 31, 2011.

“Bankrupt loans” are loans, defined in Article 96, Paragraph 1, Item 3 and 4 of the corporate Tax Law Enforcement Ordinance
(Government Ordinance No.97), on which accrued interest income is not recognized as there is substantial uncertainty over the ul-
timate collectability of either principal or interest because they have been in arrears for a considerable period of time or for other
reasons.

“Non-accrual loans” are loans on which accrued interest income is not recognized, although this excludes Bankrupt loans and
the loans on which interest payments are deferred in order to support the borrowers’ recovery from financial difficulties.

“Loans with interest or principal repayments more than three months in arrears” are loans whose principal or interest payment is
more than three months in arrears, and which do not fall under the category of “Bankrupt loans” and “Non-accrual loans”

“Restructured loans” are loans whose repayment terms and conditions have been amended in favor of the borrowers (e.g. reduc-
tion of or exemption from the stated interest rate, the deferral of interest payments, the extension of principal repayments or renun-
ciation of claims) in order to support the borrowers’ recovery from financial difficulties, and which do not fall under the category of
“Bankrupt loans”, “Non-accrual loans”, and “Loans with interest or principal repayments more than three months in arrears”.

3 Assets pledged as collateral
Pursuant to Article 52 of the JFC Act, assets of JFC are pledged as general collateral for all bonds issued by JFC. No Operations to
Facilitate Specific Businesses Promotion account bonds have been issued.
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Net assets per share
Net assets per share is ¥0.85.

Restriction in dividend distribution

JFC is restricted in its dividend distribution pursuant to Article 47 of the JFC Act™. In the event that the amount of the retained earn-

ings brought forward in the balance sheet exceeds zero in each account related to the operations™ listed in each Item of Article 41

hereof, JFC shall accumulate, as a reserve, the amount calculated in accordance with the standards prescribed by a Cabinet Order

to the extent that it reaches the certain amount, and if there is still a surplus, JFC shall pay such surplus into the national treasury
within 3 months after closing date.

In the event that the amount of the retained earnings brought forward falls below zero in each account set forth in the preceding
paragraph, legal capital surplus and legal retained earnings shall be transferred to retained earnings brought forward to the extent
that the amount of retained earnings brought forward becomes zero.

*1 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 22 (1) of the Act on Special Measures Concerning Smooth
Implementation of Realignment of United States Forces in Japan (Act No. 67; 2007) and instances deemed applicable by the replacement of terms pursuant to the provi-
sions of Article 17 of the Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010).

*2 Including instances deemed applicable by the replacement of terms pursuant to the provisions of Article 17 of the Act on the Promotion of Businesses to Develop and

Manufacture Energy and Environmentally Friendly Products (Act No. 38; 2010) and operations listed in Article 16 of the Act on Special Measures concerning Smooth
Implementation of Realignment of United States Forces in Japan [hereafter referred to as “operations listed under each section of Article 41 of the same law.”

Net loss per share
Net loss per share is ¥0.17.

Standard for allocating common expenses
For revenue and expense items that are recognized as common among two or more operation accounts, JFC allocates such items as
common expenses to each operation account.

The standard for allocating common expenses needs to receive an approval from the competent minister pursuant to Article 11,
Paragraph 4 of the Ministerial Ordinance Concerning Accounting for Japan Finance Corporation (Ordinance of the Ministry of Finance
/ Ministry of Health, Labor and Welfare / Ministry of Agriculture, Forestry and Fisheries / Ministry of Economy, Trade and Industry No.
3, 2008). This ordinance is applied under the provision of Article 2 of the Ministerial Ordinance to provide for special provisions of
the Ministerial Ordinance Concerning Accounting for the Japan Finance Corporation in the case of conducting business set forth in
Article 6 of Act on the Promotion of Businesses to Develop and Manufacture Energy and Environmental Friendly Products (Ordinance
of the Ministry of Finance / Ministry of Economy, Trade and Industry No. 1, 2010).

In this fiscal year, no common expenses have been allocated in relation to this operation account based on the standard for al-
locating common expenses.

Issued shares
For the fiscal year ended March 31, 2011, types and number of issued shares are as follows:

(Unit: shares)
Types TI: t?g%i;::izgogrs Increase during Decrease during The number of stocks
the fiscal year the fiscal year the fiscal year at the end of the fiscal year
Common stocks — 120,000,000 — 120,000,000

(Note) Increases is due to the issuance of 120,000,000 shares.

Financial instruments and related disclosure
1. Status of financial instruments
(1) Initiatives for financial instruments
Based on the JFC Act, we are a governmental financial institution founded for the purpose of supplementing the financing
conducted by general financial institutions and contributing to the development of the Japanese and global economic society
and the improvement of the lifestyle of citizens.

The budget required for governmental financial operations is decided on by the Diet of Japan, and business plans and fi-
nancial plans (funds through borrowing from the fiscal investment funds and loans, bonds and investments from the general
account, equity participation, etc.) are appended to the budget and submitted to the Diet of Japan.

These operations are classified into Micro Business and Individual Operations, Agriculture, Forestry, Fisheries and Food
Business Operations, SME Loan Programs and Securitization Support Programs (Guarantee-type Operation), Securitization Sup-
port Programs (Purchase-type Operation), Credit Insurance Programs, |BIC Operations, Financial Operations for Facilitating
Realignment of United States Forces in Japan, Operations to Facilitate Crisis Responses, and Operations to Facilitate Specific
Business Promotion. Accounts are made for each classification (“operation account”) for accounting treatment.

The funds procured by JFC through borrowing from the fiscal investment funds and loans, bonds and investments from the
general account are managed separately by each operational account. In principle, it is assumed that funds intended for one
operation account will not be used for another operation account. Accordingly, ALM (asset and liability management) is con-
ducted for the risks associated with financial assets and liabilities for each operation account. Note that financial instruments
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that can be used for the management of surplus funds are limited to extremely safe instruments such as Japanese government
bonds, etc., as stipulated by The JFC Act.

In the Account for Operations to Facilitate Specific Business Promotion, this account provides loans to designated financial
institutions appointed by the competent minister in order to assist in the smooth financing of required funds for the execution
of business by companies that develop or manufacture energy and environmentally friendly products. The required funds for
these lending operations are financed using fiscal investment and loans. The loan period and borrowing period are equal, and
the financing cost is covered by the interest on the loans.

(2

=

Types of financial instruments and risks
The financial assets and liabilities owned by JFC are managed in separate operation accounts.

The financial assets in this account mainly include loans and financial liabilities against designated financial institutions,
and the financial liabilities include borrowings. The associated risks are described below.

(@) Credit risk
The main financial assets in this account are loans to designated financial institutions that are required to conduct spe-
cific businesses promotion operations. The associated credit risk consists of risk of losses arising from uncollectable claims
due to deterioration in creditworthiness of the designated financial institution.

(e

=

Market risk

The operations of this account consist of loans to designated financial institutions, and fiscal investment and loans are
used for financing. Interest rate risk is not present as a market risk because the terms and conditions of the loans and
borrowings are equal, and the financing cost is covered by the interest on the loans.

(o) Liquidity risk
Long-term and stable fiscal investment and loans are secured to finance this account and deposits are not accepted. As
a result, liquidity risk is considered to be limited. However, borrowings are exposed to liquidity risk that payment cannot
be made on the payment date due to unexpected events.

(3) Risk management structure for financial instruments
JFC has a Corporate Governance Committee established to properly conduct management in order to comprehensively han-
dle risks faced, including risks associated with financial instruments, to ensure the sustained and stable realization of the fi-
nancing policies of the function.

For each type of risk, management policies and procedures have been created to handle the specific types of credit risks,
market risks, and liquidity risks for financing associated with each operation, and a structure has been established to smooth-
ly handle these tasks in each operation.

The risk management structure for these operations is described below.

(@) Credit risk management
For these operations standards have been established in accordance with the Financial Inspection Manual prepared by
the Financial Services Agency to conduct asset self assessment. In the asset self assessment, an inspection is conducted
by the auditing department.

(b

=

Market risk management
The primary financial instruments that are subject to interest rate risk, which is one of the main risk variables in these
operations include loans and borrowings.

These operations provide loans to designated financial institutions and are funded through borrowings from fiscal in-
vestment and loans. Since the terms and conditions of lendings and borrowings are equal, cash inflows resulting from
lendings and cash outflows resulting from borrowings are matched. Therefore, as a whole operations, interest rate risk
does not exist as a market risk.

(¢) Liquidity risk management related to fund procurement
Long-term stable funds, such as fiscal investment and loans are secured to finance this account and deposits are not ac-
cepted. Liquidity risk is believed to be limited because the loan period and borrowing period are equal.

(4) Supplementary explanation concerning fair value of financial instruments
The fair value of financial instruments includes amounts based on market value and amounts that have been reasonably esti-
mated when no market value is available. Set valuation inputs are used for the calculation of this amount, and if different valu-
ation inputs are used the resulting amount could vary.
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2. Fair value of financial instruments
The amount in the balance sheet at March 31, 2011, and the related fair value, and difference is as follows.

(Millions of yen)

B:lr;r:)cin;ﬁenet Fair value Difference

(1) Cash and due from banks 132 132 —
(2) Loans and bills discounted 20,000
Allowance for loan losses (*) (8)

19,992 19,971 (20)

Total assets 20,124 20,103 (20)

Borrowings 20,000 20,136 136

Total liabilities 20,000 20,136 136

(*) General allowance for loan losses and specific allowance for loan losses have been deducted from loans.

(Note 1) Valuation methodologies used for estimating fair values for financial instruments

Assets

(1)Cash and due from banks
For due from banks that do not mature, the carrying amount is used as fair value because fair value resembles the carrying

amount.

(2)Loans and bills discounted
All loans have a fixed interest rate and fair value is calculated by discounting the principal and interest by the interest rate
estimated from the market yield of bonds issued by the borrower based on the type of borrower and period of loan.

Liabilities
Borrowings

Borrowings are based on a fixed rate of interest. Fair value is calculated by discounting the principal and interest of the bor-
rowings by the risk free rate (the standard Japanese government bond rate) based on the set period of the loan.

(Note 2) Redemption schedule for receivables and redeemable securities with future redemption dates

(Millions of yen)

Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years after seven years Maturities
within one year but but but but after ten years

within three years

within five years

within seven years

within ten years

Due from banks © 132 — — — — —
Loans and bills discounted — 2,500 5,000 5,000 7,500 —
Total 132 2,500 5,000 5,000 7.500 —
(*) Demand deposits contained within due from banks are stated as “Maturities within one year”.
(Note 3) Redemption schedule for bonds and borrowings with future redemption dates
(Millions of yen)
Maturities Maturities Maturities Maturities
Maturities after one year after three years after five years | after seven years Maturities
within one year but but but but after ten years
within three years | within five years | within seven years | within ten years
— 2,500 5,000 5,000 7,500 —

Borrowings

10. Deferred tax accounting

JFC does not apply deferred tax accounting since JFC is a nontaxable entity classified in the Article 2 (5) of the Corporation Tax Act

(Act No. 34; 1965).

11. Retirement benefits

JFC has a defined benefit pension plan comprising of a welfare pension fund plan and a lump-sum severance indemnity plan.

(a) The funded status of the pension plans

March 31, 2011 (Millions of yen)

Projected benefit obligations (A) (39)
Fair value of plan assets (B) 6
Unfunded pension obligations (C)=(A)+(B) (32)
Unrecognized prior service costs (D) 0)
Actuarial unrecognized difference (E) 0
Net amount recognized on the balance sheet (F)=(C)+(D)+(E) (32)
Prepaid pension cost (G) —
Provision for retirement benefits (H)=(F)-(G) (32)
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(b) Component of pension cost

March 31, 2011 (Millions of yen)

Net pensions cost

Service cost 2
Interest cost 0
Expected return on plan assets ©)
Amortization of prior service cost accounted for as expense 0
Actuarial differences accounted for as expense —
Other costs —

2

(c) Principal assumptions

(Note) Employee contributions to pension funds have been deducted from the service

cost.

March 31, 2011

Discount rate

2.0%

Expected rate of return on plan assets

2.0%

Method of attributing the projected benefits to periods of services

Straight-line basis

Terms to amortize unrecognized prior service costs 10 years
Terms to amortize actuarial unrecognized differences 10 years
12. Related party transactions
Related party Transactions in the fiscal year ended March 31, 2011 are as follows:
Transactions with parent company and major shareholder companies
(Millions of yen)
Corporate Ratio to Total Relation with ) Amounts of Balance as of
name Voting Rights (%) related parties MEMEREHEE transactions fR=E March 31, 2011
Underwriting of
capital increase 120 — —
ini (Note ii)
Principal I(;/;”;Iifwtarxce Administration Receipt of funds
chareholder (Minister of 100 (Direct) ;or po_llcy based (Note i) 20,000 Borrowings 20,000
; inancing
Finance) (oted Payment of
. Accrued
interest on bor- 0 0
. expenses
rowings
(Note)

(i) Transactions with the ministries and agencies other than Ministry of Finance are as follows:
- Ministry of Economy, Trade and Industry
Receipts from the national budget ¥13 million
(i) The underwriting of capital increase represents the increase in capital through shareholder allocation by JFC at an allocation amount of ¥1 per share.
|

(iii) The receipts of funds represents borrowing under the FILP, and for this borrowing, the interest rates are applied under the FILP agreement.

(iv) Figures in the table above do not include consumption taxes.

13. Subsequent events

Not applicable

Data
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Reference Information

Risk-monitored Loans

JFC reports risk-monitored loan amounts calculated based on the Ministerial Ordinance Concerning Accounting of Japan Finance Corpo-
ration (Ordinance of the Ministry of Finance, the Ministry of Health, Labour and Welfare, the Ministry of Agriculture, Forestry and Fisheries,
and the Ministry of Economy, Trade and Industry; Ordinance No. 3 of 2008)

M Risk-monitored Loans (Millions of yen)

SME Unit
: AFFF Unit (Account for SME Loan
JFC-Micro ’ oo JBIC
i i (Account for Agriculture, | Programs and Securitization
(Account f_or MiciolBUsiness Forestry, Fisheries and Food Support Programs (Account _for JEIC
and Individual Operations) Bus\i/ness ST, (Gpu%rantee?type Operations)
Operation))
Bankrupt loans 35,305 1,568 22,488 8.969
Non-accrual loans 136,178 82,436 358,787 97,717
Past due loans (3 months or more) 85 2,930 — —
Restructured loans 570,268 13,553 47,450 187,046
Total 741,837 100,488 428,727 293,733
Total of risk-monitored loans/out-
standing loans (%) 10.36 3.94 6.95 351

(Definitions)

e Bankrupt loans

Loans for which no accrued interest is recorded because the collection or repayment of principal or interest is unlikely due to a prolonged delay in payment of principal or inter-
est (excluding the portion written off; hereinafter referred to as “loans for which accrued interest is not recorded”) and other reasons, and those fall under any category listed in

Article 96-1-3, sub-items (a) through (e) as well as Article 96-1-4 of the Corporate Tax Law Enforcement Ordinance (Ordinance No.97 of 1965).

eNon-accrual loans

Loans for which accrued interest is not recorded; except “bankrupt loans” and loans for which interest payment has been waived to facilitate restructuring or supporting of the

debtor’s business.

e Past due loans (3 months or more)

Loans for which payment of principal or interest has fallen more than three months behind counting from the day following the contracted payment date; except “bankrupt loans”

and “non-accrual loans.”

eRestructured loans

Loans for which payment of interest is reduced, exempted, or extended, payment of principal is extended, the claim is waived, or another preferential treatment is given to the

debtor in order to facilitate restructuring or supporting of the debtor’s business; except “bankrupt loans,” “non-accrual loans” and “past due loans (3 months or more).”

H Claims Disclosed under the Financial Reconstruction Law

(Millions of yen)

AFFF Unit (A SI\tAF USr;\/\itE L
JFC-Micro (Account for Agrliculture. Progécrgggnggecuriti(z):gon IBIC
and ncvioual Operations) | POy Fisheres and Food) - support Frograms s
Operation))
Bankrupt or de facto bankrupt 116,943 6,708 68,727 8,969
Doubtful 55,371 77,344 312,892 97,717
Special attention 570,353 16,483 47,450 187,046
Subtotal (1) 742,668 100,536 429,070 293,733
Normal 6,428,471 2,464,069 5,741,543 10,555,352
Total (2) 7,171,140 2,564,606 6,170,842 10,849,086
(1/2) (%) 10.36 3.92 6.95 2.71

Notes: 1. Although JFC is not subject to the provisions of the Law concerning Emergency Measures for the Revitalization of the Financial Functions (Law No.132 of 1998; hereinafter

the “Financial Reconstruction Law”), all calculations above are based on the same criteria used for private financial institutions.

2. Figures for “Total (2)” include loans for which reimbursement agreements have been concluded by means of the indemnity rights of borrowers requiring special attention,

and as such vary from the total of “Subtotal (1)” and “Normal.”

(Definitions)

eBankrupt or de facto bankrupt:

Loans or loan equivalents to borrowers who have gone bankrupt for reasons such as a declaration of bankruptcy, reorganization, or revitalization proceedings.

° Doubtful:

Loans to borrowers who have not yet reached a state of legal bankruptcy but whose financial position and business performance have deteriorated: therefore, the prospect of

complete repayment of principal and interest is remote in accordance with the contract obligations.

® Special attention:

Loans that are “past due loans (3 months or more)” or “restructured loans.”

eNormal:

Loans to borrowers whose financial position or business performance are not a point of concern; therefore, those are excluded from the above three categories of “bankrupt or

de facto bankrupt,” “doubtful” and “special attention.”
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