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I About JHF

# Business Overview

JHF focuses on securitization support business, a business to support origination of fixed-rate housing loans by pri-
vate financial institutions, but also conducts housing loan insurance business to promote smooth origination of housing
loans by private financial institutions, and loan origination business in areas important from the policy perspective, yet
difficult for private financial institutions to enter.

JHF strives to upgrade the housing life standards and serves its corporate social responsibility (CSR) by smooth and
efficient origination of housing loans required to construct houses, the foundations of housing life of the customers.

© Securitization support business (“Flat 35”)

Support origination of fully fixed-rate housing loans of private financial institutions by the following programs:

+ Flat 35 (Purchase Program): JHF purchases fully fixed-rate housing loans from private financial institutions and se-
curitizes them.

«+ Flat 35 (Guarantee Program): Private financial institutions securitize fully fixed-rate housing loans insured by JHF,
and JHF guarantees interest and principal payment to investors.

@ Housing loan insurance business

Support smooth origination of housing loans of private financial institutions by establishing a framework to pay insur-
ance monies to private financial institutions pursuant to previously concluded insurance policy that covers housing
loan losses due to unexpected events.

© Loan origination business (Policy-related loans including loans for disaster recovery and urban development loans)

By providing direct loans from JHF, JHF supports: housing-reconstruction in areas affected by the Great East Japan
Earthquake and other natural disasters, the business that facilitates the renewal of urban functions and improves di-
saster-resilience including urban redevelopment projects and rebuilding of condominiums and implementing work for
earthquake-resistant improvement, and promotion of rental housing supply to contribute to stable living for child-rear-
ing households and the elderlies.

O Promotion of quality housing

Promote installment of quality housing by requiring the house eligible for Flat 35 and JHF loans to fulfil the technical
standards.

O Group credit life insurance business

Provide security for borrowers of Flat 35 (Purchase Program) and JHF originated loans by applying insurance money
payable from the life insurance company in case of borrower’s death or disability and repay the remaining amount of
housing loan of the borrower.

® Management of outstanding loans

Conduct appropriate management of outstanding loans by carefully responding to loan repayment modification for
borrowers facing difficulties in paying back their housing loan, and by reduction of delinquent loans.

@ International business

Implement research, study, and the dissemination of information pursuant to the Act on Promoting Entry of Japanese
Business Operators into Overseas Social capital projects (Act No. 40 of 2018).

© Survey operation concerning domestic housing finance

Conduct research and surveys on domestic housing finance markets.

© Financing

Financing mainly through the issuance of Mortgage-backed Securities (MBSs) and Straight Bonds (SBs).
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Business Overview

( Providing Fixed-rate Housing Loans through Collaboration with Private Financial Institutions)

I Activities of JHF
N

“ Providing Fixed-rate Housing Loans through Collaboration
with Private Financial Institutions

Security of [{JEIKLM by fixing the interest rate until the maturity

“Flat 35” is a fixed interest rate mortgage that JHF offers to people in collaboration with private financial institutions.
Because a fixed interest rate mortgage is a type of loan having the borrowing rate and the amount of installments fixed
until the maturity as soon as the loan is closed, which enables customers to make long term plans for living.

Since the start of the program in October 2003, more than 1.1 million customers has used “Flat 35” nationwide.

dHr Inoqy

(@ Security of fixed interest rate until the maturity

@ Support building of secure housing by offering a variety of options.

Four merits
of “Flat 35”

(3 Neither a co-signer nor fee for prepayment is needed (@ Extend consultation during the repayment period

Scheme of Purchase Program (Reference) Breakdown of the numbers

of financial institutions participating in

the purchase program “Flat 35” as of
March 31, 2020.

Financial
(Applying for institutions ®ASS|gnmg housing
Fl 5 loal

lat 3 . . securities (MBS)
< — | M | < -
@Disbursement of 111 ~@Reimbursement for @ Proceed of MBS
Flat 35 purchased houslng loans
»
»

(®Repayment (@Delivery of 1I%ﬁmﬂ§;§%*§ OPass -through

cash collected payment of principal &
Japan Housing Finance Agency  interest to MBS
investors

Mortgage Banks and others: 24

Credit Federations of
Agricultural

Cooperatives:x
Labour Banks: 12
S

Customer

®)lssuing mortgage-backed |nyestors

— (3

dHI JO SORIAIRDY

City Banks/Trust Banks: 6

Regional Banks: 64

Applying for
inspection of
construction

Issuing conformity

certificates (@Entrust housing

Regional Banks II: 35
loan as collateral
Credit Associations/
Credit Cooperatives: 176

Inspection (®)Collateral for MBS

institutions

Trust banks, etc.

ﬂ]_Ih il

Total number of the participating institutions: 326

* Total number of financial institutions participating in the
guarantee program “Flat 35™: 10

(Trend of applications for “Flat 35” and interest rates)

Unit: houses Unit: % . .
25,000 -30 *1 Total number of houses applying for “Flat 35
The number of applications*'

The lowest interest rates of “Flat 35 (Purchase Program)” *2 (Right scale)

for “Flat 35” (Left scale) - 28 (Purchase Program / Guarantee Program)”.
20,000 _Tf:fminta‘i"; of 26:@ The group credit life insurance system changed since - ] Overall “Flat 35” _,5 *2The lowest interest rates indicated are those of-
Interest-rate reduction applications accepted on October 1, 2017. A el R e .
at the end of Jan. 2016 (Expenses necessary for enrollment in group credit life - 24 fered by financial institutions and applicable to
(A0.6%—>A0.3%) insurance are included in monthly loan payments, loans having tenors between 21 years and 35
and coverage specifics have been enhanced) 22 .
15,000 14,172 .. years. Interest rates vary according to loan-to-
12,108 12,168 B nog ’ value ratio (90% or lower, or over 90%) for loans,
10618 - 18 L .

I | 10106 1““"’l s therefore indicated are interest rates of loan-to-

10,000 II o Il [ T] B | | 10295 . . " X
b 9.743.. o l 9205 W I oss 999 : value ratio 90% or lower. In addition, as interest

3 8,443 ] "

y 4 rates differ depending on the type of group cred-

5916 —— q F—— .
5000 1.25 124 12 it life insurance, indicated are interest rates of
- 10 JHF group credit life insurance applied since
0 0.90 - 08 October 2017.
FY2015 FY2016 FY2017 FY2018 FY2019

Promote dissemination of high quality housing, such as long-life quality housing by introducing “Flat 355”
JHF introduced “Flat 35S”, a lowered interest rate applied “Flat 35” and applied for a certain period, to customers pur-
chasing high quality housing, such as long-life quality housing, and to contribute to formation of high quality housing stock.

Superior energy-efficient house

eThermal insulation fully
installed

*Double glazed windows and
other energy saving features

Increase insulation capacity of houses and reduce
consumption of electricity and fossil fuels such as
kerosene used in heating and cooling is necessary
for conservation of the global environment.

<Four performance features applicable for “Flat 355”>

Superior earthquake-resilient house

©Secure wall balance and placement

7, eEnhanced wall joints

eEnhanced housing foundation
and others

To prepare for large-scale earthquakes by
ing earthquak istance capability and
by ensuring the safety of housing is important.

~

Superior barrier-free performance featured house
@ *Without difference in level on

the floor
\\\\\\\\\\\\\\\\\\\\\\\\\\

Anti-decay and anti-termite
features

Attic and under floor
ventilations and others

eHandrail installment
T *Enough width of passeageways

Housing livable for the elderly with preparation
for home nursing care is the fundamental of
future housing construction.

Formation of high quality housing stock is impera-
tive for Japan’ s pre-matured society. Building a
long-lasting house and using it with care will lead
to global environment conservation.

J
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“ Financial highlights, points in performance results

Financial Conditions (FY2019 results)

Status of profit and loss

(Securitization Support Account)

In the Securitization Support Account JHF re-
ported net income of ¥59.6 billion, down ¥22.5 bil-
lion YoY due to an increase in allowance for credit
losses associated with the COVID-19 pandemic.

As expenses tend to be realized later than earn-
ings due to credit risk, etc. of the Securitization
Support Business (Purchase Program), the loss in
the latter half will be offset by profit in the first half
of the loan period, therefore, in order to prepare
against future emergence of credit risk, etc., JHF
has carried over the entire amount of net income as
reserve funds (Article 44, paragraph 1 of the Act on
General Rules for Incorporated Administrative
Agencies).

(Outstanding Loans Management Account )

In the Outstanding Loans Management Ac-
count JHF reported net income of ¥79.6 billion,
down ¥27.7 billion YoY due to an increase in al-
lowance for credit losses associated with the
COVID-19 pandemic.

From the perspective of concluding the busi-
ness smoothly without incurring new liabilities to
National Treasury, and to prepare against future
emergence of credit risk, etc., JHF has carried
forward the entire amount of surplus as reserves
(Article 7, paragraph 7 of supplementary provi-
sions of Act on the Japan Housing Finance
Agency, Independent Administrative Agency).

(Housing Loan Insurance Account)

In the Housing Loan Insurance Account JHF
reported net income of ¥6.9 billion, down ¥0.2
billion YoY and retained earnings of ¥22.6 billion.

(Property Accumulation Housing Fund Loan

Account)

In the Property Accumulation Housing Loan
Fund Account JHF reported net income of ¥0.01
billion, down ¥0.6 billion YoY and retained earn-
ings of ¥36.9 billion.

(Housing Loan Fund, etc. Account)

In the Housing Loan Fund, etc. Account JHF
reported net income of ¥5.2 billion, down ¥1.9
billion YoY and retained earnings of ¥355.7 bil-
lion including reserve of ¥298.3 billion in the
group credit life insurance business.

(The overall net income of the five accounts)

JHF reported net income of ¥151.4 billion as a
whole entity merging all of the five above-men-
tioned accounts.

* Since the Outstanding Loans Management Account is the account
that manages the loans originated by the former Government Hous-
ing Loan Corporation before FY2004, therefore, the outstanding
loan amount will continue decreasing as no new loans will be origi-
nated.
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(Status of profit and loss, etc. of Securitization Support Account)

(Units: ¥100 million)

5,000

4,000

3,000

2,000

1,000

A1,000

Net income or loss (&)

Surplus carried forward or
loss carried forward (&)

338

A7
509

FY2007 FY2008 FY2009 FY2010 FY2011

A58
A33 A2
A165  a193 A251‘25f

The first mid-term target period

2,767

2,122

1,458

670 789 663 645

572
269
98

FY2012 FY2013 FY2014 FY2015 FY2016

The second mid-term target period

4,736

4,153

3,345

770 821

596

FY2017 FY2018 FY2019

The third mid-term
target period

(Status of profit and loss, etc. of Outstanding Loans Management Account)

(Units: ¥100 million)
6,000
Net income or loss (&)
Surplus carried forward or
4,000 loss carried forward (&)
2,000 ooy
0 Ag7 A169
A2000 “4169 = |
A4,000
A5284 A5 381
46,000 A6,158
A6,826 a6994
A38,000

FY2007 FY2008 FY2009 FY2010 FY2011

The first mid-term target period

(Whole JHF’s

(Units: ¥100 million)

14,000
12,000
10,000
8,000
6,000
4,000
2,000

0
A2,000

A4,000

Net income or loss (&)

Surplus carried forward or
loss carried forward (&)

1,323

A 146

A1 414
A1,569

A 366
A1,468
A1777 A2 496
A3310 A3,720
FY2007 FY2008 FY2009 FY2010 FY2011

The first mid-term target period

1,659 1,655 1,760

1,433
1,306 1211
222

A1,084

A2844

44,499

FY2012 FY2013 FY2014 FY2015 FY2016

The second mid-term target period

4,348
3,551

2,478

1045 1,074 796

FY2017 FY2018 FY2019

The third mid-term
target period

profit and loss etc.)
Securitization Support 13,237
Account
¥59.6 billion 11,747
9,739
8,314
6,385
4313
2459 2824
g 2,159 X
2,092 1,576 2,025 [1,962 2044 1,514
AT792 Outstanding Loan
Management Account
¥79.6 billion
FY2012 FY2013 FY2014 FY2015 FY2016 | FY2017 FY2018 FY2019
The second mid-term target period e e

for FY2012 and ¥44.7 billion for FY2017 to the National Treasury.

3 As a result of distributions from the reserve fund (retained earnings) for the previous mid-term target period, JHF paid ¥30.9 billion



( Financial highlights, points in performance results )

{(Outstanding balance of purchased loans and other loans)
Status of assets and debts T

450,000

Total assets as of end of FY2019 Y B Loans (Outstanding Loan Management Account)
amounted approximately ¥26 triIIion, and 400,000 381,638 Loans (Other than Outstanding Loan Management Account)
total debts amounted approximately ¥24 Purchased loans
ae . 340,678
trillion. Status of major assets and debts S 317846
is as follows. 299,654
300,000 280,541
. 264,009
PP Status of outstanding balance of 28797 0 0
hased | d other | 250000 37549 0 s e 2t 20050
purchased loans and other loans b e e 202
The outstanding balance of “Flat 35 200,000 BT atss T esazs 10 yqgras 008 gyge TIOB T
(purchased loans)” at the end of FY2019 1340 0T
1l 150,000 13271 0 - -
was about ¥17 trillion. The balance of ' Tagas 14280 TERIE = : :
. . 170,594
purchased loans has been increasing 100,000 16,535 e ] : i
! A » 1 1
year after year and now accounts for (il wogyy 0018 16304 1832 188815 v k
. . 16,963, ! ! i
around 70% of the outstanding housing 50000 1483 15792 - saar2 200 ' o
loans held by JHF g s2s6 {050 A __H =
. . =4
0 Fy2007 FY2008 FY2009 FY2010 FY2011 FY2012 FY2013  FY2014 FY2015 FY2016  FY2017  FY2018  FY2019 6'
PP status of outstanding balance of 8
bonds and borrowings =
Fundraising from the financial markets (Outstanding balance of bonds and borrowings) 5
. . " (Units: ¥100 million) ]
by issuing mortgage-backed securities 450000
(MBS) or straight bond (SB) has in- i L Borrowings from FILP
creased due to business growth of “Flat 400,000 B8 818 gg“”b”"dsv etc.
» : 362,864
35 (purchased loans).” Meanwhile, bor- MBS
. . 334,295
rowings from Fiscal Investment and Loan SR 407959
Program (FILP), which are borrowings SHRETE 292,968 .
from the Japanese government, have de- 24619 T 254290 sirs
. . 281,931 g
clined due to the decrease in the balance 250,000 e . 233462 999,099 228,657 228,939
. . 2 152,646 28,542
175,225 1311 :
in the Outstanding Loans Management 200000 31,109 oagas B8 Tiggs 56290 42273 "_5JBZ
Account ' ' - st 7 i
. 13,047 . 40,942
i ey~ 11,891 1209 aia B2 1
150,000 --14,65 12,758 11,732 . 28,644 | 1
- H . 20911 25588 . |
~bsge) 18538 15071 20162 21,921 22 - -
100,000 p7g7q 23862 - 1
! 11,251 135,990 | 144,293 !
7,229 i 110,462 121,244 ’ 1 1
g0 4969 101,237 10989 405,974 117,018 127,420 :
1
1

50,000 i 90,301
68,013 76,114 84,194

0 FY2007 FY2008 FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016  FY2017 FY2018  FY2019

cf. Credit risk profit loss structure (image)

As expenses tend to be real-
ized later than earnings due to
credit risk and interest rate fluc-
tuation risk associated with the
Securitization Support Business,
etc., the loss in the latler half will
be offset by profit in the first half (Profitand loss)
of the loan period.

Single year profit Single year deficit

== Earnings
== Expenses
—o— Single year profit and loss
—e— Cumulative profit and loss

Single year profit and loss

Area of profit and area of loss|
becomes equal

1 4 70N13 16449"—22 25 28 31 34

1 3 5 7 9 1" 13 15 17 19 21 23 25 27 29 31 33 35
(Elapsed years)

Disclosure Booklet 2020 5



I Corporate Governance

@ Governance Structure

Recognizing its basic mission and social responsibility as an Incorporated Administrative Agency, JHF acknowledges
strengthening of corporate governance is an important business issue, therefore, actively implements activities to ensure
sound and proper conduct of its business with high ethical standards and wisdom under transparent and efficient man-

agement based on the Act on General Rules for Incorporated Administrative Agency.

Moreover, in order to develop its internal governance system to assure appropriate business operations, JHF has
established the Basic Policy on Internal Governance and promotes appropriate internal governance by the PDCA cycle

as well as further sophistication of internal governance by enhancing the governance environment.

Review of evaluation results

JHF’s Corporate Governance

Minister of Land, Infrastructure,

Appointment Inspection

Evaluation/Business Improvement order

Commission

Business Mana gement
Deliberative Council

Expresswn of opinions

JHF

Transport and Tourism and Minister of Finance

Auditor Generals

Financial audit v

Selection

Accounting auditors

Inspection

Inspection

Financial Services
Agency

Board of Audit
of Japan

Committee on the System of Evaluating
Incorporated Administrative Agencies
Delegationl

JHF’s internal governance system

Compliance Committee s

Board of Directors (Overall risk management)
|

I T 1 1 1 ,
ALM Risk Management Comittee Ji Credt Risk Management Comitee I Business Management Committee Jf Information Security Committee i CS Committee [ LY ‘”‘Sre”paa‘@nﬂgmng

Auditor Generals

| Audit

@ Business Management Deliberative Council

The Business Management Deliberative Council was established to conduct review by external experts regarding the
validity of the business management and by a neutral position in accordance with the Basic Policy on Reform of Incor-

porated Administrative Agencies (Cabinet decision on December 24, 2013).

Since its first meeting held in May 2014, the Council has made to JHF suggestions that would lead to the improvement
of the product features of JHF loans and operations of its business. The Council issued a report compiling the sugges-

tions in March 2018. JHF would like the Council to continue deliberating on the appropriateness of its business opera-

tions and will take into account the results of the deliberations for its future business operations.

(Business Management Deliberative Council Members)
As of August 1%, 2020

O Sayuri Kawamura | Chief Economist, Economic Department, The Japan Research Institute, Limited

Toru Kurahashi Dean, Faculty of Economics, Dokkyo University

Hiroko Saito Professor, School of International Liberal Arts, Yokohama City University

Tadashi Mizushima | Chief Executive, Consulting One

Co-director, Mitsui Life Financial Research Center,

Takaaki Wakasugi
NI University of Michigan Ross School of Business

(©: Chairman, O: Deputy Chairman) (Honorific titles omitted)
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C Governance Structure ) ( Business Management Deliberative Council ) CCompIiance )

@ Compliance

Conformity of compliance

In order to fulfill the compliance requirements without fail, JHF established the Compliance Committee chaired by its
president and comprising all of the executives and directors of the relevant departments. Its task is to discuss and de-
cide on matters including policies related to compliance issues. In addition, JHF established the Compliance and Legal
Department as the head department managing compliance and assigned officers to promote compliance activities
within each department.

Furthermore, in order to prevent compliance violations within JHF, an in-house contact (Compliance Help Line) and
external contact for external persons were established.

Conformity of compliance

Compliance committee (chairperson: President)

Report the consulted and
informed matters

Legal Affairs and Compliance Department
Consultation/Report Check/Instruction In-house and
. ] e ) : external contacts
Officer to promote Compliance activities (assigned in each department)

Consultation/Report Check/Instruction

Instruction

Department and offices JHF distributed a pocket-size edition of compliance manual to all of
the executives and employees, which serves as a guide to reconsider
the activity of JHF business and to make decision in difficult times.

Compliance activities

JHF has established the Compliance Charter as its basic principles of compliance and issued a compliance manual
that stipulates the laws and regulations, rules, social requirements, and business related and concerned matters to con-
form, which has been notified to all of the executives and employees.

Every year, JHF stipulates and executes the Compliance Program as an active plan for our compliance.

Concrete activities under the Compliance Program include e-learning available to all of the executives and employees,
compliance meeting conducted by each business units (a small group case method discussion will be conducted), and
compliance-related information sharing by using the internal LAN, which are dedicated to enhance individual under-
standing of compliance and promote selfawareness and action by themselves.

In addition, JHF has steadily promoted compliance activities conducting the PDCA cycle in a form of quarterly moni-
toring of the Compliance Program by the Compliance Committee and modifications of Compliance Program policies, if
necessary.

The Compliance Charter (excerpts)

1. We comply with laws, rules and regulations as well as so- (1) Provide comprehensive housing loan services
cial norms, and strive to undertake all tasks properly in ef- (2) Conduct appropriate and sufficient explanations
forts to ensure public confidence. (3) Respond sincerely to customer voices
(1) Compliance with laws and regulations as well as so- 3. We respect the personality of each executive and employ-

cial norms ee and endeavor to secure a pleasant working environ-
(2) Proactive and fair disclosure of information ment.
(8) Strict information management (1) Respect the personality and character of individuals
(4) Resistance against all anti-social parties (2) pleasant working environment
2. We thoroughly strive to pursue customer confidence and
satisfaction.
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“ Responses to Anti-social Forces

To reject any relationship with anti-social forces such as organized crime syndicates, JHF has explicitly stated the
resistance against all anti-social parties in its compliance charter and established the Basic Policy Against Anti-social
Forces, which is available on our website. In addition, regulations and manuals for dealing with such anti-social forces
have been prepared. Through these efforts, JHF has established a framework for reporting to and consulting immediate-
ly and properly with management and the Legal Affairs and Compliance Department, the department that oversees re-
sponses to anti-social forces, in case JHF identifies business related with such anti-social forces or undue claim from
such forces.

JHF also conducts training and other sessions to address undue claims in cooperation with the police and other rele-
vant institutions.

JHF stipulates article on rejection of anti-social forces in its business contracts and eliminates any relationship not only
with organized crime syndicates but also with individuals coexisting with anti-social forces trying to illegally receive loans
for the benefit of anti-social forces related with organized crime syndicates.

As an organization, JHF will continue its commitment towards rejecting relationship with anti-social forces.

Basic Policy against Anti-social Forces

1. JHF commits to have no relationship with any anti-social forces, and the President, including the management and all employ-
ees shall never compromise with such forces.

2. JHF commits to establish a framework to reject anti-social forces and distribute to all of the management and employees the
manual describing how to deal with such forces.

3. JHF commits to ensure the safety of management and employees who deal with undue claims from anti-social forces.

4. JHF commits to cooperate closely with external institutions, such as the police, National Center for Removal of Criminal Or-
ganizations, and lawyers.

5. JHF commits to take both civil and criminal law related actions against undue claims from anti-social forces.

6. JHF commits to never conduct “backstage deals” to conceal facts that undue claims from anti-social forces were made to JHF
due to misconduct of JHF’s business activities or its employees.

7. JHF commits to never provide funds to anti-social forces.

“ Information Security

JHF has been dedicated to conducting information security measures.

In FY2019, JHF enhanced the framework to promote information security measures as follows:

+ JHF established information security measures in accordance with “FY2018 Common Standards for Information Se-
curity Measures for Government Agencies and Related Agencies” established by NISC (National Center of Incident
Readiness and Strategy for Cyber-security).

+ JHF implemented information security measures pursuant to FY2019 Information Security Measures Promotion Plan
and defined FY2020 Information security Measures Promotion Plan to continue its effort on information security mea-
sures.

+ JHF not only conducts training and drills to promote and maintain literacy of JHF’s managers and employees on infor-
mation security measures but also revise the practice pursuant to self-assessment and other results regarding Infor-
mation Security Measures Promotion Plan.

8 Disclosure Booklet 2020



( Responses to Anti-social Forces ) ( Information Security ) ( Risk Management)

“ Risk Management

In order to maintain the healthiness of JHF’s business and gain understanding and trust of the general public, JHF
sustains an organizational structure to properly manage the various risks associated with its day-to-day operations.

To be specific, JHF has established risk management regulations, such as “Risk Management Basic Rules” that stip-
ulate the purpose of risk management, characteristics and definitions of individual risks, and methods and auditing of
the status of risk management implementation and also “Credit Risk Management Rules” that stipulates specific risk
management method of individual risks. Based on these rules, JHF implements risk management incorporating features
of businesses, such as housing loans and others, and conducts comprehensive risk management by understanding and
valuing the individual risks as a whole considering JHF’s business and characteristics.

Risk management framework

JHF classifies risks as credit risk, guarantee risk, insurance risk, market risk, counterparty credibility risk, liquidity risk,
and operational risk. In the event of a significant change in economic situation, JHF will correspondingly specify the new
risk to be managed.

JHF sustains the framework to properly manage these risks in qualitative and quantitative aspects by appointing an
executive and a department responsible for managing each risks. In particular, the “Credit Risk Management Commit-
tee” was established to manage credit risk, guarantee risk, and insurance risk, and the “ALM Risk Management Com-
mittee” was established to manage market risk, counterparty credibility risk, and liquidity risk. These committees moni-
tor the status of each risk and discuss the risk arrangement planning and proposals.

In addition, JHF assigns an executive and a department responsible for comprehensive risk management to conduct
comprehensive risk management on each risk and maintains the framework to track and evaluate the quantified result
and the management status of each risk and periodically report the results to the Board of Directors.

Risk management framework

Board of Directors (Comprehensive risk management)
Credit Risk Management ALM Risk Management Audit
Committee Committee ¢ I

¢ Internal Auditing
Department

Comprehensive
risk management

Risk
Management
Department

Risk category

Credit risk
Guarantee risk
Insurance underwriting risk

Market risk
Counterparty credibility risk
Liquidity risk
Operational risk

Administrative risk

Responsible departments

Risk Management Department
Credit Policy Department
Loan Administration Department

Risk Management Department

Risk Management Department

Department of CS and Administration
Business Administration Department

System risk

Information Systems Department

Legal risk

Legal Affairs &
Compliance Department

Human risk

Tangible asset risk

General Affairs and
Personnel Department

Reputation risk

Corporate Strategy Department

Auditor
Generals
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Risk categories

Credit risk is defined as the risk of JHF suffering from
a loss due to decline or disappearance of asset value
caused by deterioration of the creditworthiness of a
debtor, which JHF holds as a loan receivable. Since
housing loans constitutes major portion of JHF’s assets,
JHF endeavors to properly underwrite the credit risk of
the loans JHF purchases or originates, and properly
manage and perform self-assessment of the loans that
JHF holds, and track, analyze, and manage the overall
credit risk.
PP Underwriting of purchasing and originated loans

JHF defines criteria and methods of underwriting and
properly underwrites the credit risk of purchasing and
originated loans.
PP Self-assessment

JHF properly manages the credit risk of retained loan
claims and conducts self-assessment according to JHF
defined self-assessment criteria in order to properly dis-
close financial information pursuant to the “Accounting
Standards for Incorporated Administrative Agencies.” To
be specific, JHF calculates allowance for credit losses
by classifying JHF’s assets in accordance with the un-
collectibility and loss severity and then multiplying the
expected loss given default ratio calculated based on
historical performance of non-performing loans.
PP Credit portfolio management

Using the credit portfolio management system for pe-
riodical monitoring, JHF analyzes the utilization status of
housing loans, forecasts future losses, and reviews the
necessary credit risk premium in order to accurately
evaluate the overall credit risk of all the debts that JHF
holds and the location of risks. JHF also endeavors to
further improve risk quantification by utilizing the credit
portfolio management system to strengthen credit risk
management.

Guarantee risk

Guarantee risk is defined as risk of JHF suffering from
aloss due to opposed fluctuation of a guarantee incident
against the estimate made at the time of the guarantee
fee calculation. JHF guarantees mortgage-backed secu-
rities (MBS) under the securitization support business
(guarantee program). JHF performs proper underwriting
and endeavors to track, analyze, and manage the overall
guarantee risk.
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Insurance underwriting risk

Insurance underwriting risk is defined as the risk of
JHF suffering from a loss due to opposed fluctuation of
an insurance incident against the estimates made at the
time of the insurance premium calculation. JHF under-
writes insurance for non-performing housing loans origi-
nated by private financial institutions. JHF performs
proper underwriting and endeavors to track, analyze,
and manage the overall insurance risk by monitoring uti-
lizing the credit portfolio management system and by
verifying whether the unused policy reserve is sufficient
by conducting future cash flow analysis.

Market risk is defined as the risk of fluctuation of peri-
odic income and loss due to changes in the risk factors,
such as the interest rates and others. Since housing loan
constitutes major portion of JHF’s asset, market risk in-
cludes prepayment risk, refinancing and reinvestment
risks, and pipeline risk and others.

PP Prepayment risk

Prepayment risk is defined as the risk of deterioration
of periodic income and loss due to loss of expected in-
terest income caused by an increase in the loan prepay-
ment amount triggered by a decline in the interest rate.
JHF manages the risk by estimating the prepayment
amount using the prepayment model and by securitizing
the housing loans and by issuing bonds of various ma-
turities.

PP Refinancing and reinvestment risks

Refinancing and reinvestment risks are defined as the
risk for deterioration of periodic income and loss due to
increased interest payment caused by increased funding
cost or due to decreased interest income caused by de-
creased interest on investment under the circumstances
of refinancing or reinvestment. JHF manages the risk by
utilizing the interest model to estimate the cash flow of
assets and debts incorporating future interest rate fluc-
tuations and forecasting periodical income and loss ac-
cording to such cash flow, and by periodically monitor-
ing the risk indexes, such as duration and others.

PP Pipeline risk

Pipeline risk is defined as the risk of fluctuation of pe-
riodic income and loss due to fluctuation of interest rate
between settlement of housing loan interest rate and de-
termination of funding interest rate applicable to such
housing loan. JHF manages the risk by conducting inter-
est rate swaps for hedging purpose.



Counterparty credibility risk

Counterparty credibility risk is defined as the risk of
JHF suffering from a loss due to decline or disappear-
ance of asset values caused by financial deterioration of
bond issuers which JHF invests its surplus funds and of
JHF’s interest rate swap transaction counterparties. JHF
defines the counterparty credibility risk management
methods of bond issuers and interest rate swap transac-
tion counterparties and conducts monitoring.

Liquidity risk is defined as the risk of JHF forced to
fund raise necessary monies at cost significantly higher
than normal or JHF falls into cash shortage by financial
deterioration and incur losses under such situations: or
the risk of transaction unavailability in the market due to
market turmoil or the risk of JHF forced to conduct trans-
action at adverse price and incur losses under such sit-
uations. JHF sets the minimum retained amount of li-
quidity assets as a management standard and as a
measure against liquidity risk, which JHF conforms to
maintain in daily operations, therefore, JHF conducts
stable cash management operations. In addition, emer-
gency credit line is set to achieve secured funding source
and JHF sets liquidity management classifications (de-
fined as normal, cautious, and crisis situations) accord-
ing to the urgency of funding needs and sets actions of
JHF under “cautious and crisis situations.” Furthermore,
JHF sustains an organizational structure and defines an
action plan so called contingency funding plan to enable
prompt response when liquidity risk becomes eminent.

Operational risk

Operational risk is defined as the risk of JHF suffering
from a loss due to improper operational processes, im-
proper behavior of executives and employees, or im-
proper operation of information systems, or an external
event. The risk includes administrative risk, system risk,
legal risk, human risk, tangible asset risk, and reputation
risk. JHF is improving the organizational structure to
manage the operational risk by tracking the occurrence
of evident risks by collecting information, by defining
measures based on causality analysis, by self-analyzing
the internal risk of operations and the control method of
constraining, and by implementing RCSA (Risk & Control
Self-Assessment) to improve operations based on the
results of self analysis. The following are the definitions
and control methods of main operational risks.

P Administrative risk
Administrative risk is defined as the risk of JHF suffer-

Risk Management

ing from a loss due to inaccurate administration work,
accident, or misconduct and others by the executives
and employees (including others excluding JHF’s execu-
tives and employees engaged in JHF’s operations), or by
misconduct of those not engaged in JHF’s operations.
JHF endeavors to reduce administrative risk by prepar-
ing administration work manuals, by improving adminis-
trative work, by completing crosschecking between em-
ployees, by providing instructions and training on
administrative work, by performing internal self-check
ups, and by collecting and analyzing information on ad-
ministrative errors and taking preventive measures
against recurrence.
P System risk

System risk is defined as the risk of JHF suffering from
a loss due to failure, malfunction, defect, or misuse of
information systems. JHF endeavors to reduce system
risk by taking measures based on classifications accord-
ing to importance and risk assessment, by developing
systems with functionalities, reliability, and information
security considered, and by collecting and analyzing in-
formation on system failures and taking preventive mea-
sures against recurrence. In preparation for serious fail-
ures, JHF prepared crisis management manual and
endeavors to maintain stable operations by taking nec-
essary measures, such as duplexing systems, establish-
ing backup centers, and conducting emergency drills.

P Legal risk

Legal risk is defined as the risk of JHF suffering from a
loss due to unlawful acts, inappropriate contracts, or un-
certainty in legal matters related to business transac-
tions. JHF endeavors to reduce legal risk by conducting
legal check of Legal Affairs & Compliance Department
performs before establishing internal regulations, creat-
ing contracts, and posting advertisements. JHF also
prevents violations of laws and regulations by collecting
information on new legislation, amendments and others,
and business related legal precedents.

As a measure for comprehensive risk management,
JHF conducts simulation of life-time future income for
mid-to-long term.

Based on cash flow incorporating future interest rates
fluctuation, the cross-sectional risk simulation calculates
whether losses resulting from both credit risk and market
risk are covered by interest income.

The simulation also performs stress tests on the two
risks to verify financial resilience.
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2.

. This booklet is a disclosure material prepared based on the “Law Concerning

Access to Information Held by Incorporated Administrative Agencies.” (Law
No. 140 of 2001). Moreover, this booklet is designed to enhance understanding
on the part of a broad range of JHF’s stakeholders about the contents of its
business operations and its efforts to address the creation of sustainable
values. This is realized by providing financial and non-financial information as
well as by referring to the “International Integrated Reporting Framework”
presented in the International Integrated Reporting Council (the IIRC).
Figures in this booklet

(1)Rounding of figures

Amounts are rounded to the nearest unit.
Percentages (%) are rounded off at the second decimal point in principle. Thus,
a figure in the total section may not equal the sum of the itemized amounts.

(2)Indication method

Items with values less than the unit are indicated as “0” while items with no
statistical figures are indicated as “—.”

. Information on Japan Housing Finance Agency (JHF), including that on this

booklet, is available on JHF’s website (https://www.jhf.go.jp).

. Fiscal year (FY) begins in April and ends in March, therefore, financial results

of FY are figures as of March end.

. If there is any material difference between Japanese original version and this

English translation, the Japanese original version shall prevail.




