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Local Public Service Mutual Aid Associations: Collectively means the Mutual Aid Association of Prefectural Government Personnel, the Japan Mutual Aid
Association of Public School Teachers, the Japan Police Personnel Mutual Aid Association, the Mutual Benefit Association for Tokyo Metropolitan
Government Employees, the National Federation of Mutual Aid Associations for Municipal Personnel and the Pension Fund Association for Local Government
Officials.

Member associations: Collectively means the Mutual Aid Association of Prefectural Government Personnel, the Japan Mutual Aid Association of Public
School Teachers, the Japan Police Personnel Mutual Aid Association, the Mutual Benefit Association for Tokyo Metropolitan Government Employees and the
National Federation of Mutual Aid Associations for Municipal Personnel.

Association: Pension Fund Association for Local Government Officials

KKR: Federation of National Public Service Personnel Mutual Aid Associations

GPIF: Government Pension Investment Fund

EPI Act: Employees' Pension Insurance Act (Act No. 115 of 1954)

Local Public Officers, etc. Mutual Aid Association Act: Local Public Officers, etc. Mutual Aid Association Act (Act No. 152 of 1962)

Order for Enforcement of Local Public Officers, etc. Mutual Aid Association Act: Order for Enforcement of Local Public Officers, etc. Mutual Aid
Association Act (Cabinet Order No. 352 of 1962)

Regulation for Enforcement of Local Public Officers, etc. Mutual Aid Association Act: Regulation for Enforcement of Local Public Officers, etc. Mutual
Aid Association Act (Ministerial Order of Ministry of Home Affairs No. 20 of 1962)

Implementation Procedures for Local Public Officers, etc. Mutual Aid Association Act:

Implementation Procedures for Local Public Officers, etc. Mutual Aid Association Act (Ministerial Order of Prime Minister's Office, Ministry of Education,
Science and Culture and Ministry of Home Affairs No. 1 of 1962)

[DISCLAIMER] When there are any discrepancies between the original Japanese version and the English translation version, the
original Japanese version shall prevail.




Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Fiscal Year 2017 Investment Results (Overview)

Investment return: +7.27% *Return (market value basis)
(FY2017) (+4.35% *Realized return (book value basis))
Investment income: +¥791 billion *Investment income
(FY2017) (market value basis)

(+¥431.4 billion *Realized income (book value basis))

Value of investment assets: ¥11,691.9 billion *Market value basis
(End of FY2017)

As pension investment funds are intended for long-term investment, the investment status must be judged from the long-term perspective.
As investment income is based on the market value as of the end of each term, it should be kept in mind that it includes valuation gains/losses,
which means it may change depending on market movements.

(Note 1) Unless otherwise specified, the return (market value basis) refers to the time-weighted return. (The same shall apply hereinafter.)
(Note 2) The return and income represent figures after the deduction of fees, etc. settled within the relevant period.
(Note 3) Realized income represents the sum of trading profits/losses and interest and dividend income, etc.
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Section 1 Administration and Investment of Funds in FY2017




Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Fiscal Year 2017 Asset Mix

The asset mix in fiscal year 2017 changed as follows as a result of market value fluctuations and rebalancing, among other factors: the share of
domestic bonds declined from 40.4% to 36.2%, while the share of domestic equities increased from 26.6% to 27.5%; the share of foreign bonds
rose from 12.1% to 14.3% and the share of foreign equities edged up from 20.9% to 21.9%; and the share of short-term assets was 0.0%.

(Unit: %) Composition by Investment Asset Class
FY2016 FY2017 (as of end of FY2017)
EndofFY | EndofQl | EndofQ2 | EndofQ3 | EndofFY Short-term
Domestic bonds 40.4 38.2 37.1 35.4 36.2 assets
0.0%
Domestic equities 26.6 275 27.0 27.9 21.5 Foreign
) equities D "
Foreign bonds 12.1 13.1 14.1 14.5 14.3 21.9% gmeds IC
onds
. - 36.2%
Foreign equities 20.9 21.2 21.8 22.3 21.9 Foreign
bonds
Short-term assets 0.0 0.0 0.0 0.0 0.0 14.3%
Total 100.0 100.0 100.0 100.0 100.0 szfisélsc
27.5%

(Note 1) Due to rounding, the total sum of individual figures may not necessarily add up to 100%.
(Note 2) Short-term assets held by each fund were classified into relevant asset classes in principle.
(Note 3) Group pure endowment insurance is included in domestic bonds.

O Benchmark portfolio

Domestic bonds

Domestic equities

Foreign bonds

Foreign equities

Asset mix

35%

25%

15%

25%

Deviation tolerance

+15%

+14%

+6%

+12%




Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Fiscal Year 2017 Investment Return

O The return (market value basis) in fiscal year 2017 came to 7.27% due to such factors as a rise in domestic and foreign equity prices.

The realized return (book value basis) was 4.35%.

O By asset class, the return (market value basis) came to 0.43% for domestic bonds because of an interest rate drop and to 17.21% for domestic
equities due to a stock price rise. The return came to 4.25% for foreign bonds due to such factors as the yen’s depreciation against the euro and

to 10.07% for foreign equities because of a stock price rise.

(Unit: %)
FY2017
Q1 Q2 Q3 Q4 FY total
Return
(aenls b 3.54 2.98 3.92 -3.19 7.27
Domestic bonds -0.05 0.13 0.18 0.17 0.43
Domestic equities 6.86 5.19 9.11 -4.44 17.21
Foreign bonds 481 2.47 1.29 -4.17 4.25
Foreign equities 5.41 5.63 5.59 -6.38 10.07
Short-term assets 0.00 0.00 0.00 0.00 0.00
(Unit: %)
FY2017
Q1 Q2 Q3 Q4 FY total
Realized return
(book value basis) 0.91 1.27 1.21 0.97 4,35

(Note 1) The return (market value basis) in each quarter is the period rate.

(Note 2) The return represent figures after the deduction of fees, etc. settled within the relevant period.

12.00%
10.81%

10.00%

8.00% r
7.27%

6.00% r

4.00% |

2.98%

2.00% r

0.00% . . .
Q1 Q2 Q3 Q4
-2.00%

-3.19%

* The bar graph represents the return (the period rate) in each quarter.
The line graph represents the cumulative return in fiscal year 2017.

-4.00% *~

20.00%
17.21%

15.00%

10.07%
10.00%

7.21%

5.00% [ 4.25%

0.43%

0.00%
0.00% . .

L
Domestic  Domestic
bonds equities

Foreign Foreign ~ Short-term  Overall
bonds equities assets assets
*The return in the FY total (the period rate)




Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Contribution Analysis of the Excess Return by Asset Class (D

OThe return (market value basis) for overall assets was 7.27%, while the excess return over the benchmark was -0.07%.

The excess return due to the asset allocation factor was negative (-0.12%) as the positive contribution by overweighting in domestic equities compared with
the benchmark portfolio was offset by the negative contribution by overweighting in domestic bonds and underweighting in foreign equities.

The excess return due to the individual asset factor was positive (0.19%) mainly because the returns on domestic and foreign equities (market value basis)
exceeded the benchmark return.

FY2017 (April 2017 through March 2018) Excess return
Overall Domestic | Domestic Foreign Foreign oo L
assets bonds equities bonds equities '
1.00%
Return (market value basis) 7.27% 0.43% 17.21% 4.25% 10.07%
0.50% 0.26%
Benchmark return * 7.34% 0.90% 15.87% 4.23% 9.81% 0.00% 0.02%
. Overall Domestic Domestic Foreign  Foreign
Excess return -0.07% -0.47% 1.34% 0.02% 0.26% -0.50% assets 8027[15 equities  bonds  equities
0.07%  -0.47%
* The benchmark return for overall assets is calculated by weight-averaging the benchmark returns for individual -1.00%

asset classes based on the shares in the asset mix of the benchmark portfolio.

Asset allocation | Individual asset Other factor
factor factor (including errors) D+2@+B (Reference) Deviation of the actual portfolio from the benchmark portfolio in terms of
the asset mix (market value average balance) (as of the end of FY2017)
@ @ ©) _
Domestic Actual Benchmark Deviation Deviation
-0.22% -0.16% -0.07% -0.46% Portfolio Portfolio tolerance
bonds Domestic
Domestic 37.4% 35.0% 2.4% +15%
satiities 0.19% 0.29% -0.01% 0.47% Dbondi_
F?)r i EOT;; S'C 27.4% 25.0% 2.4% +14%
9 0.01% 0.00% -0.02% -0.01% Fgreign
bonds 13.5% 15.0% -1.5% +6%
Foreign 0.10% 0.06% 0.04% 0.08% S
equities 70 HO70 o0 Lo eol:?tllgrs] 21.6% 25.0% -3.4% +12%
Short-term Shqrt-t
-0.00% 0.00% -0.00% -0.00% ort-term 0.0% 0.0%
assets : :
assets
Total -0.12% 0.19% -0.14% -0.07% Total 100.0% 100.0% 0.0%

(i) Asset allocation factor: A factor that is attributable to the difference in terms of the asset mix between the benchmark portfolio, which is the standard for the calculation of the composite benchmark, and

the actual portfolio.
(ii) Individual asset factor: A factor that is attributable to the difference between the actual and benchmark returns concerning each asset class, which may arise depending on the level of investment expertise.

(iii) Other factor (including errors): A factor combining elements of the asset allocation and individual asset factors and calculation errors.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Contribution Analysis of the Excess Return by Asset Class @

OOverall assets:

The return (market value basis) for overall assets was 7.27%, while the excess return was -0.07%. The individual asset factor
made a positive contribution mainly because the returns (market value basis) for domestic and foreign equities exceeded the
benchmark return. However, the fund allocation factor made a negative contribution because of the overweighting in domestic
bonds for which the benchmark return is lower than the benchmark return for overall assets (hereinafter referred to as the
composite benchmark), and the underweighting in foreign equities, for which the benchmark return is higher than the composite
benchmark. As a result, the excess return was negative.

ODomestic bonds: The return (market value basis) was 0.43%, while the excess return was -0.47%. In entrusted investment management, there was a

positive contribution from the issue selection effect concerning MBS generated by products intended to earn an excess return
based on the credit strategy, while there was a negative contribution from the bond type selection effect due to the sluggish
performance of products investing in currency-hedged foreign bonds amid a rise in foreign interest rates. In addition, as the
duration of domestic bonds held as part of mandatory investment was shorter than the duration for the benchmark, the rate of
price increase due to an interest rate drop was small compared with the benchmark, and this made a negative contribution,
resulting in a negative excess return for overall domestic bonds.

ODomestic equities: The return (market value basis) was 17.21%, while the excess return was 1.34%. There was a positive contribution from the

OForeign bonds:

successful issue selection regarding growth-oriented products, small- and medium-cap-oriented products, and focused-investment
products and the robust performance of products with the characteristics of growth-oriented products and small- and medium-cap-
oriented products against the backdrop of the favorable effects of the continued low interest rate environment on the earnings of
domestic demand-dependent companies. On the other hand, smart beta-type and other products with the characteristics of value-
type products made negative contributions, but the excess return for overall domestic equities was positive.

The return (market value basis) was 4.25%, while the excess return was 0.02%.

The interest rate selection effect made a positive contribution because the duration was kept relatively short amid an interest rate
rise, mainly in the United States. On the other hand, the currency selection effect made a negative contribution amid the euro’s
appreciation in the exchange market because of the underweighting in the euro. In addition, general-type products benchmarked
against the Barclays aggregate, in which the proportion of euro-denominated bonds is small, showed weak performance. As a
result, the return for overall foreign bonds was similar to the benchmark (market value basis).

OForeign equities: The return (market value basis) was 10.07%, while the excess return was 0.26%. There were positive contributions from the

successful issue selection regarding growth-oriented products and the robust performance of products investing in emerging
countries against the backdrop of the economic growth and the U.S. dollar’s depreciation. On the other hand, the weak
performance of value-type products made a negative contribution. However, the excess return for overall foreign equities was
positive.




Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Contribution Analysis of the Excess Return (Domestic Bonds)

By factor, the excess return of -0.47% on domestic bonds can be broken down as follows: fund factor: -0.48%; benchmark factor:

0.00%; other factors: 0.01%.
Regarding the fund factor, the returns (market value basis) for NOMURA-BPI Overall (Active) made positive contributions while

the low returns (market value basis) for mandatory funds, etc. made negative contributions.

A (TSGR Benchmark @ Excess Return 1)-@) Fund factor Benchmark factor Other factor

@

0.43% 0.90% -0.47% - 0.48% 0.00% 0.01%

[ Contribution analysis of the excess return by the manager benchmark, etc.]

Mandatory investment,| Nomura BPI Overall | Nomura BPI Overall
. Non-benchmark Total
etc. (Active) (Enhanced)
Fund factor - 0.52% 0.03% 0.01% - 0.00% - 0.48%
Benchmark factor 0.00% 0.00% 0.00%

(Note 1) The fund factor is a factor attributable to the difference between the return for an individual fund and the return for the manager benchmark. The percentage ratio is calculated in consideration of the

average total market value of an individual fund.
Concerning mandatory investments, etc. and non-benchmark funds, a factor attributable to the difference between the return for an individual fund and the return for the policy benchmark is calculated

as the fund factor for reference because the manager benchmark has not been set.
(Note 2) The benchmark factor is a factor attributable to the difference between the return for the manager benchmark and the return for the benchmark (NOMURA-BPI Overall).

The percentage ratio is calculated in consideration of the average total market value of an individual fund.
(Note 3) "Other factors" are factors attributable to calculation errors, asset transfer, etc.

10




Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

[ Column: Characteristics of domestic bonds and active investment ]

/ The Association holds a large amount of municipal bonds compared with the benchmark. In addition, the duration of municipal \
bonds held by the Association is shorter than the duration of the benchmark, and as a result, the rate of price rise remains low when
interest rates are falling.

[ Composition based on market value and the return concerning active investment]

Composition Based on Market Value (by Bond Type) Comparison with Return for NOMURA-BPI Overall
Fund mBenchmark (Average of FY2017) Fund mBenchmark
% %
100
90 82.8 81.2 2.0 15
80 15
1.29 1 1.0
70 0.9 9 0.8
60 10 0.7 06 0 0.7 507
50 05 0 0.
: | 1 on o I
30 0.0
20 12. 5.3 5 0.1
10 65 1558 03%7 39 0.4 03 01 0.5 -0.1
0 - — 1
& £, &2 3 3 f£¢ = = 5§ E, 82 B 3 £f = <
e 58 25 £ 2 33 E S8 25 B 2 3¢
g g 85 [ B c5 o ] R w 2 =]
2 (s} g) — S‘f e g 8 a = D =
o - 3 par >
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Contribution Analysis of the Excess Return (Domestic Equities)

By factor, the excess return of 1.34% on domestic equities can be broken down as follows: fund factor: 1.43%; benchmark factor:
-0.01%; other factors: -0.08%.

Regarding the benchmark factor, JPX400, etc. made negative contributions. However, regarding the fund factor, the high returns
(market value basis) for TOPIX (Active) and non-benchmark funds, etc. made positive contributions.

Return (market value
( @ ) Benchmark @ Excess Return M- Fund factor Benchmark factor Other factor
17.21% 15.87% 1.34% 1.43% - 0.01% - 0.08%
[ Contribution analysis of the excess return by the manager benchmark, etc.]
TOPIX IPX400 MSCI JAPAN  |Russel/Nomura Prime TOPIX TOPIXMid400 | FTSE GWA Japan | o0 Rpgs';apa" 350
(Passive) (Passive) (Passive) (Passive) (Active) (Active) (Active) (Active)
Fund factor 0.05% 0.00% 0.00% 0.00% 0.99% 0.09% 0.00% - 0.00%
Benchmark factor 0.00% - 0.04% - 0.02% - 0.00% 0.00% 0.00% - 0.02% - 0.02%
MSCI Japan Minimum S&P Japan Small Cap | SNAM Sustainability |Japan Minimum Volatility
Volatility Russellgzg]\::)a Small Index Index Index Non-benchmark Total
(Active) (Active) (Active) (Active)
Fund factor 0.00% 0.14% 0.01% - 0.00% - 0.00% 0.15% 1.43%
Benchmark factor - 0.03% 0.07% 0.03% - 0.00% 0.03% - 0.01%

(Note 1) The fund factor is a factor attributable to the difference between the return for an individual fund and the return for the manager benchmark. The percentage ratio is calculated in consideration of the
average total market value of an individual fund.
Concerning non-benchmark funds, a factor attributable to the difference between the returns for an individual fund and the return for the policy benchmark was calculated as the fund factor for
reference because the manager benchmark has not been set.

(Note 2) The benchmark factor is a factor attributable to the difference between the return for the manager benchmark and the return for the policy benchmark (TOPIX (with dividends)).
The percentage ratio is calculated in consideration of the average total market value of an individual fund.

(Note 3) "Other factors" are factors attributable to calculation errors, asset transfer, etc.

12




Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

[ Column: Sector and issue selection by active managers entrusted with domestic equity investment ]

/ As a result of active managers’ sector selection, the portfolio included many construction-sector issues with a higher return than \

the benchmark return for overall domestic equities, while it included few banking-sector issues with a lower return than the
benchmark return. Regarding issue selection in the services, information & communications, and electric appliance sectors, issues
with a higher return than the benchmark were selected.
[Composition based on market value and the return concerning active investment]
Composition Based on Market Value (by Sector)
% Fund = Benchmark (Average of FY2017)
12. 39
% 215-68 9% g5 o, 61 62 " 51 37 37 ,g 2628 19 18 ,, 17 Y7 17 11 09 o4 09 07 05 05 04 o1 02 02 02
8.8
10 7.7 |76 7.1
>4 a7 las o 45 a5 4y
5 32
I I I I I I I o g e B bz b2 o o ho e o7 o s
' . ) . . . A 0.2 |03 |03 .
0 I HE BRSO v o i g o el i
p 2y v o= os o= on o u s s ow s 2 s g a= n w o oie
£8:982 8 F B 2 & 8§28 E 0 F 8588 5,8 82 £88,8 8 8 8EF pets
£ £gs8gm E £ = g g - @4 £ 5 5 © B 2EF 38 v E Sp53 822 8 2 £ E£E£ 35 2 £33
= 528 T g 3 8 & =2 S £ 2 ® 5 822,55 5 © 8%8%9n &5 0 5 & 8 &8 2 28ct4g
= 5588 £ g g B & § 2 5 2822,2:8 4 38 8 s 5% 28
§ 25ES 5 = @ £ g 2 £ 5 § 5 a288%% & 3 g3L8 s =55 T 232 S 22®3
e E8SE T3 < g 3 £ ~Tg 828 5 58E5£0 3§ & § E S 8§ x%
£ F EE £ £ s 9] 5 8 - € g%3¢ 5 = g 2 = g 525«
8 3 2 2 k] s 8 BE €@ s = 8%
w S w Z 0 S S =5
[ <
Comparison with Return for TOPIX (Sector Indices)
% s Fund = Benchmark
- 323
55.0 278 92 it 238 5 500 e 174 5.1 45 263 258 213 220
45.0 i 214 = 21578 198 ‘ 223 135 28
31.2 17.7 )
350 197 |24 188 _Beo -
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Contribution Analysis of the Excess Return (Foreign Bonds)

By factor, the excess return of 0.02% on foreign bonds can be broken down as follows: fund factor: 0.10%; benchmark factor:

-0.08%; other factors: -0.00%.
Regarding the benchmark factor, the Barclays Global Aggregate Index (Active) made negative contributions. However, regarding

the fund factor, the high returns (market value basis) for the FTSE Global Government Bond Index (Active), etc. made positive

contributions.
Return (market value
( @ ) Benchmark @ Excess Return D-®@) Fund factor Benchmark factor Other factor
4.25% 4.23% 0.02% 0.10% - 0.08% - 0.00%
[ Contribution analysis of the excess return by the manager benchmark, etc.]
FTSE World Government | FTSE World Government [ FTSE World Government Barclavs agareqate Nomura RAFI
Bond Index Bond Index Bond Index (ﬁcti?/?z) 9 (Active) Total
(Passive) (Enhanced) (Active)

Fund factor 0.02% 0.01% 0.05% 0.03% 0.00% 0.10%
Benchmark factor 0.00% 0.00% 0.00% - 0.09% 0.01% - 0.08%

(Note 1) The fund factor is a factor attributable to the difference between the return for an individual fund and the return for the manager benchmark. The percentage ratio is calculated in consideration of the

average total market value of an individual fund.
(Note 2) The benchmark factor is a factor attributable to the difference between the return for the manager benchmark and the return for the policy benchmark (FTSE World Government Bond Index (excluding

Japan; without currency hedging, yen-based)).
The percentage ratio is calculated in consideration of the average total market value of an individual fund.

(Note 3) "Other factors" are factors attributable to calculation errors, asset transfer, etc.

14




Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

[ Column: Currency selection by active managers entrusted with foreign bond investment, and duration ]

-

As a result of active managers’ currency selection, the portfolio included fewer assets denominated in the euro, which appreciated
against the yen, compared with the benchmark. Meanwhile, interest rate selection generated positive effects due to the reduction of
the duration compared with the benchmark amid an interest rate rise.

%

50
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20
10

[Composition based on market value, return and duration concerning active investment]

Composition Based on Market Value
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Contribution Analysis of the Excess Return (Foreign Equities)

By factor, the excess return of 0.26% on foreign equities can be broken down as follows: fund factor: 0.32%; benchmark factor:
-0.04%; other factors: -0.01%.
Regarding the benchmark factor, the MSCI-KOKUSAI (Active) made negative contributions. However, regarding the fund factor,
the high returns (market value basis) for active funds concerning the MSCI-ACWI and MSCI-KOKUSALI, etc. made positive
contributions.

RElllon (mg;ket KL Benchmark @ Excess Return 1M-2) Fund factor Benchmark factor Other factor
10.07% 9.81% 0.26% 0.32% - 0.04% - 0.01%
[Contribution analysis of the excess return by the manager benchmark, etc.]
MSCI-KOKUSAI MSCI-ACWI MSCI-ACWI MSCI-Emerging Total
(Active) (Passive) (Active) (Active) o
Fund factor 0.18% - 0.05% 0.21% - 0.02% 0.32%
Benchmark factor -0.11% 0.00% 0.00% 0.07% - 0.04%

(Note 1) The fund factor is a factor attributable to the difference between the return for an individual fund and the return for the manager benchmark. The percentage ratio is calculated in consideration of the
average total market value of an individual fund.

(Note 2) The benchmark factor is a factor attributable to the difference between the return for the manager benchmark and the return for the policy benchmark (MSCI-ACWI).

The percentage ratio is calculated in consideration of the average total market value of an individual fund.
(Note 3) "Other factors" are factors attributable to calculation errors, asset transfer, etc.

16



Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

[ Column: Sector and issue selection by active managers entrusted with foreign equity investment ]

/ As a result of active managers’ sector selection, the portfolio included many software/service sector issues with a higher return \
than the benchmark return for overall foreign equities, while it included few telecommunication services sector issues with a lower
return than the benchmark return. Regarding issue selection in the capital goods, healthcare equipment/service, banking, and
automobile/automobile parts sectors, issues with a higher return than the benchmark were selected.

[Composition based on market value and the return concerning active investment]
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Fiscal Year 2017 Investment Income

O lInvestment income (market value basis) in fiscal year 2017 was ¥791 billion. Realized income (book value basis) was ¥431.4 billion.
OBy asset class, investment income (market value basis) was ¥18.4 billion for domestic bonds, ¥492.2 billion for domestic equities, ¥51.8

billion for foreign bonds and ¥228.5 billion for foreign equities.

(Unit: JPY100M)

FY2017
Q1 Q2 Q3 Q4 FY total
Investment income 3,883 3,388 4570  -3.931 7,910
(market value basis)
Domestic bonds -18 58 76 68 184
Domestic equities 2,003 1,595 2,854 -1,530 4,922
Foreign bonds 660 378 217 =137 518
Foreign equities 1,237 1,357 1,423 -1,733 2,285
Short-term assets 0 0 0 0 0
(Unit: JPY 100M)
FY2017
Q1 Q2 Q3 Q4 FY total
Realized income 885 1,252 1,201 977 4,314

(book value basis)

(Note 1) The income represent figures after the deduction of fees, etc. settled within the relevant period.
(Note 2) The investment income (market value basis) represents the realized income (book value basis) adjusted for the effects of

changes in valuation gains/losses based on market value.
(Note 3) Realized income (book value basis) represents the sum of trading profits/losses and interest and dividend income, etc.
(Note 4) Due to rounding, the total sum of individual figures may not necessarily add up to the FY total.

13,000
11,000
9,000
7,000 r
5,000 r
3,000
1,000
-1,000
-3,000

-5,000 -

(Unit: JPY100M)

7,910

Q1 Q2 Q3 Q4

-3,931

* The bar graph represents the income in each quarter.
The line graph represents the cumulative income in fiscal year 2017.

. (Unit: JPY100M) 7,910

7,000 r
6,000 r
5000 r
4,000
3,000 r
2,000 r

1,000 r

4,922

2,285

518
184

0

L
Foreign ~ Short-term  Overall
equities assets assets

L
Domestic  Domestic ~ Foreign
bonds equities bonds

*The above figures represent income for the FY total.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Fiscal Year 2017 Value of Assets

(Unit: JPY100M)

FY2016 FY2017
End of FY End of Q1 End of Q2 End of Q3 End of FY
Book value [Market value \(aluation Book value [Market value \(aluation Book value [Market value \{aluation Book value |Market value \{aluation Book value |Market value \{aluation

gains/losses gains/losses gains/losses gains/losses gains/losses

Dg(r)r:;jsstic 43,079 44,362 1,283| 42,145 43,340 1,195 42,310f 43,395 1,085 41,674| 42,801 1,127 41,388| 42,364 976

z‘(’mgc 24,402| 29,229| 4,827| 24644 31,233| 6,580| 24,008| 31,627| 7,619| 24,174| 33681 9506| 24,768| 32,151 7,383

Foreignbonds | 13,573 13,220 -353| 14,584| 14,880 296 15,899| 16,458 558 16,844| 17,475 631 16,993| 16,738 -255

Foreign equities|  16,597| 22,875 6,278 16,892| 24,112 7,220 17,143| 25,469 8,326 17,338| 26,892 9,554 18,134 25,660 7,526

Short-term 8 8 0 12 12 0 15 15 0 1 1 0 6 6 0
assets

Total 97,660 109,695| 12,035 98,276 113,576| 15,300 99,375 116,964| 17,589 100,031 120,850| 20,818 101,288| 116,919| 15,630

(Note 1) Due to rounding, the total sum of individual figures may not necessarily add up to the Total.
(Note 2) Short-term assets held by each fund were classified into relevant asset classes in principle.
(Note 3) Group pure endowment insurance is included in domestic bonds.

The amount of funds allocated and withdrawn by asset class (for FY2017)

(Unit: JPY100M)

Domestic bonds

Domestic equities

Foreign bonds

Foreign equities

Amount of funds allocated
and withdrawn

-2,183 -2,000

3,000

500

(Note) The above figures represent the total amount of fund flows related to the allocation and withdrawal of funds (rebalancing) conducted for the purpose of changing the asset mix, and cashing out.
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Status of Risk Management (Overall Assets)

Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

In fiscal year 2017, the shares in the asset mix concerning all asset classes—domestic bonds, domestic equities, foreign bonds and

foreign equities—stayed within the deviation tolerance.

The estimated tracking error concerning overall assets declined mainly because of a reduction of the deviation concerning domestic

bonds and foreign equities.

[Changes in the asset mix]

Domestic bonds
Deviation tolerance (Upper limit: 50%)
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Deviation tolerance (Upper limit: 21%)
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Foreign equities

Deviation tolerance (Upper limit: 37%)

[Changes in the estimated tracking error]

Changes in the estimated tracking error concerning overall assets
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Fiscal Year 2017 Fees

O The amount of fees totaled ¥7.1 billion in fiscal year 2017. The fee rate relative to the value of investment assets came to 0.06%.
Regarding entrusted investments, the Association has introduced a fee rate table in which the fee rate declines in proportion to the
value of investment assets, and an incentive fee system (the upper limit is set on fees) for active investment.
(Unit: JPY 100M, %)
FY2017
Fee Fee rate
Domestic bonds 6 0.01
Domestic equities 34 0.11
Foreign bonds 9 0.05
Foreign equities 22 0.09
Overall assets 71 0.06

(Note 1) Fees include management fees and custodian fees related to entrusted investment.
(Note 2) Fee rate = fee amount/month-end market value average balance
(Note 3) The month-end market value average balance includes short-term assets.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Section 2 Systems and Activities Concerning Administration and Investment of Funds
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Basic Approach to Investment

O As a basic policy, investment shall be made for the purpose of contributing to the stable management of the Transitional Long-term Benefit
scheme operations. In the investment management, particular attention shall be paid to downside risks and constant consideration shall be
given to the relationship between future liabilities and the funds in light of the characteristics of a closed pension plan, which receives no new
contribution income.

O In the management of funds, investments shall be made in a way that ensures appropriate diversification across multiple assets with different
risk/return profiles and other characteristics.

O Moreover, for the investment of the Transitional Long-term Benefit Fund, which has the characteristics of a closed pension plan, the
benchmark portfolio shall be determined and appropriately managed so as to secure the required real return on investment of the funds at the
minimum risk, in due consideration of the relationship between future liabilities and the funds. In addition, efforts shall be made to secure the
benchmark return for each asset class, including over the long term.

Basic Policy for Transitional Long-term Benefit Adjustment Fund (Extract)

1. Basic Policy
The Association shall manage the TLTB adjustment fund with the objective of contributing to the stability of the TLTB plan operations
based on the characteristics of a closed-end pension fund that will have no new contribution income, especially paying attention to downside
risks, with constant awareness of the relationship between future liabilities and the reserve fund.
Accordingly, on the basis of appropriately diversifying investments in multiple assets that differ in risk/return and other characteristics
("Diversified Investment™), the Association shall administer and invest the TLTB adjustment fund by establishing an asset mix from the
long-term perspective (the "Benchmark Portfolio").

2. Investment target

The investment of the TLTB reserve funds, which has the characteristics of a closed pension plan, shall be managed appropriately by
establishing the Benchmark Portfolio in order to generate investment returns needed for the reserve fund with the minimum risk, while fully
paying attention to the relationship between future liabilities and the reserve fund.

In so doing, the Association shall pay attention not to distort, among other things, price formation in the market and private sector
investment activities.

In addition, the Association shall strive to earn the benchmark return for each asset class for each fiscal year, as well as generating it for
each asset class over the long term.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Stewardship Responsibilities (Efforts by Association) M

Stewardship Responsibilities
OStewardship Responsibilities
Stewardship responsibilities refers to the responsibilities of institutional investors to increase medium to long-term investment
returns for their clients and beneficiaries by encouraging improvements in enterprise value and sustainable growth of investee
companies through means such as constructive "purposeful dialogue” (engagement) based on a deep understanding concerning
the companies, their business environment, and other factors. Activities conducted by institutional investors to fulfill their
stewardship responsibilities include engagement, the exercise of shareholders' voting rights, and ESG investment.

OEfforts by the Association

In order to fulfill “the fiduciary duty of increasing the value of its assets for the insured over the long term” and “the social
responsibility as a public pension fund,” the Association believes that it must conduct stewardship activity proactively.

The Association instructs entrusted investment management institutions entrusted with domestic equity investment to exercise
voting rights after making appropriate judgment suited to the conditions of the investee companies because it is difficult for the
Association to make judgment concerning the details of companies’ management decisions.

The Association has formulated the Corporate Governance Principles of Pension Fund Association for Local Government
Officials, the Guidelines for Exercising Shareholders’ Voting Rights (Domestic Equities), the Guidelines for Exercising
Shareholders’ Voting Rights (Foreign Equities), and the Pension Fund Association for Local Government Officials’ Approach to
Proposals on Takeover Defense Measures, and has made clear its approach to exercise shareholders’ voting rights. The
Association requires entrusted investment management institutions to exercise voting rights in accordance with the Principles,
etc. In addition, the Association has made clear its activities to fulfill the stewardship responsibilities in the Basic Policy for
Transitional Long-term Benefit Adjustment Fund.

In addition, since February 2010, the Association has also been making investments in ESG funds.

The Association agrees with the purpose of the Principles for Responsible Institutional Investors <<Japan’s Stewardship
Code>>, established by the Financial Services Agency in February 2014, and it announced its acceptance of the Code in May
2014. In addition, following the revision of the Code, the Association further clarified its approach to stewardship activities in
November 2017.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Stewardship Responsibilities (Efforts by Association) 2

Stewardship Responsibilities
OEfforts by the Association (continued)

The Association receives reports concerning stewardship activity from and holds interviews with entrusted investment

management institutions of domestic equities every year in order to monitor the appropriateness of their stewardship activity and

gather information. In addition, following the start of the exercise of voting rights concerning foreign equities, the Association
has received reports on stewardship activity concerning foreign equities since FY2017.

The major viewpoints of the monitoring of entrusted investment management institutions in FY2017 are as follows:
Exercise of shareholders' voting rights

» Make sure that the exercise of voting rights is in line with the Guidelines for Exercising Shareholders' Voting Rights.
* Check whether or not the Association’s guidelines are mechanically applied to the exercise of voting rights without
close examination of individual proposals.

» Check the status of improvement in governance at investee companies through the exercise of voting rights.
Engagement

* Make sure that an effective engagement is implemented in order to increase investee companies’ corporate value and
promote their sustainable growth value in the medium to long term.

» Make sure that sustained efforts are made to review the effects of engagement and improve the quality of engagement.

In addition, in order to enhance transparency over its stewardship activities, since fiscal year 2014, the Association has
published the Annual Stewardship Activity Report, which describes the Association's stewardship activities, including
engagement and the exercise of voting rights conducted through entrusted investment management institutions.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Stewardship Responsibilities (Domestic Equities) (D

O The results of the exercise of voting rights (Domestic Equities)

Between July 2016 and June 2017, regarding the Transitional Long-term Benefit Adjustment Fund, the Association exercised voting rights, through the 23 entrusted
investment management institutions entrusted with domestic equity investment, with respect to a total of 15,636 companies which settled accounts between April 2016 and
March 2017. The number of proposals concerning which voting rights were exercised was 56,079.

Of the 56,079 proposals, 13,403 (including 2,478 shareholder proposals) were voted against, translating into a vote-against rate of 23.9% (up 2.1 points from the previous
year). The vote-against rate concerning company proposals was 20.4% (up 0.8 points).

The vote-against rate came to 40.9% (up 1.1 points from the previous year) concerning proposals related to the board of directors/directors, 13.3% (down 5.1 points)
concerning proposals related to the board of auditors/auditors, 15.3% (up 4.5 points) concerning proposals related to director remuneration, etc. and 4.7% (up 0.3 points)
concerning proposals related to appropriation of surplus.

Voting activity (Transitional Long-term Benefit Adjustment Fund) Share by proposal subject
Companies with accounting settlement between April 2016 and March 2017 Incentives, 2.5%
Business
P . Vote-against rate restructure, Others,
Proposal Subject Total [———— Vote for — Vote against " in reprvious yeur 0.6% on ce);/z
Capital
Total 56,079 | 100%| 42,676 76.1%| 13,403| 23.9% 21.8% structure,
0,
c.f. Company Proposal 53,449| 95.3%( 42524| 79.6%| 10925 20.4% 19.6% >1%
c.f. Shareholder Proposal 2630 4.7% 152 5.8% 2478 94.2% 96.7% Appropriation of
surplus, 20.0%
- Board of
By Subject 56,079 | 100% | 42,676| 76.1% | 13,403| 23.9% 21.8% auditors,
- - Director 17.5%
Board of Directors/Directors 17,172 30.6%| 10,155 59.1% 7,017| 40.9% 39.7% remuneration,
11.8%
Board of Auditors/Auditors 9,803| 17.5% 849| 86.7% 1,307| 13.3% 18.4% . .
Director Remuneration, etc. 6,594 11.8% 5583 84.7% 1,011| 15.3% 10.8% Changes n the vote-agalpst rate
— (compared with the previous year)
Appropriation of Surplus 11,203 20.0%| 10,679 95.3% 524  4.7% 4.3% Point
134
Capital Structure 2843 5.1% 2032 715% 811 28.5% 33.4% 15.0
10.0
Takeover Defense Measures 898| 1.6% 103| 11.5% 795| 88.5%) 63.2% 50 21 11 4.5 03 4.7
Capital Increase or Reduction 46| 0.1% 46| 100% o 0.0% 3.7% 00 ==
-5.0
Third Party Allotment of Shares 26| 0.0% 21| 80.8% 5| 19.2% 19.2% 10,0 5.1 49 3.2
Acquisition of Own Shares 5| 0.0% 0 0.0% 5| 100% 37.3% g g g § ﬁg % % § é
- P e %3 § 3 2 2 & &
Business Restructure 320 0.6% 299  93.4% 21 6.6% 1.9% S 3 5 g 3 2 e
ks © g c = ==
Incentives Improvement for Executives 1,406| 2.5% 1,084 77.1% 322 22.9% 26.1% = g 2 % s 3
o @ g = O %
Other proposals 6,738| 12.0% 4348 64.5% 2,390| 35.5% 22.1% @ £ 5] @
o g
<
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Stewardship Responsibilities (Domestic Equities) @

Exercise of Voting Rights (Domestic Equities)
OResults of the exercise of voting rights (domestic equities)

The matters learned through the monitoring are as follows:

It was learned that at all investment management institutions entrusted with domestic stock investment by the Association, the Association's
Guidelines for Exercising Shareholders' Voting Rights are applied to their criteria as a priority.

It was learned that concerning entrusted investment management institutions whose understanding of the Association's guidelines had been
insufficient in the exercise of voting rights in the previous year, their understanding deepened and voting rights were exercised thoroughly in line
with the guidelines. Concerning proposals related to takeover defense measures, the rate of “for” votes based on the escape clause declined
steeply.

Concerning proposals related to the election of directors and takeover defense measures, it was learned that many entrusted investment
management institutions have reviewed and revised their criteria for exercising voting rights and are calling for companies to establish a higher
level of corporate governance.

The Association has established the “Guidelines for Exercising Shareholders’ Voting Rights (Domestic Equities),” thereby indicating its policy
for exercising voting rights, and it has entrusted the exercise of voting rights concerning individual proposals to entrusted investment management
institutions. Therefore, in some cases, the judgment on the exercise of voting rights concerning the same proposal varied across entrusted
investment management institutions because of differences in their respective judgment criteria.

Concerning proposals for which the Association entrusted decision-making to entrusted investment management institutions, such as performance
criteria related to the election of directors and independence related to the election of outside directors, it was learned that individual investment
management institutions have established the judgement criteria and made judgments in accordance with them.

The Association’s views are as follows:

With respect to the lack of change in the vote-against rate concerning company proposals in the current fiscal year compared with the previous
year, the Association believes that this is a result of the progress made in companies’ corporate governance toward the desired state of companies
as shown in the Association’s Corporate Governance Principles in response to entrusted investment management institutions’ call for them to
establish a higher level of corporate governance. However, as 20.4% of company proposals were voted against, further efforts should be made.
Regarding proposals related to the board of directors and directors in particular, the vote-against rate remained high (40.9%) for reasons such as
that the number of internal directors was increased without clear and rational explanations, so the Association believes that there is large room for
improvement.

It was learned that some entrusted investment management institutions have not sufficiently incorporated the Association’s guidelines into their
detailed criteria for exercising voting rights, so the Association believes that it is necessary to continue to seek their full understanding concerning
its guidelines.

While the Association’s guidelines stipulate that an increase in the number of directors other than outside directors should be voted against in
principle unless clear and rational explanation is provided, some entrusted investment management institutions uniformly voted against proposals
that would lead to an increase without conducting close examination on a case-by-case basis. It is desirable that entrusted investment management
institutions exercise voting rights based on appropriate judgement suited to the circumstances of companies after sufficiently understanding the
purpose of the guidelines, instead of mechanically applying the guidelines to the exercise of voting rights.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Stewardship Responsibilities (Domestic Equities) @

ONumber of cases of engagement (Domestic Equities)

In FY2016, regarding the Transitional Long-term Benefit Adjustment Fund, the Association implemented engagement with a total of 5,134 companies
through the 23 investment management institutions entrusted with domestic stock investment. The number of cases of engagement was 10,732 in total (down
3,275 from the previous year). The number of cases of direct dialogue with top managers of companies was 2,822, or 26.3% of the total.

Regarding major subjects of engagement, the number of cases of dialogue concerning management strategy issues came to 3,485 (down 4,402 from the
previous year), or 32.5% of the total, followed by dialogue concerning corporate governance issues with 2,493 (up 454 from the previous year), or 23.2% of
the total, and 1,827 cases related to capital policy issues (down 67 from the previous year), or 17.0% of the total.

Number of cases of engagement in FY 2016 (including overlaps) Share by dialogue item
Number of _
Dialogue subject umber of case Dialogues with cases in the Information  Others
Composition|top managers Rate | previous year d'550|;>;ure 3.7%
. 0
Total 10,732| 100.0% 2,822 26.3% 14,007
Dialogues concerning management strategy 3,485 32.5% 1,263 36.2% 7,887 Environmental
issues
Dialogues concerning corporate governance 2,493 23.2% 578 23.2% 2,039 6.3%
Dialogues concerning capital policy 1,827 17.0% 445 24.4% 1,894
Dialogues concerning social issues 1,249 11.6% 202 16.2% 669 s
Social issues
Dialogues concerning environmental issues 678 6.3% 82 12.1% 419 11.6%
Dialogues concerning information disclosure 607 5.7% 161 26.5% 790
Other 393 3.7% 91 23.2% 309
Capital policy Corporate
17.0% governance
23.2%

*1 The standard for counting the number of cases of engagement varies from fund to fund: some funds count one
interview covering several items multiple times, including it in the counting of cases concerning each item, while
others count it only once.

*2 The number of cases of engagement declined from the previous year mainly because dialogue concerning
management strategy conducted by a certain entrusted investment management institution decreased significantly as
the shifted institution emphasis to engagement focusing on substance and quality in FY2016 after conducting broad
dialogue concerning management strategy in FY2015 as the first step of engagement.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Stewardship Responsibilities (Domestic Equities) @

Engagement (Domestic Equities)
OgEfforts of engagement
The matters learned through the monitoring are as follows:
* The Association confirmed the following matters in relation to engagement concerning many funds.

v’ Engagement is generally defined as “constructive dialogue conducted with investee companies in order to increase the corporate value of
investee companies in the medium to long term and promote the companies’ sustainable growth,” for example.
On the other hand, it was learned that some entrusted investment management institutions define engagement as “part of research activity.”

v It was learned that entrusted investment management institutions generally implement engagement in order to promote the companies’
“sustainable growth” and “increase the corporate value of investee companies.”
On the other hand, it was learned that some entrusted investment management institutions implement engagement in order to “share
perspectives,” while others do so in order to help to “make investment decisions instead of aiming primarily to change corporate behavior.”

v' It was learned that in order to increase corporate value, some entrusted investment management institutions select dialogue partner
companies on the basis of whether the companies are facing problems and whether it is possible to contribute to their sustainable growth.

v' It was learned that some entrusted investment management institutions select dialogue items and methods from the viewpoints of an
increase in corporate value and risks (problems).

» It was learned that entrusted investment management institutions conducting excellent initiatives set qualitative or quantitative targets related
to engagement, with the effects of engagement examined by a council or a relevant division. Concerning the method of examining the effects
of engagement, many entrusted investment management institutions reported that they measured the effects in terms of the progress in
dialogue.

On the other hand, some entrusted investment management institutions do not have a system to examine the effects of engagement, while
others do not judge the success or failure of engagement.

» The Association learned that the entrusted investment management institutions are implementing the initiatives to improve the quality of
engagement.
The Association observed the following cases as excellent initiatives to enhance the quality of engagement:
v" Resourceful measures to manage progress in engagement
v Enhancement of organizational systems, including the establishment of a division responsible for overseeing engagement activity
v" Initiatives to promote a change of the mindset on the part of companies and to increase influence through dialogue.
v" Acquisition and accumulation of knowhow through partnership with external organizations

The Association’s views are as follows:

* In the Signup to Japan’s Stewardship Code, the Association stipulates as follows: “The Association will continue requiring the entrusted
investment management institutions to share the awareness of problems with the investees and make efforts for the solution through effective
engagement aimed at the medium- to long-term enhancement of enterprise values and sustainable growth of investee companies.” The
Association believes that it learned through interviews that initiatives conducted by entrusted investment management institutions are
generally in line with its views. The Association believes that it is necessary to continue to seek further understanding on its views concerning
the definition of engagement, and engagement initiatives.
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Transitional Long-term Benefit Adjustment Fund
(Pension Fund Association for Local Government Officials)

Stewardship Responsibilities (Domestic Equities) &

O Example cases of engagement that led to some results (Domestic Equities)

Dialogue subject Company Specifics Dialogue subject Company Specifics
D [magament efisncy of e ovrdl aroup. kg o roven of capcl Dilogu |FYEPOSe e fmulion o  medmerm businss pln and an ROE tage,
Ist sec. of the 9 i 9 hio with a l tyd bsidi group, 9 P Dialogue Ist sec. of the 94 the clarification of a capital policy and holding of briefings on financial results.
Tokyo Stock relationship with a listed subsidiary. > ) Tokyo Stock
concerning capital - -
_EXCh-_ policy Exch. Announced plans to formulate a medium-term business plan, set an ROE
Electric equipment| Resuft |Announced a business integration with the listed subsidiary. Other products | Result |target, enhance the shareholder return, holding briefings on financial results
Dialogue and strengthen the IR system.
concerning . . . . . . .
management Dialogue Requested the review of cross shareholding and non-core businesses as a Dialoaue Conducted dialogue on the progress in the action plan concerning the
strategy 9 measure to improve the financial conditions. 1t sec. of the 9 empowerment of women and information disclosure concerning diversity.
1st sec. of the . :
Dialogue Tokyo Stock i i i X
Tokyo Stock concerning social Exch. Made improvements concerning the empowerment of women, including
Exch. issues Information & increasing the proportion of women in new recruits, in accordance with the
Foods Result  |Announced the sale of shares held under the cross-shareholding arrangement. Communication Result |action plan. Made significant improvements concerning information
disclosure, including disclosure of the status of disclosure efforts and
numerical data.
Proposed expanding ESG activities (reduction of overall CO2 emissions, CSR
. . rocurement, diversity, etc.), which had been mainly conducted on a non-
. Proposed a study on a remuneration system intended to ensure awareness of . procu e . d .e s y etc.), ‘c‘ . ad been ma 'y ¢ dug ed onano .
Dialogue . " . Dialogue |consolidated basis, to include activities on a consolidated basis and prescribing
1st sec. of the the return on capital among rank-and-file employees. Dialogue 1st sec. of the L - L ] o
Tokyo Stock concerning Tokyo Stock unified written guidelines on CSR, adapting to and utilizing SDGs and
Exch environmental Exch promoting advanced ESG activities.
Chemicals Decided to introd I tock hi trust. Also studyi 1S5ues Machinery Indicated a target for the mitigation of the environmental impact in 2020 on a
Dialogue Result iniZLt?ve—E;QeLor:nii:Zr:trircﬁZyesiesmofst;c‘ll‘l(nerriieI-F:inLuesd .t Zc)) ?Olrj nf:? an Result consolidated basis under a medium-term business plan. Explicitly prescribed
concerning eneration senior managers 4 P P the materiality of CSR issues related to 12 SDGs, in addition to establishing
corporate g gers. the basic policy for CSR.
governance
Pointed out issues related to the composition of the personnel committee and Proposed the announcement of a medium-term business plan, including
1t sec. of the Dialogue |the remuneration committee and proposed the establishment of a system under 1t sec. of the Dialogue |numerical targets, in reference to exemplary cases observed among other
Tokyol Stock which outsiders sufficiently exercise the checks-and-balances function. Tokyo' Stock companies in the same industry.
Exch. T ) - o Exch.
Banks Announced i\ he reorganization of tr_lese two committees, with a majority of Construction Publicly announced a medium-term business plan. Also announced numerical
Result |each committee, including the chairman, to be appointed from among Result . N . .
outsiders Diah targets for the operating profit margin and the payout ratio.
: ialogue
concerning
_Pro_posed the adoption of the ratio of d1V1dend.S {0 sharcholders” equity as an |n_f0rmat|0n Proposed active implementation of information disclosure (particularly with
. indicator of the shareholder return and the retirement of surplus own shares disclosure . . . . . e
Dialogue . . N Dialogue |respect to trends in foreign markets where the business conditions are difficult
£ th acquired through share repurchases in order to ease concerns in the stock 1st sec. of the ) X
Dialogue Lst sec. of the market over possible release of those shares Tokyo Stock to grasp) because there were problems with the company’s approach to IR.
. . Tokyo Stock .
concerning capital é,xch Exch.
policy Construction Announced the adoption of the ratio of dividends to sharcholders” equity as an No&:te;;ous E]rh?::;?STI::;??}:?::jc;?lfl;eagi:id ;zt?svi(r)iiahse bfiilerlfssteszf)—:nt:jfil;SIHQ
Result |indicator of the shareholder return and replied that the retirement of Result paty P

repurchased own shares will continue to be studied internally.

results in reference documents distributed at briefings on annual financial
results.
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OESG investment initiative

As the Association invests pension funds over the long term, it is rational to aim to maximize the long-term return by paying attention not only to short-term
business performance when making investment but also to factors related to sustainability, including ESG.

The Association believes that it can simultaneously fulfill “the fiduciary duty of increasing the value of stocks for the insured persons over the long term”
and “the social responsibility as a public pension fund” by seeking to increase the investment return through the sustainable growth of investee companies and
the enhancement of shareholder value and by encouraging efforts to resolve social challenges, such as environmental, human rights and employment issues.

The Association started investing in ESG funds in 2010. Subsequently, the Association gradually increased the number of adopted products and the amount
of investments. As of the end of March 31 2018, the Association was entrusting ESG investment through four domestic stock products with a combined
market capitalization of 55.5 billion yen (approximately 2% of the outstanding balance of domestic stocks in the Association’s portfolio). As around 90% of
existing active funds claim to give consideration to ESG elements in the investment process, the Association uses ESG mainly as a supplemental judgement
factor for stock selection.

OApproach to ESG investment

Of the ESG-related four products adopted by the Association, three fall into the ESG integration category and one falls into the engagement category.

ESG integration refers to an investment approach that gives consideration to the ESG elements in the process of selecting stocks from the investment universe
for possible inclusion in the portfolio. Engagement refers to objective-oriented constructive dialogue based on in-depth understanding of investee companies and
their operating environment.

Specifically, with respect to the products adopted by the Association, investment is made through the following methods:

Entrusted investment
Cate o roach
qory management institution App
Entrusted Investment Management Institution A uses an external organization to select stocks relatively highly evaluated in terms of ESG within each industry as components of the investment universe. Fund
A managers select stocks from the universe based on evaluation conducted from two viewpoints—the stock price level and whether the companies” ESG initiatives are likely to lead to earnings growth. The portfolio
is comprised mainly of stocks highly evaluated by fund managers in terms of ESG.
Analysts evaluate stocks under research in terms of their fundamentals and ESG performance. The ESG evaluation is a combination of basic evaluation based on third-party information obtained from external
B ESG evaluation organizations and analysts’ evaluation based on qualitative information obtained through dialogue. A score table is prepared with scores given with respect to detailed items concerning the ESG
Integration elements. Fund managers integrate the fundamentals evaluation and the ESG evaluation and select stocks in such a way that the deviation value of each of the items concerning the ESG elements in the whole
portfolio is higher than 50.
Entrusted Investment Managing Institution C has adopted a smart beta strategy under which its funds track an index internally developed based on the combination of the ESG evaluation and the stock price
c evaluation. The investment management institution uses an external organization to recognize companies whose ESG performance exceed a certain level as components of the index. Asset weight allocation is
determined by adding to the basic weight (a uniform weight for all stocks: 60% of the overall weight) a weight calculated on the basis of an ESG-adjusted stock price (40%), which is a stock price multiplied by a
co-efficient reflecting the ESG evaluation.
After picking stocks with high quality in terms of ROIC (return on invested capital), Entrusted Investment Management Institution D makes stock selection from among them in light of factors such as the room for
Engagement D - .. - . . . . . .
improvement of competitiveness and the viability of the dialogue effect, aiming to increase corporate value through cooperative engagement from the viewpoint of ESG.

The approach to ESG varies from product to product. However, through interviews with entrusted investment management institutions, the Association
learned that they make efforts to identify the ESG elements concerning individual products and use ESG as a reference for stock selection. In this way, they are
reducing the risk of corporate value being undermined and are promoting investment in companies whose corporate value is expected to increase in the medium
to long term.
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OPerformance of ESG investment

(Figure 1)

Entrusted investment management institutions are making ESG investment through various

. . . . FY2017 |Past5years
approaches based not only on the ESG evaluation but also on the stock price evaluation with Excess retum 0% 0%
respect to individual products. However, many products adopted by the Association are contiouion o evalusted socks 0% 0% - -
delivering an excess return over the policy benchmark (TOPIX index including dividends). High ESG - Oo% %] > Positive contribution
. . Discount . % %
There is not yet an established consensus whether the ESG approach leads to an excess return, Neutral rm%/z 802
f;md the method of analyzing_ the relatio_nship of the ESG evaluaFion_ anq engagement with Promium O% O%
investment performance varies across investment management institutions. Specifically, the Medium ESG O% O%
following methods are used. | | [piscount  [..[]  O%| _ O%
<Integration> (Figure 2) High investment efficiency
Entrusted High ESG / Poor ESG
investment Analysis method Past _ years Fundamentals | Fundamentals | Fundamentals Fundamentals Total
managen)ent Highly rated Poorly rated ghly rated Poorly rated
institution Excess return O% o%| / O% O% O%
Entrusted Investment M anagement Institution A indicates each stock’s total contributions concerning the ESG elements TE (Annual rate) O% O% O% O% O%
based on a six-quadrant classification (high ESG and medium ESG) x (discount, neutral and premium), including the evaluation >
A of stock price premium and discount. In terms of the total return over the past five years, the investment management IR (Annual rate) O 4Q (O) O )

institution gained an excess return from stocks highly evaluated in terms of ESG, so its ESG evaluation is considered to be
functioning to a certain degree from the long-term perspective. (Image: Figure 1)

(Figure 3) _— Positive contribution

Entrusted Investment Management Institution B indicates each stock’s total contributions based on whether the stock is w o ESGStOCk_SeIECtion ammite
B highly or poorly rated in the ESG and fundamentals evaluations. Regarding the group of stocks highly rated in the ESG L allocation effect effect Large-can stocks
evaluation, tracking error (TE) is limited in the medium to long term, so the ESG approach is effective in improving the E 2 TOPIX Return by g p
information ratio (IR), rather than in increasing the excess return. (Image: Figure 2) gc size . x Medium-cap stocks _,  oyerall effect
22 Size Effect Small-cap stocks
As overweighting in medium-cap stocks and underweighting in large- and small-cap stocks tend to continue, Entrusted ow TOPIX YVelght by size
C Investment M anagement Institution C calculates the ESG stock selection and allocation effect that excludes size impact. —
Although this effect includes an element of stock price evaluation, it tends to make positive contribution. (Image: Figure 3) Original index weight by size
<Engagement>
Entrusted (Figure 4)
investment .
management AnabsisiiTetiiod (i) Appropriate stock price
. - . calculsted by a dedicated team
institution (including the dialogue/engagem
Entrusted Investment Management Institution D measures the engagement effect by multiplying the difference between the expected (‘WT:‘;& R } :‘;ﬁf; potential related exclusively to ESG |. The figure obtained
return including the dialogue/engagement effect and the expected return excluding the effect by the engagement success probability ES‘JEH%:%E gran anafﬂ T - b?{icn;ut‘.\"ptllrle“g this
D for the sake of convenience. Engagement makes positive contribution, accounting for a certain portion of the excess return. (Image: dialoguerengagement affect) | e:;;;m;" 1alin the case of non- | anageymem
Figure 4) Current™] realization
stock pric probggilitydlf be th
. . considered to be the
The return from each product change from year to year, and the measurement period is less engagement effect
than three years for many products. Therefore, the Association plans to continue ESG initiatives, — —

including evaluating the effectiveness and usefulness of ESG investment according to the
investment horizon by cooperating with entrusted investment management institutions in how
the ESG elements are contributing to the investment performance.

stock price (U
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O Results of the exercise of voting rights (foreign equities)

Through all of the 16 entrusted investment management institutions entrusted with foreign stock investment, the Transitional Long-term Benefit Adjustment Fund exercised
voting rights with respect to a total of 7,771 companies which settled accounts between April 2016 and March 2017 and which held general shareholders” meetings on or later
than July 1, 2016. The number of proposals for which voting rights were exercised was 55,546.

Of the 55,546 proposals, 5,868 (including 1,590 shareholder proposals) were voted against, translating into a vote-against rate of 10.6%. The vote-against rate concerning
company proposals was 8.2%.

The vote-against rate came to 11.2% concerning proposals related to the board of directors/directors, 7.7% concerning proposals related to director remuneration, etc. and 2.5%
concerning proposals related to appropriation of surplus.

Voting activity (Transitional Long-term Benefit Adjustment Fund) Share by proposal subject
Companies with accounting settlement between April 2016 and March 2017
Proposal Subject Total 1 Vote for — Vote against —
Total 55,546 100% | 49,678 | 89.4% 5,868 | 10.6%
c.f. Company Proposal 52,345 94.2%| 48,067| 91.8% 4278 8.2%
c.f. Shareholder Proposal 3201 5.8% 1,611 50.3% 1,590 49.7%
By Subject 55,546 | 100%| 49,678| 89.4%|  5,868| 10.6% Others,
32.8%
Board of Directors/Directors 12,924 23.3%| 11,475 88.8% 1449 11.2%
Director Remuneration, etc. 10,112 18.2% 9,330| 92.3% 782 1.7% Director
Appropriation of Surplus 2,884 5.2% 2,813| 97.5% 71 2.5% remuneration,
0
Capital Structure 8,198| 14.8%| 7.207| 87.9% 991| 12.1% . 18.2%
Incentives, .
Takeover Defense Measures 444 0.8% 404| 91.0% 40|  9.0% 4.0% Capital
Capital Increase or Reduction 2426 4.4% 2,034| 83.8% 392| 16.2% St;_jcgé;e’
- Business AEFAD
Third Party Allotment of Shares 488 0.9% 482| 98.8% 6| 1.2% restructure, Appropriation of
Acquisition of Own Shares 1759| 3.2%| 1,697| 96.5% 62| 3.5% 1.8% surplus, 5.2%
Business Restructure 988| 1.8% 932| 94.3% 56| 5.7%
Incentives Improvement for Executives 2,206 4.0% 1,686 76.4% 520| 23.6%
Other proposals 18,234| 32.8%| 16,235 89.0% 1999 11.0%

*From the viewpoints of constraints related to the exercise of voting rights and additional cost burden, the exercise of voting rights is limited to 16 countries (the United States,
Canada, the United Kingdom, Ireland, Australia, New Zealand, Singapore, Hong Kong, Chile, the Czech Republic, Indonesia, Mexico, the Philippines, South Africa, Taiwan
and Thailand).
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Exercise of Voting Rights (Foreign Equities)
O_Results of the exercise of voting rights (foreign equities)
The matters learned through the reports are as follows:

» The Association ascertained that foreign equity funds entrusted with investment by it gave precedence in application to its
guidelines for exercising voting rights over their guidelines and that the voting rights were generally exercised with
respect to the countries to which the exercise is applicable.

* The Association has established the “Guidelines for Exercising Shareholders’ Voting Rights (Foreign Equities)” as in the
case of domestic equities, thereby indicating its policy for exercising voting rights. Concerning response to individual
proposals, the Association’s policy is to leave judgement on the exercise of voting rights to entrusted investment
management institutions. Therefore, in some cases, judgement on the exercise of voting rights concerning the same
proposal across investment management institutions differs due to differences in the institutions’ judgment criteria.

* It was learned that unlike domestic stock funds entrusted with investment by the Association, all foreign equity funds
entrusted with investment by the Association were using proxy advisors. One factor behind this is the need to receive
expert advice concerning the approaches to proposals presented by relevant companies in various countries due to the
wide differences in the corporate governance standards across regions around the world.

» Possible reasons for the low vote-against rate for the exercise of voting rights concerning foreign equities compared with
the rate for domestic equities are as follows:

v" In other countries, the vote-against rate concerning proposals related to the board of directors and directors is low
for reasons such that in many cases, independent directors account for a majority of the board of directors.

v" In other countries, the vote-against rate concerning proposals related to takeover defense measures is low because
in many cases, independent directors account for a majority of the board of directors, which means that takeover
defense measures are presumed to have been introduced after sufficient measures to protect shareholder value have
been implemented.
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O Number of cases of engagement (foreign equities)

Transitional Long-term Benefit Adjustment Fund implemented engagement with a total of 1,137 companies in FY2016 through 13 of the 16 investment
management institutions entrusted with foreign stock investment. Two of the companies with which engagement was implemented were not included in the
data tabulation. The number of cases of engagement was 3,051 in total. The number of cases of direct dialogue with top managers of companies was 967, or
31.7% of the total.

As for the main themes of engagement, the number of cases of dialogue concerning corporate governance came to 952, accounting for 31.2% of the total,
followed by dialogue concerning management strategy with 691 cases (22.6%) and dialogue concerning environmental issues with 404 cases (13.2%).

One reason for the large share of dialogue concerning corporate governance or environmental issues compared with the case of domestic equities is that
some entrusted investment management institutions frequently conducted dialogue about corporate governance based on their emphasis on governance, while
others appointed a dedicated ESG staff or implemented engagement in cooperation with external organizations with ESG expertise.

Number of cases of engagement in FY 2016 (including overlaps) Share by dialogue item
. . Number of
Dialogue subject cases Dialogues with Others, 10.4%
Composition |tOP Managers Rate .
Information
Total 3,051 100.0% 967 31.7% disclosure, 1.4%

Dialogues concerning corporate governance 952 31.2% 157 16.5% Social issues,
Dialogues concerning management strategy 691 22.6% 278 40.2% 7.9%
Dialogues concerning environmental issues 404 13.2% 29 7.2%
Dialogues concerning capital policy 403 13.2% 236 58.6% Capital policy,
Dialogues concerning social issues 241 7.9% 44 18.3% 13.2%
Dialogues concerning information disclosure 42 1.4% 9 21.4%
Other 318 10.4% 214 67.3% Management

. strategy, 22.6%
Environmental

issues, 13.2%
*The standard for the tabulation of engagement data varies from fund to fund. ’
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Engagement (Foreign Equities)
OgEfforts of engagement
The matters learned through the monitoring are as follows:
» The Association learned of the following matters with respect to many funds implementing engagement.

v Many funds are implementing engagement defined as “constructive dialogue with investee companies conducted in
order to promote their sustainable growth and increase their corporate value in the medium to long term” or
“sustainable dialogue concerning ESG issues with investee companies,” for example.

Meanwhile, it was also learned that some funds define engagement as “communication with companies.”

v Many funds are implementing engagement in order to promote “companies’ sustainable growth” and “an increase in
corporate value.”

In some cases, the objective of engagement is “sharing the recognition of issues” or “clarifying business prospects.”

v Many funds select dialogue partner companies on the basis of whether the companies are “facing problems” and “the
status of ESG initiatives”

v Many funds select dialogue items and methods from the viewpoints of “companies’ profitability improvement” and
“risks (problems and other issues).”

» The Association learned that some funds are not implementing engagement.
» The Association learned that the entrusted investment management institutions are implementing the initiatives to
improve the quality of engagement.

The Association’s views are as follows:

» The Association’s policy is to continue requiring entrusted investment management institutions to share the recognition of
problems and other issues with investees and make improvement efforts through effective engagement aimed at a
medium- to long-term increase in corporate value and sustainable growth of investee companies. Based on reports, the
Association believes that initiatives conducted by many entrusted investment management institutions are generally in
line with its views. The Association believes that it is necessary to continue to seek further understanding on its views
concerning the definition of engagement, and engagement initiatives.
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O Example cases of engagement that led to some results (foreign equities)

Dialogue subject

Specifics

Dialogue subject

Specifics

Proposed an increase in the proportion of stock grants in

Engaged in dialogue about the levels of capital and

Dialogue |CEO remuneration because the proportion of cash was too Dialogue |investment because an excessive leverage was a cause for
Dialogue , . .
v _ large Dialogue concern
concerning ) o .
corporate Adopted a more formulaic short-term incentive system concerning
based on free cash flow or per-share earnings. Introduced capital policy .
governance Result . P ) ® Result  [Continuously lowered the leverage.
once-in-three-year performance-linked, stock-based
remuneration in place of biennial cash remuneration.
Proposed a spinoff or sale of a noncore business because Engaged in dialogue about awareness of diversity-related
_ Dialogue |its presence was considered to be a factor behind the stock Dialogue |issues and the status of improvement efforts because there
Dialogue price discount. Dialogue was no female director.
concerning . .
management concerning social Received the company’s reply that it recognized diversity
strate . . ISSUes as an important issue and that it would make efforts to
qy Result  [Announced a spinoff of the business. Result . .
prepare for the election of a female director at the
subsequent general shareholders’ meeting,
Conducted fact-checking concerning the company’s . .
ueres & § Lo compary's Requested improvement of the disclosure level because
. suspected involvement in water pollution at a plantation . ) )
Dialogue Dialogue - L Dialogue Dialogue [disclosure data concerning the performance of human
_ owned by a subsidiary and engaged in dialogue about ) . .
concerning efforts to improve the situation concerning capital was lacking
environmental information
issues Conducted environmental assessment as a step toward disclosure Started disclosing significant data concerning human
Result  [correcting the problem and agreed with local residents Result [capital, including the employee turnover rate, the level of

about future policy.

employee satisfaction, and wage inequality by gender.
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O Compliance with the revised version of Japan’s Stewardship Code

Japan’s Stewardship Code was established in February 2014, and the Association signed up to the code on May 30, 2014. Since then, there has been no
change in the Association’s approach to stewardship activity. However, to make the approach clearer, the Association conducted a review following the
announcement of the revised code on May 29, 2017 and signed up to the revised code.

The Association complies with the principles of Japan’s Stewardship Code.
The Association’s stance toward individual principles is as follows:

Principle 1

v" Significance of the Association’s implementation of stewardship activity (fiduciary duty and social responsibility)

v' It is necessary to promote sustainable and stable growth of the entire market so as to ensure a necessary return in the long term.

v’ Entrusted investment management institutions actually implement stewardship activity, and the Association can effectively fulfill the
stewardship responsibilities by monitoring the implementation.

v The Association has established the guidelines, etc. under which entrusted investment management institutions are expressly bound to
implement stewardship activity.

v’ The Association conducts monitoring focusing on the "quality” of stewardship efforts.

Principle 2
v’ The Association exercises voting rights through entrusted investment management institutions instead of doing so directly.
v/ The Association monitors entrusted investment management institutions to ensure that proper governance structures are in place and
conflicts of interest are avoided.

Principle 3
v" The Association requires entrusted investment management institutions to grasp the business conditions of investees as a prerequisite for
engagement.

Principle 4
v' The Association monitors entrusted investment management institutions’ engagement with investee companies to check whether the
engagement is effective.
v The Association requires entrusted investment management institutions to share the awareness of problems with investee companies and
make improvement efforts.
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Principle 5
v The Association requires investment management institutions to disclose the results of the exercise of voting rights for each investee and
proposal and also requires investment management institutions that do not make disclosures to explain the reasons for the non-disclosures.

Principle 6
v" The Association makes reports on its stewardship activities in the Review of Operations report and public relations magazines and
publishes annual reports on stewardship activities.

Principle 7
v The Association periodically reviews the implementation of the principles set out in the Stewardship Code.
v The Association develops the structures and human resources for stewardship activities and requires investment management institutions
to develop their abilities for appropriate decision-making in relation to stewardship activities.

ODisclosure of the results of the exercise of voting rights for each investee company and proposal

As stipulated in Principle 5 of the Signup to Japan’s Stewardship Code, the Association asked all investment management institutions entrusted with
domestic stock investment to disclose the results of the exercise of voting rights for each investee and proposal, and all replied that they will disclose
the results.

The Association checked the disclosure status and made inquiries to investment management institutions that had not made disclosures in order to
make sure once again that they will make disclosures.

The websites where the results disclosed by investment management institutions and the disclosure schedule of investment management institutions
that have not yet made disclosures are available as indicated in the following section of the Association’s website.

http://www.chikyoren.or.jp/sikin/kobetukaiji.html
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Future Initiatives
OFuture Initiatives

The Association intends to actively conduct stewardship activity, mainly the exercise of voting rights, engagement and ESG
investment, in order to simultaneously fulfill its fiduciary and social responsibilities.

The Association believes that it can more effectively fulfill the stewardship responsibilities as a whole through the following
activities: indicating the Association’s approach and policy for the exercise of voting rights by continuing to appropriately develop
the Guidelines for Exercising Shareholders’ Voting Rights, etc.; conducting stewardship activity through entrusted investment
management institutions with in-depth knowledge concerning corporate management; and appropriately monitoring stewardship
activity conducted by entrusted investment management institutions from the viewpoint of the enhancing effectiveness of the activity.

Specifically, the Association is considering the following initiatives.

+ Implementation of effective monitoring of entrusted investment management institutions

The Association will continue to make sure that entrusted investment management institutions’ stewardship activity is
consistent with the Association’s policy and will conduct monitoring with emphasis placed on the “quality” of initiatives in
terms of whether entrusted investment management institutions are implementing engagement with investee companies and are
exercising voting rights in an effective manner and whether they are encouraging the companies to ensure substantive corporate
governance.

* Review of the approach to engagement

The Association will review its basic approach to engagement from the viewpoint of enhancing the effectiveness and

sustainability of engagement activity by entrusted investment management institutions.
+ Revision of the Corporate Governance Principles, etc.

The Association will revise the “Corporate Governance Principles of Pension Fund Association for Local Government
Officials” the “Guidelines for Exercising Shareholders' Voting Rights (Domestic Equities)” and the “Guidelines for Exercising
Shareholders' Voting Rights (Foreign Equities)” as necessary while taking into consideration revisions of laws, regulations and
codes and changes in the social situation.

 Collaboration with other public pension funds, etc.

The Association will make appropriate judgment on matters related to dialogue with investee companies and stewardship
activity. As part of its efforts to enhance the effectiveness and efficiency of stewardship activity, the Association will also
exchange opinions with its member associations and other public pension funds, among other activities.
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<Approach to selection>
The Association makes the selection by comprehensively taking account of the diversification of investment styles across its
entire portfolio and other factors based on the benchmark portfolio after conducting the following evaluation in accordance with
the criterial prescribed by the Basic Policy for Transitional Long-term Benefit Adjustment Fund, etc.:
* Qualitative evaluation of the applicant institutions’ investment philosophy, investment methodology, investment structure,
compliance system, etc.
 Evaluation of the stability of the applicant institutions’ management conditions (capital amount, financial position, number of
employees, customer base, etc.)
In light of the purpose of the selection, the Association also conducts the following evaluation:
 Evaluation as to whether or not the applicant institutions have achieved good investment performance over a period of time
longer than the prescribed duration
+ Evaluation as to whether the proposed investment products meet the needs and whether a good return can be expected based
on comparison of investment methodologies and analysis of the risk profiles, levels and trends using long-term risk data
concerning the portfolio (risk data concerning various factors)
<Introduction of an Asset Manager Registration System>
With the aim of collecting information on products attracting attention in the market and flexibly inviting product entries, the
Association has introduced an asset manager registration system whereby it accepts entries from various investment
management institutions for investment products on an ongoing basis and implements evaluation and selection as necessary.
On December 16, 2016, the Association introduced an Asset Manager Registration System for Domestic Bonds and started
receiving entries with respect to investment products adapted to low interest rates.

O Selection of investment products
Concerning domestic bonds, a total of three products (including a product comprising currency-hedged foreign bonds and a
product for which corporate bonds are the main source of the excess return) were adopted in fiscal year 2017 from among
investment products whose income sources are diversified to an extent that does not involve excessive risks and which are adapted
to low interest rates. Investment has already started.
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Asset Administration Institutions

O Entrusted investment management institutions

Entrusted investment management institutions are required to submit monthly reports on the investment status and quarterly
reports on the overview of investment results, future investment policy and other matters. In addition, the Association conducts
a detailed interview annually concerning the overview of investment results, future investment policy and other matters and also
implements monitoring through visits to investment management institutions.

Furthermore, the Association annually conducts a comprehensive evaluation combining quantitative and qualitative
evaluation by asset and by investment category (e.g., domestic equity market type and foreign equity growth type).
Comprehensive evaluation is intended to evaluate the degree to which each product is likely to fulfill the role that it is expected
to play in the future.

Qualitative evaluation is intended to evaluate the current and future status of the fulfilling of the expected role from a long-
term perspective and to examine “whether the product is expected to deliver a higher return than the target in a stable manner”
and “whether the investment process which represents the advantage of the product in earning an excess return has been
sufficiently functioning in light of the market environment” and “whether the process will continue to function in the future.”
The focus of attention in the analysis is on investment teams’ skills (investment experience, staffing strength and stability of the
employee turnover) and the effectiveness of the investment process (whether the process is functioning as proclaimed and
presence or absence of reproductivity, reasonableness and flexibility).

Quantitative evaluation mainly assesses the actual excess return compared with the target excess return, the information ratio
(the tracking error in the case of passive investment), and the cost performance (the excess return earned relative to fees).

The Association allocates funds in a consistent manner across the entire portfolio in consideration of not only the results of
comprehensive evaluation but also the balance of strategy categories in each asset class and the balance of funds in each
category.

_ Based on the comprehensive evaluation for fiscal year 2017, the Association has increased or decreased the amounts invested
in domestic equities, foreign bonds, and foreign equities.

O Asset administration institutions
The Association provides an incentive or gives a reminder for asset administration institutions as appropriate by providing
feedback on the results of qualitative evaluation of their asset administration status and by transferring funds from one
institution to another depending on the results in order to ensure appropriate administration by asset administration institutions.
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O In recent years, in order to achieve the "price stability target" of 2% at an early time, the Bank of Japan (BOJ) has introduced
monetary policy measures such as the Quantitative and Qualitative Monetary Easing with a Negative Interest Rate (announced
on January 29, 2016) and the Quantitative and Qualitative Monetary Easing with Yield Curve Control (announced on September
21, 2016). Consequently, investors have shifted funds from short-term assets, to which negative interest rates are applied, to
Japanese government bonds (JGBs). Some investors have purchased JGBs in order to earn profits by selling them later to the
BOJ, which is conducting JGBs purchase operations. As a result, the yield on JGBs declined and has stayed negative at around
zero.

O In this market environment, the following points can be cited as challenges for fund managers.
 Income gains may decline due to the redemption of bonds purchased when interest rates were high.
 If investment in ultra-long-term bonds is made actively in order to avoid purchasing bonds with a negative yield, an interest
rate rise in the future may cause valuation losses on bond holdings to increase and reduce the average yield due to the
presence of low-coupon bonds in the portfolio.

<Measures so far taken to respond to low and negative interest rates>

O Concerning domestic bonds, the following measures have been taken.

* Avoiding purchases of bonds with a negative yield

* Investing in 20-year bonds as well in order to earn income gains in consideration of the risk of a future interest rate rise

* Purchasing investment-grade corporate bonds

» Allocating more funds to currency-hedged foreign bonds (foreign currency-denominated bonds hedged against exchange risk)

» Expanding the source of returns by revising constraints on investment, including easing the restriction concerning credit
ratings.

* Revising the mix of domestic bond funds (reducing funds whose investment returns are being eroded by declining interest
rates).

O Concerning other assets, the following measures have been taken.

* Reducing holdings of short-term assets (surplus funds within funds) to which negative interest rates are applied
* Opening ordinary accounts to which negative interest rates are not applied
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Governance ()

(1) Organization

As of April 1, 2018, the Association had 12 executives, consisting of the president, eight Executive Directors (one full-
time executive responsible for administration and fund investment and another responsible for pensions, and six part-time
directors), and three auditors (one full-time auditor and two part-time auditors), as well as 72 employees.

The organization consists of the General Affairs Department (General Affairs Division, Planning and Research Division,
Audit Office), the Fund Management Department (Fund Planning and Administration Division, Fund Management
Division 1, Fund Management Division 2, Risk Management Division), and the Pension Management Department (Pension
Division, Actuarial Division, Adjustment Division, Information Systems Division, Information Management Division).

(2) Governing Council

Members of the Governing Council are appointed by the Minister of Internal Affairs and Communications from among
association members. The Minister of Internal Affairs and Communications must appoint members from among individuals
who possess broad knowledge concerning matters pertaining to the operations of the Local Public Service Mutual Aid
Associations. In this case, half of all members must be representatives of members of individual mutual aid associations.

Revision of the articles of incorporation, the formulation and revision of the rules of operations, annual business plans,
budgets and account settlement, disposal of important assets and assumption of significant debt are subject to deliberation
by the Governing Council.

Meanwhile, the Governing Council is empowered to investigate and deliberate important matters pertaining to the
operations of the Association upon request from the President and to present proposals to the President with respect to the
matters for which the need to do so is recognized.

(3) Fund Management Committee of Pension Fund Association for Local Government Officials
To study expert matters pertaining to the administration and investment of each adjustment fund based on the Basic
Policy for Transitional Long-term Benefit Adjustment Fund (established on October 1, 2015), etc., the Association has
established the Fund Management Committee of Pension Fund Association for Local Government Officials, which is
comprised of individuals who possess academic knowledge or practical experience in areas such as economics, finance,
and fund management.
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Governance 2

(4) Asset Management Committee

The Association has established the Asset Management Committee, which is chaired by a full-time director responsible
for fund management, in order to conduct preliminary deliberation when the President makes important decisions
concerning management of the investment status of the Employees’ Pension Insurance Benefit Association Reserve Fund,
the Annuity Retirement Benefit Association Reserve Fund and the Transitional Long-term Benefit Association Reserve
Fund and the administration and investment of the Employees’ Pension Insurance Benefit Adjustment Fund, the Annuity
Retirement Benefit Adjustment Fund and the Transitional Long-term Benefit Adjustment Fund.

In principle, the Committee shall hold a regular weekly meeting and shall also meet as necessary. The chairperson shall
promptly report to the President on the status of discussions at the Committee.

(5) Investment Risk Management Committee

The Association has established the Investment Risk Management Committee, which is chaired by the President, in
order to deliberate matters pertaining to the risk management of investment of the Employees’ Pension Insurance Benefit
Fund, the Annuity Retirement Benefit Fund and the Transitional Long-term Benefit Fund and the risk management of
investments of the Employees’ Pension Insurance Benefit Adjustment Fund, the Annuity Retirement Benefit Adjustment
Fund and the Transitional Long-term Benefit Adjustment Fund so that the risk management can be appropriately
conducted.

Unlike the Asset Management Committee, this committee is under the direct control of the President in order to ensure
mutual checks and balances between the risk management side and the investment side. In principle, the Investment Risk
Management Committee shall hold a regular quarterly meeting and shall also meet as necessary.
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Governing Council As of April 1,2018

\ V)

Decision-making on budgets
and settlement of accounts
Proposals on important matters

Fund Management Committee of Local
Public Service Personnel Mutual Aid

L Associations ) .
> S — President

- N Use of expert . § . S
Fund Management Committee of knowledge Audits of non-financial activities .
Pension Fund Association for Local - Administration and Cooperation
Government Officials investment policy J
N 2 -lr performance

~Risk management, etc.

Investment Risk Management

Asset Management Committee Executive Director Committee
Secretary-General
! Audit Office
/ Fund Management Department \
Senior Investment Se_nior Investment Anglyst Senior Investment Senior Investment Analyst
(in charge of alternative | (in charge of risk
Analyst investments) Analyst management)
Fund Management Fund Management Fund Planning & Risk Management
Division 1 Division 2 Administration Division Division
Mandatory investment, in-house Entrusted investment S } ; .
investment as well as research and management and ;%mggéiér:gﬁgyand investment policy Risk management
analysis concerning investment alternative investment Funding plans and benchmark portfolio
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Governance @ (Fund Management Committee of Pension Fund Association for Local

Government Officials)

O Fund Management Committee of Pension Fund Association for Local Government Officials

To study expert matters pertaining to the administration and investment of each adjustment fund based on the Basic Policy for
Employees* Pension Insurance Benefit Adjustment, the Basic Policy for Annuity Retirement Benefit Adjustment Fund and the Basic
Policy for Long-term Benefit Adjustment, the Association has established the Fund Management Committee of Pension Fund
Association for Local Government Officials, which is comprised of individuals who possess academic knowledge or practical
experience in areas such as economics, finance, and fund management.

List of Committee Members (As of April 2018)

Chairperson
Takaaki Wakasugi

Hidetaka Kawakita

Konosuke Kita

Hisae Sato

Yoshiko Takayama

Hitoshi Takehara

Kazuyo Hachisuka

Executive Director, Michigan University-Mitsui Life
Financial Research Center

Kyoto University, Professor Emeritus

Russell Investments Japan Co., Ltd.
Executive Consultant/Director, Consulting

Chief Investment Officer, NISSAN MOTOR, LTD.

J-Eurus IR Co., Ltd.
Managing Director

Professor, Waseda Business School (Graduate
School of Business and Finance)

Executive Senior Vice President, Japan Economic
Research Institute Inc.

- Committee deliberation matters

@ Matters concerning formulation and revision of the basic policy

(@ Matters concerning formulation and revision of risk management implementation
policy

(@ Matters concerning formulation and revision of investment policy for new
investment instruments

@ Matters concerning formulation and revision of flexible investment policies

® Matters concerning formulation and revision of the selection criteria for entrusted
investment management institutions, etc.

(® Matters concerning the revision, etc. of the Corporate Governance Principles and the
Guidelines for Exercising Shareholders' Voting Rights Matters

@ Other expert matters concerning the administration and investment of each
adjustment fund

+ Committee reporting matters

@ Investment performance

(@ Status of risk management

@ Investment status of new investment instruments

@ Status of selections of entrusted investment management institutions, etc.

® Status of stewardship activities

® Status of training and nurturing of expert personnel

(@ Other matters required by the committee concerning the administration and
investment of each adjustment fund

= The committee can express its opinions on important matters upon request from the

President concerning expert matters related to the administration and investment of
each adjustment fund.
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Governance & (Approach to Risk Management)

O Generally speaking, "risk" refers to the possibility of an incident that could have a negative impact on an organization’s goals
and objectives. In the field of asset investment, interest rate risk, price fluctuation risk, credit risk, liquidity risk and other factors
are viewed as "risks" in some cases, while the possibility that the required yield cannot be ensured may be viewed as a "risk" in
other cases. Therefore, for asset investment, it is important to consider various risks commensurate with investment from a long-
term perspective.

O The Association appropriately implements risk management concerning investment in accordance with the implementation
policy for risk management concerning investment of the Transitional Long-term Benefit Adjustment Fund in consideration of
the following points: that investment of funds should be made safely and efficiently from a long-term perspective: that
diversified investments should be maintained in principle; and that the relationship between all Local Public Service Personnel
Mutual Aid Associations’ liabilities and the funds in the future should be taken into consideration.

[ Implementation policy for risk management concerning investment of the Transitional
| Long-term Benefit Adjustment Fund (excerpt)

1. Basic approach concerning risk management

The Association appropriately conducts risk management related to the investment of adjustment funds in light of the following matters.
@ Manage adjustment funds safely and efficiently from a long-term perspective.

@ Develop a benchmark portfolio based on the principle of managing adjustment funds through appropriate diversification across multiple

asset classes with different risk/return profiles and other characteristics (hereinafter referred to as "diversified investment') and manage the
funds based thereon.

@ In the investment management, particular attention shall be paid to downside risks in light of the characteristics of a closed pension plan,
which receives no new contribution income.

@ Manage adjustment funds always in consideration of the relationship between liabilities related to long-term benefit service and the funds in
the future.
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Governance ® (Approach to Risk Management)

OManagement of the deviation of the asset mix

* Investment based on the benchmark portfolio requires the management of various risk factors. Therefore, in order to secure profits in line
with the benchmark portfolio from the long-term perspective, it is important, in particular, to manage the degree of deviation of the asset
mix of the actual portfolio from that of the benchmark portfolio.

« Specifically, as the asset mix constantly changes due to asset price fluctuations, the Association keeps track of the status of the deviation of
the asset mix of its actual portfolio from that of the benchmark portfolio and manages the actual portfolio so as to keep the degree of
deviation within a certain range (deviation tolerance). In this way, the Association checks whether or not there are problems such as a
deviation from the benchmark portfolio in excess of the deviation tolerance.

« In addition, flexible investment is made within the deviation tolerance in line with an investment policy formulated through deliberation at a
meeting of experts. In this regard, the Association confirms that the existing deviation is in line with the investment policy.

OMonitoring of market risk, etc.
* The Association curbs downside risks by using the value at risk approach, which measures the maximum foreseeable amount of losses, and
using stress tests, which conduct simulations assuming the application of certain shocks to markets.
* As it also uses active investment in its investment of funds, the Association seeks to earn an excess rate of return over the benchmark by
diversifying investment strategies and investment issues within each asset class.
Therefore, the Association monitors the status of market risk (price volatility risk, etc. in each asset market), credit risk (default risk), etc.
with respect to each asset class, mainly from the viewpoint of difference from the benchmark for each asset class.

OManagement of entrusted investment institutions, etc.

« In addition, as the Association entrusts the operation of some investment-related activities to external institutions, it monitors the status of
management (status of risk management and asset administration) of the institutions to which it entrusts asset management or asset
administration (entrusted investment institutions and asset administration institutions), from the viewpoint of smooth operation by individual
institutions.

OReporting on the status of risk management and improvement measures implemented
» The Association reports on the status of risk management and improvement measures implemented to the Investment Risk Management
Committee, the Fund Management Committee of Pension Fund Association for Local Government Officials and the Governing Council.
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Pension Fund System for Local Government Officials

O Pension Fund System for Local Government Officials
The pension fund system for local government officials was established in December 1962 as a system to comprehensively
manage the long-term benefits program, short-term benefits program and welfare services program for local government
employees and their families, for the purpose of providing mutual aid for local government employees.

*Article 43 of the Local Public Service Act

"A mutual aid system shall be implemented in order to provide appropriate benefits in cases of employees’ illness, injury,

childbirth, involuntary leave, calamity, retirement, disability or death, or their dependents’ illness, injury, child birth, death or
calamity.”

*Article 1 of the Local Public Officers, etc. Mutual Aid Association Act
"This act is intended to contribute to the improvement of the stability of lives and welfare of local public officers and bereaved
families and also to efficient management of the performance of public duties by establishing a mutual aid system to provide
appropriate benefits in cases of illness, injury, childbirth, involuntary leave, calamity, retirement, disability or death of local
public officers, or illness, injury, childbirth, death or calamity of their dependents and by prescribing necessary matters
concerning these benefits and welfare services to be provided under the system. In addition, the act prescribes matters
concerning the pension system etc. for employees of local government-related entities."

O Establishment of the Pension Fund Association for Local Government Officials
The Pension Fund Association for Local Government Officials was established on April 1, 1984, in order to stabilize the
foundation of pension finance by integrating the pension funding units and to ensure appropriate and smooth management of
operations related to long-term benefits of mutual aid associations so that sound management of the pension system can be
maintained. It is a federation comprising all local public service mutual aid associations (64 associations as of March 31, 2018)
and the National Federation of Mutual Aid Associations for Municipal Personnel.
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Changes in the investment return, etc.

(last 10 years)

Olnvestment return

(Note 1)  (Note 3)  (Note 4)
Latest five years Latest ten years
FY2008 FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 (FY2013.2017) (FY2008.2017)
E:Sai;')ze" return (book vakue 130%|  147%|  129%|  114%|  074%|  3.11%|  423%|  3.90%|  186%|  4.35% 3.49% 2.33%
Latest five years Latest ten years
FY2008 FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 (FY2013.2017) (FY2008-2017)
Return (market value basis) -8.92% 7.95% -0.18% 2.53% 9.80% 8.44% 11.35% -2.571% 5.71% 7.27% 5.93% 3.95%
Domestic bonds 1.21% 2.58% 1.72% 2.46% 2.79% 0.55% 2.04% 2.78% -0.29% 0.43% 1.10% 1.62%
Domestic equities -39.02% 34.17% -7.20% 1.72% 22.08% 18.81% 30.88%| -10.27% 14.67% 17.21% 13.40% 5.87%
Foreign bonds -6.61% 0.53% -6.49% 5.11% 17.94% 14.79% 12.75% -3.30% -5.35% 4.25% 4.31% 3.00%
Foreign equities -43.74% 46.61% 5.04% 2.48% 27.05% 32.02% 22.67% -8.13% 14.44% 10.07% 13.39% 7.78%
OValue of investment income (Note1) (Note3) (Note 4) (Unit: JPY100M)
Latest five years Latest ten years
FY2008 FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 (FY2013.2017) (FY2008.2017)
Realized income (book value
basis) 2,105 2,401 2,123 1,901 1,252 5,288 7,400 7,369 3471 8,512 32,040 41,822
(Income gain) (3511) (2,692) (2,758) (2,846) (2,893) (3,014) (3,247) (3,232) (3,497) (3,855) (16,845) (31,545)
Latest five years Latest ten years
FY2008 FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 (FY2013-2017) (FY2008-2017)
Investment income (market 14274 11491 276 3908  15540|  14718] 21435 5156 11367 15502 57,956 74,355
value basis)
Domestic bonds 1,299 2,660 1,713 2,366 2,774 609 2,192 3,070 -375 473 5,968 16,780
Domestic equities 7,779 4,804 -1,632 402 5,169 4,926 10,500 -4,741 7,382 9,596 27,662 28,626
Foreign bonds -1,001 77 -1,041 774 2,845 2,785 2,812 -834 -1,357 1,033 4,439 6,093
Foreign equities -6,714 4,017 768 454 4,841 6,456 6,068 -2,679 5,718 4,490 20,053 23,419
Short-term assets -79 -67 -84 -88 -79 -57 -137 28 0 0 -166 -563

(Note 1) The figures for the period before fiscal year 2014 are for the Long-term Benefit Fund.

(Note 2) The returns (market value basis) for the period from fiscal year 2008 to 2015 represent the modified total returns.
(Note 3) The investment returns for fiscal year 2015 are estimates based on the investment returns in the first half (Long-term Benefit Fund) and in the second half (Transitional Long-term Benefit Adjustment Fund).
The value of investment income represents the sum of the figures for the first half (Long-term Benefit Fund) and the second half (the Employees’ Pension Insurance Benefit Adjustment Fund, the Annuity Retirement

Benefit Adjustment Fund and the Transitional Long-term Benefit Adjustment Fund).

(Note 4) The investment returns from fiscal year 2016 are those for the Transitional Long-term Benefit Adjustment Fund.
Meanwhile, the value of investment income represents the sum of the value of investment income for the three accounts (the Employees' Pension Insurance Benefit Adjustment Fund, the Annuity Retirement Benefit
Adjustment Fund and the Transitional Long-term Benefit Adjustment Fund).

(Note 5)

Income gains comprise interest and dividend income.
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Changes in the value of investment assets and the asset mix (last 10 years)

O The value of investment assets as of the end of fiscal year 2017 was ¥22,950 billion, representing the sum of the figures for the Employees’
Pension Insurance Benefit Adjustment Fund, the Annuity Retirement Benefit Adjustment Fund and the Transitional Long-term Benefit
Adjustment Fund.

O Concerning the asset mix, the share of domestic bonds in the mix declined, while the shares of other asset classes increased.

Changes in the value of investment assets and the asset mix (last 10 years)

End of FY2008 End of FY2009 End of FY2010 End of FY2011 End of FY2012
Value of_ investment assets Share Value of investment assets Share Value of investment assets Share Value of_ investment assets Share Value of investment assets Share
(Unit: JPY100M) (Unit: JPY100M) (Unit: JPY100M) (Unit: JPY100M) (Unit: JPY100M)
Domestic bonds 103,437 71.4% 100,974 65.0% 97,282 62.9% 96,603 60.9% 105,637 60.5%
Domestic equities 12,785 8.8% 20,663 13.3% 21,934 14.2% 24,398 15.4% 26,295 15.1%
Foreign bonds 14,008 9.7% 15,517 10.0% 15,147 9.8% 16,078 10.1% 18,502 10.6%
Foreign equities 8,424 5.8% 12,962 8.3% 16,522 10.7% 19,235 12.1% 20,442 11.7%
Short-term assets 6,278 4.3% 5,283 3.4% 3,804 2.5% 2,231 1.4% 3,638 2.1%
Total 144,932 100.0% 155,401 100.0% 154,689 100.0% 158,545 100.0% 174,515| 100.0%
End of FY2013 End of FY2014 End of FY2015 End of FY2016 End of FY2017
Value of investment assets Share Value of_ investment assets Share Value of investment assets Share Value of_ investment assets Share Value of_ investment assets Share
(Unit: JPY100M) (Unit: JPY100M) (Unit: JPY100M) (Unit: JPY100M) (Unit: JPY100M)
Domestic bonds 108,390 57.3% 106,492 50.5% 90,472 44.0% 86,288 40.2% 83,033 36.2%
Domestic equities 30,524 16.1% 45,441 21.6% 45,512 22.1% 56,894 26.5% 62,794 27.4%
Foreign bonds 21,101 11.1% 23,986 11.4% 24,497 11.9% 26,310 12.3% 32,714 14.3%
Foreign equities 25,890 13.7% 31,899 15.1% 35,778 17.4% 44,915 20.9% 50,205 21.9%
Short-term assets 3,378 1.8% 2,867 1.4% 9,338 4.5% 97 0.0% 755 0.3%
Total 189,284 100.0% 210,685 100.0% 205,596 100.0% 214,504 100.0% 229,500( 100.0%

(Note 1) The figures for the period from fiscal 2015 represent the sum of the figures for the Employees’ Pension Insurance Benefit Adjustment Fund, the Annuity Retirement Benefit Adjustment Fund
and the Transitional Long-term Benefit Adjustment Fund.
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Changes in shares by asset class and by investment methodology

Changes in shares by asset class and by investment methodology

End of FY2013 | End of FY2014 | End of FY2015 | End of FY2016 End of FY2017
Passive 30.51% 32.00% 10.17% 9.14% 7.58%
Domestic bonds Entrusted investment 9.81% 10.30% 10.96% 12.22% 14.84%
Active
Others 59.68% 57.70% 78.87% 78.63% 77.58%
Passive 60.82% 58.37% 61.84% 64.91% 61.92%
Domestic equities
Active 39.18% 41.63% 38.16% 35.09% 38.08%
Passive 64.40% 64.24% 54.80% 58.90% 66.21%
Foreign bonds
Active 35.60% 35.76% 45.20% 41.10% 33.79%
Passive 82.82% 79.42% 80.59% 82.23% 82.92%
Foreign equities
Active 17.18% 20.58% 19.41% 17.77% 17.08%

(Note 1) The figures for the period from the end of fiscal year 2013 to the end of fiscal 2014 represent shares by asset class and by methodology for the Long-term Benefit Fund.
(Note 2) The figures for the period from the end of fiscal year 2015 represent shares by asset class and by methodology for the Transitional Long-term Benefit Adjustment Fund
(Note 3) The results of mandatory investment and in-house investment of domestic bonds are included in "Active" — "Others."

(Note 4) "Passive" refers to an investment methodology intended to achieve investment performance linked to the benchmark.

(Note 5) "Active" refers to investment methodologies other than "passive."
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Changes in the number of passive and active funds (entrusted investment) by asset class

Changes in the number of passive and active finds (entrusted investment) by asset class)

FY2013 FY2014 FY2015 FY2016 FY2017

Cancellation, etc. New End of FY | Cancellation, etc. New End of FY | Cancellation, etc. New End of FY | Cancellation, etc. New End of FY | Cancellation, etc. New End of FY

. Passive 0 0 3 0 0 3 0 0 3 0 0 3 0 0 3
Domestic bonds -

Active 0 0 7 0 0 7 -2 6 11 0 0 11 0 3 14

. " Passive 0 0 4 0 4 8 0 0 8 0 0 8 0 0 8
Domestic equities =

Active 0 0 14 0 18 32 -3 7 36 0 0 36 -1 0 35

. Passive 0 0 5 0 0 5 0 2 7 0 0 7 0 0 7
Foreign bonds .

Active 0 0 6 0 0 6 0 11 17 0 0 17 0 0 17

. . Passive 0 0 4 0 0 4 0 0 4 0 0 4 0 0 4
Foreign equities -

Active 0 2 7 1 10 16 0 0 16 0 0 16 -1 0 15

Total 0 2 50 1 32 81 -5 26 102 0 0 102 -2 3 103

Asset administration institutions 0 0 5 0 0 5 1 0 4 0 0 4 0 0 4

(Note 1) Funds which are effectively managed in the same way as other accounts (e.g. funds temporarily established for the purpose of smooth transfer of assets) are not included.
(Note 2) Newly adopted funds are classified by fiscal year to which the date of effective start of investment belongs.
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Issues Held

The tables below show the top 10 bond issues held through mandatory and in-house investment and the top 10 bond and equity issues indirectly held through
entrusted investment as of the end of March 2018, with bond issues classified by issuer name and equity issues by issue name (For information concerning bond
and equity issues ranked 11th or lower, see the website of the Association.)

Meanwhile, the Association manages investment and makes investment decisions concerning domestic bonds, while entrusted investment management
institutions manage investment and make investment decisions concerning some domestic bonds, domestic equities, foreign bonds and foreign equities.

ODomestic bond ODomestic equity

No. Names of issuer T(c:jzlitr:r?;l:flto\(/)?\;u)e No. Names of issuer No. of shares T(c:jzlitr:r?;l:flto\(/)?\;u)e
1 Japan Finance Organization for Municipalities 15,713 1 Toyota Motor Corporation 12,613,300 875
2 Joint LGB 8,470 2 Mitsubishi UFJ Financial Group 92,728,800 655
3 Government of Japan 6,814 3 Sumitomo Mitsui Financial Group 10,979,300 498
4 Tokyo Metropolitan Government 1,396 4 Nippon Telegraph and Telephone Corporation 9,216,000 458
5 Aichi Prefectural Government 725 5 Softbank Group 5,512,600 439
6 Hokkaido Prefectural Government 674 6 Sony Corporation 8,088,300 417
7 Japan BExpressway Holding and Debt Repayment Agency 546 7 Honda Motor Co.,Ltd. 11,144,800 411
8 Osaka Prefectural Government 501 8 Keyence Corporation 567,800 375
9 Kanagawa Prefectural Government 312 9 KDDI Corporation 12,012,300 332
10 Saitama Prefectural Government 249 10 Nintendo Co.,Ltd. 649,700 307

Total 342 Issuers 40,789 Total 2,130 Issues 31,981

OForeign bond OForeign equity

No. Names of issuer T(c:jzlitr:r?;l:flto\(/)?\;u)e No. Names of issuer No. of shares T(c:jzlitr:r?;l:flto\(/)?\;u)e
1 UNITED STATES OF AMERICA 6,233 1 APPLE INC 2,676,925 478
2 REPUBBLICA ITALIANA 1,805 2 MICROSOFT CORPORATION 3,992,918 388
3 REPUBLIQUE FRANCAISE 1,483 3 AMAZON COM INC 221,022 340
4 BUNDESREPUBLIK DEUTSCHLAND 1,420 4 FACEBOOK INC-A 1,280,686 218
5 UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND 1,133 5 JPMORGAN CHASE & CO 1,734,693 203
6 SPAIN, KINGDOM OF 1,060 6 ALPHABET INC-CLC 182,500 200
7 AUSTRALIA, COMMONWEALTH OF 492 7 JOHNSON AND JOHNSON 1,347,929 184
8 CANADA 355 8 ALPHABET INC-CL A 162,467 179
9 ROYAUME DE BELGIQUE 347 9 BANK OF AMERICA CORP 5,153,142 165
10 NETHERLANDS, KINGDOM OF 244 10 EXXON MOBIL CORPORATION 2,006,966 159

Total 444 Issuers 17,251 Total 2,544 Issues 24,355

(Note 1) The names of bond issuers and equity issues are those provided by the T-STAR/GX system of the Nomura Research Institute and the BARRA ONE system of MSCI and by Bloomberg as of May 2018.
(Note 2) The total market value of bonds is an aggregated figure calculated for each issuer by the Association based on data registered in the T-STAR/GX system of the Nomura Research Institute.
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Employee Pension Plans

(The figures are as of the end of March 2017)

Employees' Pension Insurance

Private company emp|0yees National government employees: 1.07_ rr_1i||ion persons
s _I_ Local government employees: 2.84 million persons
38.22 million persons Private school teachers and employees: 0.54 million persons

National Pension (Basic Pension)

Dependent spouses of . Public

[ Category-2 insured ] [Self-employed persons, etc.] [ Private company employees ] [offi cers, etc]
persons
| seomiion 1l 15.75 million | 42.66 million |
persons persons persons
Category-3 insured persons| Category-1 insured persons | Category-2 insured persons|
/
e

67.31 million persons

(Note) The number of people who are members of corporate pension plans among those who are members of the Employees' Pension Insurance plan is 15.48 million.
(Breakdown: Employees' Pension Fund : 1.39 million people; defined-benefit corporate pension plans: 8.18 million people;
defined-contribution pension plans (corporate type): 5.91 million people)
Meanwhile, the number of members of individual-type defined-contribution pension plans (iDeCo) is 430,000 people.
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Investment of Funds

OAdministration and investment policy and basic policy

@ The Pension Fund Association for Local Government Officials formulates Administration and Investment Policy (Including the
Portfolio at Local Public Service Mutual Aid Associations), which serves as the common policy for organizations such as Local
Public Service Personnel Mutual Aid Associations (the implementing organizations). (Article 112-10 of the Local Public Service
Mutual Aid Associations applied mutatis mutandis in Article 75-3 of the Unification Act Supplementary Provisions)

2 A Basic Policy (Including the benchmark portfolio) pertaining to administration and investment of funds is formulated at Local
Public Service Personnel Mutual Aid Associations, etc. so as to conform to the Administration and Investment Policy set by the
Pension Fund Association for Local Government Officials. (Article 112-11 of the Local Public Service Mutual Aid Associations
Act applied mutatis mutandis in Article 75-3 of the Unification Act Supplementary Provisions)

Mechanism of . ..
H Fund Investment ‘ Chief Minister \
Administration
and investment
organizations
Basic Policy
(Article 112-10 of the
Local Public Service
Mutual Aid Associations
L applied mutatis

Minister for Internal
Affairs and
Communications

Prime Minister

Minister of Education,
Culture, Sports, Science
and Technology

\ 4

Pension Fund Association for Local Government Officials

Approved by the
Minister for Internal

Administration and investment policy

(Article 112-10 of the Local Public Service Mutual Aid Associations applied mutatis mutandis ‘l

in Article 75-3 of the Unification Act Supplementary Provisions)

Affairs and
Communications on
September 30, 2015

4

mutandis in Article 75-3
of the Unification Act
Supplementary
Provisions)

Mutual Aid
Association of
Prefectural
Government
Personnel

Vo

Japan Mutual Japan Police
Aid Association Personnel
of Public School Mutual Aid

Teacher Association

Mutual Benefit
Association for

\ 4

Tokyo
Metropolitan
Government
Employees

Basic
Policy

National Federation of
Mutual Aid Associations
for Municipal Personnel

Basic
Policy

Basic
Policy

Basic
Policy

Approved by the

Basic 1| roved ¢
Chief Ministers

Policy on September 30,
7 2015
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Comparison of Characteristics of Benefits

Employees’ Pension Insurance
Benefits
(first and second tiers)

Transitional Long-term Benefits
(former third tier)

Annuity Retirement Benefits
(new third tier)

Pension
characteristics

Employee Pension Insurance as
public pension insurance
[Part of the social security system]

Benefits retained against the
backdrop of expected rights
concerning parts of mutual aid
pensions as public pensions

Part of retirement benefits
[Corresponds to private-sector
corporate pensions]

Benefit amount linked to inflation

Benefit amount not linked to
inflation

Macroeconomic adjustment applied

Actuarial valuation every 5 years

Preparation of the current funding
status and forecast every 5 years

Actuarial valuation every 5 years

Funding system

Pay-as-you-go system

Closed pension plan

Advanced funding method

Benefits design

Defined benefit type (scheme that sets the benefit level as a percentage of
the compensation during the active service period)

Cash balance-type (scheme that
links the benefit level to the
government bond yield, among other
factors)

Premium rate

Has been increased in stages. Will
remain fixed at 18.3% for public
officials from 2018 onwards. (Will
remain fixed at 18.3% for the
Employee Pension Insurance from
2017 onwards.)

No new contributions will be made
because this is a closed pension plan.

To be set in consideration of factors
such as the entitlement rate, with the
maximum insurance premium rate
set at 1.5%.
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Chronology of the Association’s stewardship activity

2002 | May Instructed trust banks to exercise voting rights based on specified comprehensive trust| |2013 |March Revised the “Guidelines for Exercising Shareholders’ Voting Rights.”

contracts. +Requested that consideration be given to the attendance rate, etc. in the re-
2003 |June Made revisions so as to require entrusted investment management institutions to exercise election of outside directors and outside auditors.
voting rights based on discretionary investment contracts. 2014 | May Signed up to Japan’s Stewardship Code.

2004 | April Established the “Corporate Governance Principles of Pension Fund Association for Local Revised the “Guidelines for Exercising Shareholders’ Voting Rights.”
Government Officials.” - Added descriptions corresponding to the footnotes to Principle 2
Established the “Guidelines for Exercising Shareholders’ Voting Rights.” (prevention of conflicts of interest) and Principle 5 (voting rights related
Instructed entrusted investment management institutions to exercise voting rights in line with to stock lending) of Japan’s Stewardship Code.
the Guidelines. Newly adopted ESG funds concerning domestic stocks.

2005 |June Announced the “Pension Fund Association for Local Government Officials’ Approach to| [2015 |March Revised the “Corporate Governance Principles of Pension Fund Association
Proposals on Takeover Defense Measures.” for Local Government Officials.”

2006 | March Revised the “Guidelines for Exercising Shareholders’ Voting Rights.” +Added descriptions concerning the use of independent outside directors
-Requested the establishment of the outside director post and directors who are not executive directors.

- Specified the definition of antisocial acts +Added descriptions concerning requests for corporate management teams
- Established the takeover defensive measure item to disclose information, including non-financial information.

2007 | March Revised the “Guidelines for Exercising Shareholders’ Voting Rights.” +Added descriptions concerning requests for corporate management teams
+Tolerated non-exercise of voting rights related to companies‘ own shares and shares of to conduct active dialogue with investors.
parent companies with the risk of conflict of interest. Revised the “Guidelines for Exercising Shareholders’ Voting Rights.”

2008 | March Revised the “Guidelines for Exercising Shareholders’ Voting Rights.” +Requested that consideration be given to the situation of concurrent
+Added appropriation of surplus to the scope of factors that should be considered in relation assumption of executive posts at other companies at the time of re-
to proposals for the election of directors. election of outside directors and outside auditors.

2009 | March Revised the “Guidelines for Exercising Shareholders’ Voting Rights.” +Decided that negative judgment be made concerning takeover defense
+Incorporated the viewpoint of undervalued dividends into appropriation of surplus. measures in principle
+Requested that shareholders’ proposals be as closely examined as companies’ proposals are. October Established the “Administration and Investment Policy” and the “Basic
- Clarified the criteria for antisocial acts. Policy” in association with the unification of pension systems.

Revised the “Pension Fund Association for Local Government Officials’ Approach to - Specified measures to fulfill the stewardship responsibilities.

Proposals on Takeover Defense Measures.” December | Newly adopted two ESG funds concerning domestic stocks
*Added non-support for indefinite extension of the period of consideration by takeover| [9916 |March Revised the “Guidelines for Exercising Sharcholders’ Voting Rights.”
targets. +Changed the name to the Guidelines for Exercising Sharcholders’ Voting

2010 | February | Started entrusted investment in SRI funds concerning domestic stocks. Rights (Domestic Equities) and unified wordings in association with the

March Revised the “Pension Fund Association for Local Government Officials’ Approach to establishment of Guidelines for Exercising Shareholders’ Voting Rights
Proposals on Takeover Defense Measures.” (Foreign Equities).
+Made an explicit reference to the independence of third-party committees. April Established the Guidelines for Exercising Shareholders” Voting Rights

2011 |March | Revised the “Corporate Governance Principles of Pension Fund Association for Local (Foreign Equities).

Government Officials.” Instructed entrusted investment management institutions to exercise voting
+Unified wordings and clarified the contents. rights in line with the Guidelines.
Revised the “Guidelines for Exercising Shareholders’ Voting Rights.” 2017 | November | Signed up to Japan’s Stewardship Code (Revised Version)

- Shifted to case-by-case judgment concerning proposals for the election of special directors.
+Adopted case-by-case judgment concerning stock options whose exercise price is lower
than the market price.
Revised the “Pension Fund Association for Local Government Officials’ Approach to
Proposals on Takeover Defense Measures.”
+Decided that when the requirements for the initiation of takeover defense measures are
clear and leave no room for discretion, the measures may be voted for even if importance is
not attached to the judgment of independent outside persons.
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O Administration and investment organizations
The four management and investment entities are the GPIF, the KKR, the Pension Fund Association for Local Government
Officials, and the Promotion and Mutual Aid Corporation for Private Schools of Japan.

OTransitional Long-term Benefit Adjustment Fund
This is a pension fund which is administered and managed by the Association and which was established at the time of the
integration of employee pension plans as a fund representing the former occupational portion of the plans. When an individual
member association faces a shortage of financial resources to cover transitional long-term benefit payments, this fund provides
the necessary amount.

OEmployees' Pension Insurance Benefit Adjustment Fund
This is a pension fund administered and managed by the Association. It was established to represent the employee pension
portion of employee pensions plans after the integration of the plans. When an individual member association faces a shortage of
financial resources to cover liabilities concerning contributions of employees’ pension and basic pension, this fund provides the
necessary amount.

OAnnuity Retirement Benefit Adjustment Fund
This is a pension fund administered and managed by the Association. It was established to represent private-sector corporate
pensions that were newly created at the time of the integration of employee pension plans. Its benefits form part of retirement
benefits. When an individual mutual aid association faces a shortage of financial resources to cover retirement, etc. benefits
payments, this fund provides the necessary amount.
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