Chapter 2 Upon Starting to Invest

Basics of
Asset Management

Why is investment required in DC pension plans?

That is because future benefits you will receive in
a DC pension plan changes depending on the
investment performance results of your

contributions.
© Contributions
BEMake M Select your investment M Receive the pension asset
contributions on products by yourself and on and after turning 60.
a regular basis invest the contributions Investment continues until the

receipt procedure is completed.

Profit \/

Investment t ~__-Principal

profit
Receive periodic

9 ’ T “Loss
9 payments

Total

Your future

9 * i t contribution Accumulated .
) bcghnahné Loss on pension pension value
¥ Contri- T investment assets depends on your
go}ﬁnané Receive as investment
alumpsum | product’s
Participate After turning 60 performance.

Investment period (with tax benefits)

Sales charge for investment products does not incur in DC pension plans.

y

.
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When the contribution of 10,000 yen per month is invested for 30 years

-
When you make investment decisions, always bear in
mind your investment horizon as future benefits will )
vary depending on the performance of the investments
you made over time through contributions. )

(® Check \

M Tax benefits (investment) (investment yield: 2%) . _
DC pension plans come with various tax 4/3ppflox. For normal financial
benefits. As part of these benefits, interest = milyen  products other than those

Taxes  Whennottaxed for DC pension plans,

on and dividend from investment, as well
as profit on sales are not taxable during
the investment period.

* Although accumulated assets under the DC

pension plan are taxable under a special Partici- 30vears Principal )
corporation tax and corporate inhabitant tax, pate ylater 3.6 mil.yen _Ealst C‘jJagzlantlégar‘[hqlua|k?_ is not
the taxation is currently suspended. Included In this calculation.

investment profits are
taxed at a rate of 20%.

When taxed ~ * Special income tax for
reconstruction from the Great




What exactly does “invest” mean?
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increase based on interests, etc.

the difference is profit/loss.

Principal Guaranteed Investment Product
(Insurance products and bank deposits)

Increases based on interests

Profit

Principal Principal

* In case of a redemption before maturity, the
principal could be reduced depending on
the investment products.

It means to purchase an investment products
for the purpose of increasing one’s assets.

@ Under a DC pension plan, investment products are purchased with the contributions (principal).
®For principal guaranteed investment products (insurance and bank deposits), your asset will

®For investment trusts, your asset will increase due to a rise in price (net asset value per unit);
however, the asset may decrease in value due to a drop in net asset value per unit.

®|f the asset has increased/decreased in value above/below the original contributions (principal),
Both an increase and decrease in amounts are referred to as the “Return”.

Investment products

>
w
w
@
—
=
[=Y)
=3
Qo
({=]
@D
3
@
=
=]

A return
will tell you
if your asset

Profit @ has increased

or decreased.

Investment Trust

Increases when net asset value per
unit has risen

Decreases when net asset value per
unit has dropped

Principal

An investment products is purchased for the purpose of
investment. The profit or loss generated as a result of
investment is called the “Return”.

(® Check \

Image of return by investment product

Return

Investment
trust A

Investment Time
trust B

For principal guaranteed investment products, you can earn
the predefined interests. For investment trusts, the return
increases/decreases depending on the fluctuations in net
asset value per unit.
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Chapter 2

Understanding Returns

Asset Management

How can “Return” be expressed?

Investment return is generally expressed as a
percentage (%).

BMinsurance products and bank <Data Showing Returns>
deposits are expressed as a %
of interest rate, etc.

FlE SR

[ DCHERR |
. B@RiR#HRH - OOOOMERK
Inception | Guaranteed T —
Month Interest Rate
OCtOber 2021 0-001 0/0 & .;; @W;M;(:x%gm BER | guwe | [(GEA | g
T~ oson] oo | s [ wisna | ooon| [sowio | aois
. . * Provided i ly.
B AN investment trust is expressed rovided in Japanese only
by the rate of fluctuation of the s mE O
. J_Fﬁi‘f (NNTH+—TRI—Fh) RE - 2021%11A%08
past net asset value per unit. SE5%. BRcknngo-Ercy MACERCRELOBORY: LT CEAT LY, SoNERORRERS
If the return is positive, this means that the
net asset value per unit has increased
compared to one year ago. On the other J——
hand, if the return is negative, this means il B e e o el e T
that the net asset Value per unit decreased. AR |DCMERR 0.001% 0.001% 0.001% 0.001% 0.001% 0.001% 0.001% aum‘ 0.021%  0.011%|
WAARRBUNOES REER) . " S
1y : ol Mo B s T8 FTH EYT TS EYTIIT RN T
19.33%

* The above is an example only. See page You can see

your investment performance
by checking the return.

“Return” is one of the measuring tools for the
investment status of the investment product.

(® Check \

. . . Example of changes in the net asset value per unit—
The armual return displayed in thg investment trust . ggg and rate of fluctuationd
materla! sh9wn above can be derived frpm the rate of 18,000 T 756yen
fluctuation in the net asset value per unit between the two 1;‘888 N {
points: the base date and a year before the base date. 500 /S 19.33%
Although monthly price fluctuations (shown in the graph e A A ~[17.620yen
to the right) cannot be known, you can identify the 18000 g Egg&vgg;'gﬁ;ﬂg’gmms
fluctuation between the two points. 14,000 —_—

2 year ago Base date
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chapter 2| The Relationship

Basics of
Asset Management

Is the investment product

Between Risk and Return

which offers higher

“return” always a good product?

BMWhat is Risk?

® “Risk” refers to the range of fluctuation
of return (standard deviation) and is
expressed as a percentage (%).

@ Although you may think of “danger” or
“loss” when you hear the word “risk”, in
the world of investing, the degree of
fluctuation of not only a loss (negative
deviation) but also a profit (positive
deviation) is referred to as a “risk”.

B The Relationship Between Risk

and Return

@®In general, pursuit of a higher return is
accompanied by a higher risk.
Contrarily, if the risk is minimized, higher
return cannot be expected.

® Therefore, it is said that risk and return
are two sides of the same coin.

It is important to take into account not only the
level of “return” but also the level of “risk”.

Investment
products A

Risk
‘ ) (ﬂuctuation>

of return

Investment

Loss | Products B Risk Low
@ _______________________________________ A 4
High
High risk /
High return
(:El Middle risk /
=3 Middle return
> Low risk /
Low return
Low
Low Risk High

(product with higher return
doesn’t necessarily

In general, pursuit of a higher return is

accompanied by higher risk.

mean a good product.

( Tips\

®0n the performance sheet, factors related to
investment trusts such as return, risk and sharpe
ratio are provided.

®Higher risk figure indicates larger range of
fluctuation of return (the standard deviation).

@Sharpe ratio measures the efficiency of
investment. The greater a portfolio’s sharpe ratio,
the better its risk-adjusted performance.

<Performance Sheet>

WProducts other than Princigal Gusrsntesd [lrvestsent Troat

o] e T

[ % [ w [w[w
T A R -

Basiarmind Pl 7

* When comparing investment trusts, it is important to
examine various factors comprehensively such as return,
risk and the sharpe ratio to make a decision.
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Chapter 2

Basics of

Asset Management

Types of Risk

Why does the level of risk vary depending

on the investment products?

Because each investment product is affected by

different factors.

B Factors that affect asset classes include different risks such as risk of
stock price fluctuation arising from social situations and financial

markets.
Example: When the asset classes is foreign stocks
Asset
Class Factors
Risk of A
Stock Social > & m
Price situations
i -, International Corporate
Foreign Fluctuation Politics situations  performance
Equities
Risk of \ @
Exchange Financial > M 9
Rate markets
Fluctuation |r;§§reesst Exf;\tgrsige

The risks shown above are examples. In actuality,
they will vary depending on the investment products.

It is important to know what type of risk
each investment product may involve.

( Tips\

The types of “risk” that may affect investment products are presented
in the reference materials such as the Investment Product Guide.

t',

for details.

Please see
next page

/A > r
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Price fluctuation risk |
Liguidity risk

Credit risk

_ Country risk

Currency risk
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Types of Risk
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B Types of Major Risks

Risk of Stock Price Fluctuation

Stock prices fluctuate due to changes in the market, economy and social situations and
the issuer’s business performance. Therefore, the net assets value (NAV) per unit of the
investment trust which invests in stocks also fluctuates.

Risk of Interest Rate Fluctuation

This refers to the risk that the price of bonds will fluctuate with changes in interest rates.
In general, when interest rates rise, bond prices fall. Conversely, when interest rates fall,
bond prices rise.

Credit Risk

Credit risk is the risk of difficulty in collection of principal and interest, or falling of asset
prices due to bankruptcy or deterioration in financial situation of a counterpart, including
those to which funds are entrusted or issuers of securities.

Risk of Exchange Rate Fluctuation

Yen based value of foreign-currency-denominated securities fluctuates due to the
fluctuation of foreign exchange rates in addition to the price fluctuations of the
securities.

Some investment trusts hedge currency risk in order to avoid these fluctuations.
Additional cost is required for currency hedging. Also, currency hedging does not always
work perfectly due to price fluctuations of the underlying securities.

Liquidity Risk

Small market size or low transaction volume may result in difficulty of selling underlying
securities within an expected period and at an expected price. As a result, loss may be
borne or profit may be lost.

Country Risk

Overseas securities are subject to political and economic conditions, exchange
regulations, capital regulations, tax systems, etc., in the country of origin. If a change in
circumstance occurs, this may affect the financial markets and securities may lose
considerable value; restrictions may also be imposed on the ability to trade such
securities. As an example, historically, emerging markets have had greater volatility than
markets in advanced countries. The result is securities trading in these markets are more
prone to significant price fluctuations. Although, upside risk could also be expected from
the investment.

Risk of Real Estate Investment

As real estate investment securities (REITs) are vulnerable to changing real estate
rental/purchase/sale markets, interest rate environment, natural disasters and economic
situations, the rent income from owned properties and the value itself of owned
properties may decrease. This may cause fluctuations in the net asset value per unit and
dividends.

Inflation Risk

Inflation is defined as an increase in the general level of prices for goods. When the price
of goods rises, the value of money falls accordingly. When the value of money falls due
to inflation, your assets will actually be eroded.
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