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4 FY2015 Japanese National Budget A

In Japan, an annual national budget is arranged for the fiscal year (starting on 1 April and end in 31
March next year). In general, after Cabinet approves the budget drafted by the Minister of Finance, it is
submitted to ordinary Diet starting from January for discussion at both upper and lower houses and then
finally authorized by the end of March. In addition to the annual budget, a supplementary budget
qranged to amend or add something to the regular budget for the fiscal year, if so required. )

: FY?2015 budget is the largest ever in expense size with
Point 1 . :
reduced amount of JGB issuance on a tax revenue increase

Interim target keeping fiscal consolidation will be achieved

19 January 2015

B On 14 January 2015, the budget for FY 2015 was approved by the Abe’s Cabinet. The general
account amounts to JPY96.34trillion which was the largest ever in expense size. For the revenue side,
the JGB (Japanese government bond) issuance is planned to decrease as tax revenues are expected to
increase substantially on corporate earnings expansion. As the result, the dependency ratio on debt
issue will improve to 38.3% from the 43.0% in previous year, below 40% level for the first time in
six years. The fiscal primary balance, difference of the total revenue (excluding the revenue from
the JGB issuance) and total government expenditure, is forecasted to improve to the deficit of
JPY13.41trillion, by cutting JPY4.57trillion deficit. Therefore, the government’s interim target of
securing fiscal consolidation, aiming to halve the ratio of primary balance deficit to GDP from -6.6%
in FY2010 to -3.3% by the FY2015 seems to be achievable.

Point 2 Trend of increase in social security expenditure will continue
Focus are on revitalisation of regional economy and
increasing support for fostering children

B As to the expenditure, social security expenditure related to medical and nursing care for the aged are
expected to expand to JPY31.53trillion, adding substantial JPY 1.3trllion. Despite the government
payment for the care service charges to servicers would be reduced to some extent, the total
expenditure will be increased because of the increase in population in elderly age. The issues of
securing sufficient revenue source to cope with the increasing social security expenditure in the aging
society, still remains.

B The FY2015 budget also focused on the regional economy revitalisation and giving more support for
child-care and education. For the regional revitalisation, JPY1trillion was allocated to regional cities to
give citizens more business and job opportunities. And for the child care supporting, the government
has decided to launch a new program in April to accelerate eliminating queue on the waiting list for
nursery schools.
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This well-balanced budget with realistic tax reforms
should promote the growth strategies on Abenomics

Future Outlook

B Set to work on the corporate tax reforms compatible with keeping fiscal soundness

On the 14™ January, outline of the tax reform for FY2015 was also approved by the Cabinet. By this
reform, the effective corporate tax rate, relatively higher than those of foreign counties, will be
lowered from 34.62%. To secure enough alternative fiscal resources, the reform aims to collect taxes
from wider range of taxpayers than now, not limited to the profit-making companies; by means of
enhancing a taxation system on a size-based business tax way which focuses on business scale as
well as on their profits of tax privileged companies.

B In expectation for keeping Japan on a virtuous cycle of economic growth

The stimulative budget and the tax reforms for FY2015 includes important elements of the growth
strategy of Abenomics. Supported by these policies, Japan is trying to steadily keeping the trend of
“positive economic growth cycle” through combining corporate earnings expansion with wage
raising to stimulate consumptions.

B Disclaimer

Please read this disclaimer carefully.

@ This material is for non-Japanese institutional investors only.

® The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are
intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management Company,
Ltd. (hereinafter “SMAM™), or to provide information on investment strategies and opportunities. Therefore this
material is not intended to offer or solicit investments, provide investment advice or service, or to be considered as
disclosure documents under the Financial Instruments and Exchange Law of Japan.

® The expected returns or risks in this report are calculated based upon historical data and/or estimated upon
the economic outlook at present, and should be construed no warrant of future returns and risks.

® Past performance is not necessarily indicative of future results.

® The simulated data or returns in this report besides the fund historical returns do not include/reflect any
investment management fees, transaction costs, or re-balancing costs, etc.

® The investment products or strategies do not guarantee future results nor guarantee the principal of investments.
The investments may suffer losses and the results of investments, including such losses, belong to the client.

® The recipient of this report must make its own independent decisions regarding investments.

® The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute
SMAM’s judgment as of the date of this material and are subject to change without notice.

® The awards included in this report are based on past achievements and do not guarantee future results.

® The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized
entities/individuals.

@ This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM can
not and does not guarantee its completeness or accuracy.

e All rights, titles and interests in this material and any content contained herein are the exclusive properties of
SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,
reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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