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Japanese lifers' writedown criteria

Generally, marketable securities other than those held for trading purposes are either
not marked to market or, if they are, valuation gains/losses are as a rule not booked on
the income statement.

However, the Life Insurance Association of Japan (LIAJ) states that even securities not
held for trading purposes should be marked to market on the balance sheet if their value
falls significantly, with the resulting valuation loss to be recorded on the current fiscal
year’s income statement. Its view is that a “significant” fall (i.e., the threshold for
writedowns) is a decline in market value to less than 50% of book value. The LIA) also
states that life insurers may book writedowns of their own volition if market value falls
by more than 30%'.

I Exhibit 1: Life Insurance Association of Japan's conditions for writedowns of marketable securities by life insurers

Securities generally need to be written down if market value falls at least 50% below book value

Significant decline

Classification by percentage decline Threshold for significant decline Need for impairment loss

Significant decline

Irreversible: impairment treatment required

Recoverable: impairment treatment not required

Does not qualify as significant decline

Does not qualify as significant decline

Impairment treatment not required

Source: Life Insurance Association of Japan, BofA Global Research

How far are investors from needing to take writedowns?
We look briefly at how far individual JGB issues are from requiring writedowns. We use
the accepted bid price in JGB auctions as a substitute for actual book value. Specifically,
for the JL and JX series, we take the simple average of the average successful bid prices
for each issue, including reopening issuance. For the JU series we use the simple average
of issue prices for each issue, including reopening issuance, as a substitute for book
value. Our calculations do not include issuance via liquidity enhancement auctions.

The table below summarizes how far each issue's current price is from the "significant
decline in market value" threshold that serves as a guide for writedowns--in other words,
how much each issue's simple yield would need to rise before a writedown might be
required--by multiplying the book value from the above calculation by 0.5 (Exhibit 3).

Unsurprisingly, the market value of on-the-run issues has at this point fallen by far less
than 50%. For instance, there were three auctions for JL193, which currently trades at
around ¥97.2, in Jul-Sep, with average successful bid prices of ¥100.23, ¥98.93, and
¥98.00. The simple average of these is ¥99.05. Multiplying this by 0.5 gives a value of
around ¥49.53, suggesting that life insurers would need to consider writedowns if the
simple yield on JL 193 rose from around 2.72% at present to around 10.2%.

Most issues still some way from requiring writedowns

In this report, we assume that (1) Japanese lifers buy superlong JGBs via JGB auctions,
and (2) continue to hold them thereafter. In short, we do not factor in secondary market
trading. However, since February 2025, life insurers’ monthly selling of superlong JGBs
has exceeded the FY23 average. JU12, JU13, and JU14 have already fallen more than
50% from the simple average of their auction issuance prices. We think Japanese life

! Firms need to take writedowns if the market value of a security falls more than 50% below book value
and there is no reasonable basis for assuming that it will recover. For declines of less than 50%,
individual life insurers must establish rational criteria to determine whether the decline in market value is
significant. A decline of less than 30% can generally be excluded from these rational criteria as it would
not typically be considered "significant" (though it can be included if desired).
https://www.seiho.or.jp/data/publication/tora/pdf/tora_5.pdf
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insurers have been opportunistically selling low-coupon issues and replacing them with
high-coupon issues.

Market implications

Rates

Our simulation in this report suggests that most superlong JGBs, mainly on-the-run
issues, are still some way from reaching life insurers' threshold for writedowns. While
financial markets are concerned about the risk of procyclical fiscal policy and writedowns
by lifers, we think the lifers have already made progress with opportunistic sales of low-
coupon issues, and we see little risk of writedowns on superlong JGBs in general in the
near future.

However, we do see a relatively high risk of writedowns for issues such as JU9 and JU11.
Assuming that MOF may buy back superlong JGBs in the near future, a strategic
opportunity to buy JU9 and JU11 on dips would be when their simple yields exceed 5%.

FX

Selling of superlong JGBs tends to make FX investors more concerned about fiscal risk,
even if supply-demand factors are mainly to blame. In that sense, the limited potential
for writedowns on superlong JGBs eliminates one risk factor. However, superlong JGBs
could remain vulnerable to fiscal risk given the structural decline in lifers' demand and
political and fiscal policy uncertainty (see: FX Watch: Q&A on JPY — domestic risks
skewed to a weaker yen 13 October 2025). The remainder of the year will likely feature
numerous political uncertainties including the prime ministerial election, formation of a
new cabinet, and drafting of a supplementary budget.

We think investors are aware of the potential for MOF to intervene at current USD/JPY
levels and will find it hard to continue buying aggressively, and we would view any
weakness as an opportunity to sell JPY.

Exhibit 2: 20yr, 30yr, and 40yr JGB yields (monthly average)
Superlong yields at record highs

4
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Source: BofA Global Research, Bloomberg, Ministry of Finance
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Exhibit 3: Current value of superlong JGB issues
Superlong JGBs may be far from life insurers' threshold for writedowns

30yrJGB

Current /;\;‘ec reaif Elijr:;r:; Co(nE;/)etrct)ed Spread Current /;\;iecfif C;;:S:qet Co(nE;/)etrct)ed Spread Current Issuztpnce (;l‘fr:;g Co(nE;/)etrct)ed Spread
pr|c§(A) auction/2  yield (C) ' simple yield (Db)-((i) Issue pr\ci(A) auction/2 | yield (C) simple yield (El)j)—(C) pr|c§(A) auction/2 | yield (C) simple yield (El)j)—(C)
Mg e o Y g @ e g ) oo
JL193| 97.20 49.53 272 1023 7509 |[JX88 | 99.53 49.64 323 9.84 660.7 |[JU18 | 93.45 48.14 349 9.17 567.8
JL192| 9597 50.08 272 9.92 7207 |[JX87 | 91.95 48.06 334 9.47 6128 ||JU17 | 7475 46.58 3.82 7.71 388.5
JL191| 9032 4934 277 9.41 6633 ||JX86 | 84.46 47.18 347 8.89 5425 ||JU16 | 56.57 44.36 435 6.28 1934
JL190| 87.67 49.57 2.80 9.00 6209 ||JX85 | 8259 49.44 351 8.16 4649 [|JU15 | 51.82 4359 448 5.85 1366
JL189| 89.50 50.96 275 8.88 6129 |[[JX84 | 7896 48.78 3.58 793 4354 [|Ju14| 4713 4839 4.65 446 -194
JL188| 85.57 49.00 278 891 6127 ||JX83 | 80.93 50.42 3.54 7.79 4252 [[JU13| 4439 47.94 476 420 -56.7
JL187| 81.74 48.59 282 8.49 5676 |[[JX82 | 7371 4830 370 7.49 379.7 [|JU12| 4538 50.89 470 387 -833
JL186| 85.04 50.28 274 8.50 5753 |[JX81 ] 70.25 4872 378 7.02 3238 [|JU11| 5249 4932 432 479 475
JL185| 79.82 48.65 281 823 5426 ||JX80 | 7421 51.14 367 6.94 327.0 [|Ju10| 5537 48.65 419 521 101.9
JL184| 8034 50.76 277 773 4962 |[JX79 | 63.55 47.12 396 6.60 2641 |[JU9 | 4660 46.04 4.62 472 9.8
JL183| 84.92 51.27 268 826 5581 [|JX78 | 67.43 51.22 3.84 621 2370 ||JU8 | 65.72 49.46 3.90 630 2401
JL182| 81.26 50.16 272 8.06 5346 ||JX77 | 71.31 50.67 372 6.74 3016 [[JU7 | 7242 5043 369 6.83 3142
JL181| 79.02 5043 273 7.68 4947 ||JX76 | 6797 48.89 381 6.74 2936 ||JUb | 7660 50.86 359 7.26 366.5
JL180| 78.15 50.05 273 767 4949 |[[JX75 | 6649 51.15 3.84 6.12 2278 ||JU5 | 7945 4897 3.50 8.03 4533
JL179] 7465 48.80 277 7.51 4740 |[JX74 | 6155 49.80 399 5.82 1834 |[JU4 | 8421 49.83 335 838 502.6

Source: BofA, Global Research. Bloomberg, Ministry of Finance
BofA GLOBAL RESEARCH
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« G10 FX Year Ahead 2025 - Policy Uncertainty, 26 November 2024

«  Strong corporate USD demand, yet again Liquid Cross Border Flows, 29
September 2025

Rates, FX & EM trades for 2025

For a complete list of our open trade recommendations as well as our trade
recommendations closed over the past 12 months, see the reports below:

Global FX weekly: Yen and yang 10 October 2025

Global Rates Weekly: A tale of two premiers 10 October 2025

Analyst Certification

I, Tomonobu Yamashita, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. | also
certify that no part of my compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or view expressed in this research report.
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decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the prospectus or other offering
document issued in connection with such offering, and not on this document.

Securities and other financial instruments referred to herein, or recommended, offered or sold by BofA Securities, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. Digital assets are extremely speculative, volatile
and are largely unregulated. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the value or risks related to the security or
financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial instruments, if any, may fluctuate and that price or value of such
securities and instruments may rise or fall and, in some cases, investors may lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and
basis for taxation may change.

Futures and options are not appropriate for all investors. Such financial instruments may expire worthless. Before investing in futures or options, clients must receive the appropriate risk
disclosure documents. Investment strategies explained in this report may not be appropriate at all times. Costs of such strategies do not include commission or margin expenses.

BofA Securities is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.

This report may contain a trading idea or recommendation which highlights a specific identified near-term catalyst or event impacting a security, issuer, industry sector or the market generally
that presents a transaction opportunity, but does not have any impact on the analyst’s particular “Overweight” or “Underweight” rating (which is based on a three month trade horizon). Trading
ideas and recommendations may differ directionally from the analyst’s rating on a security or issuer because they reflect the impact of a near-term catalyst or event.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments
effectively assume currency risk.

BofAS or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. BofAS or one of its affiliates may, at any time,
hold a trading position (long or short) in the securities and financial instruments discussed in this report.

BofA Securities, through business units other than BofA Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent with, and reach
different conclusions from, the information presented herein. Such ideas or recommendations may reflect different time frames, assumptions, views and analytical methods of the persons who
prepared them, and BofA Securities is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this information.

In the event that the recipient received this information pursuant to a contract between the recipient and BofAS for the provision of research services for a separate fee, and in connection
therewith BofAS may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom BofAS has contracted directly and does not extend beyond
the delivery of this report (unless otherwise agreed specifically in writing by BofAS). If such recipient uses the services of BofAS in connection with the sale or purchase of a security referred to
herein, BofAS may act as principal for its own account or as agent for another person. BofAS is and continues to act solely as a broker-dealer in connection with the execution of any transactions,
including transactions in any securities referred to herein.

Copyright and General Information:

Copyright 2025 Bank of America Corporation. All rights reserved. iQdatabase® is a registered service mark of Bank of America Corporation. This information is prepared for the use of BofA
Securities clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Securities. This document
and its content is provided solely for informational purposes and cannot be used for training or developing artificial intelligence (Al) models or as an input in any Al application (collectively, an Al
tool). Any attempt to utilize this document or any of its content in connection with an Al tool without explicit written permission from BofA Global Research is strictly prohibited. BofA Global
Research information is distributed simultaneously to internal and client websites and other portals by BofA Securities and is not publicly-available material. Any unauthorized use or disclosure
is prohibited. Receipt and review of this information constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information
contained herein (including any investment recommendations, estimates or price targets) without first obtaining express permission from an authorized officer of BofA Securities.

Materials prepared by BofA Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect information
known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has established information barriers between BofA Global Research
and certain business groups. As a result, BofA Securities does not disclose certain client relationships with, or compensation received from, such issuers. To the extent this material discusses
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any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of
law relating to the subject matter of this material. BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entity and/or its directors, officers and
employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Securities in
connection with the legal proceedings or matters relevant to such proceedings.

This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Global Research
policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report containing
such rating, recommendation or investment thesis.

Any information relating to sustainability in this material is limited as discussed herein and is not intended to provide a comprehensive view on any sustainability claim with respect to any
issuer or security.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Securities and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This information
may contain links to third-party websites. BofA Securities is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation with BofA
Securities. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information
to them. BofA Securities is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without
notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion contained herein.

Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current. Always refer to the most recent research report relating
to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit
purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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