DaltonInvestments

The Board of Directors

Shinsei Bank, Limited

Nihonbashi Muromachi Nomura Building,
4-3, Nihonbashi-muromachi 2-chome,
Chuo-ku, Tokyo, Japan

March 16,2017
Dear Sirs:

Thank you very much for your continuing efforts to enhance the value of Shinsei Bank and for your
openness in engaging with shareholders. As fully engaged minority shareholders, we are writing this
letter to express our appreciation as well as to share our views. In aggregate, across all of the accounts
for which we have responsibility, Dalton Investments LLC and its affiliates and advisory clients (together
“Dalton”) currently own 2.3% of the shares of Shinsei Bank. Our clients include the permanent
endowments of major universities, hospitals, foundations and museums, as well as the pension funds of
working men and women in North America and Europe. These clients have entrusted us to be wise
stewards of their capital.

The year 2016 witnessed huge upsets in world politics as well as in capital markets, resulting in a
downturn in the share prices of Japanese banking stocks, that was further compounded by introduction
by the Bank of Japan (BOJ) of negative interest rates. This confluence of events provided us with a
wonderful opportunity to buy Shinsei Bank shares for our clients at attractive prices. Our purchase of a
stake in Shinsei Bank was not based merely on price. Rather it was dependent also on our respect for the
management of Shinsei Bank. This has been repeatedly demonstrated by its impressive track record of
building respected and unique business franchises such as the consumer finance franchise represented
by the "Lake" brand, as well as by the bank’s robust capital base that provides the flexibility to pursue
various strategic initiatives. We believe the young and bright management team, possessed of global
vision, will continue to drive the future success of Shinsei Bank.

Unlike other Japanese banks with few attractive opportunities for capital allocation, Shinsei Bank will be
able to use capital effectively for growing its consumer finance businesses. With that said, we
nonetheless believe the bank today is massively overcapitalized. The bank has ample reserves in its
consumer finance businesses, significant unrealized tax losses, and a Consolidated Core Capital
Adequacy Ratio of 14 percent—one of the highest in the world among international banks. By any
measure, Shinsei Bank has substantial excess equity capital. Our appraisal is that the bank is worth at
least Y850bn, based on (a) the sum of Net Present Value of cash flow from businesses (approx. Y500bn,
excluding impact of tax assets) and (b) excess capital of at least Y350bn. The current appraisal by the
stock market of the company is only Y570 billion. This represents a huge discount to fair value. We
would not be at all surprised to see a stock price at twice current market levels given the growth and
potential synergies between the consumer finance and banking businesses.

We consider the discount to fair value more attributable to the lack of recognition of excess capital held
by the bank rather than to its business operations. This view is supported by relatively low historical
shareholder returns and the uncertainty related to the repayment of public funds arising from the
bailout.
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The combination of ample excess capital and a cheap share price leads to a simple, logical conclusion: a
large scale stock buyback to create value for all shareholders. The conclusion holds regardless of the
existence of the government as a large shareholder because the interests of all stakeholders - the
government (as a guardian of national wealth), management, and minority shareholders are, or should
be, aligned. A substantial repurchase of the bank’s shares would drive up the bank’s book value per
share, the reported earnings per share and the return on equity. All of these metrics, in turn would lead
to a higher share price over time. All stakeholders would benefit.

Therefore, we ponder the following question: ‘Why didn’t share buybacks occur when alluringly
attractive opportunities present themselves, as they did last year? We are aware of Yen 10 billion in
buybacks last year; and the recently announced additional Yen 2.5 billion buyback; but those are
negligible amounts compared to our estimates of excess capital of Yen 350 billion. As a shareholder, this
is the biggest puzzle and the greatest risk of the investment we have made on behalf of our clients.

We are concerned that perhaps the government is preventing the use of excess capital to buy back stock
because of unrealistic price targets of Yen 745 per share before allowing management the flexibility to
make the buyback and thus to act in the best interests of all shareholders. Or, perhaps the government is
waiting for more advantageous conditions of exit, such as using an exchange offer of preferred securities
for common shares. While we understand that the preservation of national wealth is of critical
importance to the government, we question if a fixed price objective should be placed ahead of economic
rationality and the interests of minority shareholders. Doing so would leave an indelible stigma on the
reputation of Japanese capital markets and inflict enormous damage to the highly respected corporate
governance reform efforts of the current administration. We would like to ask the board of bright
directors not to yield to such government pressure (if it exists).

We would like to make two proposals for consideration.

1. 200bn Yen share buyback program

Buybacks are less common in Japan than in the United States. But, in our view, we think that the example
of the case of American International Group (“AIG”) in the US is particularly relevant and compelling.
Doubtless you will recall that AIG was rescued by the United States Government, acting through the
Federal Reserve and the Treasury in the fall of 2008 at the height of the global financial crisis. The
government made available substantial lines of credit and acquired 80% of the outstanding shares of the
company. After new management was installed, the company was cleansed of its questionable assets and
the operations rationalized. The share price responded and began to climb. But there was still a large
amount of negative sentiment surrounding the company because of the government’s large ownership
position. Because the stock price was at a substantial discount to the company’s book value, the
management realized that it could repurchase shares and compound book value quickly. This, in turn,
would attract investors who would increase the share price and help close the gap between share price
and book value per share. And, importantly, this increase would stimulate demand for shares and allow
the government to sell its stake in the company.

None of this happened immediately—it took several years and several enormous buybacks that
collectively shrunk the shares outstanding dramatically. But the important point is that the management
worked together with the government and the regulators, as well as with representatives from minority
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shareholders to make this happen. It was truly a winning formula that benefited AIG, its shareholders,
and the government.

We would like to propose that the bank implement a Yen 200 billion share buyback program. As
discussed, we believe the excess capital of the bank amounts to Yen 350 billion based on the reasoning
that:

(1) 10% Tier 1 ratio, together with a rational rebalancing of risk assets, will provide sufficient capital to
sustain and grow current businesses, and
(2) roughly 50% of off-balance tax losses carried forward should be regarded as virtual shareholder's

equity.

Our proposal of Yen 200 billion also reflects approx. Yen 264 billion retained earnings at the parent
company level (as of March 2016), but the capacity could be expanded to Y300bn with a 2-3 year time
horizon as the bank continues to retain more earnings.

Of course, the announcement of such a large stock buyback program could have a material impact on the
share price, so the planning and operation must be executed very carefully. On the other hand, there are
no guarantees that such an attractive environment for price buybacks will last for long and thus time is
of the essence. We estimate Yen 200 billion in share buybacks at current prices will raise the BPS to Yen
340 from current Yen 286, but the outcome will be reduced to Yen 300 if the stock price goes up to
250yen. (See Appendix 1.) We believe that flexible and aggressive implementation of share buybacks at
attractive prices will reward ALL shareholders as well as fulfill social responsibilities through
repayment of public funds.

2. Implementation of Restricted Stock Compensation

At the risk of repeating ourselves, we believe that alignment of the interests of all stake holders is a key
driver to accelerating the effort for the repayment of public funds. In this light, while we are aware most
directors own some shares of the bank, we believe this ownership does not rise to a sufficient level to
foster a sense of ownership, with the possible exception of Mr. Christopher Flowers’ holdings. Thus, we
would like to recommend that the board implement Restricted Stock Compensation, which was
permitted in Japan in April 2016 thanks to the initiatives of Ministry of Economy, Trade and Industry
(METI) and the government. Among the various forms of stock compensation, we particularly like
Restricted Stock as it gives the holder ownership from day one through voting rights and dividends.

If directors accumulate ownership to a significant level - desirably at the level of 3 to 5 times of their
annual base remuneration — over the next 10 years, we believe that it will be a significant driving force
not only for repayment of the public funds in near future, but also for long-term improvement of
shareholder value by transforming the bank from government-controlled into a bank managed by a
group of entrepreneurs with sound alignment of interests with other shareholders. Also we believe such
benefit of alignment is applicable to Independent Outside Directors.

Needless to say, implementation of long-term performance based compensation is one of the important
requests from the government in its corporate governance reform package, and we hope the bank will
respond at its earliest convenience.
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Please feel free to contact us if there is anything you might wish to discuss arising from this letter. We
look forward to continuing our dialogue with you.

Sincerely yours, T .
———Bom*«\.%

James B. Rosenwald II1
Co-Founder and Co-Managing Member
Dalton Investments LLC
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Appendix |: Impact of Share Buyback

Impact of ¥200BN Share Buyback
Current Estimated Book Value Per Share (BVPS): ¥286
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Notes: Numbers of shares are calculated as Y200bn divided by share price.
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Appendix Il: Japanese Translation®
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! This letter is presented both in an official English version and in unofficial and courtesy Japanese translation. The
translation is provided for informational purposes only and for ease of reference. In the event of any ambiguity
about the meaning of certain translated terms or of any discrepancy between the official English version of the
letter and the Translations, the English version of the letter shall prevail.
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