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| am Shigeki Yamaguchi, the Representative Director and Senior Executive Vice
President.
Today, | am going to explain our company’s payment services.



Self-introduction

Shigeki
Yamaguchi

B Business experience
Apr 1984 Joined NTT DATA
* Engaged in development of middle software for shared scientific computation
systems
* Project leader of system development for distribution industry, etc.
Jul 2010 Head of Enterprise Business Consulting Marketing Sector
* Engaged in establishment of NTT Data Business Consulting Corporation, a
predecessor of QUNIE CORPORATION, a consulting firm of NTT DATA Group,
and concurrently served as Director and Executive Vice President
Jan 2013 Representative Director and Senior Managing Director of JSOL Corporation
* Engaged in expansion of SAP business
Jun 2013 Senior Vice President, Head of Business Consulting & Marketing Sector
« In charge of consulting and ERP (Bizl) business
Jun 2014 Senior Vice President, Head of Third Enterprise Sector
Jun 2016 Executive Vice President, Head of IT Services & Payments Services Sector
* In charge of payment business, distribution and service industries
Jun 2017 Director and Executive Vice President, Responsible for Enterprise & Solutions
Segment and China & APAC Segment
Jun 2018 Representative Director and Senior Executive Vice President

Hm Area of expertise
Digital commerce, payment, and consulting
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This is a summary of my career.

| am responsible for the Enterprise & Solutions Segment, including the company’s
payment business.




Organizational structure

« IT Services & Payments Services Sector of Enterprise & Solutions Segment provides services for Japanese
payment infrastructure (CAFIS) and global payments mainly in Asia.
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Let me explain the structure of our payment business.
The Enterprise & Solutions Segment includes the IT Services & Payments

Services Sector, which includes the Cards and Payments Services Division. Mr.
Kawai is the dedicated head of the payment business.

Mr. Ishizuka is responsible for the global payment business.
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These are the topics | will discuss in today’s presentation.

| will explain our domestic and global payment businesses separately.

With regard to the domestic payment business, | will show you the current status
of payments in Japan and explain schemes to improve major payment methods. |
will then explain our service, CAFIS. Furthermore, | will show you the potential
impact of new payment methods, which newspapers and other media outlets
cover every day, and introduce our growth strategy and examples of our efforts.
With regard to the global payment business, | will show you what kind of payment
business we implement globally, our growth strategy, and examples of our efforts.




1. Domestic payment business

First, | will explain the situation of domestic payment business.



1.1 State of payment systems in Japan

(Explanation omitted)



Forecast of payment method composition

« Though domestic consumer spending remains flat at little more than 300 trillion yen/year, the ratio of non-cash
payment is expected to rise.

« Based on current trends, it is expected to rise to nearly 30% in 2020 and nearly 45% in 2025.

Projected composition of non-cash payments within consumer spending
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As this slide illustrates, the percentage of non-cash payments is lower in Japan
than in overseas countries. The Japanese ratio of 25.4% in 2018 is expected to
increase to about 45% at the current pace.

Now, please note that credit card payments account for a high percentage of non-
cash payments in Japan.




Payment-method options for individuals

e Although the measurement points are not continuous (comprising 2012, 2016, and 2018), the trend since 2012
is clear. The use of payment methods like credit cards, payment at convenience stores, e-money, and pre-paid
cards is growing, while the percentage of consumers using cash only is down to around 5% from around 10%.

Which of the following payment instruments other than cash do you
use daily? (Choose all applicable answers)
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Next, this slide shows the results of sampling survey on the payment methods
that individuals use. It shows that credit card payments are the most popular

payment method.



Important factors when choosing a payment method

« Reward points and discounts are seen as the most important factors.
« In addition, “amount of payment” is another major basis for choosing a payment method.

Which of the following is/are the major factor(s) that you consider when choosing a paymentinstrumentto
make daily payments? (Chooseall applicable answers)
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This slide presents survey findings on the points consumers focus on when
selecting a payment method. It is important to note that the consumers select
non-cash payment in part because it offers discount privileges and the ability to
make large payments. This shows that the consumers focus on benefits when
making payments.

It is also important to note that the consumers use different payment methods,
depending on the size of the payment amounts. | imagine that most of you use
electronic money for small daily purchases at convenience stores and other
shops, and pay for a little expensive items with a credit card.




Trend toward e-commerce

« The e-commerce market is growing continuously. Although the growth rate declined in FY 15, it began rising
againin FY16.

B-to-C e-commerce market in Japan (100mn yen)
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Recently, payments made at EC sites have increased, while payments made at
brick-and-mortar stores have also grown. This means that the EC market has
expanded further.
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E-commerce payment methods

« Generally, 70% of e-commerce uses credit payment. Around 20% of e-commerce transactions are paid by the
convenience store payment. There are not much difference in its proportion every year.
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At EC sites, credit card payments account for about 70% of payment methods;

20% of the remaining 30% consist of payments at convenience stores. In Japan,

credit cards are used most frequently at EC sites.
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1.2 Scheme of major payment methods

| believe that the payment scheme is a very important element, when we consider
its future impact on the payment market. | will now explain the schemes of
various payment methods, such as credit card, electronic money, and pre-paid

card.
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Credit card payment scheme

« The main players of credit cards issued by international brands are: international brands, issuers, acquirers,
and merchants.

+ Services such as CAFIS and CDS provided by NTT DATA are used as payment infrastructure for processing
transaction data (authorization data and sales data) of credit cards.

® Cardholder bank account
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Firstly, | will outline a credit card payment scheme. This scheme involves a credit
card issue company and a company that acquires merchants. Some payments at
the merchants are processed through a payment service provider (PSP), while
others are not. Authorization is a process of inquiring whether the credit card can
be used with CAFIS. Some players add credibility to their credit cards through
international brands, such as VISA, Mastercard, and JCB. This is a credit card
scheme.

We provide services of CAFIS to ascertain whether credit cards can be used and
CDS to transfer sales-data files.



J-Debit payment scheme

« This service enables payment by cash cards issued by financial institutions who are members of J-Debit.
« The service is also provided by NTT DATA for clearings between banks.
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Next, | will explain the J-Debit payment scheme. From the user’s standpoint, this
scheme allows the user to make real-time payments using a bank card.

We support the J-Debit system and provide a service that allows users to make
payments using a bank card issued by a J-Debit member financial institution. In
this service, for example, when | buy something at a store with a debit card,
money are transferred from my bank account to the store account via inter-bank
clearing.
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E-money (chip format) categories

[« There are four main e-money (chip format) categories (post-paid and pre-paid of independent players, pre-paid |
of public transportation companies, and pre-paid of retail companies) in Japan.
+ Because commuter passes are by necessity highly portable, they have won widespread adoption as a form of
e-money.
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The next topic is electronic money. Electronic money schemes differ, depending
on the issuers and whether they use a pre-paid or post-paid format.

The electronic money you often use is the transportation card, such as Suica.
With the widespread use of commuter passes issued by JR and cards issued by
distributors, these kinds of electronic money cards are used frequently at
convenience stores and other shops. This is also a characteristic of non-cash
payments in Japan.
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E-money payment scheme

« Card companies are the major acquirers, as in the credit card payment.
« Meanwhile, players who have contact with users (consumers) exist as individual brands playing the role of an

issuer. (Categorized into public transportation companies, retail companies, and independent players)

« Credit cards, bank payments, cash, etc. exist as recharge accounts.
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Under an electronic money scheme, credit card companies called acquirers play

a key role because they acquire the merchants and are responsible for credit
card payments; in this sense, it is the same as a credit card payment scheme.

Among issuers who issue electronic money cards, some players issue individual
branded cards directly to the users. For example, a transportation player issues

and provides Suica.

They also provide a mechanism that allows the users to recharge their cards with
electronic money from a credit card or other accounts, instead of recharging them

with cash, as needed. With a recharging card, the user can make a payment

through a bank and transfer funds to the card using a credit card instead of cash.
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1.3 Basic services provided by CAFIS

(Explanation omitted)
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Payment value chain

+ In the payment value chain, NTT DATA provides payment terminals (INFOX/CAFIS Arch) installed at the
merchants, and mainly provides switching services (CAFIS/CDS) of merchant processing centers (CAFIS
BlueGate, CAFIS PastelPort, INFOX, CAFIS Arch), authorization and sales data.
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| will explain you what kind of services we offer for the current payment services
provided in Japan.

This is a diagram of all of our services. First, we offer payment terminals. You
have probably seen a terminal that accepts credit cards while making a payment
at various places such as a restaurant. We provide terminals such as INFOX and
a new one called CAFIS Arch.

At an EC site, a terminal is unnecessary. The users utilize our service directly.
Even for credit card payments, for example, some large merchants link their
payment systems to POS collectively. For them, we provide CAFIS PastelPort, a
processing service for the merchants. We offer a similar function for CAFIS Arch,
which | will explain in more detail later on. As new payment methods emerge, we
need to develop solutions for various payment methods. If we pre-program a
terminal, we need to go to the shop to update the terminal software every time a
new service is released. To avoid having to do this, we offer a cloud-based
service called CAFIS Arch, which enables a program update at the center.

Another important service we provide is switching network. This may be the first
thing you think of when you hear “CAFIS.” In short, this service asks an issuer
whether a credit card presented for payment at a store can be used through an
acquirer to authorize the credit card. This service also processes the transfer of
sales data via CDS to provide sales-via-credit-card data to credit card companies.
We also provide a clearing service, as | explained earlier. This service carries out
clearing between credit companies and bank accounts. These are our payment
services in Japan. Please note that we provide a fairly wide variety of services.
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Basic services provided by CAFIS

» All merchants, card companies, and financial institutions connected to CAFIS comprise CAFIS' network value. The wide
coverage of merchants and the fact that almost all card companies and financial institutions are connected, are the

advantages of CAFIS.

» |t also provides merchant processing services according to types of merchants.
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| will explain the CAFIS connection. First, CAFIS is connected to about 2,000
large-scale retailers, including department stores and GMSs. About 850,000
terminals are also installed at small stores. CAFIS is connected to about 3,000
EC shops. People can pay their taxes and fees at 43,000 convenience stores.
This slide gives some details of the services | explained earlier. The switching
service is a service of authorization switching.
The merchant processing service allows a merchant that accepts various types of
credit cards to transfer data to the switching network; it also allows credit card
companies to feed back sales data via credit card to the merchant and to
implement security measures. With many new technologies such as Open-API
emerging how we solve these issues is very important. These services are
essential, although end-users cannot see them.
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Changes in the number of CAFIS transactions

« The number of CAFIS transactions reached the 700mn/month mark in FY2017.
« We expect this number to continue growing following the shift to cashless payments.

Feb 1984: Launch of CAFIS comprehensive card Feb 2008: PCI DSS certificationfor CAFIS  Jun 2015: Launch of CAFIS Arch cloud-based

payment network obtained comprehensive payment platform
Jun 1992 Launch of COS credit data Mar 2012: Establishment of double-center  Sep 2017: Launch of CAFIS Atendant mulli-language a
transmission senice systemfor CAFIS and INFOX (onein Tokyo, productexplanation and marketing senice ~
onein Osaka) a
Apr 1998: Launch of CAFIS 24-hour nonstop Feb 2018: Launch of CAFIS Traveler senvice for visitors to
senice Apr 2012: Launch of CAFIS DCC multi- Japan
currency payment senice
Jul 1999: Launch of INFOX card payment Apr 2018: Launch of CAFIS Pift smariphone payment
terminal solutions sendce Dec 2013: Launch of CAFIS Brain system E
unauthorized online payment detection
Oct 2000: Establishment of double-center syskem senace
for CAFIS (one in Tokyo, one in Chiba) e
Feb 2014: Launch of PaySupreme next- s
Sep 2002: Launch of CAFIS BlueGate online  genearation pre-paid card sendce -
payment senice
Oct 2014: Launch of CAFIS Preshnex-
Apr 2004: Launch of CAFIS PastelPortcard generation sales promation platform
payment solutions sendce for retailers
Sep 2006: Establishment of double-center l | ‘ ‘ |
systemfor INFOX (one in Tokyo, one in Chiba) < -
...allllll|||‘

#1 The numberincludes all online transactions
including cradit card ransactions, CD cashing and
depositsiwithdrawals. 20
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Number of monthly CAFIS transactions™ ' (Unit. 10,000 transactions/fiscal year ending March)

This shows a change in CAFIS transaction. As you can see, about 700 million
transactions are processed in a month. The volume has grown by more than 10%
every year. We expect the volume to continue increasing for some time.
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1.4 Changes in the payment market

As various payment methods emerge, some people argue that CAFIS will not be
used in future. Although we cannot deny that the changes will affect us, we will be
still needed to provide some solutions.
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Changes in the payment market

« The payment market is changing significantly having large impact (opportunity/threat) on CAFIS business.
« Details of the impact will be explained from the next page.

@Diversifying payment methods
+ Various payment players are on the rise such as XX pay, using

QR codes oo

« Existing payment methods shiftin
to mobile wallets

@)Changes on the financial institutions’ side

~ « Trend of financial institutions
( ‘ I‘ I s shifting to Open-API

Beyond The Payments (provision of update system API)

(2Change on the merchants’ side

* Increasing need for payment service providers
(PSP) managing the merchants

+ Digitalization of purchasing experience

(Recommendations, etc. based on purchase

history)

@Advancing security measures

* Increasing unauthorized use of credit cards

+ Sophistication of security regulations inside/outside Japan for preventing
unauthorized use of credit cards such as international brand regulations and
PCIDSS (compliance, etc. with revised Installment Sales Act, 3-D
Secure2.0)
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Newspapers and other media outlets cover new payment methods every day;
new payment methods using a QR-code called XX-Pay are emerging one after
another. Many new smartphone payment methods have also been created.
These use an existing credit card categorized within a mobile wallet. Apple Pay
can be used on an existing iPhone. These are not QR-code payments so far but
contactless NFC payments.

Looking at new moves being made in China, many systems, such as ALIPAY and
WeChat use barcode-based payment methods for authentication. We provide
such services to Chinese people visiting Japan. | will explain later how diversified
payment methods, which are covered by newspapers and other media outlets,
affect our business.

Secondly, we see changes in the merchants. Although the merchants only need
acquirers for credit card payments, they are now required to accept various
payment methods, including electronic money. As a result, their need for
someone to organize such methods, in other word, for PSPs (Payment Service
Providers) will grow significantly. Also, as the purchase experience becomes
more digitalized, it will not be just about payment, but various elements such as
recommendations and reward points are added in addition to payment, etc. via
smartphone. We need to support this kind of service, too.

Thirdly, we see changes in financial institutions. As no standard application
interfaces connecting to financial institutions have been clearly determined,
Open-API enables a connection after working on each interface. | will talk about
the impact of this move and whether Open-API will be able to process consumer
payments on its own in future.

Another issue is security. With an increased number of cases of unauthorized
credit card use, we face a big challenge in complying with security-related rules,
including international brand regulations and PCIDSS.

In the next section, | will discuss how these four environmental changes will
reshape the payment business, how it will affect our business, and how we will
address it.
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@Diversifying payment methods

(Explanation omitted)
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QR code payment market

* Given the growth of inbound demand, the scale of domestic market for QR code payments is estimated as 600 billion yen in 2019
and 8 trillion yen in 2023. The market is crowded with all sorts of QR code payment providers while there is a high expectation for
market growth.

» Adding to Chinese QR market (Alipay, WeChatPay), expansion of QR market is expected in the Asian region and Japan.
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First of all, | would like to talk about QR-code payments. This payment method is
frequently discussed by newspapers and other media outlets. Also, when we talk
about inbound demand, especially Chinese people, they use WeChat and ALIPAY
on smartphones, so they also want to use QR-code payment in Japan. As you
see, many companies provide QR-code payment services in Japan, including
LINE Pay.

The QR-code payment market is expected to grow to around 8 trillion yen in 2023.
While the market growth is highly promising, many QR-code payment service
providers are competing in the market. Not just ALIPAY and WeChat but also the
whole QR-code payment business in Asian region and Japan is expected to
expand. | will talk about how this market expansion will change our business and
the possible services we will provide.
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Expansion of NFC payment

+ In addition to QR code, payment method using NFC (Felica in Japan) as an interface is expanding.
« Domestic use of ApplePay has been enabled since October 2016.

(The scheme involves the existing payment scheme.)
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Note) NFC- abbreviation for Near Field Communication. Short
distance wireless communication
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| talked about Apple Pay before. Apple Pay is a contactless payment mechanism,
known as NFC. Behind it, the system uses Suica or a credit card, which means
that Apple Pay is not a new payment method in particular. The only new thing
about Apple Pay is the interface with the consumers.
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Growth of electronic wallet as a touch point

+ Wallet apps are being promoted as a touch point with consumers because they store account information or link user |Ds to account
information.
— Electronic wallets with exclusive scheme use existing payment scheme as a recharge account for balance.
— Electronic wallets managing existing payment scheme have basically the same payment scheme as the existing scheme though consumer
I/F is not the same.
— Evenin cases where QR codes or NFC is used instead of a card as a consumer interface, if an existing payment scheme is used as
recharge /payment account, services provided by CAF|S can be leveraged

Consumers Consumer Dedicated paymentscheme

IIF
[ e Pay ] Recharge account

QR code «—+

| e Ny -
.mm:' ! Existing payment schemes
[ i 1 ; Credit card " ( ‘ I b I s
-— ' 4

Bank account ——

General paymentscheme B
pay Electronic money

Payment account

26
orporaten NTTDaTa

As | said just now, the evolution of customer touch point with QR-codes and NFC
is fostering new payment methods that use new technologies, rather than existing
magnetic or IC cards.

For the new payment methods, providers have developed a system to make a
consumer touch point into a wallet that stores account information or can link ID
to account information.

To set up an electronic wallet with a dedicated payment scheme, companies use
a traditional payment model to recharge the money. ALIPAY and WeChat in China
have introduced a dedicated payment scheme that enables the user to transfer
money temporarily to his or her account via credit card and to make a payment
by withdrawing money from the account.

There is another type of payment that enables a user to make a payment via
credit card with QR-code or NFC interface on a smartphone, instead of a
magnetic card or an IC card. To conclude, from our standpoint, the second stage
of processing in the general payment scheme is almost the same as a traditional
scheme. As the only thing that is different is the consumer interface, our
transaction volume will increase, as this kind of payment method become more
popular.

In addition, even with a dedicated payment scheme, our service is used
whenever a user transfers 10,000 yen at a time to the dedicated account.
However, when the user transfers ten units of 1,000 yen to the wallet, they do not
have to use our service.
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Structure of new payment method
« Unlike the 4 party model for credit cards, the new payment method has payment players acting as a brand and

issuer. (3 Party Model)
« There is a possibility of expansion due to evolution of network environment, reduction of business layers, etc.

4 Party Model 3 Party Model

Brand & Issuer

Payments are processed by
directly accessing
consumers/merchants without
going through multiple layers
like issuers and acquirers.

ACQ
PSP Merchants use a general-
purpose device instead

of an exclusive terminal.

No need for physical

cards as QR/INFCare  / Favored merchants can
used for authentication \ initiate an agreement
| \ immediately.

count Account MG
holder holder Merchant
l I:I

Note) CF: abbreviation for Customer information File. A customer information management fie of financialinstiutions.
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The traditional credit card payment scheme, known as the 4 Party Model involves
brands such as VISA, Mastercard, and JCB, and credit card companies that are
either called an issuer or an acquirer. Compared to the traditional scheme, the
new scheme is a 3 Party Model, in which a company issues a branded card and
possesses accounts. As a brand plays the role of the issuer, the structure of
players has changed. Please understand that not just the system, but also the
payment mechanism and scheme, have been replaced with new ones.
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Services provided by CAFIS in the new payment method (as required type)
» In case QR code/NFC is merely a payment interface and credit card payment or a bank payment is used as an

actual payment method, it is possible to use the payment infrastructure of CAFIS (already connected with
almost all card companies and banks).

Paymentservice Use of CAFIS payment infrastructure

User Merchant provlder < >
a =
AUFIS
Ac:tual payment Card company

|@ Prior registration

Users register their credit | method "‘
cards and bank accounts in :
advance Credit CAFIS BlueGate
card «—#* Card number :
|@ Usage payment keeping service
Users pay at stores —»] le—sd CAFIS
+Read QR codes at stores Online direct debit [ (Switching NW) Bank
using users' smartphone Bank reception GW
apps account !
+Read QR codes on users payment PN Real-time =
smartphones on store side payment GW

*» Touch payment via NFC
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As | explained a little earlier, the QR-code and NFC are only payment interfaces.
If a credit card or a bank account is actually used to make a payment, the
second-stage processing will be the same as the traditional method because we
are connected to almost every credit card company and bank, as CAFIS payment
infrastructure users.

From the users’ standpoint, they can use a smartphone instead of a traditional
magnetic card to make a payment. However, it is important to note that a

payment is processed in the same way as it would have been, had a credit or a
debit card been used.
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Services provided by CAFIS in the new payment method (recharge type)

« In case of using credit card payment and bank account payment as a recharge channel for balance at a
payment service provider, it is possible to use the payment infrastructure of CAFIS (already connected to all
card companies and banks).

Use of CAFIS’ payment

Payment service o infrastructure =
User Merchant  provider
e
8 u Recharge ( ‘ I*‘;t I s Cavdl company
: . - h__ _ A ey IIJ‘
1) Prior . /
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their credit cards / card +—— Pi.,c'J.rd number -— o
anKk / (eeping semnce
:I‘T\Jbur:]t in // paymem Approx. 200
advance 4 S _CAFIS
3 Unhine direct debit (Switching NV}
2 RRE:{:ZE;M | | EDL reception GW N Bank
amountto PSP's [© ] = account : 1
balance with payment Real-time payment

credit cards, bank

G\..'.'I
payments, cash

A\N
3 ch.;ge \'\\\ Recharge via ATM,

Payment from \ convenience store payment,
balance of PSP

Remittance ﬁgmittance from app user
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In addition, with a recharging type | explained earlier, the users can use our
service when they transfer a balance to a dedicated account.

For this reason, even when new payment methods emerge one after another, we
will still be in an advantageous position, mainly because we are connected to
most banks and financial institutions, which also makes our service economically
reasonable and preferred at the moment. However, we are not satisfied with the
status quo. We aim to provide new payment services, improving payment
convenience for the merchants and the consumers. | will explain this in the next
chapter.
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@Changes on merchants’ side

The next topic covers the changing needs of the merchants.
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Increasing need for payment service

(Explanation omitted)
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Increasing need for payment service

* In the past, acquirers were responsible for acquiring and managing merchants and for most of the added-values of merchant
handling.

* EC requires support for various payment methods including credit payment and convenience store payment. However,
coordination with multiple acquirers and development of systems considering security takes a lot of time and labor.

» Payment service providers (PSP) act as an agent providing such services and due to the recent expansion of online-to-
offline needs, use of tablet POS, etc., trouble for merchants are further increasing and the need for payment agent
(merchant agent function) is growing.

Current trend

PSS

A & y

Merchant agent
Function (payment agent)
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As | explained earlier, the traditional structure involved a brand company, an
acquirer, and an issuer. As diversified new payment methods emerge, not just the
issuer and acquirer, but a player called PSP that controls merchants as an agent,
will play key roles.

There is probably no need for a PSP to manage such payment methods in China.
This is because ALIPAY and WeChat are directly connected to merchants, and
there are not so many types of payment method. What makes it harder to do
business in Japan is the great number of payment services available, from credit
cards to multiple different types of electronic money. If a merchant has no
solution for accepting all of them and has to say, “We don’t accept this card” to a
consumer, the consumer will say “OK, | won’t buy this.”

For this reason, merchants need ways to accept a wide variety of payment
methods in Japan. For this reason, they need a PSP or an acquirer. If only one
new payment method could be developed overnight, neither a PSP nor our
switching network would be necessary. Given the possibility that diversified new
payment methods will continue to be required in the future, however, versatile
solutions are needed.

As | explained earlier, if a merchant does not address this issue in a flexible way
and is forced to say “We do not accept this card. Or that card, either,” consumers
will simply say, “OK, | will buy this at a different shop.” This is why merchants
need access to multiple payment methods and the terminals must therefore
support a wide range of payment methods. Therefore, a cloud-based solution like
ours--installing minimum software on the terminals and updating most of them at
the center--is required to support various payment methods on shop terminals in
a timely manner. We are now providing this solution, known as CAFIS Arch.
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Digitalization of purchase experience

(Explanation omitted)
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Digitalization of purchase experience
» Due to the expansion of smartphones, digitalization of consumers' overall purchase experience is taking shape.

* The payment services required amid the digital marketing trend are the ones that allow seamless access to payment to
enable purchase actions at any stage in the consumer’s purchasing experience.
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life store

Automated Eh notification based on Product search and payment Internalizing payment
ordering based through se¥-checkout functions enables
on purchase through APLs

variousaspects of
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Linking of payment
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Control of customerjourney T Web channdl T In case there was something customer/inventory data
mainly through apps "':‘:Pr:i;e'?::t‘::m — enables self-checkout
| g N : i Ll ;mwu".“m : ¥ and automatedordering
Daily Visit Purch ; :
: Compare | Deliver
life e Search Consult P Pay
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| will explain the digitalization of the purchase experience. As you know well, as a
result of the widespread use of smartphones, all activities before and after
payment, for example, considering what to buy based on purchase history and
comparing products, generally involve a smartphone. We are required to provide,
not just payment services but various other services as well. We must address
these needs to improve services to consumers and merchants.
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Changes to structure of merchant touch points

* |n the past, cash registers were provided by POS vendors, but as all the functions processed by hardware are taken over by '
software, conventional cash register functions and payment functions are shifting to full mobile, and changes in merchant

touch points are expected
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| NEC RW company provided via ' |
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provided by POS vendors and payment ®  Merchant touch points are contained in tablets with cash register and
terminals, etc. were provided by card payment functions and provided to digital merchant touch points
A 3 4 B Started to use apps for consumer touch points also, providing self-checkout
companies, payment service prowders B e 5 B
services, elc
{PSP} etc. 35
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As | explained earlier, the traditional flow contains a POS, a cash register, and a
payment terminal. However, when a smartphone works like a register and a
payment can be processed by different types of terminal, the inside of a shop
changes significantly. For this reason, we need to provide new terminals, new
payment methods, and new services. We will provide services related to
customer touch points, such as reward points and recommendations, in
connection with payment services.
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(®Changes on the financial institutions’ side

You probably often read magazine stories about changes to financial institutions.
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Trend of financial institutions shifting to Open-API

« Open-APl is a technology which enables secure data interchange with external companies.

« FinTech companies, etc. are expected to leverage bank systems as shared platform, develop/provide various
services, and implement open innovation in financial industry.

« Meanwhile, CAFIS has maintained standard I/F for financial institutions and provided multibank support
services for retailers, etc.

i Open-API ! CAFIS
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operations elerence system: balance inquirylcetail inquiry ATM deposit/withdrawal, etc.
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=Individual bank service : ’
= Multi-bank service 4
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As | explained before, there is a trend toward Open-API, which enables banks to
open an interface with an interbank system to use FinTech. For example, when |
buy something, you may think that | can transfer money from my account to the
account of Store A by using API. This is not impossible, but the question is
whether | do that every time | buy something.

With Open-API, the party conducting the transaction is a bank account holder
(individual or company) and the subject operations are a transfer operation and a
balance inquiry. We aim to provide an excellent service to bank account holders
and to support each bank separately. This service will be very effective in the
future.

With CAFIS, a consumer can shop, make a bank transfer, and make an ATM
deposit immediately through a store. What we think is important is that, once a
store connects a terminal to CAFIS, it links to all banks to provide the service; it is
easy to see how much of a transaction has been processed if trouble occurs. We
can offer such functions from the center. Each person prefers a different system,
depending on the purpose of use. As so many new methods of transferring
money electronically emerge, we think that these functions are still required for
shopping payments. We need to provide appropriate services because we
believe that this is our strength.
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CAFIS’ superiority in shifting to Open-API

+ In case multi-bank services including store payments are required with API, it will be necessary to connect
directly with each financial institution. Also, it will be necessary to consider organizing business rules and
liabilities, instead of just connecting.

<Cases of multi-bank service>

Open-API CAFIS

BANK BANK
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.....
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This shows that one connection to CAFIS is sufficient, as | explained before. For
Open-API, connections must be made to each bank individually. One
disadvantage of Open-APlI is that it requires twice the work when a transaction is
processed across banks. CAFIS requires one process only; all that has to be
done later is clearing. While it has advantages and disadvantages, we think that
CAFIS is very well suited to shopping.
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@Advancing security measures

(Explanation omitted)
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Increasing unauthorized use of credit transactions

* While creditcard transactions are increasing in accordance with expansion of EC and shift to cashless payment, the number of card
information leakage cases are increasing by unauthorized access targeting merchants with insufficient security. As a result, damages by
unauthorized use of stolen card information such as by counterfeit cards and spoofing are increasing every year.

Billion yen Amount of damages by unauthorized use of credit cards in Japan
35.0

m Counterfeit damages  ® Number theft damages = Other unauthorized use damages
(%1
300 4

250 +

—————————

Sudden decrease

200 -

15.0 +

100 +

2000 2003 2006 2009 2012 2013 2014 2015 2016 2017 2018 2

Source: Japan Consumer Cradit Association #1  “Number theft damages™ has been included in the statistics since 2014, Before that, it was included in “other unauthorized use damages.”
#2 For2018, statistics data for 6 months from January to June (11.5 billion yen) and expected value estimated from the same are shown
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With regard to security, as you may know, unauthorized use has increased rapidly.
Credit card companies are required to enhance the security of credit cards to
prevent card information leakage. Specifically, governments have implemented
measures, and international brands have established security standards for face-
to-face sales at stores and purchases on EC sites. To comply with these
standards, we need to work on various tasks.
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Actions taken by the government and international brands

« Suchincrease of unauthorized use is a pressing issue in the industry, and the government and international
brands are giving various instructions to issuers and acquirers to take measures to meet the situation.

Actions of the government Actions of international brands

Credit Transaction Security Council formulated an

Industrial organizations lead by international brands (EMVCo.(*1),

action plan for security measures in credit PCISSC(*2)) continuously require various security measures for face-
transactions, part of which is mandated by laws and to-face and non-face-to-face transactions.

regulations.

7. Three pillars of measures in Action Plan @ Security enhancement for face-to-face payments

* Ongoing revision of EMV specifications for IC card
communications
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The Japanese government has implemented countermeasures against the
unauthorized uses, as shown in this slide.




1.5 Example of growth strategy and efforts

| have explained the various backgrounds. While many new payment methods
have emerged, many people still use credit cards. Also, while front-side payment
methods have changed to QR-codes and NFC payments via smartphone,
normally, credit and debit cards are still used.

Next, | will explain the impact of these environmental changes and the actions we
will take to address it.
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Basic policy of CAFIS’ growth strategy

« We will create and provide new values for merchants and financial institutions while maintaining and

enhancing CAFIS' network values (conventional core business domain) that come from being connected with
the entities.

(A) Expansion of added value services for merchants
(B) Expansion of merchant agent functions
(C) Service provision meeting common needs of financial institutions

Direction of CAFIS’ growth strategy State of financial
State of merchants
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: afomriar et r services for
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ayment metheds and technology i
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Although we still need to make our service more popular, we are connected to
most Japanese financial institutions and a sizable number of merchants. In this
context, we must provide value-added services to merchants and expand the
functions as merchant agents to provide various services and process
transactions on behalf of the merchants. We have also seen a change in the
needs of financial institutions.

| have explained the changes from 1 to 4 (on the slide).




(A) Expansion of added value services for merchants “CAFIS Arch”

* In the past, payment terminals had applications installed inside, so when adding/deleting payment applications, they either
had to be sent back or an on-site technician had to be dispatched for maintenance.

» “CAFIS Arch” keeps payment applications at the “center”, and since maintenance is performed only at the center, it
immediately enables the use of new functions on the terminals. It provides highly added values to merchants by continuously
enhancing functions and expanding devices, supporting implementation of digital experience.

v Prowde new ;Jayment methods and added .ralue services continuously

Enhancement

of product v Guou balance bet wenn customer EYDEII(:‘H(_E cmrj ernplo\-ee enqauemenl at merchdn's bv digital |zat|ur‘ a’\d support for various devices
added value
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Next, | will show you what we do specifically. | introduced CAFIS Arch to expand
value-added services for merchants. A traditional payment terminal had an
application installed on it, which required maintenance personnel. Otherwise, the
terminal had to be sent back for maintenance each time a new payment
application was developed. We developed a cloud-based solution to centrally
install applications on the system. This allowed us to provide the new function to
merchants immediately, as soon as we finished updating at the center. One of the
advantages of this solution is that merchants can accept various payment
methods.

The cloud-based solution enables merchants to handle various devices. This is
one of the services we provide.

After having conversations with the merchants, we realized that it was very
important for them to address new payment methods quickly. We offer CAFIS
Arch as a service to solve this problem.
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(A) Expansion of added value services for merchants: “CAFIS Pitt”

* “CAFIS Pitt" is a “payment platform” for implementing smartphone payments using QR codes/NFC(*1).

* Provided as merchants’ exclusive wallet, it enables enhancement of customer touch points and merchants’ data usage.

* Moreover, through collaboration with marketing solutions such as CAFIS Explorer and the store-side platform CAFIS Arch, it
improves purchase experience of customers and their retention, contributing to the creation of payment opportunity itself.
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Next, | will introduce CAFIS Pitt, our service for QR-code or NFC payments on a
smartphone. We developed this solution for the front side, to accept consumer
payments using a smartphone instead of a card. A connection to CAFIS Pitt
enables consumers and merchants to use various payment methods using a
smartphone or card. This module is particularly designed for NFC and QR-code
payments on a smartphone.

CAFIS Pitt was introduced by Tokyu Corporation as a “.pay” platform in April 2018.
Also, there was an article in Nikkei on November 22" that large banks and others
are considering introducing the J-Debit payment solution to enable the use of QR
codes on a smartphone. This initiative has been led by the Japan Debit Card
Promotion Association, which has most Japanese banks as members. We are
also participating in the discussions with the association.

45



(A) Expansion of added value services for merchants: “support for overseas visitors and digital marketing”

» All services from customer transfer for visitors to Japan to product description in multi language, various overseas visitor
payments, tax exemption process, and cross-border EC after returning to a home country, are provided by CAFIS.

= Solutions combining payment and next-generation digital marketing are provided both for customers living in Japan and
overseas visitors respectively.
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We are also working on solutions to meet the needs of overseas visitors. We
provide a service that enables an overseas visitor to Japan to read a detailed
description of a product he or she is interested in in his or her own language at a
convenience store or a drugstore by holding a smartphone over the product
barcode. For example, a Chinese visitor can read the description in Chinese. This
is a service to stimulate payment, a stage prior to payment.

In addition, there is a tax-exemption process. An overseas visitor to Japan can
receive a refund for paid taxes. We also support procedures for tax exemption
and cross-border EC transactions after the visitor returns to his or her home
country.

Thus, we are considering the ways to improve the convenience of merchants and
consumers with our new service, as well as expanding services, starting with
payment.
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(B) Expansion of agent functions for merchants: code payment GW

+ We are planning to provide a service which allows connecting with multiple code payment providers collectively from the spring of 2019
for merchants who will connect with “code payment GW" provided by CAFIS when they introduce domestic/overseas code payments.
+ We plan to increase the number of code payment providers one by one, and to support various one-dimensional barcode/QR code
payments.
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Another agent function for merchants is a code payment, which was announced
in a press release at 3 p.m. today. Many new providers of smartphone payment
services have emerged. If they provide a random selection of services, our
merchants will be inconvenienced. The merchants are willing to accept the code-
payment methods of various providers, but find it difficult to access them
individually. To solve this issue, we have developed a code payment gateway and
will start the service in the spring of 2019.

Accordingly, we can identify providers of new smartphone payment services,
especially QR-code payment services, as our partners, making their non-cash
payments more popular than those of our competitors. However, we are not
satisfied with this position and will also aim to provide a new service ourselves.
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[Reference] code payment GW provision scheme

+ There are two provision schemes for the code payment GW services.

* Basically, overseas code payments service will be provided by “processing & comprehensive contract” scheme and domestic
code payments service will be provided by “processing” scheme. (Policies of each code payment provider will be followed.)

» NTTD will sign a comprehensive merchant contract » Relay GW will be provided to code payment
with a code payment provider. providers

» Relay GW will be provided to code payment providers.
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There are two types of code payment schemes. Under one scheme, NTT DATA,
as an acquirer, enables a merchant to use various codes, such as ALIPAY and
WeChat codes, processes transactions and information, and provides data to a
payment service provider. Under another scheme, a code payment provider
acquires merchants, and NTT DATA provides only the system.
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(C) Service provision meeting common needs of financial institutions

+ Compliance with security regulations inside/outside Japan, such as Action Plan of Credit Transaction Security Council,
international brands regulations and PCI DSS, is a common issue for credit card companies. NTT DATA will provide a joint-
use solution that meets those requirements to mitigate the burden of each credit card company, and will continue to work on

achieving a safe card payment environment.
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We support financial institutions, as shown in this slide. We provide a security
mechanism called CAFIS Brain that analyzes various data and detects fraud.
We provide a gateway service called CAFIS BlueGate to merchants.

These are the services of our domestic payment business. Many competitors and
new services have emerged. Based on what our merchants and consumers want,
however, we as a Japanese payment infrastructure aim to provide a wide range
of services. We are focusing on taking the services of other companies and
giving our services to them, with an open-minded attitude. In this business, such

measures are still very much needed.
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2. Global payment business

Next, | will briefly explain the global payment business.
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Global payment market

« APAC market is expected to continue to grow rapidly into a scale comparable to Western countries by 2025.
« In Asia, penetration rate of VISA/MasterCard, etc. is low, and various local payment methods are widely used.
=due to expansion of the payment market and co-existence of various payment methods, PSP's existence value

for merchants is increasing in more countries.
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Among various global regions, we focus on Asia. As you see, in the Asian market,
people use a wide variety of payment methods. It may be a slight exaggeration to
say that, in most Asian countries, banks issue more cards than credit card

companies do, and debit cards are used frequently. However, situations vary

country by country.
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Global payment service bases
» We will expand our payment services through capital and business tie-up with payment service providers of APAC

region.
 Currently, we have offices in 7 countries mainly in APAC, and in November 2018, we have agreed to welcome Atom,

a company providing e-commerce to India and advanced payment services for retailers, to join our Group.
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We have established joint ventures overseas, in Thailand, Malaysia, Hong Kong,
Vietnam, and Indonesia, to roll out business. As announced recently in a press
release, we have also formed a capital alliance with Atom Technologies in India to
provide payment services in that country too.
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Payment services area in APAC region

We are expanding our jointly used card processing services with NTT DATA Thailand acting as a key player.

Using the finesse of local payments and the coverage of entire ASEAN region as advantages, we are expanding PSP service to global EC providers. ‘
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The service-provision pattern in Asia is slightly different from the pattern in Japan.
While we provide a switching service in Japan, we play the role of a PSP for
merchants and offer terminals, instead of providing a switching network, in Asia,
where each country has one or two switching networks that tend to be controlled

by the national government or the

central bank.

53



PSP service policy

« We are working on PSP business for providing one-stop payment method to merchants of Asian countries as a

core business.

+ NTTD Hong Kong is providing a one-stop service including local payments in collaboration with each Group
company for clients’ global EC expansion.
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As | explained earlier, a PSP provides payment methods to a wide variety of
global EC companies. In addition, brick-and-mortar stores also receive services
from a PSP. In circumstances that require a PSP to support and organize various
types of payment method, we focus on PSP business in Asia. We partner with
VietUnion in Vietham and iPay88 in Malaysia.

54



Example of growth strategy and efforts

(Global payment business)

(Explanation omitted)
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Area deployment strategy

« China & APAC: payment services are provided mainly through M&A.
« US/EU/LATAM: payment services will be provided through alliance for the time being.
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As | explained earlier, we focus on Asian business now.
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020 X Value added (payment + a)

+ We will expand added value solutions for a seamless customer journey by extending from e-commerce to
brick-and-mortar store area (online-to-offline).
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In Asia, we have started a business to act as a PSP for EC sites and have

expanded it to brick-

and-mortar stores.
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| have explained what payment trends are like, how our payment schemes work
amid the latest moves, and how our services relate to each scheme.
| have come to the end of my presentation. Thank you.
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