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Re: AIFUL CORPORATION - Rule12g3-2(b) Washington, g
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Dear Sir / Madam:;

In order for us to comply with the requirements of Rule 12g3-2(b), we, AIFUL
CORPORATION (the “Company”), enclose herewith Exhibits 1 through 18, listed in
the attached sheet, which are English version, English translations, adequate
summaries and/or brief description in English of the documents which were
published by the Company in the period from January 1, 2008 to March 31, 2008 and
which are all the documents of the Company required to be furnished to SEC in
respect of such period under Rule 12g3-2(b).

We will continue to submit to you English versions, English translations, adequate
summaries and/or brief descriptions in English of the published documents of the

Company to the extent required under Rule 12g3-2(b).

Very truly yours,

PROCESSED
AIFUL CORPORATION

?7 JUL 112008

THOMSON REUTERS
'H’ —
. H e AT

Name: Tomomasa [to
Title: Chief of Investor Relations,

[nvestor Relations Office
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Exhibit 1.

Exhibit 2.

Exhibit 3.

Exhibit 4.

Exhibit 5.

Exhibit 6.

Exhibit 7.

Exhibit 8.

Attachments

List of material information made public in Japan

from January 1, 2008 to March 31, 2008

Descriptions

Corporate Governance Report dated January 1, 2008
(brief description in English)

Written Confirmation Regarding the Appropriateness
and Accuracy of the Semi—Annual Sacurities Report
dated January 8, 2008 (English translation)

Extraordinary Report dated February 13, 2008 (brief
description in English)

Amendment to Extraordinary Report dated February
14, 2008 (brief description in English)

Offering Circular dated February 13, 2008, related to
the lssuance of Series A through G Subordinated
Zero Convertible Bonds with Stock
Acquisition Rights Due 2010

Coupon

Amendment to the Shelf Registration Statement
dated February 13, 2008 (brief description in English)

Amendment to the Shelf Registration Statement
dated February 14, 2008 (brief description in English)

Securities Registration Statement dated February 13,
2008 as amended by Amendment to Securities
Registration Statement dated February 14, 2008
(brief description in English)

Exléigié Rllail Extraordinary Report dated February 28, 2008 (brief
Mail pProcesSid@scription in English)

Saction

L0 7008

Washington, DC
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Information )
Provided to

TSE/OSE

TSE/OSE

DKALFB
TSE/OSE

DKALFB
TSE/OSE

DKALFB
TSE/OSE
Public

DKALFB

TSE/OSE

DKALFB
TSE/OSE

DKALFB
TSE/OSE

DKALFB
TSE/OSE




Exhibit 10.

Exhibit 11.

Exhibit 12.

Exhibit 13.

Exhibit 14.

Exhibit 15.

Exhibit 16.

Exhibit 17.

Amendment to the Shelf Registration Statement
dated February 28, 2008 (brief description in English)

Summary of Business Results (Consolidated and
Non—-Consolidated) for the First Three Quarters of
the Fiscal Year Ending March 31, 2008, dated
January 30, 2008 (English translation)

Data book (Third Quarter Report for the fiscal vear
ending March, 2008) (English translation contained)

Press Release dated February 13, 2008, entitled
“AIFUL Announces Issuance of New Shares through
Third-party Allotment and Issuance of Euroyen
Series A through G Subordinated Zero Coupon
Convertible Bonds with Stock Acquisition Rights Due
2010 (tenkanshasaigata shinkabu yoyakuken—tsuki

shasa))” (partial English translation)

Press Release dated February 13, 2008,
entitted "AIFUL Adds Major Shareholder” (English

translation)

Press Release dated February 18, 2008, entitled
“AIFUL  Announces  Organizational  Changes,
Appointment and Changes in Responsibilities of
Executive Officers, and Personnel Transfers” (English

translation)

Press Release dated February 25, 2008, entitied
“AIFUL Announces Changes in Responsibilities of
Executive Officers and New Personnel Appointment”

(English translation)

Press Release dated February 28, 2008, entitled
“AIFUL Announces Change in Major Shareholder
upon Completion of New Share Issuance through

Third-party Allocation” (English translation)

DKALFB
TSE/OSE

TSE/OSE

Public

Public

Public

Public

Public

Public




Exhibit 18. Press Release dated February 29, 2008, entitled Public

“AIFUL Announces Completion of Payment for
Euroyen Series A through G Subordinated Zero
Coupon Convertible Bonds with Stock Acquisition
Rights Due 2010 (tenkanshasaigata shinkabu
yvoyakuken—tsuki shasal)” (English translation)

) “DKALFB” means Director-General of Kanto Local Finance Bureau.

“TSE” means Tokyo Stock Exchange.

“OSE"” means Osaka Securities Exchange.




[AIFUL CORPORATION]

[381-1 Takasago-cho, Gojo-Agaru,

Karasuma-Dori, Shimogyo-ku, Kyotol

June 27, 2008

File No. 8§2-4802

Securities and Exchange Commission
100 F Street, N.E.

Washington, D.C. 20549

Re: AIFUL CORPORATION
List of Documents, as amended, under Rule 12g3-2(b)
in connection with Exemption Application

Dear Sir / Madam:

We, AIFUL CORPORATION, refer to our letter dated December 8,
2006 submitted to the Securities and Exchange Commission based upon
Rule 12g-3-2(b) promulgated under the Securities Exchange Act of 1934, as
amended.

We hereby submit the revised and restated list of information
required under Rule 12g-3-2(b) set forth in the letter referred to above.

Such revisions to the list were required mainly due to (i) a change
of the name of the former “Securities and Exchange Law” to the “Financial
Instruments and Exchange Law” as of September 30, 2007, and (i) a
change in the numbering of the provisions of the applicable listing rules,
because the provisions of the former “Regulation on Timely Disclosure of
Corporate Information of Issuers of Listed Securities” of the Tokyo Stock
Exchange and the provisions of the similar rules of the Osaka Securities
Exchange were incorporated into the “Listing Rules” of the respective stock
exchanges as of November 1, 2007. The list of information below reflects
such changes.
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1)

2)

3)

4)

5)

6)

NAME OF REPORT OR
ANNOUNCEMENT

TIMING OF

PUBLICATION, FILING
QR DISTRIBUTION
ACCORDING TO LAW,
REGULATION OR

APPLICABLE RULE

SOURCE OF
PUBLICATION

REQUIREMENT

Annual Securities Report
(yukashoken houkokusho)
(including Audited
Consolidated and
Non-Consolidated Financial
Statements) and any
Amendment, thereto (in
Japanese)

Certification on the
Adequacy of Disclosure in
Annual Securities Report,
Quarterly Report and
Semi-Annual Securities
Report: and any Amendment
thereto (in Japanese)

Report on Internal Control
and any Amendment thereto
(in Japanese)

Quarterly Report and any
Amendment thereto {in
Japanese)

Semi-Annual Securities
Report (hanki houkokusho)
(including Consolidated and
Non-Consolidated Interim
Financial Statements) and
any Amendment thereto (in
Japanese)

Securities Registration
Statement {(yukashoken
todokedesho) and any
Amendment thereto (in
Japanese) (if any)

Within three months
after the end of fiscal
year ending March 31 of
each year

At the same time as the
Annual Securities
Report, Quarter Report
or Semi-Annual
Securities Report.

At the same time as the
Annual Securities Report,

Within forty five days
after the end of each
quarter

Within three months
after the end of the first
six months ending
September 30 of each
year

Prior to the offering or
sale of securities as
stipulated in FIEL

Articles 24, 24-2(1) and 25
of the Financial
Instruments and Exchange
Law of Japan (“FIEL")

Articles 24-4-2, 24-4-3(1),
24-4-8, 24-5-2 and 25 of
FIEL

Articles 24-4-4, 24-4-5(1)
and 25 of FIEL

Articles 24-4-7 and 25 of
FIEL

Articles 24-5(1), 24-5(5) and
25 of FIEL

Articles 4, 5, 7, and 25 of
FIEL
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7)

8)

9)

10

11

12)

A s

Shelf Registration Statement
and any Amendment thereto,

Supplemental Document(s)

thereto, and any Notification’

on Withdrawal of Shelf

Registration (in Japanese) (f

any)

Extraordinary Report and

any Amendment thereto (in

Japanese) (if any)

Registration of Take-Over
Bid (kokaikaitsuke
todokedesho) and any
Amendment thereto (in
Japanese) (if any)

Opinion Statement Report
Concerning Take-Over Bid
(iken hyomei houkokusho)

and any Amendment. thereto

(in Japanese) (if any)

Answer Statement Report
Concerning Take-Over Bid
(tar shitsumon kaitou
houkokusho) and any
Amendment thereto (in
Japanese) (if any)

Report Concerning
Take-Over Bid

(kokaikaitsuke houkokusho)
and any Amendment thereto

(in Japanese)} Gif any)

Prior to the offering or
sale of securities as
stipulated in FIEL

Without delay after an
occurrence of any of
certain events designated
in FIEL

Prior to such take-over
bid

Within ten business days
after the public
announcement of
commencing such
take-over bid

Within five business days
after receiving the
Opinion Statement
Report Concerning
Take-Over Bid setting
out questions to the
bidder

Promptly after
completion of such
take-over bid

Articles 23-3, 23-4, 23-7,
23-8 and 25 of FIEL

Articles 24-5(4), 24-5(5) and

25 of FIEL

Articles 27-3, 27-8, 27-14
and 27-22-2 (2) of FIEL

Articles 27-10 and 27-14 of
FIEL

Articles 27-10 and 27-14 of
FIEL

Articles 27-13 and 27-14 of
FIEL
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13) Report on Purchase of the
Company’s Own Stock
(jikokabuken kaitsuke
Joukyo houkokusho) and any
Amendment thereto (in

Japanese) (if any)

14) Report on Bulk Holding
(tairyo hoyu houkokusho)
and Change of Status
Report; and any Amendment.

thereto (in Japanese) (if any)

Year-End Financial
Statements (Consolidated
and Non-Consolidated)
(kessan tanshin) (in
Japanese)

15)

If a resolution concerning Articles 24-6 and 25 of
purchase of the FIEL
Company's Own Stock is
adopted at a general
meeting of shareholders
or a meeting of the board
of directors, the status of
such purchase shall be
reported every month
from the month in which
such resolution is
adopted to a month
which shall be
determined by a general
meeting of shareholders
or a meeting of the board
of directors as required
by the Company Law of
Japan (the “Company
Law"), by the 15th day of
the month following each
such month

Within five business days Articles 27-23, 27-25, 27-28
after the Company has and 27-29 of FIEL
obtained more than five

percent. of shares

(including certificates of

stock acquisition rights,

bonds with stock

acquisition rights, stock

depositary receipts or

other certain securities

with a right, option or

warrant to obtain such

shares) of any listing

company, and within five

business days after the

percentage of such

shares has increasaed or

decreased by more than

one percent,

Article 404(1) of the Listing
Rules of the Tokyo Stock
Exchange (the “Listing
Rules”), and similar rules of
the Osaka Securities
Exchange

Promptly after the
settlement of financial
results
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16)

18)

19)

20)

21)
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Interim Financial
Statements (Consolidated
and Non-Consolidated)
(chukan kessan tanshin) (in
Japanese)

First/Third Quarter
Business Results
(Consolidated and
Non-Consolidated)

Written Oath Regarding
Timely Disclosure and its
attachment

Corporate Governance
Report and any Amendment,
thereto(in Japanese) (if any)

Written Confirmation
Regarding the
Appropriateness and
Accuracy of the Annual
Securities Report, Etc.

Improvement Report (kaizen
houkokusho) and Report on
Status of Improvement,
{kaizen joukyou houkokusho)
(in Japanese) (if any)

Promptly after the
settlement of interim
financial results

Promptly after the
settlement of financial
results of the first/third
quarter

Promptly after change of
the representative of the
Company or expiration of
five-year period after the
previous filing of the
Written Oath Regarding
Timely Disclosure as
stipulated in the Listing
Rules, and similar rules
of the Osaka Securities
Exchange

Without delay after an
occurrence of any of the
certain events designated
in the Listing Rules

Without delay after the
Company files its Annual
Securtties Report and its
Semi-Annual Securities
Report as stipulated in
the Listing Rules, and
similar rules of the
Osaka Securities
Exchange

Promptly after being
requested by the relevant
stock exchanges

Article 404(1) of the Listing
Rules, and similar rules of
the Osaka Securities
Exchange

Article 404(2) of the Listing
Rules. and similar rules of
the Osaka Securities
Exchange

Article 418 of the Listing
Rules and similar rules of
the Osaka Securities
Exchange

Article 419 of the Listing
Rules, and similar rules of
the Osaka Securities
Exchange

Article 421 of the Listing
Rules, and similar rules of
the Osaka Securities
Exchange

Articles 502 and 503 of the
Listing Rules and similar
rules of the Osaka Stock
Exchanges
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22)

23)

24)

25)

26)

28)

29)

Commercial Register
(administered by Legal
Affairs Bureau and
containing information such
as trade name, business
purposes, number of
authorized shares, location
of head office and branch
offices, particulars and
number of each class of
issued shares, amount of
capital and names of
representative directors,
directors and statutory
auditors) (in Japanese)

Convocation Notice of
(Ordinary or Extraordinary)
General Meeting of
Shareholders, including
Financial Statements and
Operating Information (in
Japanese)

Notice of Resolutions of
General Meeting of
Shareholders, including
Report of Dividend (in
Japanese)

Statutory Notices to
Shareholders {(other than 23
above) (in Japanese) (if any)

Voluntary Notices to
Shareholders (in Japancse)
(if any)

Statutory Public Notices (in
Japanese) (if any)

Voluntary Public Notices (in
Japanese) Gf any)

Internet Website:
http:/iwww aiful.cojp/ (in
Japanese and English)

Any change to the
registered information is
generally required to be
registered within two
weeks from the dare of
such change

Two weeks prior tc the
meeting

None

At such time as required
by the Company Law

None

At such time as required
by FIEL or the Company
Law

None

None

Articles 911 and 915 of the
Company Law

Articles 299, 301, (302, if an
electronic voting system is
adopted) and 437 of the
Company Law

None

The Company Law

None

FIEL or the Company Law

None

None
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30)

31)

32)

33)

34)

35)

36)

B e e i el

Annual Business Report to
Shareholders (including
Annual Financial
Statements) (in Japanese)

Semi-Annual Business
Report, to Shareholders
(including Semi-Annual
Financial Statements) (in
Japanese) (if any)

Annual Report (in English)
(if any)

Data Book on the Company
(n English) Gf any)

Articles of ITncorporation (in
Japanese)

Minutes of shareholders’
meeting (to be made
available for inspection by
security holders and
creditors in accordance with
the Company Law at the
Company’s head office and
branch offices)

Announcements and press
releases material to an
investment, decision (in
Japanese or English) (if any)

Notice in relation to material
issues which can
significantly impact an
investor's decision with
respect. to the Company (in
Japanese) (if any)

None

None

None

Quarterly basis

Immediately after the
amendment of the
Articles of Incorporation

For ten years at the
Company’s head office
(and for five years at the
branch offices, if
applicable)} from the date
of such meeting

None

At such time as
stipulated in the Listing
Rules, and similar rules
of the Osaka Securities
Exchange

None

None

None

None

Article 420 of the Listing
Rules, and similar rules of
the Osaka Securities
Exchange

Article 318 of the Company
Law

None

The Listing Rules, and
similar rules of the Osaka
Securities Exchange
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In the event of any questions or requests for additional information please
do not hesitate to contact our United States counsel, Theodore A. Paradise
of Davis Polk & Wardwell, [zuma Garden Tower 33F, 1-6-1 Roppongi
Minato-ku, Tokyo 106-6033, Japan, telephone (81-3-5561-4421), facsimile
(81-3-5561-4425).

Very truly yours,

ATFUL CORPORATION

By ,ﬁ(ﬁ%{ 77"{[}1—«

Name: Tomomasa Ito
Title: Chief of Investor Relations,
Investor Relations Office




(Brief Description in English)

Corporate Governance Report dated January 1, 2008

Under the Listing Rules of the Tokyo Stock Exchange, Inc. (the “TSE”) and the similar
rules of the Osaka Securities Exchange (the “OSE”), AIFUL CORPORATION (the
“Company”) is required to file a Corporate Governance Report with the TSE and the
OSE. The Corporate Governance Report filed by the Company shall be made public by
the TSE and the OSE under the applicable rules and regulations of each stock exchange.

The information contained in the above-referenced Corporate Governance Report
includes, infer alia, information concerning the corporate governance of the Company,
such as its major shareholders, management, policies applicable to its stakeholders and
the frameworks of its corporate governance and internal control system.




(Translation)

Written Confirmation Regarding
the Appropriateness and Accuracy of the Semi-Annual Securities Report
January 8, 2008

To: Mr. Taizo Nishimuro
President & CEO
Tokyo Stock Exchange, Inc.

Address of Main Office:  Kyoto

Company Name: AIFUL CORPORATION [Seal]

(Securities Code: 8515,
1st Section, Tokyo Stock Exchange)

Name (Signature) and
Title of Representative: (Signature of Mr. Yoshitaka Fukuda)

President and Chief Executive Officer

[Seal]

I, Yoshitaka Fukuda, President and Chief Executive Officer of AIFUL CORPORATION
(the “Company™), acknowledge that, as of the filing of the Semi-Annual Securities Report for
the interim financial period (April 1, 2007 to September 30, 2007) of the 31st business year
(from April 1, 2007 to March 31, 2008) of the Company, there is no false statement in the
relevant Semi-Annual Securities Report.

The reason for such acknowledgement is as follows:

I have confirmed that the following internal system and procedures of the Company
regarding the statement included in, and the preparation of, the Semi-Annual Securities
Report is operating properly.

1. A meeting of the Board of Directors is held once a month and the matters stipulated
in the laws and regulations and the important matters regarding the management are
determined, and the status of execution of business is supervised and the financial
condition and the results of operations are reported.

2. The system that the Inspection Department, an internal audit department, audits the
status of performance of business of each of the departments and divisions and the




affiliated companies and reports to the President and Directors, etc. about the result
of audit from time to time has been established and is operating.

. The system that the Accounting Department, as the main controlling department for
the compilation of the Semi-Annual Securities Report, prepares the Annual
Securities Report based on the information provided by each of the related
departments and divisions and the affiliated companies and each of the related
departments and divisions and the affiliated ¢companies reconfirm the information
described in the Semi-Annual Securities Report has been established, and the result
of reconfirmation is reported properly.

. The Board of Statutory Auditors confirms that the internal business procedures of

the Company are made properly.

- End of Document -




(Translation)

Written Confirmation Regarding
the Appropriateness and Accuracy of the Semi-Annual Securities Report
January 8, 2008

To: Mr. Michio Yoneda
President & CEQO

Osaka Securities Exchange Co., Ltd.

Address of Main Office:  Kyoto

Company Name: AIFUL CORPORATION [Seal]

(Securities Code: 8515,
Ist  Section, Osaka  Securities
Exchange)

Name (Signature) and
Title of Representative: (Signature of Mr. Yoshitaka Fukuda)

President and Chief Executive Officer

[Seal]

I, Yoshitaka Fukuda, President and Chief Executive Officer of AIFUL CORPORATION
(the “Company™), acknowledge that, as of the filing of the Semi-Annual Securities Report for
the interim financial period (April 1, 2007 to September 30, 2007) of the 31st business year
(from April 1, 2007 to March 31, 2008) of the Company, there is no false statement in the
relevant Semi-Annual Securities Report.

The reason for such acknowledgement is as follows:

I have confirmed that the following internal system and procedures of the Company
regarding the statement included in, and the preparation of, the Semi-Annual Securities
Report is operating properly.

1. A meeting of the Board of Directors is held orce a month and the matters stipulated
in the laws and regulations and the important matters regarding the management are
determined, and the status of execution of business is supervised and the financial
condition and the results of operations are reported.

2. The system that the Inspection Department, an internal audit department, audits the




status of performance of business of each of the departments and divisions and the
affiliated companies and reports to the President and Directors, etc. about the result

of audit from time to time has been established and is operating.

. The system that the Accounting Department, as the main controlling department for
the compilation of the Semi-Annual Securities Report, prepares the Semi-Annual
Securities Report based on the information provided by each of the related
departments and divisions and the affiliated companies and each of the related
departments and divisions and the affiliated companies reconfirm the information
described in the Semi-Annual Securities Report has been established, and the result
of reconfirmation is reported properly.

. The Board of Statutory Auditors confirms that the internal business procedures of
the Company are made properly.

- End of Document -



(Brief Description in English)

February 13, 2008

Extraordinary Report

The Extraordinary Report dated February 13, 2008 (the “Extraordinary Report™) was filed in
connection with the issuance of the euroyen series A through G subordinated zero coupon
convertible bonds with stock acquisition rights due 2010 by AIFUL Corporation (the
“Company”) in foreign markets (excluding the United States).

Under the Financial Instruments and Exchange Law, the Extraordinary Report is required to
be, and was, filed with the Director-General of the Kanto Local Finance Bureau of the
Ministry of Finance of Japan.

The information contained in the Extraordinary Report which is material to an investment
decision is substantially contained in the Offering Circular (Exhibit 5) as well as the press
release dated February 13, 2008, entitled “AIFUL Announces Issuance of New Shares through
Third-party Allotment and Issuance of Euroyen Series A through G Subordinated Zero
Coupon Convertible Bonds with Stock Acquisition Rights Due 2010 (tenkanshasaigata
shinkabu yoyakuken-tsuki shasai)” (partial English translation) (Exhibit 13).




(Brief Description in English)

February 14, 2008

Amendment to Extraordinary Report

The Amendment to the Extraordinary Report dated February 13, 2008 (the “Amendment™)
was filed on February 14, 2008 in order to submit the Offering Circular (attached as Exhibit
5) in connection with the issuance of the euroyen series A through G subordinated zero
coupon convertible bonds with stock acquisition rights due 2010 by AIFUL Corporation (the

“Company’™).

Under the Financial Instruments and Exchange Law, the Amendment is required to be, and
was, filed with the Director-General of the Kanto Local Finance Bureau of the Ministry of
Finance of Japan.




OFFERING CIRCULAR

WAIFUL CORPORATION

AIFUL CORPORATION
{incorporated with limited liability under the laws of Japan)
¥10,000,000,000 Series A Subordinated Zero Coupon Convertible Bonds due 2010
¥10,000,000,000 Series B Subordinated Zero Coupon Convertible Bonds due 2010
¥10,000,000,000 Series C Subordinated Zero Coupon Convertible Bonds due 2010
¥10,000,000,000 Series D Subordinated Zero Coupon Convertible Bonds due 2010
¥10,000,000,000 Series E Subordinated Zero Coupon Convertible Bonds due 2010
¥10,000,000,000 Series F Subordinated Zero Coupon Convertible Bonds due 2010
¥10,000,000,000 Series G Subordinated Zero Coupon Convertible Bonds due 2010

OFFER PRICE PER SERIES: 100.0 PERCENT.

The ¥10,000,000,000 Series A Subordinated Zero Coupon Convertible Bonds due 2010 (the “Series A Bonds”), the
¥10,000,000,000 Series B Subordinated Zero Coupon Convertible Bonds due 2010 (the “Serics B Bonds”), the ¥10,000,000,000
Series C Subordinated Zero Coupon Cenvertible Bonds due 2010 (the “Series C Bonds™), the ¥10,000,000,000 Series D
Subordinated Zero Coupon Convertible Bonds due 2010 (the “Series D Bonds™), the ¥10,000,000,000 Series E Subordinated Zero
Coupon Convertible Bonds due 2010 (the “Series E Bonds™), the ¥10,000,000,000 Series F Subordinated Zero Coupon Convertible
Bonds due 2010 (the “Series F Bonds™) and the ¥10,000,000,000 Series G Subordinated Zero Coupon Convertible Bonds due 2010
(the “Series G Bonds") (each being bonds with stock acquisition rights, tenkanshasaigata shinkabu yoyakuken-tsuki shasai) (cach a
“Series” and, together, the “Subordinated Convertible Bonds”, which term shall, unless the context requires otherwise, include Stock
Acquisition Rights (as defined below) incorporated in each Subordinated Convertible Bond) of Aiful Corporation (the “Company™)
will be issued in registered form in the denomination of ¥5,000,000 each with a stock acquisition right (shinkabu yoyakuken) (the
“Stock Acquisition Right”, and collectively, the “Stock Acquisition Rights™) exercisable on and after March 10, 2008 up to, and
including, February 27, 2010 unless the relevant Subordinated Convertible Bond has been previously accelerated (as provided in the
terms and conditions of each relevant Series of Subordinated Convertible Bonds (the “Conditions™)), and entitling the holder to
acquire fully-paid and non-assessable shares of common stock of the Company (the “Shares™) at an Initial Conversion Price (as
defined in the Conditions), subject to adjustment and reset in certain circumstances as set out herein, of ¥1,966 per Share. The
closing price of the Shares on February 12, 2008, as reported by Tokyo Stock Exchange, Inc. (the “Tokyo Stock Exchange™), was
¥1,966 per Share.

Each Series of Subordinated Convertible Bonds constitutes a separate eries and no Series shall be fungible with any other
Series. Unless otherwise specified, references herein to the Conditions are to th2 Conditions applicable to each Series separately.

The Company may, al ils option, sequentially according to Serjes, acquire all, but not some only, of one or two Series af a
time of the Subordinated Convertible Bonds at any time from (and including} July 14, 2008 up te (and including) February 25, 2010
in exchange for the Relevant Property (as defined herein). The Company may also be required in certain other circumstances (as
described in Conditions 7.2.3 and 7.2.4 of each Series) to acquire all the Series of Subordinated Convertible Bonds outstanding. In
the event that the Subordinated Convertible Bonds have not otherwise been acquired, the Company, shall, subject to certain
conditions, acquire all Series of Subordinated Convertible Bonds remaining outstanding on February 26, 2010 in exchange for the
Relevant Property.

Upon a Subordination Event (as defined hetein) the Subordinated Convertible Bonds will constitute subordinated obligations
of the Company. The Subordinated Convertible Bonds are not subject to events of default that would otherwise provide the holders
thereof the right to accelerale the repayment prior (o any such Subordination Event.

Unless the Subordinated Convertible Bonds have previously been acquired and cancelled or accelerated, and unless the Stock
Acquisition Rights incorporated therein have previously been exercised, the Company will redeem the Suberdinated Convertible
Bonds at 100% of their principal amount on March 1, 2010.

Payments of principal, premium {if any) and any other amount due in rzspect of the Subordinated Convertible Bonds will be
made without withholding or deduction for or on account of Japanese taxes to the extent set out herein (see “Terms and Cenditions
of the Subordinated Convertible Bonds—Condition 9—Taxation"").

Each Series will initially be represented by a global certificate (2ach a “Global Bond Certificate™) evidencing the
Subordinated Convertible Bonds of the relevant Series in registered form deposited with and registered in the name of, or a nominee
for, a common depositary for each of Euroclear Bank S.A/N.V. (“Euroclear”) and Clearstream Banking, société anonyme
(“Clearstream, Luxembourg™ on or about February 29, 2008 (the *Closing Date”) for the accounts of their respective
accountholders. Global Bond Certificates will be delivered through the facilities of Euroclear and Clearstream, Luxembourg on or
about the Closing Date.

This Offering Circular does not constitute an offer of, or the solicitation of an offer to buy or subscribe for, the Subordinated
Convertible Bonds or the Shares issuable upon exercise of the Stock Acquisition Rights in any jurisdiction. In particular, the
Subordinated Convertible Bonds and the Shares issuable upon exercise of the Stock Acquisition Rights have not been, and will not
be, registered under the U.S. Securities Act of 1933, as amended (the “Securities Act”) and, may not be offered or sold within the
United States or Lo, or for the account of, 1.S. persons (as defined in Regulation S of the Securities Act {*Regulation §™)).

See “Risk Factors™ to read about certain factors that should be considered in connection with the Subordinated
Convertible Bonds.

Nomura International
The date of this document is February 13, 2008.



The Company, having made all reasonable enquiries, confirms that this Offering Circular contains all
information with respect to the Company, the Company's consolidated subsidiaries, the Subordinated
Convertible Bonds and the Shares which is material in the context of the issue of the Subordinated Convertible
Bonds, the statements contained in it relating to the Company and AIFUL are in every material particular true
and accurate and not misleading, the opinions and intentions expressed in this Offering Circular with regard to
the Company and AIFUL are honestly held, have been reached after considering all relevant circumstances and
are based on reasonable assumptions, there are no other facts in relation to the Company, AIFUL, the
Subordinated Convertible Bonds or the Shares the omission of which would, in the context of the issue of the
Subordinated Convertible Bonds, make any statement in this Offering Circular misleading in any material
respect and all reasonable enquiries have been made by the Company to ascertain such facts and to verify the
accuracy of all such information and statements,

In this Offering Circular, unless otherwise specified or the context requires, references to “AIFUL” are to
the Company and its consolidated subsidiaries taken as a whole.

Unless otherwise stated or the context requires, the description of the Company's business and financial
information relating to AIFUL contained herein are given on a consolidated basis.

This Offering Circular does not constitute an offer of, or an invitation by or on behalf of the Company or the
Manager {as defined in “Subscription and Sale”) to subscribe for, or purchase, any of the Subordinated
Convertible Bonds or the Shares issuable upon exercise of the Stock Acquisition Rights. The distribution of this
Offering Circular and the issue of the Subordinated Convertible Bonds and the Shares issuable upon exercise of
the Stock Acquisition Rights in certain jurisdictions may be restricted by law. Persons into whose possession this
Offering Circular comes are required by the Company and the Manager to inform themselves about and to
observe any such restrictions. For a description of certain further restrictions on the sale of the Subordinated
Convertible Bonds and the Shares issuable upon exercise of the Stock Acquisition Rights and distribution of this
Offering Circular, see “Subscription and Sale”.

No person is authorized to give any information or to make any representation not contained in this
Offering Circular and any information or representation not so contained must not be relied upon as having been
authorized by or on behalf of the Company or the Manager. The delivery of this Offering Circular at any time
does not imply that the information contained herein is correct as at any time subsequent to its date.

The Subordinated Convertible Bonds and the Shares issuable upon exercise of the Stock Acquisition Rights
are only being sold outside the United States to non-U.S. persons in reliance on Regulation S. The Subordinated
Convertible Bonds to be issued have not been and will not be registered under the Financial Instruments and
Exchange Law of Japan, as amended (the “FIEL").

Under the Company Law of Japan (the “Company Law"), the Company may issue new Shares to a
Bondholder (as defined in the Conditions of each Series) and/or transfer Shares that it holds as treasury stock to
a Bondholder, in each case upon exercise of a Stock Acquisition Right. Accordingly, unless otherwise specified
or the context requires, references in this Offering Circular to the issuance of Shares shall be read as including
both the issuance of new Shares and the transfer of Shares held by the Company as treasury stock and the words
“issue”, “issued” and “issuable” shall be construed accordingly. In addition, references to the word “"acquired”
used in conjunction with the Shares shall be read as including both the words “issued” and “transferred”, and

the word “acquisition” shall be construed accordingly.

" ou

Unless otherwise specified or the context requires, references to “dollars”, “U.S. dollars™, “U.8.8" and
“$" are to United States dollars, “€" are to the lawful currency of those members of the European Union which
are participating in the European Economic and Monetary Union pursuant to the Treaty on European Union and
“yen" and “¥ are to Japanese yen.

The Company’s fiscal year end is March 31. The Company's consolidated financial statemenis are prepared
in accordance with accounting principles generally accepted in Japan ("Japanese GAAP”), which differ in
certain respects from accounting principles generally accepted in certain other countries. Potential investors
should consult their own professional advisers for an understanding of the difference between Japanese GAAP
and International Financial Reporting Standards { “IFRS"), or generally accepted accounting principles in other
Jurisdictions and an understanding of how those differences might affect the financial information contained
herein.

In accordance with applicable Japanese legal requirements, for each fiscal vear, the Company prepares
audited annual consolidated and non-consoclidated financial statements and unaudited semi-annual consolidated
and non-consolidated financial statements, all in accordance with Japanese GAAP. The following financial
statemenis are contained in this Offering Circular: the audited consolidated and non-consolidated financial
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statements as of, and for the years ended, March 31, 2005, 2006 and 2007 and the unaudited consolidated and
non-consolidated financial statements as of, and for the six months ended, September 30, 2006 and 2007,

Except as otherwise indicated, all information with respect to the financial information of the Company or
AIFUL presented in this Offering Circular is presented on a consolidated basis.

In this Offering Circular, where information is presented in millions or billions of yen, amounts of less than
one million or one billion, as the case may be, have been rounded or truncated. All percentages have been
rounded to the nearest per cent., one-tenth of 1% or one-hundredth of 1%, as the case may be. In some cases,
figures presented in tables in this Offering Circular may not total due to rounding or truncating.

Many of the statements included in this Offering Circular contain forward-looking statements and
information identified by the use of terminology such as “amicipate”, “believe”, "estimate”, “expect”,
“intend”, "may", "might”, “plan”, “project”, “will” or similar phrases. The Company bases these statements
on beliefs as well as assumptions made using information currvently available to the Company. As these
statements reflect the Company's current views concerning future events, these statements involve risks,
uncertainties and assumptions. The Company’s or AIFUL's actual future performance could differ marerially
from these forward-looking statements. Important factors that could cause actual resuits to differ from the
Company's expectations include those risks identified in “Risk Factors” and the factors discussed in
"Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Business"”, as
well as other matters not yet known to the Company or not currently considered material by the Company.

The Company does not underiake to review or revise this Offering Circular or any forward-looking
statements contained in this Offering Circular to reflect future events or circumstances. The Company cautions
readers not to place undue reliance on these forward-looking statements. All written and oral forward-looking
statements attributable to the Company or persons acting on the Company’s behalf are gqualified in their entirety
by these cautionary statements.
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SUMMARY INFORMATION

The following summary is qualified in its entirety by, and is subject to, the detailed information contained or
referred 1o elsewhere in this Offering Circular. For a discussion of certain matters that should be considered in
evaluating the Subordinated Convertible Bonds, see “Risk Factors”. Unless otherwise indicated or unless the
context requires otherwise, all references in this Offering Circular to the “Company” are to AIFUL Corporation
and all references to “"AIFUL" are to AIFUL Corporation and its consolidated subsidiaries as a whole.

AIFUL

In 1967, President Yoshitaka Fukuda founded the Company’s predecessor in Kyoto to provide loans to
individuals. The firm was incorporated as Marutaka Co., Ltd. (“Marutaka”) in 1978, and began serving the Kita-
Kyushu and Kyoto areas of Japan. In 1982, Marutaka changed its name to AIFUL Corporation and the Company
has since expanded its activitzes throughout Japan.

AIFUL currently holds a leading position in the Japanese consumer finance market with ¥2,160 billion in
outstanding loans and receivables, 3.3 million outstanding loan acc:ounts, 14.5 million credit card accounts and
365,000 per-item shopping loan accounts as of September 30, 2007, in each case including off-balance sheet
loans and receivables.

AIFUL’s core business is its loan business, which comptises unsecured and, to a lesser extent, secured
loans to individuals and small business owners. AIFUL also engages in the credit card business {(including credit
card shopping loans and cashing loans), the per-item shopping loan business and the loan guarantee business.
AIFUL ranked among the top Japanese consumer finance companies in terms of operating revenues for the year
ended March 31, 2007. As of March 31, 2007, the Company was one of the largest lenders in the Japanese
consumer finance industry in terms of total loans outstanding. AIFUL seeks to become a diversified retail
financial services institution and expand its position in the Japanese consumer finance market.

AIFUL engages in the consumer finance business primarily through the Company. In additien, Life Co.,
Ltd. (“Life”), acquired by the Company in 2001, engages in the credit card shopping loan business, the per-item
shopping loan business, the credit card cashing loan business and th= loan guarantee business.




Securities

Issue Price
Offer Price
Closing Date
Delivery

Form

Listing
Lock-up

The Offering

JPY10,000,000,000 in principal amount of Series A Subordinated
Zero Coupon Convertible Bonds due 2010 (bonds with stock
acquisition rights, (tenkanshasaigata shinkabu yoyakuken-tsuki
shasai) (the “Series A Bonds™).

JPY'10,060,000,000 in principal amount of Series B Subordinated
Zero Coupon Convertible Bonds due 2010 (bonds with stock
acquisition rights, (tenkanshasaigata shinkabu yoyakuken-tsuki
shasai) (the “Series B Bonds™).

JPY10,000,000,000 in principal amount of Series C Subordinated
Zero Coupon Convertible Bonds due 2010 (bonds with stock
acquisition rights, (tenkanshasaigata shinkabu yoyakuken-tsuki
shasai) (the “Series C Bonds™).

JPY10,000,000,000 in principal amount of Series D Subordinated
Zero Coupon Convertible Bonds due 2010 (bonds with stock
acquisition rights, (tenkanshasaigata shinkabu yoyakuken-tsuki
shasai) (the “Series D Bonds™).

TPY10,000,000,000 in principal amount of Series E Subordinated
Zero Coupon Convertible Bonds due 2010 (bonds with stock
acquisition rights, (tenkanshasaigata shinkabu yovakuken-tsuki
shasai) (the “Series E Bonds™).

JPY10,000,000,000 in principal amount of Series F Subordinated
Zero Coupon Convertible Bonds due 2010 (bonds with stock
acquisition rights, (temkanshasaigata shinkabu yoyakuken-rsuki
shasai) (the “Series F Bonds™).

JPY10,000,000,000 in principal amount of Series G Subordinated
Zero Coupon Convertible Bonds due 2010 (bonds with stock
acquisition rights, (tenkanshasaigata shinkabu yovakuken-tsuki
shasai) (the “Series G Bonds™).

100.0%
100.0%
On or about February 29, 2008.

It is expected that the Global Certificates will be deposited with, and
registered in the name of, a nominee of a common depositary for
Euroclear and Clearstream, Luxembourg on or about the Closing
Date.

The Subordinated Convertible Bonds are issued in registered form.
Each Series of Subordinated Convertible Bonds will be evidenced by
a Global Bond Certificate. Definitive Bond certificates will only be
available in certain limited circumstances. See “Summary of
Provisions Relating to the Subordinated Convertible Bonds While in
Global Form™.

The Subordinated Convertible Bonds will not be listed.

In connection with the issue of the Subordinated Convertible Bonds,
the Company has agreed not to, and also not to direct any entities or
any persons acting at the direction of the Company to, (i) issue, offer,
pledge, lend, sell, contract to sell, sell any option or contract to
purchase, purchase any option or contract to sell, grant any option,
right or warrant (including stock acquisition rights) to purchase, make
any short sale or otherwise transfer or dispose of, directly or
indirectly, any Shares or any other capital stock of the Company or




Use of Proceeds

Issuance of Shares

any securities convertible into or exercisable or exchangeable for, or
that represent the right to receive, Shares or any other capital stock of
the Company or (ii) enter into any derivative transaction or any other
transaction that transfers, in whole or in part, directly or indirectly,
ownership (or any economic consequences thereof) of Shares or any
other capital stock of the Company, in each case, for a period
beginning on the date of the Subscription Agreement (as defined in
“Subscription and Sale™) and ending on the date 180 calendar days
after the Closing Date without the prior written consent of the
Manager, other than (a) the issue and sale by the Company of the
Subordinated Convertible Bonds or the issue or transfer of Shares
upon exercise of the Stock Acquisition Rights, (b) the sale of Shares
by the Company to any holder of Shares constituting less than one
unit for the purpose of making such holder’s holding, when added to
the Shares held by such holder, constitute one full unit of Shares,
(c) the issue of Shares by the Company as a result of any stock split,
and (d) any other issue or sale of Shares required by applicable
Japanese laws and regulations.

In connection with the issue of the Subordinated Convertible Bonds
and Exchangeable Bonds, each of Mr. Yoshitaka Fukuda and
Yamakatsu Co., Ltd. has agreed not to, and not to permit any entities
or any persons acting at their direction to, (i) offer, pledge, issue, sell,
contract to sell, sell any option or contract to purchase, purchase any
option or contract to sell, grant any option, right or warrant (incleding
stock acquisition rights) to purchase, make any short sale or otherwise
transfer or dispose of, directly or indirectly, shares of common stock
of the Company held by him or by it, as the case may be, or any
securities convertible into or exercisable or exchangeable for, or that
represent the right to receive, such shares or (ii) enter into any
derivative transaction or any other transaction that transfers, in whole
or in part, directly or indirectly, ownership (or any economic
consequences thereof) of such shares or any securities convertible
into or exercisable or exchangeable for, or that represent the right to
receive, such shares, in each case, for a period beginning on the date
of this Agreement and ending on the date 180 calendar days after the
Closing Date; provided, however that the restrictions described in this
paragraph shall not apply to the sale of common stock of the
Company to certain related parties where such related party enters
into an agreement with Nomura International plc on terms: equivalent
to those set out above.

The net proceeds of the issue of the Subcrdinated Convertible Bonds
and the issue of an aggregate of 25,440,000 Shares to Mr. Yoshitaka
Fukuda and Yamakatsu Co., Ltd. as described under “Information
Concerning the Shares—Changes in Issued Share Capital—Issuance
of Shares” are estimated to be ¥119,315 million and will be used for
working capital.

On February 13, 2008, the Company resolved to issue to
Mr. Yoshitaka Fukuda, President, CEO and Representative Director
of the Company, 10,180,000 Shares at a purchase price of ¥1,966 per
Share, and to Yamakatsu Co., Ltd., a company wholly owned by the
relatives of Mr. Yoshitaka Fukuda, 15,260,000 Shares at a purchase
price of ¥1,966 per Share, each such issuance expected to occur on
February 28, 2008. The closing of the offering contemplated in this
Offering Circular is conditioned on the closing of this issuance of
Shares to both Mr. Yeshitaka Fukuda and Yamakatsu Co., Ltd.
Following the closing of the issuance of the Shares, the Company will
have issued and outstanding 167,475,000 Shares.




Principal Terms and Conditions of the Subordinated Convertible Bonds of each Series

Form and Denomination

Initial Conversion Price

Coupon

Exercise of Stock Acquisition Rights

Reset of Conversion Price

Status and Subordination

Redemption at Maturity—Limitation
on the Repayment of Principal

The Subordinated Convertible Bonds are issued in registered form in
the denomination of ¥5,000,000 each.

¥1,966, subject in each case to adjustment and reset in certain events.
See Condition 5 of the relevant Series.

Zero

Subject to and upon compliance with the provisions of Condition 5 of
the relevant Series, each Bondholder is entitled to exercise the Stock
Acquisition Right incorporated in each Subordinated Convertible
Bond held by it, at any time on and after March 10, 2008 up to, and
including, the close of business (at the place where the Stock
Acquisition Right is to be exercised) on February 27, 2010 (but in no
event thereafter), to acquire fully-paid and non-assessable Shares. The
Stock Acquisition Rights may be subject to periods of suspension as
described in the Conditions.

No Stock Acquisition Right may be exercised after acceleration of the
relevant Subordinated Convertible Bond pursuant to Condition 10 of
the relevant Series.

The Conversion Price will be subject to reset (in accordance with
Condition 5.1.3 of the relevant Series) to the Relevant Price per
Share (as defined in the Conditions for the Series) (i} from and
including the Trading Day (as defined in the Conditions for the
relevant Series) immediately following February 27, 2009 (unless
such Trading Day falls within one of the periods of calculation
specified below, in which case reset shall be made as described in
any of (ii), (iii) or (iv)), (i) on the Trading Day immediately
following the 30 consecutive Trading Day period starting 45
Trading Days prior to the relevant Acquisition Date for the purposes
of Condition 7.2 of the relevant Series, (iii) following a
Subordination Notice Date (as defined in the Conditions for the
relevant Series), and (iv) following a Listing Suspension Date (as
defined in the Conditions for the relevant Series).

Each Series of Suberdinated Convertible Bonds separately represents
direct, subordinated (as described below) and unconditional
obligations of the Company, ranking pari passu and rateably without
any preference among such Series. Upon the occurrence of a
Subordination Event, claims in respect of the Subordinated
Convertible Bonds will be subordinated in right of payment to all
other present and future senior and subordinated obligations of the
Company with the intent that such claims rank immediately in
priority to the rights and claims of holders of all classes of equity of
the Company (including preference stock).

Unless the Subordinated Convertible Bonds have previously been
acquired and cancelled or accelerated, and unless the Stock
Acquisition Rights incorporated therein have previously been
exercised, the Company will redeem the Subordinated Convertible
Bonds at 100% of their principal amount on March 1, 2010 (payment
being subject to a Suboerdination Event having occurred).




Mandatory Acquisition of Bonds by
the Company

Optional Acquisition ol; Bonds at the
Option of the Company

Corporate Event Acquisition

Tender Offer Acquisition

Prohibition on Purchase by the
Company

Limited Rights of Acceleration

Taxation

Governing Law
Jurisdiction

On February 26, 2010, the Company shall acquire from the
Bondholders all, but not some only, of all Series of Subordinated
Convertible Bonds then outstanding in accordance with {and subject
to the conditions specified therein) the provisions of Condition 7.2.1
of the relevant Series.

At any time during the period from and including Fuly 14, 2008 to
and including February 25, 2010, the Company may acquire the
whole of one or two Secies at a time of Subordinated Convertible
Bonds then outstanding in accordance with the provisions of
Condition 7.2.2 Notice of any such acquisition must be given first in
respect of Series A and then sequentially in respect of subsequent
Series so that the last such notice is in respect of (or includes)
Series G,

The Company may give up to seven Optional Acquisition Notices,
but only notices applicable to up to two Series may be outstanding at
a time and no further notice may be given until the Trading Day
following the immediately preceding Optional Acquisition Date. See
Condition 7.2.2 of the relevant Series.

In the event that the Company does not confirm that the provisions of
Condition 6.4 and Condition 6.5 of the relevant Series will apply, the
Company shall acquire from Bondholders all, but not some only, of
all Series of Subordinated Convertible Bonds then outstanding in
accordance with the provisions of Condition 7.2.3 of the relevant
Series.

If any Tender Offer (as defined in Condition 7.2.4 of the relevant
Series) occurs and the Company expresses its opinion to support such
offer in accordance with the Financial Instruments and Exchange
Law, the Company shall acquire from Bondholders all, but not some
only, of all Series of Subordinated Convertible Bonds then
outstanding in accordance with the provisions of Condition 7.2.4 of
the relevant Series.

Other than acquisition pursuant to Condition 7.2 of the relevant
Series, the Company may not at any time purchase Subordinated
Convertible Bonds in the open market or otherwise. See Condition 7.3
for the relevant Series.

If an Acceleration Event {as defined in Condition 10.1 of the relevant
Series) occurs, the Trustee at its discretion may, or if so requested by
the holders of not less than one-quarter in principal amount of the
Subordinated Convertible Bonds of such Series then cutstanding or
by an Extraordinary Resolution of Bondholders of such Series shall,
by written notice to the Company declare that Series of Subordinated
Convertible Bonds to be forthwith due and payable upon receipt of
such notice by the Company. The only action that the Trustee or the
holders thereof may take upon such acceleration is to petition for the
winding up of the Company in Japan or to prove in the winding up of
the Company.

All payments by the Company in respect of a Series will be made
without any deduction for withholding taxes of Japan, except to the
extent described in Condition 9 for the relevant Series.

English law

English courts




International Securities
Identification Numbers (*“ISIN")

Common Codes

Series A: XS0347070574
Series B: X50347073834
Series C: X50347074725
Series D: X50347075029
Series E: XS0347075888
Series F: XS0347157348
Series G: X80347160136

Series A: 034707057
Series B: 034707383
Series C: 034707472
Series D: 034707502
Series E: 034707538
Series F: 034715734
Series G: 034716013
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RISK FACTORS

You should consider carefully the following risks and uncertainties, along with the other information in this
Offering Circular, before making an investment decision. If any event related to the following risks actually
occurs, our business, prospects, financial condition or results of operations could be materially adversely
affected. Following the occurrence of any such event, the value of the Subordinated Convertible Bonds or Shares
could also decline and you could lose all or a part of your investment.

We have described the risks and uncertainties that our management believes are material, but these risks
and uncertainties may not be the only ones we face. Additional risks and uncertainties, including ones that we
currently are not aware of or do not currently deem material, may also result in decreased revenues or increased
expenses or have other consequences that could result in a decline in the value of the Subordinated Convertible
Bonds or Shares.

Risk Factors Relating to AIFUL’s Business

New legislation restricting lending business activities, including a reduction in the maximum interest rate, will
reduce AIFUL’s operating margins and may result in operating losses in future periods.

The Law Concerning the Regulation on Acceptance of Contributions, Meney Deposits and Interest, as
amended (the “Contributions Law™), and the Interest Rate Restriction Law, as amended (the “Interest Rate
Restriction Law™) govermn the maximum lending rate of moneylenders, Currently, the maximum interest rate
allowed under the Contributions Law is 29.2% per year, Under the Contributions Law, AIFUL can and does
charge interest, referred to as “voluntary™ interest, on its loans at rates that exceed certain prescribed statutory
limits set forth in the Interest Rate Restriction Law, which are 15%, 18% or 20% per year, depending upon the
principal amount of the loan. As of September 30, 2007, AIFUL's primary unsecured loan product, for example,
bears an average interest rate of 22.1%. AIFUL refers to interest in excess of the limits set forth in the Interest
Rate Restriction Law, up to 29.2%, as “voluntary” interest. Under the Interest Rate Restriction Law, an
agreement providing for the payment of voluntary interest is void with respect to the voluntary interest portion.
However, the Moneylending Business Law (the “Moneylending Business Law™) currently recognizes the validity
of voluntary interest payments, as long as the payments are made voluntarily and the moneylender complies with
various notice requirements at the time of the execution of the contract and repayment.

Amendments to the laws regulating moneylenders, including amendments to the Moneylending Business
Law, the Contributions Law and the Interest Rate Restriction Law, were adopted in December 2006. The
amendments will eliminate voluntary interest and reduce the legally permissible maximum interest rates to
15%, 18% or 20% per year, depending upon the principat amount of the loan. As of September 30, 2007,
77.2% of AIFUL’s loan balance was unsecured, 14.7% was secured and 8.2% was small business loans. A
large majority of AIFUL’s unsecured loans outstanding have principal amounts of ¥100,000 or more but less
than ¥1 million. Loans in such amounts will be subject to a legally permissible maximum interest rate of 18%.
As of September 30, 2007, 88.9% of ATIFUL’s unsecured loan balance carried interest rates at or above 18%.
As of September 30, 2007, for AIFUL’s loan balance of secured loans, 29.2% carried interest rates below
15%, 22.5% carried interest rates at or above 15% but below 18%, and 48.3% carried interest rates at or above
18%. As of September 30, 2007, 32.7% of AIFUL’s small business loan balance carried interest rates at or
above 18%. Reductions of the maximum interest rate will adversely affect margins that AIFUL earns on its
foans.

The amendments related to the reduction of maximum interest rates will become effective all at once, not
in stages, not later than June 18, 2010. Under the amendments, any obligation to pay interest in excess of the
maximum interest is void regardless of whether an excess interest payment is made voluntarily or not. ATFUL
does not know when the reduction will occur and it could be soon. When the reduced maximum interest rates
take effect, the new maximum interest rates will apply to all of AIFUL’s new loans extended on and after the
date of effectiveness of such reduced interest rates. Moreover, there can be no assurance that future legislation
will not further reduce statutory maximum interest rates.

The amendments to the laws regulating moneylenders also include the introduction of an upper limit on
aggregate borrowings from all non-bank moneylenders by an individual over which non-bank moneylenders may
not extend further loans. With certain exceptions, these amendments will, upon effectiveness, establish the upper
limit on aggregate borrowings by an individual as an amount equal to cne-third of the borrower’s income. The
upper limit on aggregate borrowings may, upon effectiveness of the amendment, prevent AIFUL from extending
loans to then-current and new customers, which may reduce the number of AIFUL’s customers and its loans
outstanding.
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In preparation for the interest rate reduction and the introduction of an upper limit on aggregate borrowings
by an individual, ATFUL has implemented, and continues to implement, cost restructuring and other measures.
These measures include reducing the number of AIFUL’s outlets, reducing the number of full-time and
temporasy employees and reorganizing AIFUL’s four consumer finance subsidiaries. In addition, AIFUL has
begun to tighten its credit standards in an effort to have in place, by the time the pending reductions in maximum
interest rates take effect, standards needed to profitably originate new loans at the lower rates. At the reduced
maximum interest rate levels, AIFUL may be unable to profitably absorb historical levels of credit losses, even
assuming AIFUL is able to implement its other cost restructuring plans. The tighter credit standards are expected
to reduce credit losses. Furthermore, AIFUL’s strategy calls for a diversification of its product portfolio,
inclzding increased focus on its credit card, small business loan and guarantees businesses, in order to mitigate
the effects of the changes to the laws governing the Japanese consumer finance industry. However, there can be
no assurance that measures implemented by AIFUL in response to the changes in law will be successful in
offsetting the pressure on AIFUL’s operating margins and its businesses generally, or will allow AIFUL to
achieve an operating profit in future periods.

AIFUL’s provisions and allowances for losses on interest refunds may be inadequate

In recent years, demands, legal proceedings and other actions by borrowers seeking the refund of paid
voluntary interest have been increasing. AIFUL has generally settled such claims by paying a portion of each
claim asserted. In January 2006, the Supreme Court of Japan held that, in general, a payment by a borrower is not
made voluntarily if the loan agreement contains an acceleration clause requiring the borrower to repay the entire
amount of the principal and accrued interest, including the voluntary interest, upon the failure by the borrower to
make interest payments. The government amended the cabinet office ordinance under the Moneylending
Business Law in line with the Supreme Court’s judgment, effective July 1, 2006. Until June 26, 2006, most of
ATFUL'’s contracts contained such clauses, and therefore interest payments on loans made under such contracts,
including loans securitized by ATFUL, may be subject to claims against AIFUL for refund of voluntary interest
by borrowers. All of AIFUL's new contracts made since June 26, 2006 have been modified to conform with the
Supreme Court’s interpretation and the cabinet office ordinance and no longer contain acceleration clauses. As of
March 31, 2007, most of AIFUL’s outstanding loan agreements no longer contain such acceleration clauses.
These changes affect ATFUL’s ability to accelerate and collect voluntary interest payments from defaulting
borrowers and consequently may have a material adverse impact on moneylending businesses generally,
incleding ATFUL’s consumer finance business.

Beginning in the year ended March 31, 2006, in anticipation of recognizing claims for interest refunds and
in accordance with a report issued by the Japanese Institute of Certified Public Accountants (the “JICPA"),
AIFUL began to record a provision for losses on interest refunds in its statement of income. At the same time,
AIFUL separately increased the amount of its charge-offs and provisions for doubtful accounts because it
expected an increase in bad loans compared to the previcus year. When AIFUL recognizes an interest refund
claim while a loan is still on AIFUL’s books, it records a charge-off in an amount up to the remaining loan
amount outstanding and an interest refund for any amount in excess of the remaining loan amount cutstanding.
For any amount of a recognized interest refund claim of a customer who has no outstanding loan balance, or in
excess of the customner’s outstanding loan balance, AIFUL records a loss on interest refunds. ATFUL’s allowance
for doubtful accounts reflects anticipated credit losses and charge-offs (including those related to interest refund
claims), while ATFUL’s allowance for losses on interest refunds reflects all other anticipated future losses on
interest refunds.

In addition, a new audit guideline for such allowances for losses on interest refunds became applicable to
ATFUL beginning in its six-month accounting period ended September 30, 2006. The new audit guideline
requires allowances for interest refunds be made in closer approximation of the relevant consumer finance
company’s total exposure to interest refund claims by multiplying (i) the number of accounts outstanding for
each of three borrower account categories {normal accounts, past due accounts and paid-off and/or charged-off
accounts), (ii) the actual incurring rate of interest refunds over an appraisal period, which varies based on the
borrower account category, and (iii) the average amount of the interest refunds, and then making necessary
adjustments based on management expectations. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Critical Accounting Policies—Allowances Related to Losses on Interest
Refunds™. As of September 30, 2007, AIFUL’s allowance for doubtful accounts related to interest refunds was
equal to ¥140,611 million and its allowance for losses on interest refunds was equal to ¥167,560 million.

ATFUL’s allowances, however, may be inadequate to cover voluntary interest refund claims that are being
and may be asserted. Under Japanese law, a voluntary interest refund claim may be made by a borrower within
ten years of the time the borrower made the voluntary interest payment, due to a ten-year statute of limitations
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provision. AIFUL’s allowances related to claims for interest refunds have been increasing due to increases in
AIFUL’s estimates of expected refund requirements. Furthermore, the amounts of required allowances, as well as
the amount of refund payments, may continue to increase, and may increase at a more rapid rate for a variety of
reasons. For example, changes in the law may reduce the burdens that borrowers face in asserting claims;
publicity concemning successful claims could encourage others to assert claims; and AIFUL may, due to
regulatory or other considerations, change its policies with respect to payment of claims. On July 13, 2007, the
Supreme Court of Japan held that, in general, moneylenders must pay interest at the rate of 5% per annum on
interest refunds as compensation to consumers. AIFUL does not believe that this will have a material effect on
the amount of its allowances, although there can be no assurance that this decision will not require a future
increase in such allowances. ATFUL made total voluntary interest refunds of ¥36.3 billion on refund claims in the
year ended March 31, 2007 compared to ¥13.1 billion in the year ended March 31, 2006 and ¥4.2 billion in the
year ended March 31, 2005, and ¥35.6 billion in the six months ended September 30, 2007 compared to ¥14.0
billion in the six months ended September 30, 2006. Consequently, calculations of allowances by AIFUL using
factors based on past experience may be inadequate to reflect future claims for refunds of excess-interest
payments. AIFUL made provisions for losses on interest refunds of ¥21.1 billion and ¥167.1 billion in the years
ended March 31, 2006 and 2007, respectively, and ¥36.0 billion in the six months ended September 30, 2007. If
AJFUL’s allowances related to claims for interest refunds are inadequate to reflect future claims, AIFUL’s results
of operations will be adversely affected.

AIFUL’s allowance for doubtful accounts may prove inadequate and, therefore, its credit costs may increase

ATFUL’s core business is in making unsecured loans, and if an nnsecured borrower becomes insolvent or is
otherwise unable to make interest or principal payments on a loan, then AIFUL may be required to charge off all
or a portion of the loan. AIFUL maintains an allowance for doubtful accounts, which is established as a reserve
against charge-offs for doubtful accounts, If charge-offs exceed the existing allowance, AIFUL charges the
cxcess to charge-offs and provision for doubtful accounts on its statement of operations, AIFUL’s policy is to
maintain the allowance in an amount sufficient to cover charge-offs expected in the coming year, and in recent
periods, ATFUL has experienced a substantial increase in charge-off’s. The increase in charge-offs in the years
ended March 31, 2005 and 2006 was the result of the increase in loans outstanding. However, in the year ended
March 31, 2007 and the six months ended September 30, 2007, despite a decrease in loans outstanding, charge-
offs increased substantially due to a material increase in interest refunds and AIFUL’s decision to voluntarily
refrain from engaging in certain debt collection practices in response to administrative sanctions by the Financial
Services Agency of Japan (the “FSAJ”). See “—AIFUL’s provisions and allowances for losses on interest
refunds may be inadequate” for a discussion of the effects of anticipated interest refunds on AIFUL’s allowance
for doubtful accounts. Amounts of charge-offs increased from ¥143,328 million and ¥149,831 million in the
years ended March 31, 2005 and 2006, respectively, to ¥205,981 million in the year ended March 31, 2007 and
from ¥89,343 million in the six months ended September 30, 2006 to ¥127,401 million in the six months ended
September 30, 2007. ATFUL's charge-offs for doubtful accounts expressed as a percentage of its totat loans,
receivables and loan guarantees outstanding at period end, including off-balance sheet loans and receivables, but
excluding claims in bankruptcy, were 5.8%, 5.6% and 8.7% as of March 31, 2005, 2006 and 2007 and 3.5% and
5.9% as of September 30, 2006 and 2007, respectively.

Notwithstanding signs of improvement in the Japanese economy, AIFUL's existing allowance for doubtful
accounts may not be adequate to cover future charge-offs. In light of the recent consumer finance industry
environment of tighter regulations and a reduction of profit margins, AIFUL has been tightening its credit
standards for new loans; however, the effects of the stricter standards have been somewhat offset by a broader
improvement in the Japanese economy, which has led to an increase in the creditworthiness of AIFUL's
customers. If changes in the Japanese economy adversely affecting AIFUL’s new and existing consumer loan
customers lead to an increase in personal bankruptcies or other adverse developments, charge-offs on AIFUL's
loan portfolio could increase and could substantially exceed AIFUL's existing allowance, If ATFUL’s existing
allowance for doubtful accounts is not adequate to cover future charge-offs, AIFUL's charge-off expenses would
increase and AIFUL’s results of operations would be adversely affected.

Upon amendments to Japanese laws related to the reduction of the maximum interest rates becoming
effective, moneylenders, including ATFUL, are uniikely to extend further loans to borrowers with the highest
internal risk ratings. Such high risk borrowers tend to have unsecured loan contracts with more than one lender.
As a result, if such borrowers are unable to continue borrowing frorn moneylenders, they may default on their
loans, including loans extended by AIFUL. Accordingly, any reduction of the maximum interest rate may have
the effect of increasing credit costs of AIFUL during a transitional period that is expected to last at least until
higher credit risk borrowers’ accounts are closed.
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AIFUL's restructuring measures responding to changes in the regulatory environment may be inadequate to
produce operating profits

ATFUL needs to reduce its expenses because, at current expense levels, the impact of the new legislation
restricting consumer finance, such as the scheduled reduction of maximum interest rates under the Contributions
Law, the elimination of voluntary interest due to the amendment to the Moneylending Business Law and the
introduction of upper limits on aggregate borrowings from all non-bank moneylenders by an individual, will
likely result in operating losses. The Company has plans to implement various measures with a goal of achieving
operating profits in the new lower interest rate operating environment by or around March 31, 2009. 644 regular
full-time employees have accepted AIFUL's offer of early retirement, which expired on March 31, 2007 and
which AIFUL expects to result in a decrease in annual compensation-related expenses of approximately ¥8.1
billion. This reduction in the number of regular full-time employees is combined with a reduction of 742
temporary employees through September 2007, as part of AIFUL’s strategy to enhance personnel efficiencies. In
addition, the Company reduced the number of Company outlets from 1,903 as of September 30, 2006 to 1,015 as
of December 31, 2007. AIFUL has reduced the number of ATFUL outlets from 2,713 as of September 30, 2006 to
1,217 as of December 31, 2007. Further, the Company has plans for reorganization and cost structure reforms
such as transferring certain loan receivables from the Company’s four consumer finance subsidiaries (TRYTO
Corporation (“Tryte™), Wide Corporation (“Wide™), TCM Co. Ltd. (“TCM”) and Passkey Co. Ltd. (“Passkey™))
to Life in the year ending March 31, 2008 with the aim of improving customer service on the loans and obtaining
cost efficiencies. For example, AIFUL has completed the transfer of some of the loan receivables of Tryto, Wide,
TCM and Passkey to Life on November 30, 2007 and it will close 439 sales outlets of Tryto, Wide, TCM and
Passkey by the end of February 2008,

These actions alone are not expected to be sufficient to meet AIFUL’s cost reduction goals. AIFUL’s
operating costs continue to exceed levels that will enable ATFUL to earn operating profits in an environment of
scheduled reduction of maximum interest rates and the introduction of upper limits on aggregate borrowings
from al! non-bank moneylenders by an individual. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Overview—AIFUL’s Traditional Cost Structure is Not Viable in Light of
Lower Rates”. AIFUL is currently evaluating additional restructuring measures in order to reduce operating
costs, including a wide range of options for reorganizing its four consumer finance subsidiaries. There can be no
assurance that planned restructuring measures will be successfully implemented or that pending and future
restructuring measures will be adequate to generate the savings AIFUL hopes for or to enable AIFUL
consistently to earn operating profits. In particular,

= the targeted cost reductions are very ambitious and AIFUL’s restructuring measures may not produce
the targeted cost reductions;

+  significant and unexpected additional costs may arise during ATFUL’s restructuring efforts, including
as a result of further changes to the regulations govemning the Japanese consumer finance industry;

*  restructuring measures may harm AIFUL’s ability to attract and retain customers;
+  restructuring measures may harm ATFUL’s ability to motivate and retain qualified employees;
+  restructuring measures may increase AIFUL’s exposure to credit, operational and other risks; and

*  the economic and other assumptions on which AIFUL’s restructuring plans are based may prove to be
inaccurate.

AIFUL’s efforts to further diversify its business exposes it to various risks.

In response to challenges and uncertainties surrounding the consumer finance industry, ATFUL intends to
diversify its revenues sources, in part, by increasing its focus on its small business loan and loan guarantee
businesses. In addition, AIFUL may expand into other business areas which it believes offer soong growth
potential. AIFUL’s efforts to further diversify its business exposes it to vartous risks, including risks related to
the foliowing:

*  AIFUL faces intense competition from financial institutions with greater resources and wider scope of
operations, in particular, commercial banks, in the small business loan market;

+  AIFUL faces intense competition from other consumer finance companies in the loan guarantee
market;

*  AIFUL generates lower operating profits from its small business loan and loan guarantee businesses
as compared to operating profits AIFUL has generated in its consumer finance business in past
periods;
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¢+ new business arcas AIFUL enters into may have less growth or profit potential than AIFUL
anticipates;

*  AIFUL may face difficulties in hiring and training additional personnel necessary to expand its small
business loan and loan guarantee businesses or other new business areas; and

= AIFUL may face competitors with substantially greater experience and resources in relation to new
business areas AIFUL enters into, as compared to competition it currently faces in ils consumer
finance business.

There can be no assurance that AIFUL will be able to sveccessfully manage these risks and compete
effectively in its small business loan and loan guarantee businesses or other new business areas.

Limitations on access to liguidity and capital resources could adversely affect AIFUL

AIFUL derives the funds that it requires for its business principally from cash flow from operations and
borrowings from banks, insurance companies and other lenders and from accessing the capital markets. As of
September 30, 2007, 53.9% of AIFUL’s borrowings was procured from banks, insurance companies and other
lenders and 46.1% of its borrowings was obtained through the capital markets, primarily in the form of straight
bonds, asset-backed securities and other types of structured securities issued or originated by the Company or
Life, the Company’s largest subsidiary. See “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources—Sources of Capital and Liquidity”. While in recent
years AIFUL has diversified the sources of its funding and has not experienced any material difficulty in
procuring funds, there can be no assurance that AIFUL will continue to have access to the capital markets or
AIFUL’s existing major lenders will not change their lending policies, increase AIFUL’s funding costs or adopt a
more cautious credit stance, as a result of the overall restructuring of the Japanese financial sector, the
amendments to the laws relating to moneylenders, turmoil in the global credit markets, including as a result of
increased defaults of higher risk mortgages to lower income households, or the so-called sub-prime mortgages, in
the United States, or any other factors that may limit AIFUL’s ability to access the capital markets, its ability to
obtain credit on favorable terms or at all and its options for obtaining liquidity.

ATFUL may lose access to credit facilities upon the occurrence of certain events, including a failure to
maintain its credit ratings and the quality of its loan assets at or above specified thresholds, and any imposition of
administrative sanctions by the FSAJ. AIFUL may also lose access to a portion of its credit facilities if certain
thresholds in refunding excess interest payments to borrowers are exceeded. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources—Sources of
Capital and Liquidity™.

AIFUL is on negative credit watch by S&P and Fitch and downgrades of AIFUL’s ratings could adversely
affect its results of operations and financial condition.

Standard & Poor’s Rating Services (“S&P”) and Fiich Ratings (“Fitch™) have placed ATFUL’s credit
ratings on negative credit watch. ATFUL’s credit ratings are BBB, as reported by each of S&P and Fiich, Baa2
with stable outlook, as reported by Moody’s Investors Services, Inc. (“Moody’s™), and A- with stable outlook, as
reported by Rating and Investment Information, Inc. (“R&T’). A downgrade of AIFUL’s credit ratings by one or
more credit rating agencies may negatively affect AIFUL’s ability to access the capital markets and result in an
increase in the interest rates payable under its current credit facilities or future indebtedness, which could have a
material adverse effect on AIFUL’s results of operations and financial condition.

Excess lending capacity in the consumer finance industry will adversely affect loan originations and loan
margins

The consumer finance industry is experiencing and will continue to experience excessive lending capacity
primarily because lenders are tightening credit standards in light of an expected reduction in maximum interest
rates and the introduction of an upper limit on aggregate borrowings which will be introduced as a result of
amendments to the laws regulating moneylenders adopted in December 2006. Many consumer finance
companies, including AIFUL, have announced restructurings in light of the scheduled reductions in maximum
interest rates, Some consumer finance companies have gone out of business or been acquired or consolidated and
additional consumer finance companies may in the future go out of business or be acquired or consolidated.

The excess lending capacity in the industry is expected to continue notwithstanding the restructuring of the
consumer finance industry because:

*  restructuring measures take time to implement;
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*  many lenders may continue unprofitable operations for an extended period, as often occurs in industry
downtums; and .

s  the amendments that will reduce the maximum interest rates will also introduce an upper limit on
aggregate borrowings from all moneylenders by an individual over which moneylenders may not
extend further loans.

Excess lending capacity in the consumer finance industry results in increased competition for customers
which adversely affects AIFUL's business in a number of ways, Severe competition for customers may prevent
AIFUL from criginating sufficient loans to sustain its operations and puts downward pressure on interest rates on
the loans ATFUL and its competitors offer.

Employee misconduct has harmed AIFUL’s business and may do so again

Employee misconduct, which can include violation of laws or regulations concerning the offer and sale of
ATFUL’s loan products and engaging in fraudulent or otherwise improper activity, could result in viclations of
law by ATFUL, regulatory sanctions, reputational or financial harm, or a combination of the foregoing. In April
2006, pursuant to an administrative order issued by the Kinki Local Finance Bureau of the Minisiry of Finance,
the Company suspended operations at all its outlets from May 8, 2006 for periods ranging from three days to 25
days as a result of employee misconduct in regard to toan collection practices. These administrative penalties had
a material adverse impact on ATFUL’s results of operations in the first half of the year ended March 31, 2007.
Following the issuance of the administrative order, AIFUL imposed financial penalties on its directors and
submitted a business improvement plan to the Kinki Local Finance Bureau. The business improvement plan
includes provisions for, among other things: '

*  tightening standards of conduct in lending, contracting and debt collection;

+  enhanced monitoring of telephone calls by personnel engaged in debt collection;

*  more training of personnel;

» enhancement of the functioning of the Inspection Department; and

»  concluding consulting contracts with an outside lawyer and a consulting company.

AIFUL’s business plan includes an ongoing review, and discussions with the Kinki Local Finance Bureau,
with respect to the foregoing and other compliance measures.

More recently, AIFUL has implemented several initiatives to further strengthen its compliance structure,
including conducting study sessions in preparation for the implementation of the Moneylending Business Law,
requiring additional in-house and external qualification as a condition for promotion to management positions
and holding general legal compliance training sessions for all employees.

Nowwithstanding the foregoing measures, AIFUL is subject to the risk of future incidents of employee
misconduct. While AIFUL’s compliance program is intended to reduce the risk of employee misconduct, this
risk cannot be eliminated. Instances of employee misconduct in the future could have consequences that
materially and adversely affect AIFUL’s business and reputation, including the imposition by the FSAJ) of
regulatory sanctions more severe than those imposed by the April 2006 order,

Current or future laws and regulations could constrain AIFUL’s businesses and subject it to sanctions or
increased litigation

AIFUL’s businesses are subject to various laws and regulations, including those imposed by the
Moneylending Business Law, the Interest Rate Restriction Law, the Contributions Law and the Installment
Credit Sales Law, among others. Amendments to the laws regulating moneylenders, including certain
amendments to the Moneylending Business Law, the Interest Rate Restriction Law and the Contributions Law
were adopted in December 2006. See “Business—Regulation and Supervision™. Applicable laws and regulations
may limit AIFUL’s operation of its businesses and may constrain it from pursuing attractive business
opportunities. In additon, AIFUL’s businesses are subject to monitoring and inspection by the FSAJ and other
regulatory authorities.

Under the current Moneylending Business Law, registered moneylenders are required to provide each
borrower and any guarantor with a written notice detailing certain terms and conditions of the loan at the time of
or promptly after signing of the loan agreement or any guarantee agreement and to provide written notice of
certain information, including the customer’s remaining balance at the time of repayment. However, the
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Company is currently unable to provide the mandatory written notice promptly to a customer borrowing through
a third-party ATM if such customer does not provide the Company with prior consent to mail the mandatory
detailed written notice.

As of September 30, 2007, third-party ATMs constituted 99.0% of the ATMs in the Company’s ATM
network (measured by total number of ATMs), and, for the year ended March 31, 2007, third-party ATMs
accounted for less than half of the total amount of loans extended by the Company through ATMs. While AIFUL
has made the necessary modifications to bring its ATM network into compliance with the notice requirement,
AIFUL is unable to implement the necessary modifications to third-party ATMs because of certain system
limitations inherent in, and lack of control over, such ATMs. Therefore, AIFUL may be subject to claims by
borrowers for repayment of, and may be required to repay, voluntary interest it has received in the past on loans
made through both its own and third-party ATMs or in the future on leans made through third-party ATMs. Any
such claims may have a material adverse impact on AIFUL’s business.

Although there has been no such case to date, the FSAJ has the authority to impose administrative
sanctions for non-compliance with the detailed written notice requirements, including an order to suspend a part
or the whole of the Company’s business, to cause the Company to cease using third-party ATMSs or to cancel its
registration as a moneylender.

Any failure by AIFUL to comply with relevant laws and regulations could result in sanctions, penalties or
civil actions, harm AIFUL’s reputation and adversely affect its results of operations. See “—Employee
misconduct has harmed AIFUL's business and may do so again”. Furthermore, changes in laws and regulations
are unpredictable and beyond AIFUL’s control and may affect the way it conducts its business and the products it
may offer. Such changes may be more restrictive or result in higher costs than current requirements or otherwise
materially affect AIFUL’s business, results of operations or financial condition.

Misuse of or failure to properly control customers’ personal or financial information could prove harmful to
AIFUL

The Company and certain of its subsidiaries are subject to the Law for the Protection of Personal
Information (the “Personal Information Protection Law’™), which regulates companies that use databases of
personal information for their businesses. See “Business—Regulation and Supervision”. Through its business,
AIFUL acquires a large amount of personal and financial information related to its customers. In addition, certain
third party vendors provide services to AIFUL using personal and financial information of its customers that
AIFUL provides to such vendors. Improper use or disclosure of, or a failure to protect or properly control, such
information could result in violations of the Personal Information Protection Law and other applicable laws or
reputational or financial harm to AIFUL. AIFUL takes precautionary measures, including implementation of
internal compliance procedures, to prevent and detect misuse or unauthorized disclosure of customers’ personal
information, but these measures may not be effective in all cases, particularly in respect of third party vendors.

AIFUL faces intense competition in its core businesses

Foreign and Japanese financial institutions, including banks, credit card companies, consumer credit
cormpanies and other consumer finance companies, have been entering the Japanese consumer finance market,
either directly or through investments in or alliances with existing Japanese consumer finance companies.
Competition in the consumer credit market is intense, and will likely increase as existing competitors compete
for creditwoerthy customers in response to recent changes in the laws regulating maximum interest rates and
aggregate borrowings by individuals from non-bank moneylenders. These changes in laws regulating the
Japanese consumer finance industry have also led AIFUL, as well as some of its competitors, to introduce loan
products with lower interest rates, some of which have interest rates that comply with the limits of the Interest
Rate Restriction Law, and AIFUL expects this trend to continue. In addition, in recent years, several consumer
finance companies have formed alliances with large Japanese commercial banks in order to take advantage of
cooperative efficiencies. If AIFUL is unwilling or unable to match competitors’ pricing or other lending terms,
AIFUL’s overall share of the market may decline. Furthermore, the average credit quality of AIFUL’s customers
may decline if higher credit quality customers borrow from competitors rather than from AIFUL. Conversely, to
the extent that ATFUL reduces interest rates on its products in response to competitive pressures, AIFUL’s
operating margins will decline.

A failure to adeguately manage the risks associated with any acguisitions, joint ventures or alliances could
have an adverse effect on AIFUL

ATFUL’s management has in the past sought to expand its market share in the consumer finance and
consumer credit markets and to diversify its product lines through, among other things, acquisitions, joint
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ventures and strategic alliances, particularly through strategic investments in credit card businesses, secured loan
businesses and small business loan businesses and through capital investments in consumer finance companies.
There can be no assurance that ATFUL will be able to successfully grow these ventures in which it has invested
and these ventures may prove more difficult or costly to operate than AIFUL expects. In addition, AIFUL
regularly reviews the profitability and growth potential of its businesses. As a result of such review, AIFUL may
decide to exit from or to reduce the resources that it allocates to new ventures in the future. Based on such
review, the Company decided to reorganize its four consumer finance subsidiaries (Tryto, Wide, TCM and
Passkey) in order to reduce costs in response to changes in the consumer finance industry. There is a risk that
AIFUL's past ventures, as well as any new ventures AIFUL may engage in, may not achieve profitability or
realize synergies or efficiencies to the extent ATFUL expects, and AIFUL may fail to recover its investments or
expenditures that it has already made or that it makes. New ventures may capture existing customers of ATFUL
which, rather than expanding its customer base, would reduce the profitability of its core business.

Concerns about an adverse impact on AIFUL’s credit ratings may prevent AIFUL from making an
otherwise desirable investment. Further, AIFUL may decide to make an investment despite such concerns, which
could adversely affect AIFUL’s business. See “—Limitations on access to liquidity and capital resources could
adversely affect AIFUL".

Increased debtor awareness and negative media coverage of AIFUL could adversely affect its results of
operations

As the number of debtors increased due to the weakened Japanese economy in the past decade, consumer
advocates have been lobbying for stronger rules and regulations on moneylending businesses to promote
consumer protection and awareness. In response, through varicus campaigns, pamphlets and TV commercials,
ATFUL has been working together with other companies engaged in loan businesses to promote responsible
borrowing among borrowers, AIFUL is taking actions to protect itself from risks associated with excessive
credit. ATFUL performs repayment capability studies based on information provided by organizations that store
personal credit data and ATFUL’s own credit investigation system. These studies are also used to analyze
outstanding credit with current customers. AIFUL is also adopting tighter credit approval standards. Despite such
efforts, increased debtor activism has resulted in the past, and may result in future, and negative media coverage
or political lobbying efforts against the consumer finance industry is expected to continue. Negative media
coverage may result in a loss of customers, or a general inclination against using AIFUL’s services, and political
lobbying efforts may result in increased regulations or legislation relating to the consumer finance industry,
either of which may adversely affect ATFUL’s results of operations.

An increase in prevailing market interest rates and other economic factors, including a decline in real estate
values, could have an adverse effect on AIFUL’s operating margins and business

Interest rates in Japan have been very low for the past several years due primarily to the government’s
monetary policy, including the “zero interest rate” policy of The Bank of Japan, which has been in place for most
of the period since February 1999. Interest rates began to rise after The Bank of Japan expressed its intent to
change its quantitative monetary policy in March 2006 and subsequently raised its official loan rate from 0.1% to
0.4% in July 2006 and from 0.4% to 0.75% in February 2007. The rate may be increased further in the future,
resulting in further increases in market interest rates. The changing interest rate environment presents ongoing
challenges for AIFUL. An increase in the interest rates charged by AIFUL’s lenders or available to AIFUL in the
capital markets, caused by increases in prevailing market interest rate levels generally in Japan, would cause fund
procurement to become more expensive and increase AIFUL's operating expenses. In addition, although AIFUL
uses derivative financial instruments to reduce exposure to fluctuations in interest rates, loans subject to floating
interest rates would become more expensive for AIFUL to service. AIFUL may not be able to pass on the
increased expenses to its customers due to competitive considerations as well as the legal limits on interest rates
which AIFUL may charge. Continued increases in interest rates could therefore have an adverse effect on
AIFUL’s operating margins.

If the Japanese economy weakens, demand for loans may decrease while the amount of overdue, including
non-accrual, loans, provisions for doubtful loans and loan charge-offs may increase, thereby adversely affecting
AIFUL’s results of operations. Furthermore, since AIFUL extends loans to customers secured by real estate
collateral, declines in real estate values could adversely affect AIFUL's ability to ultimately collect its secured
loans.



Sustained large numbers of personal bankruptcies and rehabilitations could adversely affect AIFUL’s
operating results

Concemns remain with respect to the large number of personal bankruptcies and defaults on consumer loans
caused by recent high levels of unemployment and stagnant personal income levels. According to the Supreme
Court of Japan, personal bankruptcy applications peaked at 239,451 in the year ended March 31, 2004 and have
since been on the decline. Nevertheless, there were still 160,634 applications reported in the year ended
March 31, 2007. Furthermore, if negative economic or other factors result in an increase in personal
bankruptcies, AIFUL’s operating results could be adversely affected.

AIFUL is controlled by the Fukuda family, whose interests may differ from those of the holders of the
Securities

As a result of their ownership or control of a substantial percentage of the Company’s outstanding shares,
the family of Mr. Yoshitaka Fukuda, President of the Company, the founder and a principal shareholder, is able
to exercise a controlling influence over important decisions affecting AIFUL’s business and affairs, including
significant corporate transactions such as the sale of AIFUL, corporate restructuring, investment in other
businesses or assets, or the terms of future financings. The interests of these and other shareholders in these and
other matters may differ from those of the holders of the Subordinated Convertible Bonds. It should be noted,
however, that the Company makes all of its decisions through its board of directors and executive officers
according to established corporate governance procedures.

AIFUL’s success depends on key members of management

The services of AIFUL’s senior management, particularly Mr. Yoshitaka Fukuda, are of material
importance to the success of AIFUL’s business. Currently, AIFUL does not expect any of these individuals to
resign in the near fumre, Although ATFUL’s operations are not dependent on the services of any particular
individual, there can be no assurance that the departure of key management would not have a material adverse
impact on AIFUL’s business.

AIFUL’s failure to manage risks associated with its information systems could adversely affect AIFUL’s
business

AIFUL’s business is subject to risks relating to its information and technology systems and processes.
These risks, which may arise internally and externally, include malfunctions and failures, human error or
misconduct and other external factors,

ATFUL relies on internal and external information and technology systems to generate new business,
provide services to customers, administer customer data and manage AIFUL’s operations. Many customers
prefer to establish new accounts through AIFUL’s semi-automated loan-contracting machines or access or
service their accounts through AIFUL's own and third-party ATMs. AIFUL has also been expanding its
customer base through the Internet. AIFUL uses increasingly advanced software, systems and networks to
manage its branch network, customer and accounting data and other aspects of its business. This hardware and
software is vulnerable to damage or interruption by human error, misconduct, malfunction, natural disasters,
including earthquakes, typhoons and floods, power loss, sabotage, computer viruses and similar events or the
interruption or loss of support services from third parties such as telephone carriers and Internet scrvice
providers. Any disruption, outage, delay or other difficulty experienced by any of these information or
technology systems could result in a decrease in the number of new accounts, delays in repayment of outstanding
borrowings, or decreased consumer confidence in AIFUL’s business, or otherwise adversely affect AIFUL’s
results of operations,

In addition, while AIFUL believes that it maintains reliable information systems and processes, including a
reliable back-up system, any breaches in the security of customer information could harm AIFUL’s reputation
and business.

The unaudited quarterly financial information included in this Offering Circular may not be reliable as an
indicator of AIFUL’s past or future results of operations or financial condition

This Offering Circular contains unaudited quarterly financial information as of, and for the nine months
ended, December 31, 2006 and 2007. In preparing this quarterly information, AIFUL has not made all of the
estimates and adjustments that would typically be made in preparing its annual consolidated financial statements.
In particular, some !oans that would be subject to charge-offs in its annual consolidated financial statements have
not been charged off at the end of the nine months ended December 31, 2006 and 2007. This affects the
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comparability of loans receivable, charge-offs of loans and provision for doubtful accounts for the nine months
ended December 31, 2007 and for the year ended March 31, 2007. In addition, ATFUL has not prepared notes for
the unaudited quarterly financial information included in this Offering Circular, which would otherwise contain
impertant explanatory and supplemental information regarding its financial information. As a result, the
unaudited quarterly financial information included herein may not be directly comparable with AIFUL's annual
consolidated financial statements. These factors may affect the reliability of such unaudited quarterly financial
information. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Recent Developments™.

Considerations Relating to the Subordinated Convertible Bonds and the Shares
Future changes to Japanese law may affect the Stock Acguisition Rights

Future changes to provisions relating to Stock Acquisition Rights may have mandatory effect under
Japanese law. Condition 15.2 of each Series provides for amendments to be made to the Conditions relating to
the Stock Acquisition Rights where those amendments are required in order to comply with mandatory
provisions of Japanese taw even if those amendments are materially prejudicial to the interests of Bondholders.

Rights of shareholders under Japanese law

The corporate affairs of the Company are governed by and in accordance with the Articles of
Incorporation, share handling regulations and regulations of the Board of Directors and other related regulations
thereunder of the Company, as well as the Company Law of Japan. Legal principles relating to such matters as
the validity of corporate procedures, directors’ and officers’ fiduciary duties (including actions that may
legitimately be taken by them in respect of unsolicited takeover attempts) and liabilities, and shareholders’ rights
under Japanese law may be different from those that apply to companies incorporated in other jurisdictions.
Bondholders who acquire Shares upon exercise of the Stock Acquisition Rights, or acquire Shares upon
acquisition of the Subordinated Convertible Bonds by the Company, may have more difficulty in asserting their
rights as a shareholder than they would as a shareholder of a corporation organized in other jurisdictions. In
addition, Japanese courts may not be willing to enforce judgments of non-Japanese courts against the Company
which are based on non-Japanese securities laws.

The Subordinated Convertible Bonds will be subordinated obligations of the Company

Upon the occurrence of a Subordination Event (as defined in the Conditions), claims in respect of the
Subordinated Convertible Bonds will be subordinated in right of payment to all other present and future senior
and subordinated obligations of the Company (other than liabilities ranking pari passu with the Subordinated
Convertible Bonds) with the intent that such claims rank immediately in priority to the rights and claims of
holders of all classes of equity of the Company (including preference stock). The Company expects from time to
time to incur additional senior and subordinated obligations ranking in priority to the Subordinated Convertible
Bonds, Although the Subordinated Convertible Bonds have a scheduled matwrity of March 1, 2010, the
repayment of the principal amount is subject to the occurrence of certain subordination provisions, Further, the
Subordinated Convertible Bonds are not subject to any events of default that allow holders of the Subordinated
Convertible Bonds to accelerate or call the Subordinated Convertible Bonds at any time prior to scheduled
maturity or the occurrence of certain subordination related events.

Acquisition of the Subordinated Convertible Bonds will take place subject to conditions

The Company has the option of acquiring the Subordinated Convertible Bonds of each Series at any time
up to February 25, 2010, Any such optional acquisition by the Company must first be exercised in respect of the
Series A Subordinated Convertible Bonds (and then sequentially in respect of each subsequent Series so that the
Series G Subordinated Convertible Bonds may be acquired last), and the Company may not acquire more than
two series at any one time,

In addition to the Company’s option to acquire the Subordinated Convertible Bonds, the Company will
acquire all Series of the Subordinated Convertible Bonds on February 26, 2010 pursuant to Condition 7.2.1 of the
Series, or, if earlier, in certain circumstances following a Corporate Event or Tender Offer (as defined in
Condition 7.2.3 and Condition 7.2.4, respectively of the Series). In order for acquisition to take place pursuant to
either Condition 7.2.1, 7.2.2, 7.2.3 or 7.2.4 of such Series, the Company is required under Japanese law and the
Conditions of the Series to deliver a notice to Bondholders of such acquisition, notwithstanding that the date for
such acquisition may already be known. In the event that the Company does not deliver such notice to
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Bondholders, the acquisition may not proceed. Failure by the Company to comply with its obligations in respect
of the acquisition procedure will not result in any event of default or acceleration event in respect of the
Subordinated Convertible Bonds.

Reset of the Conversion Price

In certain circumstances described in Condition 5.1.3 of the relevant Series, the Conversion Price will be
reset foltowing a Listing Suspension Date or Subordinated Notice Date (each as defined in the Conditions for the
relevant Series). Any such reset of the Conversion Price will be based on the average Share price for each
Trading Day (as defined in the Conditions for the relevant Series). In the event that too few Trading Days occur
during the reset calculation period, the reset Conversion Price may not be reflective of the market price of the
Shares and, where no Trading Day were to exist, the Conversion Price would not be reset.

Forward-looking Statements

Statements in this Offering Circular with respect to AIFUL’s plans, strategies, projected financial figures
and beliefs, as well as other statements that are not historical facts are forward-looking statements involving risks
and uncertainties. The important factors that could cause actual results to differ materially from such statements
include, but are not limited to: expected losses due to refund of “voluntary” interest and credit losses, the
Company’s ability to successfully implement its currently planned restructuring measures, the economic situation
in and outside Japan, market interest rates, statutory restrictions on interest rates of consumer loans,
governmental activities affecting the Japanese economy and other economies, Japanese consumer spending and
capital expenditure, governmental regulation relating to the operatior of the businesses of the Company and its
subsidiaries, the Company’s timing and efficiency in introducing new financial products, and relations with the
Company’s lenders and other financing sources.
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TERMS AND CONDITIONS OF THE SUBORDINATED CONVERTIBLE BONDS

The following terms and conditions will be applicable separately to each Series of Subordinated Convertible
Bonds, subject in each case to completion and amendment, and, save for the paragraphs in iralics, will be
endorsed on each definitive certificate issued in respect of such Series of the Subordinated Convertible Bonds:

The Subordinated Zero Coupon Convertible Bonds due 2010 (bonds with stock acquisition rights,
tenkanshasaigata shinkabu yoyakuken-tsuki shasar) (the “Subordinated Convertible Bonds”, which term shall,
unless the context requires otherwise, include Stock Acquisition Rights (as defined below) incorporated in the
Subordinated Convertible Bonds) issued by AIFUL Corporation (the “Company”) are constituted by a trust deed
(the “Trust Deed”) dated February 29, 2008 made between the Company and HSBC Corporate Trustee
Company (UK) Limited (the “Trustee”, which expression shall include its successors as trustee under the Trust
Deed), as trustee for the holders of the Subordinated Convertible Bonds. The Subordinated Convertible Bonds
are issued simultaneously in seven separate series (each a “Series™) of ¥10,000,000,000 and designated,
respectively, as Series A, Series B, Series C, Series D, Series E, Series F and Series G. References in these
Conditions to Subordinated Convertible Bonds means only the Subordinated Convertible Bonds of the Series
identified on the relevant Bond certificate (as defined below) (and not all Series), and accordingly, references
herein to the Bondholders and the rights in respect of the Subordinated Convertible Bonds shall be construed
separately for the relevant Series of Subordinated Convertible Bonds (and not collectively for all Series). The
Subordinated Convertible Bonds of one Series are not interchangeable with Subordinated Convertible Bonds of
any other Series because the Company’s rights pursuant to Condition 7.2.2 are different in relation to each Series.
Each Subordinated Convertible Bond is issued in the denomination of ¥5,000,000 each and a stock acquisition
right (shinkabu yoyakuken) (a “Stock Acquisition Right™), entitling the Bondholder to acquire fully paid and
non-assessable shares of common stock of the Company (the “Shares”) as described below, is incorporated in
each Subordinated Convertible Bond as an integral part thereof. Copies of the Trust Deed and of the agency
agreement (the “Agency Agreement”) dated February 29, 2008 between, inter alios, the Company, the Trustee,
the principal paying agent (the “Principal Agent”), the registrar (the “Registrar”) and the other agents referred
to therein for the Subordinated Convertible Bonds are available for inspection during usual business hours at the
specified office for the time being of the Trustee, being at the date of issue of the Subordinated Convertible
Bonds at 8 Canada Square London E14 SHQ and at the specified office(s) of each Agent. References herein to
the Agents shall, unless the context otherwise requires, include the Principal Agent and any other or further
agent(s) appointed by the Company in connection with the Subordinated Convertible Bonds for the purpose of
making payments and transfers and acceptance of notices of the exercise of the Stock Acquisition Rights from
ime to time.

The Bondholders are entitled to the benefit of, are bound by, and are deemed to have notice of, all the
provisions of the Trust Deed and are deemed to have notice of all those provisions of the Agency Agreement
applicable to them, The statements in these terms and conditions (the “Conditions”) include summaries of, and
are subject to, the detailed provisions of the Trust Deed. Any terms defined in the Trust Deed and not in these
Conditions shall have the same meanings when used herein except where otherwise indicated.

1 Form, Denomination, Issue Price, Title, Status and Relationship between Subordinated Convertible
Bonds and Stock Acquisition Rights

1.1 Form, Denomination and Issue Price

The Subordinated Convertible Bonds are issued in registered form in the denomination of
¥5,000,000 each and are not exchangeable for bonds with stock acquisition rights in bearer form,
The issue price of the Subordinated Convertible Bonds (excluding the Stock Acquisition Rights)
(the “Issue Price”) is 100 per cent. of the principal amount of the Subordinated Convertible
Bonds. The issue price of the Stock Acquisition Rights is zero.

A bond certificate (each, a “Bond certificate’) will be issued in respect of each Subordinated
Convertible Bond. Each Bond certificate will be numbered serially with an identifying number
which will be recorded on the relevant Bond certificate and in the register {the “Register”) of
holders of Subordinated Convertible Bonds to be kept by the Registrar in accordance with
Condition 2.

1.2 Title

Title to the Subordinated Cenvertible Bonds will pass only by transfer and registration of title in
the Register. The holder of any Subordinated Convertible Bond will {(except as otherwise declared
by a court of competent jurisdiction or required by law) be treated as its absolute owner for all
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1.3

purposes (whether or not it is overdue and regardless of any notice of ownership, trust, or any
interest in it, or any writing on, or theft or loss of, the Bond certificate issued in respect of it) and
no person will be liable for so treating the holder.

Upon issue, each Series of Subordinated Convertible Bonds will be represented by a Global Bond
Certificate evidencing the Subordinated Convertible Bonds of the relevant Series each deposited
with and registered in the name of, or a nominee for, a common depositary for Euroclear and
Clearstream, Luxembourg on or about February 29, 2008 (the “Closing Date”), The Conditions
applicable to a Series are modified by certain provisions contained in the Global Bond Certificate
issued in respect of such Series. Except in the limited circumstances described in the Trust Deed,
owners of interests in Subordinated Convertible Bonds evidenced by a Global Bond Certificate
will not be entitled to receive definitive certificates in respect of their holdings of a Series of
Subordinated Convertible Bonds.

Status and Subordination

1.3.1 The Subordinated Convertible Bonds are direct, unsecured, subordinated (as described
below) and unconditional obligations of the Company, ranking pari passu and rateably
without any preference among themselves. Upon the occurrence of a Subordination
Event, claims in respect of the Subordinated Convertible Bonds will be subordinated in
right of payment to all other present and future senior and subordinated obligations of
the Company with the intent that such claims rank immediately in priority to the rights
and claims of holders of all classes of equity of the Company (including preference
stock).

1.3.2  The Suberdinated Convertible Bonds will, upon the occurrence of any of the following
events, be subordinated in the following manner:

(a) If, on or prior to any date on which any payment in respect of the Subordinated
Convertible Bonds (including cash amounts payable pursuant to Condition 5)
becomes due, a competent court in Japan shall have adjudicated the Company
to be subject to bankrupicy proceedings pursuant to the provisions of the
Bankruptcy Law, and so long as such bankruptcy proceedings shall continue
(a “Bankruptcy Event”), any amounts (including cash amounts payable
pursuant to Condition 5) having become due before then but remaining unpaid
or which become due thereafter under the Subordinated Convertible Bonds
shali only become payable upon the following condition being fulfilled:

The total amount of any and all Senior Indebtedness of the Company which is
listed on the final distribution list submitted to the court in such bankruptey
proceedings shall have been assured to be paid in full out of the amounts
available for distribution in such bankruptcy proceedings.

(b} If, on or prior to any date on which any payment in respect of the Subordinated
Convertible Bonds (including cash amounts payable pursuant to Condition 5)
becomes due, a competent court in Japan shall have adjudicated the Company
to be subject to corporate reorganization proceedings pursuant to the provisions
of the Japanese Reorganization Law or successor legislation thereto, and so
long as suoch corporate reorganization proceedings shall  continue
(a “Corporate Reorganization Event”), any amounts {including cash
amounts payable pursuant to Condition 5) having become due before then but
remaining unpaid or which become due thereafter under the Subordinated
Convertible Bonds shall only become payable upon the following condition
being fulfilled:

The total amount of any and all Senior Indebtedness of the Company which is
listed on the reorganization plan of the Company at the time when the court’s
approval of such plan becomes final and conclusive shall have been paid in full
in such proceedings to the extent that such liabilities shall have been fixed.

(c) If, on or prior to any date on which any payment in respect of the Subordinated
Convertible Bonds (including cash amounts payable pursuant to Condition 5)
becomes due, a competent court in Japan shall have adjudicated the Company
1o be subject to civil rehabilitation proceedings pursuant to the provisions of
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1.3.4

1.3.5

1.3.6

the Japanese Civil Rehabilitation Law or successor legislation thereto and so
long as such civil rehabilitation proceedings shall continue (& “Civil
Rehabilitation Event”), any amounts (including cash amounts payable
pursuant to Condition 5) having become due before then but remaining unpaid
or which become due thereafter under the Subordinated Convertible Bonds
shall only become payable upon the following condition being fulfilled:

The total amount of any and all Senior Indebtedness of the Company which is
listed on the rehabilitation plan of the Company at the time when the court’s
approval of such plan becomes final and conclusive shall have been paid in full
in such proceeding to the extent that such liabilities shall have been fixed

(d) If, on or prior to any date on which any payment in respect of the Subordinated
Convertible Bonds (including cash amounts payable pursuant to Condition 5)
becomes due in any jurisdiction other than Japan, the Company shall become
subject to bankruptcy, corporate reorganization or other equivalent proceedings
pursuant to any applicable law of any jurisdiction other than Japan, and so long
as such proceedings shall continue (a “Foreign Event”), any amounts
{including cash amounts payable pursuant to Condition 5) having become due
before then but remaining unpaid or which become due thereafter under the
Subordinated Convertible Bonds shalt only become payable upon conditions
equivalent to those enumerated in (a), (b) or (c} above having been fulfilled;
provided that notwithstanding any provisions herein to the contrary if the
imposition of any such conditions is not allowed under such proceedings, any
amounts (including cash amounts payable pursuant to Condition 5) which
become due under the Subordinated Convertible Bonds shall become payable
in accordance with the terms herein provided and not subject to such
conditions.

For the avoidance of doubt, subordination will not occur if the Company is subject to an
amalgamation, merger, reconstruction or other Corporate Event, the terms of which have
previously been approved by the Trustee or by an Extracrdinary Resolution of
Bondholders,

The rights of the Bondholders will be reinstated with respect to any payments made to
holders that are subsequently avoided in the bankruptcy or insolvency or reorganization
of the Company, as though such payments had not been made.

A holder by his acceptance of a Subordinated Convertible Bond, thereby agrees that (i) if
any payment in respect of a Subordinated Convertible Bond is made to such holder
under the Subordinated Convertible Bond after the occurrence of a Subordination Event
and the amount of such payment exceeds the amount, if any, that should have been paid
to such holder upon the proper application of the subordination provisions of the
Subordinated Convertible Bond, the payment of such excess amount shall be deemed
null and void and such holder shall be obliged to return the amount of the excess
payment within ten days of receiving notice of the excess payment, and (ii) upon the
occurrence of a Subordination Event and so long as such Subordination Event shall
continue such holder shall not exercise any right to set off any liabilities of the Company
to such helder of the Subordinated Convertible Bonds against any liabilities of such
holder owed to the Company unless, until and only in such amount as the liabilities of
the Company under the Subordinated Convertible Bonds become payable pursuant to the
proper application of the provisions of these Conditions,

It is expressly agreed that no amendment shall be made to this Condition 1.3 in any
respect.

For the avoidance of doubt, if a competent court in Japan shall have adjudicated the
Company to be subject to the bankruptcy proceedings pursuant to the provisions of the
Bankrupicy Law, the claims of the holders of the Subordinated Convertible Bonds wiil
rank junior to the claims of the Statutory Subordinated Bankruptcy Claims {Retsugoteki
Hasan Saiken, as defined in the Bankruptcy Law) in distribution in such bankruptcy
proceedings.
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1.3.7  The Company will give notice to the Tmstee in writing and the Bondholders in
accordance with Condition 19 of a Subordination Event.

Relationship between Subordinated Convertible Bonds and Stock Acquisition Rights

The obligations of the Company in respect of the Subordinated Convertible Bonds and the Stock
Acquisition Rights incorporated therein shall arise and shall be extinguished or cease to be
exercisable simultanecusly subject as provided herein. The Subordinated Convertible Bonds and
the Stock Acquisition Rights incorporated therein may not be transferred or dealt with separately
from each other.

2 Transfers of Subordinated Convertible Bonds
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The Register

The Company will cause to be kept at the offices of the Registrar (outside the United Kingdom),
and in accordance with the terms of the Agency Agreement, the Register on which shall be
entered the names and addresses of the Bondholders and the particulars of the Subordinated
Convertible Bonds held by them and of all transfers, redemptions and acquisitions of
Subordinated Convertible Bonds and the exercise of any Stock Acquisition Rights.

Each Bondholder shall be entitled to receive one Bond certificate in respect of each Subordinated
Convertible Bond held by such holder.

Transfers

A Subordinated Convertible Bond may be transferred upon the surrender (at the specified office of
the Registrar) of the Bond certificate evidencing such Subordinated Convertible Bond, together
with the form of transfer endorsed on such Bond certificate (or another form of transfer
substantially in the same form and containing the same representations and certifications (if any),
unless otherwise agreed by the Company), duly completed and executed and any other evidence as
the Registrar may reasonably require. No transfer of a Subordinated Convertible Bond will be
valid unless and until entered on the Register. Upon such transfer, a new Bond certificate will be
issued to the transferee in respect of the Subordinated Convertible Bond so transferred. All
ransfers of the Subordinated Convertible Bonds and entries on the Register will be made subject
to the detailed regulations conceming transfer of the Subordinated Convertible Bonds scheduled
to the Agency Agreement. The regulations may be changed by the Company, with the prior
written approval of the Registrar, the Principal Agent and the Trustee. A copy of the current
regulations will be made available by the Principal Agent or the Registrar to any Bondholder upon
request.

Delivery of New Bond Certificates

Each new Bond certificate to be issued pursuant to Condition 2.2 shall be available for delivery
within three Transfer Business Days of receipt of the duly completed and signed form of transfer
and surrender of the original Bond certificate for exchange and upon the transfer being registered.
Delivery of the new Bond certificate(s) shall be made at the specified office of the Registrar to
whom delivery or surrender of such form of transfer and Bond certificate shall have been made, or
if so requested in the form of transfer, be mailed by uninsured post at the risk of the holder entitled
to the new Bond certificate to such address so specified unless such holder requests otherwise and
pays in advance to the Registrar the costs of such other method of delivery and/or such insurance
as it may specify. In this Condition 2.3, “Transfer Business Day” means 2 day, other than a
Saturday or Sunday, on which banks are open for business in the place of the specified office of
the Registrar.

Formalities Free of Charge

Registration of a transfer of Subordinated Convertible Bonds shall be effected without charge by
or on behalf of the Company, the Registrar or the Agents, but upon (i) payment of any tax or other
governmental charges that may be imposed in relation to it (or the giving of such indemnity as the
Registrar may require); and (ii) the Company and the Registrar being reasonably satisfied that the
regulations concerning transfer of Subordinated Convertible Bonds having been satisfied.
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Closed Periods

No Bondholder may require the transfer of a Subordinated Convertible Bond to be registered
{i} during the period of 7 Business Days ending on {and including) the date for repayment or the
Acquisition Date of such Subordinated Convertible Bond, or (ii) after a Conversion Notice has
been given with respect to such Subordinated Convertible Bond pursuant to Condition 5.9.1.

3 Definitions and Construction of References

31

Definitions
In these Conditions (unless the context otherwise requires):

“Acquisition Cash Amount” means, in respect of the Subordinated Convertible Bonds which are
the subject of one Share Settlement Notice, the Cash Amount that would be payable pursuant to
Condition 5 upon exercise of Stock Acquisition Rights incorporated in such Subordinated
Convertible Bonds on the Determination Date and using the Conversion Price as of the
Determination Date;

“Acceleration Event” has the meaning provided in Condition 10;

“Acquisition Date” means the Mandatory Acquisition Date, Optional Acquisition Date,
Corporate Event Acquisition Date or Tender Offer Acquisition Date as the case may be;

“Acquisition Notice” means the Mandatory Acquisition Notice, Optional Acquisition Notice,
Corporate Event Acquisition Notice or Tender Offer Acquisition Date as the case may be;

“Acquisition Shares” means in respect of Subordinated Convertible Bonds that are subject of one
Share Settlement Notice the Shares that would be deliverable pursuant to Conditicn 5 upon
exercise of Stock Acquisition Rights incorporated in such Subordinated Convertible Bonds on the
Determination Date and using the Conversion Price as of the Determination Date, provided that
Nen Unit Shares and fractions of a Share shall be disregarded (and no adjustment or cash payment
will be made in respect of any such fractions of a Share);

“Additional Amounts” has the meaning provided in Conditicn 9;
“Additional Shares™ has the meaning provided in Condition 5.3;

“Annual Fiscal Period” means a period commencing on April 1 and ending on the succeeding
March 31; provided that, if the Company shall change its financial year so as to end on a date
other than March 31, “Annual Fiscal Period” shall be deemed to be amended muratis mutandis
and any such change shall be promptly notified by the Company to the Trustee in wnting;

“Asset Transferee” has the meaning provided in the definition of Asset Transfer Event;

“Asset Transfer Event” means the passing of a resolution at a general meeting of shareholders of
the Company (or, where a resolution of a general meeting of shareholders is not required, at a
meeting of the Board of Directors of the Company) for the sale or transfer of all or substantially
all of the assets of the Company to another corporation (the “Asset Transferee™), pursuant to the
terms of which the Company’s obligations under the Subordinated Convertible Bonds are to be
transferred to or assumed by the Asset Transferee;

“Auditors™ means the independent auditors for the time being of the Company or, if there shall be
joint independent auditors, any one or more of such independent aunditors or, if they are unable or
unwilling to carry out any action requested of them, such other auditors or firm of auditors as may
be appointed by the Company and approved in writing by the Trustee for the purpose;

“Authorized Officer” means any one of the directors or officers of the Company or the New
Obligor (as the case may be) or any other person whom the Company or the New Obligor (as the
case may be) shall have identified to the Trustee by notice in writing as being duly authorized to
sign any document or certificate on behalf of the Company or the New Obligor (as the case may
be};

“Average Closing Price” shall be deemed to be the average of the daily Closing Prices of the
Shares for (i) in the case of Condition 5.1.3(1), the 30 consecutive Trading Days starting on the
45th Trading Day prior to {and incluoding) February 27, 2009, (ii) in the case of Condition
5.1.3(ii), the 30 consecutive Trading Days starting on the 45th Trading Day prior to {(and
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including) the relevant Acquisition Date, {iii) in the case of Condition 5.1.3(iii), such number of
Trading Days falling within the 20 consecutive Business Days starting on (and including) the fifth
Business Day after (and excluding) the Subordination Notice Date or (iv) in the case of Condition
5.1.3(iv), such number of Trading Days falling within the 20 consecutive Business Days starting
on (and including) the fifth Business Day after (and excluding) the Listing Suspension Date , as
the case may be, If during the said 45 Trading Day period or 20 Business Day period, as the case
may be, or any period thereafter up to the relevant date of reset any event shall occur which gives
rise to an adjustment {excluding a Retroactive Adjustment to take effect on or after the last
Trading Day of that period) to the Conversion Price under the provisions of Condition 5.2, the
“Average Closing Price” as determined above shall be adjusted in such manner and to such
extent as the Company in consultation with an Independent Financial Adviser {(whose advice the
Company will take fully into account) shall deem appropriate and fair in order to compensate for
the effect of such event;

“Bankruptcy Law” means the Bankruptcy Law of Japan (Law No. 75 of 2004, as amended);
“Bond certificate” has the meaning provided in Condition 1.1;

“Bondholders” and, in relation to a Subordinated Convertible Bond, “holder” mean the person in
whose name a Subordinated Convertible Bond is registered in the Register (or in the case of a
joint holding, the first name therecf);

“Business Day” means a day on which banks are open for general business (including dealing in
foreign currency and exchange) in London and Tokyo,

“Cash Amount” has the meaning provided in Conditicn 5.1.6;

“Civil Rehabilitation Law” means the Civil Rehabilitation Law of Japan (Law No, 225 of 1999,
as amended);

*Clearing Law” has the meaning provided in Condition 5.9.6;

“Closed Period” has the meaning provided in Condition 7.8;

“Closing Price” of the Shares has the meaning provided in Condition 5.2.10;
“Company’s Territory” has the meaning provided in Condition 12.2;

“Company Law"” means the Company Law of Japan (Law No, 86 of 2005, as amended);

“Confirmation Date” means the day falling 60 Business Days prior to the Corporate Event
Effective Date;

“Ceonsolidated Financial Statements” means in relalion to any Fiscal Period of the Company, the
unaudited consolidated financial statements of the Company and its Consolidated Subsidiaries
prepared in accordance with the Relevant GAAP or, if in respect of such Fiscal Period audited
consolidated financial statements have been prepared, the audited consolidated financial
statements of the Company and its Consolidated Subsidiaries prepared as aforesaid;

“Consolidated Subsidiary” means in relation to a Fiscal Period of the Company, Subsidiaries
consolidated in the relevant Consolidated Financial Statements;

“Conversion Notice” means the written notice required to accompany any Subordinated
Convertible Bonds deposited for the purposes of exercise of the Stock Acquisition Rights, the
current form of which is available from any Agent

“Conversion Price” has the meaning provided in Condition 5.1.3;

“Corporate Event” has the meaning provided in Condition 6.1;

“Corporate Event Acquisition Date” has the meaning provided in Condition 7.2.3;

“Corporate Event Acquisition Notice” has the mearing provided in Condition 7.2.3;
“Corporate Event Effective Date” has the meaning provided in Condition 6.3;

“Corporate Event Notice Date™ has the meaning previded in Condition 7.2.3;

“Corporate Reorganization Law” means the Corporate Reorganization Law of Japan (Law

No. 154 of 2002, as amended);
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“Corporate Split Counterparty” has the meaning provided in the definition of Corporate Split
Event;

“Corporate Split Event” means the passing of a resolution at a general meeting of sharcholders
of the Company (or, where a resolution of a general meeting of shareholders is not required, at a
meeting of the Board of Directors of the Company) for any corporate split (shinsetsu bunkatsu or
kyushu bunkatsu) in which the Company’s obligations under the Subordinated Convertible Bonds
are to be transferred to or assumed by the corporation which is the counterparty to such corporate
split (the “Corporate Split Counterparty”);

“Current Market Price per Share” has the meaning provided in Condition 5.2.10;

“Custodian” means HSBC Bank plc at its specified office at 8 Canada Square London E14 SHQ
or such other Custodian as may from time to time be appointed, or at such cther specified office as
may from time to time be designated, by or on behalf of the Company, in each case with the prior
written approval of the Trustee, and notice of whose appointment or designation has been given to
the Bondholders and shall, unless the context otherwise requires, include the nominee of the
Custodian,

“Custodian’s Agent” means Nomura Trust & Banking Co., Ltd. at its specified office at 2-2-2
Otemachi, Chiyoda-ku, Tokyo 100-0004 or such other agent of the Custodian in Japan as may
from time to time be appointed, or at such other specified office as may from time to time be
designated, by or on behalf of the Custodian, in each case with the prior written approval of the
Trustee, and notice of whose appointment or designation has been given to the Bondholders;

“Delisting Event” means, in relation to the Shares, the Shares not being listed, or being suspended
from trading or being reallocated to kanripost or seiripost (or any equivalent designation thereto),
on the Relevant Stock Exchange;

“Deposit Date” has the meaning provided in Condition 5.9.4;

“Determination Date” means the fifth Business Day prior to (and including) the relevant
Acquisition Date;

“Effective Date” has the meaning provided in Condition 5.1.6;
“Exercise Period” has the meaning provided in Condition 5.1.4;
“Extraordinary Dividend” has the meaning set out in Condition 5.2.4;

“Extraordinary Resolution” means a resolution passed at a meeting of the Bondholders duly
convened and held in accordance with the provisions contained in the Trust Deed by a majority
consisting of not less than three-quarters of the votes cast thereon;

“Financial Instruments and Exchange Law” means the Financial Tnstruments and Exchange
Law of Japan {Law No. 25 of 1948, as amended);

“Fiscal Period” means, as the context may require, a period (i) commencing on Ist April and
ending on the succeeding 31st March; or (ii) commencing on 1st April and ending on the
succeeding 30th September; provided that, if the Company shall change its financial year 50 as to
end on a date other than 31st March, the provisions of items (i) and (ii) above shall be deemed to
be amended mutatis mutandis and any such change shall be promptly notified by the Company to
the Trustee in writing;

“Holding Company” has the meaning provided in the definition of Holding Company Event;

“Holding Company Event” means the passing of a resolution at a general meeting of
shareholders of the Company (or, where a resolution of a general meeting of shareholders is not
necessary, at a meeting of the Board of Directors of the Company) for the Company to become a
wholly—owned subsidiary of another corporation (the “Holding Company”) by way of share
exchange (kabushiki-kokan) or share transfer (kabushiki-iten),

“Independent Financial Adviser” means an independent investment bank, securities company or
accountancy firm of international repute appointed by the Company and approved in writing by
the Trustee or, if the Company fails to make such appointment and such failure continues for a
reasonable period (as determined by the Trustee) appeinted by the Trustee following notification
to the Company provided that the Trustee shall have no obligation to make any such appointment
unless it is indemnified and/or secured to its satisfaction against the costs, fees and expenses of
such adviser;
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“Initial Conversion Price” has the meaning provided in Condition 5.1.3;
“Issue Price” has the meaning provided in Condition 1.1;
“Listing” has the meaning provided in Condition 6.4.2;

“Listing Suspension Date” means, in relation to the Shares, (i) any date on which the Company
first announces that it will not take any action or measures to prevent a Delisting Event from
occurring following a Potential Delisting Event, or (ii) any date on which the Relevant Stock
Exchange announces {or the first date on which the announcement is made if the same
announcement is made on more than one occasion) that the listing of the Shares will be
reallocated on the Relevant Stock Exchange to either (A) karnripost (or any equivalent designation
thereto) as a result of the liquidity ratio (ryutsu kabushiki hiritsu) of the Shares for the purposes of
the Relevant Stock Exchange falling below the level specified by the Relevant Stock Exchange, or
(B) seiripost (or any equivalent designation thereto), provided, that, the same circumstances shali
not give rise to more than one such date;

“Mandatory Acquisition Date” has the meaning provided in Condition 7.2.1;
“Mandatory Acquisition Notice” has the meaning provided in Condition 7.2.1;
“Market Value” has the meaning provided in Condition 5.1.6;

“Merged Company” means the corporation formed by the relevant Merger Event or the
corporation into which the Company shall have merged following a Merger Event;

“Merger Event” means the passing of a resolution at a general meeting of sharcholders of the
Company (or, where a resolution of a general meeting of shareholders is not necessary, at a
meeting of the Board of Directors of the Company) for any consclidation or amalgamation
(shinsetsu gappei) of the Company with, or merger (kyushu gappei) of the Company into any
other corporation (other than a consolidation, amalgamation or merger in which the Company is
the continuing corporation);

“Net Proceeds” has the meaning provided in Condition 7.2.10(b);

“New Obligor” has the meaning provided in Condition 6.1;

“New Obligor Current Market Price per Share” has the meaning provided in Condition 6.5.3;
“New Stock Acquisition Rights” has the meaning provided in Condition 12.2;

“New Territory” has the meaning provided in Condition 12.2;

“Non Unit Shares” has the meaning provided in Condition 5.1.6;

“Optional Acquisition Date” has the meaning provided in Condition 7.2.2;

“Optional Acquisition Notice” has the meaning provided in Condition 7.2.2;

“Payment Business Day” has the meaning provided in Condition 8.3;

“Potential Delisting Event” means any circumstances, condition, omission, act or event which
would, pursuant to the rules of the Relevant Stock Exchange, allow the Relevant Stock Exchange
to constitute a Delisting Event in respect of the Shares;

“Record Date” means the date fixed by the Articles of Incorperation of the Company or
otherwise specified by the Company for the purpose of determining entitlements to dividends or
other distributions to, or rights of, helders of Sharss, provided, however, that if the Company has
fixed no such Record Date and the context so requires, the “Record Date” shall be construed as a
reference to the date of any event in question coming into effect;

“Register” has the meaning provided in Condition 1.1;
“Registered Account” has the meaning provided in Condition 8.1;
“relevant date” has the meaning provided in Condition 5.2.9;

“Relevant GAAP” means the accounting principles which are adopted by the Company for the
preparation of the Consolidated Financial Statements;

29




“Relevant Price per Share” means 90 per cent. of the relevant Average Closing Price for a Share,
but subject on each occasion to a lower limit of ¥983 and an upper limit of ¥3,932 (in each case,
subject to adjustment in accordance with Condition 5.2 in the same manner that the Conversion
Price is adjusted, with such floor and ceiling amounts to be rounded down to the nearest one yen);

“Relevant Property” has the meaning provided in Condition 7.2.9 or Condition 7.2.10 as the case
may be;

“Relevant Securities” has the meaning provided in Condition 5.2.9;

“Relevant Stock Exchange” means Tokyo Stock Exchange, Inc. or, if at the relevant time the
Shares or the shares of common stock of the New Obligor (as the case may be) are not listed on
Tokyo Stock Exchange, Inc., the principal stock exchange or securities market on which the
Shares or the shares of common stock of the New Obligor (as the case may be) are then listed or
guoted or dealt in;

“Representative Director” means a director of the Company (or the New Obligor, as the case
may be) who is for the time being a representative director within the meaning of the Company
Law or, where applicable, a representative statutory executive officer of the Company (or the New
Obligor, as the case may be) within the meaning of the Company Law;

“Retroactive Adjustment” has the meaning provided in Condition 5.3;

“Senior Indebtedness of the Company” means all liabilities of the Company other than the
liabilities of the Company under the Subordinated Convertible Bonds, liabilities stated or
expressed to rank, or ranking, pari passu with the Subordinated Convertible Bonds, and any
obligations or liabilities owed to holders of all classes of equity of the Company.

“Share Settlement Notice” means a written notice required for the purposes of Condition 7.2, the
current form of which is available from any Agent;

“Stock Acquisition Date” has the meaning provided in Condition 5.9.4;

“Stock Split” means any kind of stock split in relation to the Shares, including a free share
distribution to the holders of Shares, a stock dividend or a subdivision of Shares;

“Subordination Event” means a Bankruptcy Event, a Corporate Reorganization Event, Civil
Rehabilitation Event or a Foreign Event;

“Subordination Notice Date”’ means the date on which a Subordination Event occurs;

“Subsidiary” means a company more than 50 per cent. of the outstanding shareholders’ voting
rights of which is now or hereafter owned by the Company, by one or more other Subsidiaries or
by the Company and one or more other Subsidiaries, or otherwise a company controlled by the
Company in accordance with Relevant GAAP {and, for this purpose, “voting rights” means the
voting power attached to stocks or shares for the election of directors, officers or trustees of such
company, other than voting powers attached to stocks or shares outstanding having such power by
reason of the happening of a contingency);

“Tender Offer” has the meaning provided in Condition 7.2.4;

“Tender Offer Acquisition Date” has the meaning provided in Condition 7.2.4;
“Tender Offer Acquisition Notice” has the meaning provided in Condition 7.2.4;
“Tender Offer Notice Date™ has the meaning provided in Conditicn 7.2.4;

“Trading Day” means, in respect of the Shares or the shares of common stock of the New Obligor
(as the case may be), a day when the Relevant Stock Exchange is open for business, but does not
include a day when (a) no last selling price {regular way) for the Shares or the shares of common
stock of the New Obligor (as the case may be) is reported by the Relevant Stock Exchange and
(b) if the Shares or the shares of comman stock of the New Obligor (as the case may be) are not
listed or admitted to wading on the Relevant Stock Exchange, no such closing bid and offered
prices are furnished as provided in the definition of Closing Price;

“Transfer Business Day™ has the meaning provided in Condition 2.3;

“yen” and “¥” mean the lawful currency of Japan.
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3.2 Construction of Certain References

References to any stamte or provision of any statute shall be deemed to include a reference to any
statute or the provision of any statute which amends, extends, consolidates or replaces the same,
or which has been amended, extended, consolidated or replaced by the same, and shall include any
ordinances, regulations, instruments or other subordinate legislation made under the relevant
statute.

Except where the context requires otherwise, references to the “issue” of Shares shall include the
transfer and/or delivery of Shares by the Company, whether newly issued or previously existing or
held by or on behalf of the Company (and the words “issue”, “issued” and “issuable” shall be
construed accordingly), and references in these (Conditions to the word “acquire” used in
conjunction with the Shares shall be read as including both the words “issue” and “transfer”, and
the words “acquired™ and “acquisition” shall be construed accordingly.

The headings in these Conditions are for convenience only and shall be ignored in construing
these Conditions.

Default Interest

The Subordinated Convertible Bonds do not bear interest unless payment of any amount in respect
of any Subordinated Convertible Bond is improperly withheld or refused, in which case such unpaid
amount will bear interest (both before and after judgment) from the date of default to the earlier of (i) the
day on which all sums due in respect of such Subordinated Convertible Bond up to but excluding that day
are received by or on behalf of the relevant Bondholder, and (ii) the day seven days after the Principal
Agent has notified Bondholders of receipt of all sums due in respect of all the Subordinated Convertible
Bonds up to but excluding that seventh day (except to the extent that there is a failure in the subsequent
payment to the relevant Bondholders under these Conditions) at the rate of interest per annum determined
by the Principal Agent as being equal to the offered rate quoted by a leading bank in the Euro—yen market
selected by the Principal Agent for deposits in yen for the period of three months, as at 11:00 a.m. (London
time) on the date of such default. If interest is required to be calculated for a period of less than one year, it
will be calculated on the basis of a 360 day year consisting of 12 months of 30 days each and, in the case
of an incomplete month, the number of days elapsed on the basis of a month of 30 days.

Exercise of Stock Acquisition Rights
5.1 Conversion Price, Exercise Period, Shares Issuable and Procedure

5.1.1 Contribution of the Subordinated Convertible Bond: Subject to and upon compliance
with the provisions of this Condition 5, the Stock Acquisition Right incorporated in each
Subordinated Convertible Bond may be converted in accordance with and subject to
these Conditions. Upon exercise of the Stock Acquisition Right, the relevant
Subordinated Convertible Bond shall be decmed to be acquired by the Company as a
capital contribution in kind by the Bondholder at the price equal to the Issue Price on the
Stock Acquisition Date.

5.1.2  Number of Shares: The number of Shares to be acquired upon exercise of a Stock
Acgquisition Right will be determined by dividing the principal amount of the
Subordinated Convertible Bond deposited upon exercise of the Stock Acquisition Right
by the Conversion Price applicable on the Stock Acquisition Date. Fractions of a Share
will not be issued upon exercise of any Stock Acquisition Right and no adjustment or
cash payment will be made in respect thereof. A Conversion Notice may be completed in
respect of one or more Subordinated Convertible Bonds. If a Conversion Notice shall be
deposited in respect of more than one Subordinated Convertible Bond, the number of
Shares which shall be acquired upon exercise of such Stock Acquisition Rights shall be
calculated on the basis of the aggregate principal amount of the Subordinated
Convertible Bonds referred to in such Conversion Notice. Each Conversion Notice shall
be treated separately by the Company such that, where two or more Conversion Notices
are received in respect of the same Bondholder, the obligations with respect to such
Conversicn Naotices shall be treated separatelv,
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5.1.4

Conversion Price: The price at which Shares shall be acquired upon exercise of the
Stock Acquisition Rights (the “Conversion Price”) shall initially be ¥1,966 per Share
(the “Initial Conversion Price™), subject to adjustment in the manner provided in
Condition 5.2 and reset as provided below. The Conversion Price will be reset:

(i) to the Relevant Price per Share with effect from and including the Trading Day
immediately following February 27, 2009, unless such Trading Day falls within
a period of calculation and reset specified under Condition 5.1.3(ii), (iii) or
(iv) below (in which case reset shall be made under that Condition);

(ii) to the Relevant Price per Share with effect from (and including) the Trading
Day immediately following the 30 consecutive Trading Day period starting on
the 45th Trading Day prior to (and including) the relevant Acquisition Date
pursuant to Condition 7.2;

{iii) to the Relevant Price per Share with effect from (and including) the Business
Day immediately following the 20 consecutive Business Day period starting on
(and including) the fifth Business Day after (and excluding) the Subordination
Notice Date; and

(iv) to the Relevant Price per Share with effect from (and including) the Business
Day immediately following the 20 consecutive Business Day period starting on
{(and including) the fifth Business Day after (and excluding) the Listing
Suspension Date, provided that, no such reset will be made pursuant to this
Condition 5.1.3(iv) where the Conversion Price has been, or will be reset in
accordance with either of Condition 5.1.3(ii) or (iii) and/or a Corporate Event
has occurred, in each case, as a result of the same set of circumstances for
which reset is being considered under this Condition 5.1.3(iv),

provided that the Conversion Price will not in any event be reduced as a result
of any such reset identified in this Condition 5.1.3 to an extent that, under
applicable law then in effect, the Stock Acquisition Rights may not be
exercised at such reduced Conversion Price into legally issued Shares,

The Company shall, as soon as practicable after it is determined, give notice in writing to
the Trustee, the Agents and to the Bondholders of (x) the passing of a resolution by the
Board of Directors of the Company for the purposes of authorizing acquisition pursuant
to Condition 5.1.3(ii) above (if any), and of any Listing Suspension Event, Potential
Delisting Event or Subordination Notice Date and (y) on each occasion that the
Conversion Price is to be reset pursuant to Condition 5.1.3, the relevant reset Conversion
Price and the date on which such reset shall {or is expected to) take effect,

The reset provisions in Condition 5.1.3 apply separately in respect of each Series of
Subordinated Convertible Bonds.

Exercise Period: The Stock Acquisition Rights may be exercised at any time during the
period from, and including, March 10, 2008 up to, and including the close of business (at
the place where the Stock Acquisition Right is to be exercised) on February 27, 2010,
provided that (x) in no event shall the Stock Acquisition Rights be exercised after
February 27, 2010, (y) the Stock Acquisition Rights may not be exercised for such
period as may be designated by the Company, which period may not exceed 30 days, and
which period shall end on a date not later than 14 days afier the Corporate Event
Effective Date if the Company reasonably determines that such suspension is necessary
in order to consummate the relevant transaction in compliance with these Conditions
(including Conditions 6.4.1 and 6.4.2) and (z) the Stock Acquisition Rights may not be
exercised for a period from (and including) the Determination Date to (and including)
the scheduled Acquisition Date. The Company shall give the Trustee and the
Bondholders a notice of the determination and period referred to in (y) above at least 30
days prior to the commencement of such period,

Notwithstanding the above, no Stock Acquisition Right may be exercised after the
relevant Subordinated Convertible Bond has been accelerated pursuant to Condition 10.
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5.2

The period during which the Stock Acquisition Rights are exercisable pursuant to this
Condition 5.1.4 is hereinafter referred to as the “Exercise Period”. Upon expiration of
the Exercise Period, the Stock Acquisition Rights incorporated in the Subordinated
Convertible Bonds will lapse and cease to be exercisable or valid for any purposes.

Rights Attached to the Shares upon Exercise of Stock Acquisition Rights: Shares acquired
upon exercise of the Stock Acquisition Rights shall have the same rights in all respects
(including in relation to any distribution of dividends) as the Shares outstanding on the
relevant Stock Acquisition Date (except for any right the Record Date for which
precedes such Stock Acquisition Date and any other right excluded by mandatory
provisions of applicable law).

Non Unit Shares: If, separately with respet to each Conversion Notice, a Bondholder
would receive a number of Shares (“Non Unit Shares™) not constituting a unit (tangen)
of Shares or integral multiples thereof upon exercise of the Stock Acquisition Right(s)
specified in such Conversion Notice or upon a Retroactive Adjustment, then the
Company shall pay or cause to be paid in yen to or to the order of the Bondholder a cash
amount (the “Cash Amount”) equal to the aggregate Market Value of such Non Unit
Shares. The determination of whether or not the number of Shares to be so acquired
constitutes a unit of Shares shall be made separately with respect to each Conversion
Notice and for this purpose the number of Shares initially acquired upon exercise of the
Stock Acqguisition Rights and those acquired upon a subsequent Retroactive Adjustment
shall not be aggregated. The Cash Amount shall be paid as soon as practicable after the
Effective Date; provided, however, that should such date fall during any period from,
and including, the date on which the market price of the Shares goes ex dividend or ex
right pursuant to the rules of the Relevant Stock Exchange to, and including, the Record
Date in respect of any cash dividend, Stock Split, issue of any rights or warrants to
subscribe for additional Shares or distribution of other assets to the holders of Shares to
which such ex dividend or ex right date relates, then the Cash Amount shall be paid as
soon as practicable after such Record Date.

In these Conditions:

“Effective Date” shall mean the Stock Acquisition Date or, in the case of Shares
issuable or transferable as a result of a Retroactive Adjustment of the Conversion Price,
the date on which the Retroactive Adjustment is first reflected in the Conversion Price
{disregarding the fact that it becomes effective retroactively at an earlier date); and

“Market Value” of each Share shall mean (i) the last selling price {regular way) of a
Share as reported by the Relevant Stock Exchange on the Effective Date or, if no sale of
Shares is reported on the Relevant Stock Exchange on such day or the Relevant Stock
Exchange is not open for trading on such day, the price at which a Share is first traded
(regular way) on the Relevant Stock Exchange subsequent to the Effective Date, less an
amount equal to brokerage commissions and Japanese consumption tax applicable to
sale of such Shares or (ii) (if a different method of determining the market value of each
such Share is provided by the Share Handling Regulations of the Company in conformity
with applicable Japanese law) an amount determined in accordance with the Share
Handling Regulations of the Company then in effect as the price at which such Share
shall be purchased by the Company at the request of the holder thereof.

As at the date of this Offering Circular, one unit of Shares comprises 50 Shares.

Adjustments of the Conversion Price

Upen the happening of any of the events described below, the Cenversion Price shall be adjusted
as follows:

521

Stock Split and Consolidation of Shares: if the Company shall (a) make a Stock Split,
{b) consolidate its outstanding Shares into a smaller number of shares, or (¢) reclassify
any of its Shares into other securities of the Company, then the Conversion Price shall be
appropriately adjusted so that the holder of any Subordinated Convertible Bond, the
Stock Acquisition Date in respect of which occurs after the coming into effect of the
adjustment described in this Condition 5.2.1, shall be entitled to receive the number of
Shares and/or other securities of the Company which it would have held or have been
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entitled to receive after the coming into effect of any of the events described above had
the Stock Acquisition Right in respect of such Subordinated Convertible Bond been
exercised immediately prior to the coming into effect of such event (or, if the Company
has fixed a prior Record Date for the determination of shareholders entitled to receive
any such Shares or other securities issued upon any such Stock Split, consolidations or
reclassification, immediately prior to such Record Date), but without prejudice to the
effect of any other adjustment to the Conversion Price made with effect from the date of
the coming into effect of such event (or such Record Date) or any time thereafter. An
adjustment made pursuant to this Condition 5.2.1 shall become effective immediately on
the relevant event becoming effective or, if a prior Record Date is fixed therefor,
immediately after the Record Date; provided that, in the case of a relevant transaction
which must, under applicable Japanese law, be approved by a general meeting of
shareholders or the Board of Directors of the Company before being legally effective,
and which is so approved after the Record Date fixed for the determination of
shareholders entitled to receive such Shares or other securities, such adjustment shall,
immediately upon such approval being given, become effective retroactively to
immediately after such Record Date,

If the Company shall make a Stock Split and the Record Date therefor is also:

(i) the Record Date for the issue of any rights or warrants (including stock
acquisition rights) which requires an adjustment of the Conversion Price
pursuant to Condition 5.2.2 or 5.2.3, or

(ii) the last date (in the place of issue) of the period during which payment can be
made for any securities convertible into or exchangeable for Shares which
requires an adjustment of the Conversion Price pursuant to Condition 5.2.5 or
529, 0r

(iii} the last date (in the place of issue) of the period during which payment can be
made for the issue or transfer of any Shares which requires an adjustment of the
Conversion Price pursuant to Condition 5.2.6 or 5.2.9, or

(iv) the date of issue of any rights or warrants which requires an adjustment of the
Conversion Price pursuant to Condition 5.2.7 or 5.2.9,

then (except where such Stock Split gives rise to a Retroactive Adjustment of the
Conversion Price under this Condition 5.2.1) no adjustment of the Conversion Price in
respect of such Stock Split shall be made under this Condition 5.2.1, but in lieu thereof
an adjustment shall be made under Condition 5.2.2, 5.2.3, 5.2.5, 5.2.6, 5.2.7 or 5.2.9, as
the case may be, by including in item “n” of the formula described therein the aggregate
number of additional Shares to be delivered pursuant to such Stock Split;

Issue to Shareholders of Shares, Rights or Warrants to Acquire Shares: if the Company
shall allot, grant, issue or offer to the holders of Shares, shares {other than Shares) by
way of free distribution, or rights or warrants (including stock acquisition rights and
preference stock) entitling them to subscribe for, purchase or otherwise acquire Shares:

(i) at a consideration per Share receivable by the Company (determined as
provided in Condition 5.2.11) which is fixed on or prior to the Record Date
mentioned below and is less than the Current Market Price per Share on such
Record Date, or

(ii} at a consideration per Share receivable by the Company (determined as
aforesaid) which is fixed after the Record Date mentioned beiow and is less
than the Current Market Price per Share on the date in Japan on which the
Company fixes the said consideration,

then the Conversion Price in effect (in a case within (i) above) on the Record Date for
the determination of shareholders entitled to receive such shares, rights or warrants or (in
a case within (ii) above) on the date in Japan on which the Company fixes the said
consideration shall be adjusted in accordance with the following formula:

NCP=0CP x NtV
N+n
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where:
NCP
OCP

N = the number of Shares outstanding (having regard to Condition 5.2.12) at the
close of business in Japan (in a case within (i) above) on such Record Date or
{in a case within (ii) above) on the date in Japan on which the Company fixes
the said consideration, but excluding the number of Shares, if any, contained
in the definition of ‘n’ immediately below, but only to the extent that such
Shares are then issued and outstanding.

[}

the Conversion Price after such adjustment.

the Conversion Price before such adjustment.

n = the number of Shares to be allotted, issued or acquired on exercise of all
rights attached to such shares, or of all such rights or warrants at the initial
subscription, purchase or acquisition price.

v = the number of Shares which the aggregate consideration receivable by the
Company {determined as provided in Condition 5.2.11} would purchase at
such Current Market Price per Share specified in (i) above or, as the case
may be, (ii) above.

Such adjustment shall become effective (in a case within (i) above) immediately after the
Record Date for the determination of sharcholders entitled to receive such shares, rights
or warrants or {(in a case within (ii) above) immediately after the day upon which the
Company fixes the said consideration but retroactively to immediately after the Record
Date for the said determination.

If, in connection with an allotrent, grant, issue or offer to the holders of Shares of shares
(other than Shares), rights or warrants (including stock acquisition rights and preference
stock) entitling them to subscribe for, purchase or otherwise acquire Shares, any such
shares, rights and/or warrants which are not subscribed for, purchased or otherwise
acquired by the persons entitled thereto are offered to and/or subscribed for, purchased
or otherwise acquired by others (whether as placees or members of the public or
pursuant to underwriting arrangements or otherwise), no further adjustment shall be
required or made to the Conversion Price by reason of such offer and/or subscription,
purchase or acquisition;

Issue to Shareholders of Rights or Warrants to Acquire Convertible/Exchangeable
Securities: if the Company shall grant, issue or offer to the holders of Shares rights or
warrants {including stock acquisition rights and preference stock) entitling them to
subscribe for, purchase or otherwise uacquire any securities convertible into or
exchangeable for Shares (including bonds with stock acquisition rights):

(i) at a consideration per Share receivable by the Company (determined as
provided in Condition 5.2.11) which is fixed on or prior to the Record Date
mentioned below and is less than the Current Market Price per Share on such
Record Date, or

(ii) at a consideration per Share receivable by the Company (determined as
aforesaid) which is fixed after the Record Date mentioned below and is less
than the Current Market Price per Share on the date in Japan on which the
Company fixes the said consideration,

then the Conversion Price in effect (in a case within (i) above) on the Record Date for
the determination of shareholders entitled to receive such rights or warrants or (in a case
within (ii) a2bove) on the date in Japan on which the Company fixes the said
consideration shall be adjusted in accordance with the following formula:

NCP=0QCP x N*V
N+n
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where:

NCP = the Conversion Price after such adjustment.
OCP =  the Conversion Price before such adjustment.
N =  the number of Shares outstanding (having regard to Condition 5.2.12) at

the close of business in Japan (in a case within (i) above) on such Record
Date or (in a case within (ii) above) on the date in Japan on which the
Company fixes the said consideration,

n = the number of Shares to be acquired upon conversion or exchange of all
such convertible or exchangeable securities at the initial conversion or
exchange price or rate following exercise of such rights or warrants at the
initial subscription, purchase or acquisition price.

v = the number of Shares which the aggregate consideration receivable by the
Company (determined as provided in Condition 5.2.11) would purchase at
such Current Market Price per Share specified in (i) above or, as the case
may be, (ii) above.

Such adjustment shall become effective (in a case within (i) above) immediately after the
Record Date for the determination of shareholders entitled to receive such rights or
warrants or (in a case within (ii) above) immediately after the day upon which the
Company fixes the said consideration but retroactively to immediately after the Record
Date for the said determination.

If, in connection with a grant, issue or offer to the holders of Shares of rights or warrants
including stock acquisition rights entitling them to subscribe for, purchase or otherwise
acquire securities convertible into or exchangeable for Shares (including bonds with
stock acquisition rights), any such securities convertible into or exchangeable for Shares
(including bonds with stock acquisition rights) which are not subscribed for, purchased
or otherwise acquired by the persons entitled thereto are offered to and/or subscribed for,
purchased or otherwise acquired by others (whether as placees or members of the public
ot pursuant to underwriting arrangements or otherwise), no further adjustment shall be
required or made to the Conversion Price by reason of such offer and/or subscription,
purchase or acquisition;

Distribution to Shareholders of Assets (including Extraordinary Dividends): If the
Company shall distribute to the holders of Shares (i) evidences of its indebtedness
(such as bonds), (ii) shares of capital stock of the Company (other than Shares),
(iii) cash or assets (excluding cash dividends or cash distributions other than
Extraordinary Dividends (as defined below)) of the Company, or (iv) rights or
warrants {including stock acquisition rights) to subscribe for, purchase or otherwise
acquire shares (other than Shares) or securities of the Company (other than those rights
and warrants referred to in Conditions 5.2.2 and 5.2.3), then the Conversion Price in
effect on the Record Date for the determination of shareholders entitled to receive such
distribution shall be adjusted in accordance with the following formula:

NCP=0cp x SMP—fmy
CMP
NCP =  the Conversion Price after such adjustment.
OCP = the Conversion Price before such adjustment.
CMP = the Cumrent Market Price per Share on the Record Date for the

determination of shareholders entitled to receive such distribution.

36



525

fmv = (i) in cases other than an Extracrdinary Dividend, the fair market value
(a) as determined by the Company in consultation with an Independent
Financial Adviser (whose advice the Company will take fully into account),
or {b) if cash is payable under Paragraph 4 of Article 454 and/or Article
456 of the Company Law, as determined pursuant to Paragraph 2 of Article
455 and/or Article 456 of the Company Law, or (¢) if pursuant to
applicable Japanese law such determination is to be made by application to
a court of competent jurisdiction, as determined by such court or by an
appraiser appointed by such court, and in the case of (b) and (c) above,
described in a certificate of the Company signed by a Representative
Director and delivered to the Trustee) of the portion of the evidences of
indebtedness, shares, cash, assets, rights or warrants so distributed
applicable to one Share or, (ii} in the case of an Extraordinary Dividend,
the amount of such Extraordinary Dividend divided by the Relevant
Number of Shares used in the calculation thereof.

Such adjustment shall become effective immediately after the Record Date for the
determination of shareholders entitled to receive such distribution or (in the case of an
Extraordinary Dividend) the relevant dividend, provided, however, that (a) if such
distribution or dividend must, under applicable Japanese law, be approved by a general
meeting of shareholders or the Board of Directors of the Company before being legally
made, and if such distribution or dividend is so approved after the Record Date fixed for
the determination of shareholders entitled to receive such distribution or dividend (as the
case may be), such adjustment shall, immediately upon such approval being given,
become effective retroactively to immediately after such Record Date and (b) if the fair
market value of the evidences of indebtedness, shares, cash or assets, rights or warrants
so distributed cannot be determined until after the Record Date fixed for the
determination of shareholders entitled to receive such distribution, such adjustment shall,
immediately upon such fair market value being determined, become effective
retroactively to immediately after such Record Date.

“Extraordinary Dividend” means, in relation to an Annual Fiscal Period ending on
or after the last day of the Annual Fiscal Period in which the Closing Date falls, the
part of any dividend (such dividend being the historical dividend without making
any retroactive adjustment resulting from Stock Splits or otherwise) in respect of
any number of Shares amounting to the Relevant Number of Shares, the Record Date
for which falls within such Annual Fiscal Period which, when aggregated with the
amount of all other dividends the Record Date for which falls within such Annual
Fiscal Period in respect of such number of Shares amounting to the Relevant
Number of Shares, is in excess of the sum of (i) the amount obtained by multiplying
the Base Dividend by the relevant percentage set out below and (ii) the amouant, if
any, previously determined to be an Extraordinary Dividend in respect of that
Annual Fiscal Peried:

Annual Fiscal Period ending on 31 March, Percentage

“Base Dividend” means ¥101,720.

The Base Dividend is the amount obtained by multiplying the Relevant Number of Shares
{calculated at the Initial Conversion Price) by ¥40.

“Relevant Number of Shares” means, such number of Shares (disregarding fractions of
a Share) as Bondholders would be entitled to receive in respect of each Subordinated
Convertible Bond deposited (were it to be so deposited) for exercise of the Stock
Acquisition Right incorporated therein at the Conversion Price in effect at the Record
Date in respect of the relevant dividend.

Issue to Non-shareholders of Convertible/Exchangeable Securities: if the Company
shall issue any securities convertible into or exchangeable for Shares, including bonds
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with stock acquisition rights and preference stock (other than the Subordinated
Convertible Bonds or in any of the circumnstances described in Conditions 5.2.2 and
5.2.3), and the consideration per Share receivable by the Company (determined as
provided in Condition 5.2.11) shall be less than the Current Market Price per Share on
the date in Japan on which the Company fixes the said consideration (or, if the issue of
such convertible or exchangeable securities is subject to approval by a general meeting
of shareholders, on the date in Japan on which the Board of Directors of the Company
fixes the consideration to be recommended at such meeting), then the Conversion Price
in effect on the last day of the period during which payment can be made for the issue of
such convertible or exchangeable securities shall, subject to Condition 5.2.9, be adjusted
in accordance with the following formula:

NCP=0OCP x NtV

N+n

where:

NCP = the Conversion Price after such adjustment,

OCP =  the Conversion Price before such adjustment.

N =  the number of Shares outstanding (having regard to Condition 5.2.12) at
the close of business in Japan on the last day of the period during which
payment can be made for such convertible or exchangeable securities.

n = the number of Shares to be acquired upon conversion or exchange of all
such convertible or exchangeable securities at the initial conversion or
exchange price or rate.

v =  the number of Shares which the aggregate consideration receivable by the

Company (determined as provided in Condition 5.2.11) would purchase at
such Current Market Price per Share.

Such adjustment shall become effective immediately after the calendar day in Japan
corresponding to the last day (in the place of issue) of the period during which payment
can be made for such convertible or exchangeable securities;

Issue to Non—shareholders of Shares: if the Company shall issue or transfer any Shares
(other than Shares issued or transferred (i) on conversion or exchange of any convertible
or exchangeable securities (including the Subordinated Convertible Bonds) issued by the
Company, (ii) on the exercise of any rights or warrants (including stock acquisition
rights) allotted, granted, issued or offered by the Company, (iii) to the extent permitted
by the Articles of Incorporation of the Company, to any holder of Shares constituting
less than one unit for the purpose of making such holder’s holding, when added to the
Shares held by such holder, constitute a full one unit, {iv) in any of the circumstances
described in Conditions 5.2.1, 5.2.2 and 5.2.3, (v) to shareholders of any corporation
which merges into the Company upon such merger or which becomes a wholly-owned
subsidiary of the Company by a share exchange (kabushiki-kokan), in proportion to their
shareholding in such corporation immediately prior to such merger or such exchange or
(vi) to any corporation or to shareholders of any corporation which transfers its business
to the Company following the split of such corporation’s business (kyushu bunkatsit))
and the consideration per Share receivable by the Company {determined as provided in
Condition 5.2.11) shall be less than the Current Market Price per Share on the date in
Japan on which the Company fixes the said consideration (or, if the issue or transfer of
such Shares is subject to approval by a general meeting of shareholders, on the date in
Japan on which the Board of Directors of the Company fixes the consideration to be
recommended at such meeting), then the Conversion Price in effect on the last day of the
period during which payment can be made in respect of the issue or transfer of such
Shares shall, subject to Condition 5.2.9, be adjusted in accordance with the following
formula:

N+v
N+n

NCP=0CP x
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where;

NCP = the Conversion Price after such adjustment.

OCP = the Conversion Price before such adjustment.

N = the number of Shares outstanding (having regard to Condition 5.2.12) at
the close of busintess in Japan on the last day of the period during which
payment can be made in respect of the issue or transfer of such Shares, but
excluding the number of Shares, if any, contained in the definition of *n”
immediately below, but only to the extent that such Shares are then issued
and outstanding.

n =  the number of Shares being issued or transferred as aforesaid.

v = the number of Shares which the aggregate consideration receivable by the

Company (determined as provided in Condition 5.2.11) would purchase at
such Current Market Price per Share.

Such adjustment shall become effective immediately after the calendar day in Japan
corresponding to the last day (in the place of issue) of the period during which payment
may be made in respect of the issue or transfer of such Shares;

Issue to Non-shareholders of Rights or Warrants to Acquire Shares or Convertible/
Exchangeable Securities: if the Company shall issue any rights or warrants {(including
stock acquisition rights and preference stock) to subscribe for, purchase or otherwise
acquire Shares or securities convertible into or exchangeable for Shares (other than the
Stock Acquisition Rights or in any of the circumstances described in Conditions 5.2.2,
5.2.3,5.2.4, 5.2.5 and 5.2.8) and the consideration per Share receivable by the Company
(determined as provided in Condition 5.2.11) shall be less than the Current Market Price
per Share on the date in Japan on which the Company fixes the said consideration (or, if
the issue of such rights or warrants is subject to approval by a general meeting of
shareholders, on the date in Japan on which the Board of Directors of the Company fixes
the consideration to be recommended at such meeting), then the Conversion Price in
effect on the date of the issue of such rights or warrants shall, subject to Condition 5.2.9,
be adjusted in accordance with the fellowing formula:

NCP=0CP x N+V

N+n

where:

NCP =  the Conversion Price after such adjustment.

OCP =  the Conversion Price before such adjustment.

N =  the number of Shares outstanding (having regard to Condition 5.2.12) at
the close of business in Japan on the date of the issue of such rights or
warrants.

n =  the number of Shares to be acquired on exercise of such rights or warrants
at the initial subscription, purchase or acquisition price, or upon
conversion or exchange of such convertible or exchangeable securities at
the initial conversion or exchange price or rate following exercise of such
rights or warrants.

v =  the number of Shares which the aggregate consideration receivable by the

Company (determined as provided in Condition 5.2.11) would purchase at
such Current Market Price per Share,

Such adjustment shall become effective immediately after the calendar day in Japan
corresponding to the calendar day (in the place of issue) of the issue of such rights or
warrants;
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Stock Acquisition Rights to Directors, Corporate Auditors or Executive Officers: if the
Company shall issue stock acquisition rights to directors, corporate auditors or executive
officers of the Company or its Subsidiaries with an exercise price per Share less than the
average of the Closing Price per Share in the immediately preceding month or the
Closing Price per Share on the date in Japan on which the stock acquisition rights are
issued, whichever is higher, then the Conversion Price in effect on the date of the issue
of such stock acquisition rights shall, subject to Condition 5.2.9, be adjusted in
accordance with the following formula:

NCP=0CP x N*¥

N+n

where:

NCP = the Conversion Price after such adjustment.

OCP = the Conversion Price before such adjustment.

N =  the number of Shares outstanding (having regard to Condition 5.2.12) at
the close of business in Japan on the date of issue of such stock acquisition
rights.

n = the number of Shares to be acquired on exercise of such stock acquisition
rights at the initial exercise price.

v =  the number of Shares which the aggregate consideration receivable by the

Company (determined as provided in Condition 5.2.11) would purchase at
the average of the Closing Price per Share in the immediately preceding
month or the Closing Price per Share on the date in Japan on which the
stock acquisition rights are issued, whichever is higher.

Such adjustment shall become effective immediately afier the calendar day in Japan of
the issue of such rights;

Combined Adjustment: if the Company shall issue or transfer (as the case may be)
securitics of a type falling within Condition 5.2.5, 5.2.6, 5.2.7 or 5.2.8 which otherwise
require an adjustment to the Conversion Price pursuant thereto and the date of issue or
transfer of such securities or, if applicable, the last day of the period during which
payment can be made in respect thereof (in each case, the “relevant date”) is also the
relevant date in respect of securities of another type or types (including a different
tranche or issue of a same type) falling within Conditions 5.2.5, 5.2.6, 5.2.7 and/or 5.2.8
which otherwise require an adjustment to the Conversion Price pursuant thereto (all such
securities being hereafter referred to as “Relevant Securities”), then any adjustment of
the Conversion Price shall not be made separately under each such Condition but in one
calculation in accordance with the following formula:

NCP = OCP x Navli+v2a+vi+vd

N+nl +n2 +n3 +nd

where:

NCP = the Conversion Price after such adjustment,

OCP =  the Conversion Price before such adjustment.

N = the number of Shares outstanding (having regard to Condition 5.2.12) at
the close of business in Japan on the relevant date but excluding the
number of Shares contained in the definition of “n2” below.

nl = the number of Shares to be acquired upon conversion or exchange of any
convertible or exchangeable securities (included within the Relevant
Securities) at the initial conversion or exchange price or rate.

n2 =  the number of any Shares (included within the Relevant Securities) being

issued or transferred.
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n3 =  the number of Shares to be acquired on exercise of any rights or warrants
(included within the Relevant Securities) at the initial subscription,
purchase or acquisition price, or upon conversion or exchange of any
convertible or exchangeable securities at the initial conversion or
exchange price or rate following exercise of such rights or warrants.

nd = the number of Shares to be acquired upen exercise of any stock acquisition
rights (included within the Relevant Securities) at the initial exercise price.

vl = the number of Shares which the aggregate consideration receivable by the
Company for such convertible or exchangeable securities (determined as
provided in Condition 5.2.11) would purchase at the Current Market Price
per Share on the date in Japan on which the Company fixes the said
consideration (or, if the issue of such convertible or exchangeable
securities is subject to approval by a general meeting of sharcholders, on
the date in Japan on which the Board of Directors of the Company fixes
the consideration to be recomunended at such meeting).

v2 = the number of Shares which the aggregate consideration receivable by the
Company for the issue or transfer of such Shares (determined as provided
in Condition 5.2.11) would purchase at the Current Market Price per Share
on the date in Japan on which the Company fixes the said consideration
(or, if the issue or transfer of such Shares is subject to approval by a
general meeting of shareholders, on the date in Japan on which the Board
of Directors of the Company fixes the consideration to be recommended at
such meeting).

v3 =  the number of Shares which the aggregate consideration receivable by the
Company for the issue or transfer of the total number of Shares to be
acquired on exercise of such rights or warrants and (if applicable) upon
conversion or exchange of such convertible or exchangeable securities
(determined as provided in Condition 5.2.11) would purchase at the
Current Market Price per Share on the date in Japan on which the
Company fixes the said consideration (or, if the issue of such rights or
warrants is subject to approval by a general meeting of shareholders, on
the date in Japan on which the Board of Directors of the Company fixes
the consideration to be recommended at such meeting).

v4 =  the number of Shares which the aggregate consideration receivable by the
Company for such stock acquisition rights (determined as provided in
Condition 5.2.11) would purchase at the average of the Closing Price per
Share in the immediately preceding month or the Closing Price on the date
in Japan on which the relevant stock acquisition rights are issued,
whichever is higher.

Any such adjustment shall become effective immediately after the calendar day in Japan
corresponding to the calendar day at the relevant place of issue which is the relevant
date.

Current Market Price per Share: for the purpose of these Conditions:

“Closing Price” of the Shares or the shares of common stock of the New Obligor (as the
case may be) for a Trading Day shall be the last reported selling price (regular way) of
Shares or the shares of common stock of the New Obligor (as the case may be) on the
Relevant Stock Exchange on such Trading Day or, if the Shares or the shares of common
stock of the New Obligor (as the case may be) are not listed or admitted to trading on the
Relevant Stock Exchange, the average of the closing bid and offered prices of Shares or
the shares of common stock of the New Obligor (as the case may be) for such Trading
Day as furnished by any member firm of the Relevant Stock Exchange selected from
time to time by the Company and approved in writing by the Trustee for such purpose;
and
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“Current Market Price per Share” on any date shall be deemed to be the average of
the daily Closing Prices of the Shares for the 30 consecutive Trading Days commencing
45 Trading Days before such date. If during the said 45 Trading Day period or any
period thereafter up to but excluding the date as of which the adjustment of the
Conversion Price in question shall be effected, any event (other than the event which
requires the adjustment in question) shall occur which gives rise to a separate adjustment
{excluding a Retroactive Adjustment to take effect on or after such date) to the
Conversion Price under the provisions of this Condition 5.2, the Current Market Price
per Share as determined above shall be adjusted in such manner and to such extent as the
Company in consultation with an Independent Financial Adviser (whose advice the
Company will take fully into account) shall deem to be appropriate and fair in order to
compensate for the effect of such event;

Consideration per Share: for the purposes of any calculation of the consideration per
Share receivable pursuant to Conditions 5.2.2, 5.2.3, 5.2.5, 5.2.6, 5.2.7, 5.2.8 and 5.2.9
above, the following provisions shall be applicable:

{i) in the case of the issue or transfer of Shares for cash, the consideration shall be
the amount of such cash, provided that in no case shall any deduction be made
for any commissions or any expenses paid or incurred by or on behalf of the
Company for any underwriting of the issue or transfer or otherwise in
connection therewith;

(ii) in the case of the issue or transfer of Shares for a consideration in whole or in
part other than cash, the consideration other than cash shall be deemed to be the
fair value thereof as determined by the Company in consultation with an
Independent Financial Adviser or, if pursuant to applicable Japanese law such
determination is to be made by application to a court of competent jurisdiction,
as determined by such court or an appraiser appointed by such court,
irrespective of the accounting treatment thereof. Such determination shall be
final and binding on the Company, the Trustee and the Bondholders;

(iii) {a) in the case of the issue by the Company of securities convertible into or
exchangeable for Shares, including bonds with stock acquisition rights and
preference stock, the aggregate consideration receivable by the Company shall
be deemed to be the consideration for any such securities plus the additional
consideration (if any) to be received by the Company upon (and assuming) the
conversion or exchange of such securities at the initial conversion or exchange
price or rate, and (b) in the case of the issue of rights or warrants, including
stock acquisition rights, to subscribe for, purchase or otherwise acquire
securities convertible into or exchangeable for Shares, the aggregate
consideration receivable by the Company shall be the consideration (if any)
received by the Company for any such rights or warrants plus the additional
consideration to be received by the Company upon {(and assuming) the exercise
thereof at the initial subscription, purchase or acquisition price and (if
applicable) upon the foltowing conversion or exchange of such securities at the
initial conversion or exchange price or rate. The consideration per Share
receivable by the Company shall be such aggregate consideration divided by
the number of Shares to be acquired upon (and assuming) such conversion or
exchange at the initial conversion or exchange price or rate {if applicable)
following the exercise of such rights or warrants at the initial subscription,
purchase or acquisition price (the consideration in each case to be determined
in the same manner as provided in sub—paragraphs (i) and (ii) above);

(iv) in the case of the issue of rights or warrants (incleding stock acquisition rights
and preference stock) to subscribe for, purchase or otherwise acquire Shares,
the aggregate consideration receivable by the Company shall be deemed to be
the consideration (if any) received by the Company for any such rights or
warrants plus the additional consideration to be received by the Company upon
{and assuming) the exercise of such rights or warrants at the initial
subscription, purchase or acquisition price (the consideration in each case to be
determined in the same manner as provided in sub—paragraphs (i) and
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5.2.13

5.2.14

52.15

(i) above, provided, however, that in the case of the issue of stock acquisition
rights as remuneration to directors, corporate auditors or executive officers of
the Company in circumstances where payment of any part of the consideration
for the issue of the stock acquisition rights is deemed to be made by way of
set-off between the payment obligation of the director, corporate auditor or
executive officer in respect of such consideration and the payment obligation of
the Company of an amount granted to such director, corporate auditor or
executive officer as remuneration, the amount of such remuneration as has been
set-off shall not be deemed to form part of the consideration received by the
Company), and the consideration per Share receivable by the Company shall be
such aggregate consideration divided by the number of Shares to be acquired
upon (and assuming) such exercise at the initial subscription, purchase or
acquisition price; and

{v) if any consideration referred to in the foregoing provisions of this Condition
5.2.11 is receivable in a currency other than yen, such consideration shall, in
any case where there is a fixed rate of exchange between yen and the relevant
currency provided for the purposes of the issue of such Shares or the
conversion or exchange of such securities or the exercise of such rights or
warrants, be translated into yen for the purposes of this Condition 5.2,11 at
such fixed rate of exchange and shall, in all other cases, be so translated at the
mean of the exchange rate quotations (being quotations for the cross rate
through U.S, dollars if no direct rate is quoted) by a leading bank in Japan for
buying and selling spot units of the relevant currency by telegraphic transfer
against yen on the date as at which such consideration is required to be
calculated;

Meaning of “ourstanding”: if, at the time of computing an adjustment (the “later
adjustment™) of the Conversion Price pursuant to any of Condition 5.2.2 to Condition
5.2.9 above (inclusive), the Conversion Price already incorporates an adjustment made
{or taken into account pursuant to the proviso to Condition 5.6) to reflect the issue or
transfer of such Shares, the issue of rights or warrants (including stock acquisition rights
or preference stock) to subscribe for, purchase or otherwise acquire such Shares or other
securities convertible into or exchangeable for such Shares, but such Shares are not
outstanding at the time relevant for ascertaining the number of outstanding Shares for the
purposes of computing the later adjustment, such Shares shall be deemed 10 be
outstanding for the purposes of making such computation to the extent that the number
of the Shares so deemed to be outstanding exceeds the actual number of Shares in issue
as a result thereof at the time of making such computation. For the purposes of
determining the number of Shares outstanding in Conditions 5.2.2, 52.3, 5.2.5, 5.2.6,
52.7,5.2.8 and 5.2.9, the Shares held by the Company as treasury stack on the relevant
date shall be deemed not to be cutstanding;

Meaning of Fixed: any reference in this Condition 5.2 to the date on which the
consideration is “fixed” shall be construed as a reference to the first day on which such
consideration in a cash amount can be ascertained, where the consideration is originally
expressed by reference to a formula and not then ascertainable in 2 cash amount;

Other Events: if the Company determines at its sole discretion that a downward
adjustment should be made to the Conversion Price as a result of one or more events or
circumstances not otherwise referred to in this Condition 5.2, the Company shall at its
own expense request an Independent Financial Adviser to determine as soon as
practicable what adjustment (if any) to the Conversion Price is fair and reasonable to
take account thereof and, if the adjustment would result in a reduction in the Conversion
Price, the date on which such adjustment should take effect and upon such
determination, such downward adjustment (if any) shall be made and shall take effect in
accordance with such determination; and

Modification to Operation of Adjustment Provisions: notwithstanding the foregoing,
where the circumstances giving rise to any adjustment pursuant to this Condition 5,2
have already resulted or will result in an adjustment to the Conversion Price or where the
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circumstances giving rise to any adjustment arise by virtue of other circumstances which
have already given rise or will give rise to an adjustment to the Conversion Price, such
modification (if any) shall be made to the operation of the provisions of this Condition
5.2 as may be advised by an Independent Financial Adviser to be in its opinion
appropriate to give the intended result.

Retroactive Adjustments

If the Stock Acquisition Date in relation to a Stock Acquisition Right shall be on or after a date
with effect from which an adjustment to the Conversion Price takes retroactive effect pursuant to
any of the provisions of Condition 5.2 and the relevant Stock Acquisition Date falls on a date
before the relevant adjustment becomes effective under Condition 5.2 (such adjustment, a
“Retroactive Adjustment”), the Company shall procure that the provisions of Condition 5.9.5
shall be applied, mutatis mutandis, to such number of Shares (“Additional Shares™) as is equal to
the excess of the number of Shares which would have been acquired upon exercise of such Stock
Acquisition Right if the relevant Retroactive Adjustment had been given effect as of the said
Stock Acquisition Date over the number of Shares previously acquired pursuant to such exercise,
and in such event and in respect of such Additional Shares, references in Condition 5.9.5 to the
Stock Acquisition Date shall be deemed to refer to the date upon which such Retroactive
Adjustment is first reflected in the Conversion Price.

Limitation on Reduction of Conversion Price

Notwithstanding the provisions of Condition 5, (i) no adjustment to the Conversion Price will be
made in respect of the exercise of rights, warrants and options granted by the Company on or
before February 13, 2008, and (ii) the Conversion Price will not be reduced as a result of any such
adjustment if insofar as, under applicable law then in effect, the Stock Acquisition Rights may not
be permitted to be exercised at such lower Conversion Price into legally issued, fully paid and
non-assessable Shares.

Employee Share Schemes

No adjustment will be made to the Conversion Price where Shares, other shares, options, warrants
or other rights to subscribe for or purchase or acquire Shares and securities convertible into or
exchangeable for Shares are issued, offered, exercised, allotted, appropriated, modified or granted
to, or for the benefit of, employees (except, and to the extent, where such employees are also
directors, corporate auditors or executive officers of the Company or any Subsidiary) of the
Company or any of its Subsidiaries, pursuant to any employees’ share or option scheme.

Minimum Adjustments

No adjustment of the Conversion Price shall be required unless such adjustment would result in an
increase or decrease in such Conversion Price of at least ¥1 provided that any adjustment which
by reason of this Condition 5.5 is not required to be made shall be carried forward and taken into
account {as if such adjustment were made at the time when it would be made but for the
provisions of this Condition 5.6) in any subsequent adjustment.

Calculations

All calculations (including, without limitation, calculations of the Conversion Price, Average
Closing Price and the Current Market Price per Share) shall be made to the nearest one-tenth of a
yen with five one-hundredths or more of a yen to be considered a full tenth.

Notification of Adjustments

Whenever the Conversicn Price is adjusted as herein provided, the Company shall promptly notify
the Trustee, the Principal Agent, the other Agents and the Custedian’s Agent in writing setting
forth the Conversion Price after such adjustment and setting forth a brief statement of the facts
requiring such adjustment and the effective date thereof, and shall promptly give notice to the
Bondholders in accordance with Condition 19 stating that the Conversion Price has been adjusted
and setting forth the Conversion Price in effect prior to such adjustment, the adjusted Conversion
Price and the effective date of such adjustment.
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Procedure for Conversion

5.9.1

59.2

593

594

Conversion Notice: To exercise a Stock Acquisition Right, the exercising Bondholder
shall complete, sign and deposit at the specified office of an Agent at its own expense
during normal business hours of the Agent with which the deposit is being made a
Conversion Notice, in the form obtainable from any Agent, together with the Bond
certificate evidencing the relevant Subordinated Convertible Bond. No Stock Acquisition
Right may be exercised in part only.

Custodian and Custodian’s Agent: The initial Custodian and its initial specified office
are set out at the end of these Conditions. The Company reserves the right, subject to the
prior written approval of the Trustee, at any time to vary or terminate the appointment of
the Custodian and to appoint another Custodian; provided that there shall always be a
Custodian, being a non—resident of Japan and having a specified office outside Japan.
Notice of any such termination or appointment and of any changes in the specified office
of the Custodian will be given to the Bondholders in accordance with Condition 19. The
Custodian has, pursuant to the Agency Agrezment, initially appointed Nomura Trust and
Banking Co., Ltd, as the Custodian’s Agent at its initial specified office set out at the end
of these Conditions and may, with the prior written approval of the Trustee, alter such
appointment at any time. The Company shall give notice to the Bondholders in
accordance with Condition 19 of any change in the Custodian’s Agent and/or its
specified office. The Custodian shall have no liability to Bondholders for any loss
suffered by them as a result of any failur: on the part of the Custodian's Agent to
perform its functions pursuant to these Conditions and the Agency Agreement nor any
obligation to perform those functions should the Custodian’s Agent not do so.

The Custodian shall not be liable for monitoring or supervising the performance by the
Custodian’s Agent of such functions. The Contracts (Rights of Third Parties Act) 1999
applies to this Condition 5.9.2 for the benefit of the Custodian.

Conditions Precedent. As conditions precedent to the exercisc of the Stock Acquisition
Right, the Bondholder must pay to the relevant Agent {or make arrangements
satisfactory to such Agent for the payment of) all stamp, issue, registration or other
similar taxes and duties (if any), together with any incidental expenses in connection
therewith, arising on such exercise in the country in which the Stock Acquisition Right is
to be exercised or payable in any jurisdiction consequent upon the issue or delivery of
Shares to or to the order of a person other than the exercising Bondholder together with
an amount sufficient to pay the expenses of delivery pursuant to Cendition 5.8.5 (ii). The
Bondholder (and, if applicable, the person other than the Bondholder to whom the Shares
are to be issued or transferred) must provide the Agent with details of the relevant tax
authorities to which the Agent must pay moneys received. The relevant Agent is under
no obligation to determine whether a Bondholder is liable to pay stamp, issue,
registration or similar taxes and duties or the amounts payable (if any).

Except as aforesaid, the Company will pay the expenses arising on the acquisition of
Shares upon exercise of the Stock Acquisition Rights and all charges of the Agents, the
Custodian and the Custodian’s Agent in connzction therewith.

Deposit Date and Stock Acquisition Date: The date on which the Bond certificate
evidencing any Subordinated Convertible Bond and the Conversion Notice relating
thereto are deposited with an Agent, or on which all conditions precedent to the exercise
of the relevant Stock Acquisition Right are fulfilled, whichever shall be later, is
hercinafter referred to as the “Deposit Date” applicable to such Subordinated
Convertible Bond. The request for exercise of the Stock Acquisition Right shall be
deemed to have been made, and accordingly the exercise of the Stock Acquisition Right
and the delivery of the Bond certificate will become effective, at 23:59 hours (London
time) on the Deposit Date applicable to the relevant Subordinated Convertible Bond (and
the next calendar day, being the calendar day in Japan on which such time in London
falls, is herein referred to as the “Stock Acquisition Date™ applicable to such
Subordinated Convertible Bond). A Conversion Notice once deposited shall not be
withdrawn without the consent in writing of the Company.,
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At any time when the relevant Subordinated Convertible Bond(s) is/are evidenced by a
Global Bond Certificate, the exercising Bondholder must deposit the Conversion Notice
in the manner aforesaid with any Agent, together with an authority to Euroclear to block
and debit, or to procure Clearstream, Luxembourg to debit, the Bondholder's account
pro tanto. With effect from the relevant Stock Acquisition Date, Euroclear or
Clearstream, Luxembourg, as the case may be, shall block and debit the Bondholder’s
account with the number of the Subordinated Convertible Bond(s) the Stock Acquisition
Right(s) incorporated in which has/have been exercised and the number of Subordinated
Convertible Bonds represented by the Global Bond Certificate shall be reduced
accordingly.

595 Delivery of Shares: The Company shall procure that the relevant Agent shall, with effect
as of the Stock Acquisition Date, endorse the Conversion Notice on behalf of the
Custodian. With effect from the Stock Acquisition Date, the Company shall deem the
Custodian or its nominee to have become the helder of record of the number of Shares to
be acquired upon such exercise of the Stock Acquisition Right (disregarding any Non
Unit Shares and disregarding any Retroactive Adjustment of the Conversion Price prior
to the time when such Retroactive Adjustment is first reflected in the Conversion Price).

Thereafter, the Company shall, subject to any applicable limitations then imposed by Japanese law
or the Articles of Incorporation of the Company, as soon as practicable, issue and deliver to the
Custodian’s Agent a certificate or certificates for the relevant Shares registered in the name of the
Custodian or its nominee, together with any other securities, property or cash (including any Cash
Amount payable) required to be delivered upon such exercise of the Stock Acquisition Rights and
the Custodian’s Agent shall, according to the request made in the relevant Conversion Notice,
either:

(i) as soon as practicable, and in any event within 14 days after the Stock
Acquisition Date (unless the Company fails to make delivery thereof to the
Custodian’s Agent as aforesaid), deliver or cause to be delivered to the crder of
the person named for that purpose in the relevant Conversion Notice at the
specified office in Japan for the time being of the Custodian’s Agent such
certificate or certificates for the relevant Shares, together with any such other
securities, property or cash (including any Cash Amount) required to be
delivered on exercise and such assignments and other documents (if any) as
may be required by law to effect the transfer thereof; or

(ii) as soon as practicable, and in any event within 21 days after the Stock
Acquisition Date (unless the Company fails to make delivery thereof to the
Custodian’s Agent as aforesaid), dispatch or cause to be dispatched to the order
of the person named for that purpose in the relevant Conversion Notice and at
the place in Japan (not being the specified office in Japan for the time being of
the Custodian’s Agent) and in the manner specified in such Conversion Notice
(the expense and risk of dispatch at any such place being that of the exercising
Bondholder), such certificate or certificates for the relevant Shares, together
with any such other securities, property or cash {including any Cash Amount)
required to be delivered on exercise and dispaich or cause to be dispatched to
the order of the person named for that purpose in the relevant Conversion
Notice and at the place in Japan and in the manner specified in such
Conversion Notice, such assignments and other documents (if any) as may be
reguired by law to effect the transfer thereof.

59.6  Clearing Law: If certain provisions of the Law Concerning Central Clearing of Bonds,
Shares Certificates and Other Securities of Japan (Law No. 75 of 2001, as amended) (the
“Clearing Law”) come into force, the Company will not be permitted to deliver
certificates for Shares issued upon exercise of the Stock Acquisition Rights or upon a
Retroactive Adjustment of the Conversion Price; and on such provisions of the Clearing
Law coming into force, the Shares to be issued upon exercise of the Stock Acquisition
Rights or upon any Retroactive Adjustment will, in place of delivery of certificates for
Shares, be delivered to exercising Bondholders under the book—entry transfer system
established under the Clearing Law, Transfer of title to Shares under the book-entry
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transfer system pursuant to the Clearing Law shall be deemed to constitute delivery of
certificates for such Shares for the purposes of these Conditions and the Trust Deed.

59.7  Amount of Stated Capital and Matters Relating to Capital Surplus: With effect as of the
Stock Acquisition Date, one-half of the “maximum capital and other increase amount”,
as calculated pursuant to Article 40 of the Rules of Account Settlement of Corporations
(Ordinance of Ministry of Justice No. 13 of 2006, as amended) in respect of such
exercise (with any fraction of less than one yen being rounded up) shall be accounted for
as stated capital, and the rest of such amount shall be accounted for as capital surplus.

6 Certain Corporate Events

6.1

6.2

6.3

6.4

Corporate Events

In the case of a proposal for

(i) any Merger Event; or

(ii) any Asset Transfer Event; or
(iii) any Corporate Split Event; or
(iv) any Holding Company Event; or

(v} the passing of a resolution at a general meeting of shareholders of the Company (or
where such a resolution is not required, at a meeting of the Board of Directors of the
Company) for any other corporate reorganization procedure then provided for under
Japanese law (such other reorganization and any Merger Event, any Asset Transfer
Event, any Corporate Split Event and any Holding Company Event being together
referred to in these Conditions as a “Corporate Event”) pursuant to which the
obligations under the Subordinated Convertible Bonds and/or the Stock Acquisition
Rights are proposed to be transferred to or assumed by another person (such other person
and any Merged Company, any Asset Transferee, any Corporate Split Counterparty and
any Holding Company being together referred to as a “New Obligor”),

the following provisions of this Condition 6 shalt apply.
Notice of Proposal

The Company shall give notice to the Trustee in writing and to the Bondholders in accordance
with Condition 19 of a proposed Corporate Event at the same time as it gives notice to the holders
of Shares (or, if no such notice is required, promptly after the first public announcement of such
proposed Corporate Event) and, as soon as practicable thereafter, of its proposals in relation to the
Subordinated Convertible Bonds (including the Stock Acquisition Rights). Such notice shall
specify the anticipated Corporate Event Effective Date. If these proposals and/or that date have
not been determined, the notice shall state that fact.

Notice of Passing of Resolution

Upon the occurrence of a Corporate Event, the Company shall forthwith give a further notice to
the Trustee in writing and to the Bondholders of that fact, the Company’s proposals in relation to
the Subordinated Convertible Bonds (including the Stock Acquisition Rights) and the anticipated
effective date of the transaction, and, if such anticipated effective date is changed or fixed, a
further notice to such effect shall be given in the same manner. The effective date of the
transaction contemplated by the relevant Corporate Event is referred to herein as its “Corporate
Event Effective Date”.

Transfer of Obligations Following a Corporate Event

6.4.1 Transfer: If a Corporate Event occurs and, on or prior to the Confirmation Date, the
Company delivers to the Trustee a certificate signed by a Representative Director stating
that:

(i it is legally possible under the then applicable laws (taking into account the
’ then official or judicial interpretation or application of such laws) to effect
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6.5

64.2

6.4.3

substitution of the New Qbligor for the Company and the grant of the New
Stock Acquisition Rights in such a manner as set out in Conditions 6.5 and
12.2;

(ii) a practical structure for such substitution and grant has been or can be
established; and

(iii) such substitution and grant can be consummated without the Company or the
New Obligor incurring costs or expenses (including taxes) which are in the
opinion of the Company unreasonable in the context of the entire transaction,

then the Company shall cause the New Obligor to be substituted as the principal obligor
under the Subordinated Convertible Bords and the Trust Deed pursuant to Condition
12.2 and the Trust Deed and for the grant of the New Stock Acquisition Rights in
relation to the Subordinated Convertible Bonds in place of the Stock Acquisition Rights
in the manner described in Condition 6.5. Such substitution and grant shall take effect on
the relevant Corporate Event Effective Date, or, in the case of a Holding Company Event
or & Corporate Split Event where the Holding Company or the Corpeorate Split
Counterparty (as the case may be) is established on or immediately after the relevant
Corporate Event Effective Date, as soon as practicable on or after, but in no event no
later than 14 days after, the relevant Corporate Event Effective Date.

Listing: In connection with the substitution and grant described in Condition 6.4.1, the
Company shall also ensure that the shares of common stock of the New Obligor will be
listed on any stock exchange in Japan or be quoted or dealt in on any securities market in
Japan (such listing, quotation and dealing being hereinafter collectively referred to as
“Listing™) on the relevant Corporate Event Effective Date.

Condition: The obligations of the Company pursuant to this Condition 6.4 shall not
apply if the Company does not deliver (for whatever reason) a certificate to the Trustee
pursuant to Condition 6.4.1, in which event Condition 7.2 shall apply.

New Stock Acquisition Rights

At the time of the substitution of (or assumption by) the New Obligor as principal debtor under
Condition 2.2 and the Trust Deed, New Stock Acquisition Rights will be granted, in place of the
Stock Acquisition Rights, to the Bondholders by the New Obligor, in accordance with the
following terms:

6.5.1

6.5.2

6.5.3

Number of the New Stock Acquisition Rights to be Granted: The number of New Stock
Acquisition Rights to be granted will be equal to the number of the Stock Acquisition
Rights incorporated in the Subordinated Convertible Bonds outstanding immediately
prior to the relevant Corporate Event Effective Date;

Class of Shares to be Issued or Transferred upon Exercise of the New Stock Acquisition
Rights: Upon exercise of the New Stock Acquisition Rights, shares of common stock of
the New Obligor shall be issued or transferred;

Number of Shares to be Issued or Transferred upon Exercise of the New Stock
Acquisition Rights: The number of shares of the New Obligor to be issued or transferred
upon exercise of the New Stock Acquisition Rights shall be determined by reference to
these Conditions taking into account the terms of the transaction contemplated under the
relevant Corporate Event, and

(i) in the case of a Merger Event or a Holding Company Event, the conversion
price for the New Stock Acquisition Rights shall be such that the holder of a
New Stock Acquisition Right would upon its exercise immediately after the
Corporate Event Effective Date receive the number of shares of common stock
of the New Obligor (the “Number of Deliverable Shares”) reccivable upon
the relevant Corporate Event by a holder of the number of Shares (such number
being the “Number of Held Shares”) in respect of which a Stock Acquisition
Right could have been exercised immediately prior to the relevant Corporate
Event Effective Date. If securities (other than shares of common stock of the
New Obligor) or other property shall be delivered to the holder of the Number
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6.5.4

6.5.5

6.5.6

6.5.7

6.5.8

6.5.9

of Held Shares upen the taking effect of the Merger Event or the Holding
Company Event (as the case may be), such number of shares of common stock
of the New Obligor, as is calculated by dividing the fair market value of such
securities or properties delivered to such holder of the Number of Held Shares
by the New Obligor Current Marlcet Price per Share, such fair market value to
be determined by the Company, shall form part of the Number of Deliverable
Shares provided that in determining such fair market value, the Company shall
consult with an Independent Financial Adviser and shall take fully into account
the advice of the Independent Financial Adviser; or

(ii) in the case of any other Corporate Event, the conversion price for the New
Stock Acquisition Rights shall be such that the holder of a New Stock
Acquisition Right shall upen its exercise immediately after the Corporate Event
Effective Date receive an equivalent economic interest to be determined by the
Company as that which a Bondholder would have received upon exercise of the
Stock Acquisition Right immediately before the relevant Corporate Event
Effective Date, provided that in determining such equivalent economic interest,
the Company shall consult with an Independent Financial Adviser and shall
take fully into account the advice of such Independent Financial Adviser.

For the purpose of this Condition 6, the “New Obligor Current Market Price per
Share” means (i) the average of the daily Closing Prices of the shares of common stock
of the New Obligor for the 30 consecutive Trading Days commencing 45 Trading Days
immediately before the relevant Corporate Event Effective Date or (ii) if such market
price shall not be available, such price as is determined by the Company in consultation
with an Independent Financial Adviser and the Company shall take fully into account the
advice of such Independent Financial Adviser,

The conversion price for the New Stock Acquisition Rights shall be subject to
adjustment and reset which shall be as nearly equivalent as may be practicable to the
adjustments provided in Condition 5.1 and 5.2.

Description of the Asset to be Contributed upon Exercise of the New Stock Acquisition
Rights and the Amount or the Calculation Method Thereof: Upon exercise of each New
Stock Acquisition Right, the relevant Subordinated Convertible Bond shall be
contributed to the New QObligor by the relsvant Bondholder at the price equal to the
principal amount of the Subordinated Convertible Bond;

Exercise Period of the New Stock Acquisition Rights: The New Stock Acquisition Rights
may be exercised at any time during the period from, and including, the relevant
Corporate Event Effective Date or such later date of implementation of the arrangements
described in Condition 6.4.1 up to, and including, the last day of the Exercise Period of
the Stock Acquisition Rights;

Other Conditions for the Exercise of the New Stock Acquisition Rights: No New Stock
Acquisition Right may be exercised in part;

Amount of Stated Capital and Matters Relating to Capital Surplus: Upon exercise of the
New Stock Acquisition Rights, one-half of the “maximum capital and other increase
amount” as calculated pursuant to Article 40 of the Rules of Account Settlement of
Corporations {(Ordinance of Ministry of Justice No. 13 of 2006, as amended) in respect
of such exercise (with any fraction of less than one yen being rounded up) shall be
accounted for as stated capital, and the rest of such amount shall be accounted for as
capital surplus;

Grant gf Stock Acquisition Rights in the Event of a Subsequent Corporate Event: The
provisions of Condition 6 shall apply in the same way to any subsequent Corporate
Events;

Acquisition by the Company: The New Stack Acquisition Rights together with the
Subordinated Convertible Bonds shall be acquired by the New Obligator substantially in
the same manner as described in Condition 7.2; and
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6.6

6.5.10  Others: Fractions of a share of common stock of the New Obligor will not be issued
upon exercise of the New Stock Acquisition Rights and no adjustment or cash payment
will be made in respect thereof. The holder of each Subordinated Convertible Bond
assumed (by way of substitution or otherwise only for the purposes of Japanese law), or
Subordinated Convertible Bond provided, by the New Obligor may not transfer such
Subordinated Convertible Bond separately from the New Stock Acquisition Rights. In
cases where such restriction on transfer of the Subordinated Convertible Bond would not
be effective under the then applicable law, a stock acquisition right incorporated in a
bond equivalent to the Subordinated Convertible Bond may be issued to the holder of
cach Subordinated Convertible Bond outstanding immediately prior to the Corporate
Event Effective Date in place of the Stock Acquisition Right and the Subordinated
Convertible Bond.

No Statutory Put Rights

Each Bondholder by accepting or acquiring any Subordinated Convertible Bond agrees that its
remedies in the event that a Corporate Event occurs shall not include any statutory rights provided
by Japanese law to require the Company to repurchase such Subordinated Convertible Bond at fair
market value, such rights being waived to the fullest extent permitted by applicable law.

Redemption, Acquisition, Purchase and Cancellation

7.1

7.2

Limitation on the Repayment of Principal

Unless the Subordinated Convertible Bonds have previously been acquired and cancelled or
accelerated, and unless the Stock Acquisition Rights incorporated therein have previously been
exercised (in each case as provided in these Conditions), the Company will redeem the
Subordinated Convertible Bonds on March 1, 2010 at 100 per cent. of their principal amount.
Payment of such amount being subject to Condition 1.3.2.

Acquisition of the Subordinated Convertible Bonds by the Company

7.2.1 Mandatory Acquisition: Subject only to Condition 7.2.5, on February 26, 2010 (the
“Mandatory Acquisition Date”), the Company shall acquire from the Bondholders all,
but not some only, of the Subordinated Convertible Bonds then outstanding in
accordance with the provisions of this Condition 7.2. The Company shall give notice to
the Bondholders (the “Mandatory Acquisition Notice™) of such acquisition not less
than 50 nor more than 75 days prior to the Mandatory Acquisition Date. The Mandatory
Acquisition Notice shall confirm the Mandatory Acquisition Date and the Determination
Date.

722  Optional Acquisition: Subject to Condition 7.2.5, during the period from (and including)
July 14, 2008 to {and including) February 25, 2010, the Company may acquire all, but
not some only, of the Subordinated Convertible Bonds then outstanding at its option in
accordance with this Condition 7.2.2, To exercise the optional acquisition pursuant to
this Condition 7.2.2 the Company shall give irrevocable notice (an “Optional
Acquisition Notice™) to the Bondholders to acquire the Subordinated Convertible
Bonds. The Company may acquire the whole of one or two Series of Subordinated
Convertible Bonds then outstanding at any one time. Notice must be given first in
respect of Series A and then sequentially in respect of subsequent Series so that the last
such notice is in respect of (or includes) Series G. The Optional Acquisition Notice shall
state the date fixed for acquisition, which shall be not less than 50 Business Days after
{but excluding) the date of the Optional Acquisition Notice (the “Optional Aequisition
Date”), and all such Subordinated Convertible Bonds of such Series shall be acquired by
the Company on that Optional Acquisition Date.

The Company has covenanted in the Trust Deed for the benefit of all Series that it may
give up to seven Optional Acquisition Notices in respect of all Series but only notices
applicable to up to two Series at & time and no further notice may be given until the
Trading Day following the immediately preceding Optional Acquisition Date.
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7.23

724

Corporate Event Acquisition: In the event that the Company has not delivered a
certificate by the Confirmation Date in the form specified in Condition 6.4.1 {for
whatever reason, including where the timeframe for the relevant Corperate Event does
not allow sufficient time for delivery of a certificate pursuant to Condition 6.4.1) the
Company shall (A) give notice (the “Corporate Event Acquisition Notice”) to the
Trustee and the Bondholders on the 5th Business Day (“Corporate Event Notice Date”)
falling immediately after (and excluding) the Cenfirmation Date that a substitution and
grant pursuant to Condition 6.4.1 will not take place and (B) on the 45th Trading Day
(the “Corporate Event Acquisition Date™) from (and including) the Corporate Event
Notice Date, subject to Condition 7.2.5, the Company shall acquire from the
Bondholders all, but not some only, of the Subordinated Convertible Bonds then
outstanding in accordance with the provisions of this Condition 7.2.

In the event that such Corporate Event Acquisition Notice is delivered late, the Company
shall in any event acquire all, but not some= only, of the Subordinated Convertible Bonds
then outstanding on the Corporate Event Acquisition Date. The Corporate Event
Acquisition Notice shall confirm the Corporate Event Acquisition Date and the
Determination Date.

In the event that acquisition is to occur in accordance with this Condition 7.2.3 and the
Company determines that (i) the Corporate Event Acquisition Date will fall after the
Corporate Event Effective Date and/or (ii) the 30 Trading Day period required for the
purposes of Condition 5.1.3(iii} and the calculation of the Relevant Price per Share will
not occur, then the Company shall (y) in the case of 7.2.3(i), bring forward the date of
acquisition pursuant to this Condition 7.2.3 so that it falls no later than the fifth Business
Days prior to (and including) the Corporate Event Effective Date, and (z) in the case of
7.2.3(ii), reduce the number of Trading Days required for such calculations so as to end
no later than the fifth Business Days prior to (and including) the Corporate Event
Effective Date. In determining any such adjustment the Company may, at its discretion,
consult with an Independent Financial Adviser {whose advice the Company will take
fully into account),

Tender Offers Acquisition: If (i) any offer is made by a party or parties (the “Offeror”)
other than the Company in accordance with the Financial Instruments and Exchange
Law to all holders of Shares {or all such holders other than the Offeror and/or any
company controlled by the Offeror and/or persons associated or acting in concert with
the Offeror) to acquire all or a portion of the Shares {a “Tender Offer”) and {ii) the
Company expresses its opinion to support such offer in accordance with the Financial
Instruments and Exchange Law, the Company shall (A) give notice (the “Tender Offer
Acquisition Notice”) to the Trustee and the Bondholders on the 5th Business Day (the
“Tender Offer Notice Date”) falling immediately after {(and excluding) the date on
which the events identified in (i) and (ii) above occur, and {B) on the 45th Trading Day
(the “Tender Offer Acquisition Date”) from (and including) the Tender Offer Notice
Date, subject to Condition 7.2.5, the Company shall acquire from the Bondholders all,
but not some only, of the Subordinated Ceonvertible Bonds then outstanding in
accordance with the provisions of this Condition 7.2,

In the event that such Tender Offer Acquisition Notice is delivered late, the Company
shall in any event acquire all, but not some only, of the Subordinated Convertible Bonds
then outstanding on the Tender Offer Acquisition Date. The Tender Offer Acquisition
Notice shall confirm the Tender Offer Aciquisition Date and the Determination Date.

In the event that acquisition is to occur in accordance with this Condition 7.2.4 and the
Company determines that (A) the Tender Offer Acquisition Date will fall after the date
on which a Delisting Event will occur as a consequence of the Tender Offer, and/or
(B) the 30 Trading Day period required for the purposes of Condition 5.1.3(iii) and
calculation of the Relevant Price per Share will not occur, then the Company shall (y) in
the case of 7.2.4(A), bring forward the date of acquisition pursuant to this Condition
7.2.4 so that it falls no later than the fifth Business Days prior to (and including) the
Delisting Event, and (z) in the case of 7.2.3(B), reduce the number of Trading Days
required for such calculations so as to end no later than the fifth Business Days prior to

51



7.2.5

7.2.6

7.2.7

7.2.8

729

(and including) the Delisting Event. In determining any such adjustment the Company
may, at its discretion, consult with an Independent Financial Adviser (whose advice the
Company will take fully into account),

No Acquisition if Subordination Event or Shares Not Listed on Rélevant Stock Exchange:
No acquisition will be made (i) pursuant to Condition 7.2.1 if an Acceleration Event has
occurred and is continuing on either the Determination Date or the Acquisition Date and
(ii) pursuant to any of Conditions 7.2.2, 7.2.3 or 7.2.4 (but, for the avoidance of doubt,
not Condition 7.2.1) (A) if an Acceleration Event or Delisting Event has occurred and is
continuing on either the Determination Date or the Acquisition Date or {B) in the event
that the Company has delivered a certificate on or prior to the Confirmation Date in the
form specified in Condition 6.4.1.

Bondholders Agree to Acquisition: Subordinated Convertible Bonds shall be acquired on
the relevant Acquisition Date whether or not the Bond certificate or Share Settlement
Notice is deposited in accordance with the provisions of Condition 7.2.8. Each
Bondholder agrees by accepting or acquiring this Subordinated Convertible Bond that
such bond shall be so acquired by the Company. If the Company would become obliged
to acquire the Subordinated Convertible Bonds pursuant to any combination of
Conditions 7.2.1, 7.2.2, 7.2.3 and 7.2.4, the first such event to occur shall take priority
unless the scheduled Acquisition Date would fall after the Mandatory Acquisition Date
in which event Condition 7.2.1 only shall apply.

Consideration for Acquisition of Subordinated Convertible Bonds: In exchange for the
Subordinated Convertible Bonds acquired by the Company, the Company shall deliver
the Relevant Property (as defined in Condition 7.2.9 or 7.2.10, as the case may be) in
respect of each such Subordinated Convertible Bond to the holder thereof. Subordinated
Convertible Bonds that have been so acquired by the Company shall be cancelled in
accordance with these Conditions.

Share Settlement Notice: Following the giving of an Acquisition Notice by the Company
but no later than the Determination Date, each Bondholder shall complete, sign and
deposit at the specified office of any Agent at its own expense during normal business
hours of the Agent with which the deposit is being made a Share Settlement Notice, in
the form obtainable from any Agent, together with the Bond certificates evidencing the
Subordinated Convertible Bonds held by it {or an indemnity in the form and substance
acceptable to the Company in lien where such Bond certificate has been mislaid,
destroyed or mutilated). One or more Share Setilement Notices must be completed with
respect to a Bondholder’s entire holding of Subordinated Convertible Bonds and shall be
irrevocable once delivered. Each Share Settlement Notice shall be treated separately by
the Company such that, where two or more Share Settlement Notices are received in
respect of the same Bondholder, the obligations with respect to each Share Settlement
Notice shall be reated separately.

At any time when the relevant Subordinated Convertible Bond(s) is/are evidenced by a
Global Bond Certificate, the Bondholder must deposit the Share Settlement Notice in the
manner aforesaid with any Agent, together with an authority to Euroclear to block and
debit, or to procure Clearstream, Luxembourg to debit, the Bondholder’s account pro
tanto. With effect from the relevant Acquisition Date, Euroclear or Clearstream,
Luxembourg, as the case may be, shall block and debit the Bondholder’s account with
the number of the Subordinated Convertible Bond(s) referred to in the Share Settlement
Notice and the number of Subordinated Convertible Bonds represented by the Global
Bond Certificate shall be reduced accordingly.

Relevant Property upon Receipt of a Share Settiement Notice: Upon deposit and delivery
by a Bondholder of a Share Settlement Notice to an Agent, the Company shall, in
exchange for the relevant Subordinated Convertible Bonds, deliver to such Bondholder
the Relevant Property deliverable to such Bondholder in accordance with the relevant
Share Settlement Notice, as if such Share Settlement Notice were a Conversion Notice
and the Acquisition Date were the Stock Acquisition Date, and the provisions of
Condition 5 shall apply (with regard to delivery of Shares and cash (if any)) mutatis
mutandis to the delivery of Relevant Property.
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7.2.10

For the purpose of this Condition 7.2.9, “Relevant Property” for the Subordinated
Convertible Bonds which are the subject of one Share Settlement Notice means the
Acquisition Shares and the Acquisition Cash Amount.

Relevant Property Where No Share Settlement Notice is Received: If on the
Determination Date there arc outstanding any Subordinated Convertible Bonds (the
“Relevant Subordinated Convertible Bonds”) in respect of which duly completed
Share Settlement Notice has not been received by an Agent in accordance with
Condition 7.2.8, the following provisions shall apply in respect of such Relevant
Subordinated Convertible Bonds:

(a) On the Acquisition Date, the Company shall deliver to the Custodian’s Agent
on behalf of the Custodian or to such other person as the Custodian may direct,
the Acquisition Shares (the “Relevant Bonds Acquisition Shares™) and the
Acquisition Cash Amount (the “Relevant Bonds Acquisition Cash Amount™)
that would be deliverable pursuant to Condition 3 upon exercise of Stock
Acquisition Rights incorporated in all such Relevant Subordinated Convertible
Bonds on the Determination Date, and

(b) The Relevant Bonds Acquisition Shares shall be sold (whether in one or more
lots) by the Custodian’s Agent, acting for and on behalf of the Custodian, as
soon as practicable (subject to any necessary consents being obtained) after the
Acquisition Date. The net proceeds of such sale {subject to the deduction by the
Custodian and the Custodian’s Agent of any amount which it determines to be
payable in respect of its liability to taxation and the payment of any capital,
stamp, issue or registration duties (if any) and any fees, commissions or costs
incurred by the Custodian, the Custodian’s Agent or any agent appointed by the
Custodian {including the appointment of any advisor), in connection with such
sale) shall constitute the “Net Proceeds” in respect of the Relevant
Subordinated Convertible Bonds and shall be delivered by or on behalf of the
Custodian to the Principal Agent.

In exchange for each Relevant Subordinated Convertible Bond, the Company shall
deliver (or procure the delivery of) the Relevant Property in respect of such Relevant
Subordinated Convertible Bond by making payment in accordance with Condition 8.
Such payment shall be made as soon as practicable after the Acquisition Date. Each
Bondholder, by accepting its Subordinated Convertible Bonds, agrees to such sale.

For the purpose of this Condition 7.2.10, “Relevant Property” for each Relevant
Subordinated Convertible Bond means {a) th: sum of the Net Proceeds and the Relevant
Bonds Acquisition Cash Amount, divided by (b) the number of Relevant Subordinated
Convertible Bonds.

In undertaking the sale of the Relevant Bonds Acquisition Shares, the Custodian and/or
the Custodian’s Agent may appoint an independent investment bank, securities company
or accountancy firm of international repute to advise the Custodian and/or the
Custodian’s Agent as to the manner and/or timing of any such sale (or on such other
matters as the Custodian and/or the Custodian’s Agent shall deem appropriate in
connection therewith) and shall act, withowl liability, on the advice thereof, The fees,
commissions or costs in connection with any such appointment shall be paid by the
Company and, failing such payment prior to the time of delivery of the Net Proceeds,
shall be deducted from the Net Proceeds.

The Custodian, the Custodian’s Agent and the Principal Agent shall have no liability,
and each Bondholder by acquiring his Subordinated Convertible Bond(s) agrees that
none of them shall have any liability, in respect of the exercise or non-exercise of any
discretion pursuant to this Condition 7.2.10 or in respect of any sale of Shares, whether
for the timing of any such sale or the price at which any such Shares are sold or the
inability to sell any such Shares. The Contract (Rights of Third Parties) Act 1999 applies
to this Condition for the benefit of the Custodian, the Custodian’s Agent and the
Principal Agent.
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7.3

7.4

7.5

Prohibition on purchase by the Company

Other than acquisition pursuant to Condition 7.2, neither the Company nor any Subsidiary may at
any titne purchase Subordinated Convertible Bonds in the open market or otherwise.

Cancellation

All Subordinated Convertible Bonds which are redeemed or acquired or with respect to which the
Stock Acquisition Rights have been exercised shall forthwith be cancelled and such Subordinated
Convertible Bonds may not be reissued or resold. All Bond certificates in respect of Subordinated
Convertible Bonds so cancelled shall be forwarded to the Principal Agent for cancellation.

Notice of Acquisition

All notices to Bondholders given by or on behalf of the Company pursuant to this Condition 7 will
specify the Conversion Price as of the date of the relevant notice, the Closing Price of the Shares
as of the latest practicable date prior to the publication of the relevant notice, the applicable date
fixed for acquisition of the Subordinated Convertible Bonds, the last day on which the Stock
Acquisition Rights may be exercised or period of suspension (as the case may be) and the
aggregate principal amount of the Subordinated Convertible Bonds outstanding as of the latest
practicable date prior to the publication of the relevant notice. A notice of mandatory acquisition
given under Condition 7.4.1 shall be effective even if it specifies a date for acquisition which falls
during a period {a “Closed Period”) in which Stock Acquisition Rights may not be exercised
pursuant to the occurrence of a Corporate Event or within 15 days following the last day of a
Closed Period.

8 Payments

8.1

8.2

83

Method of Payment

Payments in respect of the Subordinated Convertible Bonds will be made against presentation and
(if no further payments are due in respect of the Subordinated Convertible Bonds evidenced by the
relevant Bond certificates) surrender of the Bond certificates in respect of the relevant
Subordinated Convertible Bonds at any specified office outside Japan of the Registrar or any
Agent. Such payments will be made by transfer to its Registered Account subject in all cases to
any fiscal or other laws and regulations applicable thereto but without prejudice to the provisions
of Condition 9.

“Registered Account” means a yen account maintained by the payee with a bank, details of
which appear on the Register at the close of business on the fifth Business Day before the due date
of payment.

Agents

The initial Agents and the Registrar and their respective initial specified offices are set out at the
end of these Conditions. The Company reserves the right, subject to the prior written approval of
the Trustee, at any time to vary or terminate the appointment of the Principal Agent, the Registrar
or any other Agent and to appoint other or further Agents, provided that it will at all times
maintain (i) a Principal Agent; (ii) a Registrar; and (iii) an Agent with a specified office in a
European Union member state, if any, that will not be obliged to withhold or deduct tax pursuant
to European Council Directive 2003/48/EC on the taxation of savings income or any law
implementing or complying with, or introduced in order to conform to, such Directive. Notice of
any such termination or appointment and of any changes in the specified offices of the Principal
Agent, the Registrar or any other Agent will be given to the Bondholders in accordance with
Condition 19.

Payments on Business Days

If the due date for payment of any amount in respect of any Subordinated Convertible Bond is not
a Payment Business Day (as defined below), then the holder of such Subordinated Convertible
Bond shall not be entitled to payment of the amount due until the next following Payment
Business Day and no other payment will be made as a consequence of the day on which the
relevant Subordinated Convertible Bond may be presented for payment under this Condition 8.3
falling afier the due date. In this Condition 8.3, “Payment Business Day” means any day on
which banks are open for business in the place of the specified office of the Agent at which
dealings in foreign currency may be carried on both in Tokyo and in the location of the relevant
Registered Account.
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Taxation

All payments by the Company in respect of the Subordinated Convertible Bonds will be made free
and clear of, and without withholding of, or deduction for or on account of, any present or future taxes,
duties, assessments or governmental charges of whatever nature imposed or levied by or on behalf of
Japan, or any political subdivision or any authority therefor, therein or thereof having power to tax unless
the withholding or deduction of such taxes, duties, assessments or governmental charges is required by
law. If such withholding or deduction is so required, the Company will pay such additional amounts
{“Additional Amounts™) as may be necessary in order that the net amounts received by the Bondholders
after such withholding or deduction shall equal the amounts which would have been receivable in respect
of the Subordinated Convertible Bonds in the absence of such withholding or deduction; except that no
such Additional Amounts shall be payable with respect to any Subordinated Convertible Bond:

(i) by or on behalf of a Bondholder (a) who is for Japanese tax purposes treated as an individual
resident of Japan or a Japanese corporation, or (b) who fails to comply with the Japanese tax law
requirements in respect of the exemption from such withholding or deduction, or (c) who is
otherwise subject to such taxes, duties, assessments or governmental charges by reason of its
being connected with Japan (including carrying ¢n a business or rnaintaining a permanent
establishment in Japan) otherwise than by reason only of the holding of any Subordinated
Convertible Bond or enforcement of rights thereunder or the receipt of payment in respect of any
Subordinated Convertible Bond;

(ii) more than 30 days after the Relevant Date (as defined below) except to the extent that the holder
thereof would have been entitled to such Additional Amounts on presenting the Bond certificate in
respect of such Subordinated Convertible Bond for payment as of the expiry of such 30-day
period;

{iii) where such withholding or deduction is imposed on a payment to an individual and is required to
be made pursuant to European Council Directive 2003/48/EC on the taxation of savings income or
any law implementing or complying with, or introduced in order to conform to, such Directive; or

{(iv) by or on behalf of a Bondholder who would have been able to avoid such withholding or
deduction by presenting the Bond certificate in respect of such Subordinated Convertible Bond to
another Agent in a European Union member state.

As used herein, the “Relevant Date” means the date on which such payment first becomes due,
except that, if the full amount of the moneys payable has not been duly received by the Principal Agent or
the Trustee on or prior to such due date, it means the date on which, the full amount of such moneys having
been so received, notice to that effect shali have been duly given to the Bondholders in accordance with
Condition 19.

Any reference in these Conditions and the Trust Deed to principal, premium (if any) or default
interest in respect of the Subordinated Convertible Bonds shall be deemed also to refer to any Additional
Amounts which may be payable under this Condition 9 or any undertakings or covenants given in addition
thereto or in substitution therefor pursuant to the Trust Deed.

Limited Rights of Acceleration

10.1 If (i) any Subordination Event shall occur or {ii) an order is made or any effective resolution is
passed for the winding up or dissclution of the Company, except for the purposes of an
amalgamation, merger, reconstruction or other Corporate Event the terms whereof have previously
been approved by the Trustee or by an Extraordinary Resolution of Bondholders then, in either
such event (each an “Acceleration Event”), the Trustee at its discretion may, or if so requested in
writing by the holders of at least one-quarter in principal amount of the Subordinated Convertible
Bonds then outstanding or as directed by an Extraorclinary Resolution shall, (subject in each case
to being indemnified and/or secured to its satisfaction) by written notice to the Company declare
the Subordinated Convertible Bonds to be forthwith due and repayable upon receipt of such notice
by the Company, Immediately upon delivery of such notice, the Subordinated Convertible Bonds
shall become due and repayable (subject to Condition 1.3.2) at their principal amount together
with default interest, if any,

No holder shall be entitled to proceed directly against the Company unless the Trustee, having
become bound so to proceed, fails to do so within 30 days of such direction or request or provision
of indemnity and/or security and such failure shall be continuing.
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10.2

10.3

Except as expressly provided in this Condition 10, neither the Trustee nor any holder shall have
any right to accelerate any payment in respect of the Subordinated Convertible Bonds.

The only action the Trustee or the holders may take against the Company on acceleration of the
Subordinated Convertible Bonds pursuant to this Condition 10 is to petition for the winding up of
the Company in Japan or to prove in the winding up of the Company.

Undertakings
Undertakings with Respect to the Stock Acquisition Rights

111

While any Stock Acquisition Rights are, or are capable of being, exercisable, the Company will,
save with the approval of an Extraordinary Resolution or with the prior written approval of the
Trustee where, in the opinion of the Trustee, it is not materially prejudicial to the interests of the
Bondholders to give such approval:

11.1.1

11.1.2

11.1.3

11.1.4

i1.1.5

issue, register and deliver Shares upon exercise of Stock Acquisition Rights in
accordance with these Conditions, and keep available free from pre-emptive or other
rights for the purpose of effecting the exercise of the Stock Acquisition Rights such
number of its Shares (whether authorized and unissued or in issue and held in treasury)
as would be required to be acquired upon exercise of all of the Stock Acquisition Rights
outstanding from time to time and will ensure that al} Shares delivered upeon exercise of
the Stock Acquisition Rights pursuant to these Conditions will be duly and validly issued
and fully-paid and non-assessable;

not close its register of sharcholders or take any action which prevents the transfer of its
Shares generally unless, under Japanese law and the Articles of Incorporation of the
Company as then in effect, the Stock Acquisition Rights may be exercised legally for
Shares and the Shares issued upon exercise, other than any Non Unit Shares, may
(subject to any limitation imposed by law) be transferred (as between transferor and
transferee although not as against the Company) at all times during the period of such
closure or while such action is effective, nor take any action which prevents exercise of
the Stock Acquisition Rights or the issue or transfer of Shares in respect thereof
otherwise than as permitted under Condition 5.1.4;

give notice to the Bondholders in accordance with Condition 19 as soon as practicable
after it effects any change in the Fiscal Period or in the Record Date for the payment of
any cash dividend;

use its best endeavors to obtain and maintain the listing, quotation or dealing on the
Relevant Stock Exchange for the Shares or, if it is unable to do so having used such best
endeavors, use its best endeavors to obtain and maintain the listing, quotation or dealing
of the Shares on such stock exchange or exchanges as the Company with the prior
written approval of the Trustee may from time to time reasonably determine and give
notice of the identity of such stock exchange or exchanges to the Bondholders in
accordance with Condition 19; provided that, so long as the Company is not in breach of
its obligations under Condition 6 in the case of any Corporate Event where the
obligations under the Subordinated Convertible Bonds andfor Stock Acquisition Rights
are proposed to be transferred to or assumed by a New Obligor, then the Shares may be
delisted with effect from the date falling no earlier than 30 days prior to the relevant
Corporate Event Effective Date and (unless shares of common stock of the New Obligor
are then listed or quoted or dealt in on any stock exchange or securities market) the
Company shall use its best endeavors to cause the obtaining of a listing, quotation or
dealing in of the shares of common stock of the New Obligor on any stock exchange or
securities market;

procure that no securities of the Company convertible into, or exchangeable for, by their
terms, Shares are, without the written consent of the Trustee, converted into or
exchanged for Shares and that no rights or warrants to subscribe for, purchase or
otherwise acquire Shares are, without the written consent of the Trustee, exercised
otherwise than, in each case, in accordance with the terms of issue thereof (for the
avoidance of doubt, such terms may be amended as a result of any change in or bringing
into force of Japanese law, including but not limited to certain tax qualification
requirements relating to incentive stock options);
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11.1.6  not create or issue any class of share capital other than Shares, without giving notice to
the Bondholders in accordance with Condition 19, at least 14 days prior to the date of
such creation or issue;

11.1.7  if any offer is made by a party or parties other than the Company in accordance with the
Financial Instruments and Exchange Law to all holders of Shares {or all such holders
other than the offeror andfor any company controlled by the offeror and/or persons
associated or acting in concert with the offeror) to acquire all or a portion of the Shares
and such offer comes to the knowledge of the Company, give notice of such offer to the
Bondholders in accordance with Condition 19 within 21 days of obtaining such
knowledge;

11.1.8  not take any action which would result in an adjustment of the Conversion Price if, after
giving effect thereto, the Conversion Price would (but for the provisions of Condition
5.4) be decreased to such an extent that the Shares to be acquired on exercise of the
Stock Acquisition Right could not, under any applicable law then in effect, be legally
issued as fully-paid and non-assessable;

11,1,9 if a Corporate Event occurs, use its best endeavors to obtain all consents which may be
necessary or appropriate under Japanese law to enable the relevant company to give
effect to the relevant arrangement as provided in Condition 6, and to take all action as
required by Condition 6 in a timely manner; and

11,1,10 obtain and maintain all consents, clearances, approvals, authorizations, orders,
registrations or qualifications (if any) reguired to be obtained or maintained by the
Company on exercise of the Stock Acquisition Rights.

Charges

Except as otherwise provided in Condition 5.9 and except for any securities transfer or similar
taxes payable by a Bondholder exercising a Stock Acquisition Right as a result of or with respect
to the payment of any Cash Amount, the Company will pay all charges of the Principal Agent, the
other Agents, the Custodian and the Custodian’s Agent (including the cost of fax or telex notices
by the Agents to the Principal Agent, the Company or the Custodian’s Agent and by the Custodian
to the Company or the Custodian’s Agent) and all issue, transfer and other similar taxes payable
with respect to the deposit of Subordinated Convertible Bonds pursuant to Condition 5.9.3, and
the issue and delivery of Shares and the delivery of any other securitics, property or cash pursuant
to Condition 5.9.5 following such deposit.

12 Substitution

121

12.2

Substitution Other Than Under a Corporate Event

The Trustee may, without the consent of the Bondholders, agree with the Company to the
substitution in place of the Company (or any previous substitute under this Condition 12) as the
principal debtor under the Subordinated Convertible Bonds and the Trust Deed of any Subsidiary
of the Company subject to (i) the Subordinated Convertible Bonds continuing to be convertible
into Shares as provided in these Conditions, with such amendments as the Trustee shall consider
appropriate, and (ii) the Trustee being satisfied that the interests of the Bondholders will not be
materially prejudiced by the substitution. In the case of such a substitution, the Trustee may agree,
without the consent of the Bondholders, to a change of the law governing the Subordinated
Convertible Bonds and/or the Trust Deed provided that such change would not in the opinion of
the Trustee be materially prejudicial to the interests of the holders. Any such substitution shall be
binding on the Bondholders and shall be notified promptly to the Bondholders in accordance with
Condition 19,

Substitution Under a Corporate Event

Prior to a Corporate Event Effective Date, the Trustee may, if so requested by the Company, agree
with the Company, without the consent of Bondholders, to the substitution in place of the
Company of the New Obligor subject to a trust deed supplemental to the Trust Deed (which shall
include the provisions described below), providing that the Company’s obligations under the
Subordinated Convertible Bonds and the Trust Deed shall be assumed by the New Obligor by way
of substitution (which, for the purposes of Japanese law, may be deemed to be a transfer or
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124

assumption of such obligations to or by the New Obligor), and that the New Obligor shall grant
stock acquisition rights (the “New Stock Acquisition Rights") to all holders of the Subordinated
Convertible Bonds then outstanding, in place of the Stock Acquisition Rights incorporated in the
Subordinated Convertible Bonds held by them, being executed on or prior to the relevant
Corporate Event Effective Date or (in the case of a Holding Company Event or a Corporate Split
Event) within 14 days after the relevant Corporate Event Effective Date. The Trustee may enter
into such supplemental trust deed without consent of Bondholders only if:

(1) under such supplemental trust deed, the New Obligor agrees, in form and manmer
satisfactory to the Trustee, to be bound, with effect as specified in this Condition 12.2,
by the Trust Deed and the Subordinated Convertible Bonds (with consequential
amendments as the Trustee may deem appropriate) as if the New Obligor had been
named in the Trust Deed and the Subordinated Convertible Bonds as the principal debtor
in place of the Company and providing that the holders of the Subordinated Convertible
Bonds then outstanding shall be granted New Stock Acquisition Rights;

(i) except in the case of a Merger Event, pursuant to such supplemental trust deed, the
Company guarantees, with effect as specified in this Condition 12.2, in a form and
manner satisfactory to the Trustee, the payment obligations of the New Obligor under
the Trust Deed and the Subordinated Convertible Bonds, provided that no such guarantee
will be required if the Company determines and has delivered to the Trustee no later than
10 calendar days prior to the relevant Corporate Event Effective Date a certificate of the
Company signed by a Representative Director of the Company that, as of the Corporate
Event Effective Date, any rating which would be assigned to the New Obligor’s
unsecured and subordinated indebtedness is unlikely to be lower than the rating then
currently assigned to the Company's long-term, unsecured and subordinated
indebtedness. In making this determination, the Company shall consuit an Independent
Financial Adviser and shall take fully into account the advice of such Independent
Financial Adviser;

(iii) if the New Obligor is subject generally to the taxing jurisdiction of a territory or any
autherity of or in that territory with power to tax (the “New Territory”) other than the
territory to the taxing jurisdiction of which (or to any such authority of or in which) the
Company is subject generally (the “Company’s Territory”), the New Obligor will
(unless the Trustee otherwise agrees) give to the Trustee an undertaking satisfactory to
the Trustee in terms corresponding to Condition 9 with the substitution for, or addition
to, in relation to the New Obligor, references in that Condition to the Company’s
Territory of references to the New Territory whereupon the Trust Deed and the
Subordinated Convertible Bonds will be read accordingly;

(iv) a Representative Director of the New Obligor certifies that it will be solvent immediately
after such substitution, and the Trustee shall not have regard to the New Obligor’s
financial condition, profits or prospects or compare them with those of the Company;

(v) the Company shall have certified (by a certificate of a Representative Director) to the
Trustee that the New Stock Acquisition Rights satisfy the provisions of Condition 6.5;

(vi) the Company and the New Obligor comply with such other requirements as the Trustee
may direct in the interests of the Bondholders; and

(vii) such substitution and grant of New Stock Acquisition Rights become effective on the
Corporate Event Effective Date (or in the case of a Holding Company Event or a
Corporate Split Event, within 14 days after the relevant Corporate Event Effective Date).

Release of Obligations

An agreement by the Trustee pursuant to Condition 12.2 will {except in respect of any guarantee
under Condition 12.2(ii)), if so expressed, release the Company (or a previous substitute) from any
or all of its obligations under the Trust Deed and the Subordinated Convertible Bonds.

Deemed Amendment

On completion of the formalities set out in Condition 12.2, the New Obligor will be deemed to be
named in the Trust Deed and the Subordinated Convertible Bonds as the principal debtor in place
of the Company (or of any previous substitute) and the Trust Deed and the Subordinated
Convertible Bonds will be deemed to be amended as necessary to give effect to the substitution. In
particular and without limitation;
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§)] the terms “Stock Acquisition Rights” and “Shares” shall, where the context so requires,
include the New Stock Acquisition Rights and shares of common stock to be issued by
the New Obligor; and

(ii) references to the Company in Condition 10 and in the Trust Deed shall also include any
guarantor pursuant to Condition 12.2(ii) except where the context requires otherwise.

Prescription

Each Subordinated Convertible Bond will become void unless presented for payment within the

period of 10 years from the Relevant Date for the payment thereof.

Replacement of Subordinated Convertible Bonds

Should any Bond certificate be lost, stolen, destroyed, mutilated or defaced, it may be replaced at

the specified office of the Registrar upon payment by the claimant of the expenses incurred in connection
therewith and on such terms as to evidence, security, indemnity and otherwise as the Company may require
(provided that the requirement is reasonable in the light of prevailing market practice). Mutilated or
defaced Bond certificates must be surrendered before replacements will be issued.

Meetings of Bondholders; Modification and Waiver

15.1

15,2

Meetings of Bondholders

The Trust Deed contains provisions for convening meetings of the Bondholders to consider any
matter affecting their interests, including the sanctioning by an Extraordinary Resolution of a
modification of any provision of these Conditicns or of the Trust Deed.

The quorum for any such meeting convened te consider any matter requiring an Extraordinary
Resolution shall be one or more persons holding or representing not less than 50 per cent. in
principal amount of the Subordinated Convertible Bonds for the time being outstanding, or for any
adjourned meeting one or more persons being or representing Bondholders (whatever the principal
amount of Subordinated Convertible Bonds held or represented) except that at any meeting the
business of which includes the modification of certain provisions of the Subordinated Convertible
Bonds or of the Trust Deed (including reducing or cancelling the principal amount of, or any
premium payable in respect of, the Subordinated Convertible Bonds, modifying the method or
basis of calculating the rate or amount of default interest in respect of the Subordinated
Convertible Bonds, altering the currency of payment of the Subordinated Convertible Bonds or (to
the extent permitted by applicable law) abrogating or modifying any Stock Acquisition Right), the
necessary quorum for passing an Extraordinary Resolution shall be one or more persons holding
or representing not less than 75 per cent., or at any adjourned such meeting not less than 50 per
cent., in principal amount of the Subordinated Convertible Bonds for the time being outstanding,.
An Extraordinary Resolution duly passed at any such meeting shall be binding on ali the
Bondholders, whether present or not.

Modification and Waiver

No amendment or modification shall be made to the provisions of Condition 2 or Condition 10
that relate to subordination which would, in the opinion of the Company, in any way prejudice any
present or future creditor in respect of any Senior Indebtedness of the Company.

The Trustee may, without the consent of the Boncholders, agree to any modification (except as
aforesaid, and except for matters requiring a special quorum specified in Condition 15.1 and as set
out in the Trust Deed) of the Trust Deed or the Subordinated Convertible Bonds (including these
Conditions) or to any waiver or authorization of any breach or potential breach by the Company of
the provisions of the Trust Deed or the Subordinated Convertible Bonds which, in the opinion of
the Trustee, is not materially prejudicial to the interests of the Bondholders or to any modification
of the Trust Deed or the Subordinated Convertible Bonds (including these Conditions) which is, in
the opinion of the Trustee, of a formal, minor or technical nature or which is made to correct a
manifest error or is necessary in order to comply with mandatory provisions of Japanese law or
pursuant to Condition 6. Any such modification, waiver or authorization shall be binding on the
Bondholders and shall (unless the Trustee agrees otherwise) be notified to the Bondholders in
accordance with Condition 19 as soon as practicable thereafter.
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15.3 Entitlement of the Trustee

In connection with the exercise of its functions (including but not limited to those referred to in
these Conditions), the Trustee shall have regard to the interests of the Bondholders as a class and
shall not have regard to the interests of individual Bondholders and the Trustee shall not be
entitled to require, nor shall any Bondholder be entitled to claim, from the Company any
indemnification or payment in respect of any tax consequence of any such exercise upon
individual Bondholders.

154  Authority to the Trustee

To the fullest extent permitted by applicable law, by accepting the Subordinated Convertible
Bond, the holder irrevocably authorizes and instructs the Trustee (without its direction whether by
Extracrdinary Resolution or otherwise) to take any action before a Japanese court on behalf of and
in the name of the holder which the Trustee considers to be necessary or desirable in the interests
of Bondholder. The Trustee shall not be bound to take any such action unless (a) so directed by an
Extraordinary Resolution of the Bondholders or so requested in writing by holders of at least
one-quarter in principal amount of Subordinated Convertible Bonds then outstanding, and (b) it
shall have been indemnified and/or secured to its satisfaction, and shall incur no liability in taking
or refraining from taking such action. The Trustee shall not take any action on behalf of a
Bondholder in respect of the statutory rights referred to in Condition 6.6, such rights having been
irrevocably waived by the Bondholder to the fuliest extent permitted by applicable law.

Enforcement

At any ume after the Subordinated Convertible Bonds shall have become due and repayable,
subject to Condition 10.3 the Trustee may, at its absolute discretion and without further notice, take such
proceedings against the Company as it may think fit to enforce repayment of the Subordinated Convertible
Bonds, togeiher with accrued default interest, if any, pursuant to Condition 3 and to enforce the provisions
of the Trust Deed and the Subordinated Convertible Bonds, but it shall not be bound to take any such
proceedings unless (a) it shall have been so directed by an Extraordinary Resolution of the Bondholders or
so requested in writing by the holders of at least one—quarter in principal amount of the Subordinated
Convertible Bonds then outstanding, and (b) it shall have been indemnified and/or secured to its
satisfaction. No Bondholder shall be entitled to proceed directly against the Company unless the Trustee,
having become bound so to proceed, fails to do so within 30 days of such direction or request or provision
of indemnity and/or security and such failure shall be continuing.

Indemnification of the Trustee

The Trust Deed contains provisions for the indemnification of the Trustee and for its relief from
responsibility, including provisions relieving it from taking steps to enforce the provisions of the Trust
Deed or the terms of the Subordinated Convertible Bonds. The Trustee is entitled to enter into business
transactions with the Company or any person or body corporate associated with the Company without
accounting for any profit resulting therefrom.

The Trustee may rely without liability to Bondholders on any certificate or report prepared by the
Auditors pursuant to these Conditions and/or the Trust Deed, whether or not addressed to the Trustee and
whether or not the Auditors’ liability in respect thereof is limited by a monetary cap or otherwise and shall
be cbliged to do so where the certificate or report is delivered pursuant to the obligation of the Company to
procure such delivery under these Conditions and/or the Trust Deed; any such certificate or report shall be
conclusive and binding on the Company, the Trustee, and the Bondholders.

Independent Financial Adviser

If any doubt shall arise as to the appropriate adjustment to the Conversion Price or in relation to
any other matter which is reserved in these Conditions for a decision of an Independent Financial Adviser,
a written opinion of such Independent Financial Adviser in respect of such adjustrnent to the Conversion
Price or other matter shall be conclusive and binding on the Company, the Trustee and the Bondholders in
the absence of manifest error.
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Notices

All notices to the Bondholders will be valid if mailed to them at their respective addresses in the
Register. Such notices shall be deemed to have been given on the seventh day after being mailed.

So long as the Subordinated Convertible Bonds are evidenced by the Global Bond Certificate and
such Subordinated Convertible Bonds are held on behalf of a clearing system, notices to Bondholders shall
be given by delivery of the relevant notice to the relevant clearing system for communication by it to
entitled accountholders in substitution for mailing and publication required by these Conditions.

Contracts (Rights of Third Parties) Act 1999

No person shall have any right to enforce any term or condition of the Subordinated Convertible
Bonds under the Contracts (Rights of Third Parties) Act 1999, save as expressly provided Condition 5.9.2
and Condition 7.2.10.

Governing Law and Submission te Jurisdiction

The Trust Deed and the Subordinated Convertible Bonds are governed by, and shall be construed
in accordance with, English law. The Company has in the Trust Deed submitted to the jurisdiction of the
English courts for all purposes in connection with the Trust Deed and the Subordinated Convertible Bonds
and in relation thereto the Company has appointed Hackwood Secretaries Limited, whose office is at
present at One Silk Street, London EC2Y 8HQ, as its agent in England for receipt of process on its behalf.
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SUMMARY OF PROVISIONS RELATING TO THE SUBORDINATED CONVERTIBLE BONDS
WHILE IN GLOBAL FORM

The Global Bond Certificate issued in respect of each Series comtains provisions which apply to the
Subordinated Convertible Bonds of such Series while they are in global form, some of which modify the effect of
the Conditions of such Series. Terms defined in the Conditions have the same meaning when used kerein. The
Jollowing is a summary of certain of those provisions:

Exchange

If a Global Bond Certificate is deposited with, and registered in the name of a nominee for, a common
depositary for Euroclear and Clearstream, Luxembourg, or any other clearing system as shall have been approved
by the Trustee (the “Alternative Clearing System”), ownership of beneficial interests in such Global Bond
Certificate will be limited to persons that have accounts with Euroclear or Clearstream, Luxembourg or persons
that may hold interests through such accountholders. Beneficial interests in a Global Bond Certificate will be
shown on, and transfers thereof will be effected through, records maintained in book-entry form by Euroclear,
Clearstream, Luxembourg and their accountholders as applicable,

A Global Bond Certificate may be exchangeable in whole but not in part (free of charge to the holder) for
the definitive Subordinated Convertible Bonds of such Series (1) on acceleration pursuant to Condition 10 of the
relevant Series, by a holder giving notice to the Principal Agent, or (2) if such Global Bond Certificate is held on
behalf of a clearing system and such clearing system is closed for business for a continuous period of 14 days
{other than by reason of holidays, statutory or otherwise) or announces an intention permanently to cease
business or does in fact do so by the holder giving notice to the Trustee.

Meetings

The registered holder (as defined in the Conditions) of the Subordinated Convertible Bonds in respect of
which a Global Bond Certificate is issued shall be treated as being one person for the purposes of any quorum
requirements of a meeting of Bondholders of such Series and, at any such meeting, as having one vote in respect
of each Subordinated Convertible Bond in respect of which such Global Bond Certificate is issued. The Trustee
may allow any accountholder (or the representative of such person) of a clearing system entitled to Subordinated
Convertible Bonds in respect of which such Global Bond Certificate has been issued to attend and speak (but not
to vote) at a meeting of Bondholders of such Series on appropriate proof of his identity.

Exercise of Stock Acquisition Rights

Subject to the requirements of Euroclear and Clearstream, Luxembourg or any Alternative Clearing
System, the Stock Acquisition Right incorporated in a Subordinated Convertible Bond in respect of which a
Global Bond Certificate is issued may be exercised by the presentation to, or to the order of, any Agent of one or
more Conversion Notices duly completed by, or on behalf of, an accountholder in such system with an
entitlement to such Subordinated Convertible Bonds. Deposit of such Global Bond Certificate with an Agent
together with the relevant Conversion Notice shall not be required.

Payments

Payments in respect of a Series of Subordinated Convertible Bonds represented by a Global Bond
Certificate will be made against presentation for endorsement and, if no further payment falls to be made in
respect of such Series of Subordinated Convertible Bonds, surrender of the relevant Global Bond Certificate to or
to the order of the Principal Agent or such other Agent as shall have been notified to the holders of the
Subordinated Convertible Bonds for such purpose. A record of each payment so made will be endorsed in the
appropriate schedule of such Global Bond Certificate, which endorsement will be prima facie evidence that such
payment has been made in respect of such Series of Subordinated Convertible Bonds.

Notices

So long as the relevant Series of Subordinated Convertible Bonds is evidenced by a Global Bond
Certificate and such Global Bond Certificate is held on behalf of the Eurcclear and/or Clearstream, Luxembourg
or any Alternative Clearing System, notices to Bondholders of such Series shall be given by delivery of the
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relevant notice to Euroclear and/or Clearstream, Luxembourg or, as the case may be, the Alternative Clearing
System, for communication by it to entitled accountholders in substitution for publication and mailing as required
by the Conditions for such Series. Such notices shall be deemed to have been given in accordance with the
Conditions for such Series on the date of delivery to the relevant clearing system.

Transfers

Transfers of interests in a Subordinated Convertible Bond with respect to which a Global Bond Certificate
is issued shall be effected through the records of the relevant clearing system and their respective participants in
accordance with the rules and procedures of the relevant clearing system and their respective direct and indirect
participants.

Prescription

A Subordinated Convertible Bond will become void unless the relevant Global Bond Certificate presented
for payment within a period of ten years from the Relevant Date (as defined in Condition 9 of the Subordinated
Convertible Bonds).

Cancellation

Cancellation of any Subordinated Convertible Bond required by the Conditions of the relevant Series to be
cancelled will be effected by a reduction in the principal amount of such Subordinated Convertible Bonds in the
register of Bondholders and a reduction in principal amount of such Global Bond Certificate.

Trustee’s Powers

In considering the interests of Bondholders of a Series while the relevant Global Bond Centificate is held
on behalf of a clearing system the Trustee may have regard to any information provided to it by such clearing
system or its operator as to the identity (either individually or by category) of its accountholders with
entitlements to such Global Bond Certificate and may consider such interests as if such accountholders were the
holder of such Global Bond Certificate.

Acquisition of Subordinated Convertible Bonds by Company

If the Company is to acquire Subordinated Convertible Bonds under Condition 7.2, subject to the
requirements of Euroclear and Clearstream, Luxembourg or any Alternative Clearing System, a Share Settlement
Notice may be duly completed by, or on behalf of, an accountholder in such system with an entitlement to the
relevant Subordinated Convertible Bonds. Deposit of the relevant Global Bond Certificate with the relevant
Share Settdement Notice shall not be required.
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USE OF PROCEEDS

The net proceeds of the issue of the Subordinated Convertible Bonds and the issue of an aggregate of
25,440,000 Shares to Mr. Yoshitaka Fukuda and Yamakatsu Co., Ltd. as described under “Information
Concerning the Shares—Changes in Issued Share Capital—Issuance of Shares” are estimated to be ¥119,315
million and will be used for working capital,



MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis should be read in conjunction with AIFUL’s financial statements and
notes thereto included elsewhere in this Offering Circular. AIFUL's financial statements have been prepared in
accordance with Japanese GAAP, which differs in certain significant respects from accounting principles
generally accepted in certain other countries. The discussion and analysis contains forward-looking statements
that involve risks, uncertainties and assumptions. The actual results may differ materially from those anticipated
in these forward-looking statements as a result of certain factors, including, but not limited to, those set forth
under “Risk Factors” and elsewhere in this Offering Circular.

This Offering Circular includes consolidated financial statements of AIFUL as well as non-consolidated
financial statements of the Company. The discussion and analysis of financial condition and results of operations
and all financial information set forth below are given on & consolidated basis unless otherwise indicated. As of
September 30, 2007, the Company had 11 consolidated subsidiaries and 20 non-consolidated subsidiaries. As of
the same date, the Company had two affiliates which were not accounted for by the equity method but by the cost
method in the Company’s financial statements. As of and for the six months ended September 30, 2007, 58.1%
of AIFUL’s total current assets, 75.7% of AIFUL’s debt and 59.9% of AIFUL’s total income were attributable to
the Company, while 29.9% of AIFUL’s total current assets, 18.5% of AIFUL’s debt and 28.4% of its total
income were attributable to Life.

Overview

AIFUL is one of Japan’s largest consumer finance companies. AIFUL is principally engaged in the
business of making unsecured and secured loans to individuals and small business owners. Primarily through its
subsidiary Life, AIFUL also provides credit services to consumers through credit card shopping loans, per-item
shopping leans, credit card cashing loans and loan guarantees.

Changes in the Industry are Disrupting the Profitability of AIFUL’s Traditional Business Model

In recent years, the Japanese consumer finance industry has experienced significant interest refund
problems. Furthermore, the industry is anticipating a substantial decrease in maximum interest rates as well as
increasing credit costs.

Pending Reductions in Maximum Interest Rates

Amendments to the laws regulating moneylenders, including amendments to the Moneylending Business
Law, the Interest Rate Restriction Law and the Contributions Law, which were adopted in December 2006, will
eliminate “voluntary” interest and reduce the legally permissible maximum interest rates to 15%, 18% or
20% per year, depending upon the principal amount of the loan. The amendments related to the reduction of
maximum interest rates will become effective all at once, not in stages, not later than June 18, 2010, AIFUL does
not know when the reduction will occur, and it could be soon. When the reduced maximum interest rates take
effect, the new maximum interest rates will apply to all of AIFUL’s new loans extended on and after the date of
effectiveness of such reduced interest rates.

As of March 31, 2007 and September 30, 2007, the average interest rate on AIFUL's unsecured loans was
23.1% and 22.1%, respectively. A large majority of ATFUL’s unsecured loans outstanding have principal
amounts of ¥100,000 or more but less than ¥]1 million. Loans in such amounts will be subject to a legally
permissible maximum interest rate of 18%. As of September 30, 2007, 88.9% of AIFUL’s unsecured loan
balance carried interest rates at or above 18%. As of September 30, 2007, for AIFUL’s loan balance of secured
loans, 29.2% carried interest rates below 15%, 22.5% carried interest rates at or above 15% but below 18%, and
48.3% carried interest rates at or above 18%. As of September 30, 2007, 32.7% of ATFUL’s small business loan
balance carried interest rates at or above 18%. Reductions of the maximum interest rate will adversely affect
margins that ATFUL eamns on its loans.

Upper Limit on Aggregate Borrowings

The amendments to the laws regulating moneylenders inciude the introduction of an upper limit on
aggregate borrowings from all non-bank moneylenders by an individual over which non-bank moneylenders may
not extend further loans, as well as stricter regulation and supervision of moneylender activities. The upper limit
on aggregate borrowings may prevent AIFUL from extending loans to current and new customers, which may
further reduce the number of AIFUL’s customers and ATFUL’s loans outstanding. In addition, there is no
guarantee that AIFUL will adequately address changes in regulation, which could result in violations and
regulatory sanctions which could harm ATFUL’s reputation, business and results of operation.
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Interest Refunds

In recent years, voluntary interest refunds have been increasing, due primarily to increases in voluntary
interest refund claims and the level of intervention by lawyers and other qualified legal professionals.

Currently, the maximum interest rate allowed under the Contributions Law is 29.2% per year. Under the
Contributions Law, AIFUL can and does charge interest on its loans at rates that exceed certain prescribed
statutory limits set forth in the Interest Rate Restriction Law, which are 15%, 18% or 20% per year, depending
upon the principal amount of the loan. All of the loan products currently offered by AIFUL bear interest at or
below 29.2%. AIFUL's leading unsecured loan product, for example, bears, as of September 30, 2007, an
average interest rate of 22.1%. Under the Interest Rate Restriction Law, an agreement providing for payment of
voluntary interest is void with respect to the voluntary interest portion. However, the Moneylending Business
Law recognizes the validity of voluntary interest payments, as long as the payments are made voluntarily and the
moneylender complies with various notice requirements at the time of execution of the contract and repayment.

Recent adverse court decisions, including from the Supreme Court of Japan, have established new grounds
for borrowers to institute voluntary interest refund claims. A common element of many such court decisions has
been a determination by the court that under the circumstances the voluntary interest payment was actually not
“voluntary”. In addition, advertising by lawyers has led to a heightened awareness among the pubtic of such new
grounds to claim for interest refunds, as well as the resulting debt restructuring possibilities, and has contributed
to an increase in adverse decisions by courts against consumer finance companies. AIFUL has been required to
refund increasingly large amounts of voluntary interest,

In light of recent adverse court decisions and in accordance with a report issued by the JICPA in March
2006, consumer finance companies have established an allowance for losses on intetest refunds. AIFUL
established such an allowance in the year ended March 31, 2006 and recorded an allowance for losses on interest
refunds as of March 31, 2006 of ¥21,074 million and a provision for losses on interest refunds in the same
amount for the year ended March 31, 2006. In addition, beginning in its six-month accounting period ended
September 30, 2006, AIFUL changed the method of estimating its anticipated losses on interest refunds and the
manner in which it accounts for these anticipated losses in accordance with new audit guidelines established by
the JICPA in October 2006. See “—Critical Accounting Policies—Allowances Related to Losses on Interest
Refunds”. Under these new guidelines, AIFUL records allowances related to interest refunds under “allowance
for doubtful accounts” in an amount equal to the estimated remaining loan amount outstanding (i.e., the amount
estimated to be outstanding at the time of recognition of the interest refund claim), if any, and records the
remaining portion of the estimated interest refund under its “allowance for losses on interest refunds”. As of
September 30, 2007, AIFUL’s allowance for doubtful accounts related to interest refunds was equal to
¥140,611 million and its allowance for losses on interest refunds was equal to ¥167,560 million. In the year
ended March 31, 2007 and the six months ended Sepiember 30, 2007, ATFUL recorded charge-offs and provision
for doubtful accounts in the amount of ¥447,375 million and ¥73,192 million, respectively, and a provision for
losses on interest refunds in the amount of ¥167,148 million and ¥35,962 million, respectively.

With respect to interest refunds for which AIFUL has not provided an allowance, the amount of the interest
refund is first charged-off against any outstanding loan balance of the customer. For any amount of a recognized
interest refund claim of a customer who has no outstanding loan balance, or in excess of the customer’s
outstanding loan balance, AIFUL records a loss on interest refund. In the years ended March 31, 2006 and 2007,
AIFUL recorded a loss on interest refunds in the amount of ¥13,109 million and ¥15,240 million, respectively.
AIFUL did not record any loss on interest refunds for the six months ended September 30, 2007.

Other Increasing Credit Costs

ATIFUL expects that the transition to the new maximum interest rates will have the effect of increasing
ATFUL’s credit costs. As a result of the reduction of the maximum interest rates becoming effective,
moneylenders, including AIFUL, are unlikely to extend further loans to borrowers with the highest internal risk
ratings. Such high risk borrowers tend to have unsecured loan contracts with more than one moneylender. As a
result, if such borrowers are unable to continue borrowing from moneylenders, they may default on their loans,
including loans extended by AIFUL. Accordingly, any reduction of the maximum interest rate may have the
effect of increasing credit costs of AIFUL during a transitional period that is expected to last at least until higher
credit risk borrowers’ accounts are closed. AIFUL has taken steps to anticipate a reduction in the number of its
borrowers, and has made certain provisions for this potential increase in credit costs, However, AIFUL’s credit
losses in respect of existing loans could substantially exceed its provision for credit costs.
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AIFUL’s Traditional Cost Structure is Not Viable in Light of Lower Rates

The table below sets forth, for the periods indicated and on a consolidated basis, average yield, operating
expenses and operating profit {loss) as a percentage of average total loans outstanding.

For the six months ended
For the year ended March 31, September 30,
1008 2006 2007 2006 2007
Percentages of average total loans cutstanding:
Operating income:
Average yield™ .. . L Ll e e 23.3% 229% 21.3% 21.6% 202%
L0 11 OO 2.6 2.7 2.3 23 26
Total operating income .. . .. o oo v v v v e e 1259 25.4 23.6 239 228
Operating expenses:
Financial expenses .. ... .. oo 20 1.7 1.7 1.7 1.8
Charge-offs and provision for doubtful accounts® .. .. .. .. 7.8 7.7 16.1 9.5 7.7
Other operating expenses:
Loss on interest refunds and provision for losses on
interest refunds® .. . .o e - 1.0 54 1.8 38
Other . .o e e e e 9.4 9.2 8.2 8.4 7.3
Total operating eXpenses .. .. . . ww v e v v e o 19.2 19.6 314 214 20.6
Operating profit (I0ss) .. . o oo v oo e v e e e 6.7% 58% (A8)% 2.5% 2.2%

Notes:

(1)  Average yield represents interest income on consumer loans divided by the uverage of the amount of total loans outstanding (including
off-balance sheet securitized loans) at the beginning and the end of the year.

(2)  Charge-offs and provision for doubtful accounts includes those related to intcrest refunds.

(3)  Loss on interest refunds and provision for losses on interest refunds do not include charge-offs related to interest refunds.

The increase in total credit losses reflected in the above table is primarily due to an increase in interest
refund-related expenses in line with the change of the audit accounting standard that became effective for the
period ended September 30, 2006. This and the other information set forth in the above table illustrate the impact
of interest refund-related costs on ATFUL's operating profit. When AIFUL’s average yield is higher than its
operating expenses, AIFUL will record an operating profit. However, if ATFUL’s average yield is lower than its
operating expenses, AIFUL will be unable to record operating profits.

Even without interest refunds and refund-related credit costs, AIFUL’s operating profit as a percentage of
average total loans outstanding for the year ended March 31, 2007 and the six months ended September 30, 2007
would have declined in comparison to those percentages recorded for the years ended March 31, 2005 and 2006
and the six months ended September 30, 2006, respectively. This is primarily due to a decrease of average yield
and an increase of credit costs primarily due to an increase in delinquent receivables as a result of AIFUL'’s
decision to voluntarily refrain from engaging in certain debt collection practices in response to administrative
sanctions by the FSAJ, Over a transitional period, if AIFUL’s existing allowances are inadequate, interest
refunds and refund-related credit costs will adversely affect AIFUL’s operating profit. Furthermore, over a
transitional period, credit costs attributable to AIFUL’s existing higher credit-risk customers who lose access to
credit may adversely affect AIFUL’s operating profit.

ATFUL’s average vield will decline significantly once the reduced maximum interest rates are
implemented. AIFUL’s average yield for the year ended March 31, 2007 and the six months ended
September 30, 2007 of 21.3% and 20.2%, respectively, will not be sustainable. Future average yields will be
limited to a maximum of 18% for the large majority of AIFUL’s loans and will likely be significantly lower.
AIFUL'’s current cost structure, even before interest refunds and refund-related credit costs, will not be viable
once the reduced interest rates are implemented. AIFUL will nezd an appropriate expense level in light of the
lower average yield if AIFUL is to be profitable.

Measures to Address Changes in the Industry

AIFUL aspires to emerge from changes in its industry as a diversified financial services group that
provides safe and reliable products at low prices to a greater number of customers. AIFUL is implementing
measures to deal with the changes to its industry, including taking allowances for losses on interest refunds and
doubtful accounts, to address losses from interest refunds and refund-related credit costs over a transitional
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period, reforming its cost strecture and reorganizing and streamlining its business group to reduce costs to levels
that can support operating profitability on an ongoing basis once lower maximum interest rates are implemented
and strategically positioning its businesses to target future growth.

Measures to Address Loss on Interest Refunds and Refund-related Credit Costs over a Transitional Period

To address losses and credit costs related to interest refund claims over a transitional period, ATFUL made
substantial provisions in the year ended March 31, 2007 and the six months ended September 30, 2007. ATFUL’s
allowance for doubiful accounts related to interest refunds were ¥195,546 million and ¥140,611 million, and its
allowance for losses on interest refunds were ¥167,153 million and ¥167,560 million, as of March 31, 2007 and
September 30, 2007, respectively. If future interest refunds match AIFUL’s assumptions, AIFUL will not be
required to make additional provisions or record additicnal losses in respect of voluntary interest received in
prior periods. However, interest refunds could exceed AIFUL'’s assumptions, and other credit costs could
increase, including if borrowers who no longer meet AIFUL’s credit standards are unable to repay maturing
installments of loans, in which case AIFUL will need to make additional provisions in future accounting periods.

Measures ro Reduce Costs

AIFUL is implementing measures to reduce its cost structure and reorganize and streamline the AIFUL
group of companies with an objective of creating a framework for operating profitability in the new lower
interest rate operating environment.

AIFUL is implementing the following initial cost structure reforms in order to reduce the price of its loan
products.

= Consolidate outlets. The Company has reduced the number of Company outlets from 1,903 as of
September 30, 2006 to 1,015 as of December 31, 2007. AIFUL has reduced the number of AIFUL
outlets from 2,713 as of September 30, 2006 to 1,217 as of December 31, 2007,

= Enhance personnel efficiency. AIFUL initially offered voluntary retirement to up to 400 employees
across all of its businesses in February and March 2007. In the consumer finance business, this was
part of ATFUL’s plans to reorganize its four consumer finance subsidiaries {Tryto, Wide, TCM, and
Passkey), consolidate outlets, and enhance the efficiency of the collection department. The number of
acceptances exceeded AIFUL's offer, with a total of 644 employees accepting early retirement as of
March 31, 2007, including 241 employees in the consumer finance business, 152 employees in the
small business loan business, and 251 employees in the shopping loan and credit card business.
Additionally, by September 2007 AIFUL reduced its workforce by an additional 742 temporary
employees, including region-specific and contract employees, through outlet consolidation and other
rcorganization measures.

*  Review system development and various expenses. AIFUL is reducing system costs and expenses by
optimizing system sharing within the AIFUL group, curtailing new system development, reviewing
maintenance costs, reducing redundant operations, disposing of unneeded assets, and internalizing
operations.

*  Remove rooftop signs. AIFUL has reduced the number of rooftop advertisement signs from 460 to 18
signs as of December 31, 2007 and plans to remove additicnal rooftop signs during the process of
consolidating outlets.

In addition to these initial cost structure reforms, AIFUL plans to take a number of additional steps to
reorganize and streamline the ATFUL group companies to optimize allocation of the business resources of the

group:

*  Reorganize four consumer finance subsidiaries, Tryto, Wide, TCM, and Passkey. AIFUL has taken or
plans to take the following steps with respect to the operations at four of its consolidated subsidiaries:

+  centralized the operations of Tryto and Wide at one location for each company by September
2007,

+  completed the transfer of some of the loan receivables of Tryto, Wide, TCM and Passkey to Life
on November 30, 2007; and

+  will close 439 sales outlets of Tryto, Wide, TCM, and Passkey by the end of February 2008.
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*  Consolidate small business loan subsidiary, City’s. AIFUL plans to consolidate City’s sales offices,
reducing the number of offices from 63 to 47. AIFUL also plans to change City’s sales strategy by
shifting from visitation sales to mass marketing and irnplementing a sales approach focused on
building relationships with various partners.

*  Reorganize shopping loan (shinpan) and credit card company Life. AIFUL plans to reorganize Life
from a community-based multiple outlet organization to an organization with outlets concentrated in
target commercial areas. As part of this reorganization, AIFUL will aim to reduce the number of Life
offices from 69 to 11 offices and the number of Life Card outlets and LIFE Cash Plaza outlets from
217 w0 127.

These cost reduction measures may not be sufficient to meet AIFUL’s cost reduction goals. Moreover,
even if AIFUL meets its cost reduction goals, depending on the timing of implementation of the reductions in
maximum interest rates and other developments in its industry, ATFUL’s operating costs may still exceed levels
that would enable AIFUL to earn operating profits. As a result, AIFUL may continue to evaluate additional
restructuring measures to further reduce AIFUL’s operating costs, including a wide range of options for
reorganizing its four consumer finance companies,

Factors Affecting Results of Operations
Economic Conditions

AIFUL’s results of operations are affected by genmeral economic conditions in Japan. The Japanese
economy has been experiencing a sustained recovery from recessionary conditions since 2003. Favorable
economic conditions stimulate consumer spending, which has a positive effect on new loan origination.
Favorable economic conditions also increase household income, which tends to reduce the rate of personal
bankruptcies, consequently reducing ATFUL’s credit costs. On the other hand, the sustained economic recovery
has resulted in increases in interest rates, which adversely affect AIFUL’s cost of funds.

Japan’s gross domestic product grew by 2.4% and 2.3% in real terms in the years ended December 31,
2005 and 2006, respectively, and grew by 3.3%, shrunk by 1.8% and grew by 1.5% in each of the three quarters
ended September 30, 2007. According to the Ministry of Internal Affairs and Communications, the Japanese
average unemployment rate was 4.4%, 4.1% and 3.9% for the years ended December 31, 2005, 2006 and 2007,
respectively. Personal bankruptcy applications peaked at 239,451 in the year ended March 31, 2004 and have
since been on the decline, with 160,634 applications reported in the year ended March 31, 2007.

Concerns currently exist related to the effects of the sub-prime mortgage crisis in the United States on the
Japanese and international financial markets, as well as on the Japanese economy generally. It is unclear how
seriously the sub-prime mortgage crisis will affect the Japanese economy and consumer finance industry.
Generally, a slowdown in economic growth results in increased borrowings as consumers look to meet their
short-term cash needs. However, in the longer-term, poor economic conditions generally result in a reduction in
loan originations as consumers begin to limit their personal consumption and in greater credit losses as more
customers struggle to meet their repayment obligations.

Mergers and Acquisitions

AIFUL’s results of operations have been materially affected in recent years by its mergers and acquisitions
activity. In particular, the acquisition of Life in March 2001 has led to significant growth in AIFUL's income and
expenses in subsequent periods. Life was purchased after it emerged cut of corporate reorganization proceedings.
By refocusing Life’s resources on more profitable businesses, improving credit authorization procedures and
reducing costs, the Company has turned Life into a significant contributor to AIFUL’s results of operations.

The acquisitions of City’s in October 2002, New Frontier Partrers, Co., Lid. (“"New Frontier Partners™) in
March 2004 and Wide in June 2004 have also contributed to AIFUL’s results of operations, In February 2005,
the Company completed its acquisition of TCM, which had been undergoing corporate reorganization
proceedings. TCM emerged from corporate reorganization preceedings in March 2005, Also in March 2005, the
Company acquired Passkey, a consumer finance company with operations in Hokkaido, Japan.

Income

ATFUL’s income consists principally of income from interest on loans, particularly unsecured loans to
individuals. Income from interest on loans, which includes unsecured loans to individuals, secured loans and
small business loans, accounted for 89.5% and 89.6% of total income for the years ended March 31, 2006 and
2007, respectively, and 88.9% of total income for the six months ended September 30, 2007. Income from
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interest on unsecured loans to individuals accounted for 73.9% and 74.8% of total income for the years ended
March 31, 2006 and 2007, respectively, and 75.2% of total income for the six months ended September 30, 2007,
The principal determinants of income from interest on loans are the average interest rate on outstanding loans,
the number of loan accounts and the outstanding loan balance per account.

AIFUL derives a portion of its income from interest on per-item shopping loans and from interest on credit
card shopping loans and loan guarantees. For the year ended March 31, 2006, interest on per-item shopping
loans, interest on credit card shopping loans and loan guarantees accounted for 3.2%, 2.1% and 1.6% of total
income, respectively. For the year ended March 31, 2007, they accounted for 2.6%, 2.5% and 1.8% of total
income, respectively, and for the six months ended September 30, 2007, interest on per-item shopping loans,
interest on credit card shopping loans and loan guarantees accounted for 1.8%, 3.3% and 2.0% of total income,
respectively.

ATFUL’s income also includes recovery of loans previously charged off and other income. For the year
ended March 31, 2006, recovery of loans previously charged off and other income accounted for 1.6% and 1.9%
of total income, respectively. For the year ended March 31, 2007, they accounted for 0.8% and 2.6% of total
income, respectively, and for the six months ended September 30, 2007, recovery of loans previously charged off
and other income accounted for 1.1% and 2.6% of total income, respectively.

The following table sets forth the average interest rates on AIFUL's outstanding loans by type of loan for
the periods indicated:

For the six months ended
Far the year ended March 31, September 30,
2006 2007 2006 2007
Average interest rate:

Unsecured 10anS .. .. . v v v v vt e e et e e e e e e e e e 24.3% 23.1% 23.4% 22.1%

Secured 10Ans .. . o e e e e e e e e e e 15.8 134 13.8 12.3

Small business 10ans .. .. . o oo e e e e 20.8 i8.8 19.3 16.2

Credit card shopping loans .. .. .. .. o voco vt v ve e e e e e e 12.5 1.7 119 12.1

Per-item shopping loans .. .. .. .. .. o e o 9.3 8.8 89 8.0
Total loans outstanding .. .. .. .. .o oo i 21.6% 20.4% 20.7% 19.6%

Note:

(1)  With respect to each year and loan type, the average interest rate eamed is caleulated by dividing the amount of interest accrued by the
average of the amounts of loans outstanding (including off-balance sheet securitized loans) at the beginning and the end of the year.

The average interest rate on AIFUL's total loans outstanding (including off-balance sheet securitized loans)
decreased from 21.6% for the year ended March 31, 2006 to 20.4% for the year ended March 31, 2007 and from
20.7% for the six months ended September 30, 2006 to 19.6% for the six months ended September 30, 2007, The
decrease was primarily due to AIFUL’s efforts to retain quality customers by offering low interest rate producits.

Beginning on December 18, 2006, the Company started to offer loan products with lower interest rates to
its customers who maintain good credit standing. In addition, from August 1, 2007, the Company began to offer
new loan applicants interest rate loan products that comply with the limits of the Interest Rate Restriction Law.
Furthermore, Life started to offer customers holding its gold cards lower interest rate loan preducts that comply
with the limits of the Interest Rate Restriction Law and plans to offer such lower interest rate products to
additional customers. As of March 31, 2007, 10.7% of the Company’s outstanding unsecured loan balance and
10.1% of unsecured loan accounts bore annual interest rates of less than 20%. As of September 30, 2007, 16.0%
of the Company’s outstanding unsecured loan balance and 15.2% of unsecured loan accounts bore annual interest
rates of less than 20%.

The total number of AIFUL's loan accounts decreased during the year ended March 31, 2007 due to a
decrease in new customers caused primarily by AIFUL voluntarily ceasing television advertisements and
tightening credit standards in response to the changes in laws governing the consumer finance industry. The total
number of AIFULs loan accounts continued to decrease during the six months ended September 30, 2007 due to
the tightening of credit standards. New loan accounts increased in the year ended March 31, 2005, reflecting an
improvement in economic conditions and the effects of the acquisition of Wide, but leveled off in the year ended
March 31, 2006. The number of AIFUL’s loan accounts may be negatively affected as a result of declines in
household income, public concerns about unemployment and other negative macroeconomic factors and if
intensification of competition persist.
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The average outstanding balance on AIFUL’s loan accounts declined in the most recent fiscal year and
six-month period, after growing in prior periods. In the year ended March 31, 2007 and six months ended
September 30, 2007, the average outstanding balance per loan account on AIFUL’s unsecured, secured and small
business loan accounts, including off-balance sheet loans, declined 2.3% and 3.2% in comparison with the
corresponding previous period, after such balance had previously grown in the years ended March 31, 2005 and
2006 by 1.8% and 3.7%, respectively. The decline in 2007 in the average outstanding balance on AIFUL’s loan
accounts was due primarily to a tightening of ATFUL’s credit standards, reduced advertising by AIFUL and a
decrease in new customers. In contrast, the prior growth in 2005 and 2006 in average outstanding balance on
AIFUL's loan accounts primarily reflected increases in the number of creditworthy customers eligible for higher
credit limits on unsecured loans and a recovery in the economy that allowed for a loosening of credit standards
for unsecured loans, that was partially offset by minimal to negative growth in the average outstanding balances
on secured loans.

In the year ended March 31, 2067 and the six months ended September 30, 2007, the total balance of
outstanding loans (including off-balance sheet loans) decreased 11.1% and 15.6% in comparison with the
corresponding previous period based on both a decrease in the total number of accounts and a decrease in the
average outstanding balances on loan accounts. These decreases reflect a reversal of the trend from March 31,
2005 to March 31, 2006, during which increases in the total number of loan accounts and, to a lesser extent,
increases in average outstanding balances on loan accounts caused AIFUL’s total balance of loans outstanding to
increase. In the years ended March 31, 2005 and March 31, 2006, the balances of AIFUL'’s total loans
outstanding (including off-balance sheet loans) had increased by 9.8% and 6.5%, respectively, in each case as
compared to the balance at the end of the previous year. The increase in the year ended March 31, 2006 was
largely a result of growth in small business loans and credit card shopping loans along with credit standards in
the unsecured loan market returning to more normal levels.

The principal determinants of income from AIFUL’s per-item shopping loans and credit card shopping
loans are the average interest rate on such products, the number of account holders or cardholders and the
outstanding balance per account. The number of credit card holders increased to 14.1 million as of March 31,
2007 and 14.5 million as of September 30, 2007. As for credit card shopping loans, average interest rates
decreased in the year ended March 31, 2007, while such rates increased in the six months ended September 30,
2007 and the average outstanding balances per account increased. The decrease in average interest rates for credit
card shopping loans is primarily due to an increase in the use of loans to pay public fees which have low
franchise commissions and fee rates. The increase in the average outstanding balances per account reflects an
increase in the use of credit cards for the payment of public utility charges by current cardholders. As for
per-itern shopping loans, both average interest rates and average outstanding balances per account decreased. The
decrease in average interest rates of per-item shopping loans is primarily due to decreases in certain types of
third-party member merchant transactions that have high interest rates. The decrease in the balance of loans
outstanding reflects ATFUL's adoption of stricter standards for engaging in business with third-party vendors.
The principal determinants of income from loan guarantees are the outstanding principal amounts being
guaranteed and the average interest rates charged. Income from interest on loan guarantees has increased in
recent periods due primarily to an increase in the annual average principal amount of guarantees ouistanding.
However, AIFUL experienced a decrease in income from interest on loan guarantees during the six months ended
September 30, 2007 due to the decrease in the amount of unsecured and small business loans made by banks and
other financial institutions.

ATFUL’s total income dropped significantly in the year ended March 31, 2007 and in the six months ended
September 30, 2007 after it had grown in the years ended March 31, 2005 and 2006.

AIFUL believes the aggregate balance of consumer credit loans in Japan will decline due primarily to the
pending reduction of maximum interest rates which has required AIFUL and others in the industry to tighten
credit standards for new loans, thereby reducing new loan customers. AIFUL also expects the aggregate balance
of consumer credit loans in Japan to be adversely affected by the introduction of an upper limit on aggregate
borrowings from all non-bank moneylenders by an individual in excess of which non-bank moneylenders may
not extend further loans. AIFUL’s ability to generate income will be subject to a variety of factors, including,
among others:

+  expected losses due to refund of “voluntary” interest and credit losses;

+  changes in the overall market for consumer credit, particularly for unsecured consumer loans;

= ability to originate new customer accounts and loans in the face of a changing regulatory environment;
*  legal limits on lending and on interest rates that AIFUL is permitted to charge;

*  competition from other lenders;
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»  the success of AIFUL’s efforts to broaden its earnings base; and

*  general economic conditions in Japan.

Expenses

AIFUL’s principal expenses consist of charge-offs and provision recorded for allowance for doubtful
accounts, provision recorded for allowance for losses on interest refunds, interest on borrowings, salaries and
other employees’ benefits, advertising expenses, rental expenses and commissions and fees.

Charge-offs and provision for doubtful accounis (other than those related 1o interest refund claims). The
primary factor affecting charge-offs and provision for doubtful accounts (other than related to interest refund
claims) is the creditworthiness of AIFUL's customers. One prominent indicator of consumer credit quality is the
number of personal bankruptcies in Japan, The number of personal bankruptcies in Japan grew from 160,419
cases in calendar 2001 to 242,377 cases in calendar 2003, but, due to the improving Japanese economy, personal
bankruptcies declined to 211,402 cases in calendar 2004, 184,294 cases in calendar 2005 and 165,932 cases in
calendar 2006. Despite this trend and the decrease in outstanding loans in the year ended March 31, 2007 and the
six months ended September 30, 2007, charge-offs and provision for doubtful accounts (other than provision for
doubtful accounts related to interest refund claims) were ¥251,829 million in the year ended March 31, 2007 and
¥71,825 million in the six months ended September 30, 2007, due to an increase in delinquent receivables as a
result of AIFUL’s decision to voluntarily refrain from engaging in certain debt collection practices in response to
administrative sanctions by the FSAJ.

Charge-offs, losses and provisions related to interest refunds. As a result of recent adverse court decisions,
including from the Supreme Court of Japan, and an increase in the level of intervention by lawyers and other
qualified legal prefessionals, AIFUL has seen a substantial increase in the number and amount of interest refund
claims from its customers. AIFUL began providing for such claims beginning in the year ended March 31, 2006.
See “—Critical Accounting Policies—Allowances Related to Losses on Interest Refunds™. The table below sets
out ATFUL’s expenses related to charge-offs and provision for doubtful accounts and interest refund claims in the
years ended March 31, 2005, 2006 and 2007 and the six months ended September 30, 2006 and 2007.

For the six months ended

For the year ended March 31, September 30,
2005 2006 2007 2006 2007
(Millions of yen)

Charge-offs and provision for doubtful
accountstV . .o e e e ¥155466  ¥166,047 ¥447375 ¥210,921 ¥ 73,192
Loss on interest refunds .. .. .. .. .. .. .. .. . - 13,109 15,240 - -
Provision for losses on interest refunds .. .. .. .. .. .. .. - 21,074 167,148 88,656 35,962
Total . oo e e e e e e e 155466 ¥200,230 ¥629,763 ¥299,577 ¥109,154

Note:

(1) Charge-offs and provision for doubtful accounts includes those related to interest refunds. For the six months ended September 30,
2007, charge offs and provisions for doubtfu! accounts related to interest refunds was ¥36,652 million. Comparable data for the years
ended March 31, 2005, 2006 and 2007, and the six months ended September 30, 2006, are not available.

AIFUL experienced acmal payouts of interest refunds (excleding amounts charged-off against existing
loans) of ¥4,154 million, ¥13,109 million and ¥36,308 million, respectively, in the years ended March 31, 2005,
2006 and 2007, respectively. In addition, AIFUL experienced payouts of interest refunds of ¥13,977 million and
¥35,555 million in the six months ended September 30, 2006 and 2007, respectively. The table below sets forth
for the months indicated the amount of interest refunds made (excluding amounts charged-off against existing
loans).

For the year ended March 31, 2007

(Billions of yen)
Interest refundst!™:
Amount .. ... ... ... ¥1.7 ¥1.7 ¥24 ¥25 ¥28 ¥2.6 ¥27 ¥32 ¥38 ¥33 ¥40 ¥52

Note:

(1)  These amounts exclude charge-offs related 1o interest refunds.
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For the year ending March 31, 2008 (up through December 31, 2007)
Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec

{Billions of yen)

Interest refunds(h:
AMOUNE ) o v et v e e e et e e e e e e e e e 4T ¥56 ¥5.6 ¥54 ¥58 ¥5.1 ¥65 ¥64 ¥5.8

Note:

(1)  These amounts exclude charge-offs related to interest refunds.

As discussed above, personal bankruptcy applications peaked at 242,377 in calendar year 2003 and have
since been declining, while intervention by lawyers and other qualified legal professionals has been on the rise.
From the year ended March 31, 2005 to the six months ended September 30, 2007, on a non-consolidated basis,
the proportion of unsecured loan losses caused by intervention by lawyers and other qualified legal professionals
increased from 33.1% to 48.5%, while over the same period, the proportion of unsecured loan losses caused by
personal bankruptcy decreased from 35.6% to 11.8%. The increase in unsecured loan losses from March 31,
2006 to September 30, 2007 is attributable to the increase in interest refunds and AIFUL's decision to voluntarily
refrain from engaging in certain debt collection activities in response to administrative sanctions by the FSAJ.

The table below sets forth, for the periods indicated, a breakdown by cause of AIFUL’s total loan losses
(including losses from interest refunds) for unsecured loans on a non-consolidated basis.

For the six months ended
For the year ended March 31, September 30,

2005 2006 2007 2006 2007
(Millions of yen, except for percentages)

Breakdown by cause of
loan losses for unsecured

loans:
Personal bankruptcy .. .. .. .. ¥28,941 35.6% ¥25681 31.9% ¥ 21,770 18.3% ¥11414 225% ¥ 8858 I118%
Intervention by lawyers or

Courts .. .. .o .w 26,856 3301 31,847 396 51,824 435 15,898 35.2 36,425 4835
Loss of contact, etc. .. .. .... 15233 18.8 12,109 15.0 12,013 10.1 7,403 14.6 6,366 8.5
Other .. .o oo v v vv e e 10161 12,5 10,868 13.5 33,478 23.1 11,968 23.6 23,392 312

Total loan losses .. .. ... ¥81,193 100% ¥80,606 100% ¥119,087 100% ¥50,684 100% ¥75,044 100%

— E— ——- _ [ ——1 — Tr—— _— i ——1 E——1

Interest expenses. Interest on borrowings is affected by the amount of AIFUL’s borrowings and, to a lesser
extent, fluctuations in market interest rates. Because ATFUL finances a significant part of its operations with
long-term borrowings at fixed rates or with borrowings accompanicd by interest rate caps or swaps, the potential
impact of increases in market interest rates in the intermediate-term is limited. However, because such interest
rate caps and swaps apply only to a portion of AIFUL’s floating-ratec borrowings and debt and because their
maturities are not necessarily equivalent to those of such borrowings and debt, AIFUL’s results of operations
may be adversely affected by increases in market interest rates. In recent periods, the average rate of interest on
borrowings, without giving effect to interest rate caps and swaps, decreased from 1.60% in the year ended
March 31, 2005 to 1.55% in the year ended March 31, 2006, subscquently increased to 1.80% in the year ended
March 31, 2007 and to 1.87% in the six months ended September 30, 2007, Despite the increase in average rate
of interest on borrowings, interest on borrowings decreased by ¥900 million, or 2.7%, to ¥32,898 million in the
year ended March 31, 2007 compared to the prior fiscal year, and decreased by ¥710 million, or 4.3%, to
¥15,779 million in the six months ended September 30, 2007 compared to the corresponding period of the prior
fiscal year, due to a decrease in the amount of AIFUL’s total borrowings outstanding. AIFUL had been able to
keep interest payments low by procuring funds at a low cost by issuing corporate bonds and through
securitization transactions. However, ATFUL expects interest rates to continue to rise and, therefore, its future
funding costs to rise.

The following table sets forth the average rate paid, without gi{ring effect to interest rate caps and swaps, on
ATFUL’s total borrowings for the periods indicated:

For the six months ended
For the year ended March 31, September 30,
2008 2006 2007 2006 2007
(%)
Average interest rate paid on total borrowings .. .. .. .. . . . 1.60 1.55 1.80 1.61 1.87
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AIFUL maintained interest rate caps and swaps with notional principal amounts totaling ¥332,500 miilion
and ¥237,633 million, respectively, as of March 31, 2007, and ¥332,500 million and ¥216,413 million,
respectively, as of September 30, 2007. As of March 31, 2005, 2006 and 2007 and September 30, 2007, when
giving effect to interest rate caps and swaps, AIFUL’s ratio of fixed rate debt to total borrowings amounted to
81.7%, 77.2%, 81.8% and 81.2%, respectively.

In the years ended March 31, 2005 and 2006, salaries and cther employees’ benefits increased, primarily
reflecting an increase in the number of employees due to acquisitions of subsidiaries. However, in the year ended
March 31, 2007 and the six months ended September 30, 2007, salaries and other employees” benefits decreased
slightly compared to the corresponding period of the prior year due to a general decrease in the number of
employees hired and the reduction in personnel through a voluntary retirement program. AIFUL expecis these
expenses to further decrease in the year ending March 31, 2008 as it benefits from a full year of reduced
employee headcount and the planned reduction in the number of temporary employees. See “—Overview—
Measures to Address Changes in the Industry—Measures to Reduce Costs™. Advertising expenses decreased by
¥12,944 million, or 46.2%, in the year ended March 31, 2007 and by ¥3,156 million, or 56.8%, in the six months
ended September 30, 2007, each compared to the corresponding period of the prior year. The decrease in
advertising expenses was primarily the result of voluntarily refraining from advertising on television.

Critical Accounting Policies
Allowances Related to Losses on Interest Refunds

The maximum interest rates are regulated by two laws—the Contributions Law and the Interest Rate
Restriction Law, Under the former law, interest rates on loans should not exceed 29.2% and the violation of this
law is subject to a criminal penalty. The latter law stipulates that interest payments for interest rates that exceed
the legal limit (20% for principal amounts of less than ¥100 thousand, 18% for principal amounts of
¥100 thousand or more but less than ¥1 million and 15% for principal amount of ¥1 million or more) are void.
However, under the Moneylending Business Law, such interest payments are nonetheless considered to be valid
if money lenders issue notes as prescribed by the law to debtors and debtors pay voluntarily. Recent strict
interpretation by the courts of these requirements has led to decisions against moneylenders and resulted in more
debtors claiming for the return of excess interest payments. See “Business—Regulation and Supervision”.

In March 2006, the JICPA issued a report requiring moneylenders to make an accounting allowance for
losses on interest refunds for interest payments for interest rates that exceeded the maximum interest rates set by
the Interest Rate Restriction Law. The Company and certain consolidated subsidiaries lend money at rates
between the limit set by the Contribution Law and the Interest Rate Restriction Law, and had previously charged
refund costs to income as incurred under “other expenses” in its statements of operations. However, the growing
number of lawsuits against the Company and certain consolidated subsidiaries increased the materiality of the
financial effects of interest refunds, so the Company and certain consolidated subsidiaries decided to record an
allowance (“allowance for losses on interest refunds™) for prospective interest refunds from the fiscal year ended
March 31, 2006. See “Risk Factors—Risk Factors Relating to AIFUL's Business—AIFUL’s provisions and
allowances for losses on interest refunds may be inadequate”. In December 2006, the Japanese Diet adopted
amendments which provide, infer alia, that the maximum interest rates will be reduced to the legal limit on
interest rates set by the Interest Rate Restriction Law as referred to above. See “Business—Regulation and
Supervision”.

In the year ended March 31, 2006, the allowance for losses on interest refunds was stated in amounts
considered to be appropriate based on the Company’s and certain consolidated subsidiaries’ past refund loss
experience and the situation at that time regarding interest refunds. The effect of this allowance was to increase
current liabilities as of March 31, 2006 by ¥21,074 million and to decrease income before income taxes and
minority interests for the year ended March 31, 2006 by the same amount.

On October 13, 2006, the industry practice committee of the JICPA issued its Report No. 37 “Audit
Guidelines for Consumer Finance Companies’ Recording of Allowance for Losses arising from Interest
Refunds”, which became applicable to AIFUL beginning in its six-month accounting period ended September 30,
2006. The new audit guideline requires allowances for interest refunds to be made in closer approximation of a
company’s total exposure to interest refund claims by multiplying (i) the number of accounts outstanding for
each of three borrower account categories (normal accounts, past due accounts and paid-off and/or charged-off
accounts), (i) the actual incurring rate of interest refunds over an appraisal period, which varies based on the
borrower account category, and (iii) the average amount of the interest refunds, and then making necessary
adjustments based on management expectations.
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In accordance with these new JICPA guidelines, AIFUL changed the method of estimating its anticipated
losses on interest refund and the manner in which it accounts for these anticipated losses beginning in its
six-month accounting period ended September 30, 2006, Under the new accounting method, AIFUL records an
“allowance for doubtful accounts” in an amount equal to the estimated remaining loan amount outstanding (i.c.,
the amount estimated to be outstanding at the time of recognition of the interest refund claim), if any, which is in
turn reflected on ATFUL’s statements of income as part of its “charge-offs and provision for doubtful accounts™.
With respect to any amounts in excess of the remaining loan amount outstanding, AIFUL records an “allowance
for losses on interest refunds”, which is then reflected on AIFUL's statements of income under “provision for
losses on interest refunds”. As of September 30, 2007, AIFUL’s allowance for doubtful accounts was equal to
¥321,744 million, of which ¥140,611 million was related to anticipated interest refunds claims, and its allowance
for losses on interest refunds was equal to ¥167,560 million. In the year ended March 31, 2007 and the six
months ended September 30, 2007, AIFUL recorded charge-offs and provision for doubtful accounts in the
amount of ¥447,375 million and ¥73,192 million, respectively, and a provision for losses on interest refunds in
the amount of ¥167,148 million and ¥35,962 million, respectively.

Allowance for Doubtful Accounts

ATFUL recognizes a provision for doubtful accounts as an expense and records a corresponding allowance
on the balance sheet, The amount of the allowance recorded represents management’s estimate of probable losses
inherent in ATFUL’s loan portfolio, including allowances for doubtful accounts related to interest refunds (see
“__Allowances Related to Losses on Interest Refunds”). For the allowances for doubtful accounts other than
those related to interest refunds, this evaluation process is subject to numerous management estimates and
judgments. In determining the appropriate amount of allowance for doubtful accounts, management considers the
following principal factors:

*  the nature and characteristics of obligors;

=+ current economic conditions and trends;

= prior charge-off experience;

= current delinquencies and delinquency trends; and

+  the value of underlying collateral and guarantees, if any.

Allowance Jor Losses from Business Restructuring

AIFUL records an allowance for losses from business restructuring based on an estimate of the amount of
future costs related to closure of outlets and other restructuring activities.

Derivatives and Hedging Activities

AIFUL uses derivative financial instruments to manage its exposures to fluctuations in interest rates.
Interest rate swaps, interest rate caps and currency swap contracts are utilized by AIFUL to reduce interest rate
and foreign currency exchange risks. AIFUL does not enter into derivatives for trading or speculative purposes,
The accounting standard for derivative financial instruments requires that all derivatives be recognized as either
assets or liabilities and measured at fair value, and gains or losses on derivative transactions be recognized in the
consolidated staternents of income or expense, and for derivatives used for hedging purposes, if derivatives
qualify for hedge accounting because of high correlation and effeciiveness between the hedging instruments and
the hedged items, gains or losses on derivatives be deferred until maturity of the hedged transactions.

Currency swap contracts are utilized to hedge foreign currency exposure in principal and interest payments
of U.S. dollar denominated straight bonds. U.S. dollar straight bonds are translated at the contracted rates.

The interest rate swaps and caps which qualify for hedge accounting and meet specific matching criteria
are not remeasurad at market vatue, but the differential paid or r=ceived under the swap or cap agreements is
recognized and included in interest expense or income,
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Recent Changes in Accounting Standards

In addition to the changes in accounting standards related to interest refunds as discussed under “—Critical
Accounting Policies—Allowances Related to Losses on Interest Refunds” and “—Critical Accounting Policies—
Altowance for Doubtful Accounts”, the Company’s consolidated financial statements included in this Offering
Circular reflect the following recent changes in accounting standards:

Presentation of Equity

On December 9, 2005, the Accounting Standards Board of Japan (the “ASBJ”) published a new accounting
standard for presentation of equity. Under this accounting standard, certain items which were previously
presented as liabilities or assets are now presented as components of equity. Such items include stock acquisition
rights, minority interests, and any deferred gain or loss on derivatives gccounted for under hedge accounting.
This standard is effective for fiscal years ending on or after May 1, 2006.

Statement of Changes in Equity

On December 27, 2005, the ASBJ published a new accounting standard for the statement of changes in
equity, which is effective for fiscal years ending on or after May t, 2006. Previously, the statements of retained
earnings were required to be disclosed, but the statements of shareholders’ equity was voluntarily prepared in
line with international accounting practices. Under the new accounting standard, the statement of shareholders’
equity 1s now required under Japanese GAAP and has been renamed the statement of changes in equity.

Impairment of Fixed Assets

In August 2002, the Business Accounting Council (the “BAC™) issued a Statement of Opinion,
“Accounting for Impairment of Fixed Assets”, and in October 2003 the ASBJ issued ASBJ Guidance No. 6,
“Guidance for Accounting Standard for Impairment of Fixed Assets”. These new pronouncements are effective
for fiscal years beginning on or after April 1, 2005 with early adoption permitted for fiscal years ending on or
after March 31, 2004,

The new accounting standard requires an entity to review its long-lived assets for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset or asset group may not be
recoverable. An impairment loss would be recognized if the carrying amount of an asset or asset group exceeds
the sum of the undiscounted future cash flows expected to result from the continued use and eventual disposition
of the asset or asset group. The impairment loss would be measured as the amount by which the carrying amount
of the asset exceeds its recoverable amount, which is the higher of the discounted cash flows from the continued
use and eventual disposition of the asset or the net selling price at disposition.

The Company has adopted such accounting standard effective as from the fiscal period beginning on
April 1, 2005. As a result of such adoption, AIFUL recorded an impairment loss of ¥744 million on its real-estate
holdings for the year ended March 31, 2006 and recorded an impairment loss of ¥6,805 million for the year
ended March 31, 2007. No impairment loss was recorded for the six months ended September 30, 2007.

Business Combination

In October 2003, the BAC issued a Statement of Opinion, “Accounting for Business Combinations”, and
on December 27, 2005, the ASB] issued ASBJ Statement No. 7, “Accounting Standard for Business Separations”™
and ASBJ Guidance No. 10, “Guidance for Accounting Standard for Business Combinations and Business
Separations. These new accounting pronouncements became effective for fiscal years beginning on or after
April 1, 2006, The accounting standard for business combinations allows companies to apply the pooling of
interests method of accounting only when certain specific criteria are met such that the business combination is
essentially regarded as a uniting-of-interests,

For business combinations that do not meet the uniting-of-interests criteria, the business combination is
considered to be an acquisition and the purchase method of accounting is required. This standard also prescribes
the accounting for combinations of entities under common control and for joint ventures.

On March 26, 2007, the Company merged id CREDIT CORPORATION (“id CREDIT”) and NET ONE
CLUB CORPORATION (“NET ONE CLUB"), which were wholly owned subsidiaries of the Company. The
accounting for combinations of entities under common control prescribed by the new accounting standard for
business combinations was applied.

Recent Developments

On January 30, 2008, AIFUL announced its unaudited consolidated financial results as of, and for the nine
months ended, December 31, 2007. The information as of, and for the nine months ended, December 31, 2006
and 2007 set forth below (except for certain Other Statements of Income Data) has been primarily extracted
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without material adjustment from such unaudited consolidated firancial results published by the Company in
Japanese and translated into English. The information as of, and for the year ended, March 31, 2007 (except for
the Overdue Loans table) has been primarily summarized ané translated into English from the audited
consolidated financial statements derived from the Company’s annual securities report published in Japanese on
June 28, 2007. The English translations of AIFUL’s unaudited consolidated financial results as of, and for the
nine months ended, Decermber 31, 2006 and 2007 have not been reclassified or rearranged in order to present
them in a form which is more familiar to readers outside Japan and the information on AIFUL's audited annual
consolidated financial results as of, and for the year ended, March 31, 2007 is also set forth below without such
reclassifications or rearrangements in order to provide readers with a basis for comparison.

In preparing its unaudited consolidated financial results as of, and for the nine months ended,
December 31, 2006 and 2007, AIFUL has not made all of the reclassification estimates and adjustments that
would typically be made in preparing its annual consolidated financial statements. This affects the comparability
of the loans receivable, charge-offs of loans and provision for doubtful accounts for the nine months ended
December 31, 2007 and for the year ended March 31, 2007. As a result, the unaudited quarterly financials
included below may not be directly comparable with ATFUL’s annual consolidated financial statements. See
“Risk Factors—Risk Factors Relating to AIFUL’s Business—The unaudited quarterly financial information
included in this Offering Circular may not be reliable as an indicator of AIFUL’s past or future results of
operations or financial condition”.

As a result of the foregoing, the line items in AIFUL’s unaudited consolidated financial results as of, and
for the nine months ended, December 31, 2006 and 2007 set forth below are not directly comparable to the line
items in its audited consolidated and non-consolidated financial statements as of, and for the years ended,
March 31, 2005, 2006 and 2007 contained elsewhere in this Offering Circular. In addition, certain amounts set
forth below as of, and for the year ended, March 31, 2007 may differ from the corresponding amounts in
AIFUL’s audited consolidated financial statements as of, and for the year ended, March 31, 2007 contained
elsewhere in this Offering Circular due to differences in rounding,

Results of Operations for the Nine Months Ended December 31, 2006 and 2007
Year ended Nine months ended

March 31, December 31,
2007 2007 2006
{Unaudited)
(Millions of yen)
Operating revenue:
Interest on loans .. - e re e e e e e e e e ¥ 448,662 ¥277.309 ¥ 346,268
Interest on credit card shoppmg loans e e e e e e 12,754 11,090 9,501
Interest on per-item shopping loans .. .. .. o oo i i 12,998 5,559 10,456
Interest on 10an GUArANTEES .. .. o v oo e er ve ve ot be mn e e e e e 9,186 6,473 6,958
Other .. . te ee ee e h e e ke e e ee e e e ee ee e e e e ee e e 15,430 14,239 11,668
Total opcratmg TEVEIUE o) te e v oe oo oo or ae o0 be oe be oe be or be me we ee e e 499,031 314,672 384,853
OPErating eXPENSE .. o v v o vv ve er v e ve re ar s nr n e ee n e e e e e e e 662,832 283,063 361,420
Operating income (10S8) .. . v o v e o v v ei v r e e e e e e (163,801) 31,609 23,432
Non-operating income {EXpense), NBL .. .. . o v v ve v v v ve ee e or ee e e e 709 588 492
Extraordinary income (loss), net .. .. ... .. e e e (209,170) 49  (175,169)
Income (loss) before income taxes and mlnonty mterests e e e (372,262) 32,246 (151,243)
Income taxes .. .. .. .. r e ee e e e e e an e e e ae e e e 40,529 1,542 34,797
Minority interests in nct income (1055) he e en e e e et e re v ve et e e e (1,540) 111 374
Net income (loss) .. .. .. .. .. e e e e e e e an e e e e e E(411,250) ¥ 30,591 ¥(186,414)
Other Statements of Income Data
Interest on borrowings .. .. .. o oot i e e e . ¥ 24980 ¥ 17,332 ¥ 18,867
Interest 0N DONAS .. oo o oo o en e i e e e ek e ke e en e e e e e e e e 7,916 6,061 5,845
Credit COSISIY L o o it o e e e e e e e ee e e ke s e ee e ke e e e e e e 340,364 112,195 164,239
Interest refund costs®
Loss oninterest refunds .. .. .. o o0 oo ot e e e e e e e e e s e 15,239 - 2,314
Provision for losses on interest refunds e e et e e e e et e e 97,836 43,673 33,795
TOLAl . oo e s e s e e e e ke e e e e e e e e e e e e e e e e F 486,336 ¥179,262 ¥ 225,061
Notes:

(1)  Credit costs include charge-offs related to interest refunds.
(2)  Interest refund costs exclide charge-offs related to interest refunds included in credit costs.
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Operating revenue. Consolidated operating revenue decreased by ¥70,181 million, or 18.2%, from
¥384,853 million in the nine months ended December 31, 2006 to ¥314,672 million in the nine months ended
December 31, 2007, Consolidated operating revenue decreased primarily as a result of a decrease in interest on
loans to customers largely due to a decline in the average interest rate charged on loans to customers following
recent amendments to laws governing maximum interest rates and an increase in the credit quality of new
accounts, factored against a decline in the average outstanding loan balance. AIFUL’s balance of outstanding
loans has steadily declined from ¥2,067,134 million as of December 31, 2006 to ¥1,985,263 million as of
March 31, 2007 and ¥1,730,135 million as of December 31, 2007, The declining loan balance is largely the result
of the significant decline in the number of new accounts opened following AIFUL’s implementation of tighter
credit standards, combined with natural retirement of existing accounts, which led to an overall decline in
customer accounts from 3.7 million as of December 31, 2006 to 3.5 million as of March 31, 2007 and 3.2 million
as of December 31, 2007,

Operating expenses. Consolidated operating expenses decreased by ¥78,357 million, or 21.7%, from
¥361,420 million in the nine months ended December 31, 2006 to ¥283,063 million in the nine months ended
December 31, 2007. Consolidated operating expenses for the period include ¥112,195 million, or 39.6%, in credit
costs, ¥34,027 million, or 12.0%, in personnel expenses, ¥25,233 million, or 8.9%, in financial expenses,
¥5,585 million, or 2.0%, in advertising expenses and ¥17,142 million, or 6.1%, in commissions paid. In addition
to a decrease in operating expenses through AIFUL’s implementation of cost cutting measures, credit costs
decreased by ¥52,044 million, or 31.7%, from ¥164,239 million in the nine months ended December 31, 2006 to
¥112,195 million in the nine months ended December 31, 2007. The decrease was due primarily to a decrease in
transfers to allowances for doubtful accounts. A ¥618 million write-down of consolidation adjustment account
accrued upon the purchase of Life in 2001 was also recorded as an operating expense,

Operating income. As a result of the foregoing, AIFUL’s consolidated operating income increased by
¥8,176 million, or 34.9%, from ¥23,432 million in the nine months ended December 31, 2006 to ¥31,609 million
in the nine months ended December 31, 2007.

Non-operating income. AIFUL’s non-operating income (net of non-operating expenses) increased by
¥95 million, or 19.3%, from ¥492 million in the nine months ended December 31, 2006 to ¥588 million in the
nine months ended December 31, 2007 due to an increase in dividend revenues.

Income taxes. Income taxes decreased by ¥33,255 million, or 95.6%, from ¥34,797 million in the nine
months ended December 31, 2006 to ¥1,542 million in the nine months ended December 31, 2007. The decrease
primarily reflected, among other things, the fact that AIFUL does not exclude from taxable income certain
expenses related to interest refunds and such expenses were significantly higher in the nine months ended
December 31, 2006 compared to the nine months ended December 31, 2007.

Net income (loss). As a result of the foregoing, AIFUL generated consolidated net income of
¥30,591 million in the nine months ended December 31, 2007 after incurring a consolidated net loss of
¥(186,414) million in the nine months ended December 31, 2006,

Balance Sheet Data
As of March 31, As of December 31,
2007 2007 2006
{Unaudited)
(Millions of yen)
Loanst:
UnSectred LOAMS 1. oo ve ce v er e ve ee e ee e e e e e e e v e me e ve o ee ve n e ¥1,537,904 ¥1,329,441 ¥1,595,554
Secured I0ANS .. v v v v en e e e e v e e e e e ae re e v e e e ae he ee e e e 291,716 255,755 308,761
Small business [0ans .. . . o oo i i e e e e e e e e e e e 155,642 144,939 161,818
TOLAL 1. ot e e vt et e ee ee e e e e e ke e ee ee ee s e e e ae se ae be e ek e e e e 1,985,263 1,730,135 2,067,134
Allowance for doubtful accounts™ .. .. .. o v oo e v et e e e e e e e e e e (407,573) (334,016)  {(295,358)
TOMAl ASSEES 1t vt o ti we vr te ee e e s e ek e ee ke e e e e e e e e ee be be be e e e 2,214,559 2,036,435 2,506,808
Obligation under loan GUATBNIEES .. .. . oo« v oe ve cr ceme ne o e ve e e e e e 141,929 132,580 145,682
Short-1erm BOITOWINES .. v v v s v v e v ve e eeen e e e e a n e b sh e o re e e 91,370 171,270 99,680
Current portion ef bonds .. .. . oo it e e e 72,000 64,000 44,000
Current portion of long-termdebt .. .. . . oL e 332,241 297,253 364,324
Total current HAbIlIUES .. v v v v v e ve e vr er v en ve vn oe or ae ae e er e e e e e 743,389 762,341 783,393
Bonds (less current portion) .. .. .o v v e e e e e e e e e e e 424,100 389,100 443,100
Long-term debt (less current portion) .. .. . oo o i e e e e 610,551 442,556 680,658
Allowance for losses oninterestrefunds .. .. .. o o vl i e 167,153 153,982 103,189
Total long-term liabilities .. . o oo v v s s i e e 1,214,025 995,443 1,239,543
TOE EQUILY . oo oo vt et oo oo vt cr e ee er e e ne e e ar e ar e r e e e e e e e e e o 257,145 278,649 483,871
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Notes:
(1)  Loan figures do not include loans related to doubtful accounts, but do include off-balance shee1 securitized loans.

(2)  Includes allowances recorded under current assets and investments and other assets.

Total assets. Total assets decreased by ¥178,124 million, or 8.0%, from ¥2,214,559 million as of March 31,
2007 to ¥2,036,435 million as of December 31, 2007. This decrease resulted primarily from a decrease in total
loans of ¥255,127 miillion, or 12.9%, from ¥1,985,263 million as of March 31, 2007 to ¥1,730,135 million as of
December 31, 2007 due to a decrease in new customers following AIFUL’s implementation of tighter credit
standards.

Total current liabilities. Total current liabilities increased by ¥18,952 million, or 2.5%, from
¥743,389 million as of March 31, 2007 to ¥762,341 million as of December 31, 2007. This increase resulted
primarily from the increase in short-term debt through ATFUL drawing on its existing committed lines of credit
in order to, in large part, demonstrate to the market that AIFUL’s commitment lines are available to it.

Total long-term liabiliries. Total long-term liabilities decreased by ¥218,582 million, or 18.0%, from
¥1,214,025 million as of March 31, 2007 to ¥995,443 million as of December 31, 2007, This decrease resulted
from a decrease in funding requirements that resulted from a decrease in total loans by AIFUL to customers.

Average interest rate. The average interest rate as of December 31, 2007 on unsecured loans is 21.8%, on
secured loans is 12.1% and on small business loans is 16.1%.

Overdue Loans

The table below sets forth, as of the dates indicated, the aggregate amount of overdue loans, including
non-accrual loans, ontstanding (not including loans charged off) of the Company on a non-consolidated basis.
For a description of each type of overdue loans described below, see “Business—Delinguent Accounts—
Overdue Loans”,

As of March 31, As of December 31,

2007 2007 2006
(Unaudited)
(Miltions of yen)
Loans in legal bankruptey .. .. .. o oo e ¥ 36,936 ¥ 40,227 ¥ 32,530
NON-2CCIUAL JOANS ., oo oo ve v o v ve e ve v e oe oe e e ee e me e e e e ee e 142,932 141,595 140,801
Accruing loans contractually past due for three months or more as to
principal or interest PAYMENLS .. . .. v v v ot v o v vt ne e e e e e 20,362 16,970 21,974
Restructured 10aN5 .. .. . oo o v e i i e e e e e e e e e e 37,903 40,269 36,279
Total .. .. o e e e e e e e e ¥238,133 ¥239,061 ¥231,584
Outlook

AIFUL previously announced estimates with respect to its results of operations for the year ending
March 31, 2008 in accordance with the rules of the Tokyo Stock Exchange. AIFUL’s estimates forecast that
operating revenues for the three months ending March 31, 2008 will continue to decrease in a manner similar to
the decrease experienced in the three months ended December 31, 2007. With respect to its operating income and
net income, AIFUL achieved levels during the nine months ended December 31, 2007 which are close to its
estimated amounts for the full year ending March 31, 2008. The Tokyo Stock Exchange rules require a company
listed on the exchange to announce revised estimates if the company revises its original estimates and if the
revised estimates deviate from the original estimates by more than certain prescribed percentages. Despite the
level of operating income and net income achieved during the nine months ended December 31, 2007, AIFUL
has not revised its estimates for the year ending March 31, 2008 due to, among other reasons, the uncertaintics
that currently exists in the Japanese consumer finance industry, including levels of demands for refunds of
voluntary interest, and the Japanese economy as a whole. Therefore, AIFUL cautions investors that its results for
the nine months ended December 31, 2007 may not be indicative of AIFUL’s results of operations for the year
ending March 31, 2008 or any future periods.
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Results of Operations

The table below sets forth certain information relating to AIFUL’s results of operations for the years ended
March 31, 2005, 2006 and 2007 and the six months ended September 30, 2006 and 2007:

Six months ended

Year ended March 31, September 30,
2005 2006 2007 2006 2007
{audited) (unaudited)
(Millions of yen)
Income:
Interest oo loans .. .. .. .. e ¥466,430 ¥491,358 ¥ 448,662 ¥ 236,056 ¥191,346
Interest on credit card shoppmg loans e e 9,091 11,275 12,754 6,195 7,112
Interest on per-item shopping loans .. e 17,201 17,676 12,998 7,469 3,935
Interest on loan guarantees .. . e 7,088 8,668 9,187 4,669 4,349
Interest on deposits, securities and other N 327 350 471 201 564
Recovery of loans previously charged off .. .. .. .. 7,720 8,536 4,023 2,328 2,374
Gain on exemption from pension obligation of the
govemmental program .. .. . ..o 208 - - - -
Gain on transfer of pension plans .. .. .. .. .. .. .. ., 208 421 - - -
Other INCOME .. o v vi it vt ve ot e e e an v e e e o 12,464 10,534 12914 4,968 5,594
Totalincome .. .. .. ..o v v e v w e 520,737 548,818 501,009 261,886 215,274
Expenses:
Interest on borrowings .. .. ., S, 35,612 33,798 32,898 16,489 15,779
Charge-offs and provision for doubtful
accounts .. ... .. .. e e 155,466 166,047 447,375 210,921 73,192
Salaries and other cmployees bencﬁts e 52,547 56,975 55,136 29,329 22,328
Advertising €Xpenses .. .. .. ..o e e 23,670 28,018 15,074 9,082 3,926
Rental expenses .. .. . o v oo e v vn e 23,362 21,318 19,415 10,242 6,473
Commissions and fees .. e e e e 25,556 28,490 25,585 13,088 11,863
Depreciation and amoruzauon e e 16,959 13,892 19,251 7,363 6,172
Loss on impairment of long-lived assets .. .. .. .. - 744 6,805 153 -
Provision for employees’ retirement benefits .. .. 2,098 1,284 1,372 634 595
Provision for losses on interest refunds .. .. .. .. .. - 21,074 167,148 88,656 35,962
Lossoninterestrefunds .. .. . .. ... .. .. .. ... - 13,109 15,240 - -
Loss from and provision for business
restructuring . .. .. . - - - 18,528 - 61
Provisions for clean-up costs of conmmxnated
land . oo e - - 630 - -
Other EXPEnseS . o o v ot e ot e v e e e e e e 56,025 51,296 48,815 24,798 17,154
Total expenses .. .. .. .covo v vi o ve e 391,295 436,045 873,272 410,755 193,505
Income (loss) before income taxes and minority
INEETESIS  wo s i s et v e e e e e 120,442 112773 (372,263) (148,869) 21,769
Income taxes:
CUITERL 1. oo et e e et en e e en e e et e e e e e 41,025 45,520 15,795 14,439 4,643
Deferred .. .. . it e 11,990 (145) 24,734 16,054 (4,512)
Total income taxes .. . ...... oo i 53,015 45,375 40,529 30,493 131
Minority interests in net income (loss) .. .. ... .. . 704 1,571 (1,541) 202 163
Netincome (10S8) . oo oo v oo visi v e e o e v oo ¥ 75,723 ¥ 65,827 ¥(411,251) ¥(179,564) ¥ 21475

Unless otherwise indicated, figures for loans outstanding in the following discussion refer to loans
including off-balance sheet securitized loans.

Comparison of the Six Months Ended September 30, 2007 with the Six Months Ended September 30, 2006

Income

Total income decreased by ¥46,612 million, or 17.8%, from ¥261,886 million in the six months ended
September 30, 2006 to ¥215,274 million in the six months ended September 30, 2007. This decrease primarily
reflected a decrease in interest on loans to customers.
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Interest on loans. Interest on loans decreased by ¥44,710 million, or 18.9%, from ¥236,056 million in the
six months ended September 30, 2006 to ¥191,346 million in the six months ended September 30, 2007. This
decrease primarily reflected the decrease in the balance of loans outstanding, mainly as a result of AIFUL
tightening credit standards in response to the changes in laws governing the consumer finance industry, and
AIFUJL’s decision to voluntarily refrain from engaging in certain debt collection practices in response to
administrative sanctions by the FSAJ. From September 30, 2006 to September 30, 2007, unsecured loans
outstanding decreased by ¥254,771 million, or 15.4%, secured loans outstanding decreased by ¥59,724 million,
or 18.4%, and small business loans decreased by ¥19,891 million, or 11,9%,

The average interest rate on total loans outstanding decreased from 20.7% for the six months ended
September 30, 2006 to 19.6% for the six months ended September 30, 2007. The decrease was due primarily to a
lowering of the interest rates offered to AIFUL's creditworthy customers.

Interest on per-item shopping loans. Interest on per-item shopping loans decreased by ¥3,534 million, or
47.3%, from ¥7,469 million in the six months ended September 30, 2006 to ¥3,935 million in the six months
ended September 30, 2007. The decrease was largely the result of the decrease in the balance of loans
outstanding, reflecting the decrease in loans related to third-party member merchants due to the adoption of a
stricter standard for engaging in business with such vendors.

Interest on credit card shopping loans. Interest on credit card shopping loans increased by ¥917 million, or
14.8%, from ¥6,195 million in the six months ended September 30, 2006 to ¥7,112 million in the six months
ended September 30, 2007. This increase reflected growth in the number of cardholders due primarily to Life’s
issuance of joint credit cards and cards linked to various sports, as well as an increase in card usage.

Interest on lpan guarantees. Interest on loan guarantees decreased by ¥320 million, or 6.9%, from
¥4,669 million in the six months ended September 30, 2006 tc ¥4,349 million in the six months ended
September 30, 2007. The decrease primarily reflected the decrease in the amount of unsecured and small
business loans made by banks and other financial institutions.

Recovery of loans previously charged off. Recovery of loans previously charged off increased by
¥46 million, or 2.0%, from ¥2,328 million in the six months ended September 30, 2006 to ¥2,374 million in the
six months ended September 30, 2007. The increase primarily resulted from the greater amount of loans charged
off in prior fiscal periods.

Other income. Qther income increased by ¥626 million, or 12.6%, from ¥4,968 million in the six months
ended September 30, 2006 to ¥5,594 million in the six months ended September 30, 2007. The increase primarily
reflected an increase in income from purchased loans receivable which resulted from increased purchases by
AsTry Loan Services Corporation (“AsTry”), a loan servicing subsidiary of the Company, of discounted loans.

Expenses

Total expenses decreased by ¥217,250 million, or 52.9%, from ¥410,755 million in the six months ended
September 30, 2006 to ¥193,505 million in the six months ended September 30, 2007. The decrease in expenses
was largely as a result of a decrease in charge-offs and provision for doubtful accounts and provision for losses
on interest refunds.

Interest on borrowings. Interest on borrowings decreased by ¥710 million, or 4.3%, from ¥16,489 million
in the six months ended September 30, 2006 to ¥15,779 million in the six months ended September 30, 2007.
This decrease reflected the decrease in the balance of loans outstanding.

Charge-offs and provision for doubtful accounts. Charge-offs and provision for doubtful accounts
decreased by ¥137,729 million, or 65.3%, from ¥210,921 million in the six months ended September 30, 2006 to
¥73,192 million in the six months ended September 30, 2007, due primarily to a decrease in outstanding loans to
customers and changes in the method of calculation of requisite reserves for claims of interest refunds
implemented as of the six months ended September 30, 2007. ATFUL’s overall charge-off ratio increased from
3.5% for the six months ended September 30, 2006 to 5.9% for the six months ended September 30, 2007 as a
result of increased amounts of actual charge-offs of loans arising from interest refund claims and a decrease in
total loans outstanding.

Salaries and other employees' benefits. Salaries and other employees’ benefits decreased by
¥7,001 million, or 23.9%, from ¥29,329 million in the six months ended September 30, 2006 to ¥22,328 million
in the six months ended September 30, 2007. The decrease primarily reflected the effects of a general decrease in
the number of employees hired by AIFUL and, to a lesser extent, the reduction in personnel through a voluntary
retirement program,
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Advertising expenses. Advertising expenses decreased by ¥5,156 million, or 56.8%, from ¥9,082 million in
the six months ended September 30, 2006 to ¥3,926 million in the six months ended September 30, 2007, The
decrease primarily reflected AIFUL’s continuing efforts to cut costs.

Renital expenses. Rental expenses decreased by ¥3,769 million, or 36.8%, from ¥10,242 million in the six
months ended September 30, 2006 to ¥6,473 million in the six months ended September 30, 2007. The decrease
primarily reflected a decrease in the number of outlets as part of AIFUL’s restructuring efforts.

Commissions and fees. Commissions and fees decreased by ¥1,225 million, or 9.4%, from ¥13,088 million
in the six months ended September 30, 2006 to ¥11,863 million in the six months ended September 30, 2007. The
decrease primarily reflected the decrease in ATM fees and other fees paid to third parties as a result of a
reduction in transaction volume.

Depreciation and amortization. Depreciation and amortization decreased by ¥1,191 million, or 16.2%,
from ¥7,363 million in the six months ended September 30, 2006 to ¥6,172 million in the six months ended
September 30, 2007. This decrease primarily reflected no depreciation expenses incurred with respect to the
goodwill of Wide and Tryto during the six months ended September 30, 2007 as this goodwill was completely
written off at March 31, 2007.

Loss on impairment of long-lived assets. No impairment losses were recorded in the six months ended
September 30, 2007 after impairment losses of ¥6,805 million were recorded in the year ended March 31, 2007.

Provision for employees’ retirement benefits. Provision for employees’ retirement benefits decreased by
¥39 million, or 6.2%, from ¥634 million in the six months ended September 30, 2006 to ¥595 million in the six
months ended September, 2007.

Provision for losses on interest refunds. Provision for losses on interest refunds decreased by
¥52,694 million, or 59.4%, from ¥88,656 million in the six months ended September 30, 2006 to ¥35,962 million
in the six months ended September 30, 2007. The decrease was primarily due to changes in the method of
calculation of requisite reserves for claims of interest refunds implemented as of the six months ended
September 30, 2007.

Loss from and provision for business restructuring. AIFUL recorded a loss from and provision for business
restructuring of ¥61 million in the six months ended September 30, 2007, whereas no such loss was recorded in
the corresponding period of the prior year.

Other expenses. Other expenses decreased by ¥7,644 million, or 30.8%, from ¥24,798 million in the six
months ended September 30, 2006 to ¥17,154 million in the six months ended September 30, 2007. The decrease
primarily reflected a decrease in insurance fees and supplies expenses.

Income (loss) before income taxes and minority interests
As a result of the foregoing, income (loss) before income taxes and minority interests increased from a loss

of ¥148,869 million in the six months ended September 30, 2006 to income of ¥21,769 million in the six months
ended September 30, 2007,

Income taxes

Income taxes decreased by ¥30,362 million, or 99.6%, from ¥30,493 million in the six months ended
September 30, 2006 to ¥131 millicn in the six months ended September 30, 2007. This decrease primarily
reflected, among other things, the fact that AIFUL does not exclude from taxable income certain expenses related
to interest refunds and such expenses were significantly higher in the six months ended September 30, 2006
compared to the six months ended September 30, 2007. The effective tax rate for the six months ended
September 30, 2007 was 0.6% as compared to an effective tax rate of minus 20.5% in the six months ended
September 30, 2006.

Net income (loss)

As a result of the foregoing, net income increased to ¥21,475 million in the six months ended
September 30, 2007, compared to a net loss of ¥179,564 million in the six months ended Septermber 30, 2006.

Comparison of the Year Ended March 31, 2007 with the Year Ended March 31, 2006

Income

Total income decreased by ¥47,809 million, or 8.7%, from ¥548,818 million in the year ended March 31,
2006 to ¥501,009 million in the year ended March 31, 2007, This decrease primarily reflected a decrease in
interest on loans.
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Interest on loans. Interest on loans decreased by ¥42,696 million, or 8.7%, from ¥491,358 million in the
year ended March 31, 2006 to ¥448,662 million in the year ended March 31, 2007. This decrease primarily
reflected the decrease of balance of loans outstanding, mainly as a result of AIFUL voluntarily ceasing television
advertisements and tightening credit standards in response to the changes in laws governing the consumer
finance industry during the year ended March 31, 2007, and AIFUL’s decision to voluntarily refrain from
engaging in certain debt collection practices in response to administrative sanctions by the FSAJ. From
March 31, 2006 to March 31, 2007, unsecured loans outstanding decreased by ¥171,280 million, or 10.0%,
secured loans outstanding decreased by ¥65,309 million, or 18.3%, and small business loans decreased by
¥10,566 million, or 6.4%.

The average interest rate on total loans outstanding decreased from 21.6% for the year ended March 31,
2006 to 20.4% for the year ended March 31, 2007. The decrease was due primarily to a lowering of interest rates
offered to AIFUL’s creditworthy customers,

Interest on per-item shopping loans. Interest on per-item shopping loans decreased by ¥4,678 million, or
26.5%, from ¥17,676 million in the year ended March 31, 2006 to ¥12,998 million in the year ended March 31,
2007. The decrease was largely the result of the decrease in the balance of loans outstanding, reflecting the
decrease in loans related to third-party member merchants due to the adoption of a stricter standard for engaging
in business with such vendors.

Interest on credit card shopping loans. Interest on credit card shopping loans increased by ¥1,479 miliion,
or 13.1%, from ¥11,275 million in the year ended March 31, 2006 to ¥12,754 million in the year ended
March 31, 2007. This increase reflected growth in the number of cardholders due primarily to Life’s issuance of
joint credit cards and cards linked to various sports, as well as an increase in card usage.

Interest on loan guaraniees. Interest on loan guarantees increased by ¥519 million, or 6.0%, from
¥8,668 million in the year ended March 31, 2006 to ¥9,187 million in the year ended March 31, 2007. The
increase primarily reflected continued increases in the annual average balance of the Company’s loan guarantees,
in which the Company provides guarantees to banks and other financial institutions. This increase also reflected
Life’s shift to higher margin loan guarantees. Specifically, Life discontinued its lower-margin automobile and
housing loan businesses and refocused on a new guarantee business for banks that targets primarily consumer
loans.

Recovery of loans previously charged off. Recovery of loans previously charged off decreased by
¥4,513 million, or 52.9%, from ¥8,536 million in the year ended Murch 31, 2006 to ¥4,023 million in the year
ended March 31, 2007. The decrease primarily reflected AIFUL’s decision to voluntarily refrain from engaging
in certain debt collection practices in response to administrative sanctions by the FSAJ,

Other income. Other income increased by ¥2,380 million, or 22.6%, from ¥10,534 million in the year
ended March 31, 2006 to ¥12,914 million in the year ended March 31, 2007. The increase primarily reflected an
increase in profit on sales of investment securities,

Expenses

Total expenses increased by ¥437,227 million, or 100.3%, from ¥436,045 million in the vear ended
March 31, 2006 to ¥873,272 million in the year ended March 31, 2007. The increase in expenses was largely as a
result of a rise in losses attributable to interest refunds.

Interest on borrowings. Interest on borrowings decreased by ¥900 million, or 2.7%, from ¥33,798 million
in the year ended March 31, 2006 to ¥32,898 million in the year ended March 31, 2007. This decrease reflected
the decrease in the balance of loans outstanding.

Charge-offs and provision for doubtful accounts. Charge-offs and provision for doubtful accounts
increased by ¥281,328 million, or 169.4%, from ¥166,047 million in the year ended March 31, 2006 to
¥447,375 million in the year ended March 31, 2007, due primarily to a rise in losses attributable to charge-offs
based on interest refund requests, an increase in delinquent loans and AIFUL’s decision to voluntarily refrain
from engaging in certain debt collection practices in response to administrative sanctions by the FSAJ. AIFUL’s
overall charge-off ratio rose from 5.6% for the year ended March 31, 2006 to 8.7% for the year ended March 31,
2007 as a result of increase in charge-offs and a decrease in balance of loans outstanding.

Salaries and other employees’ benefits. Salaries and other employees’ benefits decreased by
¥1,839 million, or 3.2%, from ¥56,975 million in the year ended March 31, 2006 to ¥55,136 million in the year
ended March 31, 2007. The decrease primarily reflected the effects of a general decrease in the number of
employees hired by AIFUL and, to a lesser extent, the reduction in personnel through a voluntary retirement
program.
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Advertising expenses. Advertising expenses decreased by ¥12,944 million, or 46.2%, from ¥28,018 million
in the year ended March 31i, 2006 to ¥15,074 million in the year ended March 31, 2007. The decrease primarily
reflected AIFUL voluntarily refraining from advertising on television between April 2006 and January 2007,

Rental expenses. Rental expenses decreased by ¥1,903 million, or 8.9%, from ¥21,318 million in the year
ended March 31, 2006 to ¥19,415 million in the year ended March 31, 2007. The decrease primarily reflected the
decrease in the number of outlets as part of its restructuring efforts.

Commissions and fees. Commissions and fees decreased by ¥2,905 million, or 10.2%, from
¥28,490 million in the year ended March 31, 2006 to ¥25,585 million in the year ended March 31, 2007. The
decrease primarily reflected the decrease in ATM fees and other fees paid to third parties as a result of a
reduction in transaction volume.

Depreciation and amortization. Depreciation and amortization increased by ¥5,359 million, or 38.6%, from
¥13,892 million in the year ended March 31, 2006 to ¥19,251 million in the year ended March 31, 2007. This
increase primarily reflected a write-off of goodwill of Wide and Tryto.

Loss on impairment of long-lived assets. Impairment losses increased by ¥6,061 million, or 814.7%, from
¥744 million in the year ended March 31, 2006 to ¥6,805 million in the year ended March 31, 2007. These
increases primarily reflected impairments resulting from a reduction in the number of outlets.

Provision for employees’ retirement benefits. Provision for employees’ retirement benefits increased by
¥88 million, or 6.9%, from ¥1,284 million in the year ended March 31, 2006 to ¥1,372 million in the year ended
March 31, 2007.

Provision for losses on interest refunds. Provision for losses on interest refunds increased
¥146,074 million, or 693.1%, from ¥21,074 million in the year ended March 31, 2006 to ¥167,148 million in the
year ended March 31, 2007, The increase was due to a significant increase in the number of customers seeking to
obtain interest refunds and the change in the method of estimating the allowance for losses arising from interest
refunds in accordance with new audit gunidelines. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Critical Accounting Policies”.

Loss on interest refunds. Loss on interest refunds increased ¥2,131 million, or 16.3%, from ¥13,109 million
in the year ended March 31, 2006 to ¥15,240 million in the year ended March 31, 2007, This increase resulted
from a significant increase in the number of customers seeking to obtain interest refunds.

Loss from and provision for business restructuring. AIFUL recorded a loss from and provision for business
restructuring of ¥18,528 million that was not recorded in prior periods consisting of a provision for business
restructuring of ¥11,317 million and a loss from business restructuring of ¥7,211 millicn. These amounts resulted
from severance payments and restructuring costs incurred as part of restructuring measures anticipating the
implementation of amendments to the taws governing moneylenders,

Provisions for clean-up costs of contaminated land. AIFUL recorded provisions for clean-up costs of
contaminated land of ¥630 million. These provisions were not recorded in prior periods.

Other expenses. Other expenses decreased by ¥2,481 million, or 4.8%, from ¥51,296 million in the year
ended March 31, 2006 to ¥48,815 million in the year ended March 31, 2007. The decrease primarily reflected a
decrease in insurance fees and supplies expenses.

Income (loss) before income taxes and minority interests

As a result of the foregoing, income (loss) before income taxes and minority interests decreased by
¥485,036 million, from income of ¥112,773 million in the year ended March 31, 2006 to a loss of
¥372,263 million in the year ended March 31, 2007,

Income taxes

Income taxes decreased by ¥4,846 million, or 10.7%, from ¥45,375 million in the year ended March 31,
2006 to ¥40,529 million in the year ended March 31, 2007.

Net income (loss)

As a result of the foregoing, net income decreased by ¥477,078 million from income of ¥65,827 million in
the year ended March 31, 2006 to a loss of ¥411,251 million in the year ended March 31, 2007,

84



Comparison of the Year Ended March 31, 2006 with the Year Ended March 31, 2005
Income

Total income increased by ¥28,081 million, or 5.4%, from ¥520,737 million in the year ended March 31,
2005 to ¥548,818 million in the year ended March 31, 2006. This increase reflected primarily an increase in
interest on loans.

Interest on loans. Interest on loans increased by ¥24,928 million, or 5.3%, from ¥466,430 million in the
year ended March 31, 2005 to ¥491,358 million in the year ended March 31, 2006. This increase primarily
reflected growth in total loans outstanding. From March 31, 2005 to March 31, 2006, unsecured loans
outstanding increased by ¥87,153 million, or 5.4%, secured loans outstanding increased by ¥4,811 million, or
1.4%, and small business loans increased by ¥45,252 million, or 37.4%. Total loans outstanding increased due to
increases in the outstanding loan balances per account of 3.8% from ¥551 thousand as of March 31, 2005 to
¥572 thousand as of March 31, 2006.

The average interest rate on total loans outstanding decreased from 22.1% for the year ended March 31,
2005 to 21.6% for the year ended March 31, 2006. The decrease was due primarily to campaigns to provide
favorable interest rates on secured real estate loans and efforts to retain quality customers by offering them lower
interest rate products on unsecured loans.

Interest on per-item shopping loans. Interest on per-item shopping loans increased by ¥475 million, or
2.8%, from ¥17,201 million in the year ended March 31, 2005 to ¥17,676 millicn in the year ended March 31,
2006. The increase was largely the residual effect of the higher balance of outstanding loans as of the year ended
March 31, 2005, which produced interest income in the fiscal year ended March 31, 2006 despite the decreasing
balance of outstanding loans during the same period due to increased selection of affiliates and a tightening of
credit standards,

Interest on credit card shopping loans. Interest on credit card shopping loans increased by ¥2,184 million,
or 24.0%, from ¥9,091 million in the year ended March 31, 2005 to ¥11,275 million in the year ended March 31,
2006. This increase reflected growth in the number of cardholders due primarily to Life’s issuance of joint credit
cards and cards linked to various sports and movies, as well as an increase in card usage. The increase also
reflected a slight increase in the average interest rate on cutstanding credit card shopping loans, from 12.0%
during the year ended March 31, 2005 to 12.5% during the year ended March 31, 2006. Consistent with general
industry trends, both average outstanding balances of and average interest rates on outstanding credit card
shopping loans have fluctuated in recent periods.

Interest on loan guarantees. Interest on loan guarantees increased by ¥1,580 million, or 22.3%, from
¥7,088 million in the year ended March 31, 2005 to ¥8,668 million in the year ended March 31, 2006. The
increase primarily reflected continued increases in the Company’s loan guarantee business, in which the
Company provides guarantees to banks and other financial institutions. This increase also reflected Life’s shift to
higher margin loan guarantees. Specifically, Life discontinued its lower-margin automobile and housing loan
businesses and refocused on a new guarantee business for banks that targets primarily consumer loans.

Recovery of loans previously charged off. Recovery of loans previously charged off increased by
¥816 million, or 10.6%, from ¥7,720 million in the year ended March 31, 2005 to ¥8,536 million in the year
ended March 31, 2006. The increase primarily reflected increased recoveries corresponding to an increase in
ATFUL’s balance of loans outstanding previously charged off.

Other income. Other income decreased by ¥1,930 million, or 15.5%, from ¥12,464 million in the year
ended March 31, 2005 to ¥10,534 million in the year ended March 31, 2006.

Expenses

Total expenses increased by ¥44,750 million, or 11.4%, from ¥391,295 million in the year ended March 31,
2005 to ¥436,045 million in the year ended March 31, 2006. The increase in expenses was largely as a result of a
rise in losses attributable to charge-offs refunds based on excess-interest refund requests and a corresponding
increase in the provision for doubtful accounts and losses on interest refunds.

Interest on borrowings. Interest on borrowings decreased by ¥1,814 million, or 5.1%, from ¥35,612 million
in the year ended March 31, 2005 to ¥33,798 million in the year ended March 31, 2006. This decrease reflected
ATFUL’s ability to keep interest payments low by procuring funds at a low cost by issuing corporate bonds and
through securitization transactions despite having increased the balance of its borrowed funds to meet the growth
in demand for its business loans.
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Charge-offs and provision recorded for allowance for doubtful accounts. Credit issues relating to ATFUL
customers in the year ended March 31, 2006 reflected a decrease in the number of customers seeking to use
bankruptcy to avoid their obligations, but a significant increase in the number of customers seeking to obtain
excess-interest refunds. As a result, the aggregate amount of AIFUL’s loans in legal bankruptcy, non-accrual
loans, loans year past due and restructured loans increased by ¥28,664 million, or 16.4%, from ¥175,136 million
as of March 31, 2005 to ¥203,800 million as of March 31, 2006. Charge-offs and provision recorded for
allowance for doubtful accounts increased by ¥10,581 million, or 6.8%, from ¥155,466 million in the year ended
March 31, 2005 to ¥166,047 million in the year ended March 31, 2006, due primarily to a rise in losses
attributable to charge-offs based on excess-interest refund requests and a corresponding increase in the allowance
for doubtful accounts. Despite the increase in charge-off expenses, AIFUL’s overall charge-off ratio declined
from 5.8% for the year ended March 31, 2005 to 5.6% for the year ended March 31, 2006 as a result of an
increase in its outstanding balance of loans and receivables as of March 31, 2006 as compared to
March 31, 2005.

Salaries and other employees’ benefits. Salaries and other employees’ benefits increased by ¥4,428 million,
or 8.4%, from ¥52,547 million in the year ended March 31, 2003 to ¥56,975 million in the year ended March 31,
2006. The increase primarily reflected the effects of a general increase in the number of employees hired by
AIFUL’s group cormnpanies other than the Company and Wide.

Advertising expenses. Advertising expenses increased by ¥4,348 million, or 18.4%, from ¥23,670 million
in the year ended March 31, 2005 to ¥28,018 million in the year ended March 31, 2006, The increase primarily
reflected costs associated with increased television commercials and Internet-based advertisements in response to
increased competition.

Rental expenses. Rental expenses decreased by ¥2,044 million, or 8.7%, from ¥23,362 million in the year
ended March 31, 2005 to ¥21,318 million in the year ended March 31, 2006.

Commissions and fees. Commissions and fees increased by ¥2,934 million, or 11.5%, from ¥25,556 million
in the year ended March 31, 2005 to ¥28,490 million in the year ended March 31, 2006. The increase primarily
reflected increased payments of commissions and fees on services provided to AIFUL by third parties.

Depreciation and amortization. Depreciation and amortization decreased by ¥3,067 million, or 18.1%,
from ¥16,959 million in the year ended March 31, 2005 to ¥13,892 million in the year ended March 31, 2006.
This decrease primarily reflected the fact that amortization of Life’s acquisition cost, excluding goodwill
amortization, was no longer applicable.

Provision for emplovees’ retirement benefits. Provision for employees’ retirement benefits decreased by
¥814 million, or 38.8%, from ¥2,098 million in the year ended March 31, 2005 to ¥1,284 million in the year
ended March 31, 2006.

Other expenses. Other expenses decreased by ¥4,729 million, or 8.4%, from ¥56,025 million in the year
ended March 31, 2005 to ¥51,296 million in the year ended March 31, 2006. The decrease primarily reflected a
change in accounting principles to past losses due to returns of interest payments as a separate category.

Income before income taxes and minority interests

As a result of the foregoing, income before income taxes and minority interests decreased by
¥16,669 million, or 12.9%, from ¥129,442 million in the year ended March 31, 2005 to ¥112,773 million in the
year ended March 31, 2006.

Income taxes

Income taxes decreased by ¥7,640 million, or 14.4%, from ¥53,015 million in the year ended March 31,
2005 to ¥45,375 million in the year ended March 31, 2006. This decrease primarily reflected a decrease in
income before income taxes and minority interests, The effective tax rate for the year ended March 31, 2006 was
40.2% as compared to an effective tax rate of 41.0% in the year ended March 31, 2005.

Net income

As a result of the foregoing, net income decreased by ¥9,896 million, or 13.1%, from ¥75,723 millicn in
the year ended March 31, 2005 to ¥65,827 million in the year ended March 31, 2006.

86




Liquidity and Capital Resources
Capital Requirements

AIFUL requires significant capital for the repayment of its debt, primarily bank loans, bonds, medium-term
notes, asset-backed securities and asset-backed loans. ATFUL’s borrowings and capital requirements decreased in
the year ended March 31, 2007 and the six months ended September 30, 2007. For the year ended March 31,
2006 and 2007 and the six months ended September 30, 2007, repayments of long-term debt were
¥587,655 million, ¥657,965 million and ¥235,284 million, respectively. Principal and interest payments related
to debt will continue to be a significant capital requirement in the current and future periods, The table below sets
forth the aggregate annual maturities of AIFUL’s long-term debt as of September 30, 2007:

(Milllons of yen)

Year ending September 30, {Unaudited)
2013 (and thereafter) .. .. o o oo ot e e e e e et e et e e e e e e e e e ek e e ae s e e e e 46,575
Total (including current POTHON) .. .. o ov oo v et e vt ie e e e s r o e s st e o e e e e e e ¥1,262,109

AIFUL’s capital requirements for financing of loans and receivables have declined in recent periods.
ATFUL’s total loans, receivables and guarantees, including off-balunce sheet loans and receivables, decreased
from ¥2,681,747 million as of March 31, 2006 to ¥2,159,949 million as of September 30, 2007, Loans, including
off-balance sheet loans, decreased from ¥2,232,418 million as of March 31, 2006 to ¥1,810,834 million as of
September 30, 2007. The decrease in loans during the year ended March 31, 2007 and the six months ended
September 30, 2007 was primarily attributable to a decrease in new customers that resulted from AIFUL
tightening its credit standards and voluntarily refraining from advertising on television.

Operating expenses and income taxes require additional cash outlays. Cash outlays for operating expenses
include interest on short-term borrowings and long-term debt and other operating expenses, such as salaries and
other employees’ benefits, advertising expenses, rental expenses and commissions and fees, as well as amounts
required for payment on claims for interest refunds. Income taxes also require significant cash outlays. AIFUL
expects the amount of funds required for operating expenses and income taxes to fluctuate generally with the
growth of its business and earnings, although a variety of factors may affect the level of funds required in any
particular year. However, AIFUL expects its current reorganization plans to result in a general decrease in its
operating expenses requiring cash outlays over the near to medium term.

ATFUL also requires funds for purchases of property and equipment, particularly in connection with the
opening or renovating of loan offices and the purchase of computer facilities, proprietary ATMs and other
equipment. AIFUL meets a portion of these requirements through office leases and equipment lease
arrangements and a portion through capital expenditures. ATFUL expects the amount of these required funds to
fluctuate generally with the growth of its business and earnings, although a variety of factors may affect the level
of funds required in any particular year. AIFUL expects that its plans to consolidate outlets and reorganize its
four consumer finance subsidiaries (see “—Overview—Measures to Address Changes in the Industry—Measures
to Reduce Costs”) will reduce the amount of funds required for the purchase of property and equipment.

AIFUL has also required significant capital for acquisitions in past periods. Most significanty, in
connection with the acquisition of Life in March 2001, the Company invested cash in the amount of
¥102,004 million for newly issued shares of Life’s common stock. At the same time, the Company loaned to Life
¥78,000 million in cash and Life obtained ¥273,000 million in bridge financing, which was subsequently
refinanced through asset backed financing originated by Life. The Company acquired 42.2% of the outstanding
shares of City’s in October 2002 and 100% of the outstanding shares of Wide in June 2004, The Company used
cash for the acquisitions in the amount of ¥7,384 million and ¥16,840 million, respectively. More recently, the
Company acquired 100% of the outstanding shares of TCM in February 2005 and 100% of the outstanding shares
of Passkey in March 2005. The Company used cash for the acquisitions in the amount of ¥10 million and
¥40 million, respectively.

In September 2005, the Company established id CREDIT and NET ONE CLUB, which are both internet
consumer finance companies. The Company used cash to establish the two consumer finance companies in the
amount of ¥2.5 billion and ¥1.0 billion, respectively. On March 26, 2007, id CREDIT and NET ONE CLUB
were merged into the Company.
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As of March 31, 2007 and September 30, 2007, AIFUL had balances related to revelving loan contracts of
¥1,853,125 million and ¥1,690,661 million, respectively. These loan contracts involve a commitment by AIFUL
for each loan customer whereby AIFUL is obligated to advance funds to the customer upon request, up to a
predetermined amount. As of March 31, 2007 and September 30, 2007, the balance of unadvanced commitments
on these contracts was ¥5,745,183 million and ¥5,828,856 million, respectively. The loan contract contains
provisions that allow AIFUL to reduce the contract amount of the commitment or refuse to advance funds to loan
customers under certain conditions,

Sources of Capital and Liquidity

AIFUL derives the funds it requires for its operations and debt service principally from cash flow from
operations and through short-term borrowings and long-term debt. Shori-term borrowings are comprised of
commercial paper, loans from banks and other financial institutions and borrowings from other sources, such as
leasing and factoring companies. Long-term debt is comprised of loans from banks and other financial
institutions, syndicated loans, debt securities and debt from other sources, such as leasing and manufacturing
companies. The Company also has generated funds through the issuance of its common stock.

The following table sets forth the amounts of AIFUL’s short-term borrowings and long-term debt by type
as of March 31, 2006 and 2007 and September 30, 2006 and 2007:

As of March 31, As of September 30,
2006 2007 2006 2007
(Millions of yen)
(Unaudited)
Short-term borrowings:
Commercial paper .. - e ¥ 25000 - ¥ 20,000 -
Loans from banks and other financml institutions .. .. .. .. 59,560 ¥ 31,010 28950 ¥ 28,730
Other (principally from factoring companies and
securitized lOams) .. . v i e e e e e e e e e e 53,640 60,360 74,100 58,040
Total short-term BOITOWINES .. oo v v v vt e v e vt e e 138,200 91,370 123,050 86,770
Long-term debt:
Loans from banks and other financial institutions .. .. .. .. 081,484 827,778 889,937 711,837
Syndicated loans .. . . e e e 78,068 11,243 46,520 7.411
Staightbonds .. .. ... e 491,500 478,100 429,000 435,100
Medium-term notes .. .. .. .. .. 19,000 18,000 19,000 18,000
Other (principally from leasing compa.mes and sccunnzed
loans) ... ... R 84,494 103,771 123,306 89,761
Total long-term debt (mcludmg current portmn) v 1,654,546 1,438,892 1,507,763 1,262,109
Total borrowings .. .. .. v i v v . ¥1,792,746 ¥1,530,262  ¥1,630,813  ¥1,348,879

AIFUL also maintains committed asset-related credit facilities and other liquidity arrangements in the
ammount of ¥260,000 million as a source of liquidity. As of September 30, 2007, the Company and Life currently
have in place facilities and other arrangements of ¥230,000 million and ¥30,000 million, respectively. AIFUL
may lose access to its credit under these arrangements upon the occurrence of certain events, including a failure
to maintain its credit ratings and the quality of its loan assets at or above specified thresholds. ATFUL may also
lose access to a portion of its credit under these arrangements if certain thresholds in refunding excess interest
payments to borrowers are exceeded.

a2



The following table breaks down AIFUL’s borrowings (including off-balance funding) of ¥1,498 billion by
type of lender as of September 30, 2007:

Breakdown of
Type of Lender borrowings
(%)
Borrowings:

Major BanKs .. .. o o o e e e e e e e e e e e e e en e e e b e e e e e e e e e 9
Regional DANKS .. . o0 oo oo o i e ot i s is e e ee st e e he e et e s ee an e e e e ee e e e e e e e 10
Life insurance and non-life iNSUTANCE .. .. ..« o e o it ot e v e et ve be e ae e e r e e s e e e e 6
OHRETS .. . o o e ot e e e et e e e e et e e e e e e e e ek e e s be ee e ee be ke e e e e e e e b 10

Straight bonds:
DIOMESHC 10 tc v v vt v ee se v e ee ee oe ee ve ee e ee ae e ke e ee ee ke et ne we e we be ke h e ve e r e ae e I8
L] L) 1 PR 12
Asset backed securities and asset backed 10ans .. .. .. . o e e e e e e 16
TO] ot e e et it e et et e e ek e ek ek ek b ek ek et e e e e v e e e e e e e e e ae ee e e e e 100

The variety of the capital sources utilized by AIFUL reflecss its policy to maintain a diversified group of
funding sources. The principal objective in diversification has been to attempt to ensure the continuing
availability of credit to continue operating its business. The Company’s management believes these sources of
funding, when coupled with cash generated by operations, are adequate to meet its current cash requirements.

As of September 30, 2007, AIFUL had pledged assets with an aggregate value of ¥365,758 million as
collateral for loans with an aggregate value of ¥289,291 miltion. Of the aggregate value of the pledged assets,
¥316,301 million consisted of loans. An additional ¥214,470 million is subject to the provision of collateral upon
the occurrence of any event which in the judgment of the lender is necessary to ensure repayment.

Off-balance Sheet Arrangements

As part of its strategy to maintain a diversified group of funding sources, AIFUL utilizes off-balance sheet
securitization programs. As of March 31, 2007 and September 30, 2007, AIFUL’s receivables portfolic included
¥127,390 million and ¥129,476 million of securitized loans, respectively. AIFUL expects to continue to utilize
off-balance sheet securitizations, depending on market demand and the costs of altemnative sources of capital.

AIFUL retains credit risk with respect to the securitized loans due to requirements to replace
non-performing loans in the securitized pocl under certain circurnstances. AIFUL centinues to bear credit risk
also because it is typically required to purchase, directly or indirectly, the subordinated portion of the securitized
assets.

ATFUL employs the same risk management policies with respect to securitized loans as it does with loans
carried on its balance sheet, In AIFUL’s past experience, there has been no material difference between the
performance of securitized loans and that of the loans carried on its balance sheet.

Risk Management

AIFUL’s primary risk exposures are to interest rate fluctuations and to unexpected high rates of default of
AIFUL's borrowers, The Risk Management Committee, which is part of the Corporate Planning Headquarters, is
charged with overseeing ATFUL’s risk controls with respect to these and other risks,

Interest Rate Risk

Interest rate risk is the risk that AIFUL may incur increasing interest expense as a result of rising market
interest rates. Increases in market interest rates increase ATFUL’s expenses and reduce its profit margins.

ATFUL manages the interest rate risk for the ATFUL group primarily by entering into interest rate swap and
interest rate cap transactions to reduce its level of exposure to interest raie fluctuations. See “—Liquidity and
Capital Resources—Sources of Capital and Liquidity”. For more details regarding AIFUL’s use of and
accounting for such transactions, see also Note 16 to the andited consolidated financial statements included in
this Offering Circular. These transactions do not, however, reduce interest rate risk to zero, and the Finance
Department of the Company monitors and manages the financial ¢xposures of the AIFUL group, and reports the
status of such monitoring and management to the Risk Management Committee, as an integral part of its overall
risk management program.

89



Credit Risk

Credit risk is the risk that ATFUL's borrowers may default on the payment of principal and interest when
due. As of September 30, 2007, 2.4% of AIFUL's loans were in legal bankruptcy, 10.7% consisted of
non-accrual loans, 2.2% consisted of loans past due three months or more as to principal or interest payments and
4.1% were restructured loans, excluding off-balance sheet loans. For more details regarding AIFUL’s loans, see
Note 4 of the notes to the audited consolidated financial statements included in this Offering Circular.

AIFUL manages credit risk by assessing the credit risk of each of its borrowers and by monitoring those
borrowers that it determines fall below a certain standard. In addition, AIFUL monitors the mix of its loan
portfolio by categorizing and diversifying its loans by borrower credit rating group in order to manage its risk of
credit concentration. In addition to management of individuval borrowers, AIFUL performs periodic quantitative
management of the credit risk of its overall loan portfolio.
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CAPITALIZATION AND INDEBTEDNESS

The following table sets forth the Company’s consolidated capitalization as of September 30, 2007 and as
adjusted to give effect to each of the issue of the Subordinated Convertible Bonds and the issue of an aggregate
of 25,440,000 Shares 1o Mr. Yoshitaka Fukuda and Yamakatsu Co., Ltd. as described under “Information
Concerning the Shares—Changes in Issued Share Capital—Issuance of Shares”. The data presented in the table
below has been derived from the unaudited consolidated balance sheet as of September 30, 2007 and notes
thereto included in the unaudited consolidated financial statements of the Company included elsewhere in this
Offering Circular. Except as described below, there has been no material change in AIFUL’s total capitalization,
indebtedness, contingent liabilities or guarantees since September 30, 2007.

As of September 30, 2007
Actual As adjusted
(Millions of yen)
(Unaudited)
Liabilities;
Short-term borrowing(213):
Loans from banks, 1.43% t0 2.13% .. .. .. .. .. e ¥ O13730 0¥ 13,730
Loans from other financial institutions, 1.88% to l 95% e e e e e e 15,000 15,000
Other (principally from factoring companies and securitized loan), 2. 45% IR 58,040 58,040
Total ShOTT-tEIIN .. .. o v o e o et et et ee e et et e ce et ee e e ee ee e e e e e e e e e e s 86,770 ¥ 86,770
Long-term debt®®:
Loans from banks, 0.95% to 2.90%, due serially to 2012 .. .. .. .. .. o 567,829 ¥ 567,829
Loans from other financial instirtions, 1.35% to 2.90%, due serially to 2012 - 144,008 144,008
Syndicated loans, 0.79% .. .. .. .. .. bt e e ee e e we e e e e ee e 7,411 7.411
Unsecured 0.45% to 2.48% yen stralght bonds due 2008 e e e e e 61,000 61,000
Unsecured 1.01% to 3.28% yen straight bonds, due 2009 .. .. .. .. .. .. .. ... . 68,000 68,000
Unsecured 0.80% to 3.00% yen straight bonds, due 2010 .. . .. . .. ... .. 70,000 70,000
Unsecured 1.50% to 1.58% yen straight bonds, due 2011 .. .. .. .. . oo o 20,000 20,000
Unsecured 1.20% to 1.99% yen straight bonds, due 2012 .. .. .. .. . .. . oo 30,000 30,000
Unsecured 1.74% yen straight bonds, due 2013 . e e e e e e e 10,000 10,000
Unsecured 1.99% yen straight bonds, due 2015 . - S, 10,000 10,000
Unsecured 4.45% to 5.00% U.S. dollar straight bonds due 2010 e e 108,500 108,500
Unsecured 6.00% U.S. dollar straight bonds, due 2011 .. .. . o oot e 57,600 57,600
Unsecured 3.00% medium-term notes, due 2008 .. .. .. .. . o o oo oo e e 3,000 3,000
Unsecured 3.50% medium-term notes, due 2015 .. .. .. . .. . e e 15,000 15,000
The Subordinated Convertible Bonds now being issued .. .. .. .. .. . .. — 70,000
Other (principally from lcasmg companies and securitized loan), 1. 10% to 2 35%,
due serially to 2012 .. e e e en e e e e e e e e e e e e e e e e e 89,761 89,761
Total o e e e e e e e e e e e e e e 1,262,109 1,332,109
Less CHITENE POTHOT .. 0 o0 v ve v 1o oe e ve br s e ve e be e ve e o0 e o0 e e e e e oo e e o (361,507) (361,507)
Long-term debt, less current portion .. .. o oo v i i i v i e i e e ¥ 900,602 ¥ 970,602
Equity:
Common stock—authorized, 568,140,000 Shares; issued, 142,035,000 Shares
(167,475,000 Shares as adjusted for the issue to Mr. Yoshitaka Fukuda and
Yamakatsu Co.,, Ltd.)® . . i i i e e ¥ B3,317 ¥ 129,133
Additional paid-in capital e e e ee e e e e en ee v e e e e e e e ee e e e e e e e e 104,126 108,324
Retained earnings .. - r e e e e e e e e e e e 83,692 83,692
Net unrealized gain on avallablc for salc SECUMMHES .. oo v v vt e vt e v er ee ot e e o 4,038 4,038
Deferred loss on derivatives under hedge accounting .. .. .. .. .o oo oo o i v e (4,782) (4,782)
Treasury stock, at cost—455,610 Shares .. .. .. o oo oo vi ot i e e e e (3,110) (3,110)
TOAL . o e e e i e e e e e e et e e e e e e e e e e e e e e e e e e 267,281 317,295
Minority 1nlerests‘3’ e e re e et e e e re te en ee ae ee ve en ae e ve e e e v e ee a e v e 5,580 5,580
TORl EQUILY .t ve o v e e ae v e er e e ne e e e e e e e e e e e e e e e e ¥ 272,861 ¥ 322,875
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Notes:
(1)  AIFUL’s loan guarantees as of September 30, 2007 amounted to ¥134,780 million.

(2)  Between September 30, 2007 and December 31, 2007, AIFUL's short-term borrowings increased by ¥86,500 million and its long-term
borrowings decreased by ¥69,200 million,

(3)  As of September 30, 2007, AIFUL had assets in the amount of ¥365,758 million securing short-term borrowings in the amount of
¥58,040 million and long-term debt in the amount of ¥231,251 million.

(4)  All shares were fully paid as at September 30, 2007,

(5)  Save as disclosed above and under "Management’s Discussion and Analysis of Financial Condition and Results of Operations—Recent
Developments”, there has been no material change in the capitalization and indebtedness, contingent liabilities and guarantees of
ATFUL since Septernber 30, 2007.
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INFORMATION CONCERNING THE SHARES

Changes in Issued Share Capital

The Company has an authorized share capital of 568,140,000 Shares. As at the date of this Offering
Circular, 142,035,000 Shares are in issue, The following table shows the changes in the issued share capital of
the Company during the period from October 1, 2002 to May 23, 2005:

Number of Total number of

Date/period of issue Type of issue Shares issued Shares in issue
(Thousand Shares)

October 1,2002 .. .. .. .. .. .. .. .. .. .. .. .. Exchange of stock in order to make 1,314 94,650
City Green Co., Ltd. a wholly owned
subsidiary.

May23,2005 .. .. .. .. .. . se oo oo o .. .. .. Increase in number of shares due to 47,345 142,035
stock split

Issuance of Shares

On February 13, 2008, the Company resolved to issue to Mr. Yoshitaka Fukuda, President, CEO and
Representative Director of the Company, 10,180,000 Shares at & purchase price of ¥1,966 per Share, and to
Yamakatsu Co., Ltd., a company wholly owned by the relatives of Mr. Yoshitaka Fukuda, 15,260,000 Shares at a
purchase price of ¥1,966 per Share, each such issuance expected to occur on February 28, 2008. The closing of
the offering contemplated in this Offering Circular is conditioned on the closing of this issuance of Shares to both
Mr. Yoshitaka Fukuda and Yamazkatsu Co., Lid. Following the closing of the issuance of Shares, the Company
will have issued and outstanding 167,475,000 Shares.

Dividends

Under the Company’s Articles of Incorporation, the Board of Directors determines matters relating to
dividends by its resolution. Subject to statutory restrictions, the Company may by resolution of its Board of
Directors authorize year-end dividends to shareholders and pledges of record as at March 31 of each year and
interim dividends to shareholders and pledgees of record as at September 30 of each year. See “Description of the
Shares™.

The following table sets forth the dividends paid by the Company to shareholders of record as at the dates
indicated:

Record Date ’ Dividend per Share
(Yen)
March 31, 2005 .. oo o oo o e e o et et e e e e ke e e e e e e ee e e e e e e e e e e e e s 30
September 30, 2005 .. . o o oo e e e e e e e e e e e e e ee en e e e e e e e e e 30
September 30, 2006 .. .. .. o o i e e e e e e e e e e e e e e e e e e e e e e e 30
March 31, 2007 .. . o e e e e e e e e e e e e e e e e e 30
September 30, 2007 .. .. .. o ot o e e e e e e e e e e ke e e e e ae e e e e e e e e s e e 20

The Company’s dividend policy is to make stable and regular returns of profits based on its operating
profits as well as the economic and general financial environment.

Japanese Stock Markets and Price Range of the Shares

The Shares are listed on the First Sections of each of the Tokyo Stock Exchange and the Osaka Securities
Exchange.
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The following table shows the highs and lows of the reported sales prices of the Shares on the Tokyo Stock
Exchange as well as the highs and lows of the closing Nikkei Stock Average and the closing level of the Tokyo
Stock Price Index (“TOPIX™), for the periods indicated:

Price per Share Nikkei Stock Average TOPIX
Calendar period High Low High Low High Low
(Yen) {Yen) {Paints)
2004 . e e e 12,3200 7,800 12,163.89 10,365.40 1,217.87 1,022.61
2005 . e e e e e 13,180 7,300 16,344.20  10,825.39 1,663.75 1,109.19
2006:
Istquarter . .. ... ... ... 10,650 7,100 17,059.66 1534118 1,728.16 1,572.11
2ndquarter . ..o e e e e 8,650 5,470 1756337 14,218.60 1,783.72 1,458.30
Jrdquarter ... e e 6,160 4,050 16,385.96 14,437.24 1,651.35 1,475.28
dthquarter . .. ... ... 4,820 3230 17,225.83 1572594 1,681.07 1,532.95
2007:
Istquarter .. ......ocoiiiemne e 4,370 2,750 1821535 16,64225 1,816.97 1,656.72
2ndquarter .. .. .. e e e . 41100 2,940 18,240.30 17,028.41 1,789.38 1,682.49
Jrdquarter .. ... . 3,630 1,422 18,26198 15,273.68 1,792.23 1,480.39
Ath QUATTEr o ot s e e e e e e e e 2,945 1,750 1745898 14,83766 1,677.52 143738
2008:

1st quarter {up to February 13) .. .. .. ... ... 2,305 1,670 14,691.41 12,573.05 142429 1,219.95

On February 13, 2008, the last reported closing price of the Shares on the Tokyo Stock Exchange was
¥1,735 per Share and the Nikkei Stock Average and TOPIX closed at ¥13,068,30 and 1,285.33, respectively.

Principal Shareholders and Other Information

As at September 30, 2007, the Company had 13,893 shareholders. The ten largest shareholders of record,
the number of Shares held by them and their shareholding percentages as at September 30, 2007 were as follows:

Percentage of
Number of total Shares
Shareholder Shares held!} in issuet®
{Thousands) (Per cent.)
Yoshitaka Fukuda .. .. .. .. oo o e o i e e e e e e e e e e e e e e e e e e e 28,023 19.73%
YamaKatsu Co., Lid, .. . oo o or e e e i e e er e e e e e e e e e ee ee e e e ee e e 13,351 9.40
Marutaka Co., LEQ. .. . o v o e e s e v e et ee e e e e e e e e e ee e e e e ae e e 12,271 8.64
Erio Lease Co,,Ltd. .. ...... .. re be ee en e ee e ee e e e e e re e ee e e e e 10,195 7.18
Melton Bank NA Treaty Client Ommbus e e e e e e e e e 9,619 6.77
BNY GCM CLIENT ACCOUNT JPRD AC ISG (FE AC) e e e ee o re e e e e e 4,510 3.18
Yasutaka Fukuda® .. .. .. .. .. v e e 3,633 2.56
The Bank of New York, Trcaty J apan Sccuntlcs Dcposnory Ccntcr Inc
(“JASDEC™) Account .. .. .. .. e e re er b e re e re e ve e ve e e e e be e 3,052 2,15
The Chase Manhattan Bank NA Londcm e e ee e et en e e ve et ve e e ee e ve ver ee e e 2,708 1.91
CBNY-UMB FUNDS L o oo o e et ot et et et e e e et e e e e v er or et e e en 2411 1.70
117 | 89,773 63.22%
Notes:

(1)  “Number of shares held” is calculated by rounding down Shares held of less than one thousand.

(2} “Percemtage of total Shares in issue” is calculated by rounding down numbers of four or less and rounding up numbers of five or more
in the third decimal place.

(3)  Member of the family of Mr. Yoshitaka Fukuda.
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(4) A report of o large unitholding was filed with the Kanto Local Finance Bureau indicating that, as of October 5, 2007, the following

Shares were held as a group:
Percentage of
Number of total Shares
Shareholder Shares held in issue
{Thousands) {Per centL.)
Templeton Global Advisors Limited .. .. . o o oo o oo oo o e e e e e e e e e e e e e e e 265 0.19%
Franklin Templeton Investments Corp. . - e, 4,193 2.95
Franklin Templeton Investment Ma.nagcmcnl Lmulcd e e e e e e e e e e e e 4,393 3.09
Templeton Investment Counsel, LLC .. e er e an e e e e e re re we ar e er er e ee ee ee ee ae er 4,044 3.418
TOLAL 1 ot s e ot et e i ce e e e e e e e e e e e et e o e e e e e e b b b e e e e 13,795 9.71%

(5) A report of a large unitholding was filed with the Kanto Local Finance Bureau indicating that, as of January 9, 2007, the following
Shares were held as a group:

Percentage of
Number of total Shares
Shareholder Shares held in issue
{Thousands) {Per cent.)
Morgan Stanley Japan Securities Co., Ltd. . . o o oo o e 136 0.10%
Morgan Stanley & Co. Incorporated .. .. .. v oo o v vt e e e e et e e e s e e 4,168 293
Morgan Stanley & Co. International PLC .. .. .. o o o v v e e e e e st v st st ot st v e e e 2,255 1.59
TOMD .. o e e et et e e e e et et e et et e e e e et e e e e e e e e e e e e e e e e e e e 6,560 4.62%

(6) A report of a large unitholding was filed with the Kanto Local Finance Bureau indicating that, as of December 20, 2007, the following

Shares were held as a group:
Percentage of
Number of total Shares
Shareholder Shares held in issue
{Thousands) {Per cent.)
Goldman Sachs Japan Co. Lid. .. .. o v o o e o e e e et e et e er e ve e v e v e e e e 446 031%
Goldman Sachs Infernational. .. .. .. .. .o o i e st e e e e e e e e e e e e e e e e e e e 11,207 7.89
Goldman Sachs & €0 .. .. .. oo o o e e e e e e e e e e e e e e e en e e e e e e e e 1,636 1.15
TOUAL .. 1 ittt e bt e e vt en e e et e e ee e e et e e et e e we e e e e e ve e e ve e e e e ee e e 13,289 9.36%

{7) A report of g large unitholding was filed with the Kanto Local Finance Bureau indicating that, as of January 18, 2008, Arnhold and S.
Bleichroeder Advisers, L1.C held 5.31% of our Shares.

The ownership distribution of the Shares by category of sharzholders as at September 30, 2007 was as
follows:

Percentage of
Number of total Unit
Shares held‘? Sharesh

(Thousands) {Per cent.)
Japanese financial institutions .. .. .. . o e e 7.870 5.54
Japanese securities COMPANIES .. ..« v v v ve ot or se ee or oe ot ae o os e e e 1,703 1.20
Other Japanese corporations® .. ., ., .. e e e e e e e e e e e e 35,987 25.34
Japanese individual investors and others(” e e ee e e e e e ee e 37,106 26.13
Foreign corperations and individual investors .. .. .. .. .. . o e e 59,327 41.79
TORAL .o oo s e e e e e e e e e e e e e e e ke e e e e e e e 141,994 100.00

Notes:

(1) 50 Shares constitute one Unit of Shares.
(2)  The “other Japanese corporations™ category inclides six Units of Shares and 30 Shares held under the name of JASDEC.
(3)  Ofthe 412,835 Shares, or 8,256 Units, held by individuals, 35 Shares are not counted in the total number of Units.

As of September 30, 2007, the Company’s Directors and Executive Officers (excluding Corporate
Auditors) together held 31,754,708 Shares in total, representing 22.35% of total Shares in issue.

As at the date of this Offering Circular, the Company is not aware of any person, who, directly or
indirectly, jointly or severally, exercises or could exercise control over the Company.
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BUSINESS

AIFUL currently holds a leading position in the Japanese consumer credit market with ¥2,160 billion in
outstanding loans and receivables, 3.3 million outstanding loan accounts, 14.5 million credit card accounts and
365,000 per-item shopping loan accounts as of September 30, 2007, in each case including off-balance sheet
loans and receivables.

AlIFUL’s core business is its loan business, which comprises unsecured and, to a lesser extent, secured
loans to individuals and small business owners. AIFUL also engages in the credit card business {including credit
card shopping loans and cashing loans), the per-item shopping loan business and the loan guarantee business.
AIFUL ranked among the top Japanese consumer finance companies in terms of operating revenues for the year
ended March 31, 2007. As of March 31, 2007, the Company was one of the largest lenders in the Japanese
consumer finance industry in terms of total loans outstanding. AIFUL seeks to become a diversified retail
financial services institution and expand its position in the Japanese consumer finance market.

ATFUL engages in the consumer finance business primarily through the Company. Life, acquired by the
Company in 2001, engages in the credit card shopping loan business, the per-item shopping loan business, the
credit card cashing loan business and the loan guarantee business.

The Company’s registered head office is located at 381-1, Takasago-cho, Gojo-Agaru, Karasuma-dori,
Shimogyo-ku, Kyoto, Japan, and its general telephone number is +81 (75) 201-2000.

History

In 1967, President Yoshitaka Fukuda founded the Company’s predecessor in Kyoto to provide loans to
individuals. The firm was incorporated as Marutaka Co., Ltd. in 1978, and began serving the Kita-Kyushu and
Kyoto areas of Japan. In 1982, Marutaka changed its name to AIFUL Corporation and the Company has since
expanded its activities throughout Japan.

In March 1995, the Company introduced its first “Ojidosan” machine. Ojidosan machines are semi-
automated loan-contracting machines which enable consumers to apply for and obtain new loan accounts and
loan cards, known as “AIFUL Cards”. Ojidosan machines currently employ interactive audiovisual links with a
remote operator in one of the Company’s two regional processing centers, which helped the Company to
significantly expand its customer base. Ojidosan machines allow consumers to open new loan accounts in
privacy in as little as 30 minutes. As of March 31, 2007, the Company maintained 1,501 Qjidosan machines.

In July 1997, the Company made an initial public offering of its Shares, which were registered with the
Japan Securities Dealers Association for trading in the Japanese OTC market. In October 1998, the Company
listed its Shares on the Second Sections of the Tokyo Stock Exchange (“TSE”) and the Osaka Securities
Exchange (“OSE”) and on the Kyoto Stock Exchange, which subsequently merged into the OSE, In March 2000,
the Company’s Shares were promoted to the First Sections of the TSE and the OSE.

In January 2001, the Company and the Sumitomo Trust & Banking Corporation established a joint venture,
Businext Corporation (“Businext”). Businext provides small business loans to medium risk borrowers. Businext
is a consolidated subsidiary of the Company.

In March 2001, the Company acquired 100% of the shares of Life (4.1% of which were subsequently
transferred to third parties), a major Japanese consumer credit company and currently the Company’s largest
subsidiary. The acquisition of Life enabled AIFUL to move into the credit card business and the per-item
shopping loan business. It also strengthened AIFUL’s loan guarantee business, expanded AIFUL’s traditional
consumer finance business and improved AIFUL’s loan portfolio. AIFUL believes the acquisition represented an
important step in AIFUL’s goal of becoming a diversified retail financial services institution.

In June 2002, the Company acquired a license from MasterCard International Incorporated under which the
Company issues AIFUL MasterCards to customers.

In Qctober 2002, the Company acquired City’s. City’s extends small business loans to high-risk borrowers.

In March 2004, the Company acquired New Frontier Partners (then Kokusai Capital Co., Ltd.), a venture
capital company, as part of AIFUL’s strategy to enhance its product line as a diversified retail financial services
institution.

In April 2004, the Company’s consolidated subsidiaries Happy Credit Corporation (“Happy Credit”),
Sinwa Co., Ltd. (“Sinwa™) and Sanyo Shinpan Co., Ltd. (“Sanyo Shinpan™) merged to form Tryto Corporation
(“Tryto™). Tryto, which engages in the consumer finance business, is a consolidated subsidiary of the Company.
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Also in April 2004, the Company executed a sponsorship agreement with TCM, a consumer finance
company under corporate reorganization proceedings, and agreed to second one of its executives as business
administrator and provide additional capital investrnent or other reasonable support. The Company subsequently
acquired all of the shares of TCM in February 2005. TCM emerged from rehabilitation proceedings in March
2005.

In June 2004, the Company acquired Wide, a company engaged in consumer finance. Through this
acquisition, AIFUL has increased the amount of its loans outstanding and the number of its loan accounts.

In March 2005, the Company acquired Passkey, a consumer finance company with operations in Hokkaido,
Japan.

In September 2005, the Company established id CREDIT and NET ONE CLUB, which are both internet
consumer finance companies.

In response to changes in the environment surrounding the consumer finance industry, on March 26, 2007,
id CREDIT and NET ONE CLUB were merged with and into the Company to enhance business efficiency. In
addition, the Company intends to transfer some of the loan receivables from its four consumer finance
subsidiaries (Tryto, Wide, TCM and Passkey) to Life in the year ending March 31, 2008 and is considering a
wide range of options for reorganizing its four consumer finance subsidiaries.

On August 30, 2007 ATFUL acquired 61.0% of Secure Rent Guarantor Service Corporation, an affiliate of
Life that engages in residential rent guarantees and markets the rental guarantee product Life Anshin Pius.
Through this acquisition, AIFUL aims to further diversify its business portfolio by entering into a new business
that combines rental guarantees and credit card operations.

The Japanese Consumer Credit Industry
General

The Japanese consumer credit industry can be divided broadly into consumer loans and other consumer
credit. Consumer credit is provided by traditional consumer finance companies and other financial institutions
including banks, credit card companies and installment sales finance companies. Most traditional consumer
finance companies specialize mainly in small, unsecured, unguaranteed and spot loans to consumers. Banks
specialize mainly in secured or guaranteed loans to small business owners.

Consumer loan providers include traditional consumer finance companies as well as other financial
institutions. Consumer loan providers make unsecured and secured loans to individuals and small business
Owners.

Although official data as of December 31, 2006 has not yet been announced, AIFUL believes, based on
financial results released by its competitors, that total credit extended by the industry during the year ended
December 31, 2006 declined compared to the amount extended as of December 31, 2005. In addition, AIFUL
believes that the amount of total credit extended by the industry during the year ended December 31, 2007 was
lower than the amount extended during the year ended December 31, 2006 and that total credit to be extended by
the industry during the year ending December 31, 2008 will continue to decline as the consumer loan industry
continues to adjust its lending practices and operations in anticipation of amendments related to the reduction of
maximum interest rates becoming effective by 2009.

Measures to Address Changes in the Industry
AIFUL is implementing measures to deal with the changes to its industry, which include measures to:

*  address interest refund-losses and refund-related credit costs over a transitional period by establishing
allowances for esimated future interest refunds; and

+ reduce costs to produce operating profits on an ongoing basis once lower interest rates are
implemented.

AIFUL believes that, at current expense levels, the impact of reduced maximum interest rates under the
Contributions Law will result in operating losses. The Company plans to implement cost reductions with a goal
of achieving operating profits by or around March 31, 2009 in thz new lower interest rate operating environment.
A total of 644 regular employees had accepted AIFUL’s offer of early retirement as of March 31, 2007. This
reduction in the number of regular full-time employees is combined with a reduction of 742 temporary
employees through September 2007, as a strategy for enhancing AIFUL’s personnel efficiency. In addition, the
Company has reduced the number of Company outlets from 1,903 as of September 30, 2006 to 1,015 as of
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December 31, 2007, and AIFUL has reduced the number of AIFUL outlets from 2,713 as of September 30, 2006
to 1,217 as of December 31, 2007. In addition, the Company transferred certain loan receivables of the
Company’s four consumer finance subsidiaries (Tryto, Wide, TCM and Passkey) to Life on November 30, 2007
as a means of improving customer service on the loans and obtaining cost efficiencies. Further, AIFUL plans
include reorganization and cost structure reforms such as: '

* reviewing ways to reduce system development expenses and various other expenses, including
optimizing support system sharing within the AIFUL group, curtailing new system development,
reviewing maintenance costs, reducing redundant operations, disposing of unneeded assets and
internalizing operations;

*  removal of rooftop signs during the process of consolidating outlets;
+  consolidation of City's operations by reducing the number of City's offices from 63 to 47;

+  reorganizing Life by concentrating outlets in commercial areas, as well as reducing the number of Life
offices from 69 to 11 offices and the number of Life Card outlets and LIFE Cash Plaza outlets from
21710 127; and

* the closure of 439 sales outlets of Tryto, Wide, TCM and Passkey by the end of February 2008.

Business Strengths

ATFUL expects that the competitive environment of the consumer finance industry will continue to change.
While the industry had previously experienced stable growth in the unsecured consumer lending market, which is
AIFUL’s core business and involves volume-intensive marketing to a broad customer base, the unsecured
consumer loan market has since contracted as a result of recent adverse court decisions, including from the
Supreme Court of Japan, and subsequent amendments to the laws regulating moneylenders adopted in December
2006.

The consumer finance industry is experiencing and will continue to experience excessive lending capacity
primarily because lenders are tightening credit standards in light of an expected reduction in maximum interest
rates and the introduction of an upper limit on aggregate borrowings. In order to prepare for these measures, the
consumer finance industry is restructuring to reduce expenses and the competition for creditworthy customers is
increasing.

In the face of this changing environment, AIFUL believes that its key strengths are its diversified business
portfolio, focus on potential growth areas and financial management skill.

Diversified Business Portfolio

ATFUL has reduced its reliance on the unsecured loans business and expanded its new business areas into
secured loans, small business loans and, following its acquisition of Life, credit card shopping loans (including
credit card cashing loans), loan guarantees, and per-item shopping loans. As of September 30, 2007, AIFUL’s
unsecured loans, secured loans, small business loans, credit card shopping loans, loan guarantees, per-item
shopping loans and others accounted for 64.7%, 12.3%, 6.8%, 5.5%, 6.2%, 3.9% and 0.6%, respectively, of
AIFUL’s outstanding loans and receivables, including off-balance sheet loans and receivables, AIFUL believes
its reliance on the unsecured loans business, which is expected to be most directly affected by the regulatory
change above, is lower than its competitors,

AIFUL’s unsecured loans business, when compared to AIFUL’s other business lines, has had a relatively
high charge-off ratio and AIFUL believes that its efforts in product diversification will contribute to its ability to
mitigate and reduce credit risk. For example, during the six months ended September 30, 2007, the Company’s
unsecured loans had a charge-off ratio measured as the ratio of total charge-off losses (including interest refund-
related charge-offs) to total loans and receivables outstanding at period end (including off-balance sheet loans
and receivables) of 8.4%, while this ratio was 2.0% for secured loans and 1.5% for credit card shopping loans of
Life.

AIFUL’s diversified business portfolio gives it the second largest operating asset base in the industry,
which may give AIFUL a competitive advantage as it implements cost reduction measures.

Focus on potential growth areas

AIFUL believes that its current business portfolio positions it to capture potential growth areas in the
consumer finance industry. AIFUL has significantly expanded its credit card shopping loan, small business loan
and loan guarantee businesses. Life’s credit card shopping loan balance has increased from ¥64,117 million as of
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March 31, 2003 to ¥117,222 million as of March 31, 2007 and ¥118,185 million as of September 30, 2007, while
the number of credit card holders has increased from 9.8 million as of March 31, 2003 to 14.1 million as of
March 31, 2007 and 14.5 million as of September 30, 2007. As of March 31, 2007, Life is the fifth largest among
the over 140 domestic credit card operators in Japan measured by the number of cardholders, AIFUL believes
Life is well positioned to capture growth opportunities in the Japanese credit card market. The aggregate balance
of ATFUL’s small business loans has increased from ¥65,285 million as of March 31, 2003 to ¥155,642 million
as of March 31, 2007, The growth in AIFUL’s small business loans business was primarily realized through the
operations of Businext and City’s. Businext issues loans with interest rates that are within the Interest Rate
Restriction Law limits and its loans will not be directly affected by the amendments to the laws affecting
moneylenders. The aggregate balance of AIFUL’s small business loans decreased to ¥147,645 million as of
September 30, 2007 due to a worsening business environment for small to medium sized businesses and
AJFUL’s tightening of credit standards.

Financial management skill

ATFUL believes that one of its key strengths is its financial management skill. AIFUL focuses primarily on
prioritizing long-term fixed rate funding for its financing needs. AIFUL currently manages interest rate risk by
entering into interest rate swap agreements and purchasing interest rate options. As of September 30, 2007,
approximately 81.2% of AIFUL’s total borrowings were hedged or the rate of interest was otherwise fixed.
AJFUL's financial management skill allows it to create a cost-efficient financial structure to minimize its
borrowing costs.

Another aspect of AIFUL’s financial management skill is its utilization of diverse funding sources. In
addition to borrowing from a variety of lenders, AIFUL has diversified its funding sources to include domestic
and intermational issuances of corporate bonds and the securitization of receivables. As of September 30, 2007,
53.9% of AIFUL’s borrowings was procured from banks, insurance comparies and other lenders and 46.1% of
its borrowings was obtained through the capital markets, primarily in the form of straight bonds, asset backed
securities and other types of structured securities issued or originated by the Company or Life. AIFUL maintains,
through a combination of cash and unutilized committed credit lines, sufficient liquidity to satisfy over 80% of its
debt repayment obligations as of September 30, 2007. AIFUL had unutilized committed credit lines of
¥260,000 million as of September 30, 2007.

Business Strategy

ATFUL is facing a number of serious challenges in its business today. In recent years, the Japanese
consumer finance industry has experienced a significant increase in the number of interest refund claims from
borrowers due to recent adverse court decisions, including from the Supreme Court of Japan, and subsequent
amendments to the laws regulating moneylenders. Furthermore, the industry is anticipating a substantial decrease
in maximum interest rates and the introduction of limits on lending amounts to each individual borrower. These
developments contribute to a decrease in the size of the overall market for consumer finance products.

In response to these challenges and uncertainties surrounding the industry, AIFUL intends to redeploy its
key strengths and has developed the following strategies: diversification of revenue sources and asset portfolio,
cost structure reform, reorganization of group companies, reduction of credit costs through tightening of credit
standards and diversification of funding sources.

Diversification of revenue source and asset portfolio

AIFUL has and will continue to diversify its revenue source and asset portfolic. Amendments to the laws
regulating moneylenders, including amendments to the Monzylending Business Law, the Interest Rate
Restriction Law and Contributions Law, were adopted in December 2006. The amendments will eliminate
voluntary interest and reduce the legally permissible maximum interest rates to 15%, 18% or 20% per year,
depending upon the principal amount of the loan. These amendments will become effective at some point of time
not later than June 18, 2010. When the reduced maximum interest rates take effect, the new maximum interest
rates will apply to any subsequent loan originations. Accordingly, AIFUL has a limited amount of time to
implement a rebalancing of the product mix in its portfolio te prepare for the amendments to the laws regulating
moneylenders. AIFUL is rebalancing its portfolio mix to achieve a more diverse product base and focusing
business resources on products that are expected to be relatively less affected by these changes in its regulatory
environment and are within business segments AIFUL views to have growth potential.

In order to diversify its revenue sources and to increase the relative importance of the business segments
that AIFUL expects will be less affected by the amendments to the laws regulating moneylenders and views to

99



have growth poetential, AIFUL is shifting its focus for growth from its core strength of unsecured loans to its
credit card, small business loans and loan guarantee businesses. In this shift, AIFUL expects to transfer its
institutional experience and expertise gained through its unsecured lending business to these businesses. AIFUL
believes that it can utilize its existing customer acquisition channels and historical expertise to increase sales of
these loan products and expand these business segments. In this respect, AIFUL’s experience in the growing
credit card business of Life provides a roadmap for the transfer of institutional experience among different
businesses and diversifying its product portfolio.

AIFUL is also emphasizing diversification of its customer base by expanding its lending to creditworthy
customers and concentrating on lending to customers with a lower charge-off ratio, such as secured loan and
credit card customers.

Cost structure reform

AIFUL is implementing measures to reshape its cost structure and reorganize and streamline the ATFUL
group of companies with an objective of reducing costs associated with its loan products. Through these
measures, the Company aims to achieve operating profitability on or by March 31, 2009. The Company has
reduced the number of Company outlets from 1,903 to 1,015 as of December 31, 2007. AIFUL has reduced the
number of AIFUL outlets from 2,713 to 1,217 as of December 31, 2007. These measures include a concentration
of Life’s outlets in targeted commercial areas and a reduction in the number of Life Card outlets and LIFE Cash
Plaza outlets from 217 to 127,

AIFUL is reducing the number of its regular employees as well as its temporary employees as part of its
plans to reorganize its group companies, consolidating outlets, and enhancing the efficiency of its collection
processes. During the fiscal year ended March 31, 2007, 644 regular employees accepted AIFUL’s offer of early
retirement. Additionally, by September 30, 2007, AIFUL has reduced its workforce by an additional 742
temporary employees, as compared to March 31, 2007, including region-specific and contract employees.

AIFUL is reviewing all other elements of its cost structure with a view to achieving savings in sysiem
development expenses, promoting the sharing of support systems among the AIFUL group, reducing
maintenance costs, reducing redundant cperations, disposing of underutilized assets and internalizing operations.

These measures are not expected to be sufficient to meet AIFUL's cost reduction targets. Therefore,
AIFUL is currently considering additional restructuring measures in order to reduce operating costs. See “Risk
Factors—Risk Factors Relating to AIFUL’s Business—AIFUL’s restructuring measures responding to changes
in the regulatory environment may be inadequate to produce operating profits”.

Reorganization of group companies

AIFUL is currently reorganizing its group companies in order to realize cost savings, increase operational
efficiencies and reallocate its resources to position itself favorably in the new regulatory and competitive
environment.

The Company expects to transfer some of the loan receivables of its four consumer finance subsidiaries to
Life in the year ending March 31, 2008 and is also considering a wide range of options for reorganizing its four
consumer finance subsidiaries (Tryto, Wide, TCM and Passkey). The Company is also consolidating the
operations of its small business loan subsidiary, City’s, by reducing the number of City’s offices from 63 to 47.

Reduction of credit costs through tightening of credit standards

. AIFUL intends to reduce its credit costs by expanding loans made to creditworthy customers, reducing
credit extensions to customers with a high default risk and leveraging its risk management systems to control
credit costs. AIFUL plans to adopt its credit scoring methodology and computerized scoring model, which were
developed mainly for unsecured lending, in order to identify high risk customers to whom AIFUL should decide
to no longer extend credit as a result of the pending implementation of the amendments to the laws regulating
moneylenders and to select creditworthy customers to whom AIFUL will focus in the future. AIFUL also aims to
apply its credit scoring model to its small business loans and loan guarantees businesses in order to expand the
volume of its small business loans and loan guarantees with efficient credit costs.

In order to attract and retain creditworthy customers, the Company started to offer loan products with lower
interest rates to lower risk customers with good credit beginning in December 2006, and Life started to offer its
gold card holders lower interest rate loan products and plans to offer such lower interest rate loan products to
additional customers. In addition, in August 2007, the Company began to offer new loan applicants interest rate
loan products that comply with the limits on maximum interest rates under the Interest Rate Restriction Law.
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AIFUL has adopted stricter lending criteria in response to the changing market environment. AIFUL
intends to utilize its credit screening skills to identify, acquire and maintain appropriately creditworthy customers
to which it can profitably originate new loans at the pending limit on maximum interest rates as it engages in
increasingly intense competition with other money lenders striving for creditworthy customers.

Diversification of funding sources

Through skillful financial management of its funding sources, AIFUL is pursuing a strategy to create cost-
efficient financing structures that can achieve stable profitability in an environment of rising interest rates for
AIFUL’s borrowings. This is particularly important becanse the reductions in maximum interest rates have, and
will continue to, put downward pressure on profit margins. AIFUL aims to utilize its knowledge in financial
management to keep funding costs low by accessing a variety of funding sources. Borrowing rates have increased
due to higher basic interest rates, The spread would be greater if not for business diversification efforts.

AIFUL intends to balance its funding sources among banks, non-banks and capital markets, while
achieving a sufficiently long average life to matrity of its borrowings and a high proportion of fixed or hedged
borrowings. AIFUL currently obtains nearly half of its funding from non-bank sources, including off-balance
sheet securitizations and corporate bond issuances, and primarily utilizes its commitment lines for bridge
financing. Maintaining a variety of funding sources is an essential part of its strategy for managing funding costs.
AIFUL also focuses on maintaining sufficient liquidity through a combination of cash reserves and unutilized
committed credit lines.

Credit Portfolio

The balances of, and income from, AIFUL’s credit portfolio consisted of the following as of, and for the
periods ended, the dates indicated. Unless otherwise indicated, figures for outstanding balances of loans and
installment accounts receivable outstanding in the following discussion refer to loans and installment accounts
receivable including off-balance sheet securitized loans and installment accounts receivable.

March 31, September 30,
2005 2006 2007 2006 2007
(Millions of yen)
Portfolio Balances:
Loans . ..o e e e e e e e e ... ¥2,095,202  ¥2,232,418 ¥1,985,263 ¥2,145,220 ¥1,810,834
Installment accounts receivable .. .. .. .. .. .. 276,849 285,042 229,740 257,743 201,635
Credit card shopping loans .. .. .. .. .. .. .. 79,623 101,135 117,222 106,856 118,185
Per-item shopping loans .. .. .. .. . .. . .. 197,226 183,907 112,518 150,887 83,450
Loan guarantees .. ... ... .. co v st o o o - 141,407 153,767 141,930 148,931 134,780
Portfolio Income:
Interestonloans .. ........................ ¥ 466430 ¥ 491,358 ¥ 448662 ¥ 236,056 ¥ 191,346
Interest on credit card shopping loans .. .. .. 9,091 11,275 12,754 6,195 7,112
Interest on per-item shopping loans .. .. .. .. 17,201 17,676 12,998 7,469 3,935
Interest on loan guarantees .. .. .. .. .. ... 7,088 8,668 9,187 4,669 4,349

Loans

The core of AIFUL'’s operaticns is its 1oan business, which comprises unsecured and, to a lesser extent,
secured loans to individuals and small business owners. ATFUL engiges in the loan business primarily through
the Company. Loans by the Company constituted 70.2%, 67.8%, 65.4% and 64.4% of AIFUL’s outstanding
loans balance as of March 31, 2005, March 31, 2006, March 31, 2007 and September 30, 2007, respectively.
Interest income from loans by the Company constituted 70.9%, 67.9%, 65.2% and 63.2% of AIFUL’s loan
revenues for the year ended March 31, 2005, the year ended March 31, 2006, the year ended March 31, 2007 and
the six months ended September 30, 2007, respectively. AIFUL also engages in the loan business through Life,
Tryto, Businext, City’s, Wide, TCM and Passkey.

As of September 30, 2007, 88.9% of AIFUL’s unsecured toans outstanding carried interest rates at or
above 18%, 70.8% and 48.3% of AIFUL’s secured loans outstanding carried interest rates at or above 15% and
18%, respectively, and 32.7% of AIFUL’s small business loans carried interest rates at or above 18%. Beginning
on December 18, 2006, the Company started to offer loan products with lower interest rates to its customers who
maintain good credit standing. In addition, in August 2007, the Company began to offer new loan applicants
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lower interest rate loan products that comply with the limits of the Interest Rate Restriction Law. Life has also
started to offer customers holding its gold cards lower interest rate loan products that comply with the limits of
the Interest Rate Restriction Law and plans to offer such lower interest rate products to additional customers.

The table below sets forth, as of, and for the periods ended, the dates indicated, the aggregate outstanding
balance of and income from interest on loans to customers of AIFUL and the Company.

March 31, September 30,
2005 2006 2007 2006 2007
(Millions of yen)

Loans Qutstanding:
AIFUL
Unsecured loans .. .. .. oo oo oo v oo oo oo o .. ¥1,622.032 ¥1,709,185 ¥1,537,905 ¥1,652,362 ¥1,397,591
Securedloans .. .. ... e 352,214 357,025 291,716 325,322 265,598
Small business loans .. .. ... ..covo it 120,956 166,208 155,642 167,536 147,645
Total . . e e ¥2,005202  ¥2232418 ¥1,985,263  ¥2,145,220 ¥1,810,834
CompanyV
Unsecured loans .. .. .. .. . .. .. ... . ... ¥1,093,663 ¥1,133,083 ¥ 995077 ¥1,083,032 ¥ 894,929
Securedloans .. .. .. . .o 345,180 341,153 274,788 308,446 248241
Small business loans .. .. ... o v v e 0w 32,924 38,481 28,747 34,332 23,597
Total .. oo e ¥LATLT6T ¥1,512,717  ¥1,298,612 ¥1,425,810 ¥1,166,767
Interest Income:
AIFUL
Unsecuredloans .. .. .. .. ..o oo oo o oo oo ¥ 387,839 ¥ 405,309 ¥ 374839 ¥ 196,418 ¥ 161,884
Secured 10ans .. .. .o e e e 56,532 56,144 43,575 23,518 17,142
Small business loans .. .. .. .. oo 22,059 29,905 30,248 16,120 12,320
Total . . o . F 466430 ¥ 491,358 ¥ 448662 ¥ 236,056 ¥ 191,346
Company®
Unsecuredloans .. ........................ ¥ 266931 ¥ 269986 ¥ 243614 ¥ 128,530 ¥ 102,236
Securedloans .. .. .. .. oot e e e s e 55,875 54,560 41,424 22,448 16,073
Small business loans .. ...... .. oo v to e 7,723 8,995 7,631 4,304 2,600
Total ... i e e . ¥ 330,529 ¥ 333,541 ¥ 292,669 ¥ 155,281 ¥ 120,909
Nuote:

(1)  Asof the dates indicated, the Company did not have off-balance sheet securitized loans.

Unsecured Loans

Unsecured loans are the most important part of ATFUL’s business. Unsecured loans are consumer loans to
individuals, not supported by collateral or any third-party guarantee. Loans extended through credit card cash
advances and loan card cash advances are included in this segment. Loans extended through credit card cash
advances were ¥209,300 million, ¥220,804 million, ¥229,985 million, ¥228,653 million and ¥227,208 miilion as
of March 31, 2005, 2006 and 2007 and September 30, 2006 and 2007, respectively. Credit limits per customer
are generally ¥500,000 or 10% of a customer’s yearly income up to ¥3 million. The current interest rates on
AIFUL’s unsecured loans generally range from 9.8% to 28.835% per annum.

Ouistanding unsecured loans constituted 76.6%, 77.5% and 77.2% of AIFUL’s aggregate loan balance as
of March 31, 2006, March 31, 2007 and September 30, 2007, respectively. Interest income from unsecured loans
constituted 82.5%, 83.5% and 84.6% of ATFUL’s interest income from loans for the year ended March 3t, 2006,
the year ended March 31, 2007 and the six months ended September 30, 2007, respectively. AIFUL anticipates a
gradual reduction in the proportion of the balance of unsecured loans to its total lending portfolic.

ATFUL engages in the unsecured loan business primarily through the Company. Total cutstanding
unsecured loans by the Company constituted 66.3%, 64.7% and 64.0% of AIFUL’s outstanding unsecured loans
balance as of March 31, 2006, March 31, 2007 and September 30, 2007, respectively. As of March 31, 2007 and
September 30, 2007, 89.3% and 84.0%, respectively, of the Company’s unsecured loan balances carried interest
rates greater than or equal to 20%. Interest income from unsecured loans by the Company constituted 66.6%,
65.0% and 63.2% of AIFUL’s interest income from unsecured loans for the year ended March 31, 2006, the year
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ended March 31, 2007 and the six months ended September 30, 2007, respectively. Life, through its Cash Plaza
and credit card cash advance operations, and Tryto, Wide, TCM and Passkey also engage in this business.

Secured Loans

ATFUL makes secured loans, mainly to individuals who provide home mortgages as collateral. In limited
cases, AIFUL makes secured loans to corporations that provide real estate as collateral. Almost half of AIFUL’s
secured loans extended to new customers are secured by first mortgages. Credit limits are subject to an
evaluation of the collateral, creditworthiness of the borrower and internal approval. ATFUL is reviewing its
business strategy related to its secured loan products based upon the amendments to the laws relating to the
consumer finance industry. The current interest rates on AIFUL’s secured loans generally range from 9.2% to
21.9% per annum, although most of these loans in terms of outstanding balance bear interest at rates between
15.0% and 21.9% with 75.0%, 72.4% and 70.8% of the secured loans carrying interest rates of greater than or
equal to 15%, as of March 31, 2006, March 31, 2007 and September 30, 2007, respectively.

Outstanding secured loans comprised approximately 16.0%, 14.7% and 14.7% of AIFUL’s total
outstanding loans as of March 31, 2006, March 31, 2007 and September 30, 2007, respectively. Interest income
from secured loans constituted 11.4%, 9.7% and 9.0% of AIFUL’s interest income from loans for the year ended
March 31, 2006, the year ended March 31, 2007 and the six months ended September 30, 2007, respectively.
ATFUL believes the market for secured loans has growth potential. However, due to a less aggressive approach
with respect to sales of secured loan products in light of the anticipated regulatory changes, AIFUL’s outstanding
balance of secured loans has declined in recent periods, with the balance as of March 31, 2007 decreasing 18.3%
from March 31, 2006 and revenues for the year ended March 31, 2007 decreasing 22.4% from the previous year.
AIFUL’s outstanding balance of secured loans as of September 30, 2007 declined 18.4% from September 30,
2006 and revenues for the six months ended September 30, 2007 decreased 27.1% from the corresponding peried
in the prior fiscal year,

ATFUL’s secured lending business is conducted primarily through the Company. Total outstanding secured
loans by the Company comprised 95.6%, 94.2% and 93.5% of ATFUL’s outstanding secured loans balance as of
March 31, 2006, March 31, 2007 and September 30, 2007, respeciively. As of March 31, 2006, March 31, 2007
and September 30, 2007, 76.1%, 74.1% and 73.0%, respectively, of the Company’s outstanding secured loan
balance carried interest rates of greater than or equal to 15%. Interest income from secured loans by the
Company constituted 97.2%, 95.1% and 93.8% of AIFUL’s interest income from secured loans for the year
ended March 31, 2006, the year ended March 31, 2007 and the six months ended September 30, 2007,
respectively. Recently, Life, Businext, City’s, Tryto, Wide and Passkey have begun engaging in this business,
targeting customer segments different from those targeted by the Company. AIFUL has started to review whether
to implement changes to its secured loan products to respond to the changes in the laws related to the consumer
finance industry.

Small Business Loans

Small business loans, while limited in amounts, are a rapidly expanding part of AIFUL’s business. Small
business loans comprise loans of up to ¥15 million per customer to individuals who are self-employed small
business owners and small companies. Interest rates on AIFUL’s small business loans generally range from 8.0%
to 28.8% per annum with 32.1%, 22.1% and 16.5% of AIFUL’s outstanding balance of small business loans
carrying interest rates of greater than or equal to 28% as of March 31, 2006, March 31, 2007 and September 30,
2007, respectively. The maximum amount of small business loans offered by the Company’s subsidiaries varies,
As of September 30, 2007, the maximum amounts for such loans offered by the Company, Businext and City’s
were ¥5 million, ¥10 million and ¥15 million, respectively.

QOutstanding small business loans constituted 7.4%, 7.8% and 8.2% of AIFUL’s total outstanding loans as
of March 31, 2006, March 31, 2007 and September 30, 2007, respectively. Interest income from small business
loans constituted 6.1%, 6.7% and 6.4% of AIFUL’s interest income from loans for the year ended March 31,
2006, the year ended March 31, 2007 and the six months ended September 30, 2007, respectively. Although
small business loans are only a small portion of AIFUL’s business, AIFUL believes the market for small business
loans has significant growth potential. However, AIFUL’s outstanding balance of small business loans has
declined in the last fiscal year and during the six months ended September 30, 2007 due to a worsening business
environment for small to medium sized businesses and AIFUL’s tightening of credit standards.

ATFUL’s small business lending is conducted through the Company, Businext and City’s. Loans by the
Company constituted 23.2%, 18.5% and 16.0% of AIFUL’s outstanding small business loans as of March 31,
2006, March 31, 2007 and September 30, 2007, respectively. The Company generated 30.1%, 25.2% and 21.1%
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of ATFUL’s interest income from small business loans for the year ended March 31, 2006, the year ended
March 31, 2007 and the six months ended September 30, 2007, respectively, As of March 31, 2006, March 31,
2007 and September 30, 2007, 34.4%, 27.2% and 22,9%, respectively, of the Company’s outstanding balance of
small business loans carried interest rates of greater than or equal to 28%.

Businext lends to the medium-risk segment, while City’s lends to the high-risk segment, Businext has
already been offering only these loan products that comply with the limits of the Interest Rate Restriction Law.
Therefore, even after the scheduled reduction of maximum interest rate takes effect, Businext will not be legally
required to lower the interest rates on its loan products. In addition to loan products that comply with the limits of
the Interest Rate Restriction Law, City’s continues to offer loan products with interest rates that exceed the limits
of the Interest Rate Restriction Law. Therefore, City’s will be required to lower the interest rates on some of its
lean products to comply with the scheduled reduction of the maximum interest rates. AIFUL belicves these
markets may offer opportunities for growth, particularly since Japanese commercial banks have, in AIFUL’s
opinion, largely ignored these markets. The Company believes there is additional room for cooperation between
these subsidiaries.

Loan Customers

Loan customers represent a broad range of the Japanese population. The geographical concentrations of
outstanding loans generally tend to correspond to concentrations of working adults in Japan. While
approximately 69.1% and 69.2% of the Company’s unsecured loan customers as of March 31, 2007 and
September 30, 2007, respectively, were men, loan customers are not clustered in any single age group or
industry.

Customers who borrow from consumer finance companies can generally be described as persons who value
the following:

= readily available credit, including due to convenient locations, extended business hours and a rapid
credit assessment requiring only a short interview and presentation of documents normally in one’s
possessiot;

*  rapid access to cash once credit approval is granted, which is often important in a cash oriented
society like Japan, where personal checking accounts are generally unavailable;

¢« ageneral absence of restrictions on the use of borrowed funds and flexible repayment terms;
«  transaction privacy; and
e awide variety of consumer-oriented and innovative products and customer services.

The table below sets forth, for the periods indicated, the aggregate numbers of new loan customer accounts
of AIFUL and the Company.

Six months ended
Year ended March 31, September 30,
2005 2006 2007 2006 2007
(Thousands)
New Loan Customer Accounts:
AIFUL
Unsecured Loans .. .. .. v oo e v e e e e e e e e e e 526 533 242 145 76
Secured 10ANS .. .. o oo e e e e e e et e e e e 24 25 1 | 0
Small business IOANS .. .o v v oo ve ee v ot o v e et et e e e e e 31 38 13 8 5
7 | 582 597 258 155 82
Company
Unsecured 10ans .. .. .. .. o o ot o oo e e e e e e e 343 338 155 89 59
Secured 10anS .. ... oo e e e e e e e e e e e e e e e 23 23 0 0 0
Small business I0ANS .. .. w v oo v v oe o vr vr e e e e e 9 9 0 0 0
Total . o e e e e e e e e e e e e e 376 370 156 S0 60

In recent periods, leading Japanese consumer finance companies have seen a steady decline in the number
of new loan customers, Reasons for this decline include the following: (i) negative press coverage and media
reports with respect to Japanese consumer finance companies; (ii) an increase in new sources of consumer oans,
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including from credit card companies and consumer finance companies affiliated with commercial banks; and
(iii) tightening of credit standards for customers by consumer finance companies.

The table below sets forth, as of the dates indicated, the number of loan customer accounts with
outstanding loan balances of ATFUL and the Company.

March 31, September 30,
2005 2006 2007 2006 2007
{Thousands)
Customer Accounts with Outstanding Loan Balances:
AIFUL
Unsecured 10aN5 .. ..« oo o v vr v et vt on e or e e v e e e e 3,618 3,694 3,366 3,577 3,122
Secured loans .. .. . o oo e e e e e e e e e e e e e 99 104 87 96 80
Small business 1oans .. .. .. . v o e e e e e e e e 77 99 93 98 88
TOUL .. oo o e e e e e e e e e e e e e et e e e e e e 3,796 3,898 3,547 3,773 3,291
Company
Unsecured I0ANS .. .. ..« o e o ve ot er vt e et or et ot ee e e 2,091 2,057 1,788 1,942 1,628
Secured 10ANS .. .. oo it e e e e e e e e e e e e e e e 98 101 84 92 77
Small business 10ans .. .. .. .. .. o oo o e e et e e 24 27 2110 25 18
1+ L 2,214 2,187 1,894 2,060 1,723

Some AIFUL loan customers maintain accounts with two or more lenders included in the AIFUL group,

The table below sets forth, as of the dates indicated, the average balance per account of unsecured, secured
and small business loans receivable as well as the average of all loans receivable of AIFUL and the Company.,

March 31, September 30,
2005 2006 2007 2006 2007
(Thousands of yen)
Average Balance of Loans Receivable:
AIFUL
Unsecured 10ans .. .. .. .. oo oo oot i e e v i e i . ¥ 448 ¥ 462 ¥ 456 ¥ 461 ¥ 447
Secured 10anS .. .. oo i i v v i e e e e e e e e e 3,528 3,411 3,338 3,379 3,301
Small business 1oans .. .. v v oo ot ih cr o e e e e e e e e e 1,555 1,681 1,666 1,692 1,674
TOtAl ot o v s e vt v e e e e e v e e e ¥ 551 ¥ 572 ¥ 559 ¥ 568 ¥ 550
Company
Unsecured LOANS .. oo o v oo o v v o v s e e v e e e e e .. ¥ 522 ¥ 550 ¥ 556 ¥ 557 ¥ 549
Secured 10ANS .. .. . v vt e e e e e e e e e e e e e e e 3,499 3,355 3,269 3,316 3,222
Small business 10ans .. .. .. .o oo v ce e e e e e e e e e e 1,323 1,385 1,336 1,370 1,298
Total oo e et i e e ¥ 664 ¥ 691 ¥ 685 ¥ 692 ¥ 676
Loan Distribution Network

ATFUL’s consumer loan business is conducted through a proprietary nationwide network consisting, as of
September 30, 2007, of 232 staffed loan offices, 992 unstaffzd loan offices, 1,100 semi-automated loan-
contracting machines, including Ojidosan machines, 1,231 AIFUL ATMs and 169,671 third-party ATMs
throughout Japan. A number of AIFUL’s services are also available via the Internet and Internet-enabled (e.g.,
“i-mode”) mobile phones.

In March 2005, the Company introduced its “Suguwaza” automated account opening machines, which
allow customers to open an account in as few as five minutes with a follow-up phone call from the loans center to
establish loan amounts. The number of Suguwaza machines was 39 as of September 30, 2007.

AIFUL has substantially decreased the number of outlets in its loan distribution network in connection with
its restructuring measures. AIFUL reduced the number of Company outlets from 1,025 as of June 30, 2007 to
1,019 by September 30, 2007 and the number of AIFUL outlets from 1,265 as of June 30, 2007 1o 1,224 by
September 30, 2007. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—QOverview—Measures to Address Changes in the Industry”.
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The following table sets forth, as of the dates indicated, the total number of staffed and unstaffed loan
offices, the number of semi-automated loan-contracting machines, incleding Ojidosan machines, at unstaffed
loan offices and inside staffed loan offices and the number of ATMs of AIFUL and the Company.

March 31, September 30,
2005 2006 2007 2006 2007
(Thousands of yen)
Number of Staffed and Unstaffed Offices:
AIFUL
Staffed offices .. .. .. o e 884 873 364 820 232
Unstaffed offices .. .. .. . . o i 1,442 1,849 1943 1,893 992
Total . o e e ¥02236 2,722 2,307 2,713 1,224
Company
Staffed offices .. .. . oo oot o e 549 515 101 463 101
Unstaffed offices .. .. .. . o0 oo e oo v o i e e e e e 1,023 1,397 1,704 1,440 918
1 O 1,572 1,912 1,805 1,903 1,019
Number of Semi-automated Loan-contracting Machines:
AIFUL
Total .o o e e e e e e e e e e e e e 2170 2,249 1,872 2,237 1,100
Company
Qjidosan machines at unstaffed loan offices .. .. ............ . 1,017 1,087 1,400 1,130 879
Ojidosan machines at staffed loan offices .. ... ... ... ... 544 508 101 458 101
TOWtl oo vt e e e e e e e e e e e e e e e e e e e e 1,561 1,595 1,501 1,588 980
Number of ATMs:
ATFUL
ATMS oo e e e e e e e e e e e e e e e e 2,292 2361 1,998 2,359 1,231
Third-party ATMs .. .. . oo e e e n e e e 146,413 156,722 165,240 162,054 168,440
Total .. e e e e e 148,705 159,083 167,238 164,413 169,671
Company;
ATMS L o o e e e e e e e v e e 1,761 1,803 1,668 1,809 1,056
Third-party ATMs .. .. .. oo i it ee e e .. 14577 B4,836 87,390 85,510 88,990
Total . o e e e e e e e e . 16,338 86,639 89,058 87,319 90,046

AIFUL lenders engaged in the consumer finance business currently operate independently under their own
respective brand names. Customers of the Company are unable to access services and products of or otherwise
transact with the Company through a subsidiary’s network and customers of a subsidiary are unable to access
services and products of or otherwise transact with the subsidiary through the Company or another subsidiary’s
network. Nevertheless, customers of subsidiaries of the Company are currently able to withdraw funds from and
repay funds to those subsidiaries through the Company’s ATMs (but not through third-party ATMs in the
Company’s network). The Company is considering a wide range of options to reorganize its four consumer
finance subsidiaries, which may give customers common access to services and products offered by the
Company and these subsidiaries.

AIFUL’s customers are able to open new accounts, withdraw cash, make repayments and check account
balances at staffed and unstaffed loan offices. Loan offices are typically located near train stations, on main
shopping streets or in other locations with significant pedestrian traffic and in lower-cost suburban areas along
major thoroughfares.

Staffed Loan Offices

Despite the recent cut-back in the number of AIFUL staffed loan offices in connection with ATFUL’s
reorganization efforts, staffed loan offices remain important to support core business expansion and loan product
diversification. Secured and small business loan accounts are currently only offered at staffed offices. Semi-
automated loan-contracting machines have been installed in nearly all staffed loan offices.

Unstaffed Loan Offices

Unstaffed loan offices operate through the use of semi-automated loan-contracting machines and ATMs. In
the past, expansion had been linked in part to an expansion of the unstaffed loan office network.
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Semi-automated loan-contracting machines. In recent periods, a majority of new customers have opened
loan accounts through Ojidosan semi-automated loan-contracting machines. These machines offer increased
privacy and enhance efficiency since one person in a centralized processing center can handle loan applications
from several machines. In addition, these machines require less space and less cost than staffed loan offices.
There is typically no more than one semi-antomated loan contracting machine per location,

ATMs. Customers are able to withdraw cash, make repayments and check account balances through the
ATM network. In addition, if an increase in a customer’s credit limit has previously been approved, the increase
can be implemented through the ATM network. Most ATMs are located in loan offices.

Third-party ATMs. Links with third-party ATMs permit customers to withdraw cash or make repayments.
Third-party ATMs may be operated by banks, retailers and other institutions, and are able to dispense cash and
respond to balance inquiries. There is a per-transaction charge for the use of such ATMs which is not currently
passed on to the customer.

Opening of Unsecured Loan Accounts

The Company and each of its consolidated subsidiaries involved in the unsecured consumer ioan business
provide such loans to their respective customers through their own loan offices. While procedures for opening an
unsecured loan account are generully the same between the Company and these subsidiaries, the subsidiaries
have a great deal of autonomy with respect to setting credit limits (up to a maximum of ¥3 million) and making
credit assessments. For example, although the computer system of cach such subsidiary is largely based upon the
computer system of the Company, each such subsidiary generally utilizes its own computer database when
conducting a credit assessment with respect to a loan customer.

Procedures

Emphasis is given to making the unsecured loan credit application process quick and uncomplicated, The
process typically consists of a single interview by a loan officer of the loan applicant and the presentation by the
applicant of documents which are normally in one’s possession.

Loan applicants may apply to open an account at any staffed loan office by filling out an application form
and completing a personal interview, The standard of application review is the same as when an applicant applies
at a semi-automated loan-contracting machine. The loan staff conducts an interview with the applicant by
relaying computer prompted questions and entering related responses into the system. The computer then checks
the information against the relevant databases and responds with information relevant to the credit decision.

The process is similar when an applicant applies to open an account at a semi-automated loan contracting
machine. The applicant is required to fill out an application and submit a proper form of identification into the
machine along with the application, The interactive video screen then offers instructions and begins to
“interview” the applicant by prompting the applicant to enter responses to a series of questions. While the
computer analyzes the data provided by the applicant for creditworthiness, a loan officer at a regional processing
center observes the applicant remotely through discreet video cameras and prompts additional questions, as
appropriate,

Credit Assessment

The application process focuses principally on two factors: confirmation of the identity of the applicant and
evaluation of the creditworthiness of the applicant. To open a new account, the applicant is first required to
provide specified documentation and other information establishing the applicant’s identity. This information is
checked against different databases to ascertain the applicant’s creditworthiness. The databases include a
proprietary database and a credit database maintained by credit information centers, such as the Japan
Information Center Corporation (the Japanese national credit information center), especially for consumer
finance companies, as well as databases maintained by credit information centers for companies in other sectors
from which limited credit information such as past default history can be obtained.

Based on the documentation provided by the applicant and responses to the interview, and with information
from the databases, the borrower’s credit rank is antomatically furnished by the computer. There are 15 eligible
credit ranks, each of which has its own credit limit and minimum interest rate. Credit ranks are established based
on an evaluaton of borrower data over the previous several years, an analysis of the characteristics that tend to
influence default and on extensive simulations that consider interest rates, credit limits and account delinquency
ratios. The credit assessment system is reviewed from time to time as necessary in order to respond to changes in
the Japanese economy and to other factors, In response to recent changes in laws governing the Japanese
consumer finance industry, AIFUL has tightened its credit standards.
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Loan office managers generally make the final decision and set a borrower’s credit limit based on the
borrower’s credit rank and on qualitative factors apparent from the applicant’s interview,

Generally, applicants are rejected if they have substantial outstanding borrowings from other lenders or'a
past default history appears in the lender’s database or the database of a credit information center,

Credit Exposure Management

A limited number of staff, including loan office managers, has authority to establish a credit limit of up to
¥1,000,000 per customer, which is the maximum credit limit default in the computer system, If the computer
indicates a credit limit higher than ¥1,000,000 might be permitted, authorization is required to override the
default. Central loan approval staff in the credit department of the relevant lender are authorized to establish
limits of up to ¥3 million provided generally that the applicant is a repeat customer and certain additional credit
standards are satisfied. Unsecured credit is not extended in excess of ¥3 million per individual, except for loans
to small business owners discussed below.

In order to make the loan application process quick and uncomplicated, applicants are generally required to
present only readily available information and documentation. Credit assessments for loans up to ¥500,000 can
be made after a single interview lasting an average of approximately 30 minutes, and cash is normally available
to the customer immediately following the credit decision.

Opening of Secured Loan Accounts
Procedures
Generally, the secured loan credit approval process is as follows:

* A loan office receives an application, a copy of the land registration to the property being offered as
collateral and an official land map and confirms the applicant’s debt situation. As in the case of
unsecured loans, the applicant’s identity is checked, and the applicant is interviewed.

*  The lean office requests an appraisal through the Company’s internal appraisal system for most loans
or from an independent real estate broker or appraiser for certain high value loans.

»  The loan office sends the copy of the land registration, the official map, the appraisal of the collateral
and the customer’s personal information to the credit department for review.

*  The credit department evaluates the ownership and encumbrances shown in the land registration and
past repayment history and notifies the loan office of the results. If necessary, the credit department
may request additional information, such as the applicant’s record of residential mortgage loan
repayments, certificate of tax payments and photographs of the property. The credit department, with
its extensive experience, deiermines how much credit to extend. Occasionally, the credit department
may also request another property appraisal from a different real estate broker or appraiser,

= After the loan office receives approval from the credit department, it draws up the loan contract and
registers the revolving mortgage with the land registration offices.

Credit Assessment

Secured lean applicants, mainly individuals, are evaluated primarily by examining the real estate offered as
collateral. In certain cases, individual applicants may also be evaluated using the same scoring system uvsed to
evaluate unsecured loan applicants. The credit department is responsible for setting a secured loan applicant’s
credit limit within the range appropriate for the applicant’s credit rank, which is based on the lower of either the
applicant’s debt repayment capacity or the estimated value of the applicant’s collateral. Authority as to credit
decisions and credit limits may, in limited cases, be granted to loan office managers. Such loan office managers
are required to submit credit decision reports to the credit department.

Opering of Small Business Loan Accaunts

Loans from the Company of up to a maximum of ¥5 million to a self-employed small business owner may
be granted, depending upon whether a third-party guarantee is provided. Loans from Businext of up to
¥10 million and from City’s of up to ¥15 million may be granted if certain conditions are met. Before granting a
smnall business loan, both the loan applicant and the guarantor are evaluated using a scoring system specifically
designed to assess the creditworthiness of small business loan applicants,
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Lean Products and Terms

Lower interest rates are offered to certain established customers with good payment records and that meet
other specified credit standards. Interest is generally payable monthly, and the interest rate on overdue amounts
for most product types has been 29.2% per annum. In the future the Company will not be able to charge more
than 20.0% after the new maximum interest rates come into effect. Beginning on December 18, 2006, the
Company started to offer loan products with lower interest rates to its customers who maintain good credit
standing. In addition, in August 2007, for new loan applications the Company began to offer lower interest rate
loan products that comply with the limits of the Interest Rate Restriction Law. Further, Life started to offer
customers holding its gold cards lower interest rate loan products that comply with the limits of the Interest Rate
Restriction Law and plans to offer such lower interest rate products to additional customers. The maximum rate
of interest is regulated by law. See “—Regulation and Supervision™.

In the event of a non-payment of a loan installment or upon the occurrence of other specified defaults,
loans may be accelerated.

The table below sets forth, for the periods indicated, the average interest rates earned on unsecured, secured
and small business loans, in each case in terms of outstanding balance, by the Company.

Six months ended

Year ended March 31, September 30,

2005 2006 2007 2006 2607
Average Interest Rates on Company Loans: (V)
Unsecured 10ans .. .. oo oo o v o e e ee v et e e e e e e e e 245% 242% 229% 232% 21.6%
Secured 10ans .. .. .. . . . e e e e 16.2 15.9 135 13.8 123
Small business oans .. .. .. o o oo ot e ot e e e e e e e 254 25.2 2271 236 19.9

7 | 226% 224% 208% 211% 19.6%

Note:

(1)  With respect to each year and loan type, the average interest rate camned is calculated by dividing the amount of interest accrued by the
average of the amounts of loans outstanding at the beginning and the end of the year.

Unsecured Loan Terms

Unsecured loans are generally extended to first-time customers at a rate equal to an established loan
interest ceiling.

The table below sets forth the name, maximum loan amount, interest rate or range of rates, term and
payment methods for unsecured loan products,

Maximum Principal
Lender name Product name amount Interest rate (%)  repayment tertn Repayinent
Company .. .... Revolving loan ¥3,000,000 9.8 -28.835 UptoSyears Revolving monthly
from drawdown payments

Life .. .. .. .. .. .. Single payment ¥2,000,000 10.950 - 18.000 Following Lump-sum payment
credit card cashing loan month at end of term
Revolving payment ¥2,000,000 10.950 - 18.000 Perpetuity Revolving monthly
credit card cashing loan payments
Consumer finance ¥2,000,000 15.000 - 18.000 Perpetuity Revolving monthly
loan payments
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Secured Loan Terms

The table below sets forth the name, maximum loan amount, interest rate or range of rates, term and
payment methods for secured loan products.

Maximum Principal

Lender name Product name amount Interest rate (%)} repaymetit term Repayment

Company .. .. .. Standard plan ¥100,000,000 9.200-21.900 Up to 30 years Lump sum payment
at maturity

Asset utilization plan ¥100,000,000 15.000 Up to 30 years Lump sum payment

at maturity

Businext .. ., ., Mortgage card loan ¥ 20,000,000 8.000-15.000 Upto S years Revolving monthly
payments

Mortgage business loan  ¥100,000,000 5.000 - 15,000 Up to 30 years Lump sum payment
at maturity, in

installments
City’'s .. ...... Mortgage loan ¥500,000,000 6.980~17.800 Up to 16 years, Installment payment
8 months
Mortgage loan ¥500,000,000 6.980—17.800 Upto 5 years Free repayment
terms
Mortgage loan ¥500,000,000 6.980 - 17.800 Up to 6 months Lump sem payment
at maturity
Life ... ... .. Business mortgage loan ¥100,000,000 8.760 - 14.600 Up to 10 years Installment
payments
Good Life Mortgage loan ¥100,000,000 7.300 - 12,775 Upto 30 years Installment
payments

Small Business Loan Terms

The table below sets forth the name, maximum loan amount, interest rate or range of rates, term and
payment methods for small business loan products.

Maximom Principal
Lender name Product name amount Interest rate (%:) repayment term Repayment
Company .. .. .. Small business loan ¥ 5,000,000 21.000 - 28.800 Upto S years Lump sum payment
at marturity
Businext .. .... Card loan ¥10,000,000 8.000 ~ 18.000 Upto 15 years Revolving monthly
payments
Business loan ¥10,000,000 8.000~ 18.000 Upto 5 years At maturity orin
installment
payments
City’s .. ...... Businessloan ¥15,000,000 15.000 - 29.000 Up to 16 years, Installment
8 months payments
Business loan ¥15,000,000 15.000 - 29.000 Upto 3 years Free repayment
terms
New business loan ¥15,000,000 15.000 — 29.000 Up to 16 years, Installment
8 months payments
New business loan ¥15,000,000 15.000-29.000 Upto 3 years Free repayment
terms
Super business loan ¥15,000,000 8.000 - 13.000 Up to 16 years, Installment
8 months payments
Super business loan ¥15,000,000 8.000 - 18.000 Upto 3 years Free repayment
terms
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Credit Card Shopping Loans

The credit card shopping loan business is a small but growing part of AIFUL’s business in terms of
outstanding loans. Credit card shopping loans are extended for ths purchase via credit card of specified goods
and services from third-party member merchants.

Outstanding balances of credit card shopping loans as of March 31, 2006, March 31, 2007 and September 30,
2007 were ¥101,135 million, ¥117,222 million and ¥118,185 million, respectively. Interest income from credit card
shopping loans for the years ended March 31, 2006 and March 31, 2007 was ¥11,275 million and ¥12,754 million,
respectively, and ¥6,195 million and ¥7,112 million for the six months ended September 30, 2006 and
September 30, 2007, respectively. Although credit card shopping loans are relatively a small portion of ATFUL's
business, AIFUL believes the market for credit card shopping loans has growth potential and ATFUL’s cutstanding
balance of credit card shopping loans has been growing in recent periods.

AIFUL’s credit card shopping loan business is conducted primarily through Life. Life issues a variety of
credit cards, including its proprietary Life cards; joint cards with member merchants, which are used at the
merchant’s outlets; and joint cards with domestic and international credit card companies, such as the Life
MasterCard, Life Visa cards and Life ICB cards. Each card type allows cardholders to make purchases at Life
affiliated stores or to receive cash advances at Life’s ATMs.

Life s among the top issuers of credit cards in Japan, with approximately 14.5 million cards outstanding as
of September 30, 2007. This represents an increase of approximately 7.06 million cards from March 2001, when
AIFUL acquired Life. AIFUL seeks continued growth in the number of credit cards issued, primarily through
growth in issuance of joint cards. During the year ended March 31, 2007 and the six months ended September 30,
2007, Life issued 241 thousand and 102 thousand new proprietary credit cards, respectively, and 1.9 million and
0.9 million new joint credit cards, respectively. Domestically, Life credit cards may also be used at the retail
outlets of Life’s more than 102 thousand member merchants. During the year ended March 31, 2007 and the six
months ended September 30, 2007, the aggregate balance of Life’s credit card shopping loans was
¥117,222 million and ¥118,183 million, respectively. The average contractual interest rate earned by Life on
credit card shopping loans during the year ended March 31, 2007 and the six months ended September 30, 2007
(before credit losses and other costs) was 12.2% and 12.4%, respectively.

The table below sets forth the number of cards outstanding as of the date indicated, and new card issuances
during the fiscal year indicated, for Life’s credit card business.

As of or for the year ended As of or for the six months

March 3, ended September 30,
2005 2006 2007 2006 2007
{in thousands)
Cardsoutstanding .. .. .. .. .. . 11,916 13,096 14,065 13,592 14,541
Newcardsissued .. .. .. .o v v e o v e e e e e e e 2,086 2,310 2,180 1,136 995

The table below sets forth the types of fees earned, the range of fees charged and the method of repayment
for Life’s credit card shopping loan business.

Product name Fee types Range of fees charged Repayment
Credit card shopping loans .. .. .. .. Customer interest 12.200% - 14.900% From 3 to 2( installments
fees per annum
15.000% per annum Revolving monthly
payments
Member merchant  2.300% -- 5.500% per Installment payments
transaction fees transaction
2.500% -- 5.500% per Revolving monthly
transaction payments

In December 2004, Life entered into an alliance with Higashi-Nippon Bank, Under the zalliance, Life
MasterCard and Higashi-Nippon Bank’s ordinary account card were combined to create a three-in-one card that
includes the functions of a cash card, a credit card and a loan card. AIFUL believes that the introduction of AIFUL
MasterCards and Life’s alliance with Higashi-Nippon Bank are contributing, to a certain extent, to the expansion of
AIFUL’s customer base and the broadening of the scope of business, and will further strengthen brand loyalty
among AIFUL's customers. Life also has alliances with various companies and organizations which enhance the
functionality of Life’s credit cards including an agreement with NTT DoCoMo in August 2007 to provide Life
credit card services to customers through cellular phones equipped with iD electronic payment functionality.
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Per-item Shopping Loans

The per-itern shopping loan business is a small part of AIFUL's business, Per-item shopping loans, also
known as shopping loans and shopping installment loans, consist of loans to consumers to purchase specified
goods and services from third-party member merchants. The member merchants prepare the loan documentation
and the loan on AIFUL’s behalf,

Outstanding balances of per-item shopping loans as of March 31, 2006, March 31, 2007 and September 30,
2007 were ¥183,907 million, ¥112,518 million and ¥83,450 million, respectively. Interest income from per-item
shopping loans for the year ended March 31, 2006 and the year ended March 31, 2007 was ¥17,676 million and
¥12,998 million, respectively and ¥7,469 million and ¥3,935 million for the six months ended September 30,
2006 and September 30, 2007, respectively.

AIFUL conducts its per-item shopping lean business primarily through Life, The average amount of Life’s
per-item shopping loan advances was ¥148,198 million for the year ended March 31, 2007 and ¥97,981 million
for the six months ended September 30, 2007. Per-item shopping loans are repaid on average within
approximately two years. The aggregate balance of Life’s per-item shopping loans as of March 31, 2007 and
September 30, 2007 was ¥112,512 million and ¥83,450 million, respectively. The average contractual interest
rate earned by Life for per-item shopping loans during the year ended March 31, 2007 and the six months ended
September 30, 2007 (before credit losses and other costs) was 9.0% and 8.2%, respectively. These loans are
generally unsecured, and credit extension is generally based upon Life’s evaluation of the creditworthiness of the
member merchants and the customers to whom credit is to be extended. In response to certain risks associated
with the per-item shopping loan business, including those related to illegal sales tactics of some third-party
member merchants, Life has adopted a stricter standard for engaging in business with such merchants since the
year ended March 31, 2007.

The table below sets forth the types of fees earned, the range of fees charged and the method of refund for
Life’s per-item shopping loans.

Product name Fee types Range of fees charged Repayment
Per-item shopping loans .. .. .. .. .. .. Customer interest fees 10.410% - 12.440%  From 3 to 60 installments
per annum

Member merchant 0.000% - 4.000% Installment payments
Iransaction fees per transaction

Loan Guarantees

ATFUL has agreements with banks and other financial institutions under which AIFUL provides guarantees
of unsecured and small business loans extended by those institutions. Although the funds for these loans are
provided by third parties, AIFUL includes the loan amounts under guarantee in the assets and liabilities on its
balance sheet in accordance with accounting principles and practices generally accepted in Japan.

ATFUL charges a transaction fee for its loan guarantee services based on the amount of the loan being
guaranteed. AIFUL accrues such fees as interest income over the life of the guarantee.

Outstanding balances of loan guarantees as of March 31, 2006, March 31, 2007 and September 30, 2007
were ¥153,767 million, ¥141,930 million and ¥134,780 millicn, respectively. The decreases are primarily due to
the impact of regulatory sanctions. Interest income on loan guarantees for the year ended March 31, 2006 and the
year ended March 31, 2007 was ¥8,668 million and ¥9,187 million, respectively, and ¥4,669 million and
¥4,349 miltion for the six months ended September 30, 2006 and September 30, 2007, respectively. Despite the
fact that loan guarantee business is only a small portion of AIFUL’s business, AIFUL believes the market for
loan guarantees has significant growth potential. For the year ended March 31, 2007, revenues increased 6.0%
from the previous year despite a decrease in the balances of loan guarantees. For the six months ended
September 30, 2007, however, revenues decreased by 6.9% from the six months ended September 30, 2006 due
1o a large decrease in the balance of loan guarantees. The decrease primarily reflected the decrease in the amount
of unsecured and small business loans made by banks and other financial institutions.

AIFUL conducts its loan guarantee business primarily through the Company and Life.

Other Businesses

The Company conducts a loan collection and claims servicing business through its subsidiary, AsTry, a
Joint veniure with Aozora Bank, Lid.
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Although the Company is withdrawing from the real estate business, it continues to hold a subsidiary
engaged in this business. This subsidiary is not material to AIFUL’s financial statements.

The Company also maintains equity interests in one affiliate, which provides credit card services,

Delinquent Accounts
Collection Procedures

The Company and other lending subsidiaries have standardized collection procedures for unsecured,
secured and small business loans. In general, each customer is required to make paymeats through an ATM, ata
loan office or by arranging for an inter bank transfer,

Collection of past due installments is initially the responsibility of the loan office extending the loan or
administering the account created by the relevant semi-automated loan-contracting machine. Appropriate loan
offices receive daily computer system reports of any overdue installments on the day following the relevant due
date. The Company’s contact center is required to promptly attemps to contact delinguent customers by telephone
or through the mail and most delinquent installments are paid shortly after the due date.

When an initial collection effort fails, contact center personnel continue collection efforts mainly by
telephone. Responsibility for collection of a delinquent loan remains with the Company’s contact center for up to
183 days from the date the last payment was made, After that time, however, responsibility for collection may be
transferred to a specialized collection office. These offices determine whether to write off the loan as
uncollectible, pursue collection efforts or initiate legal proceedings.

Overdue Loans

The table below sets forth, as of the dates indicated, the aggregate amount of overdue loans, including
non-accrual loans, outstanding (not including loans charged off) of AIFUL and the Company.

March 31, September 30,
2005 2006 2007 2006 2007
(Millions of yen)
Bad Debts:
AIFUL
Loans in legal bankruptey® .. .. . ... ... .. ... ¥ 31,020 ¥ 33,446 ¥ 43,008 ¥ 34,031 ¥ 42,162
Non-accrual loans®® .. .. .. ., .. e 60,283 80,721 180,819 145947 184,229

Accruing loans contractually past due for three
menths or more as to principal or interest

Payments . oo e e e e 21,049 27.564 36,665 48,448 37,649
Restructured 10ans®™ ., .. .o oo oo e e e 62,784 62,069 67,554 58,528 71,661
Total . v o e e e i e e e e e e e e e e . ¥LTS5,136 0 ¥203,800 ¥328,046 ¥286,954 ¥335,701
Company
Loans in legal bankruptcy® .. .. ... .o w .. ¥ 28145 ¥ 30,309 ¥ 36,936 ¥ 31,082 ¥ 39,142
Non-accrual loans®® . .. .. .. .. R 48,221 63,877 142,932 119,707 142,497

Accruing loans contractually past due for three
months or more as to principal or interest

PAYMENTST) |, L ot e v e e e e e e e e e e 12,101 15,667 20,362 29,037 18,512
Restructured loans™ .. .. .. . . o o v e e e e e e e 40,196 36,383 37,903 32,442 39,691

TOtal o oo o s e s e e e e e e . F128.663 ¥146,236 ¥238,133 ¥212,268 ¥239,842
Notes:

(1) *Loans in legal bankruptcy™ are loans on which accruals of interest are discontinued (excluding the portion recognized as bad debis),
based on management’s judgment as to the collectibility of principal or interest resulting from the past due payment of principal or
interest and other factors. Allowances for doubtful accounts are stated at such amount less net realizable value of collateral.

{2) “Non-accrual loans™ are loans on which accruals of interest are discontinuzd, and other loans for which regular paymeats are being
made where an interest payment deferment has been granted to assist a debtor in financial difficulty, other than loans in legal
bankruptcy.

(3)  *“Accrual loans contractually past due for three months or more as to principal or interest payments” are loans for which payment of
principal or interest has not been received for a pericd of three months or more beginning from the business day following the due date
for such payment, other than loans in legal bankruptcy and non-accrual ican:,

113



(4)  “Restructured loans” are loans for which the creditor has granted concessions, including a reduction of the siated interest rate, deferral
of interest payment, extension of maturity date or waiver of the face amount, to assist debtors in financial difficulty, other than loans in
legal bankruptey, non-accrual loans and accrual loans contractually past due for three months or more as o principal or interest
payment.

Charge-gffs

Unsecured loan receivables are charged off upon the occurrence of certain events. Charge-offs are
generally made in the event:

*  the borrower enters bankruptcy;
= 184 days have elapsed after the latest repayment in the case of the borrower’s death;

» 184 days have elapsed after the latest repayment in the case that the delinquent borrower cannot be
located; and

» 366 days have clapsed after the latest repayment in the case that the delinquent borrower has
otherwise failed to make any payment.

ATFUL also charges off amounts paid for interest refund claims against the outstanding balance of loans
extended to the relevant customer. See “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Critical Accounting Policies—Allowances Related to Losses on Interest Refunds”,

In accordance with Japanese GAAP, AIFUL does not charge off the amount of secured loans to borrowers
who become subject to bankruptcy or other similar proceedings, but instead reclassifies such loans as loans in
legal bankruptcy, pending dividend payment out of bankruptcy or reorganization procedures, because a
charge-off is not permitted until the value of the security is determined.

The table below sets forth, far each of the periods indicated, charge-offs in respect of loans to customers and
the amount of charge-offs expressed as a percentage of the total loans outstanding at period end including
off-balance sheet loans of the Company and of Life,

Six months ended
Year ended March 31, September 30,
2005 2006 2007 2006 2007
(Millions of yen, except percentages)
Charge-offs:
Company
Unsecured 10ans .. . oo o v oot vt oe e ¥81,i94 ¥80,606 ¥119,086 ¥50,684 ¥75,040
Securedloans .. ..o 7,187 8,940 8,576 4,180 5,013
Small business loans .. .. .. o v o e ot 1,936 2,344 4,022 1,486 2,802
Total charge-offs .. .. .. .. .. ... ... ¥90,317 ¥91,890 ¥131,684 ¥56,350 ¥82,855
Charge-offs percentage .. .. .. ......... 6.1% 6.1% 10.1% 4.0% 71%
Six months ended
Year ended March 31, September 30,
2005 2006 2007 2006 2007
{Millions of yen, except percentages)
Charge-offs:
Life
Total charge-offs .. .. ... ..ol ¥36,658 ¥37,266 ¥44 499 ¥20,109 ¥28,049
Charge-offs percentage .. ...... .. .. . .. 4.9% 4.8% 6.2% 2.7% 4.2%

Loans are charged off against the allowance for doubtful accounts er, if charge-offs exceed the existing
provision, the excess is charged to charge-off expenses and included in operating expenses.

Allowance for Doubtful Accounts

An allowance for doubtful accounts is established each year as a reserve against losses on delinquent and
uncollectible loans and receivables. The allowance is stated in amounts considered to be appropriate based on
past credit loss experience and an evalvation of potential losses in the receivables outstanding. In most recent
periods, the allowance for doubtful accounts has exceeded the amount that may be deducted for tax purposes.
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An allowance against secured loans is generally maintained in an amount equal to the excess of the loan
over the estimated amount recoverable in bankruptcy or similar proceedings, which is generally the value of the
collateral securing the loan.

The table below sets forth, as of and for each of the periods indicated, the allowance for doubtful accounts
(other than advances to subsidiaries and doubtful accounts) at the beginning of the period, changes to this
allowance during the period and the balance of the allowance at the end of such period with respect to AIFUL
and the Company,

March 11, September 30,
2005 2006 2007 2006 2007
(Millions of yen)

Allowance for Doubtful AccountsV:
AIFUL
At the beginning of the pcnod ¥ 126918 ¥ 137936 ¥ 146,962 ¥146,962 ¥ 379,848
Provisions .. .. .. .. o 136,552 146,921 379,122 204,594 69,297
Charge-offs (125,534) (137.,395) (146,236) (89,341) (127.401)
Atperiodend .. .. .. .. ¥ 137936 ¥ 146,962 ¥ 379,848 ¥262,215 ¥ 321,744
Company
At the beginning of the period .. ¥ 81,693 ¥ 81428 ¥ 85659 ¥ 85,659 ¥ 262,186
Provisions .. ... . oo oo 81,928 85,659 262,186 159,441 40,424
Charge-offs (81,694) (81,928) (85,659) (57,432) (84,609)
Atperiodend .. .. .. .. .. e ¥ 81928 ¥ 85559 ¥ 262,186 ¥187,668 ¥ 218,001
Note:

(1}  This allowance for doubtful accounts established as a reserve against losses on loans, loan guarantees and receivables is a cumrent assets
amount.

The table below sets forth, as of and for each of the periods indicated, the allowance for advances to
subsidiaries ang doubtful accounts at the beginning of the period, changes to this allowance during the period and
the balance of the allowance for advances to subsidiaries and doubtful accounts at the end of such period with
respect to ATFUL and the Company.

March 31, September 30,
2005 2006 2007 2006 2007
(Millions of yen}
Allowance for Advances to Subsidiaries and Doubtful
Accounts(!
ATFUL

At the beginning of the period .. .. .. .. .. oo 0

Provisions

Charge-offs . . o oo v e e e v v e e e
Atperiodend .. .. . o e e e

Company
At the beginning of the pcnod
Provisions

Charge-offs@ .. . . L L e e
Atperiodend .. .. .. o e e e e e e e e

Notes:

¥18,839 ¥21,547 ¥24,753 ¥24,753 ¥27,725
7,799 7,836 8,509 3,323 3,895
(5,091) (4,630) (5.,537) (4,157) (3,907)

¥21,547 ¥24,753 ¥27,725 ¥23,920 ¥27,713

¥18,265 ¥19,125 ¥21,339 ¥21,339 ¥69,765
5,906 6,367 53,121 2474 (2,074)
(5,046) (4,153) (4,695) (3,677) (3,323)

¥19,125 ¥21,339 ¥69,765 ¥20,136 ¥64,369

{1) This allowance for advances to subsidiaries and doubtful accounts established as a reserve against losses on advances o subsidiaries,
claims in bankruptcy and other assets is a investments and other assets amount.

(2)  Includes both principal and interest.
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Personal Bankrupicy

The rate of personal bankruptcies in Japan peaked in the year ended March 31, 2004, with 239,451
applications in such year, and have since been on the decline with 160,634 applications reputed in the year ended
March 31, 2007. The table below sets forth, as of and for the dates indicated, the number of personal
bankruptcies in Japan.

For the year ended March 31,
2003 2004 2005 2006 2007
Annual personal b:mkruptcy apphcanons filed for the
periods indicated . . o e 226,484 239451 200,931 181,860 160,634

Source: Supreme Court of Japan

Information Systems

In April 2006, the Company implemented its eighth-generation information systems upgrade
for management of customer credit assessments and record keeping, loan disbursements and payments and
related functions. All of the Company’s loan offices, Ojidosan machines and ATMs are directly linked to host
computers at a centralized computer facility located in Kyoto, where Company personnel generally develop the
software for the Company’s computer operations. Data backup is conducted on a daily basis. Each ioan office
also maintains on-site customer data of such office, which serves as an additional backup to the central database.

In addition, the Company maintains computer facilities for accounting and other corporate administrative
functions and management of real estate, The Company also maintains a computer network for data
communication with subsidiaries and third parties.

Life and other subsidiaries of the Company maintain their own computer networks, which are separate
from the Company’s network.

Marketing

ATFUL believes the “AIFUL” brand name is well recognized and accepted by customers and in the
Japanese consumer finance industry. The Company utilizes various marketing techniques in an attempt to
increase its customer base and establish a favorable public image for the “AIFUL” brand narme. The Company’s
advertising department is responsible for placing broadcast and print advertisements. In April 2006, when the
Company received the business improvement order from the FSAJ, the Company, Wide and Tryto voluntarily
stopped airing television commercials and distributing tissue packets. The Company resumed television
advertising in January 2007. In addition, the Company secks to further enhance its image through its “e-cashing”
Internet-based services and its Internet-enabled (e.g., “i-mode™) mobile phone services.

AIFUL believes that the “Life” brand name is well-recognized in its market. Life has promoted its
corporate brand name, “Life Card”, through high profile television advertising, and by sponsoring sporting events
such as the Life Women’s Golf Toumament in an effort to firmly establish Life’s corporate identity.
Furthermore, to increase the number of cardholders, Life introduced a student credit card in March 2006 and a
gold card in April of the same year.

Businext and City’s use various marketing techniques to establish recognized brand names in their
respective markets.

Litigation

AIFUL is a party to routine litigation incidental to its business. Except for interest repayment claims,
AIFUL is currently aware of no particular litigation or category of litigation expected to have a material adverse
effect on its financial condition or results of operations. Interest repayment claims have been growing in recent
years and, although individual claims are generally small, the aggregate amount of such claims has materially
and adversely affected AIFUL’s financial condition and results of operations and is likely to continze to do so in
the current and future fiscal years.

Competition

The Japanese consumer credit markets are highly competitive, Foreign financial institutions and Japanese
financial institutions, including banks, credit card companies, consumer credit companies and consumer finance
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companies compete, directly or indirectly, in the market, while competition among leading consumer finance
companies has become increasingly intense. In recent years, several consumer finance companies have formed
alliances with large Japanese commercial banks.

Barriers that once separated individual market segments in the market, such as the consumer loan, secured
loan, small business loan, consumer credit and credit card segments, are disappearing and a single consumer
credit market in Japan is rapidly emerging. Credit card companies and consumer credit companies are extending
unsecured loans to consumers and commercial banks and other traditional lending institutions, including foreign
financial institutions, with experience and expertise in consumer finance operations have on their own or through
alliances and joint ventures tried to enter the consumer finance market by offering lower interest rates than those
offered by the consumer finance companies.

In addition, the rapid and significant changes in ATFUL’s operating environment due to amendments to the
laws regulating moneylenders, including a scheduled reduction in maximum interest rates and introduction of an
upper limit on aggregate borrowings by an individual borrower, are disrupting the profitability of the consumer
finance industry. In light of the scheduled reduction in maximum interest rates, the consumer finance industry is
experiencing and will continue to experience excessive lending capacity primarily because lenders are tightening
credit standards and the industry is restructuring to reduce expenses. Many consumer finance companies have
announced restructurings. Seme consumer finance companies have gone out of business or been acquired or
consolidated and additional consumer finance companies may in the future go out of business or be acquired or
consolidated. Further, the scheduled introduction of an upper limit on aggregated borrowings by an individual
borrower is likely to contribute to excess lending capacity in the consumer finance industry. Excess lending
capacity in the consumer finance industry may result in increased competition for customers which would
adversely affect consumer finance businesses in a number of ways. Severe competition for customers may
prevent AIFUL from originating sufficient loans to sustain its respective operations and put downward pressure
on interest rates on the loans AIFUL and its competitors offer, Beginning on December 18, 2006, the Company
started to offer loan products with lower interest rates to its customers who maintain good credit standing. In
addition, in August 2007, the Company began te offer new loan applicants lower interest rate loan products that
comply with the limits of the Interest Rate Restriction Law, Further, Life started to offer customers holding its
gold cards lower interest rate loan products that comply with the limits of the Interest Rate Restriction Law and
plans to offer such lower interest rate products to additional customers,

Nevertheless, AIFUL believes that its consumer finance business maintains significant competitive
strengths over other consumer lenders such as banks in the consumer credit market based principally on its
ability to provide potentia} customers with:

+  readily available credit, including due to convenient locations, extended business hours (banks
typically close their loan offices at 3:00 p.m.) and a rapid credit assessment requiring only a short
interview and presentation of documents normally in one’s possession;

*  rapid access to cash once credit approval is granted, which is often important in a cash oriented
society like Japan, where personal checking accounts are generally unavailable;

*  ageneral absence of restrictions on the use of borrowed funds and flexible repayment terms;
*  transaction privacy; and
*  awide variety of consumer-oriented and innovative products and customer services,

Moreover, AIFUL believes that barriers to entry in the consumer finance business are significant. Entry
requires, among other things, large investments to establish a branch network and to develop the specialized
experlise, systems and databases necessary for profitable operations and low-cost collection. AIFUL maintains a
nation-wide network of loan offices and believes it is especially skilled at underwriting unsecured loans and
collecting delinquent debts. Moreover, the consumer finance industry maintains its own credit information
database that, in addition to default history, contains other information that is not readily available to other types
of lenders. Because of these factors, AIFUL believes that it is well positioned to withstand possible increases in
competition in the unsecured loan business.

ATFUL believes that the entry of other financial institutions into the consumer finance market has not 1o
date significantly affected its competitive position. AIFUL believes that this is due to the wide consumer
recognition of the “AIFUL” brand and by the lower level of investment in facilities such as loan offices and
ATMs made by the foreign competitors. There can be no assurance, however, that entry of commercial banks and
other traditional lending institutions, including foreign financial institutions, will not adversely affect AIFUL’s
competitive position in the future.
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AIFUL believes that competition among leading consumer finance companies in the consumer finance
market is based principally on the diversification of product lines, marketing, brand recognition, loyalty, location,
number and quality of lean offices and the ability to maintain liquidity. AIFUL believes that its consumer finance
business maintains competitive strengths over other consumer finance companies based principally on marketing,
brand recognition, image and loyalty, and location and network of loan offices, In order to effectively compete
with other leading consumer finance companies, AIFUL believes that it will need to continue to diversify its
product lines, expand its asset management and diversify its sources of funding,

Regulation and Supervision

AIFUL’s core consumer finance operations are subject to regulation and oversight by authorities, primarily
the FSAJ. The following three laws constitute the principal components of the legal and regulatory framework
governing AIFUL’s consumer finance operations:

= the Moneylending Business Law;
«  the Interest Rate Restriction Law; and

+  the Contributions Law,

Elimination of Voluntary Interest

The Contributions Law and the Interest Rate Restriction Law govern the maximum interest rate of
moneylenders. Currently, the maximum interest rate allowed under the Contributions Law is 29.2% per year
while the maximum interest rate under the Interest Rate Restriction Law is 15%, 18% or 20% per year,
depending upon the principal amount of the loan. ATFUL refers to interest in excess of the limits set forth in the
Interest Rate Restriction Law up to 29.2% as “voluntary” interest. Under the Interest Rate Restriction Law, an
agreement providing for payment of voluntary interest is void with respect to the voluntary interest portion.
However, the Moneylending Business Law currently recognizes the validity of voluntary interest payments, as
long as the payments are made voluntarily and the moneylender complies with notice requirements at the time of
execution of the contract and repayment.

Amendments to the Moneylending Business Law, the Contributions Law and the Interest Rate Restriction
Law were adopted in December 2006. The amendments will eliminate voluntary interest and reduce the
maximum interest to 15%, 18% or 20% per year, depending upon the principal amount of the loan. More
specifically, both imposition of interest in excess of these limits and payment of such interest, even if made
voluntarily, will become void. In addition, persons charging interest in excess of the applicable limit but not more
than 20% will be subject to administrative sanctions under the Moneylending Business Law, while persons
charging interest in excess of 20% will be subject to criminal sanctions under the Contributions Law. The
reduction in maximum interest rates will be introduced all at once, not in stages, not later than June 18, 2010.

ATFUL does not know when the reduction will occur and it could be soon. When the reduced maximum
interest rates take effect, the new maximum interest rates will apply to any subsequent loan originations.
Moreover, there can be no assurance that future legislation will not further reduce maximum interest rates.

The Moneylending Business Law

The Moneylending Business Law governs operators of moneylending business, requiring them to register
and to adhere to certain strict business regulations.

In accordance with the law, the Company, Life, Tryto, City’s, Wide and Businext have registered as
moneylenders with the FSAT, and each of TCM and Passkey have registered as a moneylender with the relevant
municipal government of the prefecture in which it conducts moneylending activities,

Under the Moneylending Business Law, AIFUL is supervised by the FSAJ, which has the right to review
ATFUL's operations and inspect its records to monitor compliance. The FSAJ has the authority under the
Moneylending Business Law to issue business improvement orders when it deems necessary, and to suspend
ATFUL's businesses and to cancel its registration as a moneylender upon substantial non-compliance with the
Moneylending Business Law and failure to comply with certain administrative orders. ATFUL's operations are
regularly inspected by the FSAJ.

The Moneylending Business Law requires registered moneylenders to provide borrowers (and any
guarantor) with a written notice of:

(a) terms and conditions of the loan at the time of, or. promptly afier, execution of the loan agreement
(including funds drawdown without formal execution of an agreement) or any guarantee agreement; and
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(b) repayment amounts received and application thereof to principal and interest owed, as well as the
customer’s remaining balance at the time of each repayment.

As mentioned above, the Moneylending Business Law also szts forth the conditions under which interest in
excess of levels allowed under the Interest Rate Restriction Law—i.e., “voluntary” interest—is currently permitted.
Any interest in excess of the level allowed under the Contributions Law is clearly prohibited in all circumstances.

Voluntary interest is currently permitted if:
«  the written notices mentioned in (a) and (b) above are duly delivered to the borrower; and
«  the excess interest is paid voluntarily.

In addition to the above, as a result of the amendment to the Moneylending Business Law, ATFUL is or will
be subject to the following regulations, as the case may be:

*  Increased regulation of moneylenders (currently effective). Moneylenders will be subject to increased
regulation, including in the areas of:

*  disclosure and conduct in connection with lending and collection activities; and
*  guarantor procurement.

*  Expanded authority of the regulator (to become effective by June 18, 2009). The FSAJ will be
authorized to regulate providers of credit information to moneylenders.

»  Establishment of an upper limit on lending (to become effective by June 18, 2010). Prior to issuing a
loan, moneylenders will be required to investigate, using information available from designated third-
party information providers, the ability of borrowers to repay. Lending by FSAl-registered
moneylenders will generally not be permitted if the aggregate amount of loans from all moneylenders
outstanding to an individual borrower after the extension of a loan will exceed one-third of the
borrower’s annual income.

The Interest Rate Restriction Law

The Interest Rate Restriction Law sets limits on the maximum interest rates on loans. The rates vary
depending upon the principal amount of the loan. The following table sets forth the maximum interest rates for
the principal amounts shown. The amendments adopted in December 2006 did not revise these interest rate
limits, However, the principal amount of outstanding loans already extended by a single moneylender to a
particular borrower will have to be aggregated when determining the applicable maximum interest rate in the
table below under such amendment, which amendment is expected to become effective at the same time as the
elimination of voluntary interest.

For principal amounts: Maximum interest rate per year
FImIllion OF MOTE .. . o oo co v e e ae vs e ee ee e ee ee ee ee er ee ee ee ee e ee et o e e e 15%
¥100,000 to less than ¥1 million .. .. .. .. o o o v o e e e e e e e e e e e 18
Less than F100,000 .. . . o o o e e e e e e e e e e e e e 20

An agreement providing for payment of interest at a rate exceeding the prescribed limits is void with
respect to the portion of any interest in excess of such limits. Currently, under the Moneylending Business Law,
payment of excess interest is deemed valid and non-refundable, up to the maximum interest rate under the
Contributions Law (i.e. 29.2% per year), so long as the excess interest is paid voluntarily and the moneylender
complies with specified notice requirements. However, such “voluntary” interest payments will be eliminated by
June 18, 2009, as mentioned above.

The Contributions Law

The Contributions Law governs the acceptance of unspecified multiple capital contributions or deposits. It
sets a maximum permitied interest rate—currently 29.2% per year—on loans and establishes disciplinary
measures for violations. All of the loan products that AIFUL currently offers bear interest at or below that rate,
However, after the elimination of voluntary interest, such interest rate will be reduced to 20% per year, including
default interest, and moneylenders will be subject to criminal sanctions for charging interest in excess thereof.
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Other Laws, Rules and Regulations and Related Litigation

Other industry rules and regulations deal with the operations of the consumer finance business, stipulate
coniract forms and written confirmation to be issued, prohibit excessive lending, control advertisement and
publicity, and regulate modes of debt collection.

The per-item shopping leans business and the credit card shopping loans business are primarily governed
by the Installment Credit Sales Law and any person engaged in either such business is required to register as an
intermediary for installment purchases, Life is so registered with the Director-General of the Kanto Bureau of
Economy, Trade and Industry of the Ministry of Economy, Trade and Industry and is subject to regulation
thereby in connection with such businesses.

ATFUL is subject to the Personal Information Protection Law. Under the law, companies that utilize
databases containing a significant amount of personal information must generally notify persons whose personal
information will be entered into such databases of the specific uses of such information and must not handle such
personal information beyond the extent necessary to achieve such specified uses or provide such personal
information to third parties without obtaining consent from such persons.
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MANAGEMENT AND EMPLOYEES

The Company’s Board of Directors has the vltimate responsibility for the administration of its affairs. The
Company’s Articles of Incorporation provide for not more than 11 Directors. Directors are elected at general
meetings of shareholders. The normal term of office of any Director expires at the close of the ordinary general
meeting of shareholders held with respect to the last fiscal year ended within one year after such Director’s
election to office. The Board of Directors elects from among its members one or more Representative Directors.
The Board of Directors may elect a Chairman, a President, one or more Vice Presidents, Senior Managing
Directors, and Managing Directors from among its members.

The Company’s Articles of Incorporation also provide for not more than four Corporate Auditors who are
elected at general meetings of shareholders. The normal term of office of any Corporate Auditor expires at the
close of the ordinary general meeting of shareholders held with respect to the last fiscal year ended within four
years after such Corporate Auditor’s election to office. Under the Company Law, the Corporate Auditors (at least
half of whom are required to be independent of the Company or any of its subsidiaries) are not required to be
certified public accountants and have the duties to supervise the administration by the Directors of the
Company’s affairs, to examine the financial statements and business reports to be submitted by a Representative
Director to the general meeting of shareholders and also to prepare an audit report. The Corporate Auditors are
required to attend meetings of the Board of Directors and, if necessary, to express their views at such meetings,
but are not entitled to vote. They are required to form the Board of Corporate Auditors and elect from among
themselves at least one standing Corporate Auditor. The Board of Corporate Auditors has a stamtory duty to
prepare an audit report based on the individual Corporate Auditors’ reports. The Board of Corporate Auditors
also determines matters relating to the duties of the Corporate Auditors, such as audit policy and methods of
investigating the Company’s business and property.

In addition to Corporate Auditors, the Company must appoint one or more independent auditors who have
the statutory duties of auditing the financial statements to be submitted by a Representative Director to the
general meeting of shareholders, reporting the conclusion of such audit of the financial statements to the relevant
Corporate Auditors and the relevant Directors and anditing the financial statements to be filed with the competent
local finance bureau in accordance with the Financial Instruments and Exchange Law of Japan. Presently, the
Company’s independent auditors are Deloitte Touche Tohmatsu (a Japanese member firm of Deloitte Touche
Tohmatsu, a Swiss Verein) and Shimbashi & Co.

The Company’s Directors and Corporate Auditors are as follows:

Name Title

Yoshitaka Fukuda President and CEQ; Representarive Director
Taichi Kawakita Representative Director
Shintarc Hashima Director

Tsuneo Sakai Director

Nobuyuki Wakuta Director

Yoshinobu Takaishi Director

Masami Munetake Director

Masayuki Sato Director

Hiroshi Abe Director

Kazuyuki Isono Director

Masanobu Hidaka Standing Corporate Auditor
Sadayuki Matsuoka Standing Corporate Auditor
Norio Onishi Standing Corporate Auditor

Yoshinobn Azuma Corporate Auditor

(*)  Kunio Takahashi is appointed as Substitute Corporate Auditor.

The business address of each of the Company’s Directors is the address of the registered head office of the
Company. All of the Company’s Directors are engaged in its businzss on a full-time basis.

Related Party Transactions

The Company leases buildings and engages in business on an arm’s-length basis with Sanko Limited and
Sanshu Limited, both of which are companies managed and partially owned by the Company’s President. For the
year ended March 31, 2007, the Company paid rent of ¥36 million and ¥2 million for such buildings te
Sanko Limited and Sanshu Limited, respectively.
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Employees

As of September 30, 2007, the Company had 2,657 full-time employees. The Company considers its labor
relations to be excellent. The mandatory retirement age for employees is 60. Employees are entitled to receive a
lump-sum severance payment and a pension, the amount of which is based on their rate of pay at the time of
termination, years of service and certain other factors.

The Company encourages its employees to purchase the Shares in the market through an employee stock
purchase association, subject to certain limits calculated in reference to an employee’s basic salary. The
Company subsidizes 10% of the purchase price of Shares purchased by employees through this association. The
Board of Directors of the Company reselved to introduce an employee stock purchase association for each of its
subsidiaries to encourage the purchase of Shares by employees, with a subsidy of up to 10% of the purchase price
of Shares paid by each subsidiary, depending on the financial and other position of the subsidiaries.

Stock Option Plans

2004 Plan. The Company adopted a stock option plan by resolution at the general meeting of shareholders
held on June 25, 2004 in accordance with the Commercial Cade, Under this plan, options to purchase 347,400
Shares were granted to the directors and employces of the Company and certain subsidiaries designated by the
Board of Directors of the Company. The exercise price per Share of each option is ¥7,774. The number of shares
to be issued upon the option grants and the exercise price were adjusted to reflect a three for two stock split made
on May 23, 2005.

As of September 30, 2007, 3,376 options are outstanding and 253,200 Shares may be issued or delivered
upon exercise of such options. The stock options are exercisable from July 1, 2006 until June 30, 2009.

2005 Plan. The Company adopted a stock option plan by resolution at the general meeting of shareholders
held on June 24, 2005 in accordance with the Commercial Code. Under such plan, options to purchase 374,400
Shares were granted to directors and key employees of the Company and certain subsidiaries designated by the
Board of Directors of the Company. The exercise price per Share of each option is ¥8,420.

As of September 30, 2007, 5,568 options are outstanding and 278,400 Shares may be issued or delivered
upon exercise of such options. The stock options are exercisable from July 1, 2007 to June 30, 2010.

122



SUBSIDIARIES AND AFFILIATES

As of September 30, 2007, the Company has 11 consolidated subsidiaries and 20 non-consclidated
subsidiaries. As of the same date, the Company had two affiliates which were not accounted for by the equity
method but by the cost methed in the Company’s financial statements.

The following table sets forth certain information on the Company’s consolidated and non-consolidated
subsidiaries and affiliates as of September 30, 2007:

Percentage of
Shares Held
Directly or
Indirectly by
Name Country Main Business Issued Capita! the Company
{Thousands of yen) (%)
Consalidated Subsidiaries
Life Co., Ltd. Japan Credit card, per-item shopping 70,000,000 95.88
loans, unsecured, secured loan
and credit guarantee
Businext Corporation Japan Secured, small business loans 4,000,000 60.00
City's Corporation Japan Secured, small business loans 700,000 100.00
City Green Corporation Japan Hoalding company for City’s 100,000 100.00
Corporation
Tryto Corporaticn Japan Unsecured, secured loans 10,000 100.00
Wide Corporation Japan Unsecured loans 2,555,000 100.00
TCM Co., Ltd. Japan Unsecured loans 50,000 100.00
New Frontier Partners Co,, Ltd. Japan Venture capital, non-bank 3,100,000 100.00
financial services
AsTry Loan Services Corporation Japan Debt collection 500,000 86.00
Marutoh KK Japan Real estate business 70,000 100.00
Passkey Co., Ltd.\ Japan Unsecured loans 300,000 100.00
Non-Consolidated Subsidiaries
Life Stock Center Co., Lud. Japan Storage, truck transportaticn, 10,000 95.88
express business
L System Service Co,, Lid. Japan Unsecured loans 10,000 95.88
AGM Research Institute Co., Ltd.™® Japan Social affairs research and 10,000 100.00
surveys
Secure Rent Guarantor Service Japan Residential rent guarantees 446,000 57.45
Corporation®
16 investment associationst — — —
Affiliates
Hakata Daimaru Card Service Co., Ltd.  Japan Credit services 10,000 20.00
Sumishin Life Card Company, Limited  Japan Credit services 200,000 49.00
Notes:

{1}  Consolidated since September 30, 2005.
(2)  Established as a wholly owned subsidiary in April 2006.
(3)  AIFUL subscribed for additional shares on August 30, 2007 which are not reflected in the table.

(4)  On September 8, 2006, the ASBJ issued PITF No. 20 Practical Solution on Application of Control Criteria and Influvence Criteria to
Investment Associations. AIFUL adopted this new accounting standard as of April 1, 2006 and as a result of the change in accounting
policy, beginning from the six-month period ended September 30, 2006, 16 investment associations are treated as non-conselidated
subsidiaries of the Company.
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DESCRIPTION OF THE SHARES

Set out below is certain information concerning the Shares, including brief summaries of certain provisions
of the Company’s Articles of Incorporation and Share Handling Regulations and of the Company Law relating to
Joint stock corporations (kabushiki kaisha) and certain related legislation, all as currently in effect.

General

All issued Shares are fully-paid and non-assessable, and are in registered form. Transfer of Shares is
effected by delivery of share certificates, but in order to assert shareholders’ rights against the Company, the
transferee must have his or her name and address registered in the Company’s register of shareholders. For this
purpose, shareholders are required to file their names, addresses and seals with the Company’s transfer agent.
Foreign shareholders may file specimen signatures in lien of seals. Non-resident shareholders are required to
appoint a standing proxy in Japan or provide a mailing address in Japan. Japanese securities firms and
commercial banks customarily act as standing proxy and provide related services for standard fees.

The Company’s transfer agent is The Sumitomo Trust and Banking Company, Limited,

The central clearing system of share certificates under the Law Concerning Central Clearing of Share
Certificates and Other Securities of Japan applies to the Shares. Pursuant to this system, a holder of Shares is able
to choose, at his or her discretion, to participate in this system and all certificates for Shares elected to be put into
this system are deposited with JASDEC (through a participating institution having a clearing account with
JASDEC, if the holder is not such a participating institution) and all such Shares are registered in the name of
JASDEC in the Company's register of sharcholders. Each participating shareholder will, in turn, be registered in
the Company’s register of beneficial shareholders and treated in the same way as shareholders registered in its
register of shareholders. In connection with the transfer of Shares held under this system, entry of the share
transfer in the records maintained by JASDEC for the participating institutions or the records maintained by each
participating institution for its customers or both have the same effect as delivery of share certificates.

A statute establishing a new electronic central clearing system for shares of listed companies and to eliminate
the issuance and use of certificates for such shares was promulgated in June 2004, and certain parts of the statute
that are relevant to the Shares will become effective within five years of the date of this promulgation. Currently, the
effective date has not yet been determined but is expected to be January 5, 2009. On the effective date, all existing
share certificates will become null and void and a new electronic central clearing system will be established and
become responsible for handling the shares of all Japanese companies listed on any Japanese stock exchange,
including the Shares. Thereafter, the transfer of such shares will be effected exclusively through entry in the records
maintained under the new central clearing system. Only shares deposited with JASDEC will be immediately
transferable under this new system. However, during the two weeks prior to the effective date, deposit with
JASDEC of shares, including those to be issued upon exercise of stock acquisition rights, will be suspended. Shares
not deposited with JASDEC prior to the effective date will be registered in a “special account” maintained by the
issuer of shares. In order to conduct any transaction in respect of shares registered in such special account, the
shareholder will be required to transfer such shares to the shareholder’s own account. This process of registration
and transfer is expected to take approximately one month in aggregate. However, the process of registration and
transfer will be more complex and may require even more time if the relevant shareholding is recorded in the
issuer’s register of shareholders as of the effective date in the name of a third party, e.g., a custodian. Shares issued
on and after the effective date will become transferable on the third business day after issuance.

Distributions of Surplus
General

Under the Company Law, distributions of cash or other assets by joint stock corporations to their
shareholders, so called “dividends”, are referred to as “distributions of Surplus” (“Surplus” is defined in
“Restriction on Distributions of Surplus™). The Company may make distributions of Surplus to its shareholders
any number of times per fiscal year, subject to certain limitations described in “Restriction on Distributions of
Surplus”. Under the Company Law and the Company’s Articles of Incorporation, the Board of Directors is
empowered to authorize distributions of Surplus, provided, however, that a general meeting of shareholders
resolution is required for any distribution in kind that is made without granting to shareholders the right to
require the Company to make such distribution in cash instead of in kind.

Notwithstanding the foregoing, in the event that the Company’s non-consolidated annual financial
statements and certain documents for the latest fiscal year do not present fairly its assets and profit or loss, as
required by ordinances of the Ministry of Justice, distributions of Surplus are required to be authorized by a
resolution of a general meeting of shareholders.
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Under the Company’s Articles of Incorporation, a year-end dividend may be distributed to shareholders of
record as of March 31 of each year, and an interim dividend may be distributed to shareholders of record as of
September 30 of each year pursuant to a resolution of the Board of Directors. The Company is not obliged to pay
any dividends unclaimed for a period of five years after the date on which they first became payable.

Distributions of Surplus may be made in cash or (except for interim dividends) in kind in proportion to the
number of Shares held by each sharcholder. A resolution of a general meeting of shareholders or the Board of
Directors authorizing a distribution of Surplus must specify the kind and aggregate bock value of the assets to be
distributed, the manner of allocation of such assets to shareholders, and the effective date of the distribution. If a
distributicn of Surplus is to be made in kind, the Company may, pursuant to a resolution of a general meeting of
sharcholders or the Board of Directors, grant a right to its shareholders to require the Company to make such
distribution in cash instead of in kind. If no such right is granted to shareholders, the relevant distribution of
Surplus must be approved by a special resolution of a general meeting of shareholders (see “—Voting Rights”
with respect to a “special resolution™).

In Japan, the ex-dividend date and the record date for dividends precede the date of determination of the
amount of the dividends to be paid. The price of the Shares generally goes ex-dividend on the third business day
prior to the record date.

Restriction on Distributions of Surplus

When the Company makes a distribution of Surplus, it must, until the sum of its additional paid-in capital
and legal reserve reaches one-quarter of its stated capital, set aside in its additional paid-in capilal and/or legal
reserve an amount equal to one-tenth of the amount of Surplus so distributed in accordance with an ordinance of
the Ministry of Justice,

The amount of Surplus at any given time must be calculated in accordance with the following formula:
A+B+C+D-(E+F+G)

In the above formula:

“A” = the total amount of other capital surplus and other retained earmings, as each such amount
appears on the Company’s non-consolidated balance sheet as of the end of the last fiscal vear,

“B” = (if the Company has disposed of its treasury stock: after the end of the last fiscal year) the amount
of the consideration for such treasury stock received by the Company less the book value
thereof,

“C" = (if the Company has reduced its stated capita! after the end of the last fiscal year) the amount of

such reduction less the portion thereof that has been transferred to additional paid-in capital or
legal reserve (if any),

‘D" = (if the Company has reduced its additional paid-in capital or legal reserve after the end of the last
fiscal year) the amount of such reduction less the portion thereof that has been transferred to
stated capital (if any),

“E” = (if the Company has cancelled its treasury stock after the end of the last fiscal year) the book
value of such treasury stock,

“F" = (if the Company has distributed Surplus to its sharcholders after the end of the last fiscal year)
the total book value of the Surplus so distributed, and

“G" = centain other amounts set forth in ordinances of the Ministry of Justice, including (if the
Company has reduced Surplus and increased its stated capital, additional paid-in capital or legal
reserve after the end of the last fiscal year) the amount of such reduction and (if the Company
has distributed Surplus to its shareholders after the end of the last fiscal year) the amount set
aside in its additional paid-in capital or legal reserve (if any) as required by ordinances of the
Ministry of Justice.

The aggregate book value of Surplus distributed by the Company may not exceed a prescribed distributable
amount (the “Distributable Amount™), as calculated on the effective date of such distribution. The Distributable
Amount at any given time shall be equal to the amount of Surplus less the aggregate of the followings:

(a) the book value of the Company’s treasury stock,
(b) the amount of consideration for the Company’s treasury stock disposed of by it after the end of the last

fiscal year, and
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(¢) certain other amounts set forth in ordinances of the Ministry of Justice, including (if the sum of
one-half of goodwill and the deferred assets exceeds the total of stated capital, additional paid-in
capital and legal reserve, each such amount being that appearing on the Company’s non-consolidated
balance sheet as of the end of the last fiscal year) all or certain part of such exceeding amount as
calculated in accordance with the ordinances of the Ministry of Justice.

If the Company has become at its option a company with respect to which consolidated balance sheets
should also be taken into consideration in the calculation of the Distributable Amount (renketsu haito kisei tekivo
kaisha), it will be required to further deduct from the amount of Surplus the excess amount, if any, of (x) the total
amount of stockholders’ equity appearing on its non-consolidated balance sheet as of the end of the last fiscal
year and certain other amounts set forth by an ordinance of the Ministry of Justice over (y) the total amount of
stockholders’ equity and certain other amounts set forth by an ordinance of the Ministry of Justice appearing on
its consolidated balance sheet as at the end of the last fiscal year,

If the Company has prepared interim financial statements as described below, and if such interim financial
statements have been approved by the Board of Directors or (if so required by the Company Law) by a general
meeting of shareholders, then the Distributable Amount must be adjusted to take into account the amount of profit
or loss, and the amount of consideration for the Company’s treasury stock disposed of by it, during the period in
respect of which such interim financial statements have been prepared. The Company may prepare
non-consolidated interim financial statements consisting of a balance sheet as of any date subsequent to the end of
the tast fiscal year and an income statement for the period from the first day of the current fiscal year to the date of
such balance sheet. Interim financial statements prepared by the Company must be reviewed by its Corporate
Auditors and independent certified public accountants, as required by ordinances of the Ministry of Justice.

Capital and Reserves

When the Company issues new Shares, the entire amount of money or other assets paid or contributed by
subscribers for such Shares is required to be accounted for as stated capital, although the Company may account
for an amount not exceeding one-half of the amount of such subscription money or other assets as additional
paid-in capital by resolution of the Board of Directors.

The Company may reduce its additional paid-in capital or legal reserve generally by resolution of a general
meeting of sharcholders and, in the case of reduction of additional paid-in capital and if so decided by the same
resolution, may account for the whole or any part of the amount of such reduction as stated capital. On the other
hand, the Company may reduce its stated capital generally by special resolution of a general meeting of
shareholders and, if so decided by the same resolution, may account for the whole or any part of the amount of
such reduction as additional paid-in capital. In addition, the Company may reduce its Surplus and increase either
(i) stated capital or (i) additional paid-in capital and/or legal reserve by the same amount, in either case, by
resolution of a general meeting of shareholders.

Stock Splits

The Company may at any time split the issued Shares into a greater number of Shares by resolution of its
Board of Directors. When a stock split is to be made, so long as the only type of the Company’s outstanding
stock is its common stock, it may increase the number of authorized shares to the extent that the ratio of such
increase in authorized shares does not exceed the ratio of such stock split by amending its Articles of
Incorporation, which amendment may be made without approval by shareholders.

Generally, shareholders do not need to exchange share certificates for new ones following a stock split, but
certificates representing the additional Shares resulting from the stock split will be issued to shareholders. Before
a stock split, the Company must give public notice of the stock split, specifying the record date therefor, not less
than two weeks prior to such record date.

Unit Share System

The Company’s Articles of Incorporation provide that 50 Shares constitute one “unit”. Its Board of
Directors is permitted to reduce the number of Shares that will constitute a unit or abolish the unit share system
entirely by amending its Articles of Incorporation without approval by shareholders, while a special resolution of
a general meeting of shareholders is required to increase such number of Shares that will constitute a unit. The
number of Shares constituting a unit may not exceed 1,000.

The Company’s Articles of Incorporation and Share Handling Regulations provide that no share
certificates shall, in general, be issued with respect to any Shares constituting less than one unit. Consequently,
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no certificates for Shares other than those constituting a full unit or an integral multiple thereof will be issued. As
the transfer of Shares normally requires delivery of the relevant share cernificates, any Shares constituting less
than one unit for which no share certificates are issued will not be transferable.

Under the unit share system, a shareholder has one vote for each unit of Shares held by the Company,
except as stated in “—WVoting Rights”. Shares constituting less than one unit will carry no voting rights and be
excluded for the purposes of calculating the quorum for voting purposes. Moreover, holders of Shares
constituting less than one unit will have no other shareholder rights if the Company’s Articles of Incorporation so
provide, except that such holders may not be deprived of certain rights specified in the Company Law or an
ordinance of the Ministry of Justice, including the right to receive distribution of Surplus.

Holders of Shares constituting less than one unit may at any time request the Company to purchase Shares
held by them. Pursuant to the Company’s Articles of Incorporation and Share Handling Regulations, any such
holders may also request the Company to sell to such holder Shares constituting less than one unit which, when
added to the Shares held by such holder, shall constitute a full one unit. Such purchase or sale of Shares will be
effected at the last trading price of the Shares on the relevant stock exchange on the day such request is made {or
if there is no trading in the Shares on the stock exchange or if the stock exchange is not open on such day, the
price at which the Shares are first traded on such stock exchange thereafter). The request of such purchase or sale
may not be withdrawn without the Company’s consent.

General Meetings of Shareholders

The ordinary general meeting of shareholders is customarily held in June of each year. In addition, the
Company may hold an extraordinary general meeting of shareholders whenever necessary. Notice of a general
meeting of shareholders stating, among others, the place, time and purpose thereof must be given to each
shareholder having voting rights (or, in the case of a non-resident shareholder, to its standing proxy or mailing
address in Japan) at least two weeks prior to the date set for the meeting. The record date for an ordinary general
meeting of sharcholders is March 31 of each year.

Any shareholder holding at least 300 voting rights or 1% of the. total number of voting rights for six months
or longer may propose a matter to be considered at a general meeting of shareholders by submitting a request to a
Representative Director at least eight weeks prior to the date of such meeting. If the Company’s Articles of
Incorporation so provide, any of the minimum percentages, time periods and number of voting rights necessary
for exercising the minority sharcholder rights described above may be decreased or shortened.

Voting Rights

A holder of Shares constituting one or more units is in principle entitled to one voting right for each unit of
Shares. However, in general, neither the Company nor any corporate or certain other entity onc-quarter or more
of the total voting rights of which are directly or indirectly held by the Company, has voting rights in respect of
Shares held by the Company or such entity.

Except as otherwise provided by law or in the Company's Articles of Incorperation, a resolution can be
adopted at a general meeting of shareholders by the holder of a majority of the total number of voting rights
represented at the meeting. The Company’s Articles of Incorporation provide that the quorum for election of its
Directors and Corporate Auditors is one-third of the total number of voting rights. The Company’s sharcholders
are not entitled to cumulative voting in the election of its Directors, The sharecholders may exercise their voting
rights in writing or through proxies, provided that the proxies are, in general, also shareholders who have voting
rights.

The Company Law provides that certain important matters shall be approved by a “special resolution” of a
general meeting of shareholders. Under the Company’s Articles of Incorporation, the quorum for a special
resolution is one-third of the total number of vating rights and the approval of at least two-thirds of the voting
rights represented at the meeting is required for adopting a special resolution. Such important matters include:

(i) purchase of Shares by the Company from a specific shareholder other than the Company’s subsidiary;
(i1) consolidation of Shares;

(i1i) issuance or transfer of new Shares or existing Shares held by the Company as treasury stock to persons
other than the shareholders at a “specially favorable™ price;

{(iv) issuance of stock acquisition rights (including those incorporated in bonds with stock acquisition
rights) to persons other than the shareholders under “specially favorable” conditions;

(v) removal of any of the Company’s Corporate Auditors;
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{vi) exemption from a portion of liability of the Company's Directors, Corporate Auditors or independent
auditors;

(vii) distribution of Surplus in kind with respect to which shareholders are not granted the right to require
the Company to make distribution in cash instead of in kind;

(viii) reduction of stated capital;

(ix) any amendment to the Company’s Articles of Incorporation;

{x) transfer of the whole or a substantial part of the Company’s business;
(xi} taking over of the whole of the business of another company;

(xii) dissolution or merger or consolidation;

(xiii} corporate split; and

(xiv) establishment of a parent and wholly-owned subsidiary relationship by way of a share transfer
(kabushiki-iten) or share exchange (kabushiki-kokan).

However, under the Company Law, no shareholder approval, whether by an ordinary resolution or a special
resolution at a general meeting of shareholders, is required for any matter described in (viii) through (xiv) above,
and such matter may be decided by the Board of Directors, if it satisfies certain criteria prescribed by the
Company Law as are necessary to determine that its impact is immaterial.

Liquidation Rights

In the event of the Company’s liquidation, the assets remaining after payment of all debts, liquidation
expenses and taxes will be distributed among holders of Shares in proportion to the respective numbers of Shares
held by them.

Subscription Rights

Holders of Shares have no pre-emptive rights, Authorized but unissued Shares may be issued at such times
and upon such terms as the Company’s Board of Directors determines, subject to the limitations as to the
issuance of new Shares at a “specially favorable™ price mentioned in “Voting Rights”. The Company’s Board of
Directors may, however, determine that shareholders be given subscription rights to new Shares, in which case
they must be given on uniform terms to all holders of Shares as of a record date of which not less than two
weeks’ prior public notice must be given. Each of the shareholders to whom such rights are given must also be
given at least two weeks’ prior notice of the date on which such rights expire.

Stock Acquisition Rights

The Company may issue stock acquisition rights (shinkabu yovakuken). Holders of stock acquisition rights
are entitled to acquire Shares from the Company, upon payment of the applicable exercise price, and subject to
other terms and conditions thereof. The Company may also issue bonds with stock acquisition rights (shinkabu
yoyakuken-tsuki shasai). The issuance of stock acquisition rights and bonds with stock acquisition rights may be
authorized by the Company’s Board of Directors unless it is made under “specially favorable” conditions, as
described in “Voting Rights”.

Record Date

As mentioned above, March 31 is the record date for the payment of year-end dividends and the
determination of shareholders entitled to vote at the ordinary general meeting of shareholders, and September 30
is the record date for the payment of interim dividends. In addition, by a resolution of the Board of Directors and
after giving at least two weeks’ prior public notice, the Company may at any time set a record date in order to
determine the shareholders who are entitled to certain rights pertaining to Shares.

Acquisition by the Company of the Shares

The Company may acquire Shares (i) by soliciting all its shareholders to offer to sell Shares held by them
{in this case, certain terms of such acquisition, including the total number of Shares to be purchased and the total
amount of consideration, shall be set by an ordinary resolution of a general meeting of sharecholders in advance,
and such acquisition shall be executed pursuant to a resolution of the Board of Directors), {ii) from a specific
shareholder other than any of the Company’s subsidiaries (pursnant to a special resolution of a general meeting
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of shareholders), (iii) from any of the Company’s subsidiaries (pursuant to a resolution of the Board of
Directors), or (iv) by way of purchase on any Japanese stock exchange on which the Shares are listed or by way
of tender offer (in either case pursuant to an ordinary resolution of a general meeting of shareholders or a
resolution of the Board of Directors). In the case of (ii) above, any other shareholder may make a request to the
Company’s Representative Director that such other shareholder be included as a seller in the proposed purchase,
provided that no such right will be available if the purchase price or any other consideration to be received by the
relevant specific shareholder will not exceed the last trading price of the shares on the relevant stock exchange on
the day immediately preceding the date on which the resolution mentioned in (ii) above was adopted (or, if there
is no trading in the shares on the stock exchange or if the stock exchange is not open on such day, the price at
which the shares are first traded on such stock exchange thereafter).

The total amount of the purchase price of Shares may not exceed the Distributable Amount, as described in
“Distributions of Surplus—Restriction on Distributions of Surplus™.

The Company may hold the Shares acquired in compliance with the provisions of the Company Law, and
may generally dispose of or cancel such Shares by resolution of its Board of Directors.

Disposal of Shares by the Company

The Company is not required to send notices to a shareholder if delivery of notices to such shareholder fails
continuously for five years or more at his or her address registered in the Company’s register of shareholders or
otherwise notified to the Company.

In the above case, if the relevant shareholder to whom delivery of notices has failed atso fails to receive
distributions of Surplus on the Shares continuously for five years or more at his or her address registered in the
Company's register of shareholders or ctherwise notified to the Company, then the Company may in general
dispose of such Shares at their then market price and hold or deposit the proceeds of such disposition on behalf of
the relevant sharcholder.

Reporting of Substantial Shareholders

The FIEL and its related regulations require any person who has become, beneficially and solely or jointy,
a holder of more than 5% of the total issued shares of capital stock of a company that is listed on any Japanese
stock exchange, to file a report with the Director of the relevant Local Finance Bureau of the Ministry of Finance
within five business days. With certain exceptions, a similar report must also be filed in respect of any
subsequent change of 1% or more in the holding or of any change in material matters set forth in any previously
filed reports. For this purpose, shares issuable to such person upon conversion of convertible securities or
exercise of share subscription warrants or stock acquisition rights are taken inte account in determining both the
number of shares held by the holder and the issuer’s total issued sharz capital. Copies of each report must also be
furnished to the issuer of the shares.

129



JAPANESE TAXATION

The following is a summary of the principal Japanese tax consequences to Bondholders and owners of
Shares acquired upon exercise of the Stock Acquisition Rights incorporated in the Subordinated Convertible
Bonds who are non-resident individuals or non-Japanese corporations having no permanent establishment in
Japan {“non-resident Holders”). The statements regarding Japanese tax laws set out below are based on the
laws in force and interpreted by the Japanese taxation authorities as at the date hereof and are subject to
changes in the applicable Japanese laws or double taxation conventions or clarification of or changes in the
interpretation by the Japanese taxation authorities occurring after that date. This summary is not exhaustive of
all possible tax considerations which may apply to a particular investor and potential investors are advised to
satisfy themselves as to the overall tax consequences of the acquisition, ownership and disposition of the
Subordinated Convertible Bonds and Shares acquired upon exercise of the Stock Acquisition Rights or as
consideration for the Subordinated Convertible Bonds acquired by the Company, including specifically the tax
consequences under Japanese law, the laws of the jurisdiction of which they are resident, and any tax treaty
between Japan and their country of residence, by consulting their own tax advisers.

Bonds

Receipts of premium (if any) upon redemption of the Subordinated Convertible Bonds are subject to
Japanese income tax (including corporate income tax) but are not subject to any withholding tax. If the recipient
is a resident or a corporation of a country with which Japan has an income tax treaty, Japanese tax treatment may
be modified by any applicable provisions of such income tax treaty, Bondholders are advised to consult with
their legal, accounting or other professional advisers as to the applicable tax treatment,

Gains derived from the sale of Bonds, whether within or outside Japan, by a non-resident Holder thereof
are, in general, not subject to Japanese income tax. Exercise of the Stock Acquisition Rights is not a taxable
event in general,

Japanese inheritance and gift taxes at progressive rates may be payable by an individual who has acquired
Bonds as legatee, heir or donee even if the individual is not a Japanese resident.

Shares

Generally, a non-resident Holder of Shares is subject to Japanese withholding tax on dividends paid by the
Company, and the Company will withheold such tax from payment of dividends. Stock splits are not subject to
Japanese income tax.

The rate of Japanese withholding tax applicable to dividends paid by the Company to a non-resident Holder
of Shares is 20%, subject to any applicable income tax treaty. However, with respect to dividends paid on listed
shares issued by a Japanese corporation (such as the Shares) to any corporate or individual shareholders
(including those sharcholders who are non-resident Holders), except for any individual shareholder who holds
5% or more of the outstanding total of the shares issued by the relevant Japanese corporation, the said 20%
withholding tax rate is reduced to (i) 7% for dividends due and payable on or before March 31, 2009 and (ii) 15%
for dividends due and payable on or after April 1, 2009.

Gains derived from the sale of Shares, whether within or outside Japan, by a non-resident Holder thereof
are, in general, not subject to Japanese income tax.

Japanese inheritance and gift taxes at progressive rates may be payable by an individual who has acquired
Shares as legatee, heir or donee even if the individual is not a Japanese resident.
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SUBSCRIPTION AND SALE

Nomura International ple {the “Manager™) has entered into a subscription agreement with the Company
dated February 13, 2008 in respect of each Series of Subordinated Convertible Bonds (the “Subscription
Agreement”), under which, subject to the satisfaction of certain conditions set out therein, the Manager has
agreed to subscribe for an aggregate of ¥50,000,000,000 in principal amount of the Subordinated Convertible
Bonds at the issuc price of 100.0% and the Offer Price of 100.0% of the aggregate principal amount of the
Subordinated Convertible Bonds, representing the ¥10,000,000,000 Series A Bonds, the ¥10,000,000,000 Series
B Bonds, the ¥10,000,000,000 Series C Bonds, the ¥10,000,000,000 Series D Bonds, the ¥10,000,000,000 Series
E Bonds, the ¥10,000,000,000 Series F Bonds and the ¥10,000,000,000 Series G Bonds. No selling concession or
combined management and underwriting commission will be payable by the Company with respect thereto.

The Company has agreed to pay certain costs in connection with the issue of the Subordinated Convertible
Bonds. The Manager is entitled to be released and discharged from its cobligations under the Subscription
Agreement or to terminate the relevant Subscription Agreement in certain circumstances prior to payment to the
Company as set out therein. The Company has agreed to indemnify the Manager against certain liabilities in
connection with the issue and offering of the Subordinated Convertible Bonds.

In connection with the issue and offering of the Subordinated Convertible Bonds, the Company has agreed not
10, and not to direct any entities or any persons acting at the direction of the Company to (i) issue, offer, pledge, sell,
lend, contract to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant any
option, right or warrant (including stock acquisition rights) to purchase, make any short sale or otherwise transfer or
dispose of, directly or indirectly, any Shares or any other capital stock of the Company or any securities convertible
into or exercisable or exchangeable for, or that represent the right to receive, Shares or any other capital stock of the
Company or (ii) enter into any derivative transaction or any other transaction that transfers, in whole or in part,
directly or indirectly, ownership (or any economic consequences thereof) of Shares or any other capital stock of the
Company, in each case, for a period beginning on the date of the Subscription Agreement and ending on the date
180 calendar days after the Closing Date without the prior written consent of the Manager, other than (a) the issue
and sale by the Company of the Subordinated Convertible Bonds or the issue or transfer of Shares upon exercise of
the Stock Acquisition Rights, (b) the sale of Shares by the Company to any holder of Shares constituting less than
one unit for the purpose of making such holder’s holding, when added to the Shares held by such holder, constitute
one full unit of Shares, (c) the issue of Shares by the Company as a result of any stock split and (d) any other issue
or sale of Shares required by applicable Japanese laws and regulations.

In connection with the issue of the Subordinated Convertible Bonds and Exchangeable Bonds, each of
Mr. Yoshitaka Fukuda and Yamakatsu Co., Ltd. has agreed not to, and not to permit any entities or any persons
acting at their direction to, (i) offer, pledge, issue, sell, contract (o sell, sell any option or contract to purchase,
purchase any option or contract to sell, grant any option, right or warrant (including stock acquisition rights) to
purchase, make any short sale or otherwise transfer or dispose of, directly or indirectly, shares of common stock
of the Company held by him or by it, as the case may be, or any securities convertible into or exercisable or
exchangeable for, or that represent the right to receive, such shares or (ii) enter into any derivative transaction or
any other transaction that transfers, in whole or in part, directly or indirectly, ownership (or any economic
consequences thereof) of such shares or any securities convertible into or exercisable or exchangeable for, or that
represent the right to receive, such shares, in each case, for a period beginning on the date of this Agresment and
ending on the date 180 calendar days after the Closing Date; provided, however that the restrictions described in
this paragraph shall not apply to the sale of common stock of the Company to certain related parties where such
related party enters into an agreement with Nomura International plc on terms equivalent to those set out above.

Neither the Subordinated Convertible Bonds nor the Shares issuable upon exercise of the Stock Acquisiticn
Rights offered herein have been or will be registered under the Securities Act or may be offered or sold within
the United States or to, or for the account or benefit of, U.S. persons.

Neither the Company nor the Manager represents that the Subordinated Convertible Bonds or the Shares
issuable upon exercise of the Stock Acquisition Rights may at any time lawfully be sold in compliance with any
applicable registration or other requirements in any jurisdiction or pursuant to an exemption available thereunder,
or assumes any responsibility for facilitating such sales.

In connection with the offering, the Manager may for its own account enter into asset swaps, credit
derivatives or other derivatives relating to the Subordinated Convertible Bonds and/or components of the
Subordinated Convertible Bonds and/or the Shares at the same time as the offer and sale of the Subordinated
Convertible Bonds or in secondary market transactions. As a result of such transactions, the Manager may hold long
or short positions in the Subordinated Convertible Bonds and/or the Shares and/or derivatives relating thereto. No
disclosure will be made of any such positions unless otherwise required by applicable laws and regulations.
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GENERAL INFORMATION

The Company has obtained all necessary consents, approvals and authorizations in Japan in connection with
the issue and performance of the Subordinated Convertible Bonds. The issue of the Subordinated
Convertible Bonds was authorized by resolutions of the Board of Directors of the Company dated
February 13, 2008.

The Subordinated Convertible bonds have been accepted for clearance through Euroclear and through
Clearstreamn, Luxembourg. The ISIN and the Common Codes for each Series are as follows:

ISIN  Common Code

Series A . o e e e e e e e e XS0347070574 034707057
Series B . e e e e e X80347073834 034707383
Series C . oot v i e e e e o e X80347074725 034707472
Series D .. oo e e e e XS0347075029 034707502
SeriesE . . e e e e e XS0347075888 034707588
Series F oo e e e X80347157348 034715734
SeriesG .. o e e i e . X80347160136 034716013

Save as disclosed in this Offering Circular, there has been no significant change in the financial or trading
position of AIFUL and no material adverse change in the financial position or prospects of AIFUL since
September 30, 2007 (being the date to which the most recent unaudited financial staterments have been
published).

Save as disclosed in this Offering Circular, there are no, nor have there been any, governmental, legal
arbitration, administrative or other proceedings involving the Company or its consolidated subsidiaries
which may have or have had during the 12 months immediately preceding the date of this Offering Circular
a significant effect on the financial position or the profitability of the Company and its consolidated
substdiaries, taken as a whole and, so far as the Company is aware, there are no such proceedings pending or
threatened involving (whether as defendant or otherwise) the Company or any of its consolidated
subsidiaries.

Copies of the latest audited consolidated annual financial statements of the Company and the latest
unaudited consolidated semi-annual financial statements of the Company may be obtained, and copies of the
Trust Deeds and the Agency Agreements will be available for inspection, at the specified offices of each of
the Agents during normal business hours, so long as any of the Subordinated Convertible Bonds are
outstanding.

Except to the extent provided in Condition 6 for ecach Series and required by the applicable laws, the
Conditicns for such Series do not provide for participating rights in the event of a take-over of the
Company.

The consolidated and non-consolidated financial statements of the Company as of and for the years ended
March 31, 2005, 2006 and 2007, included in this Offering Circular, have been audited by Deloitte Touche
Tohmatsu (a Japanese member firm of Deloitte Touche Tohmatsu, a Swiss Verein) and Shimbashi & Co.,
independent auditors, as stated in their reports appearing herein.

The Trustee is entitled under the Trust Deed to rely, without liability to Bondholders, on reports of the
independent certified public accountants for the Company, whether or not the same are subject to their
limitation on the liability of the Company and whether by reference to 2 monetary cap or otherwise.
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REPORT OF INDEPENDENT AUDITORS ON THE CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE FISCAL YEARS ENDED MARCH 31, 2006 AND 20067

To the Board of Directors and Shareholders of
AIFUL Corporation:

We have audited the accompanying consolidated balance sheets of AIFUL Corporation and consolidated
subsidiaries as of March 31, 2006 and 2007, and the related consolidated statements of operations, changes in
equity, and cash flows for the years then ended, all expressed in Japanese yen. These consolidated financial
statements are the responsibility of the Company’s management. Qur responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan, Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of AIFUL Corporation and consolidated subsidiaries as of March 31,
2006 and 2007, and the consolidated results of their operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in Japan.

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made in conformity with the basis stated in Note 3, Such U.S. dollar amounts
are presented solely for the convenience of readers outside Japan.

/s!/  Deloitte Touche Tohmatsu fs/ Shimbashi & Co.
DELOITTE TOUCHE TOHMATSU SHIMBASHI & CO.
Kyoto, Japan . Osaka, Japan

June 27, 2007 June 27, 2007
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CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2006 AND 2007

Thousands of
U.S. Dollars
Millions of Yen {Note 3)
2006 2007 2007
ASSETS
CURRENT ASSETS:
Cash and cash equivalents .. .. .. . .. . . oo ¥ 134377 ¥ 127,089 $ 1,077,025
Time deposits .. .. .. .. .. v e e e e e e re he e e e 78 18 661
Operational investment secunucs (Note 7) et e e e e e 1,789 1,837 15,568
Loans, loan guarantees and receivables
Loans (Notes4and9) ......... .. e 2,124,017 1,912,680 16,209,229
Installment accounts receivable (Notes 5 and 9) e e e e e e 209,581 174,923 1,482,398
Loan guarantees (Note 6) .. e ke e ke e e e e e e e e e e 153,767 141,930 1,202,797
Other receivables .. e v e e e en e e 21,452 25,406 215,305
Allowance for doubtful accounts (Note 2 I) e e e e e e e (146,962)  (379,848) (3,219,05!)
Prepaid expenses .. .. .. .. e he e e e e e e e e e e e e e e 4,757 4,018 34,051
Deferred tax assets (Note 14) e e e b e e e e e ek e e e e e 32,263 13,771 116,703
Other current assets (NOTE D) oo v ve co e v v v v ve ae e vt vt e ee e o 97,896 73,541 623,229
Total current assets .. .. .. .. e e en e e e e e e e e 2,633,015 2,095,434 17,757,915
PROPERTY AND EQUIPMENT (Note 9):
Land (Note 8) .. .. .. .. Ve e e ae e e e ke ae e e he e ae e 15,899 14,464 122:576
Buildings and structures (Note 8) e e en ee e e e e e e e e e 51,071 44118 373,882
Machinery and equipment .. o e e e e e e e e e e e ee e e e e 230 268 2,271
Fumiture and fixtures (Note 8) e e e e e e e e e e e e e e e 26,674 24,879 210,839
Construction in progress (Note 8) .. .. .. o o vo e v v oot e e v e e 399 1,016 8,610
TOtal . o e e e e e e e e e e e e e e e e e e e 94,273 84,745 718,178
Accumulated depreciation .. .. .. v o v v e v e s e e e e e e e (40,596) (42,339) (358,805)
Net property and eqUIpment .. .. .. o o o oo e e e e e 53,677 42,406 359,373
INVESTMENTS AND OTHER ASSETS:
Investment securities (Note 7) .. e - 32,742 20,983 177,822
Investments in and advances to unconsohdatcd sub51d1arlcs and
associated COMPANIES .. .. .o o c v vt vt et vt e et et e e e e e e e e 235 3,311 28059
Claims in bankruptcy (Notc 4) .. e e e e e e e e e e 33,031 38,988 330,467
GoodWill, EL .. .. .. oo e e e e e e e e e e e e e e e e e e 9,273 3,145 26,653
Software, net . - e e e e e e e e e 20,976 21,337 180,822
Long-term lozms rccelvablcs (less currerlt portlon) e e 23 19 161
Lease deposits ..o oo oo v o ie o ve o ie v o e v e e e e e e e e 12,119 11,493 97,398
Long-term prepayrments .. b e e e e e e e e e e e e e 4,660 2,766 23,441
Deferred tax assets (Note 14) e e e - 2,905 334 2,831
Deferred losses on hedging instruments, maln]y mtcrcst rate swaps
(NOtE 16) . o e e e e e e et e e e e e e e e e e e e e 10,230
Other assets (INOE 8) .. .. .. oo o o i v i e e e e o i e s ot 1 e e 2,836 2,068 17,525
Allowance for doubtful accounts .. .. ... oo oo o ve e (24,753) (27,725 (234,958)
Total investments and other assets .. .. .. o o o ve oo e v e e 104,277 76,719 650,161
TOTAL . o o oo e e e e e e et i e e vt e e ee e e ¥2,790,969  ¥2214,559 318,767,449
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CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2006 AND 2007—(Continued)

LIABILITIES AND EQUITY

CURRENT LIABILITIES:
Short-term borrowings (Note 9) .
Current portion of long-term debt (Note 9)
Trade notes payable -
Trade accounts payable .. .. .. .. .. ..
Obligation under loan guarantees (Notc 6)

Thousands of

U.S. Dollars

Millions of Yen {Note 3)
2006 2007 2007

¥ 138200 ¥ 91,370 § 774322
516,325 404,241 3,425,771
10,564 6,021 51,026
28,293 36,823 312,059
153,767 141,930 1,202,797

Income taxes payable .. .. .. .. o i 25,040 7,992 67,729
Accrued expenses - 10,223 9,219 78,127
Alowance for losses on mtcrest refunds (Note 2 [) e e 21,074

Allowance for losses from business restructuring (Note 13) e 11,316 95,898
Allowance for clean-up costs of contaminated land .. .. .. .. .. .. .. .. 630 5,339

Other current liabilities {Notes 5 and 6)

Total current Habilities .. .. .. .. o o oo oo e o e e e e

LONG-TERM LIABILITIES:

Long-term debt (less current portion) (Note 9) .. .. .. .. o oo oo

Deferred tax liabilities (Note 14) .. [
Liability for retirement benefits (Notcs 2.h and 10)
Allowance for losses on interest refunds (Note 2. I)
Interest rate swaps (Note 16)

Other long-term liabilities .

Total long-term liabilities

EQUITY (Notes 11 and 18):

43,732 33,847 286,839
947,218 743,389 6,299,907

1,138,221 1,034,651 8,768,229

3,760 526 4,458

1,328 1,339 11,347

167,153 1,416,551

9,462 8,193 69,432

2,321 2,163 18,331

1,155,092 1,214,025 10,288,348
6,965

Common stock, authorized, 373,500,000 shares in 2006 and
568,140,000 shares in 2007; issued, 142,035,000 shares in 2006

and 2007
Capital surplus:

Additional paid-in capital .. .. . . e

Retained earnings

83,317 83,317 706,076

104,126 104,126 882,424
486,214 66,466 563,271

Net unrealized gain on av:ulable for sn]e securities .. .. .. .. - 11,002 6,336 55,390
Deferred loss on derivatives under hedge accounting (Note 16) - (5,752) (48,746)
Treasury stock-at cost 412,502 shares in 2006 and 412,835 shares in
2007 . e e e e e e e e ke e e e e e e e e s (2,965) {2,968) (25,153)
TOMAl o0 e vt s v n e e e e e e e e e e e e e e e e 681,694 251,725 2,133,262
MINOrity INEEIESES .. o oo o v v i et e e e e e e e et e e e 5,420 45,932
Total EQUILY .. o oo eo v e i v e e e e e e e e e e e e e o e 681,694 257,145 2,179,194
TOTAL ¥2,790,969 ¥2,214,559 $18,767,449

See notes to consolidated financial statements.




CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE FISCAL YEARS ENDED MARCH 31, 2006 AND 2007

INCOME:
Interest on loans . e e
Interest on credit card shoppmg loans
Interest on per-item shopping loans ..
Interest on loan guarantees .. c e
Interest on deposits, securmes :md other

Recovery of loans previously charged off .. .. .. . . L

Gain on transfer of pension plan (Note 10)

Oher INCOME 1. oo tv v v v v et v e e er e o er ot ar ae s ae e ae e e e e e

TOtAl INCOIME .. .. .. oo ve v v e e ee er vr e e ee or oe ar or ot e e ee ae e

EXPENSES:
Interest on borrowings .. -
Charge-offs and provision for doubtful accounts

Salaries and other employees’ benefits .. .. .. .. .. .. . ...
AdVertising EXPENSES .. .. oo o 0 et tr s e e e e e e e e e e e

Rental expenses ..

Commissions and fees

Loss on impairment of long 11ved assets (Note 8)
Depreciation and amortization .. .. .. ..

Provision for employees’ retirement beneﬁts (Note 10)
Provision for losses on interest refunds (Note 2.7)

Loss on interest refunds .. .. .. .. .. .

Loss from and provision for business restructunng (Note |3)
Provision for clean-up costs of contaminated land .

Oher XPETSES . o v ve e v er or e e oe ve ae e e on 10 v ve ve ar o0 1o ae ne s

Total expenses .. .. .. ..

INCOME (LOSS) BEFORE INCOME TAXES AND MINORITY

INCOME TAXES (Note 14):
Current ..

Deferred .. .. .. . e e e e e e e e e e e e e e e e

Total income taxes .. .. .. .. e
MINORITY INTERESTS IN NET INCOME (LOSS) .
NET INCOME (L.OSS)

AMOUNTS PER COMMON SHARE (Notes 2.v and 17):
. Basic net income {loss) e e e
Diluted net income .

Cash dividends applicable to lhe year

See notes to consolidated financial statements.

Thousands of

U.S. Dollars

Millions of Yen (Note 3)
2006 2007 2007

¥491,358 ¥ 448,662 § 3,802,220
11,275 12,754 108,085
17,676 12,998 110,153

8,668 9,187 3,992
350 471 77.856

8,536 4,023 34,093
421

10,534 12,914 109,440
548,818 501,009 4,245,839

33,798 32,898 278,797
166,047 47375 3791314
56,975 55,136 467,254
28,018 15,074 127,746
21,318 19,415 164,534
28,490 25,585 216,822

744 6,805 57,669
13,892 19,251 163,144
1,284 1,372 11,627

21,074 167,148 1,416,508
13,109 15,240 129,153
18,528 157,017

630 5,339

51,296 48,815 413,686

436,045 873,272 7,400,610

112,773 (372,263) (3,154,771)

45,520 15,795 133,856
(145) 24,734 209,610

45375 40,529 343,466
1,571 (1,541)  (13,059)
¥ 65,827 ¥(411,251) $(3,485,178)

Yen U.S. Dollars

¥ 464.84 ¥(2,903.85) § (24.61)
464.69
60.00 60.00 0.5!1
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CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE FISCAL YEARS ENDED MARCH 31, 2006 AND 2007

OPERATING ACTIVITIES:
Income (loss) before income taxes and minority interests
Adjustments for:
Income taxes—paid ..
Depreciation and amomzatmn

Loss on impairment of long- llvcd asscts et e e e e e e e e e e

Increase in aillowance for doubtful accounts

Increase in allowance for losses on interest refunds .. .. .. .. .. .. .. ..

{Decrease) increase in 1iability for employees’ retirement
benefits .. .. .. ..

Amortization ofbonds issue costs e e e e e e e e e e e e e e
Loss on write-down of investment securities .. .. .. .. .o o oi v o v o
Loss on sales of property and equipment, net .. .. .. .. oo oo ve vi 1o v
Loss on disposal of property and equipment .. .. . .. .. . o

Gain on transfer of pension plans
Changes in assets and liabilities:
(Increase) decrease in loans .. .. .. ..

(Increase) decrease in installment accounts rcccwablc
Increase in operational investment securities .. .. .. .. .. . . o o .. .

Increase in other receivables .. .. .. .. ..

Increase in claims in bankruptey .. .. v v o o vt ve e e e

Increase in inventories -
(Increase) decrease in prepaid cxpcnses

Decrease in long-term prepayments .. .. .. .. oo oo s e e e
Decrease in other CUITeNt 5SS . oo v i vt we ve er o ke e ee vk e e o1 e
Increase in other current liabilities .. .. .. .. .. oo o oo o oo oo
(01T T O U

Total adjustments

Net cash (used in) provided by operating activities .. .. .. ..« . ..

INVESTING ACTIVITIES:
Capital expenditures

(Increase) decrease in loans .. .. . oo o v e e e e e
Purchases of investment SECUTTHES .. .. v v v v ve ve v vt oe or oe b on oe o0
LT o 17 (PO

Net cash (used in) provided by investing activities .. .. .. .. .. .. ..

FINANCING ACTIVITIES:

Net increase (decrease) in short-term borrowings .. .. .. .. .. . .. .
Proceeds from long-term debt (net of bonds issue costs) .. .. .. .. . . .
Repayments of long-termdebt .. .. .. . i e
Cash dividends paid .. .. .. o o o oo o e

Acquisition of treasury stock
Disposal of treasury stock .

Net cash provided by (used in) financing activities .. .. .. .. .-
FOREIGN CURRENCY TRANSLATION ADJUSTMENTS ON CASH

AND CASH EQUIVALENTS ..

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS .. ... ...

CASH AND CASH EQU]VALENTS OF N'EWLY CONSOLIDATED )

SUBSIDIARIES, BEGINNING OF YEAR .

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR .. .. .. ..
CASH AND CASH EQUIVALENTS, END OF YEAR .. . .. oo ... .

See notes to consolidated financial statements.
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Thousands of
U.S. Dollars
Millions of Yen (Note 3)
2005 2007 2007
¥ 112,773 ¥(372,263) $(3,154,771)
(44,079)  (32,844) (278.339)
13,892 19,251 163,144
744 6,805 57,669
11,561 235,858 1,998,797
21,074 146,079 1,237,958
(358) 10 85
6350 519 4,398
65 620 5,254
103 123 1,042
346 1,965 16,653
(421)
(121,000) 211,328 1,790,915
(17,179) 34,661 293,737
(121} (13) (110)
(2,923) (3,954) (33,508)
(4,495) (5,957 (50,483)
4) (45) (381}
(276) 743 6,297
1,585 1,154 9,780
1,694 4,371 37,042
973 5,621 47,635
(548) {3,474) (29.441)
(138, 717y 622,821 5,278, 144
(25,944) 250,558 2,123,373
(19,322) (11,269) (95,500)
(43,847) 19,986 169,373
(1,663) (1,676) (14,203)
4,813 6,458 54,728
(60,019) 13,499 114,398
66,505 (46,830) (396,865)
639,333 441,905 3,744,958
(587,655) (657,965) (5,575,975)
(7,080) (8,497) (72,008)
(46) 4 (34)
129
111,186  (271,391) (2,299,924)
16 46 390
25,239 (7,288) (61,763)
173
108,965 134,377 1,138,788
¥ 134,377 ¥ 127,089 $ 1,077,025




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE FISCAL YEARS ENDED MARCH 31, 2006 AND 2007

1.  BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated financial statements have been prepared in accordance with the provisions
set forth in the Japanese Securities and Exchange Law and its related accounting regulations, and in conformity
with accounting principles generally accepted in Japan (“Japaness GAAP”), which are different in certain
respects as to application and disclosure requirements of International Financial Reporting Standards and
accounting principles generally accepted in the United States of America.

On December 27, 2005, the Accounting Standards Board of Japan (the “ASBJ”) published a new
accounting standard for the statement of changes in equity, which is effective for fiscal years ending on or after
May 1, 2006. The consolidated statements of sharcholders’ equity, which were previously voluntarily prepared in
line with the international accounting practice, are now required under Japanese GAAP and have been renamed
“the consolidated statements of changes in equity” from the current fiscal year,

In preparing these consolidated financial statements, certain reclassifications and rearrangements have been
made to the consolidated financial statements issued domestically in order to present them in a form which is
more familiar to readers outside Japan.

In addition, certain reclassifications have been made in the 2006 financial statements to conform to the
classification used in 2007.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation—The consolidated financial statements include the accounts of Aiful Corporation (the
“Company™) and its significant subsidiaries (thirteen in 2006 and eleven in 2007)(together, the “Group”).
Consolidation of the remaining eighteen (two in 2006) unconsolidated subsidiaries would not have a material
effect on the accompanying consolidated financial statements.

In March 20035, the Company acquired Passkey co., ltd {“Passkey”), a consumer finance company with
operations in Hokkaido, Japan. The accounts of Passkey were newly consolidated for the year ended March 31,
2006 due to materiality.

On September 30, 2005 the Company established id CREDIT CORPORATION (“id CREDIT”) and NET
ONE CLUB CORPORATION (“NET ONE CLUB™), which are both consumer finance companies. The accounts
of id CREDIT and NET ONE CLUB were newly consolidated for the year ended March 31, 2006.

On March 26, 2007, the Company merged id CREDIT and NET ONE CLUB.

Under the control or influence concept, those companies in which the Company, directly or indirectly, is
able to exercise control over operations are fully consolidated, and those companies over which the Group has
the ability to exercise significant influence are accounted for by the equity method.

Tavestments in three unconsolidated subsidiaries (two in 2006) and two associated companies are stated at
cost. Investments in the remaining fifteen unconsolidated subsidiaries, which are limited liability investment
partnerships and similar partnerships, are initially recorded at cost, and the carrying amount is adjusted to
recognize the Company's interests in earnings or losses in such partnerships based on the recent available
financial statements of the partnerships. If the equity method of accounting had been applied to the investments
in these companies, the effect on the accompanying consclidated financial statements would not be material,

On September 8, 2006, the ASBJ issued Practical Issues Task Force (PITF) No. 20, “Practical Solution on
Application of Control Criteria and Influence Criteria to Investment Associations”. The Group adopied this new
accounting standard as of April 1, 2006. 15 investment partmerships are treated as new subsidiaries of the
Company for the year ended March 31, 2007 under such change in accounting policy. However, these 15 new
subsidiaries have not been consolidated because consolidation of these subsidiaries would not have a2 material
effect on the accompanying consolidated financial statements,

Goodwill on acquisition of subsidiaries is amortized using the straight line method over the estimated
period (not to exceed 20 years), in which economic benefits are expected to be realized. However, when the
excess of cost over net assets of subsidiaries acquired is not material, it is charged to income when incurred.

All significant intercompany balances and transactions have been eliminated in consolidation. All material
unrealized profit included in assets resulting from transactions within the Group is eliminated.

F-9



b. Business Combination—In October 2003, the Business Accounting Council (the “BAC”) issued a
Statement of Opinion, “Accounting for Business Combinations”, and on December 27, 2005, the ASBJ issued
ASBIJ Statement No. 7, “Accounting Standard for Business Separations” and ASBJ Guidance No, 10, “Guidance
Jor Accounting Standard for Business Combinations and Business Separations”. These new accounting
pronouncements are effective for fiscal years beginning on or after April 1, 2006. The accounting standard for
business combinations allows companies to apply the pooling of interests method of accounting only when
certain specific criteria are met such that the business combination is essentially regarded as a
uniting-of-interests.

For business combinations that do not meet the uniting-of-interests criteria, the business combination is
considered to be an acquisition and the purchase method of accounting ts required. This standard also prescribes
the accounting for combinations of entities under common control and for joint ventures,

On March 26, 2007, the Company merged id CREDIT and NET ONE CLUB, which were wholly owned
subsidiaries of the Company. The accounting for combinations of entities under common control prescribed by
the new accounting standard for business combinations was applied to it.

¢. Cash Equivalents—Cash equivalents are short-term investments that are readily convertible into cash
and that are exposed to insignificant risk of changes in value. Cash equivalents include time deposits and
certificate of deposits which mature or become due within three months of the date of acquisition.

d. Operational investment securities held by venture capital subsidiary and investment securities—
Operational investment securities held by a venture capital company and investment securities, all of which are
classified as available-for-sale securities, are reported at fair value, with unrealized gains and losses, net of
applicable taxes, reported in a separate component of equity. The cost of securities sold is determined based on
the moving-average cost method. Non-marketable available-for-sale securities are stated at cost determined by
the moving-average method. For other than temporary declines in fair value, operaticnal investment securities
and investment securities are reduced to net realizable value by a charge to income.

Investments in limited liability investment partnerships and similar partnerships are initially recorded at
cost, and the carrying amount is adjusted to recognize the Company’s interests in earnings or losses in such
partnerships based on the recent available financial statements of the partnerships.

e. Property and Equipment—Property and equipment are stated at cost. Depreciation is computed by the
declining-balance method. The range of useful lives is principally from 2 to 62 years for buildings and structures,
from 2 to 17 years for machinery and equipment, and from 2 to 20 years for furniture and fixtures.

J. Long-lived assets—In August 2002, the BAC issued a Statement of Opinion, Accounting for
Impairment of Fixed Assets, and in October 2003 the ASBJ issued ASBJ Guidance No. 6, Guidance for
Accounting Standard for Impairment of Fixed Assets. These new pronouncements were effective for fiscal years
beginning on or after April 1, 2005 with early adoption permitted for fiscal years ending on or after March 31,
2004.

The Group adopted the new accounting standard for impairment of fixed assets as of April 1, 2005.

The Group reviews its long-lived assets for impairment whenever events or changes in circumstance
indicate the carrying amount of an asset or asset group may not be recoverable. An impairment loss is recognized
if the carrying amount of an asset or asset group exceeds the sum of the undiscounted future cash flows expected
to result from the continued use and eventual disposition of the asset or asset group. The impairment loss is
measured as the amount by which the carrying amount of the asset exceeds its recoverable amount, which is the
higher of the discounted cash flows from the continued use and eventual disposition of the asset or the net selling
price at disposition.

g. Software—Expenditures for the purchase of software, which meet certain future-tests, are capitalized
as software and amortized by the straight-line methed over the estimated useful lives of five years.

h. Liability for Retirement Benefits—The Company and certain consolidated subsidiaries have a defined
contribution pension plan and a prepaid retirement benefits plan. Contributions to the defined contribution plan
and payments to the prepaid retirement benefits plan are charged to income when made. (See Note 10.)

Liability for retirement benefits to directors and corperate auditors is provided at the amount which would
be required if they retired at each balance sheet date.

The liability for retirement benefits in the consolidated balance sheet is for directors and corporate auditors.

i. Allowances for Doubtful Accounts—The allowance for doubtful accounts is stated in amounts
considered to be appropriate based on the Group’s past credit loss experience and an evaluation of potential
losses in the accounts outstanding.
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J. Allowance for clean-up costs of contaminated land—The allowance for clean-up costs of
contaminated land is provided for losses on cleaning up soil contamination discovered in some portion of the
Company’s land for sale and is based on the estimated amount of future costs to be paid.

k. Allowance for losses from business restructuring-—The allowance for losses from business
restructuring is provided at an estimated amount of future costs related to closure of outlets and other
restructuring activities.

L Allowance for losses on interest refunds—The limit of interest rates is regulated by two laws—
“Contributions Law™ and “Interest Rate Restriction Law”. Under the former law, interest rates on loans should
not exceed 29.2% and the violation is considered to be a criminal penalty. The latter law stipulates that interest
payments for interest rates that exceed the legal limit (20% for principal amounts under ¥100 thousand, 18% for
principals between ¥100 thousand and ¥1 million and 15% for principals over ¥1 million) are void. However,
under the “Moneylending Business Restriction Law™, such interest payments are nonetheless considered to be
valid if money lenders issue notices as prescribed by the law to debtors and debtors pay voluntarily. Recent strict
interpretation by the courts of these requirements has led to decisions against moneylenders and resulted in more
debtors claiming for the return of excess interest payments.

On March 15, 2006, the Japanese Institute of Certified Public Accountants (the “JICPA”) issued a report
requiring moneylenders to make an accounting provision for losses on interest refunds for intercst rates that
exceeded the limit set by the Interest Rate Restriction Law. The Company and certain consolidated subsidiaries
have loaned money at rates between the limit set by the two laws, and have in the past charged refund costs to
income as incurred. However, the growing number of claims against the Company and certain consolidated
subsidiaries has increased the materiality of the financia! effects of the situation. So, the Company and certain
consolidated subsidiaries decided to record a provision of ¥21,074 million (“Allowance for losses on interest
refunds™) for interest refunds for the fiscal year ended March 31, 2006.

On October 13, 2006, the industry practice committee of the JICPA issued its Report No. 37 “Audit
Guidance for Consumer Finance Companies’ Recording of Provisions for Losses on Interest Refunds,” which
became effective for accounting periods ending on or after September 1, 2006. The Group changed the method of
estimating allowance for losses on interest refunds in accordance with the new guidelines.

The differences between the amount of allowance for losses on interest refunds estimated and recorded as
of the beginning of the current fiscal year ended March 31, 2007 in accordance with the report issued on
March 15, 2006 and the amount estimated as of the beginning of the current fiscal year ended March 31, 2007 in
accordance with Report No. 37, is recorded as “Charge-offs and provision for doubtful accounts” in the amount
of ¥107,013 millicn ($906,890 thousand) and “Provision for losses on interest refunds” in the amount of
¥69,312 million ($587,390 thousand) in the consolidated statements of operations for the year ended March 31,
2007. At March 31, 2007, the Group recorded an allowance of ¥167,153 million (51,416,551 thousand) as
“Allowance for losses on interest refunds.” In addition, the estimated amount of interest refunds of
¥195,546 million ($1,657,169 thousand) which are expected to be preferentially set off against loans is recorded
as “Allowance for doubtful accounts” for the Company and certain consolidated subsidiaries.

Allowance for losses on interest refunds is stated in amounts considered to be appropriate based on the
Company’s and certain consolidated subsidiaries’ past refund loss experience and the recent situation regarding
interest refunds.

m. Leases—All leases are accounted for as operating leases. Under Japanese accounting standards for
leases, finance leases that deem to transfer ownership of the leased property to the lessee are to be capitalized,
while other finance leases are permitted to be accounted for as operating lease transactions if certain “as if
capitalized” information is disclosed in the notes to the lessee’s consolidated financial statements.

n. Income Taxes—The provision for income taxes is computed based on the pretax income included in
the consolidated statements of income. The asset and liability approach is used to recognize deferred tax assets
and liabilities for the expected future tax consequences of temporary differences between the carrying amounts
and the tax bases of assets and liabilities. Deferred taxes are measured by applying currently enacted tax laws to
the temporary differences.

0. Presentation of Equity—On December 9, 2005, the ASBJ published a new accounting standard for
presentation of equity. Under this accounting standard, certain items which were previously presented as
liabilities or assets are now presented as components of equitv. Such items include stock acquisition rights,
minority interests, and any deferred gain or loss on derivatives accounted for under hedge accounting. This
standard is effective for fiscal years ending on or after May 1, 2006.

The consolidated balance sheet as of March 31, 2007 is presented in line with this new accounting
standard.
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p- Appropriations of Retained Earnings—Appropriations of retained earnings are reflected in the
consolidated financial statements for the year following the Board of Directors’ approval.

g- Foreign Currency Transactions—All short-term and long-term monetary receivables and payables
denominated in foreign currencies are translated into Japanese yen at the exchange rates at the balance sheet date.
The foreign exchange gains and losses from translation are recognized in the consolidated statements of
operations to extent that they are not hedged by forward exchange contracts.

r. Revenue recognition:

Interest on Loans—Interest on loans is recorded on an accrual basis. In accordance with the practice
prevailing in the industry, the Company records accrued interest at either the interest rate stipulated in the Interest
Rate Restriction Law or the contracted interest rate, whichever is lower.

Interest on credit card shopping loans, Interest on per-item shopping loans—Fees from customers and
member stores applying the add-on method are generally recorded collectively as unearned income when credit
contracts become effective and are recognized in equal installments over the lives of contracts, Fees from
customers applying the remaining principal method or revolving method are generally recognized in equal
installments over the lives of contracts.

Interest on loan guarantees—Interest on loan guarantees is recorded by the remaining principal method,

s. Interest on Borrowings—Interest on financial liabilities is accounted for as operating expenses while
other interest is included in other expenses.

t. Bond Issue Costs—Amortization is calculated by the straight-line method over the term of the related
bond issue, Bond issue costs related to bonds which were issved by March 31, 2006 are amortized ratably over
periods up to three years. Bond issue costs are included in other assets.

u. Derivatives and Hedging Activities—The Group uses derivative financial instruments to manage its
exposures to fluctuations in interest rates and foreign exchange. Interest rate swaps, interest rate caps and
currency swaps contracts are utilized by the Group to reduce interest rate and foreign currency exchange risks,
The Group does not enter into derivatives for trading or speculative purposes. The accounting standard for
derivative financial instruments requires that: a) all derivatives be recognized as either assets or liabilities and
measured at fair value, and gains or losses on derivative transactions be recognized in the consolidated
statements of operations, and b) for derivatives used for hedging purposes, if derivatives qualify for hedge
accounting because of high correlation and effectiveness between the hedging instruments and the hedged items,
gains or losses on derivatives be deferred until maturity of the hedged transactions.

Currency swaps contracts are utilized to hedge foreign currency exposure in principal and interest
payments of U.S. dollar straight bonds. U.S. dollar straight bonds are translated at the contracted rates.

The interest rate swaps and caps which qualify for hedge accounting and meet specific matching criteria
are not remeasured at market value but the differential paid or received under the swap or cap contracts is
recognized and included in interest expenses or income,

v. Per Share Information—Basic net income (loss) per share is computed by dividing net income (loss)
available to common shareholders by the weighted-average number of common shares outstanding for the period,
retroactively adjusted for stock splits.

Diluted net income per share of common stock reflects the potential dilution that could occur if securities
were converted into common stock and assumes full exercise of outstanding stock options.

Cash dividends per share presented in the accompanying consolidated statements of operations are
dividends applicable to the respective years including dividends to be paid after the end of the year.

w. New Accounting Pronouncements:

Lease Accounting—On March 30, 2007, the ASBJ issued ASBJ Statement No.13, “Accounting Standard for
Lease Transactions”, which revised the existing accounting standard for lease transactions issued on June 17, 1993.

Under the existing accounting standard, finance leases that deem to transfer ownership of the leased
property to the lessee are to be capitalized, however, other finance leases are permitted to be accounted for as
operating lease transactions if certain *as if capitalized” information is disclosed in the note to the lessee’s
financial statements.

The revised accounting standard requires that all finance lease transactions should be capitalized. The
revised accounting standard for lease transactions is effective for fiscal years beginning on or after April 1, 2008
with early adoption permitted for fiscal years beginning on or after April 1, 2007.

F-12



3.  TRANSLATION INTO UNITED STATES DOLLARS

The consolidated financial statements are stated in Japanese yen, the currency of the country in which the
Company is incorporated and operates. The translation of Japanese yen amounts into U.S. dollar amounts are
included solely for the convenience of readers outside Japan and have been made at the rate of ¥118 to $1, the
approximate rate of exchange at March 31, 2007. Such translations should not be construed as representations
that the Japanese yen amounts could be converted into U.S. dollars at that or any other rate.

4. LOANS
Loans at March 31, 2006 and 2007 consisted of the following (before allowance for doubtful accounts):

Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Unsectred . oo cvo o e i e e i e ks et e e e ke e e o ¥1,709,185  ¥1,537,905 $13,033,093
SECUIEA v o i ie e vt v i be be e ek e e e e e e ek e e e e e e 357,025 291,716 2,472,170
Small business I0aNS .. .. o o v e v it v e e e e e e e e e e e e 166,208 155,642 1,315,000
TOD .. o o e e e e e e e e e e e e e v e e e e e e e e . ¥2,232.418B ¥1,985,263 $16,824,263
Off-balance sheet securitized 10ans .. .. .. . o o oo v v v e or e v e e (108,401) (72,574) (615,034)
Bl ot e e e et et e ke e e e e e e ee e e e e e e v e e e ¥2,124,017  ¥1,912,689 516,209,226

Registered moneylenders are required to disclose the following information under the Non-Bank Bond
Issuing Law.

Thousands of

Millions of Yen U.S. Dollars

2006 2007 2007

Loans in legal bankruptey .. .. . oo o oo i e e . ¥ 33446 ¥ 43,008 3 364,475

Nonaccrual Loans .. .. .o v o v e v vt e v e e v e e e e e e e e 80,721 180,819 1,532,364
Accruing loans contractually past due three months or more as to principal

OF INTETES PAYIMENTS .. o vt sv e e we et e e or oe o ve e 0o be ss ar e e re 2s on o 27,564 36,665 310,720

Restructured Y0Ans .. .. oo o oo o v e e e e e et e e e e e ek e 62,069 67,554 572,492

Total .. .o e e e e e e e e ¥203,800 ¥328,046 32,780,051

Loans in legal bankruptcy are loans in which accruals of interest are discontinued (excluding the portion
recognized as bad debts), based on management’s judgment as to the collectibility of principal or interest
resulting from the past duec payment of interest or principal and other factors. Allowances for claims in
bankruptcy are stated at such amount less net realizable value of collateral.

Nonaccrual loans are loans in which accruals of interest are discontinued, other than loans in legal
bankruptcy as well as loans receiving regular payments in case of granting deferral of interest payment to the
debtors in financial difficulties to assist them in their recovery.

Accruing loans contractually past due three months or more as to principal or interest payments are loans for
which payments of principal or interest have not been received for a period of three months or more beginning with
the next business day following the last due date for such payments. Loans classified as loans in legal bankruptcy
and nonaccrual loans are excluded from accruing loans contractually past due three months or more.

Restructured loans are loans on which creditors grant concessions (e.g., reduction of the stated interest rate,
deferral of interest payment, extension of maturity date, waiver of the face amount, or other concessive
measures) to the debtors in financial difficulties to assist them in their recovery and eventually enable them to
pay creditors. Loans classified as loans in legal bankruptcy, nonaccrual loans and accruing loans contractually
past due three months or more are excluded.

The securitized loans, which are not recognized on the balance sheets, amounted to ¥108,401 million and
¥72,574 million (615,034 thousand) at March 31, 2006 and 2007, respectively.

At March 31, 2006 and 2007, the Group had balances related to revolving loan contracts aggregating
¥2,068,225 million and ¥1,853,125 million ($15,704,449 thousand), respectively, whereby the Group is obligated
to advance funds up to a predetermined amount upon request. At March 31, 2006 and 2007, the balances of
unadvanced commitments were ¥5,598,686 million and ¥5,745,183 million (348,687,992 thousand), respectively.
The loan contract contains provisions that allow the Group to reduce the contract amount of the commitment or
refuse to advance funds to loan customers under certain conditions.
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5. INSTALLMENT ACCOUNTS RECEIVABLE

Installment accounts receivable and unearmed income, included in other current liabilities, at March 31,
2006 and 2007 consisted of the following:

Millions of Yen Thousands of U.S. Dollars
2006 2007 2007

Unearned Unearned Unearned

Receivables Income Recelvables Income Receivables Income

Credit card shopping loans .. .. .. .. .. ¥101,135 ¥ 663 ¥117222 ¥1,088 § 993,407 § 9220

Per-item shopping loans .. .. .. .. .. .. .. 183,907 13,109 112,518 7,181 953,542 60,856

Total . . e . ¥285,042  ¥13,772  ¥220740  ¥8,269  $1,946,949 $70,076
Off-balance sheet securitized

installment accounts receivable .. .. (75,461) (54,817) {464,551)
Net oo v e e et e e e ¥209,581  ¥13,772 ¥174923  ¥8,269  $7,482,398 370,076

In addition, the Group has unearned income of ¥10 million and ¥3 million ($25 thousand) at March 31,
2006 and 2007, respectively, which was included in other current liabilities, related to loans other than those
shown in the above table.

6. LOAN GUARANTEES AND OBLIGATIONS UNDER LOAN GUARANTEES

The Group, as guarantor, recorded loan guarantees as a contra account of obligations under loan
guarantees. Uneamed income relating to loan guarantees was ¥239 million and ¥181 million ($1,534 thousand) at
March 31, 2006 and 2007, respectively, which was included in other current Habilities.

7. OPERATIONAL INVESTMENT SECURITIES HELD BY VENTURE CAPITAL SUBSIDIARY
AND INVESTMENT SECURITIES

Operational investment and investment securities at March 31, 2006 and 2007 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Current:

Equity securities .. .. .. .. oo i i e e ¥ LTB9 ¥ 1837 3 15568

Non-current:
EqQUIty SECUTIIES .. .. o v v v v v ve et vt vr e ve et vt e e vt o e e e e e e e e ¥28,452 ¥19.591 $166,025
0 1= VRPN 4,290 1,392 11,797
TOMAL .. o o v e e e e e e e ek i e ke e e e ke ke e e e e e e e e e e e ¥32.742 ¥20,983 $177,822

The carrying amounts and fair values of operational investment and investment securities at March 31,
2006 and 2007 were as follows:

Millions of Yen
2006
Unrealized Unrealized Failr
Cost Gains Losses Value
Securities classified as Available-for-sale-Equity securities .. .... ¥ 8,552  ¥18,209 ¥ 33 ¥ 26,728
Millions of Yen
2007
Unrealized Unrealized Fair
Cost Gains Lasses Value
Securities classified as Available-for-sale-Equity securities .. .... ¥ 7,559  ¥11,020 ¥ 59 ¥ 18520
Thousands of U.S. Dollars
2007
Unrealized  Unrealized Fair
Cost Gains Losses Value
Securities classified as Available-for-sale-Equity securities .. .... $64,059  $93,390 5500 3156,949
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Available-for-sale securities whose fair values are not readily determinable as of March 31, 2006 and 2007
were as follows:

Carrying amount

Thousands of
Millions of Yen U.S. Dotlars

2006 2007 2007

Available-for-sale:

Equity securities .. .. .. .. .. ¥3,513  ¥2,908 524,644

Investments in limited liability investment partnerships .. .. .. .. .. .. . o o . 3,790 892 7.560
OLRET .o i o i e e i i e it e e e e e e e e e e e e e e e e e e 500 500 4,237
Total .o e e e e e e e e 1,803 ¥4.300 536,441

Proceeds from sales of available-for-sale securities for the years ended March 31, 2006 and 2007 were
¥1,195 million and ¥5,070 million ($42,966 thousand), respectively. Gross realized gains on these sales,
computed on the moving average cost basis, were ¥346 million and ¥3,510 million ($29,746 thousand) for the
years ended March 31, 2006 and 2007, respectively, and gross realized losses were ¥98 million and ¥92 million
(3780 thousand) for the years ended March 31, 2006 and 2007, respectively.

8. LONG-LIVED ASSETS
Year Ended March 31, 2006

The Group reviewed their long-lived assets for impairment and, as a result, recognized an impairment loss
for the following long-lived assets for the year ended March 31, 2006,

March 31, 2006
Location Description Classification
Kyoto-shi, Kyoto Prefecture Office building for rent Land, buildings and structures
Osaka-shi, Osaka Prefecture Residential apartment for rent Land, buildings and structures
Utsunomiya-shi, Tochigi Prefecture Idle real estate Land, buildings and structures
Nasu-gun, Tochigi Prefecture Idle real estate Land
Tamatsukuri-gun, Miyagi Prefecture  Idle real estate Land

The following table summarizes the Group's asset grouping:

Business Classification Asset grouping

Financial services and venture capital Each business entity except for idle real estate and real
estate held for sale is the minimum unit.

Real estate business Each real estate for rent is the minimum unit,

The Group recognized an impairment loss for certain real estate business due to a significant decline in
market value of the relevant real estate for rent or operating loss of that unit. The Group also recognized an
impairment loss for certain idle real estate since the carrying value significantly exceeded the net selling price.

The following table summarizes the components of the Group's loss on impairment of long-lived assets:

Loss on impairment
of long-lived assets

Millions of Yen
March 31, 2006

Buildings and SUICIUTES .. .. . o o o0 ol o e e e e e e e e e e e e e e e e e ¥228

Total oo e e e e e e e e e e e e e e e e e e e e e e ¥744

The recoverable amount of each asset grouping was measured as follows:
Idle real estate—Net selling price determined by quotation from a real-estate appraiser, agents or others.
Real estate for rent—The higher of its value in use (discount rate used for computation of present value of

future cash flows was 1.85%) or net selling price determined by qucdation from a real-estate appraiser.
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Year Ended March 31, 2007

The Group reviewed their long-lived assets for impairment and, as a result, recognized an impairment loss
for the following long-lived assets for the year ended March 31, 2007.

Impairment loss
March 31, 2007
Thousands of
Description Classification Million of Yen  U.S. Dollars
Office building and residential apartment, Land, Buildings and structures, ¥1,307 $11,076
for rent Furniture and fixtures and other
Idle real estate Land, Buildings and structures and 180 1,525
other
Qutlets which the Company decided to Buildings and structures, Furniture and 5,318 45,068

close fixtures, Leased property and other

The following table summarizes the Group’s asset grouping:

Business Classification Asset grouping

Each business entity except for idle real estate and real
estate held for sale is the minimum unit. Qutlets which
the Group decided to close are grouped in another unit.

Financial services and venture capital

Real estate business Each real estate for rent is the minimum unit.

The Group recognized an impairment loss for certain real estate business and idle real estate since the
carrying value significantly exceeded the net selling price.

The following table summarizes the components of the Group’s loss on impairment of long-lived assets:

Loss on impairment of long-lived assets

March 31, 2007
Thousands of
Millions of Yen .5, Dollars
Buildings and StruCtures .. .. .. . o oo i v e e e e e e e ¥3,795 $32,161
Fumiture and fIXIINES .. o oo oo oo e e ot i e it o oe e e e e b e e e e e e 1,223 10,364
LANG .. o ot cr et o ve e o e s ee e ee e e he e e eh et b e e e e e e e e e e e e 1,319 11,178
Leased @SSEES .. . v ci c vt e e e e e e ee e es er e ve ee r e e e ee v ee e e e 135 1,144
0 T+ U 333 2,822
1+ Y Ut ¥6,805 357,669

The recoverable amount of each asset grouping was measured as follows:

Real estate for rent and idle real estate—Net selling price calculated based on evaluation of salable price
for each asset.

Qutlets which the Group decided to close—Their value in use, calculated as the amount equal to the
depreciation expenses to be charged through the point of the closure of outlets,

9. SHORT-TERM BORROWINGS AND LONG-TERM DEBT
Short-term borrowings at March 31, 2006 and 2007 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Commercial paper, 0.23% to 0.28% at March 31, 2006 ¥ 25,000
Loans from banks, 1.18% to 2.18% (0.71% to 1.68% at March 31, 2006) 50,560 ¥16,010  $/35,678
Loans from other financial institutions, 1.63% to 1.88% (1.38% at March 3l,
2006) - - 9,000 15,000 127,119
Other (principally from factonng compames and secunuzed loan) 2 40%
(2.30% at March 31, 2006) 53,640 60,360 511,525
Total ¥138,200 ¥91,370  $774,322
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Long-term debt at March 31, 2006 and 2007 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Loans from banks, 0.95% to 2.72%, due serially to 2012
(0.69% to 2.88%, due serially to 2011 at March 31,2006) .......... ¥ 737,068 ¥ 654443 § 5,546,127
Loans from other financial institutions, 1.27% to 2,85%, due serially to
2012 (0.69% to 2.90%, due serially to 2011 at March 31, 2006) .. .. 244 416 173,335 1,468,940
Syndicated loans, 0.79%, due serially to 2010 (0.62% to 1.48%, due
serially to 2010 at March 31,2006) .. ...... ... S 78,068 11,243 95,280
Unsecured 1.30% to 3.27% yen straight bonds, due 2006 e e 68,500
Unsecured 1.66% to 2.51% yen straight bonds, due 2007 .. .. .. .. .. .. 43,000 43,600 364,407
Unsecured 0.45% to 2.48% yen straight bonds, due 2008 .. .. .. .. .. .. 61,000 61,000 516,949
Unsecured 1.01% to 3.28% yen straight bonds, due 2009 .. .. .. .. . .. 68,000 68,000 576,271
Unsecured 0.80% to 3.00% yen straight bonds, due 2010 .. .. .. .. .. .. 70,000 70,000 593,220
Unsecured 1.50% to 1.58 % yen straight bonds, due 2011 .. .. .. .. .. .. 20,000 20,000 169,492
Unsecured |.20% to 1.99% yen straight bonds, due 2012
(1.20% to 1.63% at March 31, 2006) .. .. .. .. oo o oo e v s e e e 20,000 30,000 254,237
Unsecured 1.74% yen straight bonds, due 2013 .. .. .. .. .. o oo o oo o 10,000 10,000 84,746
Unsecured 1.99% yen straight bonds, due 2015 .. .. .. .. .. . . . . 10,000 10,000 84,746
Unsecured variable rate Euro-yen straight bonds, due 2006
(1.82% at March 31, 2006) ... .. .. . - 12,500
Unsecured 4.45% to 5.00% U.S. dollar stralght bonds due 2010 . 108,500 108,500 919,492
Unsecured 6.00% U.S. dollar straight bonds, due 2011 ... ... . . . 57,600 488,136
Unsecured 2.21% medium-term notes, due 2007 .. .. .. ... oo oo 1,000
Unsecured 3.00% medium-term notes, due 2008 .. .. .. .. .o o oo oo oo 3,000 3,000 25,424
Unsecured 3.50% medium-term notes, due 2015 .. .. .. .. .. ... .. .. . 15,000 15,000 127,119
Other (principally from leasing companies and securitized loan),
0.79% to 2.30%, due serially to 2012 (0.32% to 2.30%, due serially
to 2011 at March 31, 2006) .. .. .. .. . oo e e e e e 84,494 103,771 879,414
Total .. o e e e e e e e e e e o ¥1,654,546 ¥1,438,892  $12,194,000
Less CUTTENE POTHION .. oo v v o v v v ot vr v e v er v ar v e v a v or e o (516,325) (404,241) (3,425771)
Long-term debt, less current portion .. .. .. o e v e e e . ¥1,138,221 ¥1,034,651 3 8,768,229
Annual marurities of long-term debt at March 31, 2007 were as follows:
Thousands of
Year Endinrg March 31 Millions of Yen  U.S. Dotlars
2008 L e e e e e e e e e e ¥ 404,241 3,425,771
2000 L e e e e e e e e e e e e e e e e e e e e e e e b e e 334,682 2,836,288
2000 e e e e e e e e e e e e e e e e 296,178 2,509,983
7 SRt 221,748 1,879,220
2012 e et et e e e e e e et e e e et ee e e e e e e e e et e e e 132,178 1,120,153
2013 and thcreaflcr e ek st e e e e e e et e e et e e e et e e ee et e e e e e e e 49,865 422,585
TOtal L e e e e e e e e e e e e e e e e e e e e e e ¥1,438,892 312,194,000
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At March 31, 2007, the following assets were pledged as coltateral for short-term borrowings and long-
term debt (including current portion of long-term debt):

Thousands of
Millions of Yen  U.S. Doliars
Loans .. .. .. .. b e e e e e e e e e e e e s e e e e e e e e e ¥423,754 $3,591,136
Installment accoums reccwable e e e e e e e e e e e e e e ke e e e e e e 39,983 338,839
Other current assets .. .. .. .. .. e e e e e ae e e e e e e 101 856
Property and equipment, net of accumulated deprecmtlon e e e e e e e 1,284 10,881
2 | ¥465,122 33,941,712
Related lizbilities:
Short-term borrowings .. . e e e ¥ 60,360 3 511,525
Long-term debt (mcludmg current pomon of long tcrm debt) e e e 251,729 2,133,297
TOAl L. o e e e e e e e e e e e e e e e e e e e e e e e e e e e ¥312,089 $2,644,822

The above table includes loans related to securitized loans of ¥240,427 million ($2,037,517 thousand), and
related liabilities {long-term debt including current portion) of ¥103,883 million ($880,364 thousand).

If requested by lending financial institutions, the Group has committed to pledge loans and installment
accounts receivables of ¥248,077 million ($2,102,347 thousand) as collateral in addition to those shown in the
above table. At March 31, 2007, related liabilities for which lending financial institutions can request the Group
to pledge additional collateral consisted of the following:

Thousands of

Millions of Yen  U.S, Dollars

Short-term borrowings .. - e e ¥ 400 $ 3,390
Long-term debt (mciudmg current pornon of long-tcrm dcbt) e e e e 234132 1,984,169
Total . e e e e en e e e e e e e en e e e e e e e e e e e e e e e e e b s ¥234,532 31,987,559

At March 31, 2007, other current assets amounting to ¥1,735 million (314,703 thousand) were pledged as
collateral for the interest rate swap contracts.

A portion of the Company’s loans from banks and securitized borrowings is subject to accelerated
repayment if the Company fails to meet certain financial covenants, including the amount of equity, the equity
ratio and those based on specified operational indexes such as the ratio of loss on interest refunds to equity. As of
March 31, 2007, the Company has violated the covenants of one or more securitized borrowings. These
securitized borrowings are to be redeemed early in accordance with their contracts, but this will not have a direct
impact on the Company’s cash flow since the redemptions are funded by collections of loans which are collateral
for the securitized borrowings.

10, RETIREMENT AND PENSION PLANS

On September 30, 2004, the Company and a consolidated subsidiary obtained approval from the Ministry
of Health, Labor and Welfare for termination of the contributory defined benefit pension plan (Employee’s
Pension Fund (“EPF") pursuant to the Japanese Welfare Pension Insurance Law) which consisted of a portion of
the governmental welfare pension program (“substitutional portion™} and a portion representing a
non-contributory defined benefit plan which the companies had originally set (“additional portion”). As the
termination process, the Company and the consolidated subsidiary transferred pension obligations related to past
employee services on the substitutional portion and related assets to the government on March 16, 2005.

Also, according to the enactment of the Defined Contribution Pension Plan Law in October 2001, a
consolidated subsidiary terminated its qualified defined benefit pension plan on March 31, 2005 and
implemented a defined contribution pension plan and prepaid retirement benefits plan on April 1, 2005. Another
consolidated subsidiary terminated its severance Jump-sum payment plan and implemented a defined
contribution pension plan and prepaid retirement benefits plan during the year ended March 31, 2005, The
consolidated subsidiaries accounted for these transfers from the qualified defined benefit pension plan and
severance lump-sum payment plan to defined contribution pension plans in accordance with the provisions
specified in the guidance issued by the ASBJ.

During the year ended March 31, 2006, the Company and consolidated subsidiary completed the transfer of
the pension obligation on the additional portion of the EPF and related assets to the defined contribution pension
plan and prepaid retirement benefits plan based on the determination of the amount of benefit obligation which
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was to be allocated to each beneficiary account. Also a consolidated subsidiary completed the transfer of a
defined benefit plan (unfunded severance lump-sum payment plan) to a defined contribution pension plan and
prepaid retirement benefits plan, and terminated the defined benefit plan for the year ended March 31, 2006.

As a result, the Company and certain consolidated subsidiaries recorded a gain on transfer of pension plans
of ¥421 million for the year ended March 31, 2006 in accordance with the provisions specified in the guidance
issued by the ASBIJ.

The components of net periedic benefit costs for the years ended March 31, 2006 and 2007 were as
follows:

Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
SErVICECOSL o o it e e e e e e e e ¥ 4T
Payments for prepaid retirement benefits plan .. .. .. oo oo v v e 454 ¥ 661 3§ 5,602
Premiums for defined contribution pension plan .. .. . . o e 783 711 6,025
Net periodic benefit COSIS .. .. oo v o e e v e e e e e e e e e e e e 1,284 1,372 11,627
Gain on transfer of pension plans .. .. .. .. oo (421)
Total . e e e e ... ¥ BO3 ¥1.372 311,627
11. EQUITY

On and after May 1, 2006, Japanese companies are subject to a new company law of Japan {the “Company
Law"), which reformed and replaced the Commercial Code of Japan (the “Code™) with various revisions that are,
for the most part, applicable to events or transactions which occur on or after May 1, 2006 and for fiscal years
ending on or after May 1, 2006. The significant changes in the Company Law that affect financial and accounting
matters are summarized below:

(a) Dividends

Under the Company Law, companies can pay dividends at any time during the fiscal year in addition to the
year-end dividend upon resolution at the shareholders meeting. For companies that meet certain criteria such as;
(1) having the Board of Directors, (2) having independent auditors, (3) having the Board of Corporate Auditors,
and {4) the term of service of the directors is prescribed as one year rather than two years of normal term by its
articles of incorporation, the Board of Directors of such company may declare dividends {except for dividends in
kind) at any time during the fiscal year if the company has prescribed so in its articles of incorporation. The
Company meets all the above criteria,

The Company Law permits companies to distribute dividends-in-kind (non-cash assets) to sharcholders
subject to a certain limitation and additional requirements.

Semiannual interim dividends may also be paid once a year upon resolution by the Board of Directors if the
articles of incorporation of the company so stipulate. The Company Law provides certain limitations on the
amounts available for dividends or the purchase of treasury stock. The limitation is defined as the amount
available for distribution to the shareholders, but the amount of net assets after dividends must be maintained at
no less than ¥3 million.

(b) Increases/decreases and transfer of common stock, reserve and surplus

The Company Law requires that an amount equal to 10% of dividends must be appropriated as a legal
reserve (a component of retained earnings) or as additional paid-in capital (a component of capital surplus)
depending on the equity account charged upon the payment of such dividends until the total of aggregate amount
of legal reserve and additional paid-in capital equals 25% of the common stock. Under the Company Law, the
total amount of additional paid-in capital and legal reserve may be reversed without limitation. The Company
Law also provides that common stock, legal reserve, additional paid-in capital, other capital surplus and retained
earnings can be transferred among the accounts under certain conditions upon resclution of the shareholders.

(¢) Treasury stock and treasury stock acquisition rights

The Company Law also provides for companies to purchase treasury stock and dispose of such treasury
stock by resolution of the Board of Directors. The amount of treasury stock purchased cannot exceed the amount
available for distribution to the shareholders which is determined by specific formula.
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Under the Company Law, stock acquisition rights, which were previously presented as a liability, are now
presented as a separate component of equity.

The Company Law also provides that companies can purchase both treasury stock acquisition rights and
treasury stock. Such treasury stock acquisition rights are presented as a separate component of equity or deducted
directly from stock acquisition rights.

On May 23, 2003, the Company made a three for two stock split and 47,345,000 shares were issued to
shareholders of record on March 31, 2005. The number of shares to be issued upon the option grants mentioned
above and the exercise price were adjusted based upon a defined formula.

12. STOCK OPTION
The stock option outstanding as of March 31, 2007 is as follows:

Number of Date of Exercise
Stock Option Persons Granted Options granted Grant Price Exercise Period
2004 Stock Option 26 Company’s and 347,400 shares June 25,2004 ¥7,774 From July 1, 2006
subsidiaries’ directors 3(65.88) To June 30, 2009
426 Company’s and
subsidiaries’ key
employees
2005 Stock Option 31 Company’s and 374,400 shares June 24,2005 ¥8,420 From July 1, 2007
subsidiaries’ directors $¢71.36) To June 30, 2010

454 Company’s and
subsidiaries’ key
employees
The stock option activity is as follows:
2001 Stock Option 2004 Stock Option 2005 Stock Option

Shares
For the year ended March 31, 2007
Non-vested
March 31, 2006—OQutstanding .. e e e e e e e 330,600 357,600
Granted .. .. . o e e e e
Canceled .. e (1,200) {6,000)
Vested . i e et e e e e e e (329,400)
March 31, 2007--0utstand1ng e e e e 351,600
Vested
March 31, 2006-——0utstandmg e e e e e 47,000
Vested . b e ee e e e e e e e e e e ee an e e s 329,400
Excrcnscd ie ee ee e e e en e e e e e e ee e e e e e
Canceled .. . e e e e e e e e e 47,000 (3,600)
March 31, 2007—0utstand1ng e e e e e e 325,800
Exercise price .. .. o v ¥ 6,386 ¥ 1774 ¥ 8420
$(54.12) $ (65.88) $ (71.36)

13. LOSS FROM AND PROVISION FOR BUSINESS RESTRUCTURING

The following table summarizes the components of the Group’s loss from business restructuring for the
year ended March 31, 2007.

Thousands of
Millions of Yen  U.S. Dollars
2007 2007

Loss from business restructuring:
Special SeVerance PAYMENIS .. .. .. o v o oo ev te ce e e e e e e e v e e e e e e ¥4,058 334,390
Cost related to closure of OULIELS .. .. o o v v vt e e s vt e ee o e e e e e e e e 2,110 17,881
L8117 U U 1,043 8,839
TOML & ot e e e e e e e e e e e e e e e e e e e et e e ee e e e e e e e e e ¥7,211 361,110
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The following table summarizes the components of the Group’s provision for business restructuring for the
year ended March 31, 2007.

Thousands of
Millions of Yen  U.S. Dollars
2007 2007

Provision for business restructuring:
Cost related to closure of OULIELS .. .. v oo v ve e v vr e e ve e v e ee e et e e e a ¥ 5,819 $49.314
Re-employment support cost and other .. .. .. o oo oo v e e 5,498 46,593
TOAl . o o e e e e e e e e e e e s e e e e e e e e e e e e ¥11,317 $95,907

14. INCOME TAXES

The Company and its domestic subsidiaries are subject to Japanese national and local income taxes which,
in the aggregate, resulted in normal effective statutory tax rates of approximately 40.6% for both of the years
ended March 31, 2006 and 2007.

The tax effects of significant temporary differences and tax loss carryforwards which resulted in deferred
tax assets and liabilities at March 31, 2006 and 2007 were as follows:

Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Deferred Tax Assets:

Allowance for doubtfill 26COUNES . o i v v v ve v s e i e e ¥ 1,588 ¥ 949044 § 804,610
Allowance for losses on interest refunds .. .. . oo e 8,562 67,950 575,847
Charge-offs for doubtful accounts .. .. .. . .. ...l 12,346 15,442 130,864
Accrued interest on LONS .. .. oo vv ve cv vt ve or o e o ke e ve e e e e v e 3,804 5,208 44,136
Tax loss carryforwards .. .. .. .. .. .. v e e e e e e e 3,643 4,415 37415
Deferred loss on derivatives under hedgc accountmg e e e e e e e 3,928 33,288
L 175 SR 11,366 18,123 153,585
Total .. I RO RO 3 I 11, 210,010 1,779,745
Less valuauon a]lowancc re ee e e e ee e e e e e e he e e e e e e e e (2,468) (191,778) (1.625,237)
Total deferred tax GSS61S . vv v v ot ee e e ot v e e e e e e e e . 38,841 18,232 154,508

Deferred Tax Liabilities:
Unrealized gain on available-for-sale securities .. .. .. .. .. ... . . (7.433) (4,454) (37,746)
[ 1T (VPR {199) (1,686)
Total deferred tax labilities .. .. .. . o oo v or i e e e e e e e (7.433) (4,653) (39,432)
Netdeferred TAX A88€18 oo oo vo v v v e i i e e e e ¥31408 ¥ 13579 § 115076

Net deferred tax assets included in the conselidated balance sheet at March 31, 2007 are as follows:

Thousands of

Millions of Yen U.S. Dollars

Current assets—Deferred tax assets . - s e e e e e e e e e e e ¥13,771 $116,703
Investment and other asscts—Dcferred L9707 1771 - S 334 2,831
Long-term liabilities—Deferred tax liabilities .. .. .. o o o oo e i e (526) (4,458)

A valuation allowance is established to reduce certain deferred tax assets with respect to deductible
temporary differences and net operating loss carryforwards where it is more likely than not that they will not be
realized.

As the difference between the normal effective statutory tax rate and the actual effective tax rate reflected
in the accompanying consolidated statement of operations for the year ended March 31, 2006 is not more than
5% of the normal effective statutory tax rate, a reconciliation has not been disclosed as permitted under Japanese
GAAP,

A reconciliation between the normal effective statutory tax rate and the actual effective tax rate reflected in
the accompanying consolidated statement of operations for the year ended March 31, 2007 has not been disclosed
because of the Group’s net loss position.
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At March 31, 2007, certain subsidiaries have tax loss carryforwards aggregating approximately
¥10,720 million ($90,848 thousand) which are available for offset against taxable income of such subsidiaries in
future years. These tax loss carryforwards, if not utilized, will expire as follows:

Thousands af
Year Ending March 31 Millions of Yen  U.S. Dollars
20T o e e e e e e e e i e ek e e e e e e e h e e e e e e ke b ee e b e e e e o 1,872 15,864
0T L e e e e e e e e e e e e e e e e 7427 62,941
Total e e e e e e e e e e e e e e e e er e e e e e et e e e e ¥10,720 390,848

15. LEASES
The Group leases vehicles, computer equipment, furniture and fixtures, office space and other assets.

Total rental expenses including lease payments under finance leases for the years ended March 31, 2006
and 2007 were as follows:

Millions of Yen Thousands of U.S. Dollars
Total Lease Payments Total Lease Payments
Rental  Under Finance Rental  Under Finance
Expenses Leases Expenses Leases
Year Ended March 31;
2000 .. e e e e e e ee e e ¥21,318 ¥3,940
2007 . e e e e e e e e 19,415 2,326 $164,533 319712

For the year ended March 31, 2007, the Group recorded an impairment loss on certain leased property held
under finance leases that do not transfer ownership as follows:

Thousands of

Millions of Yen  U.S. Dollars

2007 2007

Impairment 0SS .. .. .. o vo 0 cn r e e o er e e e e e er e e e e e e e e e e e e e e ¥135 31,144

An allowance for impairment loss on leased property is included in other current tiabilities.

Pro forma information of leased property including acquisition cost, accumulated depreciation,
accumulated impairment loss, obligations under finance leases, depreciation expense, interest expense, and other
information of finance leases that do not transfer ownership of the leased property to the lessee on an “as if
capitalized” basis for the years ended March 31, 2006 and 2007 was as follows:

Millions of Yen
As of March 31, 2006
Machinery Furpiture  Buildings

and and and
Equipment Fixtures Structures Total
ACQUISTHON COSE .. 0 oo o ot e e et e et r ee e ee e n e et e e e e ¥96 ¥12,879 ¥9 ¥12984
Accumulated depreciation .. .. .. ..o 55 9,446 5 9,506
Net leased property .. . v oo oo ve o oo e te o er e e e et e e ae e e e ¥4l ¥ 3433 ¥4 ¥ 3478

Millions of Yen
As of March 31, 2007

Machinery Furniture  Buildings

and and and
Equipment Fixtures Structures Total
Acquisition COSt .. .. .. oot e e e e e e e e ¥4 ¥ 7304 ¥ ¥ 7377
Accumulated depreciation .. .. .. .. . e e e e e 47 6,085 7 6,139
Accumulated impairment 1055 .. .. . & i e e 135 135
Netleased property .. .o oo o e v e v v o i v e e ¥17 ¥ 1,084 ¥2 ¥ 1,103
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Thousands of U.S. Dollars

As of March 31, 2007
Machinery  Furniture  Buildings
and and and
Eguipment Fixtures Structures Total
ACQUISIHON COSE 1 vt v e e ve et e ae er e ee et e e e e e e e e e 3542  $61,898 376 362,516
Accumulated depreciation .. .. .. . v e e e 398 51,568 59 52,025
Accumulated impairment 1oss .. .. .. . e o 1,144 1,144
Net leased PropPerty .. .. . v v v ve o ve e ot ee et e e e n e e e $14¢4 3 9,186 317 § 9,347
Obligations under finance leases:
Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Due WIthin OTIE FEAT .. 1o v v er v ve ve vn v ee e e or e v me me e e e e e e $2,366 ¥ 771 $ 6,534
Due after ONe YEAT .. .. .0 v oo ch v o e cr on et er se s v e v e re e se a ne e e e 1,261 495 4,195
Total o e e e e e e e e e e e e $3,627 ¥1,266 $10,729

An allowance for impairment loss on leased property of ¥135 million (S1,144 thousand) as of March 31,
2007 is included in obligations under finance leases.

Depreciation expense and interest expense under finance leases, which are not reflected in the
accompanying consolidated statements of operations, computed by the straight-line method and the interest
methad, respectively, were as follows:

Thousands of

Millions of Yen U.S. Doilars

2006 2007 2607

Deprecialion EXPENSE .. .. v v o v e v v e ee ar e e e e ke e e e ¥3,721 ¥2,195 318,602
TNEErESE EXPENSE .. . o o ot et ee e et ot e ee cr e e e e e e e e ke e e 122 52 441

The minimum rental commitments under noncancellable operating leases at March 31, 2006 and 2007 were
as follows:

Thousands of

Millions of Yen U.S. Dollars

2006 2007 2007

Due withinone year .. .. .. .o vi oo i i e e e ¥O349 ¥ 77 3653
Due after ONe YEAT .. .. .. .. o oy oot e et e e e en e e e ek e e e e e e e e e 211 9 76
Total . o s e e ¥ 560 ¥ B6 $729

16. DERIVATIVES

The Group enters into interest rate swap and cap, and currency swap contracts as a means of managing its
principal and interest rate exposures and foreign currency exposures on certain liabilities,

Such derivative transactions are entered into to hedge interest exposures and foreign currency exposures
inherent within its business. Accordingly, market and foreign exchange risks in these derivatives are theoretically
offset by opposite movements in the value of hedged liabilities. The Group does not hold or issue derivatives for
trading or speculative purposes.

Because the counterparties to these derivatives are limited to major financial institutions, the Group does
not anticipate 2ny losses arising from credit risk.

Derivative transactions entered into by the Group have been made in accordance with internal policies,
which regulate the authorization process and credit limit amount.
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Market value information about derivative instruments at March 31, 2007 was as follows:
Millions of Yen

Notional Amount
Dueafter Fair Unrealized

Total one year ﬂ loss
Interest rate caps agreements Buying .. .. .. .. .. oo oo w o ¥ 60,000 ¥ 60,000 ¥ 68
Thousands of U_S. Dollars
Notional Amount
Due after  Fair  Unrealized
Total one year ﬂ loss
Interest rate caps agreements Buying .. .. .. .. oo oo oo 8508475 8508475 3576

The Group did not disclose market value information about derivative instruments for March 31, 2006
because all derivative instrumnents qualified for hedge accounting and met specific matching criteriz at March 31,
2006. Such derivative instruments may be omitted from disclosure of market value information under Japanese
GAAP.

17. NET INCOME (LOSS) PER SHARE

Reconciliation of the differences between basic and diluted net income (loss) per share (“EPS”) for the
years ended March 31, 2006 and 2007 is as follows:

Thousands
Yen in millions of shares Yen Dollars
Net income Weighted
{loss) average shares EPS
For the year ended March 31, 2006:
Basic EPS
Net income available to common shareholders .. .. .. ¥ 65,827 141,614 ¥ 464.84
Effect of Dilutive Securities—Stock Options .. .. .. .. .. 45
Diluted EPS
Net income for computation ., .. .. . v oo e e e e o0 ¥ 635,827 141,659 ¥ 464.69
For the year ended March 31, 2007:
Basic EPS
Net loss available to common sharcholders .. .. .. .. .. ¥(411,251) 141,622 ¥(2,903.85) $(24.61)

Diluted net loss per share for the year ended March 31, 2007 was not disclosed because of the Group’s net
loss position and also because no dilutive securities were outstanding.

18. SUBSEQUENT EVENTS
Appropriations of Retained Earnings

The following appropriations of retained eamings at March 31, 2007 were approved by the Board of
Directors on May 21, 2007:

Thousands of
Millions of Yen U.S. Dollars
Year-end cash dividends, ¥30 (30.25) pershare .. .. .. ... o o ¥4,249 $36,008

19. SEGMENT INFORMATION

Most of the Group’s business is related to a single segment, lending. The Group does not operate outside
Japan, Accordingly, information about industry and geographic segments was not presented.

LI O
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REPORT OF INDEPENDENT AUDITORS ON THE NON-CONSOLIDATED FINANCIAL
STATEMENTS AS OF AND FOR THE FISCAL YEARS ENDED MARCH 31, 2046 AND 2007

To the Board of Directors and Sharehelders of
AIFUL Corporation:

We have audited the accompanying non-consolidated balance sheets of AIFUL Corporation as of March
31, 2006 and 2007, and the related non-consolidated statements of operations and changes in equity for the years
then ended, all expressed in Japanese yen. These non-consolidated financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these non-consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation, We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the non-consolidated financial statements referred to above present fairly, in all material
respects, the financial position of ATFUL Corporation as of March 31, 2006 and 2007, and the results of its
operations for the years then ended in conformity with accounting principles generally accepted in Japan.

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made in conformity with the basis stated in Note 3. Such U.S. dollar amounts
are presented solely for the convenience of readers outside Japan.

fsi Deloitte Touche Tohmatsu Js/  Shimbashi & Co,
DELOITTE TOUCHE TOHMATSU SHIMBASHI & CO.
Kyoto, Japan Osaka, Japan

June 27, 2007 June 27, 2007
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NON-CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2006 AND 2007

Thousands of
I/.S. Doliars
Millions of Yen {Note 3)
2006 2007 2007
ASSETS
CURRENT ASSETS:
Cashand cashequivalents .. .. .. v oo vt e v e ¥ 86016 ¥ 75178 3§ 637102
Time deposits .. .. .. .. v er e n e ke e en e e e e e e 18 78 661
Loans, loan guarantees and rcccwablcs
Loans (Notes4and 7) .. v oo v v v e ve e e e e e et e e e e e LS12717 0 1,298,612 11,005,186
Loan GUArintees .. .. .. .. e wo v v e vt e s e ee e e e e e e e e 62,314 58,914 499,271
Other receivables .. - SN 2,204 3,776 32,000
Allowance for doubtful accounts (Note 2 l) v oae e e e e e e e e (85,659) (262,186) (2,221,915)
Prepaid expenses .. .. .. .. e e e e n e e e e e e e e e e e e 3,343 2,578 21,847
Deferred tax assets (Note !I) e e ee et ee e e e e e e e e e e e 16,502 9,333 79,093
Other current assets (NOE 7)o oo oo oh o e e e e v er e er e e e e s 77,406 52,212 442,475
Total CUMTERTASSES o o vt o e ve o e ot o ar ve v or o1 e oe ve ee e 1,674,921 1,238,495 10,495,720
PROPERTY AND EQUIPMENT:
Land .. . v e en e e e e e e e e e e e e 6,762 6,762 57,305
Bulldmgs and structures (Note 6) v ve ve e e e e e e e e e e e 28,846 24,766 209,881
Machinery and equipment .. e e ee e e e e e e e e e e e e 161 161 1,364
Furniture and fixtures (Note 6) e e re e e e e e e e e e e e e e 23,146 22,067 187,009
Construction in progress (NOE 6) .. .. o v oo e vt e v et e oe e 399 760 6,441
4+ T OV 59,314 54,516 462,000
Accumulated dcprccnanon e ee e e e e er e we ve e e ae e e e e (24,379) (26,697) (226,246)
Net property and equipment .. .. . .. .o ow e e 34,935 27,819 235,754
INVESTMENTS AND OTHER ASSETS:
Investment securities (Note 5) .. e e e e e 27,764 18,879 159,992
Investments in and advances to subsuimncs (Notc 12) e e 423,860 388,096 3,258,949
Claims in bankruptcy (Note 4) .. . . e v v e e e e e e e e e e - 28,542 33,518 284,051
SOftWare, NEL .. .. . o oo e o it e et e v e e e e e e e e s e e e e 11,638 11,993 101,636
Lease dePOSItS .. v v vo v or v e er e e e e e e ke e e e 8,833 8,469 71,771
Long-term prepayments .. e R 2,756 1,545 13,093
Deferred losses on hedgmg mstrumcms mamly mtcrcst ratc
swaps .. .. .. e e e ee e e e e e e e e e e e e e e b e 10,230
Other assets (Notc 6) b e ee e e e ae ee e e e e e e e e e o 2,343 1,778 15,068
Allowance for doubtful accounts v ve rr e e e e e e e e e e e (21,339) (69,765) (591,229)
Total investments and other assets .. .. .. o oo oo v vt v e w0 o0 e 494,627 394,513 3,343,331
TOTAL . o oo et e e e et e e e o v e e ¥2,204,483 ¥1,660,827  $14,074,805
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NON-CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2006 AND 2007—(Continued)

LIABILITIES AND EQUITY
CURRENT LIABILITIES:

Short-term borrowings (NOte 7) .. .. o v o i v e e e e e
Current portion of long-termdebt (Note 7) .. .. .. . o oo v o v v v o

Trade notes payable

Trade accounts payable .. .. . oo s e e
Obligation under loan guaraniees .. .. .. . .. o oo v i v e v ar

Income taxes payable
Accrued expenses .. .. .. .. v
Allowance for losses on interest rcfunds (Notc 2 l)

Allowance for losses from business restructuring (Notc 10) e
Allowance for clean-up costs of contaminated land .. .. .. .. .. .. .. .. ..
Other current liabilities .. .. .. .. o o oo i i

Total current liabilities .. .. .. .. .. .o oo o oo o e e

LONG-TERM LIABILITIES:

Long-term debt (less current portion) (Note 7) . o v v v e vt ve e e e
Liability for retirement benefits (Note 2.A) .. .. oo o v i vt v oo vv e o o

Deferred tax liabilities (Note 11) . e
Allowance for losses on interest refunds (Note 2 I)

INTETESt TAIE SWAPS .. v oo oo or v e ee e o va n se e ee o e ne e e e

Other long-term liabilities
Total long-term liabilities
EQUITY (Notes 8 and 15):

Common stock, authorized, 373,500,000 shares in 2006, and
568,140,000 shares in 2007; issued, 142,035,000 shares in 2006

and 2007 . .. ... .
Capital surplusnAddmonal pald in capltal
Retained earnings:

Legal reServe .. .. .o o vt e vt et e o e e e e e e e e e e

Unappropriated .. .. .. .. .. .. ..

Net unrealized gain on available- for—salc sccuntlcs o e e e e e

Deferred loss on derivatives under hedge accounting .

Trcasury stock, at cost—412,124 shares in 2006 and 412 835 shares

TOtal €QUILY .. oo v oo o v v v et st v e er et e e e e e e e e e e e

See notes to non-consolidated financial statements.
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Thousands of

U1.S. Doliars

Millions of Yen (Note 3)
2006 2007 2007

¥ 53,000 ¥ 16,000 § 135593
408,797 300,601 2,547,466
3,991 31 263
6,483 10,698 90,661
62,314 58,914 499,271
21,163 38 322
6,707 5,924 50,203

17,020

4,381 37,127

630 5,339

1,670 1,313 11,128
581,145 398,530 3,377,373
975,764 874,360 7,409,831
1,279 1,255 10,636
3,760 426 3,610
122,956 1,042,000

9,462 8,193 69,432
156 102 864
990,421 1,007,292 8,536,373
83,317 83,317 706,076
90,225 90,225 764,619
1,566 1,566 13,271
450,138 82,241 696,958
10,636 6,376 54,034

(5,752) (48,746)

(2,9653) (2,968) (25,153)
632,917 255,005 2,161,059

¥2,204,483 ¥1,660,827 $14,074,805




NON-CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE FISCAL YEARS ENDED MARCH 31, 2006 AND 2007

Thousands of
U.S. Dollars
Millions of Yen (Note 3)
2006 2007 2007
INCOME:

INEreSt O IOAMS .. o0 o ve e s vt e e e ve e e ee at e e e e e e $333,541 ¥ 202,669 § 2,480,246
Interest on loan guarantees .. .. .. .. b e e e e e e e e e e e 4,426 5,052 42,813
Interest on deposits, securities and or.hcr re e e e e e e e e e e e 5,274 4,863 41,212
Recovery of loans previously charged off .. .. .. .. . . o 4,299 1,841 15,602

Gain on transfer of pension plan (Note 2.A) .. .. .. o o i v v ve e o 284
OMher iNCOME .. . o o el i n cn et e s e e o e e s e e s e e e e 3.109 5,273 44,686
Total INCOME .. .. o oo o et e e e i e e e e e e e e e 350,933 309,698 2,624,559

EXPENSES:

Interest on borrowings .. - e bt ee e e e e e e 28,347 26,030 220,593
Charge-offs and provmon for doubtful accounts e e e 103,520 363482  3,080356
Salaries and other employees’ benefits .. .. .. .. .. o oo w 28,710 27,819 235,754
AdVErtising eXpPenSeS .. . oo v vt e e e e e e 16,534 5,733 48,585
Rental expenses (Note 13) .. .. .. .o o i oo e i e e e e 12,622 11,613 95,415
Commissions and fees .. e e e e e e e e e e e e e e 14,024 11,450 97,034
Depreciation and arnoruzatlon e e e e e 7,588 8,641 73,229
Loss on write-down of investments in sub51d1ancs e e e 21,701 183,907
Provision for losses on interest refunds (Note 2.1) . oo oo o oo v e vv o 17,020 122,956 1,042,000
Loss on interest refunds .. .. .. .. .. .. e e e e e 10,603 11,195 94,873
Loss on impairment of long-lived assets (Notc 6) J 3,128 26,508
Loss from and provision for business restructuring (Notc 10) .. 8,798 74,559
Provision for clean-up costs of contaminated land .. .. .. .. . . o 630 5339
Other EXPEISES .. o v th wv st e e se oe s e ae e ee s e e e e e e 28,186 27,685 234,619
Total expenses .. .. .. .. e e e e e e e . 267,154 650,861 5515771

INCOME (LOSS)BEFORE INCOMETAXES .. ... ... 83,779  (341,163) (2,891,212)
INCOME TAXES (Note 11):

[0 =) 1 S 41,576 7,564 64,101
|73 {15 ¢ =« AR (8,179) 10,672 90,441
Total INCOME LAXES .. v v ot ce ee ee e v ee e et et e oe ar sh ar ve e e e e 33,397 18,236 154,542

NETINCOME (LOSS) o i ot i vt e it v o i s s e s oo ¥ 50,382 ¥(359,399) $(3,045,754)

(Yen) (U.S. Dollars)
AMOUNTS PER COMMON SHARE (Notes 2.v and 14):
Basic net income {[0S5) .. .. oo o e e e e e e e e e e e e e e e ¥ 35577 ¥(2,537.73) 8 (21.51)
Diluted net income .. .. .. b e e e e e e e e e e e e e 355.65
Cash dividends applicable to Lhc ycar e e e e e e e e e e e e e e e 60.00 60.00 051

See notes to non-consolidated financial statements.
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NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE FISCAL YEARS ENDED MARCH 31, 2006 AND 2007

1.  BASIS OF PRESENTING NON-CONSOLIDATED FINANCIAL STATEMENTS

The accompanying non-consolidated financial statements of Aiful Corporation (the “Company”) have been
prepared in accordance with the provisions set forth in the Japanese Securities and Exchange Law and its related
accounting regulations, and in conformity with accounting principles generally accepted in Japan (Japanese
GAAP), which are different in certain respects as to application and disclosure requirements of International
Financial Reporting Standards and accounting principles generally accepted in the United States of America,

As consolidated statements of cash flows and certain disclosures are presented in the consolidated financial
statements of the Company, non-consolidated statements of cash flows and certain disclosures are not presented
herein in accordance with Japanese GAAP,

On December 27, 2005, the Accounting Standards Board of Japan (the “ASBI”) published a new
accounting standard for the statement of changes in equity, which is effective for fiscal years ending on or after
May 1, 2006. The non-consolidated statements of shareholders’ equity, which were previously voluntarily
prepared in line with the international accounting practice, are now required under Japanese GAAP and have
been renamed “the non-consolidated statements of changes in equity”” from the current fiscal year.

In preparing these non-consolidated financial statements, certain reclassifications and rearrangements have
been made to the Company’s non-consolidated financial staternents issued domestically in order to present them
in a form which is more familiar to readers outside Japan.

In addition, certain reclassifications have been made in the 2006 financial statements to conform to the
classifications used in 2007,

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Non-Consolidation—The non-consolidated financial statements do not include the accounts of
subsidiaries. Investments in subsidiaries and associated companies are stated at cost, except for investments in
subsidiaries which are limited liability investment partnerships and cther similar partnerships (see Note 2.d).

b. Business-Combination—In October 2003, the Business Accounting Council (the “BAC”) issued a
Statement of Opinion, “Accounting for Business Combinations”, and on December 27, 2005, the ASB] issued
ASBI Statement No.7, “Accounting Standard for Business Separations” and ASBJ Guidance No.10, “Guidance
for Accounting Standard for Business Combinations and Business Separations”. These new accounting
pronouncements are effective for fiscal years beginning on or after April 1, 2006. The accounting standard for
business combinations allows companies to apply the pooling of interests method of accounting only when
certain specific criteria are met such that the business combination is essentially regarded as a
uniting-of-interests.

For business combinations that do not meet the uniting-of-interests criteria, the business combination is
considered to be an acquisition and the purchase method of accounting is required. This standard also prescribes
the accounting for combinations of entities under common control and for joint ventures.

On March 26, 2007, the Company merged id CREDIT CORPORATION and NET ONE CLUB
CORPORATION, which were wholly owned subsidiaries of the Company. The accounting for combinations of
entities under common control prescribed by the new accounting standard for business combinations was applied to it.

¢. Cash Egquivalents—Cash equivalents are short-term investments that are readily convertible into cash
and that are exposed to insignificant risk of changes in value.

Cash equivalents include time deposits and certificate of deposits which mature or become due within three
months of the date of acquisition.

d. Investment Securities—Investment securities are classified and accounted for, depending on
management’s intent, as follows: i) investment securities in subsidiaries and associated companies, are reported
at cost, and ii) available-for-sale securities are reported at fair value, with unrealized gains and losses, net of
applicable taxes, reported in a separate component of equity. The cost of securities sold is determined based on
the moving-average method.

Non-marketable available-for-sale securities are stated at cost determined by the moving-average method.
For other than temporary declines in fair value, investment securities are reduced to net realizable value by a
charge to income.
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Investments in limited liability investment partnerships and other similar partnerships are initially recorded
at cost, and the carrying amount is adjusied to recognize the Company’s interests in earnings or losses in such
partnerships based on the recent available financial statements of the partnerships.

e. Property and Equipment—Property and equipment are stated at cost. Depreciation is computed by the
declining-balance method. The range of useful lives is principally from 3 to 50 years for buildings and structures,
from 13 to 15 years for machinery and equipment, and from 3 to 20 years for furniture and fixtures.

[ Long-lived assets—In August 2002, the BAC issued a Statement of Opinion, Accounting for
Impairment of Fixed Assets, and in October 2003 the ASBIJ issued ASBJ Guidance No.6, Guidance for
Accounting Standard for Impairment of Fixed Assets. These new pronouncements were effective for fiscal years
beginning on or after April 1, 2005 with early adoption permitted for fiscal years ending on or after March 31,
2004.

The Company adopted the new accounting standard for impairment of fixed assets as of April 1, 2005.

The Company reviews its long-lived assets for impairment whenever events or changes in circumstance
indicate the carrying amount of an asset or asset group may not be recoverable. An impairment loss is recognized
if the carrying amount of an asset or asset group exceeds the sum of the undiscounted future cash flows expected
to result from the continued use and eventual disposition of the asset or asset group.

The impairment loss is measured as the amount by which the carrying amount of the asset exceeds its
recoverable amount, which is the higher of the discounted cash flews from the continued use and eventual
disposition of the asset or the net selling price at disposition.

g. Software—Expenditures for the purchase of software, which meet certain future-tests, are capitalized
as software and amortized by the straight-line method over the estimated useful lives of five years.

h. Liability for Retirement Benefits—The Company has a defined contribution pension plan and a
prepaid retirement benefits plan which were established on October 1, 2004, Contributions to the defined
contribution plan and payments to the prepaid retirement benefits plan are charged to income when made.

On September 30, 2004, the Company obtained approval from the Ministry of Health, Labor and Welfare
for termination of the contributory defined benefit pension plan (Employee’s Pension Fund (“EPF”) pursuant to
the Japanese Welfare Pension Insurance Law) which consisted of a portien of the governmental welfare pension
program (“substitutional portion™) and a pension portion representing a non-contributory defined benefit plan
which the Company has originally set (“additional portion™).

As the termination process, the Company transferred pension obligation related to past employee services
on the substitutional portion and related assets to the government on March 16, 2005,

During the year ended March 31, 2006, the Company completed the transfer of pension obligation on the
additional portion of the EPF and related assets to the defined contribution pension plan and prepaid retirement
benefits plan based on the determination of the amount of benefit obligation which are to be allocated to each
beneficiary account. As a resuli, the Company recorded a gain on transfer of pension plans of ¥284 million in
accerdance with the provisions specified in the guidance issued by ASBIJ for the year ended March 31, 2006.

Liability for retirement benefits to directors and corporate auditors is provided at the amount which would
be required if they retired at each balance sheet date, The liability for retirement benefits in the non-consolidated
balance sheet is for directors and corporate auditors.

i. Allowance for Doubtful Accounts—The allowance for doubtful accounts is stated in amounts
considered to be appropriate based on the Company’s past credit loss experience and an evaluation of potential
losses in the receivables outstanding.

Jj- Allowance for clean-up costs of contaminated land—The allowance for clean-up costs of
contaminated land is provided for losses on cleaning up scil contamination discovered in some portion of the
Company's land for sale and is based on the estimated amount of future costs to be paid.

k. Allowance for losses from business restructuring—The allowance for losses from business
restructuring is provided at an estimated amount of future costs related to liquidation of outlets and other
restructuring activities.

L Allowance for losses on interest refunds—The limit of interest rates is regulated by two laws—
“Contributions Law” and “Interest Rate Restriction Law”. Under the former law, interest rates on loans should
not exceed 29.2% and the violation is considered to be a criminal penalty, The latter law stipulates that interest
payments for interest rates that exceed the legal limit (20% for principal amounts under ¥100 thousand, 18% for
principals between ¥100 thousand and ¥1 million and 15% for principals over ¥1 million) are void. However,
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under the “Moneylending Business Restriction Law™, such interest payments are nonetheless considered o be
valid if money lenders issue notices as prescribed by the law to debtors and debtors pay voluntarily. Recent strict
interpretation by the courts of these requirements has led to decisions against moneylenders and resulted in more
debtors claiming for the return of excess interest payments.

On March 15, 2006, the Japanese Institute of Certified Public Accountants (the “JICPA™) issued a report
requiring moneylenders to make an accounting provision for losses on interest refunds for interest rates that
exceeded the limit set by the Interest Rate Restriction Law. The Company has loaned money at rates between the
limit set by the two laws, and has in the past charged refund costs to income as incurred. However, the growing
number of claims against the Company has increased the materiality of the financial effects of the situation. So,
the Company decided to record a provision of ¥17,020 million (“Allowance for losses on interest refunds™) for
interest refunds for the fiscal year ended March 31, 2006,

On October 13, 2006, the industry practice committee of the JICPA issued its Report No.37 “Audit
Guidelines for Consumer Finance Companies’ Recording of Provision for Losses on Interest Refunds,” which
became effective for accounting periods ending on or after September 1, 2006. The Company changed the
method of estimating atlowance for losses on interest refunds in accordance with the new audit guidelines.

The difference between the amount of allowance for losses on interest refunds estimated and recorded as of
the beginning of the current fiscal year ending March 31, 2007 in accordance with the report issued on March 15,
2006 and the amount estimated as of the beginning of the current fiscal year ending March 31, 2007 in
accordance with Report No. 37, is recorded as “Charge-offs and provision for doubtful accounts” in the amount
of ¥99,179 million ($840,500 thousand) and “Provision for losses on interest refunds” in the amount of
¥57,070 million (5483,644 thousand) in the non-consolidated statements of operations for the year ended
March 31, 2007. At March 31, 2007, the Company recorded an allowance of ¥122,956 million ($1,042,000
thousand) as “Allowance for losses on interest refunds”, In addition, the estimated amount of interest refunds of
¥167,530 million ($1,419,746 thousand) which are expected to be preferentially set off against loans is recorded
as “Allowance for doubtful accounts” for the Company,

Allowance for losses on interest refunds is stated in amounts considered to be appropriate based on the
Company's past refund loss experience and the recent situation regarding interest refunds,

m. Leases—All leases are accounted for as operating leases, Under Japanese accounting standards for
leases, finance leases that deem to transfer ownership of the leased property to the lessee are to be capitalized,
while other finance leases are permitted to be accounted for as operating lease transactions if certain “as if
capitalized” information is disclosed in the notes to the lessee’s non-consolidated financial statements.

n. Income Taxes—The provision for income taxes is computed based on the pretax income included in
the non-consolidated statements of income. The asset and liability approach is used to recognize deferred tax
assets and liabilities for the expected future tax consequences of temporary differences between the carrying
amounts and the tax bases of assets and liabilities. Deferred taxes are measured by applying currently enacted tax
laws to the temporary differences.

0. Presentation of Equity—On December 9, 2005, the ASBJ published a new accounting standard for
presentation of equity. Under this accounting standard, certain items which were previously presented as
liabilities or assets are now presented as components of equity. Such items include stock acquisition rights and
any deferred gain or loss on derivatives accounted for under hedgs accounting. This standard is effective for
fiscal years ending on or after May I, 2006.

The non-consolidated balance sheet as of March 31, 2007 is presented in line with this new accounting
standard.

p. Appropriations of Retained Earnings—Appropriations of retained eamnings are reflected in the
non-consolidated financial statements for the year following the Board of Directors’ approval.

q. Foreign Currency Transactions—All short-term and long-term monetary receivables and payables
denominated in foreign currencies are translated into Japanese yen at the exchange rates at the balance sheet date.
The foreign exchange gains and losses from translation are recognized in the non-consolidated statements of
operations to the extent that they are not hedged by forward exchange contracts,

r. [Interest on Loans—Interest on loans is recorded on an accrual basis. In accordance with the practice
prevailing in the industry, the Company records accrued interest at either the interest rate stipulated in the Interest
Rate Restriction Law or the contracted interest rate, whichever is lower,

5. [Interest on Borrowings—Interest on financial liabilities is accounted for as operating expenses while
other interest is included in other expenses.
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t. Bond Issue Costs—Amortization is calculated by the straight-line method over the term of the related
bond issue. Bond issue costs related to bonds which were issued by March 31, 2006 are amortized ratably over
periods up to three years. Bond issue costs are included in other assets.

u. Derivatives and Hedging Activities—The Company uses derivative financial instruments to manage
its exposures to fluctuations in interest rates and foreign exchange. Interest rate swaps, interest rate caps and
currency swaps contracts are utilized by the Company to reduce interest rate and foreign currency exchange risks.
The Company does not enter into derivatives for trading or speculative purposes. The accounting standard for
derivative financial instruments requires that: a) all derivatives be recognized as either assets or liabilities and
measured at fair value, and gains or losses on derivative transactions be recognized in the non-consolidated
statements of operations, and b) for derivatives used for hedging purposes, if derivatives qualify for hedge
accounting because of high correlation and effectiveness between the hedging instruments and the hedged items,
gains or losses on derivatives be deferred until maturity of the hedged transactions.

Currency swaps contracts are utilized to hedge foreign currency exposures in principal angd interest
payment of U.S, dollar straight bonds. U.S. dollar straight bonds are translated at the coniracted rates.

The interest rate swaps and caps which qualify for hedge accounting and meet specific matching criteria
are not remeasured at market value but the differential paid or received under the swap or cap contracts is
recognized and included in interest expenses or income,

v. Per Share Information--Basic net income (loss) per share is computed by dividing net income (loss)
available to common shareholders by the weighted-average number of common shares outstanding for the period,
retroactively adjusted for stock splits.

Diluted nret income per share of common stock reflects the potential dilution that could occur if securities
were converted into common stock and assumes full exercise of outstanding stock options.

Cash dividends per share presented in the accompanying non-consolidated statements of operations are
dividends applicable to the respective years including dividends to be paid after the end of the year, which is not
retroactively adjusted for stock splits.

w, New Accounting Pronouncements

Lease Accounting—On March 30, 2007, the ASBI issued ASBI Statement No.13, “Accounting Standard for
Lease Transactions”, which revised the existing accounting standard for lease transactions issued on June 17, 1993,

Under the existing accounting standard, finance leases that deem to transfer ownership of the leased
property o the lessee are to be capitalized, however, other finance leases are permitted to be accounted for as
operating lease transactions if certain “as if capitalized” information is disclosed in the note to the lessee’s
financial statements.

The revised accounting standard requires that all finance lease transactions should be capitalized. The
revised accounting standard for lease transactions is effective for fiscal years beginning on or after April 1, 2008
with early adoption permitted for fiscal years beginning on or after April 1, 2007.

3.  TRANSLATION INTO UNITED STATES DOLLARS

The non-consolidated financial statements are stated in Japanese yen, the currency of the country in which
the Company is incorporated and operates. The translation of Japanese yen amounts into U.S. dollar amounts are
included solely for the convenience of readers outside Japan and have been made at the rate of ¥118 to $1, the
approximate rate of exchange at March 31, 2007. Such translations should not be construed as representations
that the Japanese yen amounts could be converted into U.S. dollars at that or any other rate.

4.  LOANS
Loans at March 31, 2006 and 2007 consisted of the following (before allowance for doubtful accounts):

Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Unsecured .. .. oo e v oo e v i e i e e e . ¥1L133,083 ¥ 995077 § 8,432,856
Secured . o e e e e e e e e e e v e et e e e e 341,153 274,788 2,328712
Small business 10ans .. .. .. .. o o e e e e e e 38,481 28,747 243,618
TOW) o o e e et e e e e e e e e e e et e e e e e FLS1270T ¥1,298,612 311,005,186
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Registered moneylenders are required to disclose the following information under the Non-Bank Bond
Issuing Law.

Thousands of

Millions of Yen U.S. Dollars

2006 2007 2007

Loans in legal bankrupley .o o v vv ve veoe ce e v e e e e ee e e e e ¥ 30,309 ¥ 36,936 § 373,017

Nonaccrual 10ans .. .. v o v o v n v v e e e e e e 63,877 142932 1,211,288
Accruing loans contractually past due three months or more as to principal

OF INEEMESE PAYITIENLS 1o oo v vt e e oe s on st e r ve t se e e ee s os e e ee on e 15,667 20,362 172,559

Restructured 10Ans .. .. . o o0 ot i it e e e e e ke e e e e e e e 36,383 37,903 321,212

Total . o e e e e e o ¥146,230 ¥238,133 32,018,076

Loans in legal bankruptcy are loans in which accruals of interest are discontinued (excluding the portion
recognized as bad debts), based on management’s judgment as o the collectibility of principal or interest
resulting from the past due payment of interest or principal and other factors. Allowances for claims in
bankruptcy are stated at such amount less net realizable value of collateral.

Nonaccrual loans are loans in which accruals of interest are discontinued, other thanm loans in legal
bankruptcy as well as loans receiving regular payments in case of granting deferral of interest payment to the
debtors in financial difficulties to assist them in their recovery.

Accruing loans contractually past due three months or more as to principal or interest payments are loans for
which payments of principal or interest have not been received for a peried of three months or more beginning
with the next business day following the last due date for such payments. Loans classified as loans in legal
bankruptcy and nonaccrual loans are excluded from accruing loans contractually past due three months or more.

Restructured loans are loans on which creditors grant concessions (e.g., reduction of the stated interest rate,
deferral of interest payment, extension of maturity date, waiver of the face amount, or other concessive
measures) to the debtors in financial difficulties to assist them in their recovery and eventually enable them to
pay creditors, Loans classified as loans in legal bankruptcy, nonaccrual loans and accruing loans contractually
past due three months or more are excluded.

At March 31, 2006 and 2007, the Company had balances related to revolving loan contracts aggregating
¥1,423,276 million and ¥1,232,448 million ($10,444,475 thousand), respectively, whereby the Company is
obligated to advance funds up to a predetermined amount upon request. At March 31, 2006 and 2007, the
balances of unadvanced commitments were ¥569,218 million and ¥330,213 million (52,798,415 thousand),
respectively. The loan contract contains provisions that allow the Company to reduce the contract amount of the
commitment or refuse to advance funds to loan customers under certain conditions.

5. INVESTMENT SECURITIES

Disclosure of cost and fair value of investment securities at March 31, 2006 and 2007 is not presented
herein, as such information is permitted to be omitted if disclosed in consolidated financial statements under
Japanese GAAP.

6. LONG LIVED ASSETS

The Company reviewed their long-lived assets for impairment, and as a result, recognized an impairment
loss for the following long-lived assets related to its business-restructuring program for the year ended March 31,
2007.

Impairment loss

March 31, 2007
Thousands of
Description Classification Miltion of Yen  U.S. Doliars
Outlets which the Company decided to  Buildings and structures, Furniture and ¥3,128 326,508
close fixtures and other
The following table summarizes the Company’s asset grouping:
Business Classification Asset grouping
Financial services Financial services are one unit. Outlets which the Company decided to

close are grouped in another separate unit.
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The following table summarizes the components of the Company’s loss on impairment of long-lived assets:

Thousands of

Millions of Yen U.S. Dollars

2007 2007

Buildings and stuctures .. .. .. .. oo e e e e e e e e e e ¥2,106 517,847
Furniture and fIXIUTES .. .. o o o o e e e e e e e e e v e e e e e e e e B85 7,500
1 | ¥3,128 526,508

The recoverable amount was measured at their value in use, calculated as the amount equal to the
depreciation expense to be charged through the point of the closure of outlets.

No impairment loss was recognized for the year ended March 31, 2006.

7.  SHORT-TERM BORROWINGS AND LONG-TERM DEBT
Short-term borrowings at March 31, 2006 and 2007 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Loans from banks, 1.18% to 1.37% (0.71% to 1.38% at March 31,
2006) . e e ¥50,000 ¥13,000  $710,169
Loans from other ﬁnancml msumnons I 88% (1 38% at March 31
2006) . e e e e e e e e e e e e e e e e ae v ee e ae re ee e et e o 3,000 3,000 25,424
TOW] oo o e e e e e e e e e e e et e e e e e e e e e e e ¥53,000 ¥16,000 $735593
Long-term debt at March 31, 2006 and 2007 consisted of the following:
Thousands of
Millions of Yen U.S. Dollars
2006 2007 2007
Loans from banks, 0.95% to 2,65%, due serially to 2012
(0.69% to 2.88%, due serially to 2011 at March 31, 2006) .. ........ ¥ 528,144 ¥ 446,011 $ 3,779,754
Loans from other financial institutions, 1.27% to 2.85%, due serially to
2012 (0.69% to 2.90%, due scrially to 2011 at March 31, 2606) .. ., 202,052 133,043 1,127,483
Syndicated Loans, 0.79%, due serially to 2010 (0.62% to 1.48%, due
serially to 2010 at March 31, 2006) .. I e e e 73,368 11,243 95,280
Unsecured 1.30% te 3.27% yen straight bonds due 2006 e v e e 68,500
Unsecured 1.66% to 2.51% yen straight bonds, due 2007 .. .. .. .. .. .. .. 43,000 43,000 364,407
Unsecured 0.45% to 2.48% yen straight bonds, due 2008 .. .. .. .. .. .. .. 61,000 61,000 516,949
Unsecured 1.01% to 3.28% yen straight bonds, due 2009 .. .. .. .. .. . . 58,000 58,000 491,525
Unsecured 0.80% to 3.00% yen straight bonds, due 2010 .. .. .. .. .. .. .. 70,000 70,000 593,220
Unsecured 1.50% to 1.58% yen straight bonds, due 2011 .. .. .. .. .. .. .. 20,000 20,000 169,492
Unsecured 1.20% to 1.99% yen straight bonds, due 2012
(1.20% to 1.63% at March 31, 2006) .. .. .. .. o oo oot e et e e e e 20,000 30,000 254,237
Unsecured 1.74% yen straight bonds, due 2013 .. .. .. ., . . .. .. . .. 10,000 10,000 84,746
Unsecured 1.99% yen straight bonds, due 2015 .. .. .. .. ... .. .. . .. 10,000 10,000 84,746
Unsecured variable rate Euro-yen straight bonds, due 2006
(1.82% at March 31, 2006) .. .... e 12,500
Unsecured 4.45% to 5.00% U.S. dollar sl:ralght bonds, duc 2010 - 108,500 108,500 919,492
Unsecured 6.00% U.S. dollar straight bonds, due 2011 . R 57,600 488,136
Unsecured 2.21% medium-term notes, due 2007 .. .. .. .. o o oo o o .. o 1,000
Unsecured 3.00% medium-term notes, due 2008 .. e e e 3,000 3,000 25424
Unsecured 3.50% medium-term notes, due 2015 .. e ‘e 15,000 15,000 127,119
Other (principally from leasing companies and secuntlzed loan) 0 719%
to 2.30%, due serially to 2012(0.32% to 2.30%, due scnally to 2011
at March 31,2006) .. .. . oo e e e e e 80,497 98,564 835,287
TOWL .. oo e e e e e e e et e e e e e e e e e e e e e e e ¥1,384,561 ¥1,174,961 3 9,957,297
Less CUITENt POTHION .. .. cv ve vr oo e e vt me be e e er oe ae me be ae ar ne be ae o (408,797)  (300,601) (2,547,466)
Long-term debt, less current portion .. .. o e oo o vt v e i e . ¥ 975764 ¥ 874,360 § 7,409,831
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Annual maturities of long-term debt at March 31, 2007 were as follows:

Thousands of
Year Ending March 31 Millions of Yen  U.S. Dollars
2008 . o e e e e e e e e e e e e e e e e e e e e e e e e e e ¥ 300,601 $2,547.466
2009 L e e e e e e e e e e e e e e e e e e e e e e e e e e e e 241,028 2,042,610
2000 o o e e e e e e e e e e e e e e e b e he e b e e e e e e e e 251,124 2,128,170
1 0] 1 UV VAP VRPT VRPN 203,628 1,725,661
2002 e e e e et e et e e e e ee e e e ee e e ae b e ee e ae e ee e e e 128,715 1,090,805
2013 and thereafter .. .. .. . o o v e e e e e e e e e e e e e e e e e e e e e e 49,865 422,585
TOtal .. o o e e e e e e e e e e e e e e e e e e e e e e e e e ¥1,174,961  $9,957,297

At March 31, 2007, the following assets were pledged as collateral for short-term borrowings and long-
term debt (including current portion of long-term debt):

Thousands of

Millions of Yen LS. Dolilars

0 ¥314,882 32,668,492

OUHEr CUITENTASSEES .. 1v v e cr ot 4t e et br s cn e ot e s s ot oe e e ot e s e ob e e s e 101 856

TOMAL ot o o e i i e e e ek e e e e e e e e e e e e ee e e e e s e e e e ah e ¥314,983 32,669,348
Related liabilities—

Long-term debt (including current portion of long-term debt) .. .. .. .. .. .. .. .. ¥172,866 $1,464,966

The above table includes loans related to securitized loans of ¥240,427 million (32,037,517 thousand), and
related liabilities (long-term debt including current portion) of ¥103,883 million ($880,364 thousand).

Property and equipment of Marutoh KK, the Company's subsidiary, were pledged as collateral for the
above liabilities.

If requested by lending financial institutions, the Company has committed to pledge loans of
¥171,159 million ($1,450,500 thousand) as collateral in addition to those shown in the above table. At March 31,
2007, related liabilities for which lending financial institutions can request the Company to pledge additional
collateral consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

Long-term debt {including current portion of long-term debt) .. .. .. .. .. o oo o o ¥157,470 $1,334,492

At March 31, 2007, other current assets amounting to ¥1,735 million ($14,703 thousand), were pledged as
collateral for the interest rate swap contracts.

A portion of the Company’s loans from banks and securitized borrowings is subject to accelerated
repayment if the Company fails to meet certain financial covenants including the amount of equity, the equity
ratio and those based on specified operational indexes such as the ratio of loss on interest refunds to equity. As of
March 31, 2007, the Company has violated the covenants of one or more securitized borrowings. These
securitized borrowings are to be redeemed early in accordance with their contracts, but this will not have a direct
impact on the Company’s cash flow since the redemptions are funded by collections of loans which are collateral
for the securitized borrowings,

8. EQUITY

On and after May 1, 2006, Japanese companies are subject to a new company law of Japan (the “Company
Law”), which reformed and replaced the Commercial Code of Japan (the “Code”) with various revisions that are,
for the most pant, applicable to events or transactions which occur on or after May 1, 2006 and for fiscal years
ending on or after May 1, 2006. The significant changes in the Company Law that affect financial and accounting
matters are summarized below:

(a) Dividends

Under the Company L.aw, companies can pay dividends at any time during the fiscal year in addition to the
year-end dividend upon resolution at the shareholders meeting. For companies that meet certain criteria such as;
(1) having the Board of Directors, (2) having independent auditors, (3) having the Board of Corporate Auditors,
and (4) the term of service of the directors is prescribed as one year rather than two years of normal term by its
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articles of incorporation, the Board of Directors may declare dividends (except for dividends in kind) at any time
during the fiscal year if the company has prescribed so in its articles of incorporation. The Company meets all the
above criteria.

The Company Law permits companies to distribute dividends-in-kind (non-cash assets) to shareholders
subject to a certain limitation and additional requirements.

Semiannual interim dividends may also be paid once a year upon resolution by the Board of Directors if the
articles of incorporation of the company so stipulate. The Company Law provides certain limitations on the
amounts available for dividends or the purchase of treasury stock. The limitation is defined as the amount
available for distribution to the shareholders, but the amount of net assets after dividends must be maintained at
no less than ¥3 millicn.

(b) Increases / decreases and transfer of common stock, reserve and surplus

The Company Law requires that an amount equal to 10% of dividends must be appropriated as a legal
reserve {(a component of retained eamings) or as additional paid-in capital (a component of capital surpius)
depending on the equity account charged upon the payment of such dividends until the total of aggregate amount
of legal reserve and additional paid-in capital equals 25% of the common stock. Under the Company Law, the
total amount of additional paid-in capital and legal reserve may be reversed without limitation. The Company
Law also provides that common stock, legal reserve, additional paid-in capital, other capital surplus and retained
earmings can be ransferred among the accounts under certain conditions upon resolution of the shareholders,

(¢} Treasury stock and treasury stock acquisition rights

The Company Law also provides for companies to purchase treasury stock and dispose of such treasury
stock by resalution of the Board of Directors. The amount of treasury stock purchased cannot exceed the amount
available for distribution to the shareholders which is determined by specific formula.

Under the Company Law, stock acquisition rights, which were previously presented as a liability, are now
presented as a separate component of equity,

The Company Law also provides that companies can purchase both treasury stock acquisition rights and
treasury stock. Such treasury stock acquisition rights are presented as a separate component of equity or deducted
directly from stock acquisition rights.

On May 23, 2005, the Company made a three for two stock split and 47,345,000 shares were issued to
shareholders of record on March 31, 2005. The number of shares to be issued upon the option grants mentioned
above and the exercise price were adjusted based upon a defined formula.

9. STOCK OPTION

Disclosure of stock option outstanding at March 31, 2007 is not presented herein, as such information is
permitted to be omitted if disclosed in consolidated financial statements under Japanese GAAP.

10.  LOSS FROM AND PROVISION FOR BUSINESS RESTRUCTURING

The following table summarizes the components of the Company’s loss from business restructuring for the
year ended March 31, 2007.

Thousands of
Millions of Yen  U.S. Dollars
2007 2007

Loss from business restructuring:
Special SEVErANCe PAYINIENIS .. v v ve v v v ve vt eeee e n e en e e e e e e e e e ¥2,753 523,331
Cost related to closure of UEIELS .. .. . .o o v o e e e e e 1,267 10,737
Oher L o e e e e e e e e e e e e e e e e 397 3,364
Total .. . et e e e e e e e e e e e ¥4,417 $37,432
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The following table summarizes the components of the Company's provision for business restructuring for
the year ended March 31, 2007.

Thousands of
Millions of Yen U.S. Dollars
2007 2007

Provision for business restructuring:
Cost related to closure of OUtlELS .. .. . o ot o o e e e e e e e e e e e e ¥4,115 $34,873
Re-employment support cost and other .. .. .. o o v vo v vt v v ve vt e v e e 266 2,254
TOtl .. o o e e e e e e e e e e e e e e e e e e ek e e ae e e e e e e e ¥4,381 $37,127

11. INCOME TAXES

The Company is subject to Japanese national and local income taxes which, in the aggregate, resulted in
normal effective statutory tax rates of approximately 40.6% for both of the years ended March 31, 2006 and
2007.

The tax effects of significant temporary differences which resulted in deferred tax assets and liabilities at
March 31, 2006 and 2007 are as follows:

Thousands of
Millions of Yen LS. Doliars
2006 2007 2007
Deferred Tax Assets:

Allowance for doubtful accounts .. .. .. oo o o i svciiv e e v e ¥ 597 ¥ 90,111 $ 763,653
Allowance for losses on interest refunds .. .. .. .. oo v oo ve e v e 6,907 49,896 422,847
Investments in subsidiaries .. .. .. o oo ve e e e e e e 8,806 74,627
Charge-offs for doubtful accounts .. .. .. . oo v v v ve e e oo e 4,310 6,065 51,398
Deferred loss on derivatives under hedge accounting .. .. .. .. .. .. .. .. . 3,929 33,297
Accrued interest O 10ANS .. .. oo v o o it v o e e e e e e e e 2,625 3,737 31,669
L 11 T O TP 5,567 7,058 59,814
Less valuation alloWance .. .. .. o ot v oo cn ir e it e e e i e e e (156,141) (1,323,229)
Deferred taX asSelS o o o ve e ve e et e e e e e e e e e e e e ¥20,006 ¥ 13461 § 114,076

Deferred Tax Liabilities:
Unrealized gain on available-for-sale securities .. .. .. .. .. . o oo o o ¥(7,264) ¥ (4,355) § (36,907)
OHher e o e e o e e e e e e e e e e e e e (199) (1,686)
Deferred tax labilities .. .. .. .. oo o o e ¥(7,264) ¥ (4,554) § (38,593)
Netdeferred tax assets .. .. .. . o oo v i i i e e .. ¥12,742 ¥ 8907 § 75,483

Net deferred tax assets inciuded in the non-consolidated balance sheet at March 31, 2007 are as follows:

Thousands of

Millions of Yen U.S. Dollars

2007 2007

Current assets—Deferrad tAX @S58I5 v v. v v ve v vt ve ee vt et e et e e e e e e e ¥9.333 $79,093
Long-term liabilities—Deferred tax Habilities .. .. .. o o oo v o o vi i e v e e e (426) (3,610)

As the differences between the normal effective statutory tax rate and the actual effective tax rate reflected
in the accompanying non-censolidated statement of operations for the year ended March 31, 2006 are not more
than 5% of the normal effective statutory tax rate, a reconciliation has not been disclosed as permitted under
Japanese GAAP.

A reconciliation between the normal effective statutory tax rate and the actual effective tax rate reflected in
the accompanying non-consolidated statements of operation for the year ended March 31, 2007 has not been
disclosed because of the Company's net loss position.
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12. RELATED PARTY TRANSACTIONS

The balances due from subsidiaries at March 31, 2006 and 2007 and transactions of the Company with
subsidiaries for the years ended March 31, 2006 and 2007 were as follows:

Thousands aof

Millions of Yen U.S. Doliars

2006 2007 2007

Advancestosubsidianies .. .. .. . L e e e W . ¥288,525 ¥277,503  $2,351,720
INETESLINCOME .. . o o oot ot e v et v e e et ve o ee ve vt e ee oe e e e e e a 5,013 4482 37,983

13. LEASES
The Company leases vehicles, computer equipment, furniture and fixtures, office space and other assets.

Total rental expenses including lease payments under finance leases for the years ended March 31, 2006
and 2007 were as follows:

Millions of Yen Thousands of U.S. Dollars
Total Lease Payments Total Lease Payments
Rental Under Rental Under
Expenses Finance Leases Expenses Finance Leases
Year Ended March 31:
2006 .. ..o e e e e e e e ¥12,622 ¥832
2007 . . e e w e 11,613 250 $98,415 $2,119

Pro forma information of leased property including acquisition cost, accumulated depreciation, obligations
under finance leases, depreciation expense, and interest expense of finance leases that do not transfer ownership
of the leased property to the lessee on an “as if capitalized” basis for the years ended March 31, 2006 and 2007
was as follows:

Thousands of

Millions of Yen U.S. Dollars

2006 2007 2007

Furniture  Furniture Furniture

and and and

Fixtures Fixtures Fixtures

ACQUISILION COSE .. v to v cr e e ee et vt e ae oe ot e e ee et et e e e e e e e e ¥1,357 ¥277 $2,348

Accumulated depreciation . ..o e e e e e 1,166 219 1,856

Net leased PrOPETtY . v v v oo ee vt o e et ee st o e e es st te et s e e e e e e ¥ 101 ¥ 58 $ 492
Obligations under finance leases:

Thousands of

Millions of Yen U.S. Dollars

2006 2007 2007

Due Within OIE YEAT .. 0 v v v sn on o ce st ae oe se sn st s ee ee ot e e ae oe e e e ¥180 ¥44 3373

Due after ONE YEAr .. .. o v o e o v ee ot e e ee vt e e e e e e e e e 16 18 152

1o 7 Rt ¥196 ¥62 3525

Depreciation expense and interest expense, which are not reflected in the accompanying non-consolidated
statements of operations, computed under a straight-line method and the interest method, respectively, were as
follows:

Thousands of

Millions of Yen U.S. Dollars

2006 2007 2007

Deprecialion eXpense .. .. .. o o oo r i e e e e e e e e e e e e e ¥803 ¥240 32,034
INTErest SXPENSE L. o o v o v v s ir e et o e e e e e e e e e e e e 9 3 25
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The minimum rental commitments under non-cancelable operating leases at March 31, 2007 were as

follows:

Due within one year

Dueafterone year .. .. .. .. o ot i e e e e e

Total

14. NET INCOME (LOSS) PER SHARE

Thousands of

Millions of Yen U.S. Dollars
2006 2007 2067
¥241 ¥20 5170
147 5 42
¥38% ¥25 J212

Reconciliation of the differences between basic and diluted net income (loss) per share (“EPS”) for the

years ended March 31, 2006 and 2007 is as follows:

Yen in millions Thousands of shares Yen Dollars
Net income Weighted average
(loss) shares EPS
For the year ended March 31, 2006:
Basic EPS
Net income available to common
shareholders .. .. .. .. .. o ¥ 50,382 141,614 ¥ 355.77
Effect of Dilutive Securities
Stock Options 45
Diluted EPS
Net income for computation .. .. .. .. .. . o0 oo o ¥ 50,382 141,659 ¥ 355.65
For the year ended March 31, 2007:
Basic EPS
Net loss available to common shareholders .. .. .. ¥(359,399) 141,622 ¥(2,537.73) %2151

Diluted net loss per share for the year ended March 31, 2007 was not disclosed because of the Company’s
net loss position and also because no dilutive securities were outstanding.

15. SUBSEQUENT EVENTS

Appropriations of Retained Earnings

The following appropriations of retained earnings at March 31, 2007 were approved by the Board of

Directors on May 21, 2007:

Year-end cash dividends, ¥30 (30.25) pershare .. .. .. .. . o oo

* ¥ k k ¥ ¥k
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Thousands of

Millions of Yen U.S. Doliars
2007 2007

¥4,249 336,008
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REPORT OF INDEPENDENT AUDITORS ON THE CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE FISCAL YEARS ENDED MARCH 31, 2005 AND 2006

To the Board of Directors and Shareholders of
AIFUL Corporation:

We have audited the accompanying consolidated balance sheets of AIFUL Corporation and consolidated
subsidiaries as of March 31, 2005 and 2006, and the related consolidated statements of income, shareholders’
equity, and cash flows for the years then ended, all expressed in Japanese yen. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of AIFUL Corporation and consolidated subsidiaries as of March 31,
2005 and 2006, and the consolidated results of their operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in Japan,

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made in conformity with the basis stated in Note 3. Such U.S. dollar amounts
are presented solely for the convenience of readers outside Japan.

fs/ Deloitte Touche Tohmatsu /s/  Shimbashi & Co.
DELOQITTE TOUCHE TOHMATSU SHIMBASHI & CO.
Kyoto, Japan Osaka, Japan

Tune 27, 2006 June 27, 2006
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CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2005 AND 2006

ASSETS
CURRENT ASSETS:

Cash and cash equivalents b e e e ve e e ee e e e ee e e e e e e e

Time deposits -
Operaticnal investment securities (Note 8)
Loans (Notes 4 and 10) .

Instailment accounts recclvable (Notcs 5 and 10) B
Loan guarantees (NOte 6) .. .. .. o oo oo it v o v e e v v e e e e

QOther receivables . . o
Allowance for doubtful loans and rccewab]cs

Net loans and receivables .. .. .. .o oo v e e ot n e e e

Inventories (Notes 7 and 10)
Prepaid expenses .. .. .. ..

Deferred tax assets (Note l3) e e e e e e e e e e e e ey e e e e
Other current assets (Note 10) .. .. o oo v o v i e e e s o i e e

Total current assets .

PROPERTY AND EQUTPMENT (Notc 10)
Land (Note 9) T
Buildings and structures (Notc 9)

Machinery and equipment ..

Fumiture and fIXIUrES .. .. o o oo i o on v v vt e e s ot e e e e

Construction in progress

Total - e
Accumulated dcprccnauon

Net property and eqUipmeEnt .. .. .. v o0 v o v e e or o or e ae ee e o

INVESTMENTS AND OTHER ASSETS:
Investment securities (Note 8) ..

Investments in and advances to unconsolldated subsxdlarles and

associated companies ..
Claims in bankruptcy (Notc 4)

Allowance for claims in bankruptcy e e e e e e e e e e e

Goodwill, net
Software, net . .
Long-term loans rccewablcs (less current pomon)

Lease deposits .. .. . oo oo e e e e e e

Long-term prepayments .. e
Deferred tax assets (Note 13) e e e

Deferred losses on hedging instruments, mamly interest rate swaps

(Note 15)
Other assets

Total investments and Other 855818 .. .. . oo v v v e sv e v oe ve v o

TOTAL
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Thousands of
0.5, dollars
Millions of yen (Note 3)
As of March 31,
2005 2006 2006
¥ 108,965 ¥ 134,377 3 1148521
610 78 667
1,622 1,789 15,291
1,995,622 2,124,017 18,153,991
192,402 209,581 1,791,291
141,407 153,767 1,314,248
18,529 21452 183,350
(137,936) (146,962) (1,256,085)
2,210,024 2,361,855 20,186,795
343 353 3,017
4,544 4,757 40,658
30,809 32,263 275,752
54,203 97,543 833,701
2,411,120 2,633,015 22,504,402
15,654 15,899 135,889
49,861 51,071 436,504
232 230 1,966
19,209 26,674 227,983
219 399 3,410
85,175 94,273 805,752
(36,923) (40,596) (346,974)
48,252 53,677 458778
24,116 32,742 279,846
7,392 235 2,009
28,536 33,031 282,316
(21,547) (24,753) (211,564)
11,007 9,273 79,256
19,806 20,976 179,282
1,110 23 197
12,195 12,119 103,581
5,804 4,660 39,829
4,288 2,905 24,829
18,971 10,230 87,436
3,236 2,836 24,239
114,914 104,217 891,256
¥2,574,286 ¥2,790,969 323,854,436




CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2005 AND 2006—(Continued)

Thousands of
U.S. dollars
Millions of yen (Note 3)
As of March 31,
2005 2006 2006
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:
Short-term borrowings (Note 10) .. .. .. oo o o i i e e v oo ¥ 71,695 ¥ 138,200 § 1,181,197
Current portion of long-term debt (Note 10) .. .. .. .. .. .. oo oo oo o o 530,661 516,325 4,413,034
Trade notes payable .. .. ... o e e e e e e 11,154 10,564 90,291
Trade accounts payable .. .... .. .. .. e ne e e e e e e 27,529 28,293 241,820
Obligation under loan guarantees (Notc 6) e e e e 141,407 153,767 1,314,248
Income taxes payable .. .. .. .. .o 23,597 25,040 214,017
Accrued expenses .. .. .. .. T 10,239 10,223 87,376
Allowance for losses on interest rcfunds (Notc 2 ;) e e - 21,074 180,120
Other current liabilities (Notes Sand 6) .. .. .. o oo i o ie e v o e 42,583 43,732 373,777
Total current liabilities .. .. .. o oot e o e e e e e e 858,865 947,218 8,095,880
LONG-TERM LIABILITIES:
Long-term debt (less current portion) (Note 10) .. .. .. .. ... o o o 1,071,102 1,138,221 9,728,385
Deferred tax liabilities (Note 13} .. . .. o v o e e v e e e - 3,760 32,137
Liability for retirement benefits (Note 11) .. .. . .. .. o o oo o 2,107 1,328 11,350
Interest rate swaps (Note 15) .. . oo i e i e e e e 17,833 9,462 80,872
Other long-term labilities .. .. o oo oo ot e e e et e e e er e e e o 1,639 2,321 19,838
Total long-term liabilities . e e e e e 1,092,683 1,155,092 9,872,582
MINORITY INTERESTS . b e e ar e e v b e s e e e e e 5,385 6,965 59,530
SHAREHOLDERS' EQUITY (Notes 12 and 17)
Common stock, authorized, 373,500,000 shares; issued, 94,690,000
shares in 2005 and 142,035,000 shares in 2006 .. .. .. .. .. .. .. .. .. 83,317 83,317 712,111
Capital Surplus—Additional paid-in capital v e e e e e e e e e 104,126 104,126 389,966
Retained earnings .. .. .. .. S 427,610 486,214 4,155,675
Net unrealized gain on avallablc for salc securities .. .. .. . - 5,364 11,002 94,034
Treasury stock, at cost, 284,465 shares in 2005 and 412,124 sha:es
IN2006 .. . o e e e e e e e e e e e e e s e e e e e e (3,064) (2,965) (25,342)
Total shareholders’ equity .. o v oo oo v v v e v e v e e e e 617,353 681,694 5,826,444
TOTAL . ot ot e e et e et v e s e o e et ae e e e e ¥2,574286  ¥2790,969 823,854,436

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

FOR THE FISCAL YEARS ENDED MARCH 31, 2005 AND 2006

Thousands of
U.S, dollars
Millions of yen (Note 3)
Years Ended March 31,
2005 2006 2006
INCOME:
Interest on loans .. .. .. .. e e e e e e e e e e e e e . ¥A66,430 ¥491,358  $4,199,641
Interest on credit card shoppmg loans e e e e e e e e e e e e 9,091 11,275 96,368
Interest on per-item shopping loans .. .. .. . o 17,201 17,676 151,077
Interest on loan guarantees .. .. .. .. e e e e e e e e 7,088 8,668 74,085
Interest on deposits, securities and other e re e e e e ee ek ee e e e e e e 327 350 299}
Recovery of loans previously charged off .. .... .. .. .. e 7,720 8,536 72,957
Gain on exemption from pension obhgatlon of the governmem.al program
(Note 11) .. ........ .. v e e e e e et ee ee ee ee e e 208 - -
Gain on transfer ofpcnsxon plan (Nole ll) e e e e e e e e e 208 421 3,598
Other income . b e e e e e e e e e e e e e e e e et e e e e en e 12,464 10,534 90,035
Total INCOME .. o vt it e e vt et e ot e it ae v e en et e e e e e e e e 520,737 548,818 4,690,752
EXPENSES:
Interest on borrowings .. .. .. .. e e 35,612 33,798 288,872
Charge-offs and provision for doubtful loans and rcccwablcs and claims in
bankruptcy .. - e e e e e e e 155,466 166,047 1,419,205
Salaries and other cmployecs bcncﬁts b ke e en e e e et e e e e e e e e 52,547 56,975 486,966
AdVErtiSINg €XPEISES . wv o s v te ot e er ot e et n e e e e e e e e e e e 23,670 28,018 239,470
Rental expenses .. .. .. . o o e e e e 23,362 21,318 182,205
Commissions and fees .. .. .. .. i v e e e e e e e e e e e e e 25,556 28,490 243,504
Lass on impairment of long- llvcd QSSEIS o o v vt e e v e e e e e e e 744 6,359
Depreciation and amortization .. .. .. ., e e e 16,959 13,892 118,735
Provision for employees’ retirement bencﬁts (Note ll) e e e 2,098 1,284 10,974
Provision for retirement benefits to directors and corporate auduors . 95 100 855
Provision for loss on interest refunds .. .. .. o oo o oo o i o - 21,074 180,120
Loss on interest refUnds .. .. . oo oo ce e i v e e e e e e e e e e - 13,109 112,043
Other BXPENSES .. .. o o it e it e e e et e r e s e e e e e e e e e e e 55,930 51,196 437,572
Total expenses .. .. .. .. .. cew 391,295 436,045 3,726,880
INCOME BEFORE INCOME TAXES AND MINORITY INTERESTS ... 129442 112773 963,872
INCOME TAXES (Note 13):
L8 (1 P VOV 41,025 45,520 389,060
Deferred . e e e e e ee ee e e e ae ee e e e ee ee e e e en e e e e e e 11,990 (145) (1,239}
Total income taxes .. .. .. .. .. e e e er ee e e e e e ee ae e 53,015 45,375 387,821
MINOQRITY INTERESTS IN NET INCOME . e e e e e e e 704 1,571 13,427
NETINCOME .. . o o o e e e et et r e e et s e e e e e e e e e ¥ 75,723 ¥ 65,827 § 562,624
Yen U.S. Dollars

AMOUNTS PER COMMON SHARE (Notes 2.5 and 16):

Basic NBLIACOME o . i v i i e e it e se e te e i e - ¥ 53357 ¥ 46484 § 3.97

Diluted net income .. .. .. .. b e e e e e e e e e e e e 533.53
Cash dividends applicable to the year b e e e e e e e e e e e e e e 60.00

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE FISCAL YEARS ENDED MARCH 31, 2005 AND 2006

Thousands of
U.S. dollars
Millions of Yen (Note 3)
Years Ended March 31,
2005 2006 2006
OPERATING ACTIVITIES:
Income before tncome taxes and minority tnterests . .. o v v oo v i v v ¥ 129,442 ¥ 112,773 3 963872
Adjustments for:
Income taxes—paid .. . o o v s s e e s e e e e e e e e e e e e e e et v e e b (44,256) (44,079) (376,744)
Depreciation and amortization e e e e e e v [T 16,959 13,892 118,735
Loss on impairment of long-fived assets . e e - 744 6,359
increase in allowance for doubtful loans and receivables and claims in bn.nkmptcy e 5,002 11,561 98,812
Increase in allowance for losses on interest refunds ., e [ - 21,074 180,120
Decrease in liability for employees’ retirement benefits .. (1,556) (358) {3.060)
Amortization of bonds issue costs . S 591 650 5,556
Loss on write-down of investment sccunncs 499 65 556
Loss on sales of property and equipment, net 376 103 830
Loss on dlsposa] of property and equipment .. .. .. e e e e e 549 346 2,957
(Gain on exemption from pension obhgauou of the go\’emmcnla.l pmgmm b e e e (208) - -
Gain on transter of pension plans .. .. .. .. .. B (208) 421) {3,598)
Changes in assets and liabilities:
Increase in loans .. . b e e e e ek e e wn et e e e e e e e e e e e e (134,435) (121,000) 11,034,188)
Increass in installment. accounl.s recen-'ablc - e et e e e et e e e (38,117) (17,179) {146,829)
Decrease (increase) in investments held by venture capna.l subsndla.ry e e e e v e e 506 (121) (1,034)
Increase in other receivables .. oo o vo oo v v v e e e e e e et e e e e ne s e e e (7,314) (2,923) (24,983)
Increase in claims in bankruptcy (4,875) (4,495) (38.419)
Increase in inventories .. .. .. et e e e e (22) 4) (35)
Decrease (increase) in prep:ud :xpcnses P 83 (276) (2,359)
Decrease in long-term prepayments .. R e 1,815 1,585 13,547
Decrease in 0ther CUITENL AS5EL5 1. v v co w ov v se w ve et e ot e en e e e o e os e e e e e o e oo 5,207 1,694 14,478
Increase in other current Habilities .. .. o o o e v e s e e e e e e e e e 6,175 973 8316
Other—anet e e e e e e e e 378 (548) 4,684)
Total adjUSUTIENIS .. oo o0 ot ot e e v e e e e e e e e e e e (192,851) (138,717) (1,185.617)
Net cash used in operating activities . .. . o oo e {63,409) (25,944) (221,745)
INVESTING ACTIVITIES:
Capital EXPERGIEUTES . o e e e e e (5,308) (19,322) (165,145)
Decrease (increase) in loans .. e e er en e e e e e e e e e ke ke ae e e en ee s e ee e e e e 7.984 (43,847) (374,761)
Purchases of investment securmes e e e (4,025) (1,663) {14.214)
Acqutsmons of subsidiaries (net ofcash acqun.rcd) J N (9.897) - -
Decrease in investment in trust .. .. .. o 1,000 - -
Other—net e e e 3,035 4,813 41,137
Net cash used in investing activities .. .. . oo o ot e v e ve e e e e e e e (1,211 (60,019) (512,983)
FINANCING ACTIVITIES:
Net increase in short-term borrowings .. T, 835 66,505 568,419
Proceeds from long-term debt (net of bonds issue costs) R 742,880 639,333 5,464,385
Repayments of long-term debt . e (656,683) (587,655) (5,022,692)
Cash dividends paid e (5,670) (7,030) {60,513}
Acquisition of treasury stock .. . (2,572) (46) {3%3)
Disposal of treasury stock e e e e e e e e e e e e e e 1,528 129 1,102
Net cash provided by financing activities .. .. .. o o ot v e s e e e e e 80,318 111,186 950.308
Foreign currency translation adjustments on cash and cash equivalents .. . . oo v v e i e (6) 16 137
Net increase in cash and cash equivalents .. .. e 5,692 25,239 215,717
Cash and cash equivalents of newly consolidated subs:dmncs bcgmnmg of yea.r e 4,944 173 1,479
Cash and cash equivalents, beginning of year .. " PO 98,329 108,965 931,325
Cash and cash equivalents,end of year .. .. .. o oo i v i vt e e ow e ¥ 108,965 ¥ 134,377 $ 1,148,521

Noncash investing activities:
During the year ended March 31, 2005, the Compa.ny ncqum:d Wide Corporanon and TCM.
Co. Lid a; follows: .. .. .. e

Assets acquired .. .. .. ¥ 87604
Liabilities assumed e (75,338)
Goodwill .. ... 4,584
Cash paid for the capua] i e ke e e me s e ke e g e e e e ee e e e e v e e ar e e e e e e e 16.850
Acquired cash and cash equivalenis .. . o v v e e (6.953)
Net cash used in acquisition of subsidiaries .. .. .. i e e ¥ 9897

E — __—1

See notes to consolidated financial statements.

F-48




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE FISCAL YEARS ENDED MARCH 31, 2005 AND 2006

1.  BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated financial statements have been prepared in accordance with the provisions
set forth in the Japanese Securities and Exchange Law and its relatzd accounting regulations, and in conformity
with accounting principles generally accepted in Japan (“Japanese GAAP™), which are different in certain
respects as to application and disclosure requirements of International Financial Reporting Standards and
accounting principles generally accepted in the United States of America.

In preparing these consolidated financial statements, certain reclassifications and rearrangements have been
made to the consolidated financial statements issued domestically in order to present them in a form which is
more familiar to readers outside Japan.

In addition, certain reclassification have been made in the 2005 financial statements to conform to the
classification used in 2006.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation—The consolidated financial statements include the accounts of ATFUL Corporation
(the “Company”) and its significant subsidiaries (ten in 2005 and thirteen in 2006) (together, the “Group”).
Consolidation of the remaining two (three in 2005) unconsolidated subsidiaries would not have a material effect
on the accompanying consolidated financial statements,

On April 1, 2004, Tryto Corporation was formed through the integration of consolidated subsidiaries,
Happy Credit Corporation, Shinwa Co., Ltd. and Sanyo Shinpan Co., Ltd.

Wide Corporation (“Wide™) and TCM, Co. Ltd (*“TCM”), which engage in consumer finance, became
wholly owned subsidiaries of the Company effective June 30, 2004 and February 21, 2005, respectively. The
accounts of Wide, TCM and New Frontier Partners Co., Ltd., a venture capital company, were newly
consolidated for the year ended March 31, 2005.

In March 2005, the Company acquired Passkey Co., Ltd (*Passkey™), a consumer finance company with
operations in Hokkaido, Japan. The accounts of Passkey are newly consolidated for the year ended March 31,
2006 due to materiality.

On September 30, 2005 the Company established id CREDIT Corporation ("id CREDIT) and NET ONE
CLUB Corporation (“NET ONE CLUB”), which are both consumer finance companies. The accounts of id
CREDIT and NET ONE CLUB are newly consolidated for the year ended March 31, 2006.

Under the control or influence concept, those companies in which the Company, directly or indirectly, is
able to exercise control over operations are fully consolidated, and those companies over which the Group has
the ability to exercise significant influence are accounted for by the equity method.

Investments in the two unconsolidated subsidiaries (three in 2005) and two associated companies are stated
at cost, If the equity method of accounting had been applied to the investments in these companies, the effect on
the accompanying consolidated financial statements would not be material.

Goodwill on acquisition of subsidiaries is amortized using the straight line method over ten years.
However, when the excess of cost over net assets of subsidiaries acquired is not material, it is charged to income
when incurred.

All significant intercompany balances and transactions have been eliminated in consolidation. All material
unrealized profit included in assets resulting from transactions within the Group is eliminated.

b. Cash equivalents—Cash equivalents are short-term investments that are readily convertible into cash
and that are exposed to insignificant risk of changes in value. Cash equivalents include time deposits and
certificate of deposits which mature or become due within three months of the date of acquisition.

¢. [Inventories—Inventories include property for sale and supplies. Property for sale is stated at the lower
of cost or market, cost being determined by the specific identification method. Depreciation of property for sale
currenty rented is computed by the same method as applied to property and equipment, Supplies are stated at
cost, cost being determined by the specific identification method.

d. Operational investment securities held by venture capital subsidiary and investment securities—
Operational investment securities held by venture capital company and investment securities are classified and
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accounted for, depending on management’s intent, as follows: i) trading securities, which are held for the purpose
of earning capital gains in the near term are reported at fair value, and the related unrealized gains and losses are
included in eamnings, ii) available-for-sale securities are reported at fair value, with unrealized gains and losses, net
of applicable taxes, reported in a separate component of shareholders’ equity. The cost of securities sold is
determined based on the moving-average cost method. Non-marketable available-for-sale securities are stated at
cost determined by the moving-average cost method. For other than temporary declines in fair value, operational
investment securities and investrment securities are reduced to net realizable value by a charge to income,

Investments in limited liability investment partnerships and other similar partnerships are initially recorded
at cost, and the carrying amount is adjusted to recognize the Company's interests in earnings or losses in such
partnerships based on the recent available financial statements of the partnerships.

e, Property and equipment—Property and equipment are stated at cost. Depreciation is computed by the
declining-balance method. The range of useful lives is principally from 2 to 62 years for buildings and structures,
from 2 to 15 years for machinery and equipment and from 2 to 20 years for furniture and fixtures.

S Long-lived Assets—In August 2002, the Business Accounting Council issued a Statement of Qpinion,
Accounting for Impairment of Fixed Assets, and in October 2003, the Accounting Standards Board of Japan
{ASBJ) issued ASBJ Guidance No. 6, Guidance for Accounting Standard for Impairment of Fixed Assets. These
new pronouncements were effective for fiscal years beginning on or after April 1, 2005 with early adoption
permitted for fiscal years ending on or after March 31, 2004.

The Group adopted the new accounting standard for impairment of fixed assets as of April 1, 2005.

The Group reviews its long-lived assets for impairment whenever events or changes in circumstance
indicate the carrying amount of an asset or asset group may not be recoverable. An impairment loss is recognized
if the carrying amount of an asset or asset group exceeds the sum of the undiscounted future cash flows expected
to result from the continued use and eventual disposition of the asset or asset group. The impairment loss is
measured as the amount by which the carrying amount of the asset exceeds its recoverable amount, which is the
higher of the discounted cash flows from the continued use and eventual disposition of the asset or the net selling
price at disposition. '

The effect of the adoption of the new accounting standard for impairment of fixed assets was to decrease
income before income taxes and minority interests for the year ended March 31, 2006 by ¥744 million ($6,359
thousand).

g Software—Expenditres for the purchase of software, which meet certain future-tests, are capitalized
as software and amortized by the straight-line method over the estimated useful lives of five years,

h. Liability for retirement benefitss—The Company and certain consolidated subsidiaries have a defined
contribution pension plan and a prepaid retirement benefits plan. Contributions to the defined contribution plan
and payments to prepaid retirement benefits plan are charged to income when incurred. See Note 11.

Liability for retirement benefits to directors and corporate auditors is provided at the amount which would
be required if they retired at each balance sheet date. The liability for retirement benefits includes retirement
benefits to directors and corporate auditors of ¥1,420 million and ¥1,328 million (511,350 thousand) at
March 31, 2005 and 2006, respectively.

i Allowances for doubtful accounts—The allowance for doubtful accounts is stated in amounts
considered to be appropriate based on the Group’s past credit loss experience and an evaluation of potential
losses in the accounts outstanding.

J. Allowance for Ipsses on interest refunds—The limit of interest rates is regulated by two laws—
“Contributions Law™ and “Interest Rate Restriction Law”. Under the former law, interest rates on loans should
not exceed 29.2% and the violation is considered to be a criminal penalty. The latter law stipulates that interest
payments for interest rates that exceed the legal limit (20% for principal amounts under ¥100 thousand, 18% for
principals between ¥100 thousand and ¥1 million and 15% for principals over ¥1 million) are void. However,

under the “Moneylending Business Restriction Law™, such interest payments are nonetheless considered to be -

valid if money lenders issue notices as prescribed by the law to debtors and debtors pay voluntarily, Recent strict
interpretation by the courts of these requirements has led to decisions against moneylenders and resulted in more
debtors claiming for the return of excess interest payments.

In March 2006, the Japanese Institute of Certified Public Accountants (the “JICPA") issued a report
requiring moneylenders to make an accounting provision for losses on interest refunds for interest rates that
exceeded the limit set by the Interest Rate Restriction Law. The Company and certain consolidated subsidiaries
lend money at rates between the limit set by the two laws, and have so far charged refund costs to income as
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incurred. However, the growing number of lawsuits against the Company and certain consolidated subsidiaries
has increased the materiality of the financial effects of the matters, so the Company and certain consolidated
subsidiaries decided to record a provision (“Allowance for losses on interest refunds™) for prospective interest
refunds from the fiscal year ended March 31, 2006.

Allowance for losses on interest refunds is stated in amounts considered to be appropriate based on the
Company’s and certain consolidated subsidiaries’ past refund loss cxperience and the recent situation regarding
interest refunds.

The effect of this accounting provision was to increase current liabilities as of March 31, 2006 by
¥21,074 million ($180,120 thousand) and to decrease income before income taxes and minority interests for the
year ended March 31, 2006 by the same amount.

k. Leases—All leases are accounted for as operating leases. Under Japanese accounting standards for
leases, finance leases that deem to transfer ownership of the leased property to the lessee are to be capitalized,
while other finance leases are permitted to be accounted for as operating lease transactions if certain “as if
capitalized” information is disclosed in the notes to the lessee’s consolidated financial statements,

. Inceme taxes—The provision for income taxes is computed based on the pretax income included in the
consolidated statements of income. The asset and liability approach is used to recognize deferred tax assets and
liabilities for the expected future tax consequences of temporary differences between the carrying amounts and
the tax bases of assets and liabilities. Deferred taxes are measured by applying currently enacted tax laws to the
temporary differences.

m. Appropriations of retained earnings—Appropriations of retained eamings are reflected in the
consolidated financial statements for the following year upon sharcholders’ approval.

n. Foreign currency transactions—All short-term and long-term monetary receivables and payables
denominated in foreign currencies are translated into Japanese yen at the exchange rates at the balance sheet date.
The foreign exchange gains and losses from translation are recognized in the consolidated statements of income
to extent that they are not hedged by forward exchange contracts.

0. Revenue recognition:

Interest on loans—Interest on loans is recorded on an accrual basis. In accordance with the practice
prevailing in the industry, the Company records accrued interest at ¢ither the interest rate stipulated in the Interest
Rate Restriction Law or the contracted interest rate, whichever is lower.

Interest on credit card shopping loans, interest on per-item shopping loans—Fees from customers and
member stores applying the add-on method are generally recorded collectively as uneamed income when credit
contracts become effective and are recognized in equal installments over the lives of contracts. Fees from
customers applying the remaining principal method or revelving method are generally recognized in equal
tnstallments over the lives of contracts,

Interest on loan guarantees—Interest on loan guarantees is recorded by the remaining principal method.

p. Interest on borrowings—Interest on financial liabilities is accounted for as operating expenses while
other interest is included in other expenses.

g. Bonds issue costs—Bonds issue costs, which are included in other assets, are amortized ratably over
periods up to three years.

r. Derivatives and hedging activities—The Group uses derivative financial instruments to manage its
exposures to fluctuations in interest rates and foreign exchange. Imterest rate swaps, interest rate caps and
currency swaps contracts are utilized by the Group to reduce interest rate and foreign currency exchange risks.
The Group does not enter into derivatives for trading or speculative purposes. The accounting standard for
derivative financial instruments requires that: a) all derivatives be recognized as either assets or liabilities and
measured at fair value, and gains or losses on derivative transactions be recognized in the consolidated
statements of income, and b) for derivatives used for hedging purposes, if derivatives qualify for hedge
accounting because of high correlation and effectiveness between the hedging instruments and the hedged items,
gains or losses on derivatives be deferred until maturity of the hedged transactions.

Currency swaps contracts are utilized to hedge foreign currency exposure in principal and interest
payments of U.S. dollar straight bonds. U.S. dollar straight bonds are translated at the contracted rates.
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The interest rate swaps and caps which qualify for hedge accounting and meet specific matching criteria
are not remeasured at market value but the differential paid or received under the swap or cap contracts are
recognized and included in interest expense or income.

s. Per share information—Basic net income per share is computed by dividing net income available to
common shareholders by the weighted-average number of common shares outstanding for the period,
retroactively adjusted for stock splits.

Diluted net income per share of common stock reflects the potential dilution that could occur if securities
were exercised into common stock and assumes full exercise of outstanding stock options.

Cash dividends per share presented in the accompanying consolidated statements of income are dividends
applicable to the respective years including dividends to be paid after the end of the year, which is not
retroactively adjusted for stock splits.

t. New accounting pronouncements
Business Combination and Business Separation

In October 2003, the Business Accounting Council issued a Statements of Opinion, Accounting for Business
Combinations, and on December 27, 20035 ASBI issued Accounting Standard for Business Separations and ASB]
Guidance No. 10, Guidance for Accounting Standard for Business Combinations and Business Separations. These
new accounting pronouncements are effective for fiscal years beginning on or after April 1, 2006.

The accounting standard for business combinations allows companies to apply the pooling of interests
method of accounting only when certain specific criteria are met such that the business combination is essentially
regarded as a uniting-of-interests.

These specific criteria are as follows:
{a) The consideration for the business combination consists solely of common shares with voting rights,

(b) The ratio of voting rights of each predecessor sharcholder group after the business combination is
nearly equal, and

{c) There are no other factors that would indicate any control exerted by any shareholder group other than
voting rights.

For business combinations that do not meet the uniting-of-interests criteria, the business combination is
considered to be an acquisition and the purchase method of accounting is required. This standard also prescribes the
accounting for combinations of entities under common control and for joint ventures, Good will, including negative
good will, is to be systematically amortized over 20 years or less, but is also subject to an impairment test,

Under the accounting standard for business separations, in a business separation where the interests of the
investor no longer continue and the investment is seitled, the difference between the fair value of the
consideration received for the transferred business and the book value of net assets transferred to the separated
business is recognized as a gain or loss on business separation in the staternents of income. In a business
separation where the interests of the investor continue and the investments is not settled, no such gain or loss on
business separation is recognized.

Stock Options

On December 27, 2005, the ASBJ issued Accounting Standard for Stock Options and related guidance. The
new standard and guidance are applicable to stock options newly granted on and after May 1, 2006.

This standard requires companies to recognize compensation expenses for employee stock options based
on the fair value at the date of grant and over the vesting period as consideration to account for stock options
granted to non-employees based on the fair value of either the stock option or the goods or services received. In
the balance sheet, the stock option is presented as a stock acquisition right as a separate component of
shareholder’s equity until exercised, The standard covers equity-settled, share-based payment transactions, but
does not cover cash-settled, share-based payment transactions. In addition, the standard allows unlisted
companies to measure options at their intrinsic value if they cannot reliably estimate fair value.

Bonuses to Directors and Corporate Auditors

Prior to the fiscal year ended March 31, 2005, bonuses to directors and corporate auditors were accounted
for as a reduction of retained earnings in the fiscal year following approval at the general shareholders meeting.
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The ASBI issued ASBJ Practical Issues Task Force (PITF) No. 13, Accounting treatment for bonuses to directors
and corporate auditors, which encouraged companies to record bonuses to directors and corporate auditers on
the accrual basis with a related charge to income, but still permitted the direct deduction of such bonuses from
retained earnings after approval of the appropriation of retained eamnings.

The ASBIJ replaced the above accounting pronouncement by issuing a new accounting standard for bonuses
to directors and corporate auditors on November 29, 2003. Under the new accounting standard, bonuses to
directors and corporate auditors must be expensed and are no longer allowed to be directly charged to retained
earnings. This accounting standard is effective for fiscal years ending on or after May 1, 2006. The companies
must accrue bonuses to directors and corporate auditors at the year end to which such bonuses are attributable.

3. TRANSLATION INTO UNITED STATES DOLLARS

The consolidated financial statements are stated in Japanese yen, the currency of the couniry in which the
Company is incorporated and operates. The translation of Japanese yen amounts into U.S. dollar amounts are
included solely for the convenience of readers outside Japan and have been made at the rate of ¥117 to 31, the
approximate rate of exchange at March 31, 2006. Such translations should not be construed as representations
that the Japanese yen amounts could be converted into U.S. dollars at that or any other rate.

4.  LOANS
Loans at March 31, 2005 and 2006 consisted of the following (before allowance for doubtful loans):

Thousands of
Millions of Yen LS. Dollars
2005 2006 2006
UBSECUTEA 0 o v vt vv vt i v e o oe e i se e e e e e e e e e e e e ¥1,622,032 ¥1,709,185  $14,608,419
SeCUTEd . . o o o e e e e e e e e e e e e e e e e e e e 352,214 357,025 3,051,496
Small business I0ANS .. .. o oo oo it ot e e e e e e e e e e e e e 120,956 166,208 1,420,581
TOtl .o st e e e e e e e e e e e e e e e e 2,095,202 2232418 19,080,496
Off-balance sheet securitized loans .. .. .. .o oo o v v e i e v i e e (99,580) (108,401) (926,505)
Nl o e e e e e e e e e e . ¥1,995,622 ¥2124,017 318,153,991

Registered moneylenders are required to disclose the following information under the Non-Bank Bond
Issuing Law.

Thousands of

Millions of Yen U.S. Dollars

2005 2006 2006

Loans in legal bankruptey .. .. .. . oo e ¥ 31,020 ¥ 33446 § 285,863

Nonaccrual 10ans .. .. .. .. o o o on o e i e e e e e 60,283 80,721 689,923
Accruing loans contractually past due three months or more as to

principal or interest PAYMENTS .. . oo o e v ve o v cr s or ee ar or v e e 21,049 27,564 235,590

Restructured lOans .. .. oo i v i v v e e e e e e e e 62,784 62,069 530,504

Total . oo e e e e ¥1T5,136 ¥203,800 31,741,880

Loans in legal bankruptey are loans in which accruals of interest are discontinued (excluding the portion
recognized as bad debts), based on management’s judgment as to the collectibility of principal or interest
resulting from the past due payment of interest or principal and other factors. Allowance for claims in bankruptcy
is stated at such amount less net realizable value of collateral.

Nonaccrual loans are loans in which accruals of interest are discontinued, other than loans in legal
bankruptcy as well as loans receiving regular payments in case of granting deferral of interest payment to the
debtors in financial difficulties to assist them in their recovery,

Accruing loans contractually past due three months or more as to principal or interest payments are loans for
which payments of principal or interest have not been received for a period of three months or more beginning with
the next business day following the last due date for such payments. Loans classified as loans in legal bankruptcy
and nonaccrual loans are excluded from accruing loans contractually past due three months or more.

Restructured loans are loans on which creditors grant concessions (e.g., reduction of the stated interest rate,
deferral of interest payment, extension of maturity date, waiver of the face amount, or other concessive
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measures) to the debtors in financial difficulties to assist them in their recovery and eventually enable them to
pay creditors. Loans classified as loans in legal bankruptcy, nonaccrual loans and accruing loans contractually
past due three months or more are excluded.

The securitized loans, which are not recognized on the balance sheets, amounted to ¥99,580 million and
¥108,401 million ($926,505 thousand) at March 31, 2003 and 2006, respectively.

At March 31, 2005 and 2006, the Group had the balances related to revolving loan contracts aggregating
¥1,931,164 million and ¥2,068,225 million (517,677,137 thousand), respectively, whereby the Group is obligated
to advance funds up to a predetermined amount upon request. At March 31, 2005 and 2006, the balances of
unadvanced commitments were ¥5,182,848 million and ¥5,598,686 million (347,852,017 thousand), respectively.
The loan contract contains provisions that allow the Group to reduce the contract amount of the commitment or
refuse to advance funds to loan customers under certain conditions.

5. INSTALLMENT ACCOUNTS RECEIVABLE

Installment accounts receivable and unearned income, included in other current liabilities, at March 31,
2005 and 2006 consisted of the following:

Millions of Yen Thousands of U_S. Dollars
2005 2006 2006

Unearned Unearned Unearned

Receivables Income Recelvables Income Receivables Income

Credit card shopping loans .. .. .. ...... ¥ 79,623 ¥ 533 ¥I101,135 ¥ 663 $ 864402 $ 5667

Per-item shopping loans .. .. .. .. .. .. .. .. 197,226 13,646 183,907 13,109 1,571,855 112,043

Total .. oo o e e e ¥276,849 ¥14,179 ¥285,042 ¥13,772 $2,436,257 $117.710
Off-balance sheet securitized installment

accounts receivable .. .. .. .. . . (84,447) (75,461) (644,966)
Net o oo e ¥192,402 ¥14,179  ¥209,581  ¥13,772 $1,791,291 $117.710

In addition, the Group has unearned income of ¥30 million and ¥10 million (385 thousand) at March 31,
2005 and 2006, respectively, which was included in other current liabilities, related to loans other than those
shown in the above table.

6. LOAN GUARANTEES AND OBLIGATIONS UNDER LOAN GUARANTEES

The Group, as guarantor, recorded loan guarantees as a contra account of obligations under loan
guarantees. Unearned income relating to loan guarantees was ¥315 million and ¥239 million ($2,043 thousand) at
March 31, 2005 and 2006, respectively, which was included in other current liabilities.

7. INVENTORIES
Inventories at March 31, 2005 and 2006 consisted of the following:

Thousands of

Millions of Yen U.S. Dollars

2008 2006 2006

Property for 5ale .. .. .o o o v o e e e e e e e e e e e e e e e ¥169 ¥139 31,188
SUPPLIES .. . o e e e e e e e e e e e e e e e e e e e e e e e 174 214 1,829
Total . o e e e e e e e e e e e e e e e e e e e e e ¥343 ¥353 33,017
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8. OPERATIONAL INVESTMENT SECURITIES HELD BY VENTURE CAPITAL SUBSIDIARY
AND INVESTMENT SECURITIES

Operational investment and investment securities at March 31, 2005 and 2006 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
2005 2006 2006
Current:
Equity securities .. .. o v oo i v it e ¥ 1,64 ¥ 1789 § 15297
Corporate DOMAS ..« v o v e vt vt v vt e et e v e e e e e e e e e e e 8
Total .. .. o e e e e e e e e ¥ 1,622 ¥ 1,789 $ 15291
Non-current;
Equity securities .. .. v oo i it e e e ¥19,302 ¥28452  §243,179
0,1 1T VP 4,814 4,290 36,667
Total Lo e e e e e e e e e e ¥24,116 ¥32,742 $279,846

The carrying amounts and fair values of operational investment and investment securities at March 31,
20035 and 2006 were as follows:

Millions of Yen
2005
Unrealized Unrealized Fair
Cost Gains Losses Value
Securities classified as:
Trading:
Equity securities .. .. .. o o o e e e e e e e e e e e e ¥ 1,614
Corporate bonds .. .. .. . oo o oo e e e e e e 8
TOtE] .. oo e e e e e e e e e e e e e e e e e e ¥ 1,622
Available-for-sale:
Equity securities .. .. .. o oo vo i i i i v e ¥8,754 ¥9,068 ¥201 ¥17,621
Millions of Yen
2006
Unrealized Unrealized Fair
Cost Gains Losses Value
Securities classified as:
Available-for-sale:
Equity securities .. .. .. oo e e e e e e . ¥B552 ¥18,209 ¥33 ¥26,728
Thousands of U.S. Dollars
2006
Unrealized Unrealized Fair
Cost Gains Losses Value

Securities classified as:
Available-for-sale:
Equity securities .. .. .. oo e e e e 373,094 8155632 $282 3228444
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Available-for-sale securities whose fair value is not readily determinable as of March 31, 2005 and 2006
were as follows:

Carrying Amount

Thousands of
Millions of Yen U.S. Doilars

2005 2006 2006

Available-for-sale:

Equity securities .. .. .. ... ¥1,681 ¥3,513 $30,026

Investments in limited liability investment partnerships .. .. .. .. .. .. .. ... 3,314 3,790 32,393
Other . o e e e 1,500 500 4,274
Total .o e e e e e . ¥6,495 ¥7,803 $66,693

Proceeds from sales of available-for-sale securities for the years ended March 31, 2005 and 2006 were
¥1,644 million and ¥1,195 million (§10,214 thousand), respectively. Gross realized gains on these sales,
computed on the moving average cost basis, were ¥713 million and ¥346 million ($2,957 thousand) for the years
ended March 31, 2005 and 2006, respectively, and gross realized losses were ¥170 million and ¥98 million (3838
thousand) for the years ended March 31, 2005 and 2006, respectively.

The carrying values of debt securities by contractual maturities is not disclosed because the Company had
no such securities at March 31, 2006.

9. LONG-LIVED ASSETS

The Group reviewed their long-lived assets for impairment and, as a result, recognized an impairment loss
for the following long-lived assets for the year ended March 31, 2006.

Location Description Classification
Kyoto-shi, Kyoto Prefecture Office building for rent Land, buildings and structures
Osaka-shi, Osaka Prefecture Residential apartment for rent Land, buildings and structures
Utsunomiva-shi, Tochigi Prefecture  Idle real estate Land, buildings and structures
Nasu-gun, Tochigi Prefecture Idle real estate Land
Tamatsukuri-gun, Miyagi Prefecture  Idle real estate Land

The following table summarizes the Group’s asset grouping:

Business Classification Assel grouping

Financial services and venture capital Each business entity except for idle real estate and
real estate held for sale is the minimum unit

Real estate business Each real estate for rent is the minimum unit

The Group recognized an impairment loss for certain real estate business due to significant decline in
market value of the relevant real estate for rent or operating loss of that unit. The Group also recognized an
impairment loss for certain idle real estate since the carrying value significant exceeded the net selling price.

The following table summarizes the components of the Group’s loss on impairment of long-lived assets:

Laoss on impairment of long-lived assets

Thousands of

Millions of Yen U.S. Dollars

Buildings and Structures .. .. .. .. o oo oo o e e e e v e e e e e e e e ¥228 51,949
Land .. o o e e e e e e e e e e e e e e e 516 4,410
1 | ¥744 36,359

The recoverable amount of each asset grouping was measured as follows:
Idle real estate-Net selling price determined by quotation from real-estate appraiser.

Real estate for rent-The higher of its value in use (discount rate used for computation of present value of
future cash flows was 1.85%) or net selling price determined by quotation from a real-estate appraiser,

F-56



10. SHORT-TERM BORROWINGS AND LONG-TERM DEBT

Short-term borrowings at March 31, 2005 and 2006 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

2005 2006 2006
Commercial paper, 0.23% to 0.28% at March 31,2006 .. .. .. .... .. " ¥ 25000 3 213,675

Loans from banks, 0.71% to 1.68% (0.70% to 1.70% at March 31, 2005) . ¥13,400 50,560 432,137
Loans from other financial institutions, 1.38% (1.38% to 1.48% at March 31,

2005) .. v e e 11,000 9,000 76,923
Other (principally from ]easmg and factormg compames) 2 30% (1 85% to

2.55% at March 31, 2005) .. e e e e e e e 47,295 53,640 458,462
Total .. oo e e e e e e e e ¥T1,0695 0 ¥138,200 31,181,197

Long-term debt at March 31, 2005 and 2006 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
2005 2006 2006
Loans from banks, 0.69% to 2.88%, due serially to 2011 (0.58% to
3.20%, due serially to 2010 at March 31,2005) .. .. .. .. o oo oo oo .. ¥ 691,535 ¥ 737,068 3 6,299,726
Loans from other financial institutions, 0.69% to 2.90%, due serially to
2011 (1.45% to 3.35%, due serially to 2010 at March 31, 2005) .. .. 236,985 244,416 2,089,026
Syndicated loans, 0.62% to 1.48%, due serially to 2010 (0.79% to
1.94%, due serially to 2010 at March 31, 2005) .. .. .. .. .. .. . . .. 107,079 78,068 667,248
Unsecured 0.80% to 2.00% yen straight bonds, due 2005 .. .. .. .. .. .. 80,000
Unsecured 1.30% to 3.27% yen straight bonds, due 2006 .. .. .. .. .. .. 78,500 68,500 585,470
Unsecured 1.66% to 2.51% yen straight bonds, due 2007 .. .. .. . .. .. 43,000 43,000 367,521
Unsecured 0.45% to 2.48% yen straight bonds, due 2008 (0.54% to
2 48% at March 31, 2005) .. e [T 51,000 61,000 521,368
Unsecured 1.01% to 3.28% yen stralght bonds due 2009 e e e 68,000 68,000 581,197
Unsecured 0.80% to 3.00% yen straight bonds, due 2010(1.25% to
3.00% at March 31, 2005) .. o TR 30,000 70,000 598,291
Unsecured 1.50% to 1.58% yen stralght bonds duc 20I] S, 20,000 20,000 170,940
Unsecured 1.20% to 1.63% yen straight bonds, due 2012 (1.20% at
March 31, 2005) . et e e 10,000 20,000 170,940
Unsecured 1.74% ycn stralght bonds due 2013 e e e 10,600 10,000 85,470
Unsecured 1.99% yen straight bonds, due 2015 .. .. .. .. .. 10,000 85,470
Unsecured variable rate Euro-yen straight bonds, due 2006 (l 82% al
March 31, 2006, 1.80% at March 31, 20035) .. o e 12,500 12,500 106,838
Unsecured 4.45% to 5.00% U.S. dollar straight bonds, due 2010
(4.45% at March 31,2005) ... ... .. .. e e e e e e 52,890 108,500 927,350
Unsecured 0.86% medium-term notes, due 2005 v e er e e e e e 4,000
Unsecured 2.21% medium-term notes, due 2007 .. .. .. .. .. ... .. ... 1,000 1,000 8,547
Unsecured 3.00% medium-term notes, due 2008 .. ... .. . oo o oo os W 3,000 3,000 25,641
Unsecured 3.50% medium-term notes, due 2015 .. .. .. .. .. . 15,000 15,000 128 205
Other (principally from leasing and factoring compantes), 0. 32% 10
2.30%, due serially to 2011 (0.79% to 1.95%, due serially to 2009 at
March 31,2005) .. .. .o o e 87,274 84,494 722,171
Total . et e e e e e e e e e e e LB0L763 1,654,546 14,141,419
Less current portlon r e er en e e er e ee er an e e e e ae e ve e e e e (530,661) (516,325) (4,413,034)
Long-term debt, less cumrentportion .. .. . o w . ¥L071,102 0 ¥1,138,221 8 9,728,385
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Annual maturities of long-term debt at March 31, 2006 were as follows:

Thousands aof
Year Ending March 31 Millions of Yen U.S. Dollars
2007 e e e e e ¥ 516,325 § 4,413,034
2008 L e e e e e e e e e e e e e e e e e e e e e e e e 374,384 3,199,863
2009 o e e e e e e e e e e e e e v e e e e 277,583 2,372,504
2010 e e e e e e e e e e e e e e e e e e e 230,496 1,970,052
2011 S e e we ek ee e e e e e s e en ok es e an he ke e e e e e e 180,501 1,542,744
2012 and thereaftcr ve e ee b he e s e e e ne e e ee e ne s s ke s ke e s e s ae s 75,257 643,222
Total e e e e e e s e e e ¥1,654,546 514,141,419

At March 31, 2006, the following assets were pledged as collateral for short-term borrowings and long-
term debt (including current portion of long-term debt):

Thousands of
Millions of Yen  U.S. Dollars
Leans .. .. .. . e ke e e ek ke e e e e e e e e e e e e e e e e e s ¥620,036 35299453
Installment nccounts rccelvable te e e e e e e e e e e e e e e e e e e e e 56,923 486,521
Inventories .. .... .. e e e e e e e e e 107 915
Property and equlpmenl net of accumulatcd deprecmtlon b e e e ee e e e e ae e e 1,388 11,863
1 ¥678,454 §5,798,752
Related liabilities:
Short-term borrowings .. . v e e e e e e e e e ¥ 56,640 3§ 484,103
Long-term debt (lncludmg current portmn of long term dcbt) e e 375,793 3211906
Total .. e e e e e e e e e e e e e e e e ¥432,433  §$3,696,009

The above table includes loans related to securitized loans of ¥346,796 million {$2,964,068 thousand), and
related liabilities {long-term debt including current portion) of ¥128,341 million ($1,096,932 thousand).

If requested by lending financial institutions, the Group has committed to pledge loans and installment
accounts receivables of ¥284,026 million (52,427,573 thousand) as collateral in addition to those shown in the
above table. At March 31, 2006, related liabilities for which lending financial institutions can request the Group
to pledge collateral in addition consisted of the following:

Thousands of

Millions of Yen U.S. Dollars

Short-term borrowings .. - et e e ¥ 300 $8 2564
Long-term debt (mcludmg current pomon of Iong-lcnn dcbt) S 266,918 2,281,351
TORAl Lo o e e e e e e e e e e e e e e e e e e e e e e e e e e e e ¥267,218 $2,283,915

At March 31, 2006, other current assets amounting to ¥1,919 million ($16,402 thousand) were pledged as
collateral for the interest rate swap contracts.

A portion of the Company’s and the Company’s subsidiary, Life Co., Ltd (“Life”)'s syndicated loans are
subject to repayment if the Company or Life fails to meet certain financial criteria, such as those relating to
minimum tangible net worth levels, specified equity ratios, specified asset compositions and minimum recurring
income levels, and operating criteria, such as those relating to bad debt charge-off levels. As of March 31, 2006,
the Company and Life were in compliance with all of these covenants.

11. RETTREMENT AND PENSION PLANS

On September 30, 2004, the Company and a consolidated subsidiary obtained approval from the Ministry
of Health, Labor and Welfare for termination of the contributory defined benefit pension plan (Employee’s
Pension Fund (“EPF") pursuant to the Japanese Welfare Pension Insurance Law) which consisted of portion of
the govemmmental welfare pension program (“substitutional portion”) and a portion representing a
non-contributory defined benefit plan which the companies had originally set (“additional portion™). As the
termination process, the Company and the consolidated subsidiary transferred pension obligations related to past
employee services on the substitutional portion and related assets to the government on March 16, 2005 and
recognized a gain on exemption from pension obligation of the governmental program in the amount of
¥208 millicn for the year ended March 31, 2005.
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Also, according to the enactment of the Defined Contribution Pension Plan Law in October 2001, a
consolidated subsidiary terminated its qualified defined benefit pension plan on March 31, 2005 and
implemented a defined contribution pension plan and prepaid retirement benefits plan on April 1, 2005, Another
consolidated subsidiary terminated its severance lump-sum payment plan and implemented a defined
contribution pension plan and prepaid retirement benefit plan during the year ended March 31, 2005. The
consolidated subsidiaries accounted for these transfers from the qualified defined benefit pension plan and
severance lump-sum payment plan to the defined contribution pension plans in accordance with the provisions
specified in the guidance issued by the ASBJ and recorded a gain on the transfer of pension plans of ¥208 million
in the statement of income for the year ended March 31, 2005.

During the year ended March 31, 2006, the Company and a consolidated subsidiary completed the transfer
of the pension obligation on the additional portion of the EPF and related assets to the defined contribution
pension plan and prepaid retirement benefits plan based on the determination of the amount of benefit obligation
which was to be allocated to each beneficiary account. Also a consolidated subsidiary completed the transfer of a
defined benefit plan (unfunded severance lump-sum payment plan) to a defined contribution pension plan and
prepaid retirement benefits plan, and terminated the defined benefit plan for the year ended March 31, 2006. Asa
result, the Company and certain consolidated subsidiaries recorded a gain on transfer of pension plans of
¥421 million ($3,598 thousand) for the year ended March 31, 2006 in accordance with the provisions specified in
the guidance issued by the ASBJ.

The liability for employees’ retirement benefits at March 31, 2005 consisted of the following:

Millions of Yen

2005

Projected benefit obligation .. .. . .. . . e e ¥ 8,237
Fair value of plan 8sSEIS .. .. o o et vt r ve o vt e ee e e e e e e e e e e e e e e e e e e e e e (7,033)
Unrecognized actarial LOSS .. ..« co s v v ve o ve e ve or ar r e en e e e e er o e e e e o e e e (517)
Liability for employees’ retirement benefits .. .. .. .. o e it i i e e e ¥ 687

The components of net periodic benefit costs for the years ended March 31, 2005 and 2006 were as
follows:

Thousands of
Millions of Yen U.S. Dollars
2005 2006 2006
Service Cost ... v e ¥ 762 ¥ 47 3 402
Interestcost .. .. .. .. e e e e e e e e e e e e e e e e e 278
Expected return on plan asscts - e (183)
Amortization of prior service cost, net of settlementcharge O, 620
Recognized actuarial loss .. .. .. .. ke e e e e e e e e e e 242
Payments for prepaid retirement bcncﬁts plan e e e e e e e e e e e 150 454 3,880
Premiums for defined contribution pension plan .. .. .. .. o oo i e 229 783 6,692
Net periodic benefit costs .. .. .. .. e 2,098 1,284 10,974
Gain on transfer of the subsutuuonal poruon of the govcmmental pens:On
program .. .. ... b e r v e e e e e e e e e e e e e e e (208)
Gain on transfer ofpensmn plans re be b he e e e e e e e e e e e e e e (208) (421) {3,598)
Total .o e e e e e e o e e e ¥1,682 ¥ 863 3 7,376
Assumptions used for the years ended March 31, 20035 was set forth as follows:
2005
Discount rate . - C e e e e e e et e e e e e e e e e e e e e 1.5% to 2.5%
Expected rate ofrctum on plan asscts r et e e e e s et e e e et e e e e e e e e e 1.5% to 2.0%
Amortization period of prior service cost:
COMPANY .. oo o v v e vt v v te s be e te e be e es ae ke be be ae be er se es ae ur av 0e ee e we oo o FUll amount charged to
income as incurred
One consolidated subsidiary .. re e ee e e e e e e e e e e e e e e e e e 10 years
Recognition period of actuarial gam l loss
COMPANY .. o i ottt et et e et ee et et et ee e ee et et et e se st e e e s e st 1e ee e s e oo Full amount charged to
income as incurred
One consolidated subsidiary .. .. .. o oo vt i e e e e e e e e e e e 10 years
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12, SHAREHOLDERS’ EQUITY

Through May 1, 2006, Japanese companies are subject to the Commercial Code of Japan (“the Commercial
Code™).

The Commercial Code requires that all shares of common stock be issued with no par value and at least
50% of the issue price of new shares is required to be recorded as common stock and the remaining net proceeds
are required to be presented as additional paid-in capital, which is included in capital surplus. The Commercial
Code permits Japanese companies, upon approval of the Board of Directors, to issue shares to existing
shareholders without consideration by way of a stock split. Such issuance of shares generally does not give rise to
changes within the shareholders’ accounts.

The Commercial Code also provides that an amount of 10% or more of the aggregate amount of cash
dividends and certain other appropriations of retained earnings associated with cash outlays applicable to each
period (such as bonuses to directors) shall be appropriated as a legal reserve (a component of retained eamings)
until the total of such reserve and additional paid-in capital equals 25% of common stock, The amount of total
additional paid-in capital and legal reserve that exceeds 25% of common stock may be available for dividends by
resolution of the shareholders after transferring such excess in accordance with the Commercial Code, In
addition, the Commercial Code permits the transfer of portion of additional paid-in capital and legal reserve to
the common stock by resolution of the Board of Directors.

The Commercial Code allows Japanese companies to purchase treasury stock and dispose of such treasury
stock upon resolution of the Board of Directors. The aggregate purchased amount of treasury stock cannot exceed
the amount available for future dividends plus the amount of common stock, additional paid-in capital or legal
reserve that could be transferred to retained eamings or other capital surplus other than additional paid-in capital
upon approval of such transfer at the annual general meeting of sharehalders.

In addition to the provision that requires an appropriation for a legal reserve in connection with the cash
outlays, the Commercial Code also imposes certain limitations on the amount of capital surplus and retained
earnings available for dividends. The amount of capital surplus and retained earnings available for dividends
under the Commercial Code was ¥447,172 million (33,821,983 thousand) as of March 31, 2006, based cn the
amount recorded in the parent company’s general books of account.

Dividends are approved by the sharcholders at a meeting held subsequent to the end of the fiscal year to
which the dividends are applicable. Semiannual interim dividends may also be paid upon resoluticn of the Board
of Directors, subject to certain limitations imposed by the Commercial Code.

At the Shareholders’ General Meeting held on June 27, 2001, the Company’s shareholders approved a
stock option plan for the Company’s directors and key employees. The plan provides for granting options to
directors and key employees to purchase the Company’s common stock at an exercise price of ¥6,386 per share
during the period from July 1, 2003 to June 30, 2006. The maximum number of shares to be issued upon exercise
of the options was 47 thousand shares as of March 31, 2006,

At the Shareholders’ General Meeting held on June 25, 2004, the Company’s shareholders approved a
stock option plan for the directors and key employees of the Company and certain subsidiaries. The plan provides
for granting options to purchase the Company’s common stock at an exercise price of ¥7,774 per share during the
period from July 1, 2006 to June 30, 2009. The maximum nurnber of shares to be issued upon exercise of the
options was 329 thousand shares as of March 31, 2006.

On May 23, 20085, the Company made a three for two stock split and 47,345,000 shares were issued to
shareholders of record on March 31, 2005. The number of shares to be issued upon the option grants mentioned
above and the exercise price were adjusted based upon a defined formula.

At the Shareholders’ General Meeting held on June 24, 2005, the Company’s shareholders approved a
stock option plan for the directors and key employees of the company and certain subsidiaries. The plan provides
for granting options to purchase the Company’s common stock at an exercise price of ¥8,420 per share during the
period from July 1, 2007 to June 30, 2010. The maximum number of shares to be issued upon exercise of the
options was 358 thousand shares as of March 31, 2006.

The Company issues treasury stock upon exercise of the stock options. Pursuant to the revision of the
Commercial Code, the Company revised its articles of incorporation so that the Company may purchase its
common stock as treasury stock by resolution of the Board of Directors.

On May 1, 2006, a new company law (the “Company Law”) became effective, which reformed and
replaced the Commercial Code with various revisions that would, for the most part, be applicable to events or
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transactions which occur on or after May 1, 2006 and for fiscal years ending on or after May 1, 2006. The
significant changes in the Company Law that affect financial and accounting matters are summarized below;

(a) Dividends

Under the Company Law, companies may pay dividends at any time during the fiscal year in addition to
the year-end dividend upon resolution at the shareholders meeting. For companies that meet certain criteria such
as; (1) having the Board of Directors, (2) having independent auditors, (3) having the Board of Corporate
Auditors, and (4) the term of service of the directors is prescribed as one year rather than two years of normal
term by its articles of incorporation, the Board of Directors may declare dividends (except for dividends in kind)
if the company has prescribed so in its articles of incorporation, The Company Law permits companies to
distribute dividends-in-kind {non-cash assets) to shareholders subject to a certain limitation and additional
requirements. Semiannual interim dividends may also be paid once a year upon resolution by the Board of
Directors if the articles of incorporation of the company so stipulate. Under the Commercial Code, certain
limitations were imposed on the amount of capital surplus and retained earnings available for dividends. The
Company Law also provides certain limitations on the amounts available for dividends or the purchase or
treasury stock. The limitation is defined as the amount available for distribution to the shareholders, but the
amount of net assets after dividends must be maintained at no less ¥3 million.

(b) Increase / decrease and transfer of common stock, reserve and surplus

The Company Law requires that an amount equal to 10% of dividends must be appropriated as legal
reserve {(a component of retained eamnings) or as additional paid-in capital (a component of capital surplus)
depending on the equity account charged upon the payment such dividends until the aggregate amount of legal
reserve and additional paid-in capital equals 25% of the common stock. Under the Commercial Code, the
aggregate amount of additional paid-in capital and legal reserve that exceeded 25% of the common stock could
be made available for dividends by resolution of the shareholders. Under the Company Law, the total amount of
additional paid-in capital and legal reserve may be reversed without limitation of such threshold, The Company
Law also provides that common stock, legal reserve, additional paid-in capital, other capital surplus and retained
earnings may be transferred among the accounts under certain conditions upon resolution of the shareholders.

(¢) Treasury stock and treasury stock acquisition rights

The Company Law also provides for companies to purchase treasury stock and dispose of such treasury
stock by resolution of the Board of Directors. The amount of treasury stock purchased cannot exceed the amount
available for distribution to the shareholders, which is determined by specific formula. Under the Company Law,
stock acquisition rights, which were previously presented as a liability, are now presented as a separate
component of shareholders’ equity.

The Company Law also provides that companies purchase both treasury stock acquisition rights and
treasury stock. Such treasury stock acquisition rights are presented as a separate component of sharcholders’
equity or deducted directly from stock acquisition rights.

On December 9, 2003, the ASBY published a new accounting standard for the presentation of sharcholders’
equity. Under this accounting standard, certain items which were previously presented as liabilities are now
presented as components of shareholders’ equity. Such items include stock acquisition rights, minority interest,
and any deferred gain or loss on derivatives accounted for under hedge accounting. This standard is effective for
fiscal years ending on or after May 1, 2006.

13. INCOME TAXES

The Company and its domestic subsidiaries are subject to Japanese national and local income taxes which,
in the aggregate, resulted in normal effective statutory tax rates of approximately 40.6% for both of the years
ended March 31, 2005 and 2006.
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The tax effects of significant temporary differences and tax loss carry forwards which resulted in deferred
tax assets and liabilities at March 31, 2005 and 2006 were as follows:

Thousands of
Millions of Yen U.S. Dollars
2005 2006 2006
Current Deferred Tax Assets:
Provision for doubtful loans .. .. .. .. oo oo oo i i i i h e .. ¥ 1584 ¥ 854§ 72099
Allowance for losses on interest rcfunds b e e e e e e e e 8,562 73,180
Charge-offs fordoubtful loans .. .. .. .. ..o . 12,519 12,291 105,051
Taxlosscarryforwards .. .. .. . oo o i il e 10,102 2,184 18,667
Enterprise tax payable .. .. .. .. .o oo e e e e e e 1,494 1,737 14,846
Accrued BONUSES .. .. ot v e e e e e e e ke e ek ke e e e e e e e 1,724 1,688 14,427
Accrued interest ON J0AN5S .. .. o ol o o e e e e e e e e e e e 3,348 3,804 32,513
OHher . . o s e e e e e e e e e e e e e e 921 1,254 10,718
Total .......... .. UV B I S ¥ ¥ - 276,701
Less valuation a]lowancc b ve e e e e e ee e ae e e e e e e e e e e (869) (11D (949)
VPPN 1. 2.4< TR .2 f i X 275,752
Current Deferred Tax Liabilities .. .. .. .. .. . o o o o e e e e 14
Net current deferred tax assels .. .. v v vt v v e e v v e e e e e e o ¥30,809  ¥32,263 $275,752
Non-current Deferred Tax Assets:
Tax loss carryforwards .. .. .. .. oo vi v i vi e e e . ¥ 2108 ¥ 1,459 $ 12,470
Provision for doubtful 1oans .. .. .. .. . o oo i e 669 734 6,274
Depreciation and amortization .. .. .. .. e e e e e e e e e e 3,153 2,838 24,256
Unrealized loss on available-for-sale securities .. .. .. .. .. .. . o v o ve e 1,240 1,168 9,983
Other .. . o e e o e e e e e e e e e e e e e e e v e e s e e 2,284 2,736 23,385
Total .. ... ... e e e e ve er e e e e e e e e ek e ee ae e e e e e 9,454 8,935 76,368
Less valuation allowancc ve e e ar he ee ee er ek ke ee ee ae ee e e e ee ee ee e e {1,535y (2,357) (20,146)
- 7,919 6,578 56,222
Non-current Deferred Tax Liabilities:
Unrealized gain on available-for-sale securities . .. . o o oo o on o o o 3,631 3,673 31,393

Net non-current deferred tax assets .. .. .. o v vi i v i e e e . ¥ 4,288 ¥ 2905 3§ 24,829

A valuation allowance is established to reduce certain deferred tax assets with respect to deductible
temporary differences and net operating loss carryforwards where it is more likely than not that they will not be
realized.

A reconciliation between the normal effective statutory tax rate and the actual effective tax rate reflected in
the accompanying consolidated statements of income for the years ended March 31, 2005 was as follows:

2005
Normal effective statutory tax rate .. .. .. .. .. we e e e e e e e ee e e e b e e e e he e e e e e 40.6%
Expenses not deductible for income taxes purposes t e e e e e e e s e s e e e s e e e e e e e 1.7
Decrease of valuation AllOWANCE .. .. .. .. oo o o o e es e s e et et o et e s v se ae e e e s e ke e e et e (1.4)
011 Tt A 1= U U 0.1
Actual effECtVE LAX TAIE . .. o oo vt v ot v v or oe e et te o be bn e s ot oe e ae e e e e e e e e e e et e o 41.0%

As the difference between the normal effective statutory tax rate and the actual effective tax rate reflected
in the accompanying consolidated statement of income for the year ended March 31, 2006 is not more than 5% of
the normal effective statutory tax rate, a reconciliation has not been disclosed as permitted under Japanese
GAAP.
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At March 31, 2006, certain subsidiaries have tax loss carryforwards aggregating approximately
¥8,963 million (376,607 thousand) which are available for offset against taxable income of such subsidiaries in
future years. These tax loss carryforwards, if not utilized, will expire as follows:

Thousands of
Year Ending March 31 Millions of Yen  U.S. Dollars
Total ..o e e e e e e e e e ¥8,963 $76,607

14. LEASES
The Group leases vehicles, computer equipment, furniture and fixtures, office space and other assets.

Total rental expenses including lease payments under finance leases for the years ended March 31, 2005
and 2006 were as follows:

Millions of Yen Thousands of U.S. Dollars
Total Lease Payments Total Lease Payments
Rental Under Rental Under
Expenses  Finance Leases Expenses  Finance Leases
Year Ended March 31:
2005 . o e e e ¥23.362 ¥6,802 - -
2006 ... o e e e s 21,318 3,940 $/82,205 333,675

Pro forma information of leased property inctuding acquisition cost, accumulated depreciation, obligations
under finance leases, depreciation expense, and interest expense of finance leases that do not transfer ownership
of the leased property to the lessee on an “as if capitalized™ basis for the years ended March 31, 2005 and 2006
was as follows:

Millions of Yen
As of March 31, 2005
Machinery  Furniture  Buildings

and and and
Equipment Fixtures Structures Total
ACQUISIION COST 1. et wv st it e e ee er et e ee e ee er e e e e e e e ¥313  ¥19,556 ¥9  ¥19,878
Accumulated depreciation .. .. .. 170 12,756 3 12,929
Net leased Property .. .. o o oo v v v ie e vt e e e e ¥i43 ¥ 6,800 ¥6 ¥ 6,949

Millions of Yen
As of March 31, 2006

Machinery  Furniture  Buildings

and and and
Equipment Fixtures Structures Total
ACQUISIHON COSL v we vt v tv vt e i e e et e e ot e o e e e e e ¥96  ¥12,879 ¥90  ¥12,984
Accumulated depreciation . .. .owo e 55 9,446 5 9,506
Net leased property .. .. oo oo v oo v et v e e e e e ¥41 ¥ 3,433 ¥4 ¥ 3478

Thousands of U.S. Dollars

As of March 31, 2006

Machinery  Furniture  Buildings

and and and
Eguipment Fixtures  Structures Total
ACGUISTHON COSE w0 i v v vt e vt ee e ot e ee ee et et e ot e obae e o e $821 $110077 $77 $110,975
Accumulated depreciation .. . .. e 470 80,735 43 81,248
Net teased PrOperty .. .. oo oo v ov v v cr erve e e an e ee e e e e 3351 § 29,342 $34 § 29,727
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Obligations under finance leases:

Thousands of

Mittions of Yen U.S. Dollars

2005 2006 2006

Due within ONe YEAT .. .. . o oo oo o v e v s v e e et e e be ae e e e s e ¥3,791 ¥2,366 320222
Due aftler one YEar .. .. ..o oo ci v ot e e e e e e e e e e e e e e 3,109 1,261 10,778
7+ T ¥6,900 ¥3,627 $31,000

Depreciation expense and interest expense, which are not reflected in the accompanying consolidated
statements of income, computed under a straight-line method and the interest method, respectively, were as
follows:

Thousands of

Millions of Yen U.S, Dollars

2005 2006 2006

Depreciation EXpense .. . v v o v it et e e e e ¥6,240 ¥3.721 $31,803
INEErEST EXPENSE .. ot ittt ee et e e et e e ek e e e e e e e e 237 122 1,043

The minimum rental commitments under noncancellable operating leases at March 31, 2005 and 2006 were
as follows:

Thousands of

Millions of Yen U.S. Dollars

2005 2006 2006

Due wWithin ONE YEAT .. .. . v v tv v ve v ee ve e e e e ee e e ee ve e e e e e ¥109 ¥349 ¥2,983
Due after 0N YEAT ., .. . o o o v vt ve on e vt ee e e ek e ee e e e e e e e e 141 211 1,803
Total o e e e e e e e e e e e e e e e e e e e e e e e ¥250 ¥560 ¥4,786

15. DERIVATIVES

The Group enters into interest rate swap and cap, and currency swap contracts as a means of managing its
principal and interest rate exposures and foreign currency exposures on certain liabilities.

Such derivative transactions are entered into to hedge interest exposures and foreign currency exposures
inherent within its business, Accordingly, market and foreign exchange risks in these derivatives is theoretically
offset by opposite movements in the value of hedged liabilities. The Group does not hold or issue derivatives for
trading or speculative purposes,

Because the counterparties to these derivatives are limited to major financial institutions, the Group does
not anticipate any losses arising from credit risk.

Derivative transactions entered into by the Group have been made in accordance with internal policies,
which regulate the authorization process and credit limit amount.

The Group did not disclose market value information about derivative instruments because interest rate
swaps, interest rate caps and currency swaps contracts which qualify for hedge accounting and meet specific
matching criteria may be omitted from disclosure of market value information under Japanese GAAP.
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16. NET INCOME PER SHARE

Reconciliation of the differences between basic and diluted net income per share (“EPS”) for the years
ended March 31, 2005 and 2006 is as follows:

Millions of Yen Thousands of shares Yen Dollars
Weighted average
Net income shares EPS
For the year ended March 31, 2005:
Basic EPS
Net income available to common sharcholders .. .. .. .. §_€75,596 141,679 ¥533.57
Effect of Dilutive Securities
Stock OpHOns .. .. .. o oo 11
Diluted EPS
Net income for computation .. .. .. oo e oo e ¥75,596 141,690 ¥533.53
——
For the year ended March 31, 2006:
Basic EPS
Net income available to common shareholders .. .. .. .. ‘-_15_65.827 141,614 ¥464.84 33.97
Effect of Dilutive Securities
Stock Options .. .. o o i i it 45
Diluted EPS
Net income for computation .. . .. .. . oo e o e o ¥65,827 141,659 ¥464.69 $3.97

For the year ended March 31,2005, bonuses to be paid to directors and corporate auditors of ¥127 million
were deducted from net income in consolidated statements of income for the purposes of EPS calculation,

17. SUBSEQUENT EVENTS
a.  Appropriations of Retained Earnings

The following appropriations of retained earnings at March 31, 2006 were approved at the Shareholders’
General Meeting held on June 27, 2006:

Thousands of
Millions of Yen  U.S. Dollars

Year-end cash dividends, ¥30 (80.26) pershare .. .. . oo oo v v e me n e e e ¥4,249 336,316

b. Administrative Punishment

On April 14, 2006, Kinki Local Finance Bureau of the FSAJ imposed penalties halting all operations of the
Company's business offices except for the receipt of repayments and operations related to protective attachment
for respective given days, based on the provision of Item 1, Article 36 of the Moneylending Business Restriction
Law (Law No. 32 of 1983).

The effects of the administrative punishment on the financial position or results of operations of the
Company for the subsequent fiscal years are not currently determinable.

18. SEGMENT INFORMATION

Most of the Group's business is related to a single segment, lending. The Group does not operate outside
Japan. Accordingly, information about industry and geographic segments was not presented.

* ok ok ok k%

F-65




(This page is intentionally left blank)

F-66




REPORT OF INDEPENDENT AUDITORS ON THE NON-CONSOLIDATED FINANCIAL
STATEMENTS AS OF AND FOR THE FISCAL YEARS ENDED MARCH 31, 2005 AND 2006

To the Board of Directors and Shareholders of
AIFUL Corporation:

We have audited the accompanying non-consolidated balance sheets of AIFUL Corporation as of
March 31, 2005 and 2006, and the related non-consolidated statements of income, sharcholders’ equity for the
years then ended, all expressed in Japanese yen. These non-consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
non-consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan, Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, An andit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation, We believe that our audits provide a reasonable basis for our opinion,

In our opinion, the non-consolidated financial statements referred to above present fairly, in all material
respects, the financial position of AIFUL Corporation as of March 31, 2005 and 2006, and the results of its
operations for the years then ended in conformity with accounting principles generally accepted in Japan,

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made in conformity with the basis stated in Note 3. Such U.S. dollar amounts
are presented solely for the convenience of readers outside Japan.

s/ Deloitte Touche Tohmatsu /s/  Shimbashi & Co.
DELOITTE TOUCHE TOHMATSU SHIMBASHI & CO.
Kyoto, Japan Osaka, Japan

June 27, 2006 June 27, 2006
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NON-CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2005 AND 2006

Thousands of
U.S. doliars
Millions of yen (Vote 3)

As of March 31,
2005 2006 2006

ASSETS

CURRENT ASSETS:
Cashandcashequivalents .. .. .. . .. o i i i e e v ¥ 67457 ¥ 86,016 § 735179
Time deposits .. .. o v o v e e e e e e e e e e e e 78 78 667
Loans {Notes 5 and 8) .. re bt e e e e e e e e e e e e e 1,471,767 1,512,717 12,926,205
Loan guarantees (Note 4) re e e ee e en bt e ee ae e ke e ae e ee e e e e 43,180 62,314 532,598
Otherreceivables .. .. .. .. o o o e e e e e e e e 1,367 2,204 18,838
Allowance for doubtful lonns v vr e er er e ee e e ve e ve e e e e e b (81,928) (85,659) (732,128)

Net loans and other receivables .. .. .. oo o o oo e e ee v e 1,434,386 1,491,576 12,748,513
Inventories (Notes 6and 8) .. .. o o cioi i i e e e v e e 169 139 1,188
Prepaid expenses .. .. .. .. e re e e e e ee ae ee e e e ee ar ne e e e 3,437 3,343 28,573
Deferred tax assets (Note 10) e et e e e e e e e et e e e s e e 8,203 16,502 141,043
Other current assets (NOtE 8) . .o oo oo oo vt vr e et e e e e e e e 33,498 77,267 660,401

Total CUITENE ASSELS .. .\ v vv ve e e ve v ve e e e o o1 er e r et e e 1,547,228 1,674,921 14,315,564

PROPERTY AND EQUIPMENT:
Land .. S O 5,613 6,762 57,795
Bulldmos and stmcturcs e h e he e e e e e e e e e e e e 28,040 28,846 246,547
Machinery and cqmpmcnl b e e et e e e e e e e e e e 161 161 1,376
Fumiture and fixtures .. .. .. . . . e 16,157 23,146 197,829
Construction in PrOGrESS .. .. .. o o o v e e et vt e e er e e e e o 209 399 3,410

Total .......... . e e he e e e e e ee e e e e ee e e e e e 50,180 59,314 506,957
Accumulated deprecmnon e e ve e re ee e ee v e e e be e e ae e e (21,685) (24,379) {208,367)

Net property and equipment .. .. .. .. . o v oo ve ve e e e e e e e 28,495 34,935 298,590

INVESTMENTS AND OTHER ASSETS:

Investment securities (Note 7) .. e e e e 19,319 27,764 237,299
Investments in and advances to subSldlancs (Notc ll) TR 429,978 423,860 3,622,735
Claims in bankruptcy (Note 5) .. .. o o o oo i e e e e 25,278 28,542 243,949
Allowance for claims in bankruptcy e e e e e e e e e e (19,125) (21,339) (182,385)
Software, net . e e e e e e e e e e e e e e 11,113 11,638 99 470
Long-term loans (Iess current pOl'thﬂ) b e e e e e e e e e 1,103 14 120
Lease deposils .. .. oo v v v ve v e e e e e e e e e e e e e 8,716 8,833 75,496
Long-term prepayments .. e e e e e e e e e e e s e 3,193 2,756 23,556
Deferred tax assets (Note 10) J TR e e 14 - -
Deferred losses on hedging instruments, mamly mtcresl ratc

SWEADS 0 te tv ve e me en be er me e be ee he ae be e be be be be e ee ae e e e e 18,971 10,230 87,436
OHEr SSEL5 1. v v vt or vr wr v ee ve o e o e e e e e e e e e e e e e 2,444 2,329 19,905

Total investments and other assets .. .. .. .. . o oo vt v v v o ve o0 0o 501,004 494,627 4,227 581
TOTAL . o ot e e e e e e v e e e et e e o e e e e ¥2076,727  ¥2,204,483 318,841,735
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NON-CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2005 AND 2006-—(Continued)

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES:
Short-term borrowings (Note 8) .
Current portion of long-term debt (Note 8)
Trade notes payable -
Trade accounts payable .. .. .. .. .. ..
Obligation under loan guarantees (Note 4)

Income taxes payable .. .. .o e

Accrued expenses

Allowance for losses on mlcrcst refunds (Notc 2 _1) e
Other current Liabilities .. .. .. oo o or ve v ve e e or v e ee et e v e e e

Total current liabilities .. .. .. o v v v v e e e e e e

LONG-TERM LIABILITIES:

Long-term debt (less current portion) (Note 8) .. .. .. .o oo o e
Liability for retirement benefits (Note 2.h) .. .. o oo v oo i i

Deferred tax liabilities
Interest rate swaps

Other long-term liabilities .. .. .. .. oo oot

Total long-term liabilities .. .. .. .. ..

SHAREHOLDERS’ EQUITY (NOTES 9 AND 14):
Common stock, authorized, 373,500,000 shares; issued, 94,690,000
shares in 2005 and 142,035,000 shares in 2006 .. .. .. .. .. .. .. .. ..
Capital surplus—Additional paid-in capital .. .. . . 0w

Retained earnings:
Legal reserve
Unappropriated

Net unrealized gain on avallablc-for-sale secunues ‘e "
Treasury stock, at cost-284,4635 shares in 2005 and 412,124 shmcs

in 2006

Total shareholders’ eqQuUity .. .. . o oo vt v v v e e e v e e e

TOTAL

See notes to non-consolidated financial siatements.

F-69

Thousands of

U.S. dollars

Millions of yen (Note 3)
Years ended March 31,

2005 2006 2006

¥ 15000 ¥ 53000 § 452,991
442,066 408,797 3,493,991

4,599 3,991 34,111
5,653 6,483 55410
43,180 62,314 532,598
22,545 21,163 180,881
6,952 6,707 57,325
- 17,020 145,470
1,470 1,670 14,274

541,465 581,145 4,967,051

931,549 975,764 8,339,863

1,529 1,279 10,932
- 3,760 32,137
17,835 9,462 80,872
41 156 1,333

950,954 990,421 8,465,137

83,317 83,317 712,111
90,225 90,225 771,154

1,566 1,566 13,385
406,979 450,138 3,847,333
5,285 10,636 90,906

{3,064) (2,965) (25,342)
584,308 632,917 5,409,547
¥2,076,727 ¥2,204,483 $18,841,735




NON-CONSOLIDATED STATEMENTS OF INCOME
FOR THE FISCAL YEARS ENDED MARCH 31, 2005 AND 2006

Thousands of
U.S. dollars
Millions of Yen (Nate 3)
As of March 31,
2005 2006 2006
NCOME.:
Interest on loans .. e e e e e e e e e e e ae ae e e e e e e e e e ¥330,529  ¥333,54]1  $2,850,778
Interest on loan guarantees . e e e e e e e e e e e he er ee e 3,043 4,426 37 829
Interest on deposits, secuntles and other e e e e ar e e e ee e e e 4,325 5,274 45,077
Recovery of loans previously charged off . - - e e e 4,090 4,299 36,744
Gain on exemption from pension obhgatlon of the govemmental program
(Note2h) .. ... ....... e e v e e v e e e e e e 208
Gain on transfer of pension plan (Notc 2 h) e ee e e e ae e e e e e - 284 2,427
L0 11Tt g ¢ oL ) 11 - N 4,962 3,109 26,572
Total INCOME .. o o v e e s e e e e e e it e e e s s e e e 347187 350,933 2,999 427
EXPENSES:
Interest on borrowings .. - e e e e 29,835 28,347 242,282
Charge-offs and pr0v1510n for doubtfnl loans and c]a:ms in
bankrupicy .. . e e er e e e e e ee e e e e 97,385 103,520 884,786
Salaries and other employces bcncﬁts e e e e e e e e e e e 28,478 28,710 245,385
AdVertising eXPenses .. .. o i w vk i e e e e e e e 14,979 16,534 141,316
Rental EXPemSes .. .. v v v vv vt ve e o e e e e e e e e e e e e e e 14,016 12,622 107,850
Commissions and fEES .. .. vv e v v ot ve vr ve be e e et e e e e e e e e e 11,967 14,024 119,863
Supplies .. ... ... e e e ur e e e e e e e e e e en b e be e e 1,028 2,018 17,248
Depreciation and amomzatlon T e e e ke e ke e e e e 6,752 7,588 64,855
Provision for employees’ retirement bencﬁts e e e e e 1,369 730 6,239
Provision for retirement benefits to directors and corporatc audltors - 76 72 615
Provision for loss on interestrefunds .. .. .. .o oo o i e e e - 17,020 145,470
Loss on interestrefunds .. .. .. oo v oo o v e e e e e e e e - 10,603 90624
Oher EXPEMSES .. . .t v v s e i a et te bt o st e e e e e ey e e e 28,506 25,366 216,804
Total expenses .. .. .. .. e e e e e e e e e e e 234391 267,154 2,283,367
INCOME BEFOREINCOME TAXES .. .. .. .. o oo e i e 112,766 83,779 716,060
INCOME TAXES (Note 10):
CUITENE .. o0 o ol iy e e e e te et bn ot s e ae me e e ee e oe e e e oe ae e e ee 39,914 41,576 355,351
Dcferrcd e e e e e b me an e e e et e e e e e e e he bt e e e e e e e e 5,551 (8,179) {69,906)
Total iNCOME LAKES v vv v v e ot st o ie ir e e e e ee e o ee e e e o o e 45,465 33,397 285,445
NETINCOME .. . o o it et vt e et e ettt et ve s e e e e e o ¥ 67,301 ¥ 50,382 § 430,615
Yen U.S. Dollars
AMOUNTS PER COMMON SHARE (Notes 2.5 and 13):
Basic netincome .. . oo oo i e i e e e e e ¥ 47413 ¥ 35577 8 3.04
Diluted net income .. .. .. e e ee e ke ee e e e e ee an e e e e 474,09 3155.65 3.04
Cash dividends applicable to thc year e e e e e e e 60.00 60.00 0.51

See notes to non-consolidated financial statements.
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NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE FISCAL YEARS ENDED MARCH 31, 2005 AND 2006

1.  BASIS OF PRESENTING NON-CONSOLIDATED FINANCIAL STATEMENTS

The accompanying non-consolidated financial statements of ATFUL Corporation {the “Company”) have
been prepared in accordance with the provisions set forth in the Japanese Securities and Exchange Law and its
related accounting regulations, ard in conformity with accounting principles generally accepted in Japan (Japanese
GAARP), which are different in certain respects as to application and disclosure requirements of Intemational
Financial Reporting Standards and accounting principles generally accepted in the United States of America.

As consolidated statements of cash flows and certain disclosures are presented in the consolidated financial
statements of the Company, non-consolidated statements of cash flows and certain disclosures are not presented
herein in accordance with Japanese GAAP,

In preparing these non-consolidated financial statements, certain reclassifications and rearrangements have
been made to the Company’s non-consolidated financial statements issued domestically in order to present them
in a form which is more familiar to readers outside Japan.

In addition, certain reclassifications have been made in the 2005 financial statements to conform to the
ciassifications used in 2006.

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Non-consolidation—The non-consolidated financial statements do not include the accounts of
subsidiaries. Investments in subsidiaries and associated companies are stated at cost.

b. Cash equivalents-—Cash equivalents are short-term investments that are readily convertible into cash
and that are exposed to insignificant risk of changes in value.

Cash equivalents include time deposits and certificate of deposits which mature or become due within three
months of the date of acquisition.

¢. Inventories—Inventories consist of property for sale. Property for sale is stated at the lower of cost or
market, cost being determined by the specific identification method. Depreciation of property for sale currently
rented is computed by the same method as applied to property and equipment.

d, Investment securities—Investment securities are classified and accounted for, depending on
management's intent, as follows: i) investment securities in subsidiaries and associated companies, are reported
at cost, and ii) available-for-sale securities are reported at fair value, with unrealized gains and losses, net of
applicable taxes, reported in a separate component of sharcholders’ equity. The cost of securities sold is
determined based on the moving-average method.

Non-marketable available-for-sale securities are stated at cost determined by the moving-average method.
For other than temporary declines in fair value, investment securities are reduced to net realizable value by a
charge to income,

Investments in limited liability investment partnerships and other similar partnerships are initially recorded
at cost, and the carrying amount is adjusted to recognize the Company's interests in earnings or losses in such
partnerships based on the recent available financial statements of the partnerships,

e. Property and equipment—Property and equipment are stated at cost, Depreciation is computed by the
declining-balance method. The range of useful lives is principally from 3 to 50 years for buildings and structures,
from 13 to 15 years for machinery and equipment, and from 3 to 20 years for furniture and fixtures,

J. Long-lived Assets—In August 2002, the Business Accounting Council issued a Staternent of Opinion,
Accounting for Impairment of Fixed Assets, and in October 2003, the ASBJ issued ASBJ Guidance No. 6,
Guidance for Accounting Standard for Impairment of Fixed Assets, These new pronouncements were effective
for fiscal years beginning on or after April 1, 2005 with early adoption permitted for fiscal years ending on or
after March 31, 2004.

The Company adapted the new accounting standard for impairment of fixed assets as of April 1, 2005.

The Company reviews its long-lived assets for impairment whenever events or changes in circumstance
indicate the carrying amount of an asset or asset group may not be recoverable, An impairment loss is recognized
if the carrying amount of an asset or asset group exceeds the sum of the undiscounted future cash flows expected
to result from the continued use and eventual disposition of the asset or asset group,
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The impairment loss is measured as the amount by which the carrying amount of the asset exceeds its
recoverable amount, which is the higher of the discounted cash flows from the continued use and eventual
disposition of the asset or the net selling price at disposition.

The adoption of the new accounting standard did not have a materia! impact on the financial position or
results of operations of the Company for the year ended March 31, 2006.

g. Software—Expenditures for the purchase of software, which meet certain future-tests, are capitalized
as software and amortized by the straight-line method over the estimated useful lives of five years.

h. Liability for retirement benefits—The Company has a contribution pension plan and a prepaid
retirement benefits pension plan which were established on October 1, 2004. Contributions to the defined
contribution plan and payments to prepaid retirement benefits plan are charged to income when incurred.

On September 30, 2004, the Company obtained approval from the Ministry of Health, Labor and Welfare
for termination of the contributory defined benefit pension plan (Employee’s Pension Fund (“EPF”) pursuant to
the Japanese Welfare Pension Insurance Law) which consisted of the portion of the governmental welfare
pension program (“substitutional portion™) and a pension portion representing a non-contributory defined benefit
plan which the Company has originally set (“additional portion”). As the termination process, the Company
transferred pension obligation related to past employee services on the substitutional portion and related assets to
the government on March 16, 2005, and recognized a gain on exemption from pension obligation of
governmental program in the amount of ¥208 million for the year ended March 31, 2005.

During the year ended March 31, 2006, the Company completed the transfer of pension obligation on the
additional portion of the EPF and related assets to the defined contribution pension plan and prepaid retirement
benefits plan based on the determination of the amount of benefit obligation which are to be allocated to each
beneficiary account. As a result, the Company recorded a gain on transfer of pension plans of ¥284 million
(52,427 thousand) in accordance with the provisions specified in the guidance issued by the ASBIJ for the year
ended March 31, 2006.

Liability for retirement benefits to directors and corporate auditors is provided at the amount which would
be required if they retired at each balance sheet date.

The balances of retirement benefits include those to directors and corporate auditors in the amount of
¥1,210 million and ¥1,279 million ($10,932 thousand) for the years ended March 31, 2005 and 2006, respectively.

i. Allowances for doubtful loans—The allowance for doubtful loans is stated in amounts considered to
be appropriate based on the Company’s past credit loss experience and an evaluation of potential losses in the
receivables outstanding.

J. Allowance for losses on interest refunds—The limit of interest rates is regulated by two laws—
“Contributions Law” and “Interest Rate Restriction Law”, Under the former law, interest rates on loans should
not exceed 29.2% and the violation is considered to be a criminal penalty. The latter law stipulates that interest
payments for interest rates that exceed the legal limit (20% for principal amounts under ¥100 thousand, 18% for
principals between ¥100 thousand and ¥1 million and 15% for principals over ¥1 million) are void. However,
under the “Money lending Business Restriction Law”, such interest payments are nonetheless considered to be
valid if money lenders issue notices as prescribed by the law to debtors and debtors pay veluntarily. Recent strict
interpretation by the courts of these requirements has led to decisions against moneylenders and resulted in more
debtors claiming for the return of excess interest payments.

In March 2006, the JICPA issued a report requiring moneylenders to make an accounting provision for
losses on interest refunds for interest rates that exceeded the limi: set by the Interest Rate Restriction Law. The
Company lends money at rates between the limit set by the two laws, and have so far charged refund costs to
income as incurred. However, the growing number of lawsuits against the Company has increased the materiality
of the financial effects of the matters, so the Company decided to record a provision (“Allowance for losses on
interest refunds™) for prospective interest refunds from the fiscal yzar ended March 31, 2006.

Allowance for losses on interest refunds is stated in amounts considered to be appropriate based on the
Company’s past refund loss experience and the recent situation regarding interest refunds.

The effect of this accounting provision was to increase current liabilities as of March 31, 2006 by
¥17,020 million ($145,470 thousand) and to decrease income before income taxes for the year ended March 31,
2006 by the same amount.

k., Leases—All leases are accounted for as operating leases. Under Japanese accounting standards for
leases, finance leases that deem to transfer ownership of the leased property to the lessee are to be capitalized,

F-73




while other finance leases are permitted to be accounted for as operating lease transactions if certain “as if
capitalized” information is disclosed in the notes to the lessee’s non-consolidated financial statements.

l.  Income taxes—The provision for income taxes is computed based on the pretax income included in the
non-consolidated statements of income. The asset and liability approach is used to recognize deferred tax assets
and liabilities for the expected future tax consequences of temporary differences between the carrying amounts
and the tax bases of assets and liabilities. Deferred taxes are measured by applying currently enacted tax laws to
the temporary differences.

m. Appropriations of Retained Earnings—Appropriations of retained eamnings are reflected in the
non-consolidated financial statements for the following year upon shareholders’ approval.

n. Foreign Currency Transactions—All short-term and long-term monetary receivables and payables
denominated in foreign currencies are translated into Japanese yen at the exchange rates at the balance sheet date.
The foreign exchange gains and losses from translation are recognized in the non-consolidated statements of
income to extent that they are not hedged by forward exchange contracts.

0. Interest on Loans—Interest on loans is recorded on an accrual basis. In accordance with the practice
prevailing in the industry, the Company records accrued interest at either the interest rate stipulated in the Interest
Rate Restriction Law or the contracted interest rate, whichever is lower.

p- Interest on Borrowings—Interest on financial liabilities is accounted for as operating expenses while
other interest is included in other expenses.

g. Bonds Issue Costs—Bonds issue costs, which are included in other assets, are amortized ratably over
periods up to three years.

r. Derivatives and Hedging Activities—The Company uses derivative financial instruments to manage its
exposures to fluctuations in interest rates and foreign exchange. Interest rate swaps, interest rate caps and
currency swaps contracts are utilized by the Company to reduce interest rate and foreign currency exchange risks.
The Company does not enter into derivatives for trading or speculative purposes. The accounting standard for
derivative financial instruments requires that: a) all derivatives be recognized as either assets or liabilities and
measured at fair value, and gains or losses on derivative transactions be recognized in the non-consolidated
statemnents of income, and b) for derivatives used for hedging purposes, if derivatives qualify for hedge
accounting because of high correlation and effectiveness between the hedging instruments and the hedged items,
gains or losses on derivatives be deferred until maturity of the hedged transactions.

Currency swaps contracts are utilized to hedge foreign currency exposures in principal and interest
payment of U.S. dollar straight bonds. U.S. dollar straight bonds are translated at the contracted rates,

The interest rate swaps and caps which qualify for hedge accounting and meet specific matching criteria
are not remeasured at market value but the differential paid or received under the swap or cap contracts are
recognized and included in interest expenses or income,

5. Per Share Information—Basic net income per share is computed by dividing net income available to
common shareholders by the weighted-average number of common shares outstanding for the period,
retroactively adjusted for stock splits.

Diluted net income per share of common stock reflects the potential dilution that could occur if securities
were exercised into common stock and assumes full exercise of outstanding stock options.

Cash dividends per share presented in the accompanying non-consolidated statements of income are
dividends applicable to the respective years including dividends to be paid after the end of the year, which is not
retroactively adjusted for stock splits.

t. New Accounting Pronouncements:
Business Combination and Business Separation

In October 2003, the Business Accounting Council issued a Statements of Opinion, Accounting for Business
Combinations, and on December 27, 2005 ASB] issued Accounting Standard for Business Separation and ASB]
Guidance No. 10, Guidance for Accounting Standard for Business Combination and Business Separations. These
new accounting pronouncements are effective for fiscal years beginning on or after April 1, 2006.

The accounting standard for business combinations allows companies to apply the pooling of interests
method of accounting only when certain specific criteria are met such that the business combination is essentially
regarded as a uniting-of-interests,
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These specific criteria are as follows:
(a) The consideration for the business combination consists solely of common shares with voting rights,

(b) The ratio of voting rights or each predecessor shareholder group after the business combination is
nearly equal, and

(c} There are no other factors that would indicate any control exerted by any shareholder group other than
voting rights.

For business combinations that do not meet the uniting-of-interests criteria, the business combination is
considered to be an acquisition and the purchase method of accounting is required. This standard also prescribes the
accounting for combinations of entities under common control and for joint ventures. Goodwill, including negative
goodwill, is to be systematically amortized over 20 years or less, but is also subject to an impairment test.

Under the accounting standard for business separations, in a business separation where the interests of the
investor no longer continue and the investment is settled, the difference between the fair value of the
consideration received for the transferred business and the book value of net assets transferred to the separated
business is recognized as a gain or loss on business separation in the statements of income. In a business
separation where the interests of the investor continue and the investments is not settled, no such gain or loss on
business separation is recognized.

Stock Options

On December 27, 2005, the ASBIJ issued Accounting Standard for Stock Options and related guidance. The
new standard and guidance are applicable to stock options newly granted on and after May 1, 2006.

This standard requires companies to recognize compensation expenses for employee stock options based
on the fair value at the date of grant and aver the vesting periocd as consideration to account for stock options
granted to non-employees based on the fair value of either the stock option or the goods or services received. In
the balance sheet, the stock option is presented as a stock acquisition right as a separate component of
sharcholder’s equity until exercised. The standard covers equity-szttled, share-based payment'transactions, but
does not cover cash-settled, share-based payment transactions. In addition, the standard allows unlisted
companies to measure options at their intrinsic value if they cannot reliably estimate fair value,

Bonuses to Directors and Corporate Auditors

Prior to the fiscal year ended March 31, 2005, bonuses to directors and corporate auditors were accounted
for as a reduction retained earnings in the fiscal year following approval at the general shareholders meeting. The
ASBIJ issued ASBJ Practical Issues Task Force (PITF) No. 13, Accounting treatment for bonuses to directors and
corporate auditors, which encouraged companies to record bonuses to directors and corporate auditors on the
accrual basis with a related charge to income, but still permitted the direct deduction of such bonuses from
retained earnings after approval of the appropriation of retained earnings.

The ASBJ replaced the above accounting pronouncements by issuing a new accounting standard for
bonuses to directors and corporate auditors on November 29, 2005. Under the new accounting standard, bonuses
to directors and corporate auditors must be expensed and are no longer allowed to be directly charged to retained
earnings. This accounting standard is effective for fiscal years ending on or after May 1, 2006. The companies
must accrue bonuses to directors and corporate auditors at the year end to which such bonuses are attributable.

3.  TRANSLATION INTO UNITED STATES DOLLARS

The non-consolidated financial statements are stated in Japanese yen, the currency of the country in which
the Company is incorporated and operates. The translation of Japanese yen amounts into U.S. dollar amounts are
included solely for the convenience of readers outside Japan and have been made at the rate of ¥117 to $1, the
approximate rate of exchange at March 31, 2006, Such translations should not be construed as representations
that the Japanese yen amounts could be converted into U.S. dollars at that or any other rate.

4. ACCOUNTING CHANGE

Prior to April 1, 2005, guarantees and similar items of bank loans were disclosed in the notes as contingent
liabilities. Effective April 1, 2005, the Company changed its method of accounting to record operating loan
guarantees as a contra account of obligation under loan guarantees, The effect of this change was to increase
current assets and current liabilities at March 31, 2005 by ¥43,180 million.

F-75



5. LOANS
Loans at March 31, 2005 and 2006 consisted of the following (before allowance for doubtful loans):

Thousands of

Millions of Yen U.S. Dollars

2005 2006 2006

Unseeured .. . ool i s e i e e e e $1)093,663 ¥1,133,083 § 9,684,470
Secured . o o e e e e e e e e e b e e e e e e e e 345,180 341,153 2,915,838
Small business 10ans .. .. .. . v oo v e i e e ke e e e e e 32,924 38,481 328,897
TOtal o o e e e e e e b e e e w e ¥1LATLT6T7 ¥LL512,717 $12,929205

Registered moeneylenders are required to disclose the following information under the Non-Bank Bond
Issuing Law.

Thousands of

Millions of Yen U.S. Doilars

2005 2006 2006

Loans in legal bankruptey .. .. .o oo v i oo i e e e e ¥ 28,145 ¥ 30,309 § 259,051

Nonaccrual 10815 .. .. o o 0 o e o e e e e e e e e 48,221 63,877 545,957
Accruing loans contractually past due three months or more as to

principal or interest PAVIMENES .. 0 v oo o v v e e ee ve ee e e e e e e 12,101 15,667 133,906

Restructured 108nS .. .. . . 0 oo e e e 40,196 36,383 310,966

Total .. o e e e e e e e FI2B663  ¥146,236 $1,249,880

Loans in legal bankruptcy are loans in which accruals of interest are discontinued {excluding the portion
recognized as bad debts), based on management’s judgment as to the collectibility of principal or interest
resulting from the past due payment of interest or principal and other factors. Allowances for claims in
bankruptcy are stated at such amount tess net realizable value of collateral.

Nonaccrual loans are loans in which accruals of interest are discontinued, other than loans in legal
bankruptcy as well as loans receiving regular payments in case of granting deferral of interest payment to the
debtors in financial difficulties to assist them in their recovery.

Accruing loans contractually past due three months or more as to principal or interest payments are loans
for which payments of principal or interest have not been received for a period of three months or more
beginning with the next business day following the last due date for such payments. Loans classified as loans in
legal bankruptcy and nonaccrual loans are excluded from accruing loans contractually past due three months or
maore.

Restructured loans are loans on which creditors grant concessions (e.g., reduction of the stated interest rate,
deferral of interest payment, extension of maturity date, waiver of the face amount, or other concessive
measures) to the debtors in financial difficulties to assist them in their recovery and eventually enable them to
pay creditors, Loans classified as loans in legal bankruptcy, nonaccrual loans and accruing loans contractually
past due three months or more are excluded.

At March 31, 2005 and 2006, the Company had the balances related to revolving loan contracts
aggregating ¥1,365,871 million and ¥1,423,276 million ($12,164,752 thousand), respectively, whereby the
Company is obligated to advance funds up to a predetermined amount upon request. At March 31, 2005 and
2006, the balances of unadvanced commitments were ¥549,903 million and ¥569,218 million (34,865,111
thousand), respectively. The loan contract contains provisions that allow the Company to reduce the contract
amount of the commitment or refuse to advance funds to loan customers under certain conditions.

6. INVENTORIES
Inventories at March 31, 2005 and 2006 consisted of the following:

Thousands of

Millions of Yen U.S. Dollars

2008 2006 2006

Property forsale .. .. .. o oo o e e e e e e e e e e e e e e e e e e e ¥169 ¥139 51188
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7. INVESTMENT SECURITIES

Disclosure of cost and fair value of investment securities at March 31, 2005 and 2006 is not presented
herein, as such information is permitted to be omitted if disclosed in consolidated financial statements under
Japanese GAAP.

§. SHORT-TERM BORROWINGS AND LONG-TERM DEBT
Short-term borrowings at March 31, 2005 and 2006 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
2005 2006 2006
Loans from banks, 0.71% to 1.38% (0.70% to 0.74% at March 31,
200%) . - e ¥10,000 ¥50,000  3427,350
Loans from other ﬁnanmal msutuuons 1 38% (l 38% to 1 48% at
March 31, 2005) . o oot e s 5,000 3,000 25,641
Total . .o e e e ¥15,000 ¥53,000  $452,991
Long-term debt at March 31, 2005 and 2006 consisted of the following:
Thousands of
Millions of Yen U.S. Dollars
2005 2006 2006
Loans from banks, 0.69% to 2.88%, due serially to 2011 (0.58% to
3.20%, due serially to 2010 at March 31,2005) .. .. .. .. .. ... ... .. ¥ 530924 ¥ 528,144 § 4,514,051
Loans from other financial institutions, 0.69% to 2.90%, due serially to
2011 (1.45% to0 3.35%, due serially to 2010 at March 31, 2005) .. .. 199,789 202,052 1,726,940
Syndicated Loans, 0.62% to 1.48%, due serially to 2010 (0.79% to
1.94%, due serially to 2010 at March 31,2005) .. .. .. .o v oo v ve o 94,304 73,368 627,077
Unsecured 0.80% to 2.00% yen straight bonds, due 2005 ., .. .. .. .. .. 80,000 - -
Unsecured 1.30% to 3.27% yen straight bonds, due 2006 ., .. .. .. .. .. 78,500 68,500 585,470
Unsecured 1.66% to 2.51% yen straight bonds, dee 20607 .. .. .. .. .. . 43,000 43,000 367,521
Unsecured 0.45% to 2.48% yen straight bonds, due 2008 (0.54% to
2.48% at March 31, 2005) .. - e 51,000 61,000 521,368
Unsecured 1.01% to 3.28% yen stralghl bonds duc 2009 e e 58,000 58,000 495,726
Unsecured 0.80% to 3.00% yen straight bonds, due 2010 (1.25% to
3.00% at March 31, 2005) .. - e e 30,000 70,000 598,291
Unsecured 1.50% to 1.58% yen stralght bonds duc 2011 SRR 20,000 20,000 170,940
Unsecured 1.20% to 1.63% yen straight bonds, due 2012 (1.20% at
March 31, 2005) . - e ae e e e e e e 10,000 20,000 170,940
Unsecured 1.74% yen stralght bonds due 20]3 v rr e e et ve e ve e 10,000 10,000 85,470
Unsecured 1.99% ven straight bonds, due 2015 . - . - 10,000 85,470
Unsecured variable rate Euro-yen straight bonds, due 2006 (l 82% at
March 31, 2006, 1.80% at March 31, 2005) .. - e 12,500 12,500 106,838
Unsecured 4.45% to 5.00% U.S. dollar straight bonds due 2010
(4.45% at March 31,2005) . .. ... .. e e e e e e 52,890 108,500 927,350
Unsecured 0.86% medium-term notes, due 2005 T 4,000 - -
Unsecured 2.21% medium-term notes, due 2007 .. .. .. .. o w 1,000 1,000 8,547
Unsecured 3.00% medium-term notes, due 2008 .. .. .. ... . ... .. 3,000 3,000 25,641
Unsecured 3.50% medium-term notes, due 2015 .. .. .. .. . o 15,000 15,000 128,205
Other (principaily from leasing companies and securitized loan)
0.32% to 2.30%, due scnally to 2011 {(0.79% to 1.90%, due serially
to 2009 at March 31, 2005) . U O 79,708 80,497 688,009
Total oo e e e 1,373,615 1,384,561 11,833,854
Le55 CUrTent POITION .. .. oo ci v vt e e ae o e e e e e en ve ee ae e or e e e {442,066) (408,797) (3,493,991)
Long-term debt, less current portion .. .. .. .o v v v v v e e e . ¥ 931,549 ¥ 975764 § 8,339,863
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Annual maturities of long-term debt at March 31, 2006 were as follows:

Thousands of

Year Ending March 31 Millions of Yen U.S, Dollars
P ¥ 408,797 § 3,493,99]
2008 e e e e e e e e e e e e e e e e e e e e s e v e e e e 301,541 2,577,274
710, 215,534 1,842,171
2000 e e e e e e e e e e e e e e e e e e e e e e e e e e e 210,752 1,801,299
2001 e e e e e e e e e e e e e he e e e e e e e e e e e e e s e 172,680 1,475,897
2002 and thereafter .. .. .. o o v ot e e e e e e e e e e e e e e e e e e e e 75,257 643,222
Total Lo e e e e e i e e e v e v e v eh e e et et e e e e e e e e ¥1,384,561 §71,833,854

At March 31, 2006, the following assets were pledged as collateral for long-term debt (including current
portion of long-term debt):

Thousands of

Millions of Yen U.S. Doliars

50 . OO ¥510,708 34,365,026

INVENLOTIES .0 ot ot ot e e e s e et e et e e e v ae v v e e e e e e e e e e e e e 107 914

1 | U ¥510,815 34,365,940
Related liabilites—Long-term debt {including current portion of long-term

o OO ¥273,913 $2,341,137

The above table includes loans related to securitized loans of ¥346,796 million (52,964,068 thousand), and
related liabilities (long-term debt including current portion} of ¥128,341 million ($1,096,932 thousand).

Property and equipment of Marutoh KK, the Company’s subsidiary, were pledged as collateral for the
above liabilities.

If requested by lending financial institutions, the Company has committed to pledge loans of
¥214,443 million (51,832,846 thousand) as collateral in addition to those shown in the above table. At March 31,
2006, related liabilities for which lending financial institutions can request the Company to pledge collateral
consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

Long-term debt {including current portion of long-term debt) .. .. . .. . . . . .. . .. ¥197,557 $1,688,521

At March 31, 2006, other current assets amounting to ¥1,919 million ($16,402 thousand), were pledged as
collateral for the interest rate swap contracts.

A portion of the Company’s syndicated loans are subject to repayment if the Company fails to meet certain
financial criteria, such as those relating to minimum tangible net worth levels, specified equity ratios, specified
asset compositions and minimum recurring income levels, and operating criteria, such as those relating to bad
debt charge-off levels. As of March 31, 2006, the Company was in compliance with all of these covenants.

9. SHAREHOLDERS’ EQUITY

Through May 1, 2006, Japanese companies are subject to the Commercial Code of Japan (“the Commercial
Code™).

The Commercial Code requires that all shares of common stock be issued with no par value and at least
50% of the issue price of new shares is required to be recorded as common stock and the remaining net proceeds
are required to be presented as additional paid-in capital, which is included in capital surples. The Commercial
Code permits Japanese companies, upon approval of the Board of Directors, to issue shares to existing
shareholders without consideration by way of a stock split. Such issvance of shares generally does not give rise to
changes within the shareholders’ accounts.

The Commercial Code also provides that an amount of 10% or more of the aggregate amount of cash
dividends and certain other appropriaticns of retained earnings associated with cash outlays applicable to each
period (such as bonuses to directors) shall be appropriated as a legal reserve (a component of retained earnings)
until the total of such reserve and additional paid-in capital equals 25% of common stock. The amount of total
additional paid-in capital and legal reserve that exceeds 25% of commen stock may be available for dividends by
resolution of the shareholders after transferring such excess in accordance with the Commercial Code. In
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addition, the Commercial Code permits the transfer of portion of additional paid-in capital and legal reserve to
the common stock by resolution of the Board of Directors,

The Commercial Code allows Japanese companies to purchase treasury stock and dispose of such treasury
stock upon resolution of the Board of Directors. The aggregate purchased amount of treasury stock cannot exceed
the amount available for future dividends plus the amount of common stock, additional paid-in capital or legal
reserve that could be transferred to retained earnings or other capital surplus other than additional paid-in capital
upon approval of such transfer at the annual general meeting of shareholders.

In addition to the provision that requires an appropriation for a legal reserve in connection with the cash
outlays, the Commercial Code also imposes certain limitations on the amount of capital surplus and retained
earnings available for dividends. The amount of capital surplus and retained earnings available for dividends
under the Commercia] Code was ¥447,172 million ($3,821,983 thousand) as of March 31, 2006, based on the
amount recorded in the Company’s general books of account.

Dividends are approved by the shareholders at a meeting held subseguent to the end of the fiscal year to
which the dividends are applicable, Semiannual interim dividends may also be paid upen resolution of the Board
of Directors, subject to certain limitations imposed by the Commercial Code.

At the Shareholders’ General Meeting held on June 27, 2001, the Company’s shareholders approved a
following stock option plan for the Company’s directors and key employees. The plan provides for granting
options to directors and key employees to purchase the Company’s common stock at an exercise price of
¥6,386 per share during the period from July 1, 2003 to June 30, 2046. The maximum number of shares to be
issued upon exercise of the options was 47 thousand shares as of March 31, 2006.

At the Shareholders’ General Meeting held on June 25, 2004, the Company’s shareholders approved a
following stock option plan for the directors and key employees of the Company and certain subsidiaries. The
plan provides for granting options to purchase the Company’s comman stock at an exercise price of ¥7,774 per
share during the period from July 1, 2006 to June 30, 2009. The maximum number of shares to be issued upon
exercise of the options was 329 thousand shares as of March 31, 2006.

On May 23, 2005, the Company made a three-for-two stock split and 47,345,000 shares were issued to
shareholders of record on March 31, 2005. The number of shares to be issued upon the option grants mentioned
above and the exercise price were adjusted based upon a defined formula.

At the Shareholders’ General Meeting held on June 24, 2005, the Company’s shareholders approved a
stock option plan for the directors and key employees of the Company and certain subsidiaries. The plan provides
for granting options to purchase the Company’s commeon stock at an exercise price of ¥8,420 per share during the
period from July 1, 2007 to June 30, 2010. The maximum number of shares to be issued upon exercise of the
options was 338 thousand shares as of March 31, 2006.

The Company issues treasury stock upon exercise of the siock options. Pursuant to the revision of the
Commercial Code, the Company revised its articles of incorporation so that the Company may purchase its
common stock as treasury stock by resolution of the Board of Directors.

On May 1, 2006, a new company law (the “Company Law”) became effective, which reformed and
reptaced the Commercial Code with various revisions that would, for the most part, be applicable to events or
transactions which occur on or after May 1, 2006 and for fiscal years ending on or after May 1, 2006. The
significant changes in the Company Law that affect financial and accounting matters are summarized below,

(a) Dividends

Under the Company Law, companies may pay dividends at any time during the fiscal year in addition to
the year-end dividend upon resotution at the shareholders meeting. For companies that meet certain criteria such
as; (1) having the Board of Directors, (2) having independent auditors, (3) having the Board of Corporate
Auditors, and (4) the term of service of the directors is prescribed as one year rather than two years of normal
term by its articles of incorporation, the Board of Directors may declare dividends (except for dividends in kind)
if the company has prescribed so in its articles of incorporation. The Company Law permits companies to
distribute dividends-in-kind (non-cash assets) to shareholders subject to a certain limitation and additional
requirements. Semiannuz! interim dividends may also be paid once a year upon resolution by the Board of
Directors if the articles of incorporation of the company so stipulate. Under the Commercial Code, certain
limitations were imposed on the amount of capital surplus and retained earnings available for dividends. The
Company Law also provides certain limitations on the amounts available for dividends or the purchase of
treasury stock. The limitation is defined as the amount available for distribution to the shareholders, but the
amount of net assets after dividends must be maintained at no tess than ¥3 million.
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(b) Increases / decreases and transfer of common stock, reserve and surplus

The Company Law requires that an amount equal to 10% of dividends must be appropriated as a legal
reserve {a component of retained eamings) or as additional paid-in capital (a component of capital surplus)
depending on the equity account charged upon the payment of such dividends until the aggregate amount of legal
reserve and additional paid-in capital equals 25% of the common stock. Under the Commercial Code, the
aggregate amount of additional paid-in capital and legal reserve that exceeded 25% of the common stock could
be made available for dividends by resolution of the shareheclders. Under the Company Law, the total amount of
additional paid-in capital and legal reserve may be reversed without limitation of such threshold. The Company
Law also provides that common stock, legal reserve, additional paid-in capital, other capital surplus and retained
earnings may be transferred among the accounts under certain conditions upon resolution of the shareholders.

{c) Treasury stock and treasury stock acquisition rights

The Company Law also provides for companies to purchase treasury stock and dispose of such treasury
stock by resolution of the Board of Directors. The amount of treasury stock purchased cannot exceed the amount
available for distribution to the shareholders, which is determined by specific formula. Under the Company Law,
stock acquisition rights, which were previously presented as a liability, are now presented as a separate
component of shareholders’ equity.

The Company Law also provides that companies purchase both treasury stock acquisition rights and
treasury stock. Such treasury stock acquisition rights are presented as a separate component of shareholders’
equity or deducted directly from stock acquisition rights,

On December 9, 2005, the ASBJ published a new accounting standard for the presentation of shareholders’
equity. Under this accounting standard, certain items which were previously presented as liabilities are now
presented as components of shareholders’ equity. Such items include stock acquisition rights, and any deferred
gain or loss on derivatives accounted for under hedge accounting. This standard is effective for fiscal years
ending on or after May 1, 2006.

10. INCOME TAXES

The Company is subject to Japanese national and local income taxes which, in the aggregate, resulted in
normal effective statutory tax rates of approximately 40.6% for both of the years ended March 31, 2005 and
2006.

The tax effects of significant temporary differences which resulted in deferred tax assets and liabilities at
March 31, 2005 and 2006 are as follows:

Thousands of
Millions of Yen U.S. Dollars
2005 2006 2006
Current Deferred Tax Assets:
Allowance for losses on interest refunds .. .. .. o o oo v oo oo - ¥ 6,907 $ 59,034
Enterprise tax payable .. .. . o o oo v e e e e e e e e e ¥ 1,288 1,342 11,470
Charge-offs for doubtful loans .. .. . o oo o e 3,668 4,310 36,838
Accrued Interest 0N TOAMS .. v v v ve vv ve e e et ar o e e et e e e ar e e e e e 2,163 2,625 22,436
AcCTUEA DOMUSES .. ., v vo e o ve vr ve vr ve ve ot vr rv oe e e re e e ee ar w ee e e e 968 914 7,812
L0137 116 404 3,453
Current deferred tax aSS€15 .. . oo v vi v cv v i v e e ¥ 8,203 ¥16,502 $141,043
Non-current Deferred Tax Assets:
Provision for doubtful loans .. .. .. .. oo vt i e e e e e .. ¥ 550 ¥ 597 $ 5102
Depreciation and amortization .. .. .. .. e 1,636 1,747 14,932
Provision for retirement benefits to dlrectors and corporate audltors e e 491 519 4,436
L 15 T UV 946 641 5479
Non-current deferred tax assets .. .. .. .. .. _— 3,623 3,504 26,949
Non-current Deferred Tax Llabllmes—Unreahzed galn on avmlable for-sale
SECUTILES 10 v vt v er vr v ot ee ve mr e e v e e or ot e e re ar e e e e e e (3,009)  (7,264) 62,086
Net non-current deferred tax assets (liabilities) .. .. .. o o oo i v vi oo v o v ¥ 14 ¥(3,760) $(32,137)
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As the differences between the normal effective statutory tax rate-and the actual effective tax rate reflected
in the accompanying non-consolidated statements of income for both of the years ended March 31, 2006 and
2005 are not more than 5% of the normal effective statutory tax rate, a reconciliation has not been disclosed as
permitted under Japanese GAAP.

11. RELATED PARTY TRANSACTIONS

The balances due from subsidiaries at March 31, 2005 and 2006 and transactions of the Company with
subsidiaries for the years ended March 31, 2005 and 2006 were as follows:

Thousands of

Millions of Yen U.S. Dollars

2008 2006 2006

Advances to SUBSIAIATIES .. .. o oo oo ot o e ee e e e e e e e e e e e ¥298.224 ¥288.525  $2,466,026
INEETESE INCOIMIE .. o e e e e e e oe e e e e e e e e et o ot e o e ot e he 4,076 5,013 42,846

12, LEASES
The Company leases vehicles, computer equipment, furniture and fixtures, office space and other assets.

Total rental expenses including lease payments under finance leases for the years ended March 31, 20035
and 2006 were as follows:

Millions of Yen Thousands of U.S. Dollars
Total Lease Payments Total Lease Payments
Rental Under Rental Under
Expense; Finance Leases Expenses  Finance Leases
Year Ended March 31:
05 . e e e e FLA016 ¥2,565 - -
2006 . e e e e 12,622 832 $107,880 37,111

Pro forma information of leased property including acquisition cost, accumulated depreciation, obligations
under finance leases, depreciation expense, and interest expense of finance leases that do not transfer ownership
of the leased property to the lessee on an “as if capitalized” basis for the years ended March 31, 2005 and 2006
was as follows:

Miltions of Yen
As of March 31, 2005

Machinery Furniture

and and
Equipment Fixtures Total
ACQUISTHON COBL 1. vt vt vt vt vt v e ee o o vn r ae ee o se se e or o r e e ae e e e ¥163  ¥6,188 ¥6,351
Accumulated depreciation .. .. .. . o v vt e e e e e e e e e 80 5,118 5,198
Net leased PrOperty .. .. .. oo o it e et e et s e e e e e e e e e e e ¥ 83 ¥1,070 ¥1,153

Miltions of Yen

As of March 31, 2006
Furniture
and
Fixtures
ACQUISIHIOT COST o 10 v v et ve we ar ve et e be oe st oh e e be o st or e oe se e e e e e e e e ae ae n ¥1,357
Accumulated depreciatiOn .. .. .. . . o ool el e e e e e e e e e s ke e e e e e e 1,166
Net leased Property .. o oo oo oo v oo o ee et r et ee e e et et e e e e e et e e e e e ¥ 191
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Thousands of
U.S. Dollars

As of March 31, 2006

Furniture
and
Fixtures

ACQUISIHON COSE 1. o i o vt vttt e er ve s ot e e e be en e e e e e e e e e e e e e e e e e e 511,598
Accumulated depreciation .. .. .. . o e e e e e e e e e e e e e e e e e e e e ae e 9,966
INet18ased PIOPEILY .. o o v ve cv e oo ve e ve e e o e er e er e e e e e ke ek e e e e e e e § 1,632
Thousands of

Millions of Yen U.S. Dollars

2005 2006 2006

Obligations under finance leases:
Due within One ¥ar .. .. ..o oo i i i it e s e e e ¥ 916 ¥180 $1,538
Due after 00 YEar .. .. .. o oo oo e s e e e e e e e e e e e e e e e e e e e e 268 16 137

Total ... e e e e e e XL 184 ¥196 31,675

Depreciation expense and interest expense, which are not reflected in the accompanying non-consolidated
statements of income, computed under a straight-line method and the interest method, respectively, were as
follows:

Thousands af
Millions of Yen U.S. Dollars

2005 2006 2006

Depreciation EXPEnSe .. . o oo o v v v s e e e e e e e e e s e e e e e $2,435 0 ¥803 36,863
INETEST EXPENMSE .. o oo e vt e e e cn o e o en s e o e b e e e s e e e e e e e 50 9 77

The minimum rental commitments under non-cancelable operating leases at March 31, 2006 were as
follows:

Thousands of
Millions of Yen U.S. Dollars

March 31, 2006 March 31, 2006
Due Within ONE YEAT .. .. e cv vt e e or et e e e o oe er e e e e ae st e ae e e e e e ¥241 32,060
Due afteT ONE YEAT .. . o oo oo o e v vn o e e et er e n e r e a e s e e e s e e s e 147 1,256
L= ¥388 $3,316
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13. NET INCOME PER SHARE

Reconciliation of the differences between basic and diluted net income per share (“EPS”) for the years
ended March 31, 2005 and 2006 is as follows:

Yen in millions Thonsands of shares Yen Dollars
Weighted average
Net income shares EPS
For the year ended March 31, 2005:
Basic EPS Net income available to common
shareholders .. .. . oo oo v e e e ¥67,175 141,680 ¥474,13
Effect of Dilutive Securities
Stock Optons .. .o e i e e 11
Diluted EPS
Net income for computation .. .. .. .« v o v o e on e ¥67,175 141,691 ¥474.09
For the year ended March 31, 2006:
Basic EPS Net income available to common
shareholders .. .. .. .o oo oo v e v e v e e e e e e e ¥50,382 141,614 ¥355.77 $3.04
Effect of Dilutive Securities
Stock Options .. .. . ot e e e e e 45
Dituted EPS
Net income for computation .. .. .. .. .. o oo o ev oo ¥50,382 141,659 ¥355.65 33.04

For the year ended March 31, 2005, bonuses to be paid to directors and corporate auditors of ¥127 million
were deducted from net income in non-consolidated statements of income for the purposes of EPS calculation,

14. SUBSEQUENT EVENTS
a.  Appropriations of Retained Earnings

The following appropriations of retained earnings at March 31, 2006 were approved at the Shareholders’
General Meeting held on June 27, 2006:

Thousands of
Millions of Yen U.S. Dollars
Year-end cash dividends, ¥30 ($0.26) pershare .. .. . . o v ¥4249 336,316

b. Administrative Punishment

On April 14,2006, Kinki Local Finance Bureau of the FSAJ imposed penalties halting all operations of the
Company’s business offices except for the receipt of repayments and operations related to protective attachment
for respective given days, based on the provision of Iiem 1, Article 36 of the Moneylending Business Restriction
Law (Law No. 32 of 1983).

The effects of the administrative punishment on the financial position or results of operations of the
Company for the subsequent fiscal years are not currently determiniible.

® X kK X K
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CONSOLIDATED BALANCE SHEETS

Aiful Corporation and Consolidated Subsidiaries
September 30, 2007 and 2006 and March 31, 2007

Thousands of
U.S. Dollars
Millions of Yen (Note 3)
September 30, September 30, March 31, September 30,
2007 2006 2007 2007
{Unaudited) (Unaudited) (Unaudited)
ASSETS
CURRENT ASSETS:
Cash and cash cquivalcnts e e ¥ 117918 ¥ 133,832 ¥ 127,089 % 1,025,374
Time deposits .. ., .. .. .. e e 3,078 78 78 26,765
Operational investment securities (Notc 7) v oee e 1,340 1,655 1,837 11,652
Loans, loan guarantees and receivables
Loans (Notes 4 and 9) .. e e 1,728,460 2,048,051 1,912,689 15,030,087
Installment accounts rccelvablc {Notes 5
and 9} .. - e e e e 154,532 189,139 174,923 1,343,757
Loan guarantccs (Notc 6) e e e e e e 134,780 148,931 141,930 1,172,000
Other receivables .. .. .. .. .. e 24,481 22,598 25,406 212,878
Allowance for doubtful accounts (Note 2 I) e (321,744) (262,215) (379,848) (2,797,774)
Prepaid expenses ... . . v e 4,110 4,054 4,018 35,739
Deferred (aX assets .. .. oo oo vt oo i e e e e 18,299 17,093 13,771 159,122
Other current assets (Note 9) e 36,928 47,209 73,541 321,113
Total current assets . e e e e e 1,902,182 2,350,425 2,095,434 16,540,713
PROPERTY AND EQUIPMENT (Note 9):
Land (Note 8) .. e e e e e e e 14,363 15,953 14,464 124,896
Buildings and structures (Note 8) e 38,369 51,027 44,118 333,643
Machinery and equipment .. .. . . . 267 229 268 2,322
Furniture and fixtures (Note 8) .. .. .. .. o oo oo o o . 21,703 27,264 24,879 188,722
Construction in progress (Note 8) .. ... ... .. ... 1,945 345 1,016 16,913
Total . .o e e e 76,647 94,818 84,745 666,496
Accumulated depreciation .. .. .. .. .o (34,849) (43,037) (42,339) (303,035)
Net property and equipment .. .. .. .. . .. .. .. . 41,798 51,781 42,406 363,461
INVESTMENTS AND OTHER ASSETS:
Investment securities (Note 7) .. .. o oo e ve s v o0 e 16,113 24,417 20,983 140,113
Investments in and advances to unconsohdated
subsidiaries and associated companies .. .. .. .. .. 4,023 3,454 3,311 34,983
Claims in bankruptey (Note d4) .. .. ..o oo oo o v o o 40,952 32,752 38,988 356,104
Goodwill, net .. . . o v e 2,717 8,405 3,145 23,626
Software, net .. .. .. .. .. e 22,009 19,879 21,337 191,383
Long-term loans rccelvablcs (]css current
POTHOM) o ot e er o et e e or ot vn e ee v e e e e e 10 23 19 87
Lease deposits . .. o v i i v e e e e e e 9,370 12,090 11,493 81,478
Long-termn prepayments .. .. .. . v v e oo e ee we oo o0 2,208 3,622 2,766 19,200
Deferred (ax aSsetS .. . v v v i e ve e e e e e e 1,180 5,599 334 10,261
Other assets (Note 8) .. o oo o o oo oo vt e e e e 1,683 2,402 2,068 14,635
Allowance for doubtful accounts .. .. .. .. .. .. .. ... (27,713) (23,920) (27,725) (240.983)
Total investments and others assets .. .. .. .. 72,552 88,723 76,719 630,887
TOTAL .. . e it i e ¥2016,532 ¥2,490,929 ¥2,214,559  $17,535,061




CONSOLIDATED BALANCE SHEETS

Aiful Corporation and Consolidated Subsidiaries
September 30, 2007 and 2006 and March 31, 2007

Thousands of
U.S. Doliars
Millions of Yen (Note 3)
September 30, September 30, March 31,  September 30,
2007 2006 2007 2007
{(Unaudited) (Unandited) (Unaudited)
LIABILITIES AND EQUITY
CURRENT LIABILITIES:
Short-term borrowings (Note 9) .. . ¥ 86770 ¥ 123050 ¥ 91370 § 754,522
Current poertion of long-term debt (Note 9) e e 361,507 452,533 404,241 3,143,539
Trade notes payable .. .. oo oo 7,219 10,554 6,021 62,774
Trade accounts payable .. .. .. .. .. (SRR 27,578 26,136 36,823 239,809
Obligation under loan guarantees (Note 6) R 134,780 148,931 141,930 1,172,000
Income taxes payable .. .. ... o 1,464 14,357 7,992 12,730
Accrued expenses .. .. ... N 9,345 10,391 9,219 81,261
Allowance for losses from busmess restructunng
(Note 12) .. R e 1,081 11,316 9,400
Allowance for clean -Up COStS of contammated
land . - e e 630
Other current l1abxlmcs (Notcs 5 6 and ]3) e e 35,781 41,738 33,847 311,139
Total current liabilities .. .. .. . .. .. . . . ... 665,525 827,690 743,389 5,787,174
LONG-TERM LIABILITIES:
Long-term debt (less current portion) (Note 9) .. .. .. .. 900,602 1,055,230 1,034,651 7,831,322
Deferred tax liabilities .. .. .. .. o oo o v e e 55 691 526 478
Liability for retirement benefits .. .. .. .. o 0 oo o0 o 1,006 1,292 1,339 8,748
Allowance for losses on interest refunds
NOE 2) o e e e e e e e 167,560 98,755 167,153 1,457,043
Interest rate swaps (Note 14) .. .. ..o oo v oo i e o 6,714 9,599 8,193 58,383
Other long-term liabilities .. .. . .. . . o 2,209 2,332 2,163 19,209
Tota) long-term liabilities .. .. .. .. . v oo o oo o 1,078,146 1,167,899 1,214,025 9,375,183
EQUITY (Notes 10 and 16):
Commeon stock, Authorized, 568,140,000 shares,
issued, 142,035,000 shares at September 30, 2007
(unaudited), September 30, 2006 (unaudited) and
March 31,2007 . . . o o v v e e e e e 83,317 83,317 83,317 724,496
Capital surplus :

Additional paid-in capital .. .. .. .. . o0 104,126 104,126 104,126 205,443
Retained earnings .. .. .. .. e e v 83,692 302,401 66,466 727,756
Net unrealized gain on avallable for-sale

securities .. .. .. .. .. A 4,038 7,670 6,536 35113
Deferred loss on dcnvatlvcs under hcdgc accountmg
(Note 14) .. - e e e (4,782) (6,370) (5,752) (41,583)
Treasury stock at cost — 455 610 shares at
September 30, 2007 (unaudited), 412,502 shares at
September 30, 2006 (unaudited), and 412,835 shares
atMarch 31,2007 .. .. .. . (3,110} (2,967) (2,968) (27,043)
Total .. .o o o e e e e e e e e 267,281 488,177 251,725 2,324,182
MInority iNLErests .. .. .o v o v v e e ke e e 5,580 7,163 5,420 48,522
Total eqUity .. o i e e e e e e 272,861 495,340 257,145 2,372,704
TOTAL .. o o e e e e e e e e e e e e e e e ¥2.016,532 ¥2,490,929 ¥2,214,559 317,535,061

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

Aiful Corporation and Consolidated Subsidiaries
Six Months Ended September 30, 2007 and 2006 and Year Ended March 31, 2007

INCOME:
Interest on loans ..

Interest on credit card shoppmg loans e e e
Interest on per-item shopping loans .. .. .. .. .. .. . . ..

Interest on loan guarantees .. .. .. .. R
Interest on deposits, securities and othcr
Recovery of loans previously charged off .

Other inCOME .. .. .. o s v e v e e v e n e e e

Total inCome .. .. .. . oo e et s e s e

EXPENSES:
Interest on borrowings .. .. .. .. ..

Charge-offs and provision for doubtful accounts

(Note 2.1) .. e nr ae
Salaries and other cmployees beneﬁts
Advertising expenses

Rental expenses (Note 13) .. . oo oo o v v vi v e e e

Commissions and fees .. .. .. .. ..
Loss on impairment of long- ]lvcd assets (Note 8)
Depreciation and amortization

Provision for employees’ retirement beneﬁts

Provision for losses on interest refunds (Note 2.7)
Loss on interest refunds

Loss from and provision for business rcstructunng

(Note 12) ..

Provision for clcan -up costs of contammated land .

Other expenses

Total expenses

INCOME (LOSS) BEFORE INCOME TAXES AND

MINORITY INTERESTS
INCOME TAXES:

L0111 1 1 VTR

Deferred

Total income taxes

MINORITY INTERESTS IN NET INCOME (LOSS)
NETINCOME (LOSS) .. o o o vt v e

AMOUNTS PER COMMON SHARE (Notes 2. and 15):

Basic net income (loss)
Diluted net income

Cash dividends applicable to lhe ycar e

Cash dividends applicable to the period (Note 16)

See notes to consolidated financial statements,

Thousands of
U.S. Dollars
Millions of Yen {Note 3)
Y Six Month
Six Months Ended En::tli- i ;: de;
September 30, March 31, September 30,
2007 2006 2007 2007
(Unaudited) (Unauodited) (Unaudited)

¥191,346 ¥ 236,056 ¥ 448,662  $1,663,878

7,112 6,195 12,754 61,844
3,935 7,469 12,998 34,217
4,349 4,669 9.187 37817

564 201 471 4,904
2,374 2,328 4,023 20,644
5,594 4,968 12,914 48,644

215,274 261,886 501,009 1,871,948

15,779 16,489 32,898 137,209
73,192 210,921 447,375 636,452
22,328 29,329 55,136 194,156
3,926 9,082 15,074 34,139
6,473 10,242 19,415 56,287
11,863 13,088 25,585 103,157
153 6,805
6,172 7,363 19,251 53,670
595 634 1,372 5174
35,962 88,656 167,148 312,713
15,240
61 18,528 530
630
17,154 24,798 48,815 149,165

193,505 410,755 873,272 1,682,652

21,769 (148,869) (372,263) 189,296
4,643 14,439 15,795 40,374
(4,512) 16054 24,734 (39,234)
131 30493 40,529 1,140
163 202 (1,541) 1417

¥ 21,475 ¥(179,564) ¥(411,251) § 186,739

Yen U.S. Dollars

¥151.68 ¥(1,267.91) ¥(2,903.85) $1.32

60.00
20.00 30.00 017
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Aiful Corporation and Consolidated Subsidiaries

Six Months Ended September 30, 2007 and 2006 and Year Ended March 31, 2007

Thousends of
U.5. Dollars
Millions of Yen (Note 3)
Six Months Ended E:;:; Stx }lg:‘;f;
September 30, March 31, September 30,
2007 2006 2007 2007 ‘
{Unaudited) (Unaudited) (Unaudited)
OPERATING ACTIVITIES:
Income (loss) before income taxes and minority interests .. .. .. .. .. .. .. ¥ 21,769 ¥(148,869)¥%(372,263) § 189,295 ‘
Adjustments for:
Income taxes—paid .. .. .. .o o e e e e e e e e (11,172 (25,123) (32,844) (97, 148)
Depreciation and amortization .. .. .. v v v s e e v e er s ee e e 6,172 7,363 19,251 53,670
Loss on impairment of long-lived assets . . e e 153 6,805
(Decrease) increase in allowance for doublful accounts e (58,116) 114,419 2353858 {505,357)
Increase in allowance for losses on interest refunds .. .. .. .. .. .. .. .. 407 77,681 146,079 3,539
(Decrease) increase in liability for retirement benefits .. .. .. .. .. .. .. (332) (36) 10 2,887}
Amortization of bonds 1508 COSIS .. .. . v v v e i 165 248 519 1,435
Loss on write-down of investment SECUTILES . .. v v v vt o v vv ae 10 e 4 620 35
Loss on sales of property and equipment .. .. . v 18 1 123 157
Loss on disposal of property and equipment . e h e e e 486 217 1,965 4,226
Changes in assets and liabilities net of effects from ncwly
consolidated subsidiaries:
Decrease inloans .. .. .. .. e 184,229 75966 211,328 1,601,991
Decrease in installment accounm recelvable and loan :
guarantees .. .. .. .. e e e 20,391 20,442 34,661 177,313
Decrease (increase) in operauonal investment securities .. .. .. .. .. 453 142 (13) 3,939
Decrease {increase) in other receivables .. e e e e e e 925 (1,146)  (3.954) 8,043
(Increase) decrease in claims in bnnkrup(cy e e e e e e e e (1,963) 279 (5.957) (17,070)
Decrease (increase) in inventories .. .. .. .. . oo e e e i4 (32) (45) 122
(Increase) decrease in prepaid eXpenses .. .. . oo ve v v v v v v e (89) 725 743 {774)
Decrease in long-lerm prepayments .. ..« w oo v ve e veve e e wr e 710 663 1,154 6,174
Decrease in other current assets .. .. .. .. e e e e 6,614 732 4,371 57,513
(Decrease) increase in other current habllmes e e e ve ve e e e e (16,244) 3579 5,621 (141,252)
OthEr—NEL .. o o e e o e e e e e e ee e e ee e et e e e e e (615) 272 (3,474) (5,347)
Total adJUSIMENLS . v v vr v vt ve e vs ve e e e et e e e e e e 132,057 269,387 622,821 1,148,322
Net cash provided by operating activities .. . .. .. .. . . o o o . 153,826 120,518 250,558  1,337.618
INVESTING ACTIVITIES:
Capital expenditures .. .. .. .. oo e e e e (7.035) (4,653) (11,269) {61,174}
Decrease in loans .. .. .. .. v ue e e e he e e e e e ke e e e e e e 29,966 49,935 19,986 260,574
Purchases of investment securities .. .. .. .. . o oo o e s e e e e e e (954) (1,183) (1.676) {8,296)
L0 T4 T e o O 775 1,006 6,458 6,739
Net cash provided by investing activities .. .. .. . oo ¥ 22,752 ¥ 45105 ¥ 13,499 § 197,843
FINANCING ACTIVITIES:
Net decrease in short-term borrowings .. . e e e e e e e (4,600) (15,150) (46,830) (40,000)
Proceeds from long-term debt (net of bonds issue costs) e e e e e 58,501 155,851 441,905 508,704
Repayments of long-termdebt .. .. .. . .. ..o (235284) (302,634) (657,965) (2,045,948)
Cashdividends paid .. .. . oo oo it e (4.249) (4,249)  (8.497) (36,948)
Acquisition of treasury S10CK .. . o o v v e e e e e e e e (142) (2) (4) (1,234)
Net cash used in financing activities .. .. .. .. cee e o (185,774)  (166,184) (271,391) (1,615426)
FOREIGN CURRENCY TRANSLATION ADJUSTMENTS ON CASH
AND CASH EQUIVALENTS . ... .. . . B, 25 16 46 217
NET DECREASE IN CASH AND CASH EQUIVALENTS .. ... . .. (9,171) (545)  (7.288) (79,748)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR .. .. .. .. .. 127,089 134,377 134,377 1,105,122
CASH AND CASH EQUIVALENTS, ENDOF YEAR .. .. .. .. .. .. .. .. ¥ 117918 ¥ 133,832 ¥ 127,089 § 1025374

See notes 1o consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Aiful Corporation and Consolidated Subsidiaries
Six Months Ended September 30, 2007 and 2006 (Unaudited)
and Year ended March 31, 2007

1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated financial statements have been prepared in accordance with the provisions
set forth in the Financial Instruments and Exchange Law and its related accounting regulations, and in
conformity with accounting principles generally accepted in Japan (“Japanese GAAP”), which are different in
certain respects as to application and disclosure requirements of International Financial Reporting Standards and
accounting principles generally accepted in the United States of America.

In preparing these consolidated financial statements, certain reclassifications and rearrangements have been
made to the consolidated financial statements issued domestically in order to present them in a form which is
more familiar to readers outside Japan.

In addition, certain reclassifications have been made in the 2006 consolidated semiannual financial
statements to conform to the classifications used in 2007 consolidated semiannual financial statements.

The consolidated semiannual financial statements and notes thereto, as of and for the six months ended
September 30, 2007 and 2006 presented herein, have not been andited.

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation—The consolidated financial statements include the accounts of Aiful Corporation (the
“Company™) and its eleven significant subsidiaries (thirteen for the six months ended September 30, 2006 and
eleven for the year ended March 31, 2007) (together, the “Group™). Consolidation of the remaining twenty
(nineteen for the six months ended September 30, 2006 and eighteen for the year ended March 31, 2007)
unconsclidated subsidiaries would not have a material effect on the accompanying consolidated financial
statements.

On March 26, 2007, the Company merged id CREDIT and NET ONE CLUB, which were wholly owned
subsidiaries of the Company.

Under the control or influence concept, those companies in which the Company, directly or indirectly, is
able to exercise control over operations are fully consolidated, and those companies over which the Group has
the ability to exercise significant influence are accounted for by the equity method.

Investments in four unconsolidated subsidiaries (three for the six months ended September 30, 2006 and
three for the year ended March 31, 2007) and two associated companies are stated at cost. Investments in the
remaining sixteen (sixteen for the six months ended September 30, 2006 and fifteen for the year ended March 3t,
2007) unconsolidated subsidiaries, which are limited liability investment partnerships and similar partnerships,
are initially recorded at cost, and the carrying amount is adjusted to recognize the Company’s interests in
earnings or losses in such partnerships based on the recent available financial statements of the partnerships. If
the equity method of accounting had been applied to the investments in these companies, the effect on the
accompanying consolidated financial statements would not be material.

Goodwill on acquisition of subsidiaries is amortized using the straight line method over the estimated
period (not to exceed 20 years), in which economic benefits are expected to be realized. However, when the
excess of cost over net assets of subsidiaries acquired is not material, it is charged to income when incurred.

All significant intercompany balances and transactions have been eliminated in consolidation. All material
unrealized profit included in assets resulting from transactions within the Group is eliminated.

b. Business Combination—The accounting standard for business combinations allows companies to
apply the pooling of interests method of accounting only when certain specific criteria are met such that the
business combination is essentially regarded as a uniting-of-interests.

For business combinations that do not meet the uniting-of-interests criteria, the business combination is
considered to be an acquisition and the purchase method of accounting is required. This standard also prescribes
the accounting for combinations of entities under common control and for joint ventures.

On March 26, 2007, the Company merged id CREDIT and NET ONE CLUB, which were wholly owned
subsidiaries of the Company. The accounting for combinations of entities under common control prescribed by
the accounting standard for business combinations was applied to it.
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¢. Cash Equivalents—Cash equivalents are short-term investments that are readily convertible into cash
and that are exposed to insignificant risk of changes in value. Cash equivalents include time deposits and
certificate of deposits which mature or become due within three months of the date of acquisition.

d. Operational investment securities held by venture capital subsidiary and investment securities—
Operational investment securities held by a venture capital company and investment securities, all of which are
classified as available-for-sale securities, are reported at fair value, with unrealized gains and losses, net of
applicable taxes, reported in a separate component of equity, The cost of securities sold is determined based on
the moving-average cost method. Non-marketable available-for-sale securities are stated at cost determined by
the moving-average method. For other than temporary declines in fair value, operational investment securities
and investment securities are reduced to net realizable value by a charge to income.

Investments in limited liability investment partnerships and similar partnerships are initially recorded at
cost, and the carrying amount is adjusted to recognize the Company’s interests in earnings or losses in such
partnerships based on the recent available financial statements of the partnerships.

e. Property and Equipment—Property and equipment are stated at cost. Depreciation of property and
equipment of the Company and its consolidated subsidiaries is computed by the declining-balance method,
except that the straight-line method is applied to the buildings of the Company’s consolidated subsidiaries
acquired on and after April 1, 1998, The range of useful lives is principally from 2 to 62 years for buildings and
structures, from 2 ta 17 years for machinery and equipment, and from 2 to 20 years for furniture and fixtures.

S Long-lived assets—The Group reviews its long-lived assets for impairment whenever events or
changes in circumstance indicate the carrying amount of an asset or asset group may not be recoverable. An
impairment loss is recognized if the carrying amount of an asset or asset group exceeds the sum of the
undiscounted future cash flows expected to result from the continued use and eventual disposition of the asset or
asset group. The impairment loss is measured as the amount by which the carrying amount of the asset exceeds
its recoverable amount, which is the higher of the discounted cash flows from the continued use and eventual
disposition of the asset or the net selling price at disposition.

g£.  Software—Expenditures for the purchase of software, which meet certain future-tests, are capitalized
as software and amortized by the straight-line method over the estimated useful lives of five years,

h. Liability for Retirement Benefits—The Company and certain consolidated subsidiaries have a defined
contribution pension plan and a prepaid retirement benefits plan. Contributions to the defined contribution plan
and payments to the prepaid retirement benefits plan are charged to income when made,

Liability for retirement benefits to directors and corporate auditors is provided at the amount which would
be required if they retired at each balance sheet date.

The liability for retirement benefits in the consolidated balance sheet is for directors and corporate auditors,

i. Allowances for Doubtful Accounts—The allowance for doubtful accounts is stated in amounts
considered to be appropriate based on the Group’s past credit loss experience and an evaluation of potential
losses in the accounts outstanding,

Jj. Allowance for clean-up costs of contaminated land—The allowance for clean-up costs of
contaminated land is provided for losses on cleaning up soil contamination discovered in some portion of the
Company's land for sale and is based on the estimated amount of fiture costs to be paid.

k. Allowance for losses from business restructuring-—The allowance for losses from business
restructuring is provided at an estimated amount of future costs related to closure of outlets and other
restructuring activities.

L Allowance for losses on interest refunds—The limit of interest rates is regulated by two laws—
“Contributions Law” and “Interest Rate Restriction Law’”. Under the former law, interest rates on loans should
not exceed 29.2% and the violation is considered to be a criminal penalty. The latter law stipulates that interest
payments for interest rates that exceed the legal limit (20% for principal amounts under ¥100 thousand, 18% for
principals between ¥100 thousand and ¥1 million and 15% for principals over ¥1 million) are void. However,
under the “Moneylending Business Restriction Law”, such interest payments are nonetheless considered to be
valid if moneylenders issue notices as prescribed by the law to debtors and debtors pay voluntarily. Recent strict
interpretation by the courts of these requirements has led to decisions against moneylenders and resulted in more
debiors claiming for the return of excess interest payments.

On March 15, 2006, the Japanese Institute of Certified Public Accountants (the “JICPA”) issued a report
requiring moneylenders to make an accounting provision for losses on interest refunds for interest rates that
exceeded the limit set by the Interest Rate Restriction Law. The Company and certain consclidated subsidiaries
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have loaned money at rates between the limit set by the two laws, and have in the past charged refund costs to
income as incurred. However, the growing number of claims against the Company and certain consolidated
subsidiaries has increased the materiality of the financial effects of the situation. So, the Company and certain
consolidated subsidiaries decided to record a provision of ¥21,074 million (“Allowance for losses on interest
refunds”) for interest refunds for the fiscal year ended March 31, 2006.

On October 13, 2006, the industry practice committee of the JICPA issued its Report No.37 “Audit
Guidance for Consumer Finance Companies’ Recording of Provisions for Losses on Interest Refunds,” which
became effective for accounting periods ending on or after September 1, 2006. The Group changed the method of
estimating allowance for losses on interest refunds in accordance with the new guidelines.

The differences between the amount of allowance for losses on interest refunds estimated and recorded as
of the beginning of the fiscal year ended March 31, 2007 in accordance with the report issued on March 15, 2006
and the amount estimated as of the beginning of the fiscal year ended March 31, 2007 in accordance with Report
No. 37, was recorded as “Charge-offs and provision for doubtful accounts” in the amount of ¥107,013 million
and “Provision for losses on interest refunds” in the amount of ¥69,312 million in the consolidated statements of
operations for the period ended September 30, 2006 {unaudited) and the year ended March 31, 2007. At
September 30, 2007 and 2006 (unaudited) and March 31, 2007, the Group recorded an allowance of ¥167,560
million {$1,457,043 thousand), ¥98,755 million and ¥167,153 million, respectively, as “Allowance for losses on
interest refunds.” In addition, the estimated amount of interest refunds of ¥140,611 million ($1,222,704
thousand), ¥129,368 million and ¥195,546 million which were expected to be preferentially set off against loans
was recorded as “Allowance for doubtful accounts” for the Company and certain consolidated subsidiaries at
September 30, 2007 and 2006 (unaudited) and March 31, 2007, respectively.

Allowance for losses on interest refunds is stated in amounts considered to be appropriate based on the
Company’s and certain consolidated subsidiaries” past refund loss experience, the recent situation regarding
interest refunds and other factors.

m. Leases—All leases are accounted for as operating leases. Under Japanese accounting standards for
leases, finance leases that deem to transfer ownership of the leased property to the lessee are to be capitalized,
while other finance leases are permitted to be accounted for as operating lease transactions if certain “as if
capitalized” information is disclosed in the notes to the lessee’s consolidated financial statements.

n. Income Taxes—The provision for income taxes is computed based on the pretax income included in
the consolidated statements of operations. The asset and liability approach is used to recognize deferred tax
assets and liabilities for the expected future tax consequences of temporary differences between the carrying
amounts and the tax bases of assets and liabilities. Deferred taxes are measured by applying currently enacted tax
laws to the temporary differences,

o. Appropriations of Retained Earnings—Appropriations of retained eamings are reflected in the
consolidated financial statements for the following year upon the Board of Directors’ approval.

p. Foreign Currency Transactions—All shori-term and long-term monetary receivables and payables
denominated in foreign currencies are translated into Japanese yen at the exchange rates at the balance sheet date.
The foreign exchange gains and losses from translation are recognized in the consolidated statements of
operations to the extent that they are not hedged by forward exchange contracts.

g. Revenue recognition :

Interest on Loans—Interest on loans is recorded on an accrual basis. In accordance with the practice
prevailing in the industry, the Company records accrued interest at either the interest rate stipulated in the Interest
Rate Restriction Law or the contracted interest rate, whichever is lower.

Interest on credit card shopping loans, Interest on per-item shopping loans—Fees from customers and
member stores applying the add-on method are generally recorded collectively as unearnted income when credit
contracts become effective and are recognized in equal installments over the lives of contracts. Fees from
customers applying the remaining principal method or revolving method are generally recognized in equal
installments over the lives of contracts.

Interest on loan guarantees—Interest on loan guarantees is recorded by the remaining principal method.

r. [Interest on Borrowings—Interest on financial liabilities is accounted for as operating expenses while
other interest is included in other expenses.

s. Bond Issue Costs—Amortization is calculated by the straight-line method over the term of the related
bond issue. Bond issue costs related to bonds which were issued by March 31, 2006 are amortized ratably over
periods up to three years, Bond issue costs are included in other assets.
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t. Derivatives and Hedging Activities—The Group uses derivative financial instruments to manage its
exposures to fluctuations in interest rates and foreign exchange. Interest rate swaps, interest rate caps and
currency swaps contracts are utilized by the Group to reduce interest rate and foreign currency exchange risks.
The Group does not enter into derivatives for trading or speculative purposes. The accounting standard for
derivative financial instruments requires that: a) all derivatives be recognized as either assets or liabilities and
measured at fair value, and gains or losses on derivative transactions be recognized in the consolidated
statements of operations, and b) for derivatives used for hedging purposes, if derivatives qualify for hedge
accounting because of high correlation and effectiveness between the hedging instruments and the hedged items,
gains or losses on derivatives be deferred until maturity of the hedged transactions.

Currency swaps contracts are utilized to hedge foreign currency exposure in principal and interest
payments of U.S. dollar straight bonds. U.S. dollar straight bonds are translated at the contracted rates,

The interest rate swaps and caps which qualify for hedge accounting and meet specific matching criteria
are not remeasured at market value but the differential paid or received under the swap or cap contracts is
recognized and included in interest expenses or income.

u, Per Share Information—Basic net income (loss) per share is computed by dividing net income (loss)
available to commeon shareholders by the weighted-average number of common shares outstanding for the period,
retroactively adjusted for stock splits.

Diluted net income per share of common stock reflects the potential dilution that could occur if securities
were converted into common stock and assumes full exercise of outstanding stock options, Cash dividends per
share presented in the accompanying consolidated statements of operations are dividends applicable to the
respective years including dividends to be paid after the end of the year.

v. New Accounting Pronouncements:

Lease Accounting—On March 30, 2007, the ASBJ issued ASBJ Statement No.13, “Accounting Standard
for Lease Transactions”, which revised the existing accounting standard for lease transactions issued on June 17,
1993,

Under the existing accounting standard, finance leases that deem to transfer ownership of the leased
property to the lessee are to be capitalized, however, other finance leases are permitted to be accounted for as
operating lease transactions if certain “as if capitalized” information is disclosed in the note to the lessee’s
financial statements. The revised accounting standard requires that all finance lease tramsactions should be
capitalized.

The revised accounting standard for lease transactions is effective for fiscal years beginning on or after
April 1, 2008 with early adoption permitted for fiscal years beginning on or after April 1, 2007.

The Group expects to adopt this revised accounting standard as of April 1, 2008.

3. TRANSLATION INTO UNITED STATES DOLLARS

The consolidated financial statements are stated in Japanese yen, the currency of the country in which the
Company is incorporated and operates. The translation of Japancse yen amounts into U.S. dollar amounts is
included solely for the convenience of readers outside Japan and have been made at the rate of ¥115 to $1, the
approximate rate of exchange at September 30, 2007. Such translations should not be construed as
representations that the Japanese yen amounts could be converted into U.S. dollars at that or any other rate.

4. LOANS

Loans at September 30, 2007 and 2006 (unaudited) and March 31, 2007 consisted of the following (before
allowance for doubtful loans):

Thousands of

Millions of Yen U.S. Dollars

Sieptember 30, March 31,  September 30,

2007 2006 2007 2007

Unsecured .. .. .. o o oot e e e e e e e 1,397,591 ¥1,652,362  ¥1,537,905 372,152,965
Secured .. . e e e e e e e e e 265,598 325,322 291,716 2,309,548
Small business Loans .. .. .. v v v ot oo e vrve ks e e 147,645 167,536 155,642 1,283,870
TOtal ot e e e e e e e e e e e et et e e e e e . ¥1,810,834  ¥2,145,220 ¥1,985,263 $15,746,383
Off-balance sheet securitized loans .. .. .. .. .. .. ... . . (82,374) (97,169) (72,574) (716,296)
Nt o e e o e i e e o e e e e e e ¥1T28,460  ¥2,048,051 ¥1,912,689 $15,030,087




Registered moneylenders are required to disclose the following information under the Non-Bank Bond
Issuing Law.

Thousands of

Millions of Yen U.5. Dollars

September 30, March 31, September 30,

2007 2006 2007 2007

Loans inlegal bankruptey .. ... oo v o v e . ¥ 42162 ¥ 34,031 ¥ 43,008 § 366,626

Nonaccrualloans .. .. .. oo e v i e v e e e e 184,229 145947 180,819 1,601,991
Accruing loans contractually past due three months or more as

to principal or inteTest PAYMENS . .o v v o e e ve e e 37,649 48,448 36,665 327,383

Restructured loans .. .. .. .. oo ei i e 71,661 58,528 67,554 623,139

Total . o e e e e e e e e e ¥335,701 ¥286,954  ¥328.046  $2,919,130

Loans in legal bankruptcy are loans in which aceruals of interest are discontinued {excluding the portion
recognized as bad debis), based on management’s judgment as to the collectibility of principal or interest
resulting from the past due payment of interest or principal and other factors. Allowances for claims in
bankruptcy are stated at such amount less net realizable value of collateral,

Nonaccrual loans are loans in which accruals of interest are discontinued, other than loans in legal
bankruptcy as well as loans receiving regular payments in case of granting deferral of interest payment to the
debtors in financial difficulties to assist them in their recovery. Accruing loans contractually past due three
months or more as to principal or interest payments are loans for which payments of principal or interest have not
been received for a period of three months or more beginning with the next business day following the last due
date for such payments, Loans classified as loans in legal bankruptcy and nonaccrual loans are excluded from
accruing loans contractually past due three months or more.

Restructured loans are loans on which creditors grant concessions (e.g., reduction of the stated interest rate,
deferral of interest payment, extension of maturity date, waiver of the face amount, or other concessive
measures) to the debtors in financial difficulties to assist them in their recovery and eventually enable them to
pay creditors. Loans classified as loans in legal bankruptcy, nonaccrual leans and accruing loans contractually
past due three months or more are excluded. The securitized loans, which are not recognized on the balance
sheets, amounted to ¥82,374 million {$716,296 thousand) and ¥97,169 million at September 30, 2007 and 2006
(unaudited), respectively and ¥72,574 million at March 31, 2007,

At September 30, 2007 and 2006 (unaudiied) and March 31, 2007, the Group had balances related to
revolving loan contracts aggregating ¥1,690,661 million (314,701,400 thousand) and ¥1,993,586 million and
¥1,853,125 million, respectively, whereby the Group is obligated to advance funds up to a predetermined amount
upon request. At September 30, 2007 and 2006 (unaudited) and March 31, 2007, the balances of unadvanced
commitments were ¥3,328,856 million ($50,685,704 thousand), ¥5,528,270 million and ¥5,745,183 million,
respectively. The loan contract contains provisions that allow the Group to reduce the contract amount of the
commitment or refuse tc advance funds to loan customers under certain conditions.

5. INSTALLMENT ACCOUNTS RECEIVABLE

Instaliment accounts receivable and unearned income, included in other current liabilities, at September 30,
2007 and 2006 (unaudited) and March 31, 2007, consisted of the following:

Millions of Yen
September 30, 2007 September 30, 2006 March 31, 2007

Unearned Unearned Unearned

Receivables income Receivables income Receivables income

Credit card shopping loans .. .. .. .. ...... ¥118,185 ¥ 833 ¥106,856 ¥ 594 ¥117,222 ¥ 1,088

Per-item shopping loans .. .. .. .. .. .. .. .. .. 83,450 4,860 150,887 9,451 112,518 7,181

Total o oo e e e e e e ¥201,635 ¥5,693  ¥257,743  ¥10,045 ¥229,740 ¥ 8,269
Off-balance sheet securitized installment

accounts receivable .. .. .. .. ... {47,103) (68,604) (54,817)
Net o e e e e e e e e . ¥154532 0 ¥5,693  ¥189,139 ¥10,045 ¥174,923 ¥ 8,269
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Thousands of U.S. Dollars
September 30, 2007

Unearned

Receivables income

Credit card shopping 10ans .. .. .. o v v v oo e e e e e e e e e e e SL027,696 8 7,243

Per-item shopping LOANS .. .. .. o o oo o it e e i v e e en e e e e e e e e e e e e e e e 725,652 42,261

Total . o e e e e e e 81,753,348 849,504
Off-balance sheet securitized installment accounts receivable .. .. .. .. . .. ... .. . .. . {409,561)

Nl e e o o e s et e e e e e e e e e e e e e e s et e e e e e e e e e e e 31,343,757 349,504

In addition, the Group has unearned income of ¥2 million ($17 thousand), ¥6 million and ¥3 million at
September 30, 2007 and 2006 (unaudited) and March 31, 2007, respectively, which was included in other current
liabilities, related to loans other than those shown in the above table.

6. LOAN GUARANTEES AND OBLIGATIONS UNDER LOAN GUARANTEES

The Group, as guarantor, recorded loan guarantess as a contra account of obligations under loan
guarantees. Unearned income relating to loan guarantees was ¥158 million (51,374 thousand) and ¥208 million
and ¥181 million at September 30, 2007 and 2006 (unaudited) and March 31, 2007, respectively, which was
included in other current liabilities.

7.  OPERATIONAL INVESTMENT SECURITIES HELD BY VENTURE CAPITAL SUBSIDIARY
AND INVESTMENT SECURITIES

Operational investment and investment securities at September 30, 2007 and 2006 (unaudited) and
March 31, 2007 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
M March 31, September 30,
2007 2006 2007 2007
Current:

EqQuity SECUTILIES .. o vi o v v v v e v e v e ¥ 1,340 ¥ 1655 ¥ 1,837 3 11,652

Non-current:
Equity securities .. ... oo e e e e ¥14933 ¥22054 ¥10,591 $129,852
Oher . o o e e e e e e e e e e e e e e e e e e 1,180 1,463 1,392 10,261
Total oo e e e e e e FIA 113 ¥24417  ¥20,983 $140,113

The carrying amounts and fair values of operational investment and investment securities at September 30,
2007 and 2006 (unaudited) and March 31, 2007 were as follows:

Millions of Yen
September 30, 2007
Unrealized Unrealized Fair
Cost Gains Laosses Value
Securities classified as Available-for-sale-Equity securities .. .. .. .. .. ¥7,548  ¥6,523 ¥77 ¥13,994
Millions of Yen
September 30, 2006
Unrealized Unrealized Fair
Cost Gains Losses VYalue
Securities classified as Available-for-sale-Equity securities .. .. .. .. .. ¥8,584 ¥12,719 ¥99 ¥21,204
Millions of Yen
March 31, 2007
Unrealized Uurealized Fair
Cost Gains Losses Value
Securities classified as Available-for-sale-Equity securities .. .. .. .. .. ¥7,559 ¥11,020 ¥39 ¥18,520
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Thousands of U.S. Dollars
September 30, 2007

Unrealized Unrealized Fair
Cost Gains Losses Value
Securities classified as Available-for-sale-Equity securities .. .. .. .. $65,635 $56,722 3670 3121687

Available-for-sale securities whose fair value is not readily determinable as of September 30, 2007 and
2006 (unaudited) and March 31, 2007 were as follows:

Carrying amount
Thousands of
Millions of Yen U.S. Dollars
M March 31, September 30,

2007 2006 2007 2007

Available-for-sale:

Equity securities ¥2,279 ¥3405  ¥2,908 319,817

Investments in limited liability investment partnerships .. .. .. .. .. 680 963 892 5,913
L 11 11 OO 500 500 500 4,348
Total .o h e e e e e e e e e e e ¥3,459 ¥4.868 ¥4,300 330,078

Proceeds from sales of available-for-sale securities for the six months ended September 30, 2007 and 2006
and for the years ended March 31, 2007 were ¥921 million (38,009 thousand) (unaudited), ¥634 million
(unaudited) and ¥5,070 million, respectively. Gross realized gains on these sales, computed on the moving
average cost basis, for the six months ended September 30, 2007 and 2006 and for the year ended March 31,
2007 were ¥304 million (82,643 thousand) {(unzudited), ¥563 million (unaudited) and ¥3,510 million,
respectively, and gross realized losses for the six months ended September 30, 2007 and for the year ended
March 31, 2007 were ¥22 million ($191 thousand) (unaudited) and ¥92 mitlion, respectively.

The carrying values of debt securities by contractual maturities are not disclosed because the Company had
no such securities at September 30, 2007.

8. LONG-LIVED ASSETS
Period ended September 30, 2007

No impairment loss was recognized for the peried ended September 30, 2007.

Period ended September 30, 2006

The Group reviewed their long-lived assets for impairment and as of the period ended September 30, 2006
(unaudited) as a result, recognized an impairment loss for the following long-lived assets.

September 30, 2006

Lacation Description Classification
Utsunomiya-shi,
Tochigi Prefecture Idle real estate Land, buildings and structures
Nasu-gun,
Tochigi Prefecture Idle real estate Land

The following tabl: summarizes the Group’s asset grouping:

Business Classification Asset grouping

Financial services and venture capital Each business entity except for idle real estate and real estate held
for sale is the minimum unit

Real estate business Each real estate for rent is the minimum unit

The Group recognized an impairment loss for certain real estate business due to significant decline in
market value of the relevant real estate for rent or operating loss of that unit. The Group also recognized an
impairment loss for certain idle real estate since the carrying value significantly exceeded the net selling price.
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The following table summarizes the compenents of the Group's loss on impairment of long-lived assets:

Loss on impairment
of long-lived assets

Millions of Yen
September 30, 2006

Buildings and SICIUIES .. .. .. o o o oo i it e e et e s on e e e e e e e e e e e e e e ¥122
TOtAl . e e e e e e e e e e e e s s e e e e e e e e e e e e e e ¥153

The recoverable amount of each asset grouping was measured as follows:
Idle real estate—Net selling price determined by quotation from a real-estate appraiser, agents or others.

Real estate for rent—The higher of its value in use (discount rate used for computation of present value of
future cash flows was 1.85%) or net selling price determined by quotation from a real-estate appraiser.

Year ended March 31, 2007

The Group reviewed their long-lived assets for impairment and, as a result, recognized an impairment loss
for the following long-lived assets for the year ended March 31, 2007.

March 31, 2007
Impairment loss
Description Classification Millions of Yen
Office building and residential apartment, for rent Land, Buildings and structures,
Furniture and fixtures and other ¥1,307
Idle real estate Land, Buildings and structures and other 180
Qutlets which the Company decided to close Buildings and structures, Fumiture and
fixtures, Leased property and other 5,318
The following table summarizes the Group’s asset grouping:
Business Classification Asset grouping
Financial services and venture capital Each business entity ¢xcept for idle real estate and real estate held

for sale is the minimum unit. Outlets which the Group decided to
close are grouped in another unit.

Real estate business Each real estate for rent is the minimum unit.

The Group recognized an impairment loss for certain real estate business and idle real estate since the
carrying value significantly exceeded the net selling price.

The following table summarizes the components of the Group’s loss on impairment of long-lived assets:

Loss on impairment
of long-lived assets

Millions of Yen

March 31, 2007

Buildings and SUUCIUTES .. .. .. o o 0 et ei i et o i s e e e ke e e e e e e e e e e e e e ¥3,795
Furmninre and fiXIIrES .. .. oo oo oo o s vt e e e oe h e be e re r ve ee e re e ee e e ee e ee e ee e e o 1,223
Leased GS5EE5 v v v v vt e e vr e er ee ke e e e ee e e er e ee ne e ae er e e ee e e ae ve e e e e s 135
10 11 111 OOt 333
10 < UV ¥6,805
f—————————— 1

The recoverable amount of each asset grouping was measured as follows;

Real estate for rent and idle real estate—Net selling price calculated based on evaluation of salable price
for each asset.

Outlets which the Group decided to close—Their value in use, calculated as the amount equal to the
depreciation expenses to be charged through the point of the closure of outlets.
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9. SHORT-TERM BORROWINGS AND LONG-TERM DEBT
Short-term borrowings at September 30, 2007 and 2006 (unaudited) and March 31, 2007 consisted of the

following:

Commercial paper, 0.4%% to 0.60% at September 30,
2006 ...

Loans from banks, 1.43% 10 2.13% (1.02% to0 1.93% at

September 30, 2006 and 1.18% to 2.18% at March 31,
2007) oo e e

Loans from other financial institutions, 1,88% to 1.95%

(1.35% to 1.63% at September 30, 2006 and 1.63% to
1.88% at March 31, 2007) .. .. .. o i
Other (principally from factoring companies and
securitized loan), 2.45% (0.79% to 2.50% at
September 30, 2006 and 2.40% at March 31,

Total

Thousands of
Millions of Yen U.S. Dollars
September 30, March 31,  September 30,
2007 2006 2007 2007

¥ 20,000
¥13,730 12,950 ¥16,010 $119,391
15,000 16,000 15,000 130,435
58,040 74,100 60,360 504,696
¥86,770  ¥123,050 ¥91,370 3754522




Long-term debt at September 30, 2007 and 2006 (unaudited) and March 31, 2007 consisted of the
following;

Thousands of

Milliens of Yen U.S. Doilars
September 30, March 31,  September 30,
2007 2006 2007 2007

Loans from banks, 0.95% to 2.90%, due serially to 2012

(0.78% to 2.90%, due serially to 2011 at

September 30, 2006 and 0.95% to 2.72%, due serially

to 2012 at March 31, 2007) .. . ... ¥ 567829 ¥ 06B6,630 ¥ 654,443 § 4,937644
Loans from other financial msututlons 1 35% to 2 90%

due serially to 2012 (1.04% to 3.05%, due serially to

2011 at September 30, 2006 and 1.27% to 2.85%, due

seriatly to 2012 at March 31, 2007) . e 144,608 203,307 173,335 1,252,243
Syndicated loans, 0.79% (0.79% to 1. 34% duc serially

to 2010 at September 30, 2006 and 0.79%, due scnally

to 2010 at March 31, 2007) .. e 7411 46,520 11,243 64,443
Unsecured 1.30% yen straight bonds due 2006 . 18,500
Unsecured 1.66% to 2.51% yen straight

bonds, due 2007 . - e 43,000 43,000
Unsecured 0.45% to 2 48% yen stralght

bonds, due 2008 . - e 61,00 61,000 61,000 530435
Unsecured 1.01% to 3 28% yen strmght

bonds, due 2009 . - e e 68,000 68,000 68,000 591,304
Unsecured 0.80% to 3 00% yen stralght

bonds, due 2010 . - e e 70,000 70,000 70,000 608,696
Unsecured 1.50% to 1 58% yen stralght

bonds, due 2011 . . . 20,000 20,000 20,000 173,913

Unsecured 1.20% to 1 99% yen stralght bonds duc 2012
(1.20% to 1.63% at September 30, 2006 and 1.20% to

1.99% at March 31, 2007) .. .. ... . e 30,000 20,000 30,000 260,870
Unsecured 1.74% yen straight bonds, duc 2013 e e 10,000 10,000 10,000 86,957
Unsecured 1.99% yen straight bonds, due 2015 .. .. .. .. 10,000 10,000 10,000 86,957
Unsecured 4.45% to 5.00% U.S. dollar straight bonds,

due 2010 .. ... .. .. e 108,500 108,560 108,500 943,478
Unsecured 6.00% U.S. dollar stralght bonds due

20011 ... . 57,600 57,600 500,869
Unsecured 2.21% mcd1urr| term notes, duc 2007 - 1,000
Unsecured 3.00% medium-term notes, due 2008 . - 3,000 3,000 3,000 26,087
Unsecured 3.50% medium-term notes, due 2015 .. .. .. .. 15,000 15,000 15,000 130,435

Other (principally from leasing companies and
securitized loan), 1.10% to 2.35%, due serially to 2012
(0.65% ta 2,35%, due serially to 2011 at
September 30, 2006 and 0.79% to 2.30%, due serially

to 2012 at March 31, 2007) .. e e e e e e 89,761 123,306 103,771 780,530
B0 7 | O 1,262,109 1,507,763 1,438,892 10,974,861
Less current poruon e e he e e e e e e e e e e e (361,507) (452,533) (404,241) (3,143,539)
Long-term debt, less current portion ., .. .. oo v v v v .0 .. ¥ 900,602 ¥1,055,230 ¥1,034,651 §$ 7,831,322

Annual maturities of long-term debt at September 30, 2007 (unaudited) were as follows:

Thousands of
Year Ending March 31 Millions of Yen U.S. Dollars
2008 o e e e e e e e e e e e e e e e e e e b e b e e e e e e e e e ¥ 361,507 § 3,143,539
2009 e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e 300,745 2615174
2000 L e e e e e et e e e e e e e e e e e e e e e e e 346,802 3,015,670
7.0 ) OO 97,516 847,965
2012 r ee ae e e e ae ee ee ve me ee ve e e ee e ee ae ae e e e wk e ee ae e e 108,964 947,513
2013 and then:aftcr re er e e e e e e e e e e e e e e ee be e e e e e ar e s 46,575 405,000
1 17 1 ¥1,262,109 $10,974,861




At September 30, 2007 (unandited), the following assets were pledged as collateral for short-term
borrowings and long-term debt {including current portion of long-term debt):

Thousands of
Millions of Yen U.S. Dollars
Loans .. .. .. .. e e e e e e e e e e e e e e e e e e e e ¥316,301 $2,750,443
Installment accounts reccwable i e ee b re e e ee ek ke me e e ee e ee e e ee e e ve 48,090 418,174
Other current assets .. .. .. .. .. e e e e e e 98 852
Property and equipmert, net of accumulated dcprcmauon e e e et e e e e 1,269 11,035
1 17 | ¥365,758 $3,180,504
Related HABIIIES: .. o ov ot v ve o or e e ve e ve e o se s se me s be e ee e e e e ae e e e
Short-term borrowings .. .. .. .. e e e e e ¥ 58,040 § 504,696
Long-term debt (including current portlon of long term dcbt) e e 231,251 2010878
B VR ¥289,291 $2 515,574

The above table includes loans related to securitized loans of ¥150,642 million (31,309,930 thousand), and
related liabilities (Long-term debt including current portion) of ¥87,411 million ($760,096 thousand).

If requested by lending financial institutions, the Group has committed to pledge loans and instailment
accounts receivables of ¥214,470 million ($1,864,957 thousand) as collateral in addition to those shown in the
above table. At September 30, 2007 (unaudited), related liabilities for which lending financial instimtions can
request the Group to pledge additional collateral consisted of the following:

Thousands of
Millions of Yen  U.S. Dollars

LONG-TERM DEBT (INCLUDING CURRENT PORTION QOF LONG-TERM

DEBT) .. o e e e i e i i e s e e e e e e e e e e 203,413 $1,768,809

At September 30, 2007 (unaudited), other current assets amounting to ¥1,332 million ($11,583 thousand)
were pledged as collateral for the interest rate swap contracts.

A portion of the Company’s loans from banks and securitized borrowings is subject to accelerated
repayment if the Company fails to meet certain financial covenants, including amount of equity, the equity ratio,
and covenants based on specified operational indices such as the ratio of loss on interest refunds to equity. As of
September 30, 2007, the Company has violated the covenants of a securitized borrowing. This securitized
borrowing is to be redeemed early in accordance with its contracts, but this will not have a direct impact on the
Company's cash flow since the redemptions are funded by collections of loans which are collateral for the
securitized borrowing,

10. EQUITY

On and after May |, 2006, Japanese companies are subject to a new corporate law of Japan (the “Corporate
Law™), which reformed and replaced the Commercial Code of Japan (the “Code™) with various revisions that are,
for the most part, applicable to events or iransactions which occur on or afier May 1, 2006 and for fiscal years
ending on or after May 1, 2006. The significant changes in the Corporate Law that affect financial and
accounting matters are summarized below:

(a) Dividends

Under the Corporate Law, companies can pay dividends at any time during the fiscal year in addition to the
year-end dividend upon resolution at the sharcholders meeting. For companies that meet certain criteria such as;
(1) having the Board of Directors, (2) having independent auditors, (3) having the Board of Corporate Auditors,
and (4) the term of service of the directors is prescribed as one year rather than two years of normal term by its
articles of incorporation, the Board of Directors of such company may declare dividends (except for dividends in
kind) at any time during the fiscal year if the company has prescribed so in its articles of incorporation. The
Company meets all the above criteria.

The Corporate Law permits companies to distribute dividends-in-kind (non -cash assets) to shareholders
subject to a certain limitarion and additional requirements.

Semiannual interim dividends may also be paid once a year upon resolution by the Board of Directors if the
articles of incorporation of the company so stipulate. The Corporate Law provides certain limitations on the

S5-18




amounts available for dividends or the purchase of treasury stock. The limitation is defined as the amount
available for distribution to the shareholders, but the amount of net assets after dividends must be maintained at
no less than ¥3 million. '

(b) Increases/decreases and transfer of common stock, reserve and surplus

The Corporate Law requires that an amount equal to 10% of dividends must be appropriated as a legal
reserve (a component of retained eammings) or as additional paid-in capital {a component of capital surplus)
depending on the equity account charged upon the payment of such dividends until the total of the aggregate
amount of legal reserve and additional paid-in capital equals 25% of the common stock. Under the Corporate
Law, the total amount of additional paid-in capital and legal reserve may be reversed without limitation. The
Corporate Law also provides that commaon stock, legal reserve, additional paid-in capital, other capital surplus
and retained earnings can be transferred among the accounts under certain conditions upon resolution of the
shareholders.

(c) Treasury stock and treasury stock acquisition rights

The Corporate Law also provides for companies to purchase treasury stock and dispose of such weasury
stock by resolution of the Board of Directors. The amount of treasury stock purchased cannot exceed the amount
available for distribution to the shareholders which is determined by specific formula. Under the Corporate Law,
stock acquisition rights, which were previously presented as a liability, are now presented as a separate
component of equity.

The Corporate Law also provides that companies can purchase both treasury stock acquisition rights and
treasury stock. Such treasury stock acquisition rights are presented as a separate component of equity or deducted
directly from stock acquisition rights.

11. STOCK OPTION

The stock option outstanding as of March 31, 2007 was as follows:
Number of Date of Exercise

Stock Option Persons Granted Options granted  Grant Price Exercise Period
2004 Stock Option 26 Company’s and 347,400 shares June 25, ¥7,774 From luly 1, 2006
subsidiaries’ directors 2004 To June 30, 2009

426 Company’s and
subsidiaries’ key employees

2005 Stock Option 31 Company’s and 374,400 shares June 24, ¥8,420 From July 1, 2007
subsidiaries’ directors 2005 To June 30, 2010
454 Company’s and
subsidiaries’ key employees

Stock option outstanding as of September 30, 2007 and 2006 is not presented herein, as such information is
not required to be disclosed if certain criteria are met under Japanese GAAP.

12, LOSS FROM AND PROVISION FOR BUSINESS RESTRUCTURING

No loss from business restructuring was recognized for the period ended September 30, 2006. The
components of the Group’s loss from business restructuring for the six months ended September 30, 2007
(unaudited) and for the year ended March 31, 2007 were as follows:

Thousands of
Millions of Yen  Millions of Yen U.S.Dollars
September 30, March 31, September 30,
2007 2007 2007

Loss from business restructuring:
Special severance payments .. .. .. . c v e cn en et be e ¥1i9 ¥4,058 3165
Cost related to closure of outlets ., .. .. .. o il g 2,1 69
Other .. .. . v e o e e et s e 34 1,043 296
Total . oo e e ¥61 ¥7.212 $530




No provision for business restructuring was recognized for the periods ended September 30, 2007 and
2006. The components of the Group’s provision for business restructuring for the year ended March 31, 2007
were as follows:

Mitlions of Yen
March 31, 2007

Provision for business restructuring:

Cost related to closure of OULIEIS .. .. . oo o oot e e it e et e e et e et e et e e e e e e e ¥ 5,818

Re-employment support cost and Other .. .. .. .. o 0 o o oo et it e e vt e e e e e 5,498

TOUL e e e e e e e e e e e e e e e e e e e e e e e e e e ¥11,316
13. LEASES

The Group leases vehicles, computer equipment, furniture and fixtures, office space and other assets.

Total rental expenses including lease payments under finance leases, for the six months ended
September 30, 2007 and 2006 (unaudited) and for the year ended March 31, 2007 were as follows:

Millions of Yen Thousands of U.S. Dollars
Total Lease Payments Total Lease Payments
Rental Under Rental Under
Expenses Finance Leases Expenses Finance Leases
Six Months
Ended September 30:
2007 e e e . ¥ 6473 ¥ 413 $56,287 $3.591
2006 .o e e e 10,242 1,299
Year Ended March 31;
2007 e e e e e e e ¥190415 ¥2.326

For the year ended March 31, 2007, the Group recorded an impairment loss of ¥135 million on certain
leased property held under finance leases that do not transfer ownership and an allowance for impairment loss on
leased property, which is included in other current liabilities.

Pro forma information of leased property including acquisition cost, accumulated depreciation,
accumulated impairment loss, obligations under finance leases, depreciation expense, and interest expense and
other information of finance leases that do not transfer ownership of the leased property to the lessee on an “as if
capitalized” basis for the six months ended September 30, 2007 and 2006 (unaudited) and for the year ended
March 31, 2007 was as follows:

As of September 30, 2007
Millions of Yen
Machinery Furniture  Buildings
and and and
Equipment  Fixtures Structures Total
ACQUISTHON COSE .\ vv v o v v et e e er e ve e e or er or e ee e e e e e ¥40  ¥3,100 ¥0 ¥3,149
Accumulated depreciation .. .. .. .. ..o 26 2,422 8 24536
Accumulated impairment losS .. .. . o v e v e e e e e 3 3
Net leased property .. .. oo oo v v it e e e e e e ¥14 ¥ 675 ¥1 ¥ 690
As of September 30, 2006
Millions of Yen
Machinery Furniture  Buildings
and and and
Equipment  Fixtures Structures Total
ACQUISIHON COSE v v v i th v o vt e e e i en e e e e e e e e ee e e ¥99  ¥9,826 ¥9 ¥9934
Accumulated depreciaion .. .. . .o e e e e 67 7,644 6 17117
Net leased PrOPETTY .. o v ot ot oo v e et et ve et et e e e e e e e e ae ¥32  ¥2,182 ¥3 ¥2,217
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As of March 31, 2007

Milliens of Yen

Machinery Furniture  Buildings

and and and
Equipment Fixtures Structures Total
ACQUISTHON COSL 1o o vt vt e v st e ee s te o wr e se e e ot e e e e e ¥64  ¥7,304 ¥9 ¥7377
Accumulated depreciation .. .. . . o w e 47 6,085 7 6,139
Accumulated impairment [0S5 .. .. .o v o v e e 135 135
Net leased Property .. .. oo o v e v e e ve s e sn e e e e e e e e e ¥17  ¥1,084 ¥2 ¥1,103

As of September 30, 2007

Thousands of U.S. Dollars

Machinery Furniture  Buildings

and and and
Egquipment Fixtures  Structures Total
ACGUISIEION COSL 10 10 1t tv cv et ee ve et ve e e ve e ee e e e e e e s en e 5348 $26,957 3578 327,383
Accumulated deprecialion .. .. .. .. oo s v e e e v e e e e e 226 21,061 70 21,357
Accumulated impairment loS5 .. .. o v e 26 26
Net 16ased PIOPETLY .o v co v e v e i e e e e e e ee ee os se eh et e e e $122 § 5870 §8 § 6000

Obligations under finance leases:

Thousands of
Millions of Yen U.S. Doilars
M March 31, September 30,
2007 2006 2007 2607
Due withinOne Year ... . ..o i i i e e v meve oo - ¥444 ¥1.490 ¥ 771 $3,861
Due after one Year .. .. .. o o v v e s v e e e e 269 782 495 2,339
Total o e e e e e e K713 ¥2272 ¥1,266 $6,200

An allowance for impairment loss on leased property of ¥3 million ($26 thousand) and ¥135 million as of
September 30, 2007 and March 31, 2007, respectively, is included in obligations under finance leases.

Depreciation expense, interest expense and other information under finance leases:

Thousands of

Millions of Yen U.S. Dotllars

M March 31, September 30,

2007 2006 2007 2007

Depreciation Xpense .. v v v v oo e o e e o e e e e e ¥406 ¥1,230 ¥2,195 33,530
INETESt EXPENSE . oo v vv v e ce e e e e e e ae e er e e r s e e e e 9 32 52 78
Reversal of allowance for impairment loss on leased property .. .. .. .. 132 1,148

Impairment 1055 .. .. . oo et e i e e e 135

Depreciation expense, interest expense, which are not reflected in the accompanying consolidated
statements of operations, are computed by the straight-line method and the interest method, respectively.

The minimum rental commitments under noncancelable operating leases at September 30, 2007 and 2006
(unaudited) and March 31, 2007 were as follows:

Thousands of

Millions of Yen U.S. Dollars

_September 30, nroop 31 Seprember 30,

2007 2006 2007 2007

Due within 0ne Year .. .. .. .. . oo oot s se i v s e a st e e e ¥66  ¥159 ¥77 3574
Due after One Year .. ... . vt o e e e 30 38 9 261
B ¥96  ¥197 ¥86 3835
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14. DERIVATIVES

The Group enters into interest rate swap and cap, and currency swap contracts as a means of managing its
principal and interest rate exposures and foreign currency exposures on certain liabilities.

Such derivative transactions are entered into to hedge interest exposures and foreign currency exposures
inherent within its business, Accordingly, market and foreign exchange risks in these derivatives are theoretically
offset by opposite movements in the value of hedged liabilities. The Group does not hold or issue derivatives for
trading or speculative purposes.

Because the counterparties to these derivatives are limited to major financial institutions, the Group does
not anticipate any losses arising from credit risk.

Derivative transactions entered into by the Group have been made in accordance with internal policies,
which regulate the authorization process and credit limit amount.

Market value information about derivative instruments at September 30, 2007 and 2006 (unaudited) and
March 31, 2007 was as follows:

Interest rate related Millions of Yen Thousand of U.S. Dollars
Contract Fair Unrealized Contract  Fair Unrealized
Six months ended September 30, 2007 value value loss value value loss
Interest rate caps agreements Buying .. .. .. .. .. .. .. .. ¥65,000 ¥55 3565217 8478
Interest rate related Millions of Yen
Contract  Falr Unrealized
Six months ended September 30, 2006 Value value loss
Interest rate caps agreements Buying .. .. .. .. . . o i . 40,000 ¥4 ¥54
Interest rate related Millions of Yen
Contract  Fair Unrealized
Year ended March 31, 2007 Value value loss
Interest rate caps agreements Buying .. .. .. . o oo e ¥60,000 ¥68

Derivative instruments which qualify for hedge accounting at September 30, 2007 and 2006 (unaudited)
and March 31, 2007 are excluded from disclosure of market value information above.

15. NET INCOME (1.OSS) PER SHARE

Basic net income (loss) per share {"EPS") for the six months ended September 30, 2007 and 2006
(unaudited) and for the year ended March 31, 2007 is as follows:

Yenin  Thousands of

millions shares Yen Dollars
Weighted
Net income average
{loss) shares EPS
Far the six months ended September 30, 2007:
Basic EPS
Net income available to common shareholders .... ¥ 21,475 141,585 ¥ 151.68 $1.32
For the six months ended September 30, 2006:
Basic EPS
Net loss available to common shareholders .. .. .. ..  ¥(179,564) 141,622  ¥(1,267.91)
For the year ended March 31, 2007:
Basic EPS
Net loss available to common shareholders .. .. .. ..  ¥(411,251) 141,622  ¥(2,903.85)

Diluted net loss per share for the period ended September 30, 2006 and the year ended March 31, 2007 was
not disclosed because of the Group's net loss position and also because no dilutive securities were outstanding.

Diluted net income per share for the six months ended September 30, 2007 was not disclosed because no
dilutive securities were outstanding.
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16, SUBSEQUENT EVENTS (UNAUDITED)
Appropriations of Retained Earnings

On November 5, 2007, the Board of Directors of the Company resolved to pay interim cash dividends to
shareholders of record on September 30, 2007 as follows:

Thousands of
Millions of Yen  U.S. Dollars
Interim cash dividends, ¥20 (30.17) pershare .. .. .. .. . v e ¥2 832 $24.626

17. SEGMENT INFORMATION

Most of the Group's business is related to a single segment, lending. The Group does not operate outside
Japan. Accordingly, information about industry and geographic segments was not presented.

¥k k&
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NON-CONSOLIDATED BALANCE SHEETS

September 30, 2007 and 2006 and March 31, 2007

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Time deposits .. .. .. .. ..
Loans, loan guarantees and recelvablcs
Loans (Notes 4 and 7) .
Loan guarantees ..
Other receivables

Allowance for doubtful accounts (Notc 2 [) e e

Prepaid expenses
Deferred tax assets .
Qther current assets (Notc 7)

Total current assets .. .. . oo vv vv oo e ot v or me ae

PROPERTY AND EQUIPMENT
Land
Buildings and structures (Notc 6)
Machinery and equipment

Fumiture and fixtures (Note 6) .. .. . oo oo v ve e e
Construction in progress (NOte 6) .. .. .o v oo v e o

Total . e
Accumulalcd dcprcmauon

Net property and equipment .. .. .. .. . . o . .

INVESTMENTS AND OTHER ASSETS:
Investment securities (Note 5)

Investments in and advances to subsidiaries

(Note 11) . .
Claims in bankruptcy (Notc 4)
Software, net

Long-term loans (less current pomon) e
Lease deposits .. .. v v v ve e ve o i e e e

Long-term prepayments

Deferred tax assets .. .. .. . oo oo v e e e e e e
Otherassets (NOtE 6) .. .. .. oo oo ot oo o e s e e e e e
Allowance for doubtful accounts .. .. .. .. .. .. .. .. ..

Aiful Corporation
Thousands of
U.S. Doliars
Millions of Yen (Note 3)
September 30, March 31,  September 30,
2007 2006 2007 2007
{Unaudired) {Unaudited) (Unaudited)
¥ 61,838 ¥ 78,174 ¥ 75178 § 537,722
3,078 78 78 26,765
1,166,767 1,425,810 1,298,612 10,145,800
56,740 61,438 58,914 493,397
4,208 2,993 3,776 36,591
(218,001) (187,668) (262,186) (1,895,661)
2,090 2,641 2,578 18,174
12,742 8,441 9,333 110,800
15,372 24,054 52,212 133,670
1,104,334 1,415,961 1,238,495 9,607,252
6,762 6,762 6,762 58,800
19,387 28,759 24,766 172,931
161 161 161 1,400
19,685 23,624 22,067 171,174
1,060 325 760 9,217
47,555 59,631 54,516 413,522
(21,140) (26,480) (26,697) (183,826}
26,415 33,151 27,819 229,696
14,156 22,005 18,879 123,096
351,164 404,196 388,096 3,053,600
35,110 27,769 33,518 305,304
12,743 11,081 11,993 110,809
5 14 43
7.529 8,751 8,469 63,470
1,372 1,941 1,545 11,930
862 7,496
1,413 1,904 1,778 12,286
{64,369) {20,136) (69,765) (559,730)
359,985 457,525 394,513 3,130,304

Total investments and other assets ., .. .. .. .. ..

¥ 1,491,234 ¥ 1,906,637 ¥1,660,827 3$12,967252
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NON-CONSOLIDATED BALANCE SHEETS

Aiful Corporation
September 30, 2007 and 2006 and March 31, 2007
Thousands of
U.S. Dollars
Millions of Yen (Note 3)
September 30, March 31,  September 30,
2007 2006 2007 2007
(Unaudited)  (Unaudited) (Unaudited)
LIABILITIES AND EQUITY
CURRENT LIABILITIES:
Short-term borrowings (Note 7) .. .. . ... ..o .... ¥ 16,000 ¥ 33000 ¥ 16000 § 139130
Current portion of long-term debt (Note 7) .. .. .. .. .. 249,508 349,149 300,601 2,169,635
Trade notes payable .. .. .. .. i 24 2,648 3t 209
Trade accounts payable .. .. .. ..o i e 5,810 5,433 10,698 50,522
Obligation under loan guarantees .. .. .. . v v w0 o oo o 56,740 61,438 58914 493,391
Income taxes payable .. ......... .. ... 183 11,571 38 1,591
Accrued expenses .. .. .. .. S 5,532 6,090 5,924 48 104
Allowance for losses from busmcss restructunng
{Note 10) .. - e 695 4,381 6,044
Allowance for clcan—up costs of conmrmnated
land .o e e e e e 630
Other current habllmc, b e e e ke e b e e e e e 997 1,000 1,313 8,670
Total current liabilities .. .. .. oo oo o0 v e v v 335,489 470,329 398,530 2,917,296
LONG-TERM LIABILITIES:
Long-term debt {less current portion)(Note 7) .. .. .. .. 755,552 885,507 874,360 6,570,017
Deferred tax liabilities .. .. . oo i o e 691 426
Liability for retirernent benefits .. .. .. .. .. .. oo 931 1,223 1,255 8,096
Allowance for losses on interest refunds
(Note 2.0} .o oo e e e e e e e e e e e 124,744 79,757 122,956 1,084,730
Interest rate SWaps .. .. .. oo oo o v s e e e e 6,714 9,599 8,193 58,383
Other long-term liabilities .. .. . .. .. . .. oo . 269 136 102 2,339
Total long-term liabilities .. .. .. .. .. .. . .. . 888,210 976,913 1,007,292 7,723,565
EQUITY (Notes 8 and 14):
Common stock, Authotized, 568,140,000 shares;
issued, 142,035,000 shares at September 30 2007
(unaudited), September 30, 2006 {unaudited) and
March 31,2007 . . o oo e e e e e 83,317 83,317 83,317 724,496
Capital surplus ——
Additional paid-in capital .. ........ ... ... .. 90,225 90,225 90,225 784,565
Retained earnings:
Legal teServe .. .. o v o oo e e e v 1,566 1,566 1,566 13,617
Unappropriated .. .. .. .. .. .. e 96,402 286,242 82,241 838,278
Net unrealized gain on available- for salc
SECUTities .. .. . .. . e e e 3917 7,382 6,376 34,061
Deferred loss on denvauves under hedge
accounting .. .. .. e e 4,782) (6,370 . (5,752) (41,583)
Treasury stock, at cost -— 455 610 sharcs at
September 30, 2007 (unaudited), 412,502 shares at
September 30, 2006 (unaudited), and 412,835
shares at March 31, 2007 ... ... ... . N 3,110) (2,967) (2,968) (27,043)
Total equity .. .o ov v e 267,535 459,395 255,005 2,326,391
TOTAL . . o i e e ¥1,491,234 ¥1,906,637  ¥1,660,827 $72,967,252

See notes to non-consolidated financial statements,
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NON-CONSOLIDATED STATEMENTS OF OPERATIONS

Aiful Corporation
Six Months Ended September 30, 2007 and 2006 and Year Ended March 31, 2007

INCOME:
Interest on loans
Interest on loan guarantees .. e e e
Interest on deposits, sccurmcs and othcr

Recovery of loans previously charged off .. .. .. .. .. . ..
Otherincome .. .. ..o o e

Total INCOME .. . o oo v e e e ot e e v e e e e e e e e

EXPENSES:
Interest on borrowings ..

Charge-offs and provns:on for doubtful accounts

(Note 2.1) ..

Salaries and othcr cmployccs bcncf'us e e e e e
Advertising eXpenses . .. ..o e o e e
Rental expenses (Note12) e e e e e e e e e e e

Commissions and fees . "o
Depreciation and amortization .. .. .. ..

Loss on write-down of investments in subs:dlancs e e
Provision for losses on interest refunds (Note 2.1) .. .. .. ..

Loss oninterestrefunds .. .. .. .. .. ..

Loss on impairment of long-lived assets (Nolc 6) .
Loss from and provision for business restructuring

(Note 10) ..

Provision for clcan up costs of conmmmatcd land e e
Other EXPEnseS .. .. v o v i oo st st e on me o e n e e e e

Total expenses .. .. .. ..

INCOME (L.OSS) BEFORE INCOME TAXES ...... ... .

INCOME TAXES:

Deferred .. .. . o o o e e e e e e e e e e b e e

Total INCOME TAXES .. o0 vv vv vt ot e e ee ee vr e o e em e e

NET INCOME (LOSS)

AMOUNTS PER COMMON SHARE (Notes 2.« and 13):

Basic net income (loss})
Diluted net income

Cash dividends applicable to t.he year .. .. .. ..

Cash dividends applicable to the pericd (Note 14)

See notes to non-consolidated financial statements.
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Thousands of

U.S. Dollars

Millions of Yen (Note 3)

. Year Six Months

Six Months Ended Ended Ended
September 30, March 31, September 30,

2007 2006 2007 2007
(Unaudited) {(Unandited) (Unanudited)

¥120,909 ¥ 155281 ¥ 292,669 81,051,383

2,399 2,574 5,052 20,861
2,657 2,443 4,863 23,104
1,377 1,076 1,841 11,974
1,633 1,194 5,273 14,200

128,975 162,568 309,698 1,121,522

11,995 13,132 26,030 104,304

38,350 161,15 363,482 333,478
11,694 14,668 27,819 101,687
1,943 3.486 5,733 16,896
4,074 6,135 11,613 35,426
4,454 6,131 11,450 38,730

3,495 4,310 8,641 30,397
1,416 21,701

26,936 13,816 122,956 234,226
11,195
3,128

201 8,798 1,748
630

7,270 13,691 27,685 63,218

110,412 298,700 650,861 960,104
18,563  (136,132) (341,163) 161,418

3,562 11,950 7,564 30,974
(3,409) 11,565 10,672 (29,643)
153 23,515 18,236 1,331

¥ 18410 ¥(159,647) ¥(359,399) § 160,087

Yen U.S. Dollars

¥130.03 ¥(1,127.27) ¥(2,537.73) $1.13

60.00
20,00 30.00 0.17
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NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS

Aiful Corporation
Six Months Ended September 30, 2007 and 2006 (Unaudited)
and Year Ended March 31, 2007

1.  BASIS OF PRESENTING NON-CONSOLIDATED FINANCIAL STATEMENTS

The accompanying non-consolidated financial statements of Aiful Corporation (the “Company”) have been
prepared in accordance with the provisions set forth in the Financial Instruments and Exchange Law and its
related accounting regulations, and in conformity with accounting principles generally accepted in Japan
(Japanese GAAP), which are different in certain respects as to application and disclosure requirements of
International Financial Reporting Standards and accounting principles generally accepted in the United States of
America.

As consolidated statements of cash flows and certain disclosures are presented in the consolidated financial
statements of the Company, non-consclidated statements of cash flows and certain disclosures are not presented
herein in accordance with Japanese GAAP.

In preparing these non-consolidated financial statements, certain reclassifications and rearrangements have
been made to the Company’s non-consolidated financial statements issued domestically in order o present them
in a form which is more familiar to readers outside Japan.

In addition, certain reclassifications have been made in the 2006 non-consolidated semiannual financial
statements to conform to the classifications used in 2007 non-consolidated semiannual financial statements.

The non-consolidated semiannual financial statements and notes thereto, as of and for the six months ended
September 30, 2007 and 2006 presented herein, have not been audited,

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Non-Consolidation—The non-consolidated financial statements do not include the accounts of
subsidiaries. Investments in subsidiaries and associated companies are stated at cost, except for investments in
subsidiaries which are limited liability investment partnerships and other similar partnerships (see Note 2.d).

b. Business-Combination—The accounting standard for business combinations allows companies to
apply the pooling of interests method of accounting only when certain specific criteria are met such that the
business combination is essentially regarded as a uniting-of-interests.

For business combinations that do not meet the uniting-of-interests criteria, the business combination is
considered to be an acquisition and the purchase method of accounting is required, This standard also prescribes
the accounting for combinations of entitics under common centrol and for joint ventures.

On March 26, 2007, the Company merged id CREDIT CORPORATION and NET ONE CLUB
CORPORATION, which were whoily owned subsidiaries of the Company. The accounting for combinations of
entities under common control prescribed by the accounting standard for business combinations was applied to it.

¢. Cash Equivalents—Cash equivalents are short-term investments that are readily convertible into cash
and that are exposed to insignificant risk of changes in value. Cash equivalents include time deposits and
certificate of deposits which mature or become due within three months of the date of acquisition.

d. Investment Securities—Investment securities are classified and accounted for, depending on
management’s intent, as follows: i) investment securities in subsidiaries and associated companies, are reported
at cost, and ii) available-for-sale securities are reported at fair value, with unrealized gains and losses, net of
applicable taxes, reported in a separate component of equity. The cost of securities sold is determined based on
the moving-average method.

Non-marketable available-for-sale securities are stated at cost determined by the moving-average method.
For other than temporary declines in fair value, investment securities are reduced to net realizable value by a
charge to income.

Investments in limited liability investment partnerships and other similar partnerships are initially recorded
at cost, and the carrying amount is adjusted to recognize the Company’s interests in earnings or losses in such
partnerships based on the recent available financial statements of the partnerships.

e. Property and Equipment—Property and equipment are stated at cost. Depreciation is computed by the
declining-balance method. The range of useful lives is principally from 3 te 50 years for buildings and structures,
from 13 to 15 years for machinery and equipment, and from 2 to 20 years for furniture and fixtures.
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f. Long—lived assets—The Company reviews its long-lived assets for impairment whenever events or
changes in circumstance indicate the carrying amount of an asset or asset group may not be recoverable. An
impairment loss is recognized if the carrying amount of an asset or asset group exceeds the sum of the
undiscounted future cash flows expected to result from the continzed use and eventual disposition of the asset or
asset group.

The impairment loss is measured as the amount by which the carrying amount of the asset exceeds its
recoverable amount, which is the higher of the discounted cash flows from the continued use and eventual
disposition of the asset or the net selling price at disposition.

g Software—Expenditures for the purchase of software, which meet certain future-tests, are capitalized
as software and amortized by the straight-line method over the estimated useful lives of five years.

k. Liability for Retirement Benefits—The Company has a defined contribution pension plan and a
prepaid retirement benefits plan which were established on October 1, 2004. Contributions to the defined
contribution plan and payments to prepaid retirement benefits plan are charged to income when made,

Liability for retirement benefits to directors and corporate auditors is provided at the amount which would
be required if they retired at each balance sheet date. The liability for retirement benefits in the non-consolidated
balance sheet is for directors and corperate auditors.

i. Allowance for Doubtful Accounts—The allowance for doubtful accounts is stated in amounts
considered to be appropriate based on the Company’s past credit loss experience and an evaluation of potential
losses in the receivables outstanding,

4. Allowance for clean-up costs of contaminated land—The allowance for clean-up costs of
contaminated land is provided for losses on cleaning up soil contamination discovered in some portion of the
Company’s land for sale and is based on the estimated amount of future costs to be paid.

k. Allowance for losses from business restructuring—The allowance for losses from business
restructuring is provided at an estimated amount of future costs related to liquidation of outlets and other
restructuring activities,

L Allowance for losses on interest refunds—The limit of interest rates is regulated by two laws—
“Contributions Law™ and “Interest Rate Restriction Law”. Under the former law, interest rates on loans should
not exceed 29.2% and the violation is considered to be a criminal penalty. The latter law stipulates that interest
payments for interest rates that exceed the legal limit {20% for principal amounts under ¥100 thousand, 18% for
principals between ¥100 thousand and ¥1 million and 15% for principals cver ¥1 million) are void. However,
under the “Moneylending Business Restriction Law”, such interest payments are nonetheless considered to be
valid if moneylenders issue notices as prescribed by the law to debtors and debtors pay voluntarily. Recent strict
interpretation by the courts of these requirements has led to decisions against moneylenders and resulted in more
debtors claiming for the return of excess interest payments.

On March 15, 2006, the Japanese Institute of Certified Public Accountants (the “JICPA™) issued a report
requiring moneylenders to make an accounting provision for losses on interest refunds for interest rates that
exceeded the limit set by the Interest Rate Restriction Law. The Company has loaned money at rates between the
limit set by the two laws, and has in the past charged refund costs to income as incurred. However, the growing
number of claims against the Company has increased the materiality of the financial effects of the situation. So,
the Company decided to record a provision of ¥17,020 million (“Allowance for losses on interest refunds”™) for
interest refunds for the fiscal year ended March 31, 2006.

On October 13, 2006, the indusiry practice committee of the JICPA issued its Report No.37 “Audit
Guidelines for Consumer Finance Companies’ Recording of Provision for Losses on Interest Refunds,” which
became effective for accounting periods ending on or after September 1, 2006. The Company changed the
method of estimating allowance for losses on interest refunds in accordance with the new audit guidelines.

The difference between the amount of allowance for losses on interest refunds estimated and recorded as of
the beginning of the fiscal year ended March 31, 2007 in accordance with the report issued on March 15, 2006
and the amount estimated as of the beginning of the fiscal year ended March 31, 2007 in accordance with Report
No. 37, was recorded as “Charge-offs and provision for doubtful accounts” in the amount of ¥99,179 million and
“Provision for losses on interest refunds’ in the amount of ¥57,070 million in the non-consolidated statements of
operations for the period ended September 30, 2006 (unaudited) and the year ended March 31, 2007,

At September 30, 2007 and 2006 (unaudited) and March 31, 2007, the Company recorded an allowance of
¥124, 744 million ($1,084,730 thousand), ¥79,757 million and ¥122,956 million, respectively, as “Allowance for
losses on interest refunds”, In addition, the estimated amount of interest refunds of ¥121,201 million ($97,400
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thousand), ¥120,6092 million and ¥167,530 million which are expected to be preferentially set off against loans is
recorded as “Allowance for doubtful accounts” for the Company at September 2007 and 2006 (unaudited) and
March 31, 2007, respectively.

Allowance for losses on interest refunds is stated in amounts considered to be appropriate based on the
Company’s past refund loss experience, the recent situation regarding interest refunds and other factors,

m. Leases—All leases are accounted for as operating leases. Under Japanese accounting standards for
leases, finance leases that deem to transfer ownership of the leased property to the lessee are to be capitalized,
while other finance leases are permitted to be accounted for as operating lease transactions if certain “as if
capitalized” information is disclosed in the notes to the lessee’s non-consolidated financial statements.

n. Income Taxes—The provision for income taxes is computed based on the pretax income included in
the non-consolidated statements of operations. The asset and liability approach is used to recognize deferred tax
assets and liabilities for the expected future tax consequences of temporary differences between the carrying
amounts and the tax bases of assets and liabilities. Deferred taxes are measured by applying currently enacted tax
laws to the temporary differences.

o. Appropriations of Retained Earnings—Appropriations of retained earnings are reflected in the
non-consolidated financial statements for the following year upon the Board of Directors’ approval.

p. Foreign Currency Transactions—All short-term and long-term monetary receivables and payables
denominated in foreign currencies are translated into Japanese yen at the exchange rates at the balance sheet date.
The foreign exchange gains and losses from translation are recognized in the non-consolidated statements of
operations to the extent that they are not hedged by forward exchange contracts.

q. Interest on Loans—Interest on loans is recorded on an accrual basis. In accordance with the practice
prevailing in the industry, the Company records accrued interest at either the interest rate stipulated in the Interest
Rate Restriction Law or the contracted interest rate, whichever is lower.

r. [Interest on Borrowings—Interest on financial liabilities is accounted for as operating expenses while
other interest is included in other expenses.

5. Bonds Issue Costs—Amortization is calculated by the straight-line method over the term of the related
bond issue. Bonds issue costs related to bonds which were issued by March 31, 2006 are amortized ratably over
periods up to three years. Bond issue costs are included in other assets,

t. Derivatives and Hedging Activities—The Company uses derivative financial instruments to manage its
exposures to fluctuations in interest rates and foreign exchange. Interest rate swaps, interest rate caps and
currency swaps contracts are utilized by the Company to reduce interest rate and foreign currency exchange risks.

The Company does not enter into derivatives for trading or speculative purposes. The accounting standard
for derivative financial instruments requires that: a) all derivatives be recognized as either assets or liabilities and
measured at fair valee, and gains or losses on derivative transactions be recognized in the non-consolidated
statements of operations, and b) for derivatives used for hedging purposes, if derivatives qualify for hedge
accounting because of high correlation and effectiveness between the hedging instruments and the hedged items,
gains or losses on derivatives be deferred until maturity of the hedged transactions.

Currency swaps contracts are utilized to hedge foreign currency exposures in principal and interest
payment of U.S. dollar straight bonds. U.S. dollar straight bonds are translated at the contracted rates.

The interest rate swaps and caps which qualify for hedge accounting and meet specific matching criteria
are not remeasured at market value but the differential paid or received under the swap or cap contracts is
recognized and included in interest expenses or income.

u. Per Share Information—Basic net income (loss) per share is computed by dividing net income (loss)
available to common sharzholders by the weighted-average number of common shares outstanding for the period,
retroactivelv adjusted for stock splits.

Diluted net income per share of common stock reflects the petential dilution that could cccur if securities
were exercised into common stock and assumes full exercise of outstanding stock options,

Cash dividends per share presented in the accompanying non-consolidated statements of operations are
dividends applicable to the respective years including dividends to be paid after the end of the year, and have not
been retroactively adjusted for stock splits.
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v. New Accounting Pronouncements

Lease Accounting—On March 30, 2007, the ASBJ issued ASBJ Swatement No.l13, “Accounting
Standard for Lease Transactions”, which revised the existing accounting standard for lease ransactions issued on
June 17, 1993,

Under the existing accounting standard, finance leases that deem to transfer ownership of the leased
property to the lessee are to be capitalized, however, other finance leases are permitted to be accounted for as
operating lease transactions if certain “as if capitalized” information is disclosed in the note to the lessee’s
financial statements.

The revised accounting standard requires that all finance lsase transactions should be capitalized. The
revised accounting standard for lease transactions is effective for fiscal years beginning on or after April 1, 2008
with early adoption permitted for fiscal years beginning on or after April 1, 2007. The Company expects to adopt
this revised accounting standard as of April 1, 2008.

3. TRANSLATION INTO UNITED STATES DOLLARS

The non-consolidated financial statements are stated in Japanese yen, the currency of the country in which
the Company is incorporated and operates. The translation of Japanese yen amounts into U.S. dollar amounts is
included solely for the convenience of readers outside Japan and have been made at the rate of ¥115 to 31, the
approximate rate of exchange at September 30, 2007. Such translations should not be construed as
representations that the Japanese yen amounts could be converted into U.S. dollars at that or any other rate.

4. LOANS

Loans at September 30, 2007 and 2006 (unaudited) and March 31, 2007 consisted of the following (before
allowance for doubtful loans):

Thousands of

Millions of Yen U.S. Dollars

September 30, March 31,  September 30,

2007 2006 2007 2007

Unsecured .. .. oo vo v v v ve et e e e e e e e e e ... ¥ B94.920 ¥1,083,032 ¥ 995,077 $ 7,781,991
Secured .. . e e e e e e e e e e e e e e e e 248,241 308,446 274,788 2,158,618
Small business loans .. .. .. .. .. o e 23,597 34,332 28,747 205,191
TOL o v e e e e e e e e e e . ¥1,166,767  ¥1,425.810 ¥1,298,612 $10,145,800

Registered moneylenders are required to disclose the following information under the Non-Bank Bond
Issuing Law.

Thousands of

Millions of Yen U.S. Dollars

September 30, March 31, September 30,

2007 2006 2007 2007

Loans in legal bankruptey .. .. o v oo oo vi e ¥ 30,142 ¥ 31,082 ¥ 36,936 § 340,365

Nonacerual 10808 .. .. oo o oo oo e e e e e e e e e e e e 142,497 119,707 142,932 1,239,105
Accruing loans contractually past due three months or more as

to principal or interest PAYMeEnts .. .. . oo o v v e e 18,512 29,037 20,362 160,974

Restructured 10ANS .. .o o oo o ve e e e e s et e ek e e 39,691 32,442 37,903 345,139

TOE] ot vt v v e e e e e e e e e ¥230.842 ¥212 268 ¥238,133  $2,085,583

Loans in legal bankruptcy are loans in which accruals of interest are discontinued {excluding the portion
recognized as bad debts), based on management’s judgment as to the collectibility of principal or interest
resulting from the past due payment of interest or principal and other factors. Allowances for claims in
bankruptcy are stated at such amount less net realizable value of collateral.

Nonaccrual loans are loans in which accruals of interest are discontinued, other than loans in legal
bankruptcy as well as loans receiving regular payments in case of granting deferral of interest payment to the
debtors in financial difficulties to assist them in their recovery.

Accruing loans contracmally past due three months or more as to principal or interest payments are loans
for which payments of principal or interest have not been received for a period of three months or more
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beginning with the next business day following the last due date for such payments. Loans classified as loans in
legal bankruptcy and nonaccrual loans are excluded from accruing loans contractually past due three months or
more.

Restructured loans are loans on which creditors grant concessions {e.g., reduction of the stated interest rate,
deferral of interest payment, extension of maturity date, waiver of the face amount, or other concessive
measures) to the debtors in financial difficuities to assist them in their recovery and eventually enable them to
pay creditors, Loans classified as loans in legal bankruptcy, nonaccrual loans and accruing loans contractually
past due three months or more are excluded.

At September 30, 2007 and 2006 (unaudited) and March 31, 2007, the Company had balances related to
revolving loan contracts aggregating ¥1,109,625 million (59,648,913 thousand) and ¥1,348,243 million and
¥1,232,448 million, respectively, whereby the Company is obligated to advance funds up to a predetermined
amount upen request, At September 30, 2007 and 2006 (unaudited) and March 31, 2007, the balances of
unadvanced commitments were ¥274 648 million ($2,388,243 thousand) and ¥350,259 million and ¥330,213
million, respectively, The loan contract contains provisions that allow the Company to reduce the contract
amount of the commitment or refuse to advance funds to loan customers under certain conditions,

5. INVESTMENT SECURITIES

Disclosure of cost and fair value of investment securities at September 30, 2007 and 2006 and March 31,
2007 is not presented herein, as such information may be omitted if disclosed in consolidated financial
statements under Japanese GAAP,

6. LONG LIVED ASSETS

The Company reviewed their long-lived assets for impairment, and as a result, recognized an impairment
loss for the folloewing long-lived assets related to its business-restructuring program for the year ended March 31,
2007,

March 31, 2007

Impalrment loss
Description Classification Millions of Yen
Outlets which the Company dectded to close Buildings and structures, Furniture and ¥3,128
fixtures and other
The following table summarizes the Company’s asset grouping:
Busines; Classification Asset grouping
Financial services Financial services are one unit. Qutlets which the

Company decided to close are grouped in another
separate unit,

The following table summarizes the components of the Company’s loss on impairment of long-lived assets:
Millions of Yen

2007

Buildings and SIUCIUTES .. .. o oo o o ittt i et e e e es st er et e e e e e e e e e e e e e e e ¥2,106
Fumniture and fIXIUTES .. .. .. o v ve on s e et ot e ee ee ae ih e e ke e e e e ee e ek et ee e e e e e e e 885
L1 1 T N 137
TOWL o o o oo s e e e s e e e e e e e e e e e e e ee e ek e e ee et e h et e e e et e e ¥3,128

The recoverable amount was measured at their value in use, calculated as the amount equal to the
depreciation expense 1o be charged through the point of the closure of outlets.

No impairment loss was recognized for the period ended September 30, 2007 and 2006,
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7. SHORT-TERM BORROWINGS AND LONG-TERM DERBT Short-term borrowings at
September 30, 2007 and 2006 {unaudited) and March 31, 2007 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars
M March 31, September 36,
2007 2006 2007 2607
Loans from banks, 1.43% to 1.65% (1.01% to 1.06% at
September 30, 2006 and 1.18% to 1.37%, March 31,2007) .. .. ¥13,000 ¥10,000 ¥13,000  371/3043
Loans from other financial institutions, 1.88% (1.63% at
September 30, 2006 and 1.88% at March 31, 2007) . .. .. .. .. .. 3,000 3,000 3,000 26,087
Securitized loan 0.79% to 0.80% at September 30, 2606 .. .. .. .. .. 20,000
TOMAl oo e e e e e e e e e e e e e e e o ¥16,000 ¥33,000  ¥16,000  3139,130
Long-term debt at September 30, 2007 and 2006 (unaudited) and March 31, 2007 consisted of the
following:
Thousands of
Millions of Yen U.S. Dollars
September 30, March 31, September 30,
2007 2006 2007 2007
Loans from banks, 0.95% to 2.85%, due serially to 2012
(0.81% to 2.90%, due serially to 2011 at September 30,
2006 and 0.95% to 2.65%, due scrially to 2012 at March 31,
2007) e - . ¥ 365,055 ¥ 471,263 ¥ 446,011 § 3,174,391
Loans from other ﬁnzmcnal mstlmnons l 35% to 2 90% duc
serially to 2012 (1.04% to 3.05%, due serially to 2011 at
September 30, 2006 and 1.27% to 2.85%, due serially to
2012 at March 31, 2007) .. ... ... e 104,646 162,302 133,043 909,965
Syndicated Loans, 0.79%, due serially to 2008 (0 79% o
1.19%, due serially to 2010 at September 30, 2006 and
0.79%, due serially to 2010 at March 31,2007} .. .. .. .. .. .. 7,411 44,170 11,243 64,443
Unsecured 1.30% yen straight bonds, due 2006 .. .... ... .. .. 18,500
Unsecured 1.66% to 2.51% yen straight bonds, due 2007 .. ., 43,000 43,000
Unsecured 0.45% to 2.48% yen straight bonds, due 2008 .. .. 61,000 61,000 61,000 530,435
Unsecured 1.01% to 3.28% yen straight bonds, due 2009 ., ., 58,000 58,000 58,000 504,348
Unsecured 0.80% to 3.00% yen straight bonds, due 2010 .. .. 70,000 70,000 70,000 608,696
Unsecured 1.50% to 1.58% yen straight bonds, due 2011 .. .. 20,000 20,000 20,000 173,913
Unsecured 1.20% to 1.99% yen straight bonds, due 2012
(1.20% to 1.63% at September 30, 2006 and 1.20% to
1.99% at March 31, 2007) .. - e 30,000 20,000 30,000 260,870
Unsecured 1.74% yen straight bonds due 2013 ST 10,000 10,000 10,000 86,957
Unsecured 1.99% yen straight bonds, due 2015 .. .. .. .. .. .. . 10,000 10,000 10,000 86,957
Unsecured 4.45% to 5.00% U.S.dollar straight bonds, due
2010 . - e 108,500 108,500 108,500 943,478
Unsccurcd 6 00% U. S dollar straxght bonds due 20] l e 57,600 57,600 500,869
Unsecured 2.21% medium-term notes, due 2007 .. .. .. .. .. .. 1,000
Unsecured 3.00% medium-term notes, due 2008 .. .. .. .. .. .. 3,000 3,600 3,000 26,087
Unsecured 3.50% medium-term notes, due 2015 .. .. .. .. .. . 15,000 15,000 15,000 130,435
Other (principally from leasing companies and securitized
loan), 1.46% to 2.35%, due serially to 2012 (0.65 to 2.35%,
due serially to 2011 at September 30, 2006 and 0.79% to
2.30%, due serially to 2012 at March 31,2007) .. .. .. .. .. . 84,848 118,921 98,564 737,808
Total .. o e e e e e e e e e e e 1,005,060 1,234,656 1,174,961 8,739,652
Less Current POTUHON .. v oo voce ve v e eeor e e e e e e e e e o (249,508} (349,149 ) (300,601) (2,169,635)
Long-term debt, less current portion .. .. .. .. . .. .o w.o.. ¥ 755552 ¥ 885,507 ¥ 874,360 § 6,570,017
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The aggregate annual maturities of long-term debt at September 30, 2007 (unaudited) were as follows:

Thousands of
Six Months Ended September 30 Millions of Yen  U.S. Dollars
2008 . s e e e e e e e b e e e e ¥ 249,508 82,169,635
200D o e e e e e e e e e e e e ek e e e e e e ar e e e e e e e e e 216,429 1,881,991
2010 1o e e e e e e e e e e e e e e e e e e e e e e e e e e e ee e e e 302,762 2,632,713
2011 o e e e e e e e e e e e e e e e e e e e e e e e e et e e e e e 84,028 730,678
2012 L e e e e e e e e e e e e et e e e e e v e e e e e e 105,758 219,635
2013 and thereafler .. .. o oo ot i e e e v e e v e e e e e e e e e e 46,575 405,000
Totl L o e e e e e e e e e a e er e e e e F1,005,060 $8739,652

At September 30, 2007 (unaudited), the following assets were pledged as collateral for short-term
borrowings and long-term debt (including current portion of long-term debt):

Thousands of

Mitlions of Yen U.S. Dellars

T T T ¥197.472 $1,717, 148

OMher CUITENL ASSELS .. v v v vv h e oe o te ae oe e e e ee e e e ve ve e e ve ae ve ae e as oo 98 852

TOLAL . o o i e e i e e e e e e e e e e e e e e e e e e e e ee e e o e ¥197,570 $1,718.000
Related liabilities —

Long-term debt (including current portion of long-term debt) .. .. .. .. .. ... . . ¥131,941 $1,147,313

The above table includes loans related to securitized loans of ¥150,642 million ($1,309,930 thousand), and
related liabilities (long-term debt including current portion) of ¥87,411 million ($760,096 thousand).

Property and equipment of Marutoh KK, the Company’s subsidiary, were pledged as collateral for the
above liabilities.

If requested by lending financial institutions, the Company has committed to pledge loans of
¥139,061 million ($1,209,226 thousand) as collateral in addition to those shown in the above table. At
September 30, 2007 (unaudited), related liabilities for which lending financial institutions can request the
Company to pledge additional collaterat consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

Long-term debt (including current portion of long-term debt) .. .. .. v o0 i vt ve vv oo o ¥126,204 31,097,426

At September 30, 2007 (unaudited), other current assets amounting to ¥1,332 million (511,583 thousand),
were pledged as collateral for the interest rate swap contracts.

A portion of the Company’s loans from banks and securitized borrowings is subject to accelerated
repayment if the Company fails to meet certain financial covenants including the amount of equity, the equity
ratio and covenants based on specified operational indices such as the ratio of loss on interest refunds to equity.
As of September 30, 2007, the Company has violated the covenants of a securitized borrowing. This securitized
borrowing is to be redeemed early in accordance with its contracts, but this will not have a direct impact on the
Company’s cash flow since the redemptions are funded by collections of loans which are collateral for the
securitized borrowing.

8. EQUITY

On and after May 1, 2006, Japanese companies are subject te a new corporate law of Japan (the “Corporate
Law”), which reformed and replaced the Commercial Code of Japan (the “Code™} with various revisions that are,
for the most part, applicable to events or transactions which occur on or after May 1, 2006 and for fiscal years
ending on or after May 1, 2006. The significant changes in the Corporate Law that affect financial and
accounting matters are surnmarized below:

(a) Dividends

Under the Corporate Law, companies can pay dividends at any time during the fiscal year in addition to the
year-end dividend upon resolution at the shareholders meeting. For companies that meet certain criteria such as;
(1) having the Board of Directors, (2) having independent auditors, (3) having the Board of Corporate Auditors,
and {4) the term of service of the directors is prescribed as one year rather than two years of normal term by its
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articles of incorporation, the Board of Directors may declare dividends (except for dividends in kind) at any time
during the fiscal year if the company has prescribed so in its articles of incorporation. The Company meets all the
above criteria,

The Corporate Law permits companies to distribute dividends-in-kind (non-cash assets) to shareholders
subject to a certain limitation and additional requirements.

Semiannual interim dividends may also be paid once a year upon resolution by the Board of Directors if the
articles of incorporation of the company so stipulate. The Corporate Law provides certain limitations on the
amounts available for dividends or the purchase of treasury stock. The limitation is defined as the amount
available for distribution to the shareholders, but the amount of net assets after dividends must be maintained at
no less than ¥3 million.

(b) Increases / decreases and transfer of common stock, reserve and surplus

The Corporate Law requires that an amount equal to 10% of dividends must be appropriated as a legal
reserve (a2 component of retained eamnings) or as additional paid-in capital (a2 component of capital surplus)
depending on the equity account charged upon the payment of such dividends until the total of the aggregate
amount of legal reserve and additional paid-in capital equals 25% of the common stock. Under the Corporate
Law, the total amount of additional paid-in capital and legal reserve may be reversed without limitation. The
Corporate Law also provides that common stock, legal reserve, additional paid-in capital, other capital surplus
and retained eamings can be transferred among the accounts under certain conditions upon resolution of the
shareholders.

{c) Treasury stock and treasury stock acquisition rights

The Corporate Law also provides for companies to purchase treasury stock and dispose of such treasury
stock by resolution of the Board of Directors. The amount of treasury stock purchased cannot exceed the amount
available for distribution to the shareholders which is determined by specific formula.

Under the Corporate Law, stock acquisition rights, which were previously presented as a liability, are now
presented as a separate component of equity.

The Corporate Law also provides that companies can purchase both treasury stack acquisition rights and
treasury stock. Such treasury stock acquisition rights are presented as a separate component of equity or deducted
directly from stock acquisition rights.

9. STOCK OPTION

Disclosure of stock option is not presented herein, as such information is permitted to be omitted if
disclosed in consolidated financial statements under Japanese GAAP.

10. L.OSS FROM AND PROVISION FOR BUSINESS RESTRUCTURING

No loss from business restructuring was recognized for the period ended September 30, 2006. The
components of the Company’s loss from business restructuring for six months ended September 30, 2007
(unaudited) and for the year ended March 31, 2007, were as follows.

Thousands of
Millions of Yen  Millions of Yen U.8.Dollars
September 30, March 31, September 30,
2007 2007 2007

Loss from business restructuring:
Special severance payments .. .. .. oo cen e e en e e e ¥ 21 ¥2,753 3 183
Cost related to closure of outlets .. .. ..o o oo v e i e e 165 1,267 1,435
L0 11T U 15 397 130
TOMAl oo oot et et e e e e e e e e e e e e e e e e e ¥201 ¥4.417 31,748
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No provision for business restructuring was recognized for the periods ended September 30, 2007 and
2006. The following table summarizes the components of the Companys provision for business restructuring for

the year ended March 31, 2007.

Provision for business restructuring:
Cost related to closure of outlets
Re-employment support cost and other

Total

1. RELATED PARTY TRANSACTIONS

Millions of Yen

March 31,
2007

¥4,115
266

¥4,381

The balances due from subsidiaries at September 30, 2007 and 2006 (unaudited) and March 31, 2007 and
transactions of the Company with subsidiaries for the six months ended September 30, 2007 and 2006

(unaudited) and for the years ended March 31, 2007 were as follows:

Thousands of

Millions of Yen U.S. Dollars

September 30, March 31, September 30,

2007 2006 2007 2007

Advances to subsidiaries .. .. .. ..o e ¥240,302 ¥269,867 ¥277,503 $2,089.583
Allowance for doubtful accounts provided for advances to

SUbSIdIAries .. .. .. v e e e e e 41,000 46,200 356,522

Interest income 2,179 2,294 4,482 18,948

12, LEASES

The Company leases vehicles, computer equipment, furniture and fixwres, office space and other assets.

Total rental expenses including lease payments under finance leases, for the six months ended
September 30, 2007 and 2006 (unaudited) and for the years ended March 31, 2007 were as follows:

Millions of Yen Thousands of U.S. Dellars
Total Lease Payments Total Lease Payments
Rental Under Rental Under
Expenses  Finance Leases Expenses Finance Leases
Six Months Ended September 30:
2007 o e e e e e e ¥ 4074 ¥ 35 $35426 3304
2006 .. . e 6,135 129
Year Ended March 31(;
2007 . e e e e e e e e ¥11613 ¥250

Pro forma information of leased property including acquisition cost, accumulated depreciation, obligations
under finance leases, depreciation expense, and interest expense of finance leases that do not transfer ownership
of the leased property to the lessee on an “as if capitalized” basis for the six months ended September 30, 2007

and 2006 (unaudited) and for the year ended March 31, 2007 was as follows:

Acquisition cost .. .. . .o
Accumulated depreciation

Net leased Property .. .. . oo v v v o v r v ot e et e et e e n e e e e e e e

ACQUISTLON COSE .. o v vt o ot v e vs o e e e e vt et ee o ot e e ee e e e e e e e e e e e

Accumulated depreciation

Net leased Property .. .. .. o o oo e oo e s e e e vt e e e et e e e e e e e e e e e e e e
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As of September 30, 2007
Millions of Yen
Furniture and Fixtures

¥226
188

¥ 38

As of September 30, 2006
Millions of Yen
Furniture and Fixtures

¥830
794

¥ 56




As of March 31, 2007

Millions of Yen

Furniture and Fixtures

ACQUISIHON COSE 1. v tv vttt et e ot e e tr e oe st e o ot e v e o e e e e e e e e e ke e ¥277

Accumulated deprecialion .. .. .. .. .o i e e e e e e e e e e e e e e 219

Net leased PrOPETIY o v e v e o s e e e o o i o o et s v o n e s e e e e v e e ¥ 58

As of September 30, 2007

Thousands of U.S. Dollars

Furniture and Fixtures

ACQUISTHOT COSL vt 1t st v ve o1 e es et e v se ee e on e o e oe os e oa ot be oa e 0 nt b e e he e 1,965

Accumulated depreCiation .. .. o s v s e s e e e e e e e e e e e e e e e e e 1,635

Net 18250 PIODEITY 1 tv ve vttt v ve e vn e vr e ot e oe e e e e e e e e e e e e e e n $ 330
Obligations under finance leases:

Thousands of

Millions of Yen U.S. Dollars

M March 31, September 30,

2007 2006 2007 2007

Due within one Year .. .. .. .. o ool o v v v o ve e e o v v e e e ¥35 ¥49 ¥44 $304

DU after ONE YEAT .. .. .. v vt ce e ee et ee e e er ee e e e e e e 6 9 18 52

TOtl .. .o oo e o v e e o e e e e e e o e e e e e e e ¥41 ¥58 ¥62 3356

Depreciation expense and interest expense, which are not reflected in the accompanying non-consolidated
statements of operations, computed under a straight-line method and the interest method, respectively for the six
months ended September 30, 2007 and 2006 (unaudited) and for the year ended March 31, 2007 were as follows:

Thousands of

Millions of Yen U.S. Dollars

Septem—berliﬂ, March 31, September 30,

2007 2006 2007 2007

Depreciation eXpense .. .. ..« oo o o vn v o s in e n e e ¥34 ¥125 ¥240 5296
INIETESE EXPEIMSE o .o o vo oo e et e ee et e et e e e s e s e he e e 1 1 3 9

The minimum rental commitments under non—cancelable operating leases at September 30, 2007 and
2006 (unaudited) and March 31, 2007 were as follows.

Thousands of

Millions of Yen U.S. Dollars

_M March 31, September 30,

2007 2006 2007 2607

Due within O1¢ YEar .. .. .. co o ot cv e ee e e e e e en e e e e ¥10 ¥59 ¥20 ¥ 87
Dueafterone year .. .. .. . oo e 4 11 5 35
Total oo e e e e e e e e e ¥14 ¥70 ¥25 $122
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13. NET INCOME (LOSS) PER SHARE

Basic net income (loss) per share (“EPS™) for the six months ended September 30, 2007 and 2006
{unaudited) and for the year ended March 31, 2007 is as follows:

Yenin  Thousands of

millions shares Yen Dollars
Net income Weighted
(loss) average shares EPS
For the six months ended September 30, 2007:
Basic EPS
Net income available to common shareholders .. ........ ¥ 18410 141,585 ¥ 130.03 $..13
For the six months ended September 30, 2006:
Basic EPS
Net loss available to common shareholders .. .. .. .. ...... ¥(159,647} 141,623 ¥(1,127.27)
For the year ended March 31, 2007:
Basic EPS
Net loss available to common shareholders .. .. .. .. .. .. .. ¥(359,399) 141,622 ¥(2,537.73)

Diluted net loss per share for the period ended September 30, 2006 and the year ended March 31, 2007 was
not disclosed because of the Company’s net loss position and also because no dilutive securities were

outstanding.

Dilnted net incom: per share for the six months ended September 30, 2007 was not disclosed because no
dilutive securities were outstanding,

14, SUBSEQUENT EVENTS (UNAUDITED)

On November 5, 2007, the Board of Directors of the Company resolved to pay interim cash dividends to
shareholders of record on September 30, 2007 as follows:

Thousands of
Millions of Yen U.S. Dollars
Interim cash dividends, ¥20 (80.17) pershare .. .. .. .. oo o ¥2.832 $24,626

kxkRRE
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(Brief Description in English)

Amendment to the Shelf Registration Statement
dated February 13, 2008 (the “Amendment”)

The Amendment was filed on February 13, 2008 in order to incorporate by reference the
Extraordinary Report of the Company dated February 13, 2008 in the Shelf Registration
Statement filed with the Director-General of Kanto-Local Finance Bureau on March 1, 2007.

(Note)

Note:

Under the Financial Instruments and Exchange Law, an amendment to a shelf registration
statement is required to be filed when a list of documents incorporated by reference in the
relevant shelf registration statement is to be amended.




(Brief Description in English)

Amendment to the Shelf Registration Statement
dated February 14, 2008 (the “Amendment™)

The Amendment was filed on February 14, 2008 in order to incorporate by reference the
Amendment to the Extraordinary Report of the Company dated February 14, 2008 in the
Shelf Registration Statement filed with the Director-General of Kanto-Local Finance Bureau
on March 1, 2007. (Note)

Note:

Under the Financial Instruments and Exchange Law, an amendment to a shelf registration
statement is required to be filed when a list of documents incorporated by reference in the
relevant shelf registration statement is to be amended.



(Brief Description in English)

February 13, 2008,
as amended February 14, 2008

Securities Registration Statement, as Amended

In connection with the issuance of new shares through the third-party allotment, the
Company filed the Securities Registration Statement (the “Securities Registration
Statement™) on February 13, 2008 with the Director-General of Kanto Local Finance
Bureau of the Ministry of Finance of Japan, in accordance with Financial Instruments and
Exchange Law of Japan. The Securities Registration Statement was amended by the
Amendment to the Securities Registration Statements (the “Amendment”), which was
filed on February 14, 2008 with the Director-General of Kanto Local Finance Bureau in
accordance with the said law.

The information in the Securities Registration Statzment and the Amendment which is
material to an investment decision is substantially contained in the press release dated
February 13, 2008, entitled “ AIFUL Announces Issuance of New Shares through Third-
party Allotment and Issuance of Euroyen Series A through G Subordinated Zero Coupon
Convertible Bonds with Stock Acquisition Rights Due 2010 (tenkanshasaigata shinkabu
yoyakuken-tsuki shasaiy’ (Exhibit 13).



(Brief Description in English)
February 28, 2008

Extraordinary Report

The Extraordinary Report dated February 28, 2008 (the “Extraordinary Report™) was filed in
connection with the change in principal shareholder of AIFUL Corporation (the “Company™).

Under the Financial Instruments and Exchange Law, the Extraordinary Report is required to
be, and was, filed with the Director-General of the Kanto Local Finance Bureau of the
Ministry of Finance of Japan.

The information contained in the Extraordinary Report which is material to an investment
decision is substantially contained in the press release dated February 28, 2008, entitled
“AIFUL Announces Change in Major Shareholder upon Completion of New Share Issuance
through Third-party Allocation” (English translation) (Exhibit 17).




(Brief Description in English)

Amendment to the Shelf Registration Statement
dated February 28, 2008 (the “Amendment”

The Amendment was filed on February 28, 2008 in order to incorporate by reference the
Extraordinary Report of the Company dated February 28, 2008 in the Shelf Registration
Statement filed with the Director-General of Kanto-Local Finance Bureau on March 1, 2007.

(Note)

Note:

Under the Financial Instruments and Exchange Law, an amendment to a shelf registration
statement is required to be filed when a list of documents incorporated by reference in the
relevant shelf registration statement is to be amended.
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January 30, 2008

Summary of Business Results for the First Three Quarters
For the fiscal year ending March 2008

AIFUL Corporation Stock Listings: 1st Section of Tokyo and Osaka Stock Exchanges

Stock Code: 8515 URL http:/Awww. aiful.cojp

Representative: Yoshitaka Fukuda, President and Chief Executive Officer

Inquiries: Kenichi Kayama, General Manager, Public Relations Department
TEL (03) 4503 - 6050

I. Consolidated Business Results for the First Three Quarters of Fiscal 2007
{April 1, 2007 — December 31, 2007)

1. Consolidated Operating Results
Note: Amounts in financial statements and the supplementary data are rounded down.

(In millions of yen, except where noted; percentage figures show year-on-year change.)

Operating Revenue Operating Income Ordinary Income Net Income
First three quarters, FY2007 314,672 (18.2)% 31,609 34.9% 32,196 34.6% 30,591 -
First three quarters, FY2006 | 384,853 6.5)% 23432 (78.5)% 23925 (783)% | (186,414) -
FY2006 499,031 (9.2)% | (163,801) — | (163,092) — [ 411,250) -
Net Income per Share Diluted Net Income per
(Yen) Share (Yen)
First three quarters, FY2007 216.07 -
First three quarters, FY2006 (1,316.28) -
FY2006 (2,903.85) -

2. Consolidated Financial Position
{In millions of yen, except where noted)

yye s Shareholders’ Equity Net Assets per Share
Total Assets Shareholders’ Equity Ratio (%) (Yen)
End of third quarter,
FY2007 2,036,435 278,649 13.4 1,929.11
End of third quarter,
FY2006 2,506,808 483,871 19.0 3,364.84
FY2006 2,214,559 257,144 11.4 1,777.44
3. Consolidated Cash Flows
_{In millions of yen)
Cash Flow from Cash Flow from Cash Flow from Cash and Cash Equivalents
Operating Activities Investing Activities Financing Activities at the End of the Period
First three quarters, FY2007 205,486 20,949 (171,305) 182,262
First three quarters, FY2006 170,156 21,931 (134,761) 191,735
FY2006 250,558 13,498 (271,390) 127,089

II. (Reference) Consolidated Results Forecasts for Fiscal 2007 (April 1, 2007 — March 31, 2008)

(In millions of yen, except where noted; Percentage figures show year-on-year growth
Operating Revenue | Operating Income Ordinary Income Net Income Net Income per
Share (Yen}
Full year 403,644 (19.1)% | 31,684 =] 32,000 -] 32,133 - 226.96

There are no changes to the previously published (November 13, 2007) results forecasts.



IIL. Other

1. Transfers of leading subsidiaries during the fiscal period (transfers of specified

subsidiaries accompanied by changes in the scope of consolidation):
2. Use of simplified accounting procedures:
3. Changes in accounting principles in the most recent fiscal year:

(Reference) Highlights of Non-Consolidated Business Results

None

None
None

A. Non-Consolidated Business Results for the First Three Quarters of Fiscal 2007
(April 1, 2007 - December 31, 2007)

1. Non-Consolidated Operating Results

(In millions of yen, except where noted; percentage figures show year-on-year growth,)

2. Non-Consolidated Financial Position

Operating Revenue Opera(t;dnci ;;] come Ordlrl(alzslsr;come Net Income (Loss)
First three quarters, FY2007 181,465 (22.1)% 15,294 13.7% 19,517 10.3% 28,304 -
First three quarters, FY2006 | 232,985 (10.1)% 13,450 (828)% 17,699 (78.7)% | (165,138) -
FY2006 300,755 (12.4Y% (106,937) — (101,225) - | {359,399) -
Net Income per Share
(Yen)
First three quarters, FY2007 199.91
First three quarters, FY2006 {1,166.04)
FY2006 (2,537.73)

{In millions of yen, except where noted)

Shareholders’ Equity

Net Assets per Share

Total Assets Shareholders® Equity Ratio (%) (Yen)
End of third quarter,
FY2007 1,510,656 274,210 18.2 1,936.7%
End of third quarter,
FY2006 1,894,501 445,084 237 3,171.00
FY2006 1,660,826 255,005 15.4 1,800.60

B. Non-Consolidated Results Forecasts for Fiscal 2007 (April 1, 2007 — March 31, 2008)

(In millions of yen, except where noted; Percentage figures show year-on-year growth)

Operating Revenue | Operating Income | Ordinary Income Net Income N;L?rgogznr;er
Full year 235055 {(21.8)% | 14,426 - | 20,000 —| 32,454 - 22923

There are no changes to the previously published (November 13, 2007) results forecasts.

* Disclaimer concerning the proper use of business results forecasts

The consolidated and non-consclidated forecasts above are based on information available as of the day of the
announcement of this material. Actual results may vary materially due to various unknown future factors.




Qualitative Information, Financial Statements and Other Information

I. Qualitative Information Regarding Consolidated Operating Results

The business environment for the AIFUL Group in the third quarter of the current fiscal year remained difficult due to
extensive reforms to the makeup of the business, including restructuring, aimed at a proper response to the enforcement of
Japan's Money Lending Business Control Law on December 19, 2007 and the standards for self-regulation issued by the Japan
Financial Services Association on the same date, as weli as such factors as requests for interest repayments, which remain at a
high level.

In this environment, the AIFUL Group has been pushing ahead with cost structure reform based on such measures as a
large-scale amalgamation and closure of branches. At the same time, the (Group has been making consistent efforts aimed at
further strengthening its internal control and compliance structures. These efforts include the establishment of the Risk
Management Committee in April 2007 with the aims of preventing risk before it arises and maintaining and improving sound
corporate management, as well as the enhancement of the Compliance Monitoring Department with the intention of
strengthening compliance functions, and the introduction of an executive officer system in June 2007 with the objectives of
speeding up business execution functions and clarifying authority and responsibility. Moreover, AIFUL set up a new Auditor’s
Office in October 2007 as a full-time body to assist with the duties of auditors in order to reinforce auditing functions at
AIFUL Corporation and throughout the AIFUL Group.

Furthermore, in its loan business, the AIFUL Group has made efforts to strengthen the business base through such means as the
revision of screening criteria and a prompt lowering of the ceiling lending rate, as well as the introduction of special purpose
loans, a low interest product that limits the application of funds, as a new product,

As aresult of the foregoing, consolidated loans cutstanding stood at ¥1,730,135 million, down 12.9% compared the end of the
previous fiscal year.

In the credit card business, the number of credit card holders stood at 14.69 million, up 620,000 compared to the end of the
previous fiscal year, while transaction volume rose 18.0% year-on-year to ¥491,173, This was the result of efforts to upgrade
customer service, which included the issue of a diverse range of co-branded cards, including cards with major medical
institutions, distribution companies, and temporary staff agencies, the extension of terms of validity for points, the lowering of
interest rates for cash advances, and the bolstering of security. In the per-item credit business, transaction volume declined by
70.6% year-on-year to ¥9,465 million due to such factors as the further tightening up on member store screening criteria in
view of social problems caused by pernicious sales practices by some vendors. As a result of the foregoing, the balance of
installment receivables fell 10.1% compared to the end of the previous fiscat year to ¥206, 638 million, while customers’
liabilities for acceptances and guarantees fell 6.6% to ¥132,580 miltion (includes ¥73,392 million in loans outstanding and
¥40,612 million in instaliment receivables totaling ¥114,005 million removed from the balance sheet through securitization.).

As a result of the foregoing, the AIFUL Group’s consolidated operating revenue for the first three quarters of the current fiscal
year stood at ¥314,672 million, down 18.2% year-on-year, with operating income up 34.9% to ¥31,609 million, ordinary
income up 34.6% to ¥32,196 million, and net income of ¥30,591 million.

AIFUL's non-consolidated operating revenue amounted to ¥181,465 million, down 22.1% year-on-year, with operating income
up 13.7% to ¥15,294 million, ordinary income up 10.3% to ¥19,517 million, and net income of ¥28,304 million.

Looking to the future, the AIFUL Group will strive even harder than ever to become a corporate group that can earn the trust of
all its stakeholders based on its management philosophy, which is, “Earn the support of the public with sincerity and hard
work.”

II. Qualitative Information Regarding Consolidated Financial Position

1. Changes in Financial Position

Total assets on a consolidated basis declined by ¥178,123 million, or 8.0%, compared to the end of the previous fiscal year to
¥2,036,435 million at the end of the third quarter of the current fiscal year. The reason for the decline was the ¥255,946 million
decline in loans outstanding,

Total liabilities fell by ¥199,628 millicn, cr 10.2%, compared to the end of the previous fiscal year to ¥1,757,785 million. This
was due to such factors as a ¥43,000 million reduction from the redemption of corpcrate bonds and a ¥202,982 mitlion
reduction from a decline in long-term debts.



Net assets rose by ¥21,505 million, or 8.4%, compared to the end of the previous fiscal year to ¥278,649 million due to such
factors as the ¥30,591 million recorded in net income for the first three quarters and the distribution of a ¥7,080 million
surplus.

2. Cash Flows

Cash flow from operating activities increased ¥205,486 million compared to an increase of ¥170,156 million for the same
period last year due to such factors as the decline in receivables outstanding, including loans to customers. Cash flow from
investing activities increased ¥20,949 million, compared to an increase of ¥21,931 million for the same period last year, due to
such factors as an increase in funds with a reduction in short-term receivables. Cash flow from financing activities declined by
¥171,305 million, compared to a decline of ¥134,761 million for the same: period last year, due to such factors as the
redemption of corporate bonds and repayment of debts.

As a result of the foregoing, cash and cash equivalents on a consolidated basis rose ¥55,172 million compared to the end of the
previous fiscal year to ¥182,262 million at the end of the third quarter of the current fiscal year (¥191,735 million for the same
period last year).

III. Qualitative Information Regarding Consolidated Results Forecasts

The results forecasts for the full year are unchanged as the consolidated operating results for the first three quarters of the
current fiscal year show steady progress generally in line with the forecasts published previously on November 13, 2007.

IV. Other

1. Transfers of leading subsidiaries during the fiscal period (transfers of specified None
subsidiaries accompanied by changes in the scope of consolidation):

2. Use of simplified accounting procedures: None

3. Changes in accounting principles in the most recent fiscal year: None




V. Summary of Consolidated Financial Statements for the First Three Quarters of Fiscal 2007

L.

Summary of Consolidated Balance Sheets as of the End of the Third Quarter of Fiscal 2007

(In millions of yen, %)

End of third quarter, End of current quarter Reference:
Category FY2006 (As of Des 3lq2007) Change End of FY2006
(As of Dec. 31, 2006) o (As of Mar. 31, 2007)
Amount Amount Amount % Amount
(Assets)
L Current assets
Cash and cash equivalents 191,813 185,349 (6,463) (3.4) 127,166
Loans 1,991,612 1,656,742 (334,869) | (16.8) 1,912,689
Installment n.:ce.i\fa_bles 195,793 166,025 (29,767) (15.2) 174,923
C“s;"c';‘:;fa;g‘;‘;ﬁ{fggmm 145,682 132,580 (301 | (9.0) 141,929
Deferred tax assets 18,111 18,592 481 2.7 13,770
Other 98,019 69,813 (28,206) | (28.8) 104,802
Allowance for bad debts (270,766) {306,062) (35,295) 13.0 (379,848)
Total current assets 2,370,266 1,923,042 (447,223) (18.9) 2,095,434
II.  Fixed assets
Tangible fixed assets 50,126 42633 (7,493) (149 42,405
Intangible fixed assets 27,840 23,898 (3,941) (14.2) 24,868
Good wili 7,971 2,502 (5,469) (68.6) 3,144
Other 19,868 21,395 1,527 7.7 21,723
Investment and other fixed assets 57,927 46,477 (11,449) (19.8) 51,219
Claims in bankruptcy 34,028 41,867 7,839 23.0 38,988
Other 48,490 32,564 (15,926) (32.8) 39,956
Allowance for bad debts (24,591) (27,953) (3,361) 13.7 (27,725)
Total fixed assets 135,893 113,009 _ (22,884) (16.8) 118,493
ITI. Deferred assets 647 383 (264) (40.8) 631
Total assets 2,506,808 1036435 (470,372) (18.8) 2,214,559
(Liabilities)
I Current liabilities
Acceptances and guarantees 145,682 132,580 (13,101) (5.0) 141,929
Short-term debts 99,680 171,270 71,590 71.8 91,370
Current portion of bonds 44,000 64,000 20,000 455 72,000
Current portion of long-term debts 364,324 297,253 (67,071) (18.4) 332,241
Other 129,705 97,237 (32,467) (25.0% 105,848
Total current liabilities 783,393 762,341 (21,051) (2.7 743,389
II.  Long-term liabilities
Bonds 443,100 389,100 (54,000) (12.2) 424,100
Iﬁong ten;l dlebts ) 680,658 442,556 (238,102) (35.00 610,551
eserve for losses on interest
repayments 103,189 153,982 50,792 49.2 167,153
Other 12,595 9,805 (2,790) (22.2) 12,220
Total long-term liabilities 1,239,543 995,443 (244,099) (19.7) 1,214,025
Total liabilities 2,022,936 1,757,785 (265,151) (13.1) 1,957,414
(Net Assets)
I  Sharcholders’ equity
Common stock 83,317 83,317 - - 83,317
Capital surplus 104,125 104,125 - - 104,125
Retained earnings 291,301 85,977 (201,324) (69.1) 66,465
Treasury stock (2,967) {(3,110) (142) 48 (2,968)
Total shareholders’ equity 475717 274,309 (201,467) (42.3) 250,940
II.  Valuation and translation
Bd#"tr:lstments | "
ifferences in valuation of other
marketable securities 6,796 3,427 (3,368) (49.6) 6,536
Loss on deferred hedge (6,036) (4,614) 1,422 (23.6) (5,752)
T a0, nd translation 759 (1,187) (1,946) - 784
IO. Minority interests 7.334 5,526 (1,807) (24.6) 5419
Total net assets 483.871 478,649 (205,221) (42.4) 257,144
Total net assets and liabilities 2,506,808 2,036,435 (470,372) (18.8) 2,214,559




Summary of Consolidated Statements of Income for the First Three Quarters of Fiscal 2007

(In millions of yen, %)

First three quarters,

First three quarters,

Reference: FY 2006

Category FY2006 current fiscal year Change {Apr. 1, 2006 10
(Apr. 1 to Dec. 31, 2006)|(Apr. 1 to Dec. 31, 2007} Mar. 31, 2007)
Amount Amount Amount % Amount
I.  Operating revenue
Interest on loans to customers 346,268 277,309 (68,959) | (19.9) 448,662
Credit card revenue 9,501 11,090 1,588 16.7 12,754
Per-item credit revenue 10,456 5,559 (4,896) | (46.8) 12,998
Credit guarantee revenue 6,958 6,473 (434) (7.0) 9,186
Other 11,667 14,239 2,571 220 15,429
Total operating revenue 384,853 314,672 (70,180) | (18.2) 499,031
II. Operating expenses
Financial expenses 27,479 25,233 (2,245) (8.2) 36,615
Cost of sales 2,032 4,092 2,059 1013 2,829
Operating expenses - other 331,908 253,737 (78,170) | (23.6) 623,387
Total operating expenses 361,420 283,063 (78,357) | (21.7) 662,832
Operating income (loss) 23,432 31,609 8,176 34.9 (163,801)
ITI. Non-operating income 747 708 (39 (5.2) 1,064
IV. Non-operating expenses 254 120 (341 (2.7 354
Ordinary income (loss) 23,925 32,196 8,271 34.6 (163,092)
V. Extraordinary income 3,213 972 (2,240) | (69.7) 3,744
VI. Extraordinary losses
Transfer to allowange I;or bad debts 107,012 0 (107,012) | (100.0) 107,012
Transfer to reserve for losses on
interest repayments 69,312 - (69,312) | (100.0) 69,312
Other 2,057 923 (L134) [ (55.1) 36,589
Total extraordinary losses 178,382 923 (177,459) | (99.5) 212,914
Net income {loss) before taxes (151,243) 32,246 183,490 - (372,262)
Tax expenses 34,797 1,542 _(33,254) | (95.6) 40,529
Gain (loss) on minority interests 374 111 (262) | (70.D (1,540)
Net income (loss) (186,414) 30,591 217,006 - (411,250)




3.

Fiscal 2007 (April 1 — December 31, 2007)

Summary of Consolidated Statements of Change in Shareholders’ Equity for the First Three Quarters of

{In millions of yen)

Shareholders’ equity

Total
Common stock Capital surplus | Retained carnings | Treasury stock shareholders’
equity
Balance at March 31, 2007 83,317 104,125 66,465 (2,968) 250,940
Change during the first three quarters
Distribution of surplus (4,248) (4.248)
Distribution of surplus (2,831) (2,831)
Net income for the quarter 30,591 30,591
Acquisition of treasury stock (142) (142)
(0) 0 0
Total change during the first three
quarters g - - 23,511 (142) 23,369
Balance at Decemnber 31, 2007 83,317 104,125 89,977 (3,110) 274,309
Valuation and translation adjustments
Differences in Total valuation inority i
valuation of other | Deferred hedge p tati Minority interests | Total net assets
marketable gains {losses) an d'trans atlon
securities adjustments
Balance at March 31, 2007 6,536 (5,752) 784 5,419 257,144
Change during the first three quarters
Distribution of surplus - (4,248)
Distribution of surplus — (2,831
Net income for the quarter — 30,591
Acquisition of treasury stock - (142)
Disposal of treasury stock — 0
Net change for the quarter in items
other than sharcholders’ equity (3,109) 1,138 (1,971) 107 (1,864)
:l‘l’a‘:'tefs‘““gc during the first three (3,109) 1,138 (1,971 107 21,505
Balance at December 31, 2007 3,427 {4,614 (1,187) 5,526 278,649




Summary of Consolidated Statements of Cash Flows for the First Three Quarters of Fiscal 2007

(In millions of yen

First three quarters, First three quarters, Reference: FY2006
FY2006 current fiscal year (Apr. 1, 2006 10
{Apr. 1to Dec. 31, 2006) [ (Apr. 1 to Dec. 31, 2007) Mar. 31, 2007)
Category Amount Amount Amount
I. Cash flow from operating activities
Net income (loss) before taxes (151,243) 32,246 (372,262)
Depreciation expenses 9,724 8,414 13,122
{ncrcase (gecrease) in allowantge fior bad debts 123,643 (73,557) 235,857
ncrease (decrease) in reserve for losses on
Tase (C repayn{ems 82,115 (13,170) 146,078
Decrease (increase) in loans 1o customers 132,404 255,946 211,327
Decrease (increase) in installment receivables 13,790 8.896 34,661
Other _ {(3821) (1,241) 14,374
Subtotal 206,613 217,533 283,160
Payments for corporate and other taxes (36,680) (12,416) (32,843)
Other 224 369 242
Cash flow from cperating activities 170,156 205,486 250,558
I1. Cash flow from investing activities
Funds used for purchase of tangible fixed assets (6,327) (9,781) (11,268)
Decrease (increase) in short-term receivables 25,004 29,990 20,028
Other 3,235 739 4,739
Cash flow from investing activities 21,931 20,949 13,498
III. Cash flow from financing activities
Increase in short-term debts 642,690 493,580 746,500
Repayment of short-term debts (656,210) (413,680} {768,330)
Increase in long-term debts 276,336 64,800 374,710
Repayments of long-term debts (375,399) (267,783) (575,964)
Increase {(decrease) in corporate bonds 57,321 — 67,194
Redemption of corporate bonds (81,000) (43,000) (82,000)
Other 1,499 (5,222) (33,500)
Cash flow from financing activities (134,761) (171,305) (271,350)
IV. Effect of exchange rate changes on cash and 31 4 45
cash equivalents -
Y. lnc1.'ease (decrease) in cash and cash 57,3¢8 55,172 (7,287
equivalents
5 n
VL Eah_mc_e of cash :'md cash equivalents at the 134,376 127,089 134,376
eginning of period
V11.Balance of cash and cash equivalents at the 191,735 182,262 127,089

end of period




VI. Consolidated Results of Operations for the First Three Quarters of Fiscal 2007

1. Operating Revenue

{In millions of yen, %)

Period

First three quarters,

First three quarters,

Reference: FY2006

FY2006 current fiscal year {Apr. 1, 2006 to
Ttem {Apr. 1to Dec. 31, 2006) | (Apr. 1 to Dec. 31, 2007) Mar. 31, 2007)
Amount % Amount % Amount %
Interest on loans to customers 346,268 90.0 277,309 88.1 448,662 89.9
Unsecured loans 288,701 75.0 234,367 74.5 374,839 75.1
Secured loans 34,040 8.9 24,805 7.9 43,575 8.7
Small business loans 23,526 6.1 18,135 58 30,247 6.1
Credit card revenue 9,501 25 11,090 3.5 12,754 26
Per-item credit revenue 10,456 2.7 5,559 1.8 12,998 2.6
Credit guarantee revenue 6,958 1.8 6,473 2.1 9,186 1.8
Other financial revenue 56 0.0 305 0.1 229 0.0
Other operating revenue 11,611 3.0 13,933 4.4 15,200 3.1
Collection of purchased claims 2,675 0.7 4,934 1.6 3725 08
Revenue from operational investment securities 497 0.1 440 0.1 527 0.1
Other 8,438 22 8,557 2.7 10,947 22
Total 384.853 100.0 314,672 100.0 499.031 100.0
Note: “Other” included in other operating revenue includes bad debt write-off recovery and card membership fees.
2. Other Operating Indicators
: End of third quarter, Reference:
- period FY2006 Endofcurent quaner | g of Y2006
(As of Dec. 31, 2006) i (As of Mar. 31, 2007}
Total amount of loans outstanding (millions of yen) 2,067,134 1,730,135 1,985,263
Unsecured loans 1,595,554 1,329,441 1,537,904
Secured loans 309,761 255,755 291,716
Small business loans 161,818 144,939 155,642
Number of customer accounts 3,660,172 3,165,518 3,547,633
Unsecured loans 3,471,298 3,002,372 3,366,873
Secured loans 92,352 77,378 87,384
Small business loans 96,522 85,768 93,376
Number of branches 2,629 1,217 2,307
Staffed branches 687 229 364
Unstaffed branches 1,942 988 1,943
Number of automatic loan-contracting machines 2,165 1,101 1,872
Number of loan application processing machines 310 39 304
Number of ATMs 166,474 164,727 167,238
Company-owned 2,285 1,204 1,998
Partner-owned 164,189 163,523 165,240
Number of employees 6,702 5,233 6,477

Notes: Total amount of loans outstanding and the number of customer accounts do not include loans and customer accounts related to ¢laims
in bankruptcy. Furthermore, off-balance sheet loans outstanding from the szcuritization of receivables (75,521 million yen at the end
of the third quarter of the previous fiscal year, 73,392 million yen at the end of the current quarter, and 72,573 million yen at the end

of the previous fiscal year) have been included.
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ATFUL Corporation
Press Release

February 13, 2008
(as amended on the same date)

ATFUL Announces Issuance of New Shares through Third-party Allotment and Issuance of
Euroyen Series A through G Subordinated Zero Coupon Convertible Bonds with Stock
Acquisition Rights Due 2010
(tenkanshasaigata shinkabu yoyakuken-tsuki shasai)

TOKYO - It is hereby notified that AIFUL Corporation (President: Yoshitaka Fukuda) (AIFUL), at a
board meeting held on February 13, 2008, resolved to issue new shares for a capital increase through a
third-party allotment (the “Capital Increase through Third-party Allotment™) (Amount to be paid in:
approximately 50 billion yen) and to issue Euroyen Series A through G Subordinated Zero Coupon
Convertible Bonds with Stock Acquisition Rights Due 2010 (Series A through series G shall be hereinafter
collectively referred to as the “Bonds with Stock Acquisition Rights™) (Amount to be paid in: 70 billion
yen in total) and the outline of (i) the issuance of new shares through the Capital Increase through
Third-party Allotment and (ii) the issuance of the Bonds with Stock Acquisition Rights is as stated below.

Description

1. Details of Financing

1. Purposes of the Capital Increase through Third-party Allotment and Issuance of the Bonds with Stock
Acquisition Rights

The circumstances that surround the Japanese consumer finance industry are becoming more severe, as
represented by the decrease in the loans outstanding due to amendments to the Money Lending Business
Restriction Law, increase in the credit cost and the number of voluntary interest refund claims staying at a
high level.

Under such severe circumstances, the AIFUL Group will ensure an appropriate and stable earnings
structure by taking measures such as reducing the credit cost by tightening its credit standards and
terminating the generation of voluntary interest refund claims by abolishing the voluntary interest payment
zone, as solutions to the current increase of business risk. Further, the AIFUL Group aims to win the
restructuring competition in the industry, to achieve an increase in the top line and expand share in the
market, and once again entering a growth phase.

In order to overcome the current severe circumstances and to enter a “growth phase,” AIFUL decided to
immediately supplement the net assets which decreased due to the substantial accumulation of reserves in
the last fiscal year, to strengthen the financial base and also to acquire capital required for continuous
growth through the financing.

AIFUL believes that strengthening the financial base by way of the financing will reduce financial risk and
expects that its overall credit will be enhanced due to bring about the maintenance of high credit ratings
and, even, improved credit ratings.

AIFUL will improve business efficiency by using the capital acquired through financing in the existing
consumer financing business, while conducting “selection and concentration,” as listed below:

(i) Thorough restructuring of costs and reorganization of the AIFUL Group;
(i) Reduction of credit costs by tightening its credit standards;
(iii) Construction of a new scoring system and development of new products; and

(iv) Promoting diversification in the receivables portfolio.




With respect to promoting diversification in the receivables portfollo, AIFUL will lower the percentage of
high-risk unsecured loans from the current 64% to 50% in the mid-to- -long term and will expand the
business loan, the credit card business, guarantee business, all 6f which are growing. Particularly, AIFUL
will develop and strengthen the corporate finance business, in which AIFUL will be able to make use of the
AIFUL Group’s know-how of granting credit to the AIFUL Group companies as a new motor for the
growth of the AIFUL Group.

AIFUL will steadily implement the measures above, aim to be a corporation which is able to maintain its
ROA at 1.5% or more, and also aim to continuously improve its corporate value.

<The reason AIFUL chose these methods to raise funds>

After considering various financing methods, AIFUL chose to raise funds by (i) the Capital Increase
through Third-party Allotment and (ii) the issuance of the Bonds with Stock Acquisition Rights, for the
following reasons:

- In the Capital Increase through Third-party Allotment, by allotting the new shares to a subsidiary wholly
owned by the President, CEO and Representative Director of AIFUL and his relatives, of which the paid-in
amount is the closing price of February 12, 2008 (without discount), AIFUL will ensure a stronger
commitment to management from its owner/manager.

- By the issuance of the Bonds with Stock Acquisition Rights, AIFUL will raise money from the market
and supplement its capital, and considering the turmoil in the markets resulting from the recent subprime
issue, in order to ensure funds are raised without being affected by investors” demands, AIFUL decided not
to directly offer the Bonds with Stock Acquisition Rights to a wide range of investors at the point of
issuance.

- The Capital Increase through Third-party Allotment will provide an immediate enhancement to the equity
capital. At the same time, by issuing the Bonds with Stock Acquisition Rights with the following
characteristics, it will be possible to raise funds in a highly capital manner:

() Approximately two (2) vears after the date of issue, AIFUL shall compulsorily acquire all the
outstanding Bonds with Stock Acquisition Rights in exchange for common shares of AIFUL.

(ii) The Bonds with Stock Acquisition Rights will be issued under “subordination conditions,” which
provide that the Bonds with Stock Acquisition Rights shall be junior to all current and future
obligations of AIFUL and senior to only the claims of shareholders concerning all classes of
shares held, including preferred shares.

- The Bonds with Stock Acquisition Rights are issued on the condition that AIFUL may, at AIFUL’s
decision, acquire the Bonds with Stock Acquisition Rights in exchange for common shares of AIFUL at
any time about two months after the payment date at the discretion of AIFUL. If there are any
outstanding Bonds with Stock Acquisition Rights of which stock acquisition rights have not yet been
exercised as at approximately two (2) years after the issuance of the Bonds with Stock Acquisition Rights,
all the relevant common shares of AIFUL will be diluted at that time. However, AIFUL can exercise
stock acquisition rights several times (up to a maximum of seven (7) times) after considering market
environments and its share price trend, so that comman shares of AIFUL may be diluted at different times.

- Since the Bonds with Stock Acquisition Rights are issued with no coupon, the funds will be raised at low
cost.

Nomura International plc is scheduled to purchase and underwrite the Bonds with Stock Acquisition Rights
in the full amount and sefl such Bonds with Stock Acquisition Rights in the full amount to Leap Ltd.,
which is a foreign special purpose company (a Cayman Islands corporation; “Leap”). Meanwhile, Leap
is scheduled to issue the bonds titled “the bonds that are exchangeable with the shares of AIFUL” (the
aggregate face amount: 70 billion yen) (the “Exchangeable Bonds™), which will be secured by the Bonds
with Stock Acquisition Rights, and Nomura Securities Co., Ltd. is scheduled to purchase such
Exchangeable Bonds in the full amount,




2. Amount of Funds to be Raised and Use of Proceeds” . -..-.-.

(1) Amount of funds to be raised {estimated proceé-d's',‘ é;ﬁgar deduction of éOSts) '

@

3

C))

(1)

@

119,315,040,000 yen

Details of use of fund_s to be raised

The entire amount described in (1) above (119,315,040,000 yen; estimated proceeds after
deduction of costs) is scheduled to be applied to the working capital of AIFUL for uses such as
loans.

Scheduled date of expenditure of the funds to be raised
Fiscal year ending March 2008 and fiscal year ending March 2009

Rationale for the use of funds to be raised

Since AIFUL aims to continuously expand the business of the AIFUL Group and to enter a
“growth phase” in the future, in order to establish the system in which the measures described in
“1. Purposes of the Capital Increase through Third-party Allotment and Issuance of the Bonds
with Stock Acquisition Rights” above may be steadily carried out, AIFUL considers that it is
reasonable to supplement the working capital.

Business Results and Equity Finance for the Past Three Yeurs

Consolidated business results for the past three years

(In millions of yen, except where noted

Fiscal year FY March 2005. | FY March 2006 | FY March 2007
Net sales 518,416 549,547 499,031
Operating income (loss) 134,716 125,116 (163,801
Ordinary income (loss) 135,294 126,964 (163,092)
Net income (loss) 75,723 65,827 (411,250
Net income (loss) per share (yen) 800.36 464.84 (2,903.85
Dividends per share (yen) 60.00 60.00 60.00
(Interim dividends per share) (ven) (30.00) (30.00) (30.00)
Shareholders’ equity per share (yen) 6,538.03 4,813.45 1,777.44

Number of outstanding shares and dilutive shares at present

(As of January 31, 2008
Ratio to the number of
Type Number of shares outstanding shares

glga%::gate number of outstanding 142,035,000 100%
Number of dilutive shares at the .
initial conversion price 229,800 0.4%
Number of dilutive shares at the i y
minimum conversion price w70
Number of dilutive shares at the ) y
maximum conversion price 0

Note: The above dilutive shares are all those which will be issued as a result of stock option
exercises.
The exercise price of the stock option is predetermined and is subject to amendment.




(3) Number of outstanding shares and dilutive shares after the equity finance nder this transaction

] ' Ratio to the number of

Type Number of shares outstanding shares
Aggregate number of outstanding 167,475,000 100%
shares
Nlllr.nber of (mutw_e shares at the 36,135,090 21.6%
initial conversion price
Nyrpber of dllut}ve spares at the 71,740,380 42.8%
minimum conversion price
Nurr}ber of dllutl.ve sl}a.res at the 18,332,445 10.9%
maximum conversion price

Note: The figures above are those obtained by reflecting the number of new shares to be issued
through the Capital Increase through Third-party Allotment and the number of dilutive
shares to be issued at the initial conversion price, the minimum conversion price and the
maximum conversion price, respectively, pertaining to the Bonds with Stock Acquisition
Rights to the figures in 3(2) above.

(4) Recent Share Prices
(i) For the past three years

(in yen)

FY March 2006 FY March 2007 FY March 2008
Opening 8,480 7,850 3,720
High 10,650 8,630 4,110
Low 7,100 2,750 1,422
Closing 7,790 3,650 1,966

Note: The share prices for the fiscal year 2008 listed above are the prices as of February 12, 2008.

(i) For the past six months

(in yen)
September, October, November, | December, January, February,
2007 2007 2007 2007 2008 2008
Opening 2,330 1,807 2,665 2,245 1,997 2,235
High 2,350 2,945 2,790 2,500 2,305 2,250
Low 1,422 1,750 1,980 1,892 1,670 1,958
Closing 1,800 2,705 2,165 1,996 2,155 1,966

Note: The share prices for February, 2008 listed above are the prices as of February 12, 2008.

(iii) Most recent share price as of the date of the resolution authorizing the issuance

(in yen)

As of February 12, 2008

QOpening 2,025
High 2,030
Low 1,960
Closing 1,966




(5) Equity Finance under this transaction
Capital Increase through Third-party Allotment

Issue date February 28, 2008

¥49,765,040,000 (issue price: ¥1,966)

Amount of funds 1o be raised {estimated proceeds after deduction of costs)

Number of outs.tandmg shares at the 142,035,000 shares
time of the offering

Number of new shares to be issued
through the capital increase 25,440,000 shares

Aggregate number of outstanding | | <. 1< 060 shares

shares after the offering

Yoshitaka Fukuda
Scheduled share allottee Yamakatsu Co., Ltd.

Bonds with Stock Acquisition Rights
Issue date February 29, 2008
. ¥69,550,000,000

Amount of funds to be raised (estimated proceeds after deduction of costs)
Number of outstanding shares at the 142,035,000 shares

time of the offering

Number of dilutive shares to be issued | Number of dilutive shares at the initial conversion price
by the offering (¥1,966): 35,605,290 shares

Number of dilutive shares at the minimum conversion
price: 72,210,580 shares

Number of dilutive shares at the maximum conversion
price: 17,802,645 shares

Scheduled purchaser Through Nomura International ple, which will purchase
and underwrite the Bonds with Stock Acquisition Rights
in the full amount, the full amount is to be sold to Leap,
an offshore special purpose company.

(6) Equity Finance for the Past Three Years
Not Applicable.

4, Major Shareholders and their Shareholding Ratio

Before the issuance (as of September 30, 2007) After the issuance

Yoshitaka Fukuda 19.73% | Yoshitaka Fukuda 22.81%
Yamakatsu Co., Ltd. 9.40% | Yamakatsu Co., Ltd. 17.08%
Marutaka Co., Ltd. 8.64% | Marutaka Co., Ltd. 7.33%
Erio Lease Co,, Ltd. 7.18% ! Erio Lease Co., Ltd. 6.09%
Mel](?n Bank NA Treaty Client 6.77% Mellgn Bank NA Treaty Client 5.74%
Omnibus Omnibus

BNY GCM CLIENT ACCOUNT 3.18% BNY GCM CLIENT ACCOUNT 2 69%
JPRD AC ISG (FE-AC) %791 IPRD AC ISG (FE-AC) D70
Yasutaka Fukuda 2.56% | Yasutaka Fukuda 2.17%
The Bank of New York, Treaty 2.15% The Bank of New York, Treaty 1.82%
JASDEC Account 2721 JASDEC Account aro




The Chase Manhattan Bank NA 1.91% The Chase Manhattan Bank NA 1.62%

London London
CBNY-UMB FUNDS 1.70% { CBNY-UMB FUNDS 1.44%

Note: Yamakatsu Co., Ltd. will be a major shareholder of AIFUL upon the payment date. For details,
please refer to the press release “AIFUL adds Major Shareholder” dated February 13, 2008.

5. Expected Impact on Business Results

As the Bonds with Stock Acquisition Rights will be issued as zero-coupon bonds, which will not impose a
new interest burden, these financings, including the Capital Increase through Third-party Allotment, will
have no impact on the business results for the current fiscal year.

6. Reasonableness of Conditions of Issuance, ete.
(1) Rationale for judgment that the conditions of issuance are reasonable

The amount to be paid through the Third-Party Allotinent shall be the closing price (no discount)
on February 12, 2008.

The Bonds with Stock Acquisition Rights have the following features:

(i) subject to a mandatory acquisition clause under which all of the Bonds with Stock
Acquisition Rights outstanding about two years after the payment date shall be mandatorily
acquired in consideration for the ordinary shares of AIFUL;

(ii) subject to an optional acquisition clause under which, at any time about two months after
the payment date at the discretion of AIFUL, part of the Bonds with Stock Acquisition
Rights then outstanding may be optionally acquired in consideration for the ordinary shares
of AIFUL; and

(iii) the conversion price shall be adjusted one year after the payment date in accordance with
market price at the time and thereby conversion may be accelerated.

Based on the above features, after taking into account the liquidity of AIFUL’s shares, volatility of
the share price, credit cost to be borne by the bondholders and other related matters, the conditions
of issuance of the Bonds with Stock Acquisition Rights (discount rate from the market price at the
time of revising the conversion price, amount to be paid, exercisable period, etc.) have been
considered reasonable.

(2) Rationale for judgment that the number of shares to be issued and the level of the dilution of
shares are reasonable

The total number of new shares to be issued through the Third-Party Allotment and the dilutive
shares to be issued with respect to the Bonds with Stock Acquisition Rights will be 43.0% of the
total number of shares outstanding as of February 12, 2008.

As described in “I. 1. Purposes of the Capital Increase through Third-party Allotment and Issuance
of Bonds with Stock Acquisition Rights,” AIFUL believes that the capital increase at an early
stage will further reinforce the financial ground and that improvement of the system to make
AIFUL enter a growth phase again will maximize the corporate value and stock value. Therefore,
the number of shares to be issued and the levet! of the dilution of shares are considered reasonable.

Note: The above ratio was calculated by dividing (i) the sum of the number of shares to be issued
in the case that all the Bonds with Stock Acquisition Rights are exercised at the initial
conversion price and the number of shares to be issued through the Third-Party Allotment,
by (ii) the aggregate number of shares outstanding as of February 12, 2008.




7. Reason for Selecting the Scheduled Share Allottees of the Capital Increase through Third-party
Allotment, the Scheduled Purchaser of the Bonds with Stock Acquisition Rights and the Scheduled
Purchaser of the Exchangeable Bonds, and Other Related Matters

(1) Outline of the Scheduled Share Allottees of the Capital Increase through Third-party Allotment,
the Scheduled Purchaser of the Bonds with Stock Acquisition Rights and the Scheduled Purchaser
of the Exchangeable Bonds

(i)  Scheduled Share Allottees of the Capital Increase through Third-party Allotment
a. Name Yoshitaka Fukuda
b, Address Ukyo-ku, Kyoto
c. Relationship between Capital Number of shares of AIFUL held by Mr
Mr., Fukuda and AIFUL | relationship | Fukuda (as of September 30, 2007):
28,023,247 shares
Business No business transactions.
relationship
Personnel President and CEO of AIFUL
relationship
Related party | Not applicable.
relationship
a, Trade name Yamakatsu Co., Ltd.
b. Content of business Investment business
C. Date of incorporation September 22, 1983
d. Location of 32-7, Matsumuro Nakamizo-cho, Saikyo-ku, Kyoto
headquarters
e, Title and name of Yukiko Fukuda, Representative Director and President
representative
f. Capital stock 99 million yen
g Number of outstanding | 1,980 shares
shares
h. Net asses 4,719 million yen (non-consolidated)
i. Total assets 15,535 million yen (non-consolidated)
i. Fiscal year end March 31
k. Number of employees 3 (non-consolidated)
1. Major business partners { none
m. | Major shareholders and | Adotaimu Co., Ltd. : 100%
its shareholding ratio Adotaimu Co., Ltd. is wholly owned by a family member of
Yoshitaka Fukuda, the President and CEO of AIFUL.
n. Major transaction banks | Not applicable.
0. Relationship between Capital Number of shares of Yamakatsu Co., Ltd. held
‘Yamakatsu Co., Ltd. and | relationship | by AIFUL: none
AIFUL Number of shares of AIFUL held by
Yamakatsu Co., Ltd. (as of September 30,
2007): 13,351,500 shares
Business No business transactions.
relationship
Personnel Yoshitaka Fukuda, the President and CEO of
relationship | AIFUL serves as a Director, his spouse serves
as a Representative Director and President, and
Yasutaka Fukuda, the Executive Officer of
AIFUL serves as a Corporate Auditor.




Related party
relationship

Not applicable.

Note: With respect to the policy for holding shares of AIFUL, there is no agreement concerning
new shares to be allotted, continuous holding or deposit; provided, however, that AIFUL has
obtained an informal consent from the schedulzd share allottees described above that if the
scheduled share allottees assign all or part of the new shares to be allotted within two (2)
years of the issue date of such new shares to be allotted (February 28, 2008), such scheduled
share allottees will immediately report to AIFUL, in writing, of the name and address of the
assignee, the number of shares assigned, the date of assignment, the assignment price, the
reason for assignment and the method for assignment.

(i) Scheduled purchaser of the Bonds with Stock Acquisition Rights

Name Leap Ltd.
Bonds with Stock Acquisition Rights (par Euroyen Series A through G Subordinated Zero
value) Coupon Convertible Bonds with Stock
Acquisition Rights Due 2010
(70 billion yen par value)
QOutline of Address PO Box 1093, Queensgate House, George
Leap Ltd. Town, Grand Cayman, Cayman Islands
Name of representative Eric Rodriguez, Director
Content of business Acquisition, holding, investment, sale or other
disposal of securities
Major shareholder and its Maples Finance Limited 100%
shareholding ratio
Relationship | Capital Number of Not applicable.
between relationship | shares of Leap
Leap Ltd. Ltd. held by
and AIFUL AJFUL
Number of Not applicable.
shares of AIFUL
held by Leap
Ltd.
Business relationship Not applicable.
Personnel relationship Not applicable.

(iii) Scheduled Purchaser of the Bonds with Sock Acquisition Rights

Trade name

Nomura Securities Co., Ltd.

Content of business

Financial instruments business

Date of incorporation

May 7, 2001

Location of headquarter

9-1, Nihonbashi 1-chome, Chuo-ku, Tekyo

Title and name of

Nobuyuki Koga, President and Chief Executive Officer

representative

Capital stock 10,000 million yen

Number of outstanding shares | 201,410 shares

Net assets 841,922 million ven (non-consolidated)
Total assets 11,759,327 million yen {non-consolidated)

Fiscal year end

March 31

Number of employees

11,891 (non-consolidated)

Major business partners

Investors and issuers

Major shareholders and their
shareholding ratio

Nomura Holdings, {nc. 100%

Major transaction banks

Sumitomo Mitsui Banking Corporation, Mizuho Bank, Ltd.,
The Bank of Tokyo-Mitsubishi UFJ, Ltd., Resona Bank,
Limited., Mitsubishi UFJ Trust and Banking Corporation, and
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The Norinchukin Bank
Number of shares of AIFUL held by the
. scheduled purchaser (as of September 30,
Capital | 2007): 118,650 shares
P | Number of shares of the scheduled purchaser

Relationship between the held by AIFUL: none
scheduled purchaser and Business Lead .
AIFUL relationship ad manage

Personnet .

relationship Not applicable.

Related party .

relationship Not applicable.
Business results for the past
three years
Fiscal year March 2005 March 2006 March 2007
Operating revenue (million 571.830 842612 770.358
yen) * H ¥
Oe];;‘a““g income (million 175,085 386,130 266,507
Ordinary income (million yen) 117,302 386,153 266,699
Net income (mitlion yen) 103,509 232,028 150,702
Net income per share (yen) 513,919.86 1,152,015.42 748,233.51
Dividends per share (yen) 475,000 450,000 1,000,000
(S;a;;’h"lders equity per share 3,785,032 4,462,051 4,770,995

Reason for Selecting the Scheduled Share Allottees of the Capital Increase through Third-party
Allotment and the Scheduled Purchaser of the Exchangeable Bonds

In order to implement the measures described in “I. 1. Purposes of the Capital Increase through
Third-party Allotment and Issuance of Bonds with Stock Acquisition Rights,” the President and
CEO of AIFUL, the top management, and a wholly-owned subsidiary of a corporation which is
wholly owned by a family member of the President and CEO of AIFUL are determined to be the
scheduled share allottees.

AIFUL determined to issue the Bonds with Stock Acquisition Rights on condition that Nomura
Securities Co., Ltd. purchases the entire amount of the Exchangeable Bonds, taking into
consideration that Nomura Securities Co., Ltd. is a lead manager of AIFUL, that it combines high
ability of product development and of proposition to provide the scheme satisfying the needs of
AIFUL, and other factors comprehensively.

Policy of the Scheduled Share Allottees of the Capital Increase through Third-party Allotment, the
Scheduled Purchaser of the Bonds with Stock Acquisition Rights and the Scheduled Purchaser of
the Exchangeable Bonds for Holding Shares of AIFUL

The scheduled share allotees of the Capital Increase through Third-party Allotment including the
President and CEO of AIFUL basically intend to hold the shares for the long-term.

Leap Ltd., the scheduled purchaser of the Bonds with Stock Acquisition Rights, will issue the
Exchangeable Bonds secured by the Bonds with Stock Acquisition Rights, and Nomura Securities
Co., Ltd. is expected to purchase the entire amount of such Exchangeable Bonds.

Nomura Securities Co., Ltd., the scheduled purchaser of the Exchangeable Bonds, will
appropriately sell the shares of AIFUL which Nomura Securities Co., Ltd. will receive as a result
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of exchange of or in consideration for acquisition of the Exchangeable Bonds on a timely-basis,
and may also sell the Exchangeable Bonds.

II. Outline of the Capital Increase through Third-party Allotment

1. Class and number of the new 25,440 000 shares of common stock of AIFUL
shares to be issued:

2. Amount to be paid: 1,966 yen per share
3. Total amount to be paid: 50,015,040,000 ven

4,  Amounts of stated capital and Amount of stated capital to be increased: 25,007,52,000 yen (983
capital reserve to be increased:  yen per share)

Amount of capital reserve to be increased: 25,007,520,000 yen (983

yen per share)
5. Allottees and number of shares Yoshitaka Fukuda: 10,180,000 shares
o be allotted: Yamakatsu Co., Ltd.: 15,260,000 shares
6. Subscription period: From February 26, 2008 (Tuesday) to February 27, 2008
(Wednesday)
7. Payment date: February 28, 2008 (Thursday)

8. Unit of shares for subscription: 50 shares

8. Each of the above items shall be subject to the effectiveness of securities registration under the
Financial Instruments and Exchange Law.

III. [Omitted; the information contained in the following section which is material to an investment
decision is substantially contained in the Offering Circular (Exhibit 5).]

AIFUL Corporation
Headquarters:  381-1, Takasago-cho, Gojo-Agaru,
Karasuma-Dori, Shimogyo-ku, Kyoto
President: Yoshitaka Fukuda
Stock code: 8515
Exchanges: TSE 1st Section; OSE 1st Section
Fiscal year: Ending March 31

Inquiries: Kenichi Kayama, General Manager,
Public Relations Department
Telephone: (03) 4503-6050 (Public Relations)

(03) 4503-6100 (Investor Relations)
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AIFUL Corporation
Press Release

February 13, 2008
AIFUL Adds Major Sharcholder

KYOTO — AIFUL Corporation has announced that Yamakatsu Co., is expected to become a
major sharcholder in AIFUL with the issue of new shares under the third party placement
resolved at the meeting of the board of directors held on February 13, 2008,

1. Background to change

15,260,000 of the 25,440,000 new shares to be issued under the third party placement will be
allotted to Yamakatsu Co. As a result, this company’s sharcholding will increase, and it is
expected to become a major sharcholder.

2. Profile of sharcholder

(a) Name: Yamakatsu Co.

(b) Head office: 32-7 Matsumuro-Nakamizo-cho, Nishikyo-ku, Kyoto, Japan
(c) Representative: Yukiko Fukuda, President and CEO

(d) Main business: Investment

3. Shareholder details (number of voting rights and percentage of all voting rights)

Shareholding Percentage of all Rank as major
{No. of voting nghis) | voling rights* sharcholder
Before change (as of | 13,351,500 shares 9.43% 2™
September 30, 2007) {267,030 voting
rights)
After change 28.611.500 shares 17.13% 2™
(572,230 voling
rights)

Note: Number of shares without voting rights deducted from total number of shares issued: 493,050 shares
Total number of share issued as of September 30, 2007: 142,035,000 shares

4. Scheduled date of change: February 28, 2008

5. Future outlook
It has been ascertained that long-term shareholding is the basic inteation of the sharcholder

AIFUL Corporation
Headquarters:  381-1 Takasago-cho, Gojo-Agaru,
Karasuma-Dori, Slmmogyo-ku, Kvoto

President: Yoshitako Fukuda

Stock code: 8515

Exchanges: TSE Ist Section; OSE 151 Section

Fiscal vear: Ending March 31

inquiries: Kenichi Kavama, General Manager,
Public Relations Departiment

Telephone: (03) 4503-6030 (Public Relations}

(03) 4503-6100 (Investor Relations)




AIFUL Corporation
Press Release

February 18, 2008

AIFUL Announces Organizational Changes, Appointment and
Changes in Responsibilities of Executive Officers, and Personnel Transfers

KYOTO — AIFUL Corporation has announced the following organizational changes, appointment and
changes in the responsibilities of executive officers, and personnel transfers, effective April 1. 2008,

1. Organizational Changes (Refer to Organization Chart Attached)

(1) Organizational Change in Management Planning Division
The Marketing Department, which has been conducting scoring construction and group brand strategy
as an independent organization, will be transferred under the Management Planning Division.
As a result, the Management Planning Division will consist of three departments: the
Management Planning Depariment, the Corperate Management Department, and the Marketing
Departimen.

(2) Organizational Change in Credit Management Division
In order 1o strengihen control and management in the Credit Management Division, a new Credit
Management Planning and Promotion Depariment will be ¢stablished in the Credit Management
Division.

As a result, the Credit Management Division will consist of seven departmenis: the East Japan
Counscling Center, the West Japan Counseling Center, the East Japan Loan Recovery Department,
the West Japan Loan Recovery Department, the Secured Loan Management Depantment, the
Assistance Center, and the Credit Management Planning and Promotion Department.

(3) Organizational Change in Personnel Division
The name of the Training Department will be changed to the Human Resources Development
Department in conjunction with the introduction of the new (raining system.

(4) Organizational Change in Information Systems Division
The Next Generation Systems Office in the Information Systems Division will close because the basic
system planning and construction release target for the AIFUL Group overall has been met.

(3) Closure of Finance Division
The Finance Division will be eliminated because the Finance Department is the only depaniment
under the division.



2. Appointment of Ex

ecutive Officer

Name

New areas of responsibility

Former areas of responsibility

Masayuki Sato

Director

Executive Officer overseeing Business
Development Department

General Manager, Business
Development Departiment

(Senior Managing Director,

LIFE Co.. Ltd.)

Director
(Senior Managing Director,
LIFE Co., Ltd.)

3. Changes to the Res

ponsibilities of Executive Officers

Name

New areas of responsibility

Former areas of responsibility

Shintaro Hashima

Director

Managing Executive Officer
Scnior General Manager,
Information Systems Division,
concurrently overseeing Legal
Department and Compliance
Monitoring Depariment

Director

Managing Executive Officer
Senior General Manager.
Information Systems Division,
concurrently overseeing General
Affairs Department and Legal
Department

Tsunco Sakai

Director

Managing Exccutive Officer overseeing
Public Relations Department,
Coordination Department, Guarantee
Business Depantment and Investor
Relations Office

General Manager, Investor Relations
Office

Director

Managing Executive Officer overseeing
Public Relations Department,
Coordination Depariment and Investor
Relations Office

General Manager, Investor Relations
Office

Yoshinobu Takaishi

Director
Managing Executive Officer overseeing
Finance Department

Director

Managing Executive Officer
Senior General Manager, Finance
Division

Masami Munetake

Director

Executive Officer

Senior General Manager, Personnel
Division, concurrently overseeing
Credit Assessment Depantment

Director

Executive Officer

Senior General Manager, Personnel
Division, concurrentlv overseeing
Compliance Monitoring Department

Yasutaka Fukuda

Executive Officer overseeing Finance
Department

Executive Officer
Deputy General Manager, Finance
Division

Yasuo Hotla

Executive Officer overseeing
Accounting Department and General
Affairs Departmem

{President and Represemative Director,

Mantoh K.K.)

Executive Officer overseeing
Accounting Depantment




Akira Takami Executive Officer oversceing Executive Officer oversecing Business
Guarantee Business Departmeni Development Department, Guarantee
(President and Representative Director, | Business Department and Marketing
AGM Research Institute Co., Lid.) Depantment
General Manager, Business
Development Department
(President and Representative Director,
AGM Resecarch Institute Co., Ltd.)
Isao Okada Executive Officer Executive Officer
Deputy General Manager, Deputy General Manager,
Information Systems Division Information Systems Division
General Manager, Information Systems
. Development Department
Itaru Sato Executive Officer overseeing [nternal Executive Officer overseeing Credit
Auditing Department Assessment Depariment and Internal
Auditing Department
General Manager, Credit Assessment
Department

* Marutoh K K. and AGM Research Institute Co.. Ltd. are subsidiaries of AIFUL Corporation.

4. Appointment of General Managers

Name New position
Hidevuki Oka General Manager.
East Japan Counscling Center
Kohei Takekura General Manager,

Kinki Loan Business Depariment

Toshinori Nakagawa

General Manager,
Information Systems Operating
Depariment

5. Personnel Transfers

Name

New Position

Former Position

Hiderm Tokuhisa

General Manager. Internal Auditing
Department

General Manager, Secured Loan
Management Department
General Manager, Assislance Center

Tadahiro Nishida General Manager. Sccured Loan General Manager. Kinki Loan Business
Management Department Department
General Manager, Credit Management
Planning and Promotion Depariment

Shoji Nakavama General Manager, West Japan Loan Gencral Manager. Internal Auditing
Recovery Department Department
General Manager. Assistance Center

Kazushige Yoda General Manager, Management Genceral Manager, Personnel

Planning Dcpariment

Depanment

Katsuyuki Komiva

General Manager, Public Relations
Department

General Manager, West Japan Loan
Recovery Department

Keiichiro Okawa

General Manager, Guarantee Business
Department

General Manager, East Japan
Counseling Center

Shunichi Monivama

General Manager, Credit Assessment
Depariment

General Manager. Guarantee Business
Department




Hisayoshi Asada

General Manager, Information Systems
Developiment Department

General Manager, Next Generation
Svstems Office

Hiroshi Azuma

General Manager, Personnel
Departiment

General Manager, Management
Planning Department

Toshihike Chuma

General Manager, Human Resources
Developient Department

General Manager, Training Department

Kenichi Kayama

General Manager attached to Personnel
Division

General Manager, Public Relations
Department

Katsuhiko Nagasue

Returning to LIFE Co., Lid.

General Manager, Information Sy stems
Operating Department
{Scconded from LIFE Co.. Ltd))

Headquarters

President:
Stock code:
Exchanges:
Fiscal vear:
Inquines:

Telephone:

AIFUL Corporation

381-1 Takasago-cho, Gojo-Agary,
Karasuma-Dori, Shimogyo-ku, Kyoto
Yoshitaka Fukuda

8515

TSE 1st Section; OSE 1st Section
Ending March 31

Kenichi Kavama, General Manager,
Public Relations Department

(03) 4503-6050 (Public Relations)
(03) 4503-6100 (Investor Relations)
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AIFUL Corporation
Press Release

February 235, 2008

AIFUL Announces Changes in Responsibilities of Executive Officers
and New Personnel Appointment

KYOTO — AIFUL Corporation announced today its decision to modify its February 18, 2008
announcement, “AIFUL Announces Organizational Changes, Appointment and Changes in
Responsibilitics of Executive Officers, and Personnel Transfers,” along with a new personnel

appointment.

1. Partial alteration to February 18, 2008 announcement

(1)Before Alleration

Appeintment of Executive Officer (effective April 1, 2008)

Name

New areas of responsibility

Former areas of responsibility

Masavuki Sato

Director

Executive Officer overseeing
Bustiness DPevelopment Department
General Manager, Business
Development Depantment

{Senior Managing Director,

LIFE Co.. Ltd.)

Director
(Senior Managing Director,
LIFE Co., Ltd.)

(2) After Alteration

Appointment of Executive Officer (effective April 1, 2008)

Name

New arcas of responsibility

Former areas of rcsponsibility

Masavuki Sato

Director

Executive Officer overseeing
Business Development Department
(Senior Managing Director,

LIFE Co.. Ltd)

Director
(Senior Managing Dircctor,
LIFE Co., Ltd.)

2. Appointment of a General Manager (effective April 1, 2008)

Name

New position

Yasuhiko Hashimoto

General Manager, Business
Development Department
(Seconded from LIFE Co.. Ltd)

Headquarters:

President:
Stock code:
Exchanges:
Fiscal vear:
Inquinies:

Telephone:

AIFUL Corporation

381-1 Takasago-cho, Gojo-Agaru,
Karasuma-Don, Shimogyo-ku, Kvoto
Yoshitaka Fukuda

8315

‘TSE 1st Section; OSE st Section
Ending March 31

Kenichi Kavama, General Manager,
Public Relations Department

(03) 4503-6030 (Public Relations)
(03) 4503-6100 (Investor Relations)




AIFUL Carporation

Press Release
February 28, 2008

AIFUL Announces Change in Major Sharcholder
upon Completion of New Share Issuance through Third-party Allocation

KYOTO — AIFUL Corporation has announced that the intended third party subscription was carried out
for all of the sharcs in the issuance of stock through a third-party allocation that was approved at a
shareholders’ meeting held on February 13, 2008 (hereinafter, “third-party allocation™), and that payment
proccdures were completed today. As a result, Yamakatsu Co. became a major shareholder of the
company, as described below.

1. Reason for change

Of the 25,440,000 new shares issued through the third-party allocation, 15,260,000 shares were allotted
to Yamakatsu Co. As a result, Yamakatsu's equity stake increased so that it became a major sharcholder.

2. Profile of new major sharcholder

(a) Name: Yamakatsu Co.

{b) Head offtce: 32-7 Matsumuro-Nakamizo-cho, Nishikyo-ku, Kyoto, Japan
(c) Representative: Yukiko Fukuda, President and CEO

{d) Main business: Investment operations

3. Shareholder details (number of voting rights and percentage of all voting rights)

Shareholding Percentage of all voting | Rank as major

(No. of voting rights) rights* sharcholder
Before change (as of | 13,351,500 shares 9.43% 2nd
September 30, 2007) | (267,030 voting rights)
Afier change 28.611,5(X) sharcs 17.13% 2nd

(572,230 voting nghts)

Notes:

Number of shares without voting rights deducted {rom total number of shares: 495,050 shares

Total number of shares issued as of September 30, 2007: 14;7.,035,000 shares

The percentage of the number of voting rights held by shareholders after the change was calculated using the
figure of 3,339,599, which is equivalent to the sum of 2,830,799 sharcholder voting rights as of September 30,
2007 and the 508,800 voting rights pertaining to the increase in shares after the third-party stock allotment. The
number shareholder voting rights as of September 30, 2007 includes three voting rights for stocks registered in
the name of JASDEC.

4. Date of change February 28, 2008
5. Future outlook

It has been ascertained that long-term sharcholding is the basic intention of the sharcholder. This change
in equity stake of the major shareholder has no impact on earnings for this fiscal period.



Refercnce:
Overview of third-party stock allocation and changes in number of outstanding shares and capital

1. Tvpe and number of solicited stock: Common stock: 25,440,000 shares
2, Issue price: 1,966 ven per share
3. Total amount of issue price: 50,015,040,000 yen
4. Increasc in capital and capital reserves:
Increase in capital; 25,007,520,000 ven (983 ven per sharc)
Increase in capital reserves; 25,007,520,000 (983 ven per share)
5. Parties and number of shares allotted: Yoshitaka Fukuda, 10,180,000 shares
Yamakatsu Co. 15,260,000 shares
6. Subscription application period: February 26 (Tucsday) — February 27 (Wednesday'), 2008
7. Paymeni date: February 28, 2008 (Thursday)

Number of outstanding shares before capital increase: 142,035,000 sharcs
Increase in number shares due to capital increase; 25,440,000 shares
Number of outstanding shares after capital increase: 167,475,000 shares

Capital before capital increase: 83,317,025,600 ven
Increase in capital: 25,007,520,000 ven
Capital after capital increase: 108.324,545,600 ven

ATFUL Corporation
Headquarters: 381-1 Takasago-cho, Gojo-Agaru,
Karasuma-Dori, Shimogyo-ku, Kyvoto

President: Yoshitaka Fukuda

Stock code: 8515

Exchanges: TSE 1st Section, OSE 1st Section

Fiscal vear: Ending March 31

Inquiries: Kenichi Kavama, General Manager, Public
Relations Department

Telephone: (03) 4503-6650 (Public Relations)

(03) 4503-6100 (Investor Relations)




ATIFUL Corporation
Press Release

February 29, 2008

ATFUL Announces Completion of Payment for Euroyen Series A through G Subordinated Zero
Coupon Convertible Bonds with Stock Acquisition Rights Due 2010
(tenkanshasaigata shinkabu yoyakuken-tsuki shasai)

TOKYO - AIFUL Corporation (President: Yoshitaka Fukuda) (AIFUL) announces that the payment
for the issuance of Euroyen Series A through G Subordinated Zero Coupon Convertible Bonds with
Stock Acquisition Rights Due 2010 (Series A through series G shall be hereinafter collectively
referred to as the “Bonds with Stock Acquisition Rights™)} (Amount to be paid in: 70 billion yen in total),
a resolution for which issuance was passed at a board meeting of AIFUL held on February 13, 2008, has
been completed today.

For details of the Bonds with Stock Acquisition Rights, please refer to the press release “AIFUL
Announces Issuance of New Shares through Third-party Allotment and Issuance of Euroyen Series A
through G Subordinated Zero Coupon Convertible Bonds with Stock Acquisition Rights Due 2010
(tenkanshasaigata shinkabu yoyakuken-tsuki shasai)” dated February 13, 2008.

AIFUL Corporation
Headquarters:  381-1, Takasago-cho, Gojo-Agaru,
Karasuma-Dori, Shimogyo-ku, Kyoto
President: Yoshitaka Fukuda
Stock code: 8515
Exchanges: TSE 1st Section; OSE 1st Section
Fiscal year: Ending March 31

Inquiries: Kenichi Kayama, General Manager,
Public Relations Department
Telephone: (03) 4503-6050 (Public Relations)

(03) 4503-6100 (Investor Relations)
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