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Better Together

Given the challenges that we faced in fiscal year 2006, it was imperative that we draw upon our collective strengths.
We have many-our proud heritage, our talented people, our specialized skills, our unwavering determination.
We pulled together in new ways with a shared goal of serving the needs of all our stakeholders.
Throughout the year, we were confronted with a challenging market environment and had to make difficult
decisions to position ourselves for long-term growth. We continued to develop and deliver innovative products,
services and solutions by focusing on our customers, working across our businesses and
collaborating with our partners. The events and activities highlighted in this report exemplify
Shinsei Bank’s potential when we work together. They show how we can be “Better Together.”



Customers

At Shinsei the customer experience is of paramount importance.

Our value proposition is to understand our customers’ needs so

that we can provide them with the most appropriate solutions.

In Institutional Banking this means that our relationship managers and
product specialists must work together to obtain in-depth knowledge of
our customers’ businesses and the market environment. In Consumer
and Commercial Finance we work closely with our merchant network
to satisfy not only their own business needs but also the needs of their
individual customers. Our Retail Banking business continues to lead the
way with innovative products and services delivered through convenient
channels to empower customers to choose how they want to do
business with us.

Businesses

We serve a broad range of customers through our three strategic
business pillars: Institutional Banking, Consumer and Commercial
Finance and Retail Banking. Though each business pillar retains specialist
expertise tailored to specific customer and market segments, there

is enormous added value to be gained by combining those skills to
capitalize on new business opportunities that transcend a single market
or to take advantage of cross-selling opportunities among businesses.

As a result, we are actively engaged in identifying such opportunities

and generating new sources of revenue.

Partners

We are a different kind of bank which primarily focuses on profitable

and sustainable growth rather than size or market share. For this reason,
partnerships play a fundamental role in the development of our business
and are a key contributor to our success. We partner with regional banks
and local financial institutions to expand our reach and deliver better
products and services to customers. We actively partner with
value-adding institutions that enable us to expand our businesses

both in Japan and overseas. Of utmost importance, we partner with
organizations which allow us to give back to the communities in which
we operate to promote a sustainable environment for all our stakeholders.



Profile (Consolidated) (As of March 31, 2007)

Establishment December 1952
Total Assets ¥10,837.6 billion
Loans and Bills Discounted ¥5,146.3 billion
Securities ¥1,854.6 billion
Deposits, including Negotiable Certificates of Deposit ¥5,420.9 billion
Debentures ¥703.2 billion
Total Equity ¥933.2 billion
Total Capital Adequacy Ratio 13.1%

Tier | Capital Ratio 8.1%
Number of Employees:

Shinsei Bank 2,248
5,364

Shinsei Bank and consolidated subsidiaries

Branches:
Domestic ranches, including Head Office; 9 Annexes
Overseas 1 Branch; 1 Representative Office
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Financial Highlights

Shinsei Bank, Limited, and Consolidated Subsidiaries
For the fiscal years ended March 31, 2006 and 2007 (!

Millions of

Billions of yen U.S. dollars @
For the fiscal years ended March 31, 2006 2007 2007
For the year:
Net interest income ¥ 822 ¥ 954 $ 8108
Net fees and commissions 45.4 46.4 394.4
Net trading income 27.5 17.8 151.2
Net other business income 118.0 96.6 820.4
Total revenue 273.4 256.3 2,176.8
Net income (loss) 76.0 (60.9) (517.8)
Cash basis net income () 101.9 35.3 299.8
Balances at year-end:
Loans and bills discounted ¥4,087.5 ¥ 5,146.3 $43,694.2
Total assets 9,405.0 10,837.6 92,016.3
Deposits, including negotiable certificates of deposit 4,071.7 5,420.9 46,025.9
Debentures 1,018.9 703.2 5,971.3
Total liabilities 8,287.8 9,904.4 84,092.6
Total equity (4) 855.3 933.2 7.923.7
Total liabilities and equity 9,405.0 10,837.6 92,016.3
Per share data: Yen U.S. dollars
Common equity 4) ¥380.20 ¥308.60 $ 2.62
Fully diluted equity (4) 421.62 355.09 3.01
Basic net income (loss) 53.16 (45.92) (0.39)
Diluted net income (9 37.75 — —_
Dividends paid per common share 2.96 2.66 0.02
Cash basis per share data: Yen U.S. dollars
Basic net income ¥ 72.16 ¥ 23.82 $ 0.20
Diluted net income 50.565 18.41 0.16
Ratios: % %
Return on assets (6) 0.8 (0.6)
Return on equity (fully diluted) (4X7) 9.3 (8.1)
Tier | capital ratio 10.3 8.1
Total capital adequacy ratio 15.5 13.1

Notes:

(1) Since all yen figures have been truncated rather than rounded, the totals do not necessarily agree with the sum of the individual

amounts. U.S. dollar figures and ratios have been rounded.

(2) Unless otherwise specified, dollar figures in this annual report refer to U.S. currency and are presented solely for the readers’
convenience. U.S. dollar figures are translated at ¥117.78=U.S.$1.00, the rate of exchange prevailing on the Tokyo Foreign

Exchange Market on March 31, 2007.

(3) Cash basis net income is calculated by excluding impairment and amortization of goodwill and intangible assets, net of tax
benefit, from net income (loss) under Japanese Generally Accepted Accounting Principles.

(4) In December 2006, the Accounting Standards Board of Japan published a new accounting standard for the presentation of
shareholders’ equity which is effective for fiscal years ended on or after May 1, 2006. Under this accounting standard, certain

items which were previously presented outside of shareholders’ equity are now presented as components of equity.
Fully diluted shareholders equity per share is calculated by dividing shareholders’ equity at the end of the periods presented by

(5

the number of common shares that would have been outstanding had all securities convertible into or exercisable for common
shares been converted or exercised with an applicable conversion or exercise price within the predetermined range at the end

of the period.

(6) Return on assets is calculated by dividing net income (loss) by the average of total assets at the beginning and end of the

period presented.
(7

and end of the period presented.

Return on equity (fully diluted) is calculated by dividing net income (loss) by the average of fully diluted equity at the beginning



Summary of Events

2000

2001

2002

2003

2004

2005

2006

2007

March
June

May
June
February

April
September

December
February
April

June

July

August
September

March
May
June

August
February
March

July

August
October
November
December

February

March

Launched as an innovative Japanese bank under new management and new ownership
Changed name from The Long-Term Credit Bank of Japan, Limited (LTCB),
to Shinsei Bank, Limited

Commenced operations of Shinsei Securities Co., Ltd.
Launched PowerFlex comprehensive account and 24/7 ATM service

Introduced PowerSmart housing loan

Commenced operations of Shinsei Investment Management Co., Ltd.
Established Hibiya Kids Park, an on-site children’s day care center for Head Office
staff-the first among Japanese banks

Received /FA's 2003 awards for best securitization deal and team

Listed the Bank's common shares on the First Section of the Tokyo Stock Exchange
Converted the Bank's long-term credit bank charter to an ordinary bank charter
Converted to a Company with Committees board model

Received THOMSON DeallWatch's IPO of the Year 2003 award for the stock listing
Received EUROMONEY's Best Bank in Japan 2004 award

Ranked No.1 in the Nihon Keizai Shimbun customer satisfaction survey

Acquired a controlling interest in APLUS Co., Ltd. (APLUS)

Acquired a controlling interest in Showa Leasing Co., Ltd.

Commenced operations of Shinsei International Limited

Launched 32 color cash cards retail campaign

Formed an affiliation with NORD/LB and WestLB AG for non-performing loan
business in Germany

Ranked No.1 in the Nihon Keizai Shimbun customer satisfaction survey

Issued preferred securities and subordinated notes outside Japan

Signed an agreement for a non-performing loan servicing company joint venture
with Woori F&l Co., Ltd. in Korea

APLUS acquired Zen-Nichi Shinpan Co., Ltd.

Established Macquarie Shinsei Advisory Co., Ltd., a joint venture in Japan with
Macquarie Bank Limited, an international investment bank based in Australia
Executed a strategic investment in Jih Sun Financial Holding Co., Ltd. in Taiwan
Commenced resolution of public funds

Received EUROMONEY’s Best Bank in Japan 2006 award

Ranked No.1 in the Nihon Keizai Shimbun customer satisfaction survey (Third year
in a row)

Established Rakuten Mortgage Co., Ltd., with Rakuten, Inc.

Partially canceled Shinsei Bank common shares held as treasury stock
Established strategic alliance with UTI Asset Management Company Pvt. Ltd.
(UTI Asset Management)

Issued GBP-denominated perpetual subordinated notes

Commenced offering Shinsei UTI India Fund

Senior Management changes and further acceleration of business transformation
at APLUS

Concluded a sponsorship agreement with UNICO Corporation

Shinsei Retail Banking and APLUS partner to launch Shinsei VISA Card
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To Our Shareholders, Customers and Employees




To Our Shareholders, Customers and Employees

A Time of Challenges and Opportunities

Fiscal year 2006 has been a difficult and challenging year. We have responded swiftly and decisively to
significant changes in our business environment and have taken some bold and progressive actions that
should position us well for renewed profitable growth in fiscal year 2007. To establish ourselves as a truly
successful financial services group in a highly competitive environment, we must continue to differentiate
ourselves by leveraging the rich diversity of skills and experience that have been fundamental to our
transformation and growth over the past seven years. We believe that our strategy remains sound and
through our continual focus on surpassing the expectations and needs of our customers, we will convert
our challenges into opportunities.

The year commenced in a climate of reduced expectations of interest rate increases with strong competition
for loans in a highly liquid market resulting in compressed loan margins. Financial market activity in both the
institutional and retail sectors was also dampened by market volatility. As the year progressed, the legislative
and market changes taking place in the consumer finance industry were to have a significant impact on the
Bank's business and financial performance. We made deliberate efforts to respond in a decisive and timely
manner to these changes by implementing a number of measures which included accelerating the consumer
finance business transformation process; prudent provisioning; and recognizing substantial write-offs of
investments, goodwill and intangibles. We believe these measures will ensure the viability and profitability

of this business from fiscal year 2007 onwards.

Despite the impact of the changes on the consumer finance business, we continue to maintain a strong
balance sheet and benefit from a sound business model, which is based on our three business pillars

of Institutional Banking, Consumer and Commercial Finance, and Retail Banking. Our disciplined risk
management capability, advanced information technology systems and best in class corporate governance
and compliance structure are fully integrated into our wide range of products that serve all our customer
segments. We have also clearly demonstrated over the past few months that we remain committed to

the highest level of transparency to provide our stakeholders and the market as a whole with timely information
on our performance and results.

Fiscal Year 2006: A Challenging Year

For the fiscal year ended March 31, 2007, on an operating basis, consolidated total revenue was ¥268.3 billion,
a decline of 2.0% over fiscal year 2005. General and administrative expenses increased from ¥135.9 billion

to ¥149.9 billion due mainly to increased product and customer support required for further expansion of all
three business pillars. Consequently, the expense to revenue ratio increased from 49.7% to 55.9%.

Net credit costs increased to ¥51.9 billion mainly due to higher credit provisions in APLUS relating primarily

to delays in collections, a stricter credit reserve policy and other losses. Impairment of goodwill and intangible
assets relating to APLUS, net of tax benefit, amounted to ¥78.8 billion. As a result, Shinsei Bank recorded

a consolidated net loss for the year ended March 31, 2007 of ¥60.9 billion, compared to a net income of
¥76.0 billion in the previous fiscal year. Excluding goodwill and intangible asset impairment and amortization,
net of tax benefit, consolidated cash basis net income for fiscal year 2006 was ¥35.3 billion, compared to
¥101.9 billion for fiscal year 2005.
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To Our Shareholders, Customers and Employees

The impairment of investments and valuation allowances in our consumer finance business resulted in
a non-consolidated net loss for the year ended March 31, 2007 of ¥41.9 billion, compared to net income
of ¥74.8 billion in the previous fiscal year. Consequently, the Bank did not meet the target set in its
revitalization plan agreed upon with the Japanese Government.

During fiscal year 2006, Shinsei Bank's consolidated loans and bills discounted balance increased 25.9%

from ¥4,087.5 billion to ¥5,146.3 billion and total deposits grew 33.1% from ¥4,071.7 billion to ¥5,420.9 billion.
As of March 31, 2007, Shinsei Bank’s Tier 1 and Total capital adequacy ratios, Basel Il basis, were 8.1%

and 13.1%, respectively.

Leveraging the Three Business Pillar Strategy through Working Together

We continue to expand our businesses and broaden our customer base through our three business pillars:
Institutional Banking, Consumer and Commercial Finance and Retail Banking. A significant development
during the year was the growing interaction between the various businesses within each pillar and among the
pillars themselves, which has led to a substantial increase in synergies both in terms of business cross-sales
and referrals, joint business ventures and cost saving opportunities.

In Institutional Banking, product specialists and relationship managers worked closely together to increase
products per customer. Our corporate lending increased as customers provided us the opportunity to offer
them new solutions. Our relationships with regional banks and other local financial institutions, with whom
we work as partners, continued to strengthen. We have also forged long-standing relationships with our
real estate customers. Going forward, the Japanese public sector shows great potential as we offer
innovative solutions.

In Consumer and Commercial Finance, our consumer finance subsidiary APLUS is developing closer and
profitable ties with key merchant customers and establishing highly productive partnerships. Our leasing
subsidiary, Showa Leasing, is deepening relationships with small and medium-sized enterprise (SME)
customers by offering additional products.

Retail Banking has continued to expand its product range in an effort to improve upon consultation services
for retail customers as well as work closely with Institutional Banking to better serve the needs of our high net
worth individuals. Furthermore, Retail Banking and APLUS are working together to offer new products and
services such as the new Shinsei VISA Card launched in March 2007.

Our Banking Infrastructure Group not only works closely with our businesses to support and improve
their product and service offerings, but also works in direct partnership with some of our customers.
In this way, Shinsei Bank is providing technical support and expertise that promotes our

customers’ business growth.



To Our Shareholders, Customers and Employees

A Different Kind of Japanese Bank

We look forward to fiscal year 2007 with confidence, focused on profitability and growth. We are

committed to transforming our consumer finance business model to one that is profitable and sound.

We will focus on delivering the right solutions to our growing retail customer base to restore our Retail
Banking business to profitability. We will further strengthen our Institutional Banking business to develop
sustainable and recurring revenue streams. We strive to continually improve our risk management,
compliance, corporate governance and technology functions in order to remain a high performance
organization. We must continually work to create an integrated, high performance, transparent and universally
understood Shinsei culture by ensuring that our employees embrace and live our vision and values internally
and when meeting the needs of our customers.

The environment that we operate in is constantly changing and our competition is intensifying, all of which
underlies our need to lead the market through innovation. We are always seeking new opportunities on how
to better serve our customers, which drives us to find optimal ways to interact with them and improve their
experience with us. We believe that delivering value that exceeds our customers’ expectations will lead to a
more loyal and profitable customer base. To achieve this, Shinsei Bank will continue to find cutting-edge,
tailored solutions for all our customers in all three business pillars while leading the market to position
ourselves as the “bank of choice.”

At this time, we would like to sincerely thank our customers for their continued business, our shareholders
for their generous support and guidance, and our employees for their unwavering commitment.

We recognize that our results for fiscal year 2006 were not acceptable. We are committed to creating
sustainable value for all our stakeholders and confident of our capabilities and strategy to realize our
business and financial targets for fiscal year 2007.

June 19, 2007

[ L ] '_7 - J -
Thierry Porté Junji Sugiyama
President and CEO Chairman



Questions & Answers

Mr. Thierry Porté, President and CEO
Mr. Junji Sugiyama, Chairman

(Q: What were the major factors that led to such a substantial reduction in Shinsei Bank's financial results
in fiscal year 2006?

Thierry Porté: Clearly the most material impact on our financial results has been the amount of provisions
and charges related to our consumer finance business as a consequence of the significant legislative and
market changes affecting the industry these past months. These provisions and charges can be divided

into three broad categories. First, provisions and charges relating to claims for future possible losses on
reimbursements of excess interest payments, commonly referred to as grey zone, and loan losses. Second,
restructuring costs to accelerate the business transformation process at our consumer finance subsidiary
APLUS and affiliate Shinki. Third, impairment of goodwill and intangible assets relating to APLUS impacted our
consolidated financial results. Impairment of investments and valuation allowances, relating to our investments
in consumer finance entities, impacted our non-consolidated financial results. It certainly was a lot for us to
absorb in just one year. However, we consider these provisions and write-offs to be largely non-recurrent and
the steps we have taken should allow us to return to profitable growth from fiscal year 2007 onwards.




Questions & Answers

Mr. Thierry Porté, President and CEO
Mr. Junji Sugiyama, Chairman

(Q: Why did you not anticipate earlier the impact of the changes in consumer lending laws? Why did you
revise the level of provisions twice during the second half of the year? Are these provisions going to
be sufficient going forward?

Junji Sugiyama: Frankly, the changes in the consumer lending legislation and their impact on the

industry took everyone by surprise. We had already started to change our consumer finance business
model some time ago but decided to accelerate this process in light of the rapid development of events.
The provisions that we initially made in response to guidelines from the Japan Institute of Certified Public
Accountants, announced in October 2006, were reviewed at the time with our external auditors and
considered to be sufficient and in conformity with those guidelines. As we continued to monitor market
developments, more information relating to grey zone claims became available. Accordingly, we adjusted
our grey zone provisioning on March 31, 2007. We also had to estimate the expected credit crunch

impact on credit costs from the reduction in the interest rate ceiling resulting from the new legislation
passed in December 2006. We consider these adjustments to be adequate. However, it is not possible to be
fully certain that a further deterioration in the market environment will not require some additional action on
our part going forward.

Q: Could you explain the reasoning behind the impairment charges that you had to take this year? When did
you realize that they would be required? Is there any possibility that you will have to make more charges
of this nature again next year?

Thierry Porté: First let us look at “impairment”. The need for impairment arises when the fair value of an
investment, goodwill or an intangible asset is significantly lower than its book value. As soon as it became
clear that the impact of the changes in legislation on the consumer finance industry would affect the value of
our investments in APLUS and the goodwill and intangible assets relating to APLUS, we immediately arranged
for an independent party to carry out the necessary impairment testing. We believe that we have adequately
provided for the impairment charges.

Q: Inview of the challenges facing the consumer finance business, what will happen to the Bank's
Consumer and Commercial Finance business going forward?

Junji Sugiyama: Let me first say that we see our Consumer and Commercial Finance business as strategically
important to our future growth. This business complements our other two business pillars by covering

a different range of products, services and customer segments. It also provides opportunities for leveraging
revenue and cost synergies. Though fiscal year 2006 has been a challenging time for the consumer finance
business, the commercial finance and specialty property businesses continued to post good results.
Furthermore, the skills and experience that we are continually accumulating in the consumer and commercial
finance markets should allow us to take advantage of opportunities that major changes in this sector may
provide in the future.



Questions & Answers

Mr. Thierry Porté, President and CEO
Mr. Junji Sugiyama, Chairman

(Q): The Retail Banking business has been slightly unprofitable this year. Why is this and what is the outlook
of this business going forward?

Thierry Porté: | have to say that our retail business in the past relied excessively on our popular structured
deposit products. In fiscal year 2006, structured deposits were impacted by lower demand due to expectations
of interest rate increases. Although we have expanded our product base significantly, the growth in revenue
from other products has still to offset the decline in structured products revenue. We expect revenue to continue
growing as we launch more products, including a credit card and new loan products, work together with APLUS
and target customer needs more effectively. Meanwhile, our retail customer account base, which is now over
two million, continues to grow. We believe that our retail business has the potential to grow faster in terms of
both revenue and profit compared to our other business pillars over the medium-term and can contribute to a
more balanced profit composition over the next three to five years.

Q) Institutional banking is a highly competitive business. How are you continuing
to grow it?

Thierry Porté: | would like to highlight the fact that our primary objective is not to grow market share in

this already highly competitive environment. We are focusing on enhancing existing customer loyalty and
profitability. We are deepening our relationships with our key customers in the corporate, financial services,
real estate and public sectors by providing solutions that meet specific needs and deliver clear value.

We are expanding value-adding businesses that offer good earnings growth potential such as capital markets
solutions, asset management and advisory services. These complement already well established core
businesses such as non-recourse lending, credit trading and securitization. We already have clear evidence
that increasing the number of products per customer significantly enhances customer profitability. Working
together with key customers as long-term partners rather than pursuing individual deals is the best way to
improve the quality and recurrence of earnings in this business.

Q: Overall, has your financial performance this year persuaded you that you need to review and revise your
three pillar business strategy?

Junji Sugiyama: Our strategy has not changed. We are committed to sustaining long-term profitable growth
based on a diversified three pillar business model. We believe that each of our three business pillars is

in a different life stage and faces unique challenges and opportunities. Institutional Banking includes mature
core businesses which provide stable earnings but we are developing other businesses that offer good
revenue growth potential. Consumer Finance is currently facing strong headwinds. But we believe that we are
well positioned to take advantage of opportunities for future profitable growth both organically and through
selective acquisitions. Retail Banking has significant growth potential as we focus on more targeted
cross-selling to a continuously growing customer base. We are also generating additional value in terms

of referrals and cost synergies through co-operation across the different business pillars.



Questions & Answers

Mr. Thierry Porté, President and CEO
Mr. Junji Sugiyama, Chairman

(Q): How do you expect to grow earnings at an adequate pace going forward? Can you do this through
organic growth alone or will you look for acquisition opportunities? If so, what kind of acquisitions are
you considering?

Thierry Porté: | believe that our earnings can grow significantly by simply providing better service to our
customers. When | say “better” | mean both meeting their needs with better products and services while
focusing on customer profitability. We already have an established and growing institutional and retail customer
base but product penetration and profitability, though improving, remains low. Earnings growth can certainly
be accelerated through selective acquisitions or partnerships. Possible areas of interest for us include
consumer and commercial finance and retail banking. We are also making selective investments overseas
where we can generate attractive returns by leveraging our specialist skills and know-how.




Questions & Answers

Mr. Thierry Porté, President and CEO
Mr. Junji Sugiyama, Chairman

(Q): How is your growth strategy affected by the fact that you will continue to be restricted by the regulators
until you repay all remaining public funds. When and how do you expect to resolve the public funds issue?

Junji Sugiyama: The Japanese Government's interests are aligned to our own in terms of achieving
sustainable, profitable growth at Shinsei Bank. We will continue to maintain strong capital ratios and retain
the financial flexibility to approach the capital markets to support our growth plans. While bearing in mind the
interests of all our stakeholders and recognizing the importance of repayment of public funds to the Japanese
Government, we think these funds provide us with high quality capital, which we plan to use efficiently and
effectively. We will continue to collaborate with the regulators on an ongoing basis.

(Q: Mega banks have cleaned up their balance sheets, repaid public funds and are now competing
aggressively on all business fronts. How are you going to compete in this kind of environment?

Junji Sugiyama: Well, we are not a mega bank so we have to follow the best strategic course for Shinsei to
ensure long-term growth. Our stakeholders expect us to be not just different but better, smarter and faster
and we do our utmost to fulfill these expectations. We are focusing on enhancing customer loyalty and
profitability by constantly developing innovative products and services based on global best practices. | believe
that our organizational scale and operational infrastructure also provide us with greater agility and flexibility to
respond quickly to the changing needs of our customers.

Q: You claim to be a leader in terms of technology and risk management but isn't it only a matter of time
before the competition catches up?

Thierry Porté: Honestly, | do not think it is just a matter of time but that does not mean we are staying idle.
We are continually working to improve. We are proud of our Information Technology (IT) system which we
believe remains unique in the Japanese financial sector as it is based on a modular platform that can be
expanded and updated quickly and economically as compared to a traditional mainframe system. In theory,
other competitors could replicate a similar platform but it would entail a major, time-consuming and expensive
overhaul of their existing systems. We apply this technology leadership to work closely with our business units
to provide convenience and value to our customers and to work in partnership with customers to provide
them with technical solutions to grow their businesses.

Our risk management capability is continually upgraded to provide our businesses with the necessary support
and advice so that they may respond quickly and effectively to our customers’ financial needs. Risk Capital is
key to our disciplined decision making. In addition, we have implemented a system to more effectively manage
portfolio diversification across the entire Bank. This will lead to even more efficient capital allocation and
improved return/risk portfolio performance. Shinsei leads Japan in implementing the organization and systems
to facilitate this portfolio approach for managing the Bank. We would welcome the adoption of this approach
by other financial institutions, since we believe that this would benefit the market as a whole.



Questions & Answers

Mr. Thierry Porté, President and CEO
Mr. Junji Sugiyama, Chairman

Q: Youalso claim to be best-in-class in terms of corporate governance but Shinsei Trust & Banking (STB)
was ordered to suspend their business partly this year and your retail product promotion practices have
been questioned by the regulators. Are you vulnerable to the possibility of further issues of this nature in
view of the authorities’ tough stand on consumer and investor protection?

Thierry Porté: We greatly regret and have assumed full responsibility for the actions that led to the
improvement order relating to our trust business last year and have taken all possible measures to strengthen
our compliance and corporate governance systems to ensure that this kind of situation does not reoccur.
The business improvement plan we submitted to the Financial Services Agency (FSA), has greatly strengthened
the internal control systems at STB. We appointed a new President last June and have established a “Shinsei
Trust Bank Oversight Committee” with myself and other related senior executive officers as members in order
to monitor and assist STB. We are committed to take all possible measures to strengthen our internal
compliance and corporate governance systems to ensure that this kind of situation does not reoccur.
Regarding our product promotion practices, we have always observed all relevant laws and guidelines
but recognize that the representation of one of our advertisements last year may have caused some consumer
misunderstanding which is why the Bank received a cease and desist order from the Japan Fair Trade
Commission earlier this year. Since we consider it essential to maintain the trust of our customers, we have
taken measures to provide clear and fair explanations of our products and services, including the establishment
of a "Consumer Advertising Monitoring Program” in which Shinsei Bank advertisements are overseen by
a panel of consumers.

(QQ: What are your views on the outlook for the Japanese economy and Japanese financial sector?

Junji Sugiyama: The recovery of the Japanese economy is clearly on track and the general outlook appears
favorable. However, although the health of the Japanese banking sector has clearly improved, the current
market environment continues to be challenging for the financial services industry as a whole. Reduced
expectations regarding interest rate increases, strong competition and regulatory changes are all having a
significant impact on the sector. | believe that those institutions that are quickest to adapt to these changes
and to stand out as offering real value to their stakeholders will have a good year.



Statutory Executive Officers

Senior Management

Thierry Porté
Representative Statutory
Executive Officer, President,
Chief Executive Officer

Masazumi Kato

Senior Managing Executive Officer,
Head of Institutional Banking Group
(Financial Institutions

and Public Sector),

Head of Financial Institutions
Business Sub-Group

Junzo Tomii

Senior Managing Executive Officer,
Head of Institutional Banking Group
(Corporate clients)

Junji Sugiyama
Representative Statutory
Executive Officer, Chairman

Dhananjaya Dvivedi

Senior Managing Executive Officer,
Group Chief Information Officer,
Head of Banking Infrastructure Group

Hirotaka Terai

Senior Managing Executive Officer,
Head and Chief Operating Officer
of Retail Banking Group

(As of June 19, 2007)

Masazumi Kato & Thierry Portéf& Junzo Tomii

Bhananjaya Dvivedi & Junji Sugiya

E: Hirotaka Terai




Statutory Executive Officers

Kazumi Kojima & Rahul Gupta & Yoshikazu Sato

Michiyuki Okano & MichimasdHonda & Takashi Tsuchiya

Rahul Gupta
Senior Managing Executive Officer,
Chief Financial Officer
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Kazumi Kojima
Managing Executive Officer,
Head of Corporate Affairs Group

Yoshikazu Sato
Statutory Executive Officer,
Head of Technology Sub-Group

Sang-Ho Sohn

Senior Managing Executive Officer,
Head and Chief Executive of
Institutional Banking Group

Kazuya Fujimoto

Statutory Executive Officer,
Head of Public Sector Finance
Sub-Group

Norio Funayama

Statutory Executive Officer,
General Manager of Office of
Strategy Management

Michimasa Honda

Statutory Executive Officer,
General Manager of Financial
Institutions Business and Public
Sector Finance Division

Michiyuki Okano

Statutory Executive Officer,

Head of Operations Sub-Group
Head of Retail Services Sub-Group

Takashi Tsuchiya

Statutory Executive Officer,
General Manager of

Osaka Branch, General Manager
(Special Assignment) of Corporate
Banking Business Sub-Group



Board of Directors

Board of Directors

Thierry Porté
Representative Statutory
Executive Officer, President,
Chief Executive Officer

Minoru Makihara
Senior Corporate Advisor,
Mitsubishi Corporation

Shigeru Kani

Former Director, Administration
Department, The Bank of Japan,
Professor, Yokohama College

of Commerce

Junji Sugiyama
Representative Statutory
Executive Officer, Chairman

J. Christopher Flowers
Chairman, J.C. Flowers & Co., LLC

Fred H. Langhammer
Chairman, Global Affairs,
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Shinsei Bank's Three Pillar Business Strategy

Our Business Model Organized Around the Customer

Our business model is strategically organized around three pillars: Institutional Banking, Consumer and
Commercial Finance and Retail Banking. These three business pillars cover a broad range of product and
customer segments which provide the Bank with a diversified source of revenue streams. An advanced
technological infrastructure, best in class corporate governance, compliance and risk management capabilities
provide flexibility, scalability and speed to market, while close interaction across the different businesses
generates both revenue-earning and cost-reducing synergies through referrals, joint customer solutions

and resource sharing.

Institutional Banking

Unique hybrid commercial and investment banking model

Value-added products and services

Integrated product specialist and relationship manager teams providing innovative solutions
Consumer and Commercial Finance

Implementation of Shinsei's expertise

Synergies with Institutional Banking and Retail Banking businesses

Organic growth and opportunistic strategic acquisitions
Retail Banking

Customer-friendly products and services

Strong brand recognition
Customer focused “bricks and clicks” distribution model
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Institutional Banking
Working Together to Leverage Partnerships

Our Institutional Banking operations face a highly competitive business environment, so we strategically
organize our business around the customer in order to promote loyalty and profitability. Our unique hybrid
commercial and investment banking model brings together product specialists with global experience and
customer relationship managers with strong, long-standing relationships. This collaboration facilitates our
efforts to offer innovative solutions and allows us to deepen relationships with our key customer
segments—Corporations, Financial Institutions and the Public Sector. We believe that working together with
key customers as long-term partners rather than focusing on individual deals is the best way to improve the

quality and recurrence of earnings in this business.

Working Together with our Customers

Corporations

In addition to more traditional banking products and
services, our corporate relationship management
teams have been offering an increasingly diverse
range of innovative and value-added financial
solutions, such as capital markets products, real
estate finance and advisory services.

We focus more on working closely with key
customers rather than merely growing our customer
base. This enables us to understand our customers’
needs more comprehensively and allows us to offer
the most appropriate solutions. By concentrating
on meeting the needs of key customers, we realize
greater product penetration. Consequently, we
allocate a significant percentage of our relationship
managers’ time to our key and priority customers,
focusing on our average product penetration ratio.

Financial Institutions

We are successfully leveraging our strong and
long-standing relationships with regional banks and
local financial institutions by recognizing them as
partners rather than competitors. We provide them
with business solutions through loans, guarantees
and advisory services, while collaborating with
them on projects such as loan syndications and
corporate finance deals. In turn, they provide us with
an important channel to expand our distribution
capability for products such as structured deposits
and mutual funds.

Public Sector
As the Japanese economy continues to shift from
the public to private sector, we have placed

increasing importance on addressing the needs of
our long-standing customers in the public sector,
who require alternative sources of funding and new
financing solutions. Shinsei’s Public Sector Finance
Sub-Group provides a wide range of solutions to
nation-wide customers in the public sector such as
governmental agencies, municipalities and affiliated
associations. In addition to structured and syndicated
loans we are also providing advisory services.

Working Together to Provide Innovative Solutions

To enhance customer loyalty, which leads to
increased product penetration and profitability,
we focus on leveraging our expertise to provide
value-added solutions. Our various product
specialists work closely together with relationship
managers and the Bank's subsidiaries and partners,
both domestic and overseas, to provide such
products and services. This has allowed us to
develop a number of core businesses such as
non-recourse lending, credit trading and
securitization, which are being complemented by
an expanding range of value-added businesses
that offer strong earnings growth potential such
as capital markets solutions, asset management
and advisory services.

Loan Business

Loan demand from both new and existing corporate
customers led to asset growth in Institutional
Banking without compromising asset quality during
fiscal year 2006. Though there is compression of
lending margins due to strong competition in

a liquid market, we continue to price loans based
on adequate risk-return hurdle rates.
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Institutional Banking
Working Together to Leverage Partnerships

In addition to corporate lending, we are a leader in
non-recourse lending and we are active in syndicated
lending, project finance and leveraged lending.

Securitization and Credit Trading
The quality and innovation of our securitization and
credit trading operations have established Shinsei
as a leader in what have now become core
businesses. As these businesses become
increasingly mature, we have been actively working
on ways to extend and enhance their contribution
to the Bank's profitable growth.

As the securitization market has evolved in
Japan and competition has intensified, we have
increasingly focused on developing new asset
classes and whole business securitization to

maximize returns and diversify revenue streams.
We continue to provide premium service in
a broad array of areas ranging from servicing of
non-performing loans (NPLs) to primary, back-up,
and special servicing for securitization schemes.
Though this business continued to perform strongly
during fiscal year 2006, growth prospects may be
impacted as the Japanese economy recovers.
The expansion of our non-performing loan workout
and credit trading business in markets outside
Japan should more than compensate for this impact.

Capital Markets Distribution

To offer our customers a broader range of innovative
solutions, we have been boosting our capital markets
capability both at the Bank and at our subsidiary,

Mr. Hideyuki Nose, President of Daito Bank
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Daito Bank, Limited aims to strengthen its earnings base
and reinforce the quality of management as we retain

a sharp focus on meeting our customers’ needs.

To accomplish these goals, | think that our most pressing
issues were improving profitability and enhancing our
capital base. But developing new products that can
improve earnings is not an easy task for a regional bank
alone. Furthermore, we required more capital to become
competitive. Overall, we examined many ideas to
determine the best course of action.

Shinsei Bank helped us develop products that target our
customers’ needs and provided the know-how to offer
those products. Furthermore, they worked closely with us
so that we could offer the various products in a manner best suited to our operations. With this support, we
were able to introduce several products and services that were well received by our customers. As we
started to launch new kinds of products, | believe they had a big impact on other regional banks.

Shinsei Bank did much more than merely provide us with new products. As a source of outstanding and
well-timed follow-up support, they were an enormous help in carrying out our business strategy.

Increasing capital by relying on earnings is a slow process. This is why | decided to ask Shinsei Bank for
advice on optimizing our capital base. They examined this issue from many angles and came up with the most
suitable plan. As a result, in December 2006 we issued securities in support of our capital strategy. | was very
impressed with Shinsei Bank's skill in designing financial instruments and their quick response to all our needs.

| consider Shinsei Bank to be extremely skilled and knowledgeable in their approach to achieve a high degree
of customer satisfaction. | look forward to growing our partnership with Shinsei Bank as we continue to benefit
from their sophisticated and innovative proposals and insight.

April 17, 2007




Institutional Banking
Working Together to Leverage Partnerships

Shinsei Securities Co., Ltd. Our capital markets
activity, including securities and foreign exchange,
as well as equity, interest rate and credit derivatives
trading, continues to be largely customer driven
with limited proprietary risk.

With regard to derivative transactions, we have
conducted intensive joint marketing efforts with
relationship managers to identify our customers’
hedging, funding and investment needs. In particular,
we offer equity-linked deposit products. We also
collaborate with our Retail Banking business
in developing new types of investment products.

Corporate Advisory and Revitalization Business
As we seek to deepen our relationships with key
customers, we are also improving our advisory
service capability. Concurrently, we are
leveraging our hands-on experience and
know-how to proactively provide solutions that
help customers strengthen their financial
fundamentals and improve asset efficiency

by restructuring their businesses through
measures such as divestitures and acquisitions.

Wealth Management

Our Wealth Management Division, a joint venture
with Retail Banking, is focused on high net worth
individuals and owners of small and medium-sized
companies to provide innovative solutions for both
their personal and business needs.

Asset Management

We believe that we can best serve the needs of our
customers by offering “best in class” asset
management solutions. We achieve this by focusing
on leveraging our global relationships with leading
European and U.S. asset management companies,
such as Ramius Capital Group, LLC, BlueBay

Asset Management Limited and Smith Breeden
Associates, Inc., to deliver advanced, unique
investment products to both institutional and retail
customers through the Bank’s own distribution
channels and local partners such as regional banks.
Our investment trust and investment advisory
subsidiary, Shinsei Investment Management Co., Ltd.,
carefully selects investment products through

a rigorous process of identification, analysis and
evaluation, from a wide range of global and domestic
products based on customer demand. We also
have a strategic partnership with India-based UTI
Asset Management, to distribute India-specific
investment products to investors in Japan.

Working Together with International Partners

We set ourselves apart from the local competition
by leveraging our global capabilities and forming
alliances and partnerships with a number of
distinguished regional and global financial institutions.

Shinsei International Limited started its business
in May 2005 and is geared primarily to the needs of
Japanese customers. Leveraging the Euromarket,
Shinsei International structures and arranges
securitization and structured financial products,
which are distributed through Shinsei Securities.

Shinsei leverages expertise in NPLs by actively
pursuing and repackaging NPL portfolios through
overseas joint ventures with NORD/LB and
WestLB in Germany and Woori F&l Co., Ltd./
Woori Financial Group in South Korea. In July 20086,
we made an important strategic investment
in Jih Sun Financial Holding Co., Ltd. (Jih Sun)
in Taiwan. Through this investment, Jih Sun
will be able to leverage Shinsei's risk
management and IT development and
offer its customers competitive niche financial
products and services.

Macquarie Shinsei Advisory Co., Ltd. our joint
venture established in July 2006 in Japan with
Macquarie Group, focuses on advisory services
relating to investment in the Japanese market
which has substantial amounts of public and private
infrastructure and also aims to provide solutions
that address privatization reforms in the
Japanese public sector. The partnership is
already identifying interesting opportunities
relating to the acquisition and management of
assets in infrastructure and targeted
related sectors, including
telecommunications, media and transportation.
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Consumer and Commercial Finance

Working Together to Build Efficient Platforms for Growth

Consumer and Commercial Finance serves three markets: consumer finance, commercial finance and specialty
property finance and caters to the needs of both consumers and small businesses. This business complements
our other two business pillars by expanding our range of products and services and broadening our customer
base while providing opportunities for leveraging revenue and cost synergies within the Bank. We have
developed this business by acquiring and incorporating a number of “non-bank” subsidiaries or affiliates

which, as key partners, have become an integral part of Shinsei Bank Group, rather than just a collection of
associated companies. By working closely together with these subsidiaries, we are leveraging the same core
competencies already proven effective in our Institutional Banking and Retail Banking.

Fiscal year 2006 was a challenging year for
Consumer and Commercial Finance. Legislative
and market changes in the consumer finance
industry have highlighted the importance of
implementing a clear strategy based on the
development of efficient business platforms,
diversification of business and revenue sources,
and a clear focus on profitability. The skills and
experience that we have acquired in the consumer
and commercial finance markets should position the
Bank to take advantage of opportunities that major
changes in this sector may provide in the future.

Consumer Finance

Shinsei Bank’s consumer finance solutions are
offered through our subsidiary APLUS Co., Ltd.
(APLUS) and SHINKI Co., Ltd. (Shinki),

an equity-method affiliate.

APLUS

APLUS provides installment sales credit, credit
cards, consumer loans and guarantee/collection
services to individuals either through merchant
partners or directly. APLUS has established deep
and long-standing relationships with many
merchant partners and strives to work closely
with them to grow the business together.

Installment sales credit

APLUS provides credit to customers who wish

to make installment purchases at any of our
approximately 260,000 merchant partners.
Automobile financing is the largest component of
this business and includes tie-ups with important
merchants such as BMW Japan Finance Corporation.

Credit cards

APLUS also extends credit to consumers through
credit cards. As of March 31, 2007, APLUS had
approximately 5.6 million credit card customers.
APLUS extends credit to consumers mainly through
merchant partners, many of which have large
numbers of customers, to extend its reach and
prominence in the growing credit card business.

In March 2007, APLUS partnered with Retail
Banking to launch the Shinsei VISA Card.

Loan cards

APLUS provides unsecured consumer finance credit
through loan cards. As of March 31, 2007, APLUS
had approximately 850,000 loan cards outstanding.

Loan guarantees

In addition to providing financing, APLUS also
extends credit in the form of guarantees, mainly on
installment sales credit provided by other lenders to
customers of APLUS" merchant partners.

Billing settlement services

APLUS leverages its collection network infrastructure
to provide billing management services to over 3,900
customers such as communication, insurance and
mail order companies.

Accelerating the Business Transformation at APLUS
In response to the changes facing the consumer
finance industry, APLUS has accelerated its efforts
to execute a fundamental business transformation
and has already successfully undertaken significant
cost reduction measures to optimize the
organization. From fiscal year 2007 onwards,
APLUS will focus on a new, sustainable business



)

Consumer and Commercial Finance

Working Together to Build Efficient Platforms for Growth

model and the transformation of its earnings
structure with the aim of returning to sound
profitable growth.

We are firmly committed to supporting APLUS
by providing financial, management and technical
resources to strengthen the transformation
process. To this effect, in March 2007, Mr. Junji
Sugiyama, Chairman of Shinsei Bank, was appointed
non-executive Chairman of APLUS and Mr. Clark
Graninger, former Executive Vice-President of
Shinsei Bank, became President and Chief
Executive Officer of APLUS.

Shinki

Shinki, a 36.4% owned equity-method affiliate,
offers the unique No Loan brand consumer loans

to individuals and SME owners. Like APLUS, Shinki
has responded to the challenges facing the consumer

finance industry by making significant provisions,
enhancing efficiency and accelerating the
transformation of its business model.

Commercial Finance

Shinsei’'s commercial finance business is carried out
by our subsidiary Showa Leasing and its group
company Shinsei Business Finance.

Showa Leasing

Showa Leasing is a leading general and automobile
leasing company with a strong heritage and
significant customer base across Japan. Showa
Leasing operates from an attractive small and
medium-sized business platform into which Shinsei
Business Finance was integrated to achieve further
scale. Over 350 sales representatives provide leasing

Mr. Clive Prevost, Representative Director and President of BMW Japan Finance Corporation
-_— . BMW Japan Finance Corporation'’s relationship with APLUS
. ' goes back many years. However, as time went by, we found
. that we were not obtaining the level of service that we
= . required in terms of speed, quality and cost. We strongly
i felt that we needed a partner that understood the
importance of keeping pace with the progressive nature of
our demanding needs and, in September 2005, decided to
convey our concerns to Shinsei Bank’s senior management.
Within hours, an off-site meeting was set up at which
a team of senior Shinsei managers explained to us how
they would determine carefully what our specific
requirements were and work on the appropriate solutions
to meet our needs.

The level of commitment to the customer demonstrated by Shinsei Bank, their sound financials and the
quality of their management team persuaded us to accept their offer to work together on finding the right
solutions for us.

The development of these solutions, which entail a complete overhaul of the technological interface
between BMW Japan Finance and APLUS, has been progressing at a pace that has clearly exceeded our
expectations. The accessibility to Shinsei Bank's senior management and key staff is also something that
we have not encountered elsewhere and we feel sets Shinsei apart from other institutions. We feel that
Shinsei Bank shares a common vision with BMW to be a change agent and by working together we are sure
that we can help each other to gain a leading edge in our respective businesses.

March 2, 2007




Consumer and Commercial Finance

Working Together to Build Efficient Platforms for Growth

and installment sales to approximately 45,000
business customers and over 820 dealer partners.

Upon acquisition by Shinsei Bank, Showa Leasing
was able to lower its funding costs as its balance
sheet was cleared of non-core or underperforming
assets which led to an upgrade in its credit ratings.
Showa Leasing is focused on expanding its position
in the domestic leasing market through its strong
relationship with Resona Group as well as expanding
its relationships with other business origination
partners. This provides Shinsei Bank with an
increasingly efficient and effective platform for
future acquisitions in this business area.

Working together, Shinsei Bank and Showa
Leasing concluded a sponsorship agreement with
UNICO Corporation (UNICO) to revitalize its business.
UNICO represents one of the valuable opportunities
that our Consumer and Commercial Finance
business targets in the domestic market to expand
our customer base and the reach of our customer
solutions advisory capability.

Shinsei Business Finance

Shinsei Business Finance Co., Ltd., a joint venture
between Shinsei and NIS Group Co., Ltd. (NIS
Group), combines our corporate analysis capabilities
and NIS Group's extensive market experience to
create and provide products that meet the funding
needs of a customer segment that falls between
those normally served by banks and consumer loan
providers. To enhance synergies between

the two subsidiaries, a 75% stake of Shinsei
Business Finance was sold to Showa Leasing

in October 2006.

Specialty Property Finance

Until May 2007, Shinsei Bank was active in specialty
property finance through two group companies,
Shinsei Property Finance Co., Ltd. and Life Housing
Loan Co., Ltd. (Life Housing Loan). Shinsei Property
Finance provides real estate secured loans for
individuals and small property development loans
to the micro-business market.

As there were few additional synergies that could
be generated between Life Housing Loan and other
areas of the Bank group going forward, we divested
this subsidiary in May 2007.

Consumer and Commercial Finance Customers and Product Coverage

Commercial Finance

Shopping credit

LARGE
CORPORATIONS D BAU-ZKA 4
SHOLUR LERSING £0.L7D.
* General and auto leasing/
installment finance

« Structured finance

MIDDLE MARKET

SME MARKET
@ #iEEYRRTF (32

(Shinsei Business Finance)

MICRO BUSINESS * Unsecured business finance

CONSUMER
MARKET

AN APLUS

« Installment sales credit, loans
and credit cards to consumers
via merchant partners

« Settlement, servicing, etc.,

MARKET for businesses

*» Unsecured lending for consumers
including business owners

Consumer Finance
Property Finance

Credit card Consumer loan

(@ SHINSEIPROPERTY FINANCE

* Home equity loans

« Financing for small
property developers
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+Unsecured lending for
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business owners







Retail Banking
Working Together to Empower our Customers

In April 2007, just six years after launching our Retail Banking business, we reached an important milestone by
surpassing two million accounts. We believe that many people decide to make Shinsei their banking partner,
despite numerous alternative choices, because of our focus on and commitment to our customers. Our goal
is to go beyond meeting customer expectations and to make it easier for our customers to conduct business
with us and to deepen our relationships with them. Our No.1 ranking in the Njhon Keizai Shimbun customer
satisfaction survey, for the third year in a row, offers one clear measure of our success in these efforts.

Fiscal year 2006 proved to be a challenging year
but also an important phase in the development and
maturation of Retail Banking. We took great steps
to further diversify revenue streams in order to avoid
excessive reliance on specific products. We
accomplished this by continuing to introduce

new and innovative products through convenient
channels and providing reliable and professional
consultation services to become our customers’
"best money advisor.”

Working closely with other areas of the Bank,
subsidiaries and overseas partners, we have
combined our skills and know-how to provide
tailored products and services to our customers.
We have also continued to leverage our advanced
technology capability to swiftly bring to market
these products and services and to ensure absolute
safety and security for our customers every time
they interact with the Bank.

Offering Innovative Solutions

Online Annuity Product Service

Partnering with Winterthur Swiss Life Insurance
Co., Ltd. to maximize asset opportunities for even
more customers, we launched Shinsei PowerDirect
Nenkin, a variable annuity product via the Internet,
marking the first time such a product has been
offered on-line in Japan. The product combines an
attractive special accounts line-up and a free-of-
charge switching function within prescribed time
limits every year, all to meet our customers’
investment needs.

Power Step Up Yokin

To better serve our customers with committed,
mid- to long-term investment needs, we launched
Power Step Up Yokin (a structured deposit with

a term of up to ten years) in October 2006.

Shinsei UTI India Fund

In December 20086, we launched the first mutual
fund based on a business alliance with UTI Asset
Management, the oldest and one of the largest
mutual fund managers in India. Shinsei UTI India
Fund is an open-ended investment trust which
invests mainly in Indian listed shares.

Shinsei VISA Card

Collaborating with our consumer finance subsidiary
APLUS, in March 2007 we launched the Shinsei
VISA Card, issued by APLUS. We aim to bring

our customers a variety of choice and personal
customization through our 32 color card offering.

PowerSmart Home Mortgage

To strengthen our customer service, we increased
the number of home mortgage experts in several of
our branches to provide customers with a shorter
application process. We are committed to offering
flexible housing loan products with automatic early
repayment, overdraft services and a conditional
10-year convertible floating rate option. Customers
can automatically prepay the loan without penalty
from the excess amount over the preset balance

in their ordinary deposit account and re-borrow up
to the original amortization schedule (excluding
long-term fixed interest rate type loans).
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Retail Banking

Working Together to Empower our Customers

Offering Security and Convenience

Security Measures

We understand the importance of providing our
customers with effective risk controls when
delivering our services. Security concerns in Japan
prompted the Bank to introduce PowerYokin. This
is a yen deposit that allows customers the flexibility
to make withdrawals in the same manner as they
do with savings deposits but offers greater security
against fraudulent ATM cash withdrawals.

From September 2005, we decreased the default
withdrawal limit at domestic ATMs to ¥500,000 per
day to promote customer account safety through
stringent security measures. From October 2006,
we also decreased the default withdrawal limit for
overseas ATMs to ¥100,000 per day. Our website's

“Shinsei Security Center” also provides easy to
understand security information.

In addition, we will introduced a Shinsei
PowerDirect Security Code Card for Shinsei
PowerDirect (Internet banking) in order to improve
the safety of our customers log-in procedure
through a random number security code.

Convenient Distribution Channels
We have continued to optimize our efficient “bricks
and clicks” physical and remote channel model as
well as expand our physical presence in innovative
ways to improve customer convenience and
enhance the Shinsei banking experience.

Our Internet banking service is among the most
developed in the Japanese financial services market
offering a wide range of products and services

A Customer of Omiya Shinsei Financial Center

My relationship with Shinsei Bank began about four years ago
when | visited the Omiya Shinsei Financial Center for the first time
based on a friend’'s recommendation. A sales manager took the
time to carefully listen to my financial planning needs, even though
| had little knowledge of asset management. The manager told me
that asset growth is important and explained the associated
investment risks. Upon her explanation, | felt that | could depend on
Shinsei Bank as a source of valuable advice without having to
answer too many questions.

Since | started banking with Shinsei and explained my relationship with the Bank to my friends, many of
them have asked to visit a Shinsei Bank branch. The ability of Shinsei employees to provide advice that
matches the differing needs of my friends is a reason why | trust Shinsei Bank. Now, | plan to introduce even
more people to Shinsei Bank as | want to help people who do not know where to go or what questions to

ask about asset management.

My experience left me with the impression that Shinsei Bank views customer relationships as more
important than money. | will continue to place great value on my relationship with the people of Shinsei Bank.

April 18, 2007

Local Appreciation, International Recognition

Best Bank in Japan ‘ ‘ EUROMONEY

Best Retail Bank in Japan ‘

Excellence in Internet Banking

‘ The Asian Banker

Award for the Asia-Pacific region




Retail Banking
Working Together to Empower our Customers

24 hours a day, 365 days a year. Shinsei Bank has
become the leading distributor of mutual funds
through the Internet in Japan.

We have steadily expanded operating hours at
our branch network. Several branches, including
Shinjuku, Yokohama and Umeda Financial Centers
are now open on Saturdays and our customers can
take advantage of our asset management and other
consulting services at their own convenience.

The BankCafé (SHINSEI BANK DELONGHI CAFE
in Omotesando Hills, a multipurpose complex in
Tokyo), opened in February 2006, offers banking
services in a comfortable and stylish atmosphere.
Customers can open an account, bank online or
use an ATM while enjoying an espresso. For
customers who wish to have a personal consultation,
we have also opened Omotesando Hills Financial
Center in Omotesando Hills. Furthermore, in June
20086, the Bank opened its Nihombashi Financial
Center at Nihombashi Mitsui Tower to offer financial
products ideal for the needs and lifestyle of customers
who are office workers or shoppers in the area. On
May 7, 2007, we opened a new Financial Center at
Kashiwa, a major commercial town in Chiba
Prefecture, which is also open on Saturdays.

Largest ATM Network in Tokyo Metro Stations
We continue to expand our Shinsei Bank ATM
network in Tokyo Metro stations. In April 2007,

we installed ATMs at Tokyo Metro Shimbashi
Station and now have a total of 65 ATMs installed at
38 stations. These ATMs represent the largest ATM
network in the Tokyo Metro system.

E-mail Alert Service

To provide greater convenience and service to our
customers, we introduced free-of-charge “Exchange
Rate” and “Domestic Investment Trust Net Asset
Value” alert services via e-mail. The service
automatically sends e-mail alerts, including to mobile
phones, based on our customers’ pre-specified targets.

Becoming Our Customers’ “Best Money Advisor”

Our goal is to become the model for retail banking in
Japan and to differentiate our services so that we are
able to maintain clear leadership in innovation,
customer satisfaction and value. We work hard at
continually being our customers’ “best money
advisor” by listening to them, working together with
them to understand their needs, and delivering
value and convenience to meet these needs.

The measure of our success in Retail Banking is
in the hands of our customers. The fact that our
customer base continues to grow and that our
customers continually rank us the “best” in the Nihon
Keizai Shimbun customer satisfaction survey clearly
indicates to us that we are on the right track.

Bricks and Clicks Model

® ATMs

® PowerDirect (Internet)

Transaction

Consultation

® Platinum Centers
® Financial Centers

® BankSpots

® PowerCall (Call Center)
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Banking Infrastructure
A Partner for Business Growth

Our task is to ensure that we empower our businesses with a technology platform that has the capability
needed to support their growth. Our IT platform is based on the use of low-cost, off-the-shelf components and
is unique in the banking industry. Our goal is to ensure that it remains at the cutting edge to service and
support our customers and create effective partnerships. The platform is flexible, scalable and secure to give
the Bank the capacity to move quickly, grow efficiently and operate safely. Working closely with Shinsei’'s
businesses, we are continually improving the service and value delivered to the Bank’s customers. Working

in direct partnership with some of the customers, we are providing technical support and expertise that

enhances their business growth.

Empowering our Businesses

Three qualities that characterize our IT platform
allow our businesses to provide a unique offering
to their customers. First, our platform is highly
flexible, allowing us to leverage the strength of
existing systems and continuously incorporate
new developments and innovations quickly and
inexpensively. This has enabled the Bank to move
swiftly to seize opportunities and offer new
products and services to our customers. Second,
our platform is scalable, allowing the Bank to grow
rapidly without having to strain our personnel or
resources. Third and most importantly, it is
secure, since our customers’ personal data and
the continuity of the Bank’s operations are of
paramount importance.

Taken together, these qualities give our Bank an
unmatched ability to respond to the needs of our
customers and to stay ahead of our competition.
We will constantly strive to develop the best
banking infrastructure possible that will keep us
ahead of the market in delivering the highest level
of customer service. Our teams continually review
our systems for potential threats, building
countermeasures for each to ensure safety. If any
of our sites shut down, there are alternative sites
positioned to take over to ensure the customer
experience is not interrupted.

Our focus on excellence never ends. We continually
review our operations and have increased our use
of automated processes to ensure that we have the
resources to support our growth. In fiscal year 2006,
we were re-certified for ISO27001 and BS7799
information security management to cover both our
technology and operations.

Shinsei’s IT Transformation Harvard Business
School Case

In October 2006, Harvard Business School published
a case study entitled, “Information Technology and
Innovation at Shinsei Bank”. Our technology platform
is designed and deployed leveraging concepts and
techniques from the field of industrial engineering
and mass manufacturing pioneered by giants like
Ford and more recently Toyota. This method is
unique in its application to IT systems and the case
study analyzes how the Bank developed a modular,
flexible infrastructure based on simplicity and parity,
more suited to the Bank's new service models.

Technology Leadership and Partnership Drives
Business Growth

We apply our technology leadership and work
closely with the businesses to provide unsurpassed
convenience and value to customers. The Bank also
works in partnership with customers to provide them
with technical solutions to grow their businesses.

Technology provides Institutional Banking with
increasingly efficient and effective tools and
supports the development of new products and
services. Our paperless environment automates
credit analyses and approval processes, making it
more efficient and cost-effective for the Bank to
serve new and existing customers. By increasing
our capability to handle securities transactions,
technology has played a key role in our success of
closing several award-winning securitization deals.

The rapid growth of our Retail Banking business
would not have been possible without Shinsei’s
flexible and scalable IT platform. The Bank
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continues to launch a series of innovative products
and services, and the scalability of the system
provides the capacity to handle ever-increasing
customer transactions. Our customers access an
ATM network that is available widely and our
network also supports customers with cash cards
carrying the PLUS and Cirrus logos. As each
network has millions of customers, we are prepared
for a significant increase in transaction volume and
are confident that our IT platform can manage
future growth.

We continue to extend Shinsei’'s methods,
technologies and knowledge to transform IT
operations of acquired subsidiaries, such as APLUS
and Showa Leasing, and to offer improved products
and services to our consumer finance customers.

Adding Value to Partnerships

Rakuten Mortgage, a joint venture of Rakuten and
Shinsei Bank, was launched on October 2, 2006.
The technical framework was completed in just five
months. This was achieved by using our economical,
off-the-shelf components and working out the
problem in incremental, but rapid steps. The
capability offers customers a completely
Internet-driven mortgage application process.
Working closely with our financial institutions

unit, we will offer this capability to our regional
bank partners.

Helping Our Businesses Build New Relationships
with Great Business Potential

Sharing our expertise with our customers is one
way that we focus on supporting our business
initiatives. Working with Samantha Thavasa,

a leading luxury goods brand, we helped launch
their virtual shopping mall website, WW City, on
the Internet. We also set up a virtual branch of
the Bank for the company. We achieved this by
following our method of reusing standard
components to solve a problem with speed and
at a low cost. By focusing on their needs and
understanding technology as a business enabler,
we are able to support our customers in creating
stronger and more profitable enterprises.



Risk Management
A Partnership Approach

At Shinsei, we emphasize that “risk is everybody's business” recognizing that it is vital to foster a risk-aware
culture throughout our organization. We must take risk, and we do so in an intelligent, disciplined and

collaborative manner.

The Risk Management Group works in partnership
with all business units to ensure that risks are fully
understood and properly balanced with returns.
Together, we have embedded a set of policies and
guidelines that allow Shinsei to be nimble and
proactive in meeting our customers’ financing
needs. This is accomplished by combining macro
capital allocations along with a disciplined risk
management framework. Quantitative, consistent
risk analysis is regularly provided to decision makers,
assuring that balanced judgments are reached.
Ongoing performance is rigorously monitored and
reported to senior management so that Shinsei's
activities are fully analyzed.

Risk management is conducted on an integrated
basis. The Risk Management Group quantifies a
variety of risks throughout the organization, including
market, credit, and operational risk, along with
relevant correlations. In addition to calculating the
risk portfolio’s expected loss, we also estimate Risk
Capital (also known as ‘Economic Capital’), which is
our measurement of unexpected loss to a statistical

degree of confidence agreed upon in partnership
with senior management. The Risk Management
Group attributes Risk Capital to all transactions and
activities, thereby ensuring that risk is managed
consistently with other business indicators.

Shinsei continually strives toward the highest
global standards in risk management. We ensure
that our standards, methodologies and practices
are at a sophisticated level, and continually
improving. As part of this effort, we are introducing
further measurements to refine our risk methodology.

Shinsei has also implemented Active Credit
Portfolio Management (ACPM), which will augment
our risk management platform. Through ACPM,
we are adding a dynamic process which also
considers capital markets indicators and tools.

The ACPM team works together with the
transaction origination teams to gauge market
pricing, hedge costs, and determine our
eventual hold positions. ACPM gives Shinsei
the ability to further balance and optimize

our credit portfolios.

Risk Management Framework
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Corporate Social Responsibility
A Partner for a Sustainable Society

In an increasingly interdependent world, a socially responsible and sustainable institution is one that creates
profit for its shareholders while protecting the environment and improving the lives of those with whom it
interacts without compromising the ability of future generations to meet their own needs. This entails measuring
a company's success not only in terms of financial performance but also by its impact on the broader
economy, the environment and society. Shinsei Bank is committed to generating long-term sustainable
growth and to do this, we strive to further integrate sustainable principles and practices into our core
business operations to comprehensively meet the needs of our stakeholders. Our success must be
measured not only in terms of our ability to maximize shareholder value but also on how we apply best

in class corporate governance practices, are regarded as an employer of choice, lead in customer

satisfaction and actively contribute to our communities.

Governing Better Together management sees as fundamental to the
sustainability of our business and performance so
Corporate governance is comprised of several that we can create long-term, sustainable value for
elements that work together to ensure sound and all of our stakeholders. We have the responsibility
transparent management. Our approach is based to ensure the highest levels of accountability and
on a set of values and behaviors that underpin transparency in disclosure, rigorous internal audit
everyday activities, ensure transparency and fair systems and enhanced compliance and risk
dealing, and protect stakeholder interests. This management procedures in order for us to
approach includes commitment to best practice deliver exceptional performance based on
governance standards, which Shinsei Bank's our uncompromising standard for quality.

Stakeholder Engagement

Financial Focus
Increasing corporate value
through stable and
long-term profit growth

Community Focus Environment Focus
Social and cultural Reduction of adverse
contributions as a environmental impact

member of society
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Committees Board Model

As evidence of the Bank's commitment to corporate
governance, we adopted a Company with Committees
(iinkai setchi-gaisha) board model. This model clearly
separates the Bank’'s business execution functions
from our strategy development and monitoring
functions. Within the Company with Committees
structure, we established Nomination, Audit and
Compensation Committees. Responsibility for
operational execution and management decisions
rests with statutory executive officers (shikkouyaku).
We believe that this board model further strengthens
the audit function, increases the speed of decision
making and better serves our stakeholders.

Board of Directors

The responsibilities of the Board of Directors are to
determine long-term management strategy, ensure
that management is working to maximize shareholder
returns and evaluate and supervise management’s
business execution. As of June 19, 2007, the Board
of Directors comprised of 11 independent, or outside,

members with extensive experience in business,
financial and legal fields, two Shinsei Bank
executives and one former Shinsei statutory
executive officer. The most important task for the
Nomination Committee is the identification and
review of new candidates for directors. The
Compensation Committee determines compensation
for directors and statutory executive officers. The
Audit Committee monitors management's business
execution. These three committees work together
to continuously improve management as well as
fiscal transparency and soundness.

Statutory Executive Officers

The statutory executive officers, appointed and
monitored by the Board of Directors, are responsible
for running the Bank and implementing our business
strategy based on the policies set forth by the Board
of Directors. They include experienced finance and
management specialists drawn from leading global
financial services companies who review and
discuss key issues at the Management Committee,

Corporate Governance

General Meeting of Shareholders

Board of Directors (14 Directors) ‘

4 Outside Directors)

Nomination Committee [ | Compensation Committee | | Audit Committee
(5 Members including (6 Outside Directors) (4 Outside Directors)

A

CEO | <— [ Internal Audit Division | ————
Chairman

External

Management Committee
(Comprises Statutory Executive Officers /
Decision-Making Body for the CEO)

Auditor

(As of June 19, 2007)
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which serves as the executive arm of the CEO.
We are committed to attracting, partnering and
retaining top banking professionals regardless of
nationality and gender. As of June 19, 2007, 4 of
the 15 statutory executive officers are expatriates.

With the Bank specializing and expanding our
offerings, we have established cross-departmental
committees to work together with senior
management. Shinsei Bank's primary committees
include ALM, Compliance, Credit, Risk/Investment,
New Business/Product, SME Loan, IT, Social and
Cultural Contribution Promotion, and Basel |l
Steering committees.

Senior Advisors

Since Shinsei Bank's return to private ownership in
March 2000, we have implemented a senior advisor
system to provide a channel from which to receive
valuable advice on the strategy and direction of the
Bank. As of June 19, 2007, Paul A. Volcker, former
Chairman of the Board of Governors of the Federal
Reserve System; John S. Reed, former Chairman of
Citigroup Inc.; Masamoto Yashiro, former Chairman
and CEO of Shinsei Bank; and Takashi Imai, Senior
Advisor and Honorary Chairman of Nippon Steel
Corporation served in this capacity. We value

their counsel, which has contributed greatly

to our success.

Internal Audit Structure

Our Internal Audit Division was established to
perform audits of business practices. The division
reports directly to our CEQO, is mandated to report
to the Audit Committee and is independent of the
audited business units. The division covers all of
our organizations and business lines, as well

as our subsidiaries, affiliates and outsourced
businesses, except where prevented by law

or banking regulation.

Restructured Compliance and Legal Function
Working within a regulated business sector that
has a high public profile, financial institutions must
be held to the highest standards of financial and
regulatory compliance. We believe a rigorous
compliance system is necessary to achieve the
mutual benefit of effective management and value
creation. We have instituted annual updates to our
compliance program so that it evolves and remains
relevant and strong as the Bank grows.

In 2007, we restructured our business organization
by establishing a “Legal and Corporate Governance
Group” headed by the General Counsel and
consisting of the Compliance Division, Legal Division,
Office of Corporate Secretary and Investor
Administration team previously included in General
Services. This action was taken in order to
consolidate the Bank’s overall compliance and
legal functions together with the secretariat
function for an optimal coordination among the
governance related functions.

We continue to take steps, including e-learning
seminars, to fully familiarize employees with the
outline and details of important rules. Shinsei
considers training programs as essential to ensure
strict compliance and broad awareness among its
employees. The Bank provides continuous, specific
training on such important topics as money
laundering and insider trading prevention, as well
as compliance issues relating to corporate, financial
institutions and retail customers.
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Charter of Corporate Ethics

At Shinsei Bank, our vision is to provide customers with superior banking and financial products and services best
suited to their needs.
We will increase our profitability and enhance shareholder value by maintaining our business operations under full
control and by taking appropriate risk. In this way, we will establish trust from our customers, employees and society.
In conducting business, we will always comply with all applicable laws, rules, regulations and social codes,
and will make and execute decisions with the greatest possible speed based on in-depth analysis and
flexible thinking.
Together, we will respect human rights and create an excellent working place for all employees, where they can
hone existing skills and enjoy opportunities to develop additional skills.
We hereby declare our commitments and establish the Charter of Corporate Ethics.

1. Maintaining Trust

We fully recognize the importance of our social responsibilities and public role. We declare that we will strive to
maintain unwavering trust from society through the sound and proper management of our business activities based
on the principle of self-responsibility.

2. Placing Our Customers First

We recognize that the satisfaction of our customers and their confidence in us form the foundation of our existence.
We declare that we will always provide customers with the highest quality products and services which are best
suited to their evolving needs.

3. Maintaining Transparency of Management

We declare that we aim to be an “open bank” by promoting fair, timely and appropriate disclosure of management
information. We will secure sound management and enhance transparency through the constant upgrading of our
business operations.

4. Fostering Respect for Employees

Our success as an institution depends on our employees. We respect the human rights of all our employees. We
declare that we will create an excellent work environment for all our employees, where they can use their skills
professionally, are given opportunities to develop more skills, are evaluated fairly and are compensated properly.

5. Complying with Laws, Rules, Regulations and Internal Rules

We declare that we will comply with all applicable laws, rules and regulations, both domestic and foreign, and internal
rules, act with fairness and integrity in conformity with the common values of society at large, and are responsible
members of society.

6. Standing against the Anti-Social Organizations

We declare that we will take a firm and resolute stand against anti-social organizations which threaten the order and
security of our society. We will consistently impede and readily rule out the illegal interference of such anti-social
organizations.
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Making our Communities and World Better
Together

One of the many ways we put our vision and values
into action is by participating in social and cultural
activities that enrich our community. This participation
is not limited to financial sponsorship. Our employees
team up, volunteering their time to get directly
involved in making our communities and society
better. The benefit accrues to both the volunteers
and those receiving our assistance. By participating
in the communities where we live, we enjoy a
stronger connection with our customers and develop
a more vital sense of how we can enrich and fulfill
our responsibility to the lives of those around us.

Special Olympics Nippon (SON)

We are proud to be a key partner and “Premium
Sponsor” of SON, the Japanese program of the
international sports organization Special Olympics,
which provides year-round sports training and
athletic competition to those with intellectual
disabilities. Thirty-five employees from the Bank
volunteered in the SON Summer National Games in
Kumamoto held in November 2006. Earlier, in
September 2006, an “Athlete send-off party” for
SON Tokyo athletes competing in the National
Games was held at our headquarters. We have
been expanding community level activities with
SON, such as the Sports Experience Caravan held
in Nagoya, Sendai, Tokushima, and Kumamoto,
with our employees participating as volunteers

in each of these regions.

©Specia-| Olympics Nippon

PlaNet Finance Japan

Since 2005, Shinsei Bank has supported the launch
and development of PlaNet Finance Japan, a specified
non-profit organization which obtained a certification
from the Tokyo Metropolitan Government in July
20086, through a three-year grant, volunteer staffing
assistance and through providing a space for them
to operate from our headquarters. PlaNet Finance
Japan’s main objective is to mobilize the country’s
human, technological and financial resources in
support of the global microfinance movement. Its
activities include awareness raising and education
about microfinance in Japan and the development
and implementation of microfinance projects in
developing countries with the support of partners
from Japan's public and private sectors.

Vaccines for the World’s Children

Shinsei Bank supports the Japan Committee
“Vaccines for the World's Children (JCV),” a non-profit
organization whose main activities include supplying
vaccines to help eradicate preventable infectious
diseases to children in third world countries. In
December 2006, a forum was held at our headquarters,
where more than 200 people attended. Employees
also volunteered at forums held in Fukuoka in July
2006 and in Kobe in October 2006.

FIT for Charity Run 2006

A total of 98 Shinsei Bank employees and their
families participated in the May 2006 charity walk
and run event FIT (Financial Industry in Tokyo)
Charity Run which was held around the Imperial
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Palace. This event was planned by financial
institutions with the purpose of demonstrating the
industry’s commitment to the community in which
we live and work. Funds raised through this event
were donated to different charity organizations. We
sponsored this event and also contributed a 100%
matching donation for each employee that
participated in the event.

Run for the Cure 2006

A total of 107 Bank employees and their families
participated in the charity walk and run event “Run
for the Cure 2006,” which was held in October 2006
to increase breast cancer awareness, research and
education. Approximately 800 people participated
in the event, which was sponsored by the Run for
the Cure Foundation, an organization that funds
breast cancer education and awareness programs
throughout Japan. Shinsei Bank made a matching
donation to the Foundation, equivalent to the total
of our employee entry fees.

2006 New York Philharmonic Tour of Japan
Since 2004, Shinsei Bank has supported the Japan
tour of the New York Philharmonic, the oldest
symphony orchestra in the United States and one
of the most distinguished orchestras in the world.
The tour in Japan was led once again by Music
Director, Maestro Lorin Maazel. Concerts were
held in Tokyo and Kobe, entertaining and
mesmerizing audiences throughout Japan.

Asia Society’s 17" Asian Corporate Conference

In May 2007, we were a lead sponsor for Asia
Society’'s 17" Asian Corporate Conference which was
held at the Prince Park Tower in Tokyo and brought
together top business figures and government leaders
from around the world to explore Asia's economic
future in the context of Japan's resurgence and the
next steps in globalization.

This was part of the broader theme of the
conference entitled “Coming Together, Moving Ahead:
Asian Economies Leading through Integration and
Innovation” where leaders discussed the growing
environmental crisis and demand for energy in
addition to topics surrounding how companies
would keep up with globalization through innovation.

STREET JOURNAL @ Asia Nippon K
Sociaty

¥'S 17TH ASIAN CORPORATE CONFERENCE

Together, Moving Ahead: Asian Ec
through Integration and Innovatic

APAN + MAY 16-18, 2007
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Making our Planet more Sustainable through
Collaborative Efforts

Our Increasing Commitment to Climate Change
In February 2006, Shinsei Bank became a
signatory of the Carbon Disclosure Project (CDP5),
the secretariat for the world's largest institutional
investor collaboration on the business implications
of climate change. Through this commitment we
have collectively signed a global request for disclosure
of information on greenhouse gas emissions and
stepped up our efforts to address climate change.
Also, since August 2005, through our membership
in Team Minus 6%, a national campaign to prevent
further global warming, we have supported the
reduction of greenhouse gas emissions in Japan.
To this end, Shinsei Bank encourages all our
employees to follow the six actions set by the
team to reduce CO:2 levels in Japan. The six steps
include: setting air conditioning at 28 degrees;
constantly checking for leaking faucets; stopping
automobile idling; purchasing eco-products; avoiding
excessive packaging; and frequently disconnecting
equipment from electrical outlets. Team Minus 6%
is a national project started in order to achieve the
Kyoto Protocol assignment of reducing Japan's
greenhouse gas emissions by 6%.

MOTTAINAI Campaign and Shinsei’s Contribution
to Environmental Preservation

On May 2, 2007, Shinsei Bank sponsored a lecture
at our Headquarters by Dr. Wangari Muta Maathai,
who was the first African woman to receive the
Nobel Peace Prize. She received the prize in
recognition of her work in planting more than 30
million trees over the last 30 years through her
initiation of the pro-afforestation Green Belt
Movement which she launched in the late 1970’s.
Dr. Maathai has long been involved in the 3Rs of
reducing waste, reusing finite resources and
recycling what we can. On her first trip to Japan in
2005, she learned of the term “"MOTTAINAI" which
she found perfectly expressed the concept behind
the 3R movement she had long strived to convey
as a message of environmental preservation.

The speech given by Honorable Professor
Maathai at Shinsei Hall was based on her
autobiography “Unbowed” which had been
translated by Ms. Yuriko Koike, Advisor to the
Prime Minister of Japan. In supporting the
MOTTAINAI campaign, Shinsei Bank has made
efforts to put the 3Rs in practice and has initiated
efforts to adopt 70% recycling of all our customer
stationery and envelopes bank-wide.

In addition to our efforts to reduce environmental
impact through recycled paper, Shinsei Bank also
promotes the reduction and digitization of
presentation materials and flyers for external use,
as well as computerized data for internal information
exchange.

We continue to practice “green” purchasing when
selecting office supplies and make every effort
to use only environment-conscious products.

The Eco Mark, environmental labels certified
independently by manufacturers and

organizations, and use of recycled materials are
considered when purchasing. Since 2002, we have
provided our employees with furniture in compliance
with laws on promoting green purchasing, and we
continue to purchase recyclable products.
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Reducing Environmental Impact

Separating Wastepaper and Other Trash

In accordance with trash separation standards set by each local organization, Shinsei Bank thoroughly

separates wastepaper and other trash.

For Recycling

General Trash

Industrial Waste

Copy paper, Bottles, Cans,
Office Automation (OA) paper, Polyethylene
Magazines, Terephthalate (PET) bottles

Newspapers, Cardboard,
Shredder dust

Kitchen garbage

Metal, Plastic,
Oversized garbage,
Medical waste

Data on Environmental Impact

Shinsei Bank has been making efforts to save energy and natural resources. Since fiscal year 2002, we have
been conducting research that assesses our performance in reducing adverse environmental impact. In
many categories, despite the growth of the organization, we have become more efficient and effective in

what we consume.

Years ended March 31 2007 2006 2005
Electricity, gas (Unit: Megajoules) (2) 53,767,617 51,270,215 44,137,789
Water (Unit: Cubic meter) (2 16,485 16,544 16,433
CO2 emissions (Unit: Tons) 2,386 2,235 1,900
Waste disposal (Unit: Tons) (3 459 468 550
Amount of recycled material (Unit: Tons) 188 259 268
Final waste disposal (Unit: Tons) 271 209 282

Notes:

(1) Based on the ratio of occupied space by the Bank to total space, excluding space occupied by tenants.
(2) Electricity, gas and water: Based on the regulations set by the Tokyo Metropolitan Government as global warming countermeasures.

(3) Waste disposal: Based on the regulations set by Chiyoda-ku, Tokyo.
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Shinsei Vision

We are Japan's preeminent financial services firm, delivering trusted solutions to grow
sustainable value with our customers, our employees, and our shareholders

el Values

Customer Focus

We provide unparalleled solutions with speed and agility based on our customers’
evolving needs

Integrity

We demand uncompromising levels of integrity and transparency in all of our activities

Accountability

We are accountable for results, including the sound application of risk management,
compliance, control and customer protection

Teamwork

We connect people and resources to provide exceptional customer solutions and sustain
a culture where employee ideas are respected and valued

Community

We are committed to the development of our employees, our customers, and our
shareholders, and will serve the communities in which they live



Shinsei Vision and Values
Strengthening Corporate Culture

Every action at Shinsei Bank is focused on strengthening a corporate culture that values and respects individual
efforts and ideas, and connects people and resources to provide exceptional solutions to our customers.
Speed and agility in execution are keys to our success—and must be matched by uncompromising integrity

in everything we do. We continue to work to ensure that each employee understands Shinsei’s Vision and
Values—and is rewarded for actions that advance our efforts to better serve our customers. As our Vision

and Values increasingly align with employee actions, we see employees reaching beyond narrower career
concerns to embrace broader Bank and customer interests.

Embedding our Vision and Values

In fiscal year 2006, we built on the group effort that
produced our Vision and Values two years ago and
made significant progress in promoting our values
with each employee of Shinsei Bank. Together with
an employee project team we created an interactive
board game, “Color Your Bank,” as a tool to teach
our values.

The educational tool is used in cross-divisional
teams and focuses on building a shared understanding
of our heritage, our businesses and our values. The
game incorporates teamwork, where participants
work together to answer questions and earn
“Shinsei Values” points, currency, and tangible and
intangible assets to reinforce the importance of our
values in everything that we do when conducting our
business. Through this process of embedding
Shinsei's core values through a team activity,
participants are able to understand how our values
underpin our corporate sustainability. A facilitated
discussion follows the game, where the importance
of our values is discussed and reinforced. “Color
Your Bank” is being leveraged to provide powerful
knowledge and to create deeper relationship
networks at the Bank while engaging our employees
in a fun activity with positive learning outcomes for
everyone involved.

This year we extended our values-aligned
360-degree performance evaluation process to over
eighty key leaders at the Bank. This process was
designed to provide qualitative feedback to our
senior leaders and to develop a high performance
entrepreneurial culture among all employees. The
results of the evaluation provide us with specific
information to set priorities and direction for
succession planning, leader development and

talent management. This year, the evaluation will
be extended to include mid-level managers to
further align performance and grow a common
understanding with the values of Shinsei Bank.
Our efforts at working together to create an
organization built on a shared foundation of a
strong values-aligned culture will further contribute
to our vision of growing sustainable value with our
customers, our employees and our shareholders.

Better People through Human Capital Management

Businesses are currently prospering in Japan,
placing a strong demand on talent. At the same
time trends toward a shrinking workforce and
increased job mobility among younger workers
are also leading to a shortage of highly qualified
employees. Furthermore, as job requirements
become more specialized, a squeeze on talent
continues, creating a short supply of qualified new
recruits and professionals in the marketplace. We
realize that a valuable point of differentiation for
Shinsei will be a motivated, flexible and highly
trained workforce. This will lead not only to better
work productivity but also to higher retention and
a more satisfied staff.

Shinsei Bank has expanded upon the range of
innovative programs that we offer to attract and
retain the brightest and best employees for our
future growth. In the first phase of our Women's
Leadership Project (2003-2006), we were able to
increase our female manager ratio to twenty percent.
Over ninety percent of female employees who took
maternity and child-care leave at Shinsei Bank have
returned to work, and we continue to introduce
bold initiatives to promote Shinsei Bank as an
employer of choice among female professionals.
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By working with women employees at the Bank,
we can develop practices that serve the needs of all
our customer demographics.

This year we significantly expanded our campus
recruiting activities in Japan and abroad, hiring
seventy-eight graduate and undergraduate
employees. We were able to attract a class of new
graduates from top-tier schools and moved up to
sixty-sixth place from our eighty-second place
ranking last year in one of Japan’s premier business
magazines, the Diamond Weekly poll, for most
popular places to work for new college graduates.

We continue to invest in a host of educational and
training activities for all of our employees.

We offered over fifteen thousand classroom hours
of training and worked on multiple new learning
products for our employees. Our senior leaders
were also involved in sharing tacit knowledge in over
thirty presentations and seminars for our employees.

Retention of a highly trained and motivated

workforce continues to be a real challenge in Japan,
and we have introduced clear processes to allow
employees to apply for internal job positions with
ease. This year, over ten percent of internal vacancies
were filled by our own employees, which provided
career path flexibility and learning opportunities for
our staff. We continue to promote internal job
mobility to retain our brightest talent and to foster
opportunities for them to learn from each other and
develop long-term careers at Shinsei Bank.

This year we introduced a new climate survey,
“Color Your Career,” and have been holding sessions
together with employees throughout the Bank to
identify employee engagement themes. We have
launched several projects to enhance our myriad
approaches to employee engagement and continue
to refine initiatives that will clearly improve
our ability to understand what drives a motivated
workforce as well as what will differentiate Shinsei
from our competitors as a great place to work.
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Management's Discussion and Analysis of Financial Condition and Results of Operations

Management's Discussion and Analysis of Financial Condition and Results of Operations

The following discussion shoukl b= read in conjunction wih ow consolidated and non-consalidated financial statements
prapared in accordance with accownting prnciples genarmlly accepted in Japan (*Japanede GAAR") for banks, nciuding the
nates 1o lhoss financial statements. incudad stsewhere mn this annueal repor. Excepd as olhersise indicaled, Ine tmancial
mfprmation n the fofowng dscussion is based on our consolidated financal statements

The discussion balow contains forward-iocking stalamants regardng the intent, bslief or curent expectations of
mamagemenl with respaec b our fmancal cordition and future resulls of operatons. o many cases, but not all, we use such
wonds as “amicipate.” “belsve,” "eslimate,” "expacl.” "intand,” “plan.” "progability,” “rsk” and similar expressons in relalion
10 s o our managemant o idonlity forward-ookmg statemenis. Thesa siatemonis mac our cirment views with respect o
uluire évents and are Subpec) o isks, unoetanties dand assumplions, Shadld one or more of 1hese rsks or uncerainties
malarlakze, or should underking assumplions prove incomect, aclual results may vary materially from those we currantly
antcipale or 1Eengel. We do nol imtend to update these farsard-Hooking slalemsents,

I this sectan, excapt whesa the confext indicates othersige, “wa® or "our” means Shasel Bank, Limitad and ils subaidises
and affilialas ecoounted for by e egquity-methed, and “Shinsal® ar “the Bank" refers to Shitsel Bank, Limibad alonea.
Financial and operational dats that are stated i muliples of ¥0U1 billion have been tnmoceled, All parcentages have bean
rounded to the nearest 0.1%,

*Fiscal woar 006" refers 1o our fiscal yaar ended March 31, 2007, and oiher fiscal years are efemad to in a similar mannar.

Shingel Bank, Limitet 5 & lesdng dversibed linancial
inatiiuban in Japan. We are bringing nnovative banking
practices lo he Japanesa marncel wilh 8 business model
bagad an Ihres siralegic pllars: Instiulional Banking,
Congumir and Commuorncial Feance and Ratad Banking,
Thaese theae pillars covar a broad range of products and
customar segmants which provide us wilth dreersified
mvanuas. Wa tslieve o ungqua history and business
siralegy have made us mome global than local financial
instiiubons in Japgan and mors kcal than foreign fmancal
insitutions having a presence in Japan,
Char focss | to grow suslainable revenues by ofiening
innovabve products and ssfutions to mest the nesds of aur
customars. The scope and synargies of aur innovative,
customardocused, ihree-pillar busness modsi cangis] of,
= [nsiilufional Bankmg, which is arganizad around
product specalizis and relalionship masagers
wirking ciosely logeiher o kverge our
lang-standing custarmer nEationships and to increass
thr number of products per cusiomarn,
= Corsumer ang Commercial Finance, which provides
comsumer fmance, commarcial finance and specialty
property financa 1o bath consumars and amall and
madium-szed businesses: warka closely and
leverages core ceEmnpelencies gnd injradank
Bymergies; and

= Heiladl Bartirg, which conhnues 1o exgand its product
range and anhanon consullitive spraces dor ratail
customars while working with Instibutional Banking

and Consumaar and Commirgial Finance businesses
o bellar sere the noeds of ks cuslomens, ingluding
high nal worlh sdivduals,

Fiscal Year 3006
e financial results in fiscal yaar 2006 were substantially
mmpactad oy provisions and charges refated o our
consumar finance businesses angaged in throwgh our
subsidany APLUS Co., Lid, (APLUS) and & 36.4% ownad
equity=method afilizte Shink Co.. L. {Shinkl) a5 a resuit
of the significant legislative and market changes afectng
ihat mdusirg

In fizcel year 2006, we incurred & nat loss of Y60.9 billien
83 compared fo nal income of ¥TE.0 lion in he grevous
yaar On March 31, 2007, we reconded an impaimen of
gaadwill and afbeer infangibes associabed with tha
acquesilion of APLUS of ¥95.1 blfion. In addlion, APLLS
and Shinkl rezorded significant provisicns for
mimbursemant of aacass inlsrest payments with respsct to
mberast chargad in the so-called "grey rons® and othar
rastructunng costs ralaling 1o translormatoa of the
busmess model. Wa balieve these costs and provisiong 1o
bt largely nan-rBouring 0 nates

haimenium in oo core BUSINESSES remans sirang as
dernonsitatad by the growth in oo hidancos sheatl,
irmgroaerrisnd in P gquality ol our loan porffolo and geater
diversilicaton of nienes-bearing abilihos, As of March 31,
2007, tofal assats gree to Y108 tnkon, an norease of ower
16% froem the previoes fiscal year. The quality of our laan
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portiolis improved as aur non-padorming loans undar tha
Financial Revialzation Law stood al ¥27. 9 billon as of
karch 31, 2007, a decina of ¥14.6 bilfan as compared 1o
the and of the pravious facal year. Funding from retail
daposits and debantures remanad 81 a hegh level and
accounied for B4.8% of lelal cusiomear deposits and
debaniuras &l March 31, 2007

Tiar i and 1olal cagsal ratios at March 31, 2007, an a
Bas=el Il bazis, exceaded our minimum corporate tangsats
and stood a1 8.1% and 13.1%, raspactivaly.

Ot ook

Cur overall busmess stratagy nas not baen affectad by the
charges ralated 1o our conswemer finance business. We
nerrain commidiad 1o growih rough our hiee business
pillars. Qur siralegic approach i@ based on:

» Global-siandard corporaie governance siructure led
by a boand of direciors and senor advisors thal
include Japanesa and foregn ndustry and scademic
Imdars

* Bulding a brand based on customar ioyaiy and trust

= |nnovating products. services and business models

= Maintaining high assei quality, & strong capital base
and anhancing owr revanue basa

« Leveraging our sthanced technalagical capabdities
end Improving our miemnal processes

» Buiiding and retaming a hghly mativaled and skilied
warkiorce with an enfrepraneunal cullure

Significant Events

Impairment of Gooawill and Other intengibies and
Irnpairrenl ol mvesiment Relaled fo APLUS
Legistative changas relaling lo consurmer loan nierest
rabes approved by thie Japanese Dial on Decembier 13,
2008 and announced on December 20, 2008 and olhar
recen] developments have had a significan imgact on the
consumer finance indusing. YWe hive respondad quickly
and dacsivaly 1o these changas through a number of
major measuras, including prudent provisioning for
possiblke fufure losses on accownd of reimbursemants of
BUCEsS Interas] paymenis, increasad neserves for oan
lnsses and acceleration of our consumer finance business
franstarrmat.

Ag a rasull al the changes in the consumear finance
induskry, i was necessary o evalsaie the impaimmeant of
goodwill and other infanpities mlaied o APLUS and, on a
norconsolidated bass, the impairmant b owr imastmanl
in APLUS. PwC Adwisory Co., Lid. was refained 1o provida

indepandant valualion services to carry out this
BESESEMENT.

The imgairment of goodwil end other intangsblas
impacts consolideted financial results. A fair veles of
equily was detarmined for APLUS uaing the discounted
cash Now methodalogy based on & 10 year cash fiow
pragetion, & tedminal valug based on a perpeiual growth
riste of 2. 0% and a discount rate of 8.5%. Comparng this
fair value against the book value resutted in tofa! goodwil
and othar miangitias impairnent of ¥85.1 bdlion,
compeized of ¥55.0 bion of goodwill impairment and
w400 oillion of othar intangibles mpasmsant. & credit of
¥16.2 billion was recagnized from the reversal of dafered
tax llsbdties ataing fram the impairmant of olher
intangibies.

Tha impairmeant al investmen and vahalion allowances
impacied non-consolidated fmancal resulis. Our
invesimani in APLUS conssis of prefered shares and
cormen shares. For securilies withou? readily avadabla
markel prices such as preferad shoares, a fair vakse mus
be caloutated and cormparad against hair book value o
assass the need for recondng mpairmend, An impairmen
of ¥38.0 hilkpn was ecordad for our pafermd shara
invastmant in APLUS using the sarms eguity fair value
calculated for goodwill and other iIMangicies impairment

No impairmant was recorded for Shinsa's imvestmant m
APLUS common shares. However, 35 8 measure of
prudence, we booked a valuation alowance for our
APLUS commaon share investmant of ¥H.2 billion which
reprasens the decine in value of thess sheares batween
the time of our acquisiion of APLUS and March 31, 2007,

Thesa imgairmants and velustion alkvwancas ane tha
result of egislative and marset changse. We conzider
ihess charges 1o be largely non-recurring In naturs and
beliave thay will mof atlect our annownced plans for the
bussiness ranglormalion of APLLIS.

Valuation Alowance for fmeesiment in Shinkf

Shinki s our 36, 4% awnad aquity-rmaibod affiiabe angaged
in tha consumar finance Busmass, Cur investmant in
Shmki consssts of common stares only. For secunlas with
readily available markad pricas such as kstad common
sharas. the market price & compared againet the per share
bl walie of he investment to assass the need far
recarding impairmant. As & measure of prudence, a
valuslion allowance was laken on & non-consolidated
basis, as Shinki's business & also signilicanily impached
try tha legislative changes relafeg 1o consumar an
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interasl rates. The valeafion alicwance for Shink comman
shares was massssed af ¥6.6 ilion

Capital Strategy
We continuad to opbmze our capital base through a seres
of actians during the fiscal yadr ended Manch 37, pOO7
= O July 31, 2008, we announced that the Daposit
Insurance Conporation of Japan [DIC) had accepted
our proposal for the Resoluton &nd Collsctiion
Comaration (RCG) fo comeen 50% of Shinse Bank
Seres 3 Class B prefarred shares info 200,033,338
Shinzel Bank common shares which the RCC would
then 2a 10 the market, We also announced thal, in
responso o such & dale, we mtanded o purchase w
o 201 million common sharms for 8 masdirmum amaurt
al ¥154 billon, on appropdate lerms and condibonz,
uging tha ToSTHaT-2 tacility of the Toekya Siock
Exchange.
= On August 1, 2006, the corversion price for fhe
ramaining 50% of Class B predemed shares was resel
frorm 50,0 b ¥TES per share,
Oin August 16, 2006, Shinsei announced (i inlenton
1o repunchase 200,033,000 comemon shares at & pridas
of ¥753 and placed purchaszs anders (otaling this
armaunt on Augus 17, 2008 through the ToSTHeT-2
facility of fha Tokyo Stock Exchangs. Dus to sdditional
orderd from othar purchasess, Shinssl's order was
only padially filled and we repurchased & badal of
175,468 D shares for & tolal of ¥132.1 billion.
= On Movember 18, 2006, wa cancelled A5 mifion
Shinsei common shares held as freasury shook
= On Decamber B, 2006, we compleled our debut
edlering of E400 million Uppar Tier 2 Pametual
Subordineied Nates cafable sevan years after
lssuance.
Cwerpll, these actions have alowsd us 1o sommaence the
resohtion of publlic lunds while increaging ihe sfcianoy ol
our capdal Dase. As of March 31, 2007, we achiaved cur
larget capital rafies under both Bass | and Basel 1,

Stock Options

Af our annual gereral meatsng of sharholders on June 27,
2006, we atitined approval ke ihe ssuance of giock
acqulsfion rights 25 slock oplions ho dineclors, staiulory
executiva officars [shitow-paku}, employess and senior
avisors of Shinssl and ils subsidiaries, Up o 12,000 stock
acmqusilion nghts, each represanting e mht te scguine
1,000 comman ahares, may be mliocalad in ihe aggregate

ungar this Bppaaval. Up o March 31, 2007, wa lEswed an
aggragate of 29,933 siock acquisilion righls, exercisalile
from July 1. 2008 to June 23, 2015 with exErCIss proas
ranging from ¥551 to ¥825 per shama

Aeguisition of Treasury Sharos

I ardar to imglement the shock opbon plan described
above, we recelved approval at our animsal general
maating of sharehoiders on June 27, 2006 0 mpurchase
up e 30 malion shares of our comemen stock Tor a
XM Aggrgate acquismion prce af ¥30 Dillico, We
have nol acquied any shams pursuand 1o the June 27,
2006 approval. Pursusnd 1o (e prior year's repurchase
aulfarization until Juns 27, 2006, we acquired 8 154 000
shares of comman siock for an aggregate amoun of

¥, 544 million in fecsl year 2006, Our adices of
neomporanon pesml the board of directons b authoize the
repurchase of shanes from bme to time parseant to the
applicable provisons of Ihe Corparatian &ct. Hence, we
will seek spgroval a our board of direclors mealing 1o
repurchase our cermmon slock Tar the sfock option
pragram In the future. This approval, if granted, Wil be
valid for one yaar, In addition, we have 90,466,000 shares
of common siock acquired fram (he DIC for an eggragate
amaunt af Y88, 121 miltion alter the cancedation af 85
million cenmon shares effective Novembsr 16, 2006 and
14,370 shares of commoan slock acquired from
aharehalders holding less than one unit, o 1,000 sharas,
of aur crmmon stock for Bn sggregata amouwnt of ¥9,8
million as of April 16, 2007.

Aequisthion of Zen-Michi Shinpan

O March 24, 2008, APLUS invested ¥10.5 billion to
purchase 2,101,440 shares, or 97 20%, of Zen-Nichl
Shinpan Co., Lid. (Zen-fNichi Shingan}, an installmant
gales company. Under Japaness GAAR, March 31, 2008
was dgamed (he acquisition date of our comrolling nienes|
m Zen-Nichl Shingan and thersioe the resuits of Zen-Nichi
Shinpan heve bean refiacied in APLUS consolldated
statemant of operatons from the fisad yaar that
commenced an &prd 1, 2006,

Joivd Venture with Macguasie Bank

In Aguil 2006, we reachad an agrasment with Macoguarie
Bank Lenited o faerm & 506G0 omi venture, Macgprans
Ehinsel Advisary Co,, L, fo focus exclusively on advisary
sarvices ralatag io acguisdion and managemont of assels
with kng-term slalble cash flows In the infrastruciure and
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redated saciors in Japan. This initistive sl o ke
adivitage of the complementary sirenglhs of both paries
and tha angoirg pubdcdo-privala secier shiff in Japan.

Stralegic investmearnt i Jik Sup Financial Holding

On July 21, 2006, Shinsel mivde a NT511.3 ition
invastment in newly Isseed commen shares and Ther |
quaitying nan-cunmfative convertible preterred sharas
represeniing & 35 4% tully-diluted ownershig mtenes] in Jib
Sam Financial Holding Co., Lid., or Jih Sus, Jih Sunis a
Talwaness financial holdng compary with subsidiares
aifaring a lull array of banking and Brokeragne products and
servioes in Tarsan. We expect the combination of our
imwmestrmaet and expeise will help Jih Son fo strengthen ity
captal base and exgand ils sgerations. Jin Sun is rafected
In aur conaolidaled fmancial siakemeants as an
mquity-method alfiate frarm (e second halt of fiscal year
2006 that commenced an Octobar 1, 2006, As of
Decamber 31, 2008, Jit Sun had total consolidaled assets
of WTS320.4 billian,

Partnership with UT! Assel Managemesnl

On Hovember 14, 2008, we concluded an imaartant
parinershig wilh UT| Asset Managamsen Company Py,
Ltd., er LTI, far the management and distribution af
off-ahiore funds imvested in Indian secumies. UT] is fhe
oldest and one of the largest mutual und cormganies in
Inclia with Indian Rupses 345 billion {appaodmaialy ¥1.0
irillion) in assels undar managemsant.

Global Setthernent of Claims Relafing lo EIE
Irlernafional

On May 23, 2004, we entered inlo & global setternent wah
Thar bankrupicy trusise tor EIE Intemadional Corporation, &
rael asiain developer. and olhar parties with respect to
dispules arising from lending 1o EIE Intemnaticnal by our
pradacesson, Long Term Credil Bank (LTCHE), This resulted
im pan from the rusies moving (o minsiate |itgation n
Haipan that had Initially besn filed in July 2001, Under the
tarms of thie setileman, wi paid the inestas ¥21.8 billion o
Jurs 16, 2004, The DG, in connection with he aals to
private invesions of our sharas undar the anging! Share
purchase agreamaent, agreed (o indemindy us for lnsses
ansing lmom legal procesdings brought aftar March 1, 2000
netating 1 1he conduct of LTGE prior o hat dake. On
Dacaméer 27, 2004, we sought indernndy from tha DFG for
apgroxirnately ¥15.0 Blllion n connection with thes libgaton
as wall a5 ofher indemndiatie claims, allor taking inlo

accournt e ¥5.0 billion threshold smour and aiber faciors
acconing 10 the share purchase sgraamant, Tha ¥15.0
billion rellacts =m lage part & clam foe ¥ 7.4 billlien of the
amour paid in the EIE seftlement. On Agrl 28, 2005, the
DI nolifiad us that our indemniication claim includes both
moermnifiable mmounds &2 well &% unindemnifiable
amounts and unless the unindamnifiable amounis aie
cleary ssparaled, the DIC will not accet aur claim, We
provaded ¥4.5 bl e spacific resendes tor alher aredd
loszes relabed to this dispute In the fisoal pear andod
March 31, 2005 and on July 19, 2005 we flied & lawsuil in
e Teskeyo Destrict Court against the CIC tar an mdarmnity of
approxmainly Y134 billlen inrespact of EIE seitkmen
lomsas. Thes lawsult i@ pending,

Administrative Action on Shinsel Trust and Banking
0n April 26, 2006, Shingel Trust & Banking Co., Lid. (STE)
wis asked by the Financial Servoes Apency (FEA} o
wuspend opevatians lor ahe year beginning May 11, 2006,
relaling to new DuEness associated with the real esisia
trust usmess. The businnss suspansion onder ciled a
fallure to imeestigate or assnss propanes adeguately prior
io real estate enrusimend and relaled complisnce and
govsmance issues. Wae take this matter sariously and have
iaken definitive action bo strangthen our corporate
govemanca gnd intemal compliance procadures jo
prevent any rm-ocourmance. THe 0ne year Suspenson
explred on May 10, 2007

Ceaze ard Desisd Qrder from Japan Fair Treds
Commission (FTC)

» Cin March 28, 2007, the FTC issund a cease and
desisl ardar o Shinssl regarding aur advertisamenit
tar & deposil product, Powsrad Teiki Plus (FTP),
which was used betwesn Sugust 2008 and Dolobar
2008, The order classifad the adver=ement as a
misinading adverizemsnt undas tha et Against
Unjrestitiabla Premums and Mislassng
Roprasentalions. Subsedquenl ko this acton by e
FTC, thie FSA alss ssusd a “Repodt Order” o Shinssi
on March 28, 2007 based on Bani Law rumber 24
regaring he same ige,

# Dn Agrdl 16, 2007, Shinssl submitted a0 officisl regpon
o the FSA Including: smpravement measures lar
presenlion of recurronce focising on estabishmean o
an Advertisamant Review Boand and estab&shmaoni of
A fansumer adverisamant chocking sysiem, and
resuls of an invesligaton for sdverissmens simikar

(62
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1o the leallet In queston. We promaily sem eers 1o
PTP cusiamears explaining the issues grasented and
enclosed the same ketier 10 all retall customers in
manthly stalemenis

= Om April 27, 2007, wa also plated a public
announcement conceming e sanction and the
subsagquend rarmedial reasunes in he Nkl and
Asahi newspapers based on the ordar of he FTC,

Hew Hezel Capital Accord (Basal )
On March 28, 2007, wa recened formal approval from the
F5A for the doliowing:
{li Foundation Intemal Ratings Based Approach
(F4RB) for Credit Risk
{ily The Swwndardized Approach (T5A) for Opsratonal
Aisk
(il Intermal Modal Method for Market Risk
This approwal i3 efective from the fiscal year ended March
a, 2007

Recent Developments

Faeility lor Purchaze of Class A Preferred Shares

Cin ey B, 2007, we announced That our Board of Déreclors
approved & proposal o be submitied to the 7° &nnual
general meeting of sharehalders (The “Anmsl

Sharehoiders’ Mesting®) schaduled on Juns 20, 2007,
autharizng wa o purchase up o 74,528 000 Bades 2
Class A predermed shises lor 8 Massmum purchase amadinl
af ¥225.0 billian,

Tha avalatla perod tor purchase, il approved, s
batwesn the closing of the 7 Anmeal Sharehokiers'
Muating amd are business day bafore the Class 4
prefared shams” mandatory conversion date of Apnl 1,
2008,

Sale of Life Housing Loan
On May 18, 2007, wa ennaunced the compistion of 1he
gale of all shares of Lite Housing Loan Cao,, Lid {Life
Hiouséng Loan) o Sumitomo Trest & Banking Ca., L.
(Sumilarms Trust) based on an agresmen reached
betwesn Shingei Properly Finance Co,, Lid,, a subsidiany
of Bhinse, and Sumibemo Trusl

We decided thal, afhough Lile Housing Loan had bean
perorming well and resnained a profilable businass, thene
eppearad 1o be few addilional synengies thal we could
repire batwaen ihis subsidiary and ofhar business aoas
peing Torveard, W remain oommmilied 1o growsing our
housing losn business by offaring innovative solutions,
such &8 PowerSmarnt housing losn, thisugh our retad
banking ranchiss
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Sealected Financial Data (Consolidated)

Hhness Bank, LimEsil &l Comanlidated Subsidanes
#ig o o lor e lscal pears erded Barch 31, 2007, #5000, 2008, 2004 ard 2000

00T 005 T 2004 2003
Income statement daia: —_— ——
Mal Inerast inoome ¥ a5.4 ¥ 822 ¥ GBEE ¥ 671 ¥ BB
Mat fees and commiszions 6.4 454 A2.4 16.5 16,5
Met irading incarms 17.8 27.8 2349 27 8.5
Met oiher business incams 56.6 11810 B4 5 450 16.5
Total reeenus 2583 R | 1778 123.5 107.7
General and administrative expanses 150.2 136.5 7.3 709 6.7
Armatizaton of goodwill and ather mtangpiies 0.8 29.4 8.8 0.0 =
Total general and administatve Bxpanses 171.0 166.0 108.1 701 69.7
Met credil costs (recoveries) 514 0.1 0.9 {15.4) (B.6)
Qiher {losses) gaina, net (1) (3.4} (7.0} R (0.2)
[Loss) income befers noome tanes and minenty inerests {65.7) 73T BE.5 688 46.3
Currenl moome tax iz iy 1.4 1.4 .8
Diaferred incoms fax [benafi) 24.6) {11.4) (3.4 1.1 {7.5]
Minarity siterests (0 nat income {loss) of subsdianes 16.6 &2 .1 {00 [+XH]
Net {Jass) income ' ¥ (808) ¥ 780 ¥ 674 ¥ 664 ¥ 530
“Balance sheel data:
Trading assets ¥ 3033 ¥ 1935 ¥ 168.5 ¥ B35.0 ¥ 3611
Securilies 1.854.6 1,484 4 1.478.2 14832 1.770.9
Loans and bills discouniad 51483 4 0BY.5 34304 3.047.0 35023
Customers' Eabililies Tor accaptances and guarniees 7544 Bi3a 1.0681 33 55
Reasre lor credit Insses {147.2) {144.8) {148.7) {1779 [216.5)
Total assets” 10,837.6 9,405.0 8,576.3 53437 5670589
Deposis, ncuding negotiable certficates of deposit 5,420.9 4,077 34528 27344 2.576.9
Debanturas 3.2 1,189 1,426 1,358.0 18843
Trading labiliias 95,2 148.9 BEL.1 Be.2 117.4
Biorrowsed money 11226 1,2057 1,160.2 3344 336.A
Acceptances and guaramess Thd.4 B13.4 1.088.1 383 E0.5
Total liabilitos 9,904.4 B.2B7.B T.F35T 58127 6.026.9
Minorty interests in subsidianes™ - 18 538 0.8 o1
Capital slock 451.2 451.2 4512 4512 451.2
Total showeholders' eguity == 8656.3 TH6.6 730.0 G79.8
Total aquity’™ 8332 - - - -
Total labiies and aquity ¥10.837.6 ¥, 405.0 WB.G7E 3 ¥E.343.7 V6, 7069
Per shire data
Common equity’ " ¥ 30860 ¥ 3BD20 ¥ 32985 ¥ 2ETO4 ¥ 24059
Fully dbuted aquity "™ 36504 421 .62 300,08 ATRTD 335,28
Bazi: net {lossl incomea {45 53 53 18 46,78 46 0% 36.18
Dilded net income = 3775 3408 3275 26.15
Capital adequacy data:
Tieer | caprial raba B.1% 10, 3% 7.0% 16.2% 14.3%
Total capital adequacy ratio 13.1% 15 5 11.8% 21.0% 20.1%
Average balance data:
Beauriting Y 1.750.5 ¥ 721 4 Wi 508.4 ¥i. 6181 ¥1 9868.3
Loans and bills distoumed 6134 37307 3 0000 3020 4.008.8
Tolal asseis 10,1213 80006 TAED0 6,525.3 73682
Inlerest-boaring llabities TAMA 84183 52160 40798 83131
Total liabililas #,086.1 REIR ] - = .
Total lisbaties and minority nlenests in subsidianes - B,169.,8 B701.7 5,820,4 B,736.6
Shamboldera’ equity - Az1.0 7583 7048 651.4
Tatal equity 4943 = oy = ==

(e
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_BHilons of yar (sucopl peroerdingig
2004 00T

2007 20 EOaE
Other data:

Faturn on assets (0B} R L 0.9%% 0% i B
Faturn on aquity (ully diged) (B.1)% 9.3 B.9% g 4% B.1%
““t;:il‘;if:';ﬂ?:;“- cluding nagalanie otificates O CRpCcEL 19 gyagy agay 44,60 ABTW  42B%
Hat inbomst mangin 1.3% 1.4% 1,3% 1.1% 1.0%
Expanss-ravenun ralin™ 5B.G%: B0 54. 7% 56 8% Bl T
Mosperorreng cleims, non-consalidatad Y279 ¥i25 ¥31.7 Y873 ¥aas2
.T.—.i-?;:.m;m claims 10 1otal claims, 0.5% 1.0% 1.4% 2 B & T
et dafemad lax assats ¥a73 ¥i6.3 Va3 w22 B ¥ 1B+
et defemad fax asaats as a parcantage of Tier | capital 8.0% 22 0.5 . & B

Koy

411 P v d by a peey st g dianctand paitdaleed by e Accoundng Swnde-da Baaid of Jopss [AEBF), as ol ktarcdi 31, 2007, ¥7 T Dilon of delamed
Rk (0 chad v BeCCon s od under hadge aocmandig hivo bean dafucied bom oid equly. RecassBralkon ol T pricor pernisd amount | mot

rarml e uncket Japanesn GAKF

42] A reguized by 6 new accousiing standard poblshed by e AS0, pe of Masch 30, 2007 Y283 5 bion of swnorly inferests i autecisres b chasfied ag
ity Feclassficalon of the prioe period amoon B il permitied sndes Japerees 5P

130 O Jierwe 25 2009 Sheradd o ahaishokSrs sppnd o 18D pvaiiel @000k gpil, wRich sk aocuied on July 28, 2003 Tha por share dats is
prusaiiel a8 @ 0w drsares 0ck a0ll had Boan e iad Gt s be@nnng of the paneds presaniad

£ Erock ardusfion At &t minody eiemes in sublres e eaoiidod from oguety

{51 Ful®y diuiod sguity por whans ia cakculaled by dividing oquly ol the ond of the penicds pressaled by the nosber of common efares thal woukd have been
puistandng fad o secufies comveri e mio o oexecisabie or comemon shame been ovsdel o sgpctatl wilh an apploeilie conseesion oF ganicas

price withn the posdeisnmitesd mngs al the and o e ganod

[6] Thes aepefme-tavenes ks b o leubiad B Seiding ganersl G acmin praie soperssa ior (e paninds presenind Dy ha 1ol revenug Yor such period

Aesuits of Operatlona

Fiscal Year Ended March 31, 2007 Compared with
Fiscal Year Ended March 31, 2008

Flscal year 2006 resulls were substantially impactad by the
prowisions and changes related fo our consumer financs
buesiness a3 a resull of the significant legislabye and
markat chanpes affecting the mdusiry. As a resull, wa
recorded an impairment of goodwill and othar intangilas
aseociated with the acguisiion of APLUS of ¥85.1 billion
In additian. AFLUS and Shinkl recorded sagnifcant
prowisions for “grey zone” inflerest payments and other
regtucturing costs relating to business traneformation. We
congidar these costs and provisions 1o be langaly
noR-EcUETing In natuna.

Total rewenus for e liecal year snded March 31, 2007
wiEg V2583 hillin, cormpadad 1o ¥273.4 blfion i the
preyiows fiscal year Nei inderes| income moreased ¥13.1
b, o 16.0%, during [he year as interesl-aarming assels
grew in all thres business pillars, Non-imemest incoms
derclined in Escal year 2006 Langely dué to Shinsei Bank's
aquity inthe nat loss of s eqety-rrethod affiiate, Shinki,
amourting b Y146 billion, nat of consalidation
Edustmants,

Cur genaral and administrative sxpenses lor the fiscal
yaar anded March 31, 2007 wara ¥150.2 billion, awcluding
Y20 B blllion of amonization of goodwill and oher
imangibbes, an mcrease of Y1306 billion, or 10.0%, a3

camgarnd o he previous fiscal year, The increase i padly
duee b the congoldabion of Zen-Nichi Shinpan, as weall as
mipansns associated with stridege iImnesimants in all three
business piltars for [ubum business growih,

Wa rezorded net oredi costs of ¥51.9 biion during fiscal
yaar 2006, a5 companed 1o net credit co81s of ¥30.1 bilban
far the previous fiscal year, The inchedse in credil costs
was largaly altnbutabia 1o what wee believe am higher,
largady non-recurnng, net crodd costs in APLLS. We
recorded ¥48.1 billion in nat credil costs m APLUS, an
increase of ¥10.6 Glllon from a year ago, malatng primarly
to dalays in collections and a stricter credil rmsandang palicy
necasaiatad by the changs in tha Money Lending
Business Law.

Wa turther reduced our non-pedorming loans (MPLs)
belance under tha Financial Revializabon Law sa that &5
of karch 312007, iotal MPLs of Shinsal wara ¥27.9 billion,
a decina of ¥14.6 Gillion as comparad o tha balancse gl
March 31, 2006, NFLs wera 0.5% of tofal claims
oulstanding al Masch 31, 2007 an & non-consalidated
hasis

O Tiee | capital radio of 8,1% and lotal capital adequacy
ratic of 13,19 as of March 31, 2007, on a Basel || besis,
myeeadnd our corporabe Largels e maintaining srong
capital ratios



Management'’s Discussion and Analysis of Financial Condition and Results of Operations

We racorded mpairmant of goodwill and other
intangibles associated with he acquistion of APLUS and
amartizalion of gosdwill and olhar miangibies assocated
with the acquisiion of conswemer and cormmarcial finance
companiags. nal o ax benefit, of Y962 biion in ihe lscal
yaar ended March 31, 2007, To provide greater
iransgarency and understandng of our undérying
performance, we distlosa cash basis net Income, which

gxaliades thia impairment and amedizatan o goodwill and
other intangdies., nol of fax baneft, in our sarmngs
announcemants. Our cash basis rigl moomn for the fiscal
year ended March 37, 2007 was ¥35.3 bdllon, compared 1o
cash basis net income af Y101 2 billion in tha prior year. A
recancifiatan of vanous eaminges measures fram our
results reponed under Japanese GAAP {0 a cash basis @
Qhvin Balow

Supplemnental Financial Data and Reconcilfations fo Japanese GAAP Measures

Shirssd Bamk, Limifad and Cansofdated Subswlaries
_ Pt T Il i mnthend Mmech 11, 2007

Bilions ol gon jaecafl per shace dals pod pecapiagesl

Impairment and amortization of goodwill and ather intangibles

Armortization of other mtanglbles ¥ B2

Associaled detemad 1ax ltability {3:3)

Amortzation af goodwsl 12.5

lmpasrment of other intanglbles 40.0

Associated deferred tax liability {16.2}

Irrpairment of goodwill BEO
Total impalment and amerization of goodwill and ether intangibles, ned of tax banstit ¥ 862
Recaonciliation of net loss 1o cash bagis nel income

Met Ioss ¥(B0.9)

Impairmant Emd amoriization of goodwill and oiher intanglbles, net of tax benadit 06,2
Cash basis nat incoma ¥asa
Recontiliation of basic net loss per share to cash basis basic net income par share

Basa net loss per share ¥i[45.582)

Etinct of impairment and amadtization of goodwill and ather iManpibéas, net of ax benefi 69,74
Cash bass basic il moome per share o ¥ 23,82
Reconcilialion of return on assets to cash basis return on assets

Feturn on aasets {0.6)%

Effect of impairmant and amorbzalion of goeotwill and ather intangibles, nat of 1ax Denafi 1.0
Cash basis refurn on assels 04
Reconciliation of rl-l_l.lmun pquity to cash basia relurn on egquity

Return o equity (fuly diluted) [B. )%

Effect of impairment and amonization ol geodwill and ofhar intangibles, net af tax banelil 128
Cash basiz rehmmmy (Hully diluted) 4.7
Recantiliation of return on equity o returm on langible equity

Feturn an aquity (lully dikded) {B. 1%

Effect of gocdwil and other intangibles'! 14.9
Return an IN‘@HHHHH’I: -{I'ullr diluted) 6.7

Mol

(1) et boss cecluden immainment and Bmeel kalion of geodwsd] and other rtangbas, nalof s baralll Avarmje sharsfokden’ aguity suoialss poocwil and

aifeer intamgiles, net ol astocioied didsred fax baldity
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Tabie 1. intorest-Earning Assots and Inférest-Bearimg Liabilifies {Consalidaled)

— __ Elcis of yon (espepl porcaiiagues; —
T B
feragu s
Fiscni yoars arclad Manzh 38 Balanca Iyl WimbiFale Balanca inimmst  WiakiFale
Interesl-sarning assels;
Loans ard bills discounted W4 6134 Wi2eA 275% YITIT  wiga4a  E2BNG
Luasad azsals and instaliment receivables 8313 11 BAS 793.7 460 580
Securiling 1,760.5 323 1.85 1,721.4 16.8 0.94
 Diher interast-paming assets’’ 721.4 138 nm 5037 37 nm
Total revednue an ilnumnl-aumng assets Y7 8168 ¥22349 2.83% ¥ETART  WITAD 250
interesi-baaring liabilithes:
Daposits, includng negoliabks certificates of deposi ¥4B34.0 ¥W343 0T WITTEA  WIEH  (45%
Dubariures 7956 30 033 1.1528 AT o4
Subordinated debi 398.5 B8 247 2537 S5 213
Borrowed money and carporae bonds 1,118 1.8 1.08 994.3 122 122
Other interes!-bearing labilitas" B74.4 182  nm, 220.4 33 om
Total expense on hl:eru'l:—hnrhg |lﬂ1llllﬂ WT.E2IE W77 0.99% Y4183 v427 O06M
Hon-nterest-bearing sources of funds;
Mon-ntenast-bearnng (assels) liabditiea, el ¥ [654.3) - ¥ (ARG BY - =
Sharenalders' aqui‘ry“' 7494 - - BE21.0 - -
“Total intarest-bearing liabilites and = _ L _
non-interest-bearing sources of lunds i WL TN
ket interast mangin a = 1.84% - —  1.BT%
imipast of non misresi-bearing sources - - 0.0 - = D03
Mot revenue on interest-earming assets/yleld E =
on inlerest-earming assels ¥i46.8  1.B5% ¥128.3° 1.90%
Reconciliation of total revenue on imarest-saming assets b otal inlerest income
Total revenus on inanest-aaming assels WT.O188 w2238 2.83% YEr48T WD 253%
Less Income on ieased assata and
_ instalment receivablos 831.3 _ 511 815 7937 460 580 B
Total inberest incoms ¥7,0B5.5 ViTas 244% ¥5956% Wi250 210%
Total intarest expensas = 77.a - - 427 =
Met intmrest incame = ¥oE.4 = - WAZ 2 -
Karesr
{11 Diher inlepi-narag seels and cthor rane-geanng kabilis Bcids imeneal g e lund Svaps
1) Repaseniy g simpds dyvedaie of the balnnoa &b he end of the cument pand evd the balanos &l P end ol T pieeio geiod
Cur net reveme on inferesi-eaming assels includas ned o leased assats and nstaliment recelvables and ihen
intarest Income as wall as revenue aarmed on our EVeragpE recaneile o net revanss on iMeresi-eaming assels by
bafanca ol mased assets and installment recaivables. Wa Including incame on kased saaals and mstalmeant

coraider income on leased assats and Irslallmeant

mopwables, which is reporied in net aother businesa

receivaiies o e 8 companent of o interest incoma, bul income In our conselidated statemsnt of ncome,

Japanese GAAF does aol Include moome an lnagad
aszgain and nstallmant recehables i nel inbemst ncoma.
The® we calcutate nel mberest incoma exaluding income

(G
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Taile 2, Analysis of Changes in Net Revenue on Inferest-Earming Assels (Consolidated)

Bileme pl gan
__ Duswenanesin
_ Fiom listal jua sedod kaich 31, 2006 o Ascal yuar ended Karch 31, 2007 Voluma Az Mat Changu
Increass (decrease) in interest revenus:
Loane and bills discounied Wog T ¥ 23 Wo g
Leased assats and mstallment mecawvables 29 a9 50
Becurilies 02 161 i5d
Dbl Inlerest-gaming assels 1.6 8.4 9.4
Total revenue on interest-sarning assets i o V528
Ingrease (decrease] in interest expenses:
Doposits, inchsding negoiable cenificales of doposi vaT 2.6 VIT.4
Dabemures {1.4] 0.2 (1.7
Subordinatad debt 29 1.3 4.3
Bomrowad monsy and conparate bonds 1.4 (1.5 i0.3)
Cihar intamsi-bearing lahilities g4 A4 t14.a
Tatal expense on interest-bearing Habilitics ¥34.5
Het increase in net revenus on interest-earning assets ¥igz
Asconclliation of 1otal eeemnie on inerest-=aming assets to fola! interest iIncome
Tatal revanue an inldrasi-saming assals W52 B
Less: Income on leased sssets and installment receivables 5
Total imenes| income YATT
Taial inlensal expenses 345
Met increase In net Interest Income ¥13.1

HNo

(¥} Trax chonges mnisreat income ond expame for asch calegoy o diveded inio the porbon ¢ chege allitlnbie 5 e saneese involoss o rale 1Gr Hhst
rabmgaty. The attibchior ol S vilame sailsson I8 cicikbed By miikipng e changs i velom by P Dok Ve s rain. T gisEulkon of ma ik
watAnRe S @ cEisdmed by roliphitsg (his chisga M e by e oere years bamnea.

MHet Revenue on Interest-Eaming Assets
Owr principal intarest-saming assete include loans and
bllls dizcoumed, securitiss (other than securites hald for
trading purpases), consisiing mainly of Japansss
povernmeant bonds and bonds Issued by non-lapanesa
corparationg, a6 well 68 lessed assets and Installmsent
recaivables genarated in owr Consumsr and Commenciad
Finance buseness. Our principal ineraat-bearing labiliies
are deposils (including negolisbie cerificates of depasl
and loreign cumeney deposils), debeniures, subsikaias”
bBarrewings fram alhar finsncis instiluliong, and
subordinaled bordds and dell

Mt reyvenue an inferesi-aarming assets lor e fiscsl
yaar anded March 31, #2007 was ¥146.8 Bdlion, an
incraase of Y182 billion comgarad with the prior fiscod year,
Total revenues on intarest-eaming asseis increasad by
¥52 8 billion while tofal Interast sxpenses moeased by
¥34.5 billlon. The net yield on Interest-vaming assats

sinod &t 1 A5G, compamad wiath 1.80% for the prior fiscal
yaar.

Baszad on an attribubon analysis which diviies mvenue
and expenss changes into ether & vadanca in the volume
of asesis or liabilibes or a variance in imtems rate, the
¥52 8 billion Increasa in total reverus on inleresi-saming
asseds |5 atiributable primarily to higher volurme of icans
and bille discountad and yied on sacunties, The averags
consoldated balance for loans and bifs discounied
increasead 1o ¥4 613.4 balion for the liecal year ended
March 31, 2007 from ¥3,730.7 billlon Tor i prawsouas liscal
yaar with the average yweld 21 2.75%% for the fiscal year
ended March 21, 2007, companed 10 280% lor the
pravinus lizes year. The inctéase in average balance was
primarihy B rasull of ingpEpses in losn Balances in all ihrese
businmss linms,

Thea ¥34.5 Billion incroasa @0 jotal interes] expenss was
altributabile prmarily to e noreased avarage males on,

(e
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and Incraasad average telances of, doposds and
negotiable cartlicates of deposil (NG}, noreased
average balances of subordinated debt and an iIncrease n
alfier misrest-beanng llalibes. The moraase in deposits
and HCD mterest expenas was pnmarily due bo an
Increase in te average rabes, which stood at 0.71%: for the
fiscal year moded March 31,2007, compared b0 0.45% for
the pravious liscal year and, 10 8 [Bgser extent, an increass
n fhi average balancs o ¥4,834.0 Ddion from ¥3,776.6
hillan. Thr monease in subordinated debi inlgrasl axpenss
wis diss 10 En increase 0 e average balance oulstandag
ko Y3505 billion lor the fiscal year ended March 31, 2007
fram Y258, 7 billion b the previous Pscal pear mainly dus
fo increases in subordinad debl reled o our ssuance
of ELIA1 4 billion of step-up callable subordinated notes in
Febnuary 2006. The inerest expense increase of ¥i14.9
Billion in other inerest-bearing liztadties parly relates io
Intevast and currancy swap axpenses associated with
foresgn currency-denominated and overseas transactons
A reduction In the svarage imlarest rate on borrowed
misiay &Rl corporele bonde o 1.06% for the fiecal year
endad Manch 31, 2007 from 1 22% {or the previous fiscal
wear reflects our continuing effors 10 reduce bomowing

et Trading Incoma

£osts. This reduclion wes partally oliset by an increase in
mierest axpense arsing lrom the higher average balance
ouistanding. & decliree in the average debanlures balancoe
ouisianding 1o Y7856 billion for he Tiscal year encded
March 37, F007 from 1, 152.9 billicn lor Ehe prasdiols scal
YERI was conssiEnt with our stralegy of meresing retail
deposds and reducing maturing debentures.

Het Fees and Commissions

Fees and commissions prmanly include iees on
non-recourss real astate inance. consumer and
comrmercial lnance lbans and olher financing products,
feas lor Inest and secuntes seovices, and commissions on
sales of assel mansgenent products,

Mt fogs and cormmissions Tor tha fiscal year anded
March 31, 2007 wara ¥40.4 bifion, an increass ol Y9
tillion as cormpanad fo the previoees fiscal year, The miin
factor was an incease of 1.9 bilan n lees from saas of
assal managament products such as mutual funds and
varigbés anmuitas to retail customars, This was parlly
offzet by a ¥1.7 bikon decling in fees from vanous
financing activites to APLLS customars,

The table below shows the princpal components of net trading income.

Table 3. Net Trading Income {Consolidated)

Fuacal yar snchd Manch 31

Ingoma from frading securities
Ingarma Iram seaurilies hekd B edge irading Iransactiong
Incama from Tradingelated financial dervatees

_Other, net

het ading mcome

Bikona of jon
2007 P
— ¥ 15 ¥ 7.7
6.3 22
102 17.6
R o1
¥iT8 WIT 5

Mel irading income rafiecks revanues fram
cuslomer-driven TEMeacticns ag wall as nsasans
urdenaken lor our aws Irading purposes (thal is,
transactiaons aeakmg o captune gaing arizing from
shor-4erm changss in mafket valee]. In addition o
invesImants m seeuribes, 4 aNcoeMpassas INCOMEa wa
daive Iraim grwvding darivatne products, including
slruttuned deposas. ko retail and instilutional eusiomers

Durng the fiscal year endad March 31 2007, we earnad
Y178 Billion in nat rading incemne, as compensd 1o Y275
hillon im e praor lecal year The deshine in inoomes from
I'FEI:|II'Ig seCUrlies ol ¥ .2 hillon was altrbutable o irading

Japanese govemment bomnds and equily dervalives
aciwilies ncomea fiom securies held 1o hedge trading
trangactions increased o Y83 billon retading mainly 16
bond irading actvilies. In fscal year 2006, the decling in
inzoma from fradang-related financial dervalives ressited
maimty from a Secreass in option incoma genaratad in
connechan with migrest-inked stuciured deposits
provided mainly to retall customers from ¥1 1.0 billaa 1o
¥5.7 billion due 1o lower demand for the praducls.
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Met Dther Business incorme

Thet table belve showa the principal components of nal other bugness incomae

Tabde 4. tat Other Business ncome (Consolidated)

S

Inoarme on monatary assats feld in s, net ¥14.7 ¥ 26
Met gain on securties 151 6.1
ot gain on foregn exchangs 104 106
Mt gam on olher manedany ciams purchased 1494 171
Oiher businass incoma (osses], nm

(Liasses) incoma from dedvatives for banking pumases, il (6.7} ng

Equety in et (kossas) income of affilales (127§ 41

Gan on leess cancalalion and oher leasa income, nat 23 23

Cither, net 23 T
het ather business incorme bidon income on |eased assats and instalimean eooivalias, net 454 TR0
Income on loased assets and nstalment recenables, el 511 4610

hat elfver business income YOG ¥118.0

Metl olher business Incame mainly mohades Income on
leasad sssets and Instaliment moevables, nst gain an
sacurities and foreign exchanges, nel gain an otbher
manetary claims purchasad lor rading purpoges, incms
an manatary asssts held @ irust and aguity in net (osses)
income of afffiates. For purposes of our anafysig of resulls
of aparations, we nclude income on leased Essels and
instaliment recalvabias in cur discussion of nal revenur on
intgresi-waming asaels batause we consdiar Such income
i b similar i charected o gur terest income,

Mat other bussness moome for the tiscal yaar anded
March 31, 2007 was Y38 6 hillion. Thaa inchuded mcome of
¥&1, 1 bilion from the leasad assets and instalimeni
receivabies business of APLUS and Showa Leasing Coy,
L. {Showa Leasing), Excluding such income, our net
oihar businass incore for fiscal yaar 2008 was Yah.4
billion, a decine of ¥26,5 bdlion companed with the
pravious fiscal year, The pnncipa! resson for the daclkng
was tha incumence of ¥12.7 bdion of equity in ned lossss of
affiliatas as companed o sguty In net incames of ¥4.1 bilken
in the prior year. In fscal year 2006, we recondod a net oes
of our equity-mathod atfilate, Shinki, amounling 1o ¥14.6
biliaa, nel of consolidation adstmenis, Shinki's net losa
wias due prrmasily to provisions &ed costs for “grey zane”
mizres] payments and restruciuring cosls mgunad Tor
busmess transtormatian.

Income én monstany asgeats hold in frust should be
cansicarmd ogatmar wilth ned gains an olhar menetary
claims purchesed for rading purposes a3 both of thiesa

mcome celegenes include credit rading and securitizathon
incorme, In Gscal yoar 2006, we complebed 61 neny credd
trading transactions domastically with an aggregate
irvegiment amownt of ¥74.8 Billian and nine transactons
overdeas with an aggregate irmvestment ampunt of ¥135.0
bilan, Yn thi fiscal year ended March 31, 2006, we
compleled 43 domestic cradit irading ransactions with &
aggregais investment amourl of ¥76,3 bifion. n addition,
during scal wear 2006, we concluded five new
sacuiliFaton deals with & tolal issuance amaount of ¥S5.8
biltisn, ecrmparad 1o 14 securilization deals wih a lolal
isguance amouwnt of Y2778 billien |n the previous tiscal
year. Nil gain on other manatary claims purchased for
ireding pepasas Increasad ¥2.8 billion to ¥19.9 bilon far
e figcal poar ended March 31, 2007, consishing peirmarily
af Ineama from credif treding fransactons. Incame on
monetary assats held in frust for frading purposes declined
1o ¥14. 7 bilkon largaly reflaciing the abssace of gans on
equity securities-related Iransactions,

The ¥8,9 billion increass n net gain on sacunties ralies
& they securites porfsio held n ouwr caplital markets
business, This was partly offsat by coresponding ety
dorvatives included in ksses from dedvelives for banking
pumaosss, nsd af ¥6.7 billion, which declined ¥7.7 billon as
campared with he gnor fiscal year. Met gain on fomign
axchangs of ¥10.4 billion, in part. mchdas oplion incoms
in connectan with curmancy-inked siructumd doposds
provided to relail oustormens of ¥5.8 billlon, a5 weil &3 fees
on foreEgn exchangs ransactions,
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Total Revenus

Due tz ihe faciors described above, todal revanes in ihe fecal year ended farch 31 2007 was ¥256.3 billion, &% cormparad

with W2T3.4 bilion 0 1he previous fiscal year

General and Administrative Expenses

The table beke seis forth the principal componenis & aur ganeral and adminisiralive expenass

Table 5, General and Adminisiralive Expenses [Consoiidated)

. Biions of yen pgr—

Fical yesira srded Marh 31
Parsonngl sxpenses ¥ BT ¥ 507
Promises expentes’ | 173 18.0
Technology and dala procassing expenses’ 20.1 19,1
Addvertising expenses 10.9 B4
Congurmgdion and propery taxes 7.3 75
Deposit Insurnce premium 28 23
Cther general and adrnisirative expenses B .4

General and administrative expenses 1502 1385

Arnorizaton of goodwill and other Intanpitées: 208 28.4

Tl generad and administrativa am&nﬁm' wiFLo W16B.0

LT

11 Prar period reporiing Feis Bwan restiated 1o Do consistainl with cummnl mscring famal

From the fiscal year which cemmencaed on Agrll 1, 2006,
amartization of goodwill and cther intangibles is recarded in
total peneral and adminsiratve axpanses.

Ganaral and administrative expenses (axcluding
amorization of goodwiil and ather intangibles) for the fscal
year ended March 31, 2007 wara ¥150,2 bilion compared
with ¥136.5 billion for the previous fiscal year. The ncrease
was parlly dun to the Inclusion of ¥4.8 billion in expenses of
Fen-Hichi Shinpan, a newly acquired subsidiary of APLUS,
Tha incrsass in expansas was also necessitaled by the
coplinued need for srategic inmsimeants to grow each of
our threo business plllass,

Parsonnal expenses (ncreased by ¥2.9 billlor o ¥EL.7
billian, of which ¥1.8 billion mixes o the inclusien o
FarrMichi Shinpan's personnel axpenses.

For the fiscal year ended banch 31, 2007, aur pramigss
expanses were ¥17.3 billion, compared 1o ¥18.0 hilllon the
prevvious fiscal year. Wae ware able to reduce aur pramizes
mpansas by ¥0L6 billlon as we confinug o montor cur
premises expensas as a part of our overall expanse
rationalizaiion,

Technology and dala processing expenses increased by
Wil B bifian o Y201 billion @ the fiscy yearendad March 31,
2007, Thig mchedas, v pa, expenses associeted with
increased imvestments i new miarmation technodogy
syabems and an incregse In sliated mainlenance and

depreciation sapanses, as wall & expanses of electronic
data information senvices. Advanising expenses were
¥10.89 billion far fiscel year 2008, & incrazse of ¥2.5 bilian
compared & the previous flecs! vear, reflocting. in par,
initial markuting expenses ralaled 1o co-branded credit
cards with APLUS, as wall as advertising expansas of ¥0.4
billion ol APLUS" newty acquired subsidiary, Zen-Michi
Shanpan, Advartising expenses in 1hia metall banking
business increased by oL billion i ¥3.0 billlon.

Other general and adminigirative expenses, consisfing of
autssurcing and temponany stalf expenses, professional
feas, printing and stationesy expensas, were ¥2B.8 billian
comparad §o ¥21.4 billion the prieviows fiscal year. Tha
increase of ¥7 .4 bdlion = padly attriutable (0 expenses in
APLUS and Zan-Michi Bapan and outsourcing expenses
and lemparary stall expenses in ihe Bank.

Amorization of Goodwill and Other Intangibles

The acquisiiion af majority stakes in APLUS {inchding
Zan-fichd Shingan) and Showa Leasang resulind in the
creation of goodwil and other intangbias, The amorizabon
of goodwill and sther infangibles was Y2008 Gillion for tha
fiscal year ended March 31, 2007. This mainly incledes
amaetizalion of goodwill and ather intangibles abinbwiabie o
APLUS (including Zen-Nichl Shingan) and Showa Leasing
in Ehe amounl of W17.3 billan and ¥3.4 bilkon, respacivaly
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Mot Credit Cosis

Tha following tatle sets forth our net credit costs on a consolidated basss for the fiscal years ended March 31, 2007 and

2006,

Tatve 8. Nel Credif Costs {Consolidated)

Biliiia ol pun
Facal pears srnded Marcn 1 HHT ) POOA
Losses on virlle-al of loans ¥ i5 LR |
Losses on sale of inans - 0.3
kel provigion (raversal) ol reseres for loan losses:
Wt provisson of genersl reserve for loan losses 33.5 30.0
Met provigion (mvarsal] of specific resarve for lgan lodses 15.6 {5.1)
Mat prowiaion {revarsal) of TESENVE far kpar lossas 10 resiructuring 'I:I:IIJI'I1I"iE!! .o 0.0
Subtotal ) 48,2 248
Hel {raversal) provigion of specific rezsenve for olbar cradit losses (0.8) 14
Otner credd costs relating to leaging business 1.8 26
Net credit costs - ¥51.8 ¥30.1

The poncipal components af nel credit cosls are
proveslons or neversals of Ioen loss reserves. In
accordance with Japaness regulatory requiremenls,
Shinsal mantans general and speciiic resanses tor loan
ineses, o resanve for lnans 10 msinechuning countres, as
will as a specific resarve Tor other credit lossss, Cetain of
our subsidiaries, paiculardy APLUS and Showa Leasing,
alo maintain ganaral and spaciic reserves for laan
hoezas

Wo moorded net el cosls of ¥51.9 billion for the
fistal yaar ended March 31, 2007 compared with not cradit
cosls of ¥30.1 bilan for the fisoal year anded March 31,
2008, The morease in nel eredit costa in fiscal year 2006
wis mrgely due 1o higher credit provisions in APLUS.
APLLIS mecorded net erodit costs of ¥49.1 bflian, an
increasza of ¥18.8 biflan frem the previous fiseal yaar,
relating primarily 1o dalays in cofections, sincler credi
resarying policy necassiatad by the chanoe in tha Money
Landing Businezs Law and “grey zone” mialed costs.

Other Losses, Mel

Oithar losses, nel were ¥85.1 billion foe the fiscal year
anded March 31, 2007, as comparsd 1o ¥3.4 oillion during
thia previous iscal waar. Other lasses, net in fiscal year
2008 malnfy includes ¥85.1 billion of impaimment of
goadwdll and other intangites associalied wah the
aciuisiion of APLUS, "gréy zone” relaied costs of ¥a.8
billken and other restruciuring costs af ¥6.4 billlon related o
AFLUS. Thes was partly affsat by a gain on the sale of
shares of BlusBay Asser Managament Limitad amousnting
fo ¥11.6 hdlion.

Incoma [Loss) Bofore income Taxes and Minorily
Interasis

&g & requll of the foregoing, Bes befons income Taxes andd
minarily intersts toaled 85,7 Gillion for the fiscal year
ended Maroh 31, 2007, as compamd to income Defens
income Lwes and minonty inferests of ¥73.7 billion (n the
presnous fiscal year.

incomea Tawes (Benefil)

Far the fiscal year ended March 31, 2007, we recorded
¥3.2 hillion i current income @, Y04 billlon lower than for
The previows year mainhy redated to local income tax paid by
aur subsidiares, We also recorded a delerred Intomas fax
benalit of ¥24.6 billlon, largely reflecling ihe tax benadil on
the impairmant of other ntangibles associaled with Tho
actuisition of APLUS smouniing to ¥16.2 bilkon,
amaortization of fair ¢alue adjustmants 2 net asseis and
other intangiblea of ¥3.9 billian and the impact of defermad
lax assat recognilion based on our prajecied laxabla
income for the fodiowng cna-year penad.

Minarity Interests in Met Income (Loas) of Subsidiaries
Minority Inferests in met incoms (lces) of Subsidiares of
Y¥16.6 hillion far the fiscal year endad March 37, 2007
largaly rellects intenest paymens relating to our issuance
of hyoed Tier | capital m the intematonal mareet in
Feteuary and March 2006 emounling o 31,475 mélon and
minasity interasis eiating 1o APLUS's prodarned
sharahokers and subsdiaries of Shinseigin Finance Co,,
Lid.
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Mot [Loss) Income

Chir net loss for the fscal year erded March 31, 2007 of
¥E0.9 billion, comparad tonat incoma of Y760 billion in tha
prior fiacal year reflects charges ansing from agisiatve
and manet chengeas In the consumer finance mdustny thai
we congider o be largety non-recurring. We report both
Japanase GAAP net (loss) Incomea and cash basts nat
incarne in arder b provide greater ransparency and
understanding of our undsedying pedormance. For the
fiseal peor ended March 31, 2007, eonsolidaied cash basis
nal intomea wias ¥35.3 hilien, as cormparad o ¥101.0
billian in the previous fscal year, Cash basis nel incoms is
dafmed as Japanesa GAAP nat [loss) income adjusted b
aucluds the impairnent and amartizalion of goodwill and
athsr intanginles, nat of tax benadi. aitribaiabde o our
consumer and commarcial finance companies.

Reconciliation rom Reporied-Basis Resulls o
Operating-Basis Aesults

In addilion fo analyzing our resulls of apsrabons in he
format wsed for our fmancal siatements, whiclh we reler o
am the “repored-Bass,” our managamant also feviews our
rasulis on an "operating-basis" 10 assess each of our
Ibusiness linas and to maasure our results aganst fangated
qoals. Oparaling-basis results ane calculiated by adjusiing
the reported-bases resulls prncapally for the amaortzaton of
goodwill snd olher Imtanglbles, cartaln revenue dems,
amortization of net actuanal losses and lump-gu0m
paymenls, In essence, the operaling-basis resufls
regrageni what we conaider to be “core” business results
and are in conlormity with Japaneza GAAP a1 iha nel (ioas)
imgomae level The lollwing summary fable provides &
ragonciliation batesan our resulls on a repored and
oparabing lasis.

Table 7. Reconciliation from Reporied-Basis Resullts fo Operating-Sasis Resulls (Consolidated)

Y]
BT o008
Flpporiss- s fl Fepanad Cpaiatng-
Flal yapes anded March 31 kams  Reckiafications  haak hass  Reclsafoalions  basis

o

et intarast income W 854 = ¥ 954 ¥ oB22 e WoB22

Non-rierest incoma'"! 1608 118 1728 1911 03 191.4
Total ravenue 256.3 1.8 2683 2734 0.3 e

General and adminiairative ﬂpﬂﬂﬂa&m 150.2 0.2} 1489 136.5 {0u6) 135.9

Amortization of goodwsl ard athar intangibles 208 {20.8) - 28.4 {Z8.4) =
Todml goneral and adminisiratiee aqpansas 7.0 121.4] 146.9 166.0 (30.0 13586
Med business profOrdinary businass profit™ 85.3 3.0 1183 107.3 30.3 137.7
Nt credit costs 51.9 - 51.9 301 = 30
Amortization of goodwill and other intangibies = 20.8 204 =. 284 234
Othar losses, nat & {99.1) {12.2)  (111.3) (3.4 0.8y {#4.4)
1ll.rﬁaa} income before income taxes and minarity (65.7) = {65.7) 737 _ mi
Income tax {penafith and mmority interasis {4.7) {4.7) i2.3) - _123]
Mt {loss) Income ¥ {80.9) B = ¥ (B0.9) ¥ VB0 ¥ T80

Mirtad

(1) Fadmisilcyions consisl piscipaly of sfjusiments ralstng io ofer bUsiNess indome botween ohar osses], net and non-rnmess income:
(2) Faclaasiliosiong consist precpaly of sojusiments relating fo evenus feoem sTafeo myssTmani.
(3 Recfasaficabons oorss pencipally of adfuaiments reising ko ume-aum compeneation and amaonizafon of cal ecliadal i o ldess b gaonassl and

atministratye sgenzes o ofter (ossesk nel

i) Ourbrpey business prold b dessesc] aller sackisiityieg ceimim ilame from nat Dusine s prole
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Business Lines Results

Wa continus to expand owr products and broaden our
cusiomar basa ihrowgh our Three siretegic business lies,
Inediuticnal Bankng, Consurmer and Comrmecial Finance
amnd Aetall Banking. During the year we piemoled
Interactan between various businesgas within aach af he
pillars, leading 1o & sgnificanl inchease in Synerges in
terms of usiness enhancang oress-sales and miemals,

|olmt business veniunes and cosi-<aving oppofunilies
Managemeant ronibors e pedermance of these

business lines on an eperaling bass, The business linas

discusgion below covers the operafing-bass ordinary

busifess prodil (ke=5s) atter net cadil costs (recoveries) of

i thres buesingss lings and a fourh category of

AL Caorporalef{ither.

Talie 8. Operaling-Hasis Ordinary Business Profit (Logs) affer Med Credit Costs (Recoveries) by Business Line

(Consolidated)
il ens of yen
2007 = —t
Consumer and ALK
nahimnnal Canmmenal Haim Componis’
For tha Bscal year nded March 31 Barkirg Firanes fanting Coetat'"! Tl
Hat misrast noome ¥ 23 ¥ 430 ¥i75 ¥ 54 ¥ 054
Mon-nteras! moome ar.g .1 18.5 (2.8} 172.4
Total revenue - ) 1173 112.2 369 2.6 2BE.3
Genersl and BlminElaEive aipanses 43.4 68,1 3T e 148,49
Ordinary businass profit (loss) B 44.0 {1.5} 20 118.3
Kot cradit (recoveries) costs {4.0§ 53.8 0.1 1.8 51.8
Ordinary business profit (losa) afler net credit costs P
, ress) ¥ 778 ¥ (0.8) ¥ (1.8) ¥ 0.0 ¥ 664
Siinrm of v
2008
Consiamsr il AL
insibutional  Commuecial Pl Covgevital
Far the fiscal yeur scsded ach 31 Eanking Firanca Barking Oinar"™ Tois
Miit inbarms! incoma ¥ 28 ¥ 38.0 ¥i1E.H ¥(2.5) ¥ B22
NE4HPEH Incams 888 0.7 255 (2.7 1514
Tatal revanue 187 1187 424 5.2 por i B
Genaral and administrafive expenses 398 604 348 1.0 1358
Cirdinary business profit (oss) 7.0 583 7.8 (8.2 137.7
Mat cradit (recoveries) m!m: (4.9 348 0.4 0.0 0.1
Fuaary DU TIga ool (o] wfar nat nimd it costs ¥ 820 ¥ 245 V72 ¥iEd  viors

{recowgning)

fiote

(1) ALMCaporstai e Bigely includes resuls of oorporis mmwy acivien. incoms om progristery nvesimanis ond oonpomin level sipenses.

Institutional Banking

In 1he Institutiona: Banking business, the produc]
specialisis and relabionship mansgers work closaly
fogether o intreass the nurpber of produsls per customar,
Corporale lending ncréased as we confinue 1o oller naw
aolulions. Refatonships with regional banks and local
linancial instilutions, with whorn the besiness works as
partners, conlinue bo strangthan, Tha instdulional Banking
buesiness conlinues io forga long-standing ralabonshps
wilh %5 real estate cusiomars. The Japaness pubkc sector
has been showing siranp potential &5 we olfer various
imnovaive sciutions,

Many ol these busmesses i miatvely new o the
Japanese banking industry and have baan domanated by
fareign inesimant banks, b we bafises thay haoe the
potonlial ko grow sgniticantly. We also commit our own
capital 1o propristary Invasting and trading activities as
markat npporunities arsa:

Duering fiscal year 2006, the Inslitutional Banking
baesiness gamad ravanue of ¥117.3 billion, &n increase of
Y5 billicn &8 compared 1o the previous fiscal year. The
businsss mats sirong Drogress in real esiale finance and
corpofate logn pofolio growth, as well a5 in babh the
darmesiic and intermational credit rading business. We
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alzo sfill son considerable growih opporfunibes theaugh
facused sabes atfons of capial markets products 1o our
ingdiiubonal cliend base—thraugh bom Shinsed Bank and
Shingml Securites—and this confinues fo be a central
strategy for the Instilubanal Banking busineas. However,
unsven markets limded costomaer flows. The securitization
buziness experancsd ovarsupply in the masel while
wolatiliy i the eguity and fixed income markets challangsd
the resl of the capital markeats busness, Genoml and
adminiafralive expanses for the perod ncreased ¥3.8

billon 1o ¥43.4 bllon, reflecting our conbinued investment
in Expanding our capital markets product and sales
capability. Mel cradil recoveries for the period of ¥4.0 billion
warg padtly alinbulable to an improverment in the cradit
rabngs of several dablors. As a reaull, ordinary Business
profit atter nel credd recoveries tolaled ¥77 B billion, a8 ¥4.1
billlie desclirm over the previous fiscal yoar

The expanse-to-revenus ratio of the instiutional
Banking buesiness atood al 37,1% o fiscal year 2006
aompared with 34.0% far the provious fiscal year

Table 8, Institutional Banking Revenue by Product (Consolidated)

il of yon

Fiscal years andud March 31 2007 po

Institutianal Banking:
Corparata loans ¥ 201 ¥ 17.9
MNan-recourse real estale linancs 17.8 20,2
Credit trading 171 14.89
Forelgn exchange, devivatives, equily-refatsd iz.8 1.4
Sacurizaton 1.2 128
Princpal inwestmsents 10.7 8.8
Other capital manets 6.3 5.0
Cthar praducts 208 8.3

Total rewenue ¥ira ¥116.7

Fuoks
(B} Prigr puniod has hoer adjusiad & coeiom ko gumanm panod prasatilon

The Inatitullonal Banking business delwvened strong
resulls In corporate loans, credit trading acivities and
ofher products, incduding gains on atrategs nvesimants,
Thea secuntizalion business experanced sversupply in the
market wihile volalility in the equity markets challangsd the
foraign eschange, damvatives and equlty-nated
FEVEMLES,

Revenue diversification is essaniial o ensure earmings
slability in 1hig besingss (ina. Corporate lsans increased by
A T% ta resach ¥2,985.5 billlon at March 31, 2007, a5
compansd with March 31, 2006 As a resull, revenuas from
corgarale jsans increasad to ¥20,1 hillion for the fiscal year
ended March 31, 2007, an mcreass of ¥2.2 billion, or
12 4%, compared 1o the previous fiscal year

Hor-recourse raal estale fimance balance grew 66.8% io
a fiscal year-and balance of ¥7E8.5 billion. As a resull, the
Business generated revenue of Y178 billion desgits
margin compressian.

In cred trading, we invest in varous kinds of credit —
premanty distressad azseats, non-parforming ioans and
sub-perdorming loans — n bath he domestc and
intermational markats. In fizcal year P00DE, we compiated &1
new cridil Irading ransactions domestically with an
apgregate imeastment emound of ¥74.8 billlon and nine
lransaclions ovarseas wilh an aggragate ireestment
amaun of ¥139,.0 billion. As a result, wa sarned revenues of
¥17.1 hillisn, an mcrease ol ¥2.1 billlon comparad 1o tha
prvipers fiscal year. In e securitzation businass, we
closed five new transaciiaons in fiscal year 2008 with & iotal
issuance amount of ¥35.8 billen, and revenue generstad
fraem tha sacuritzalion business was ¥11.2 bililon in he
fescal year ended March 31, 2007 as compared (2 ¥12.9
hillign in the prevaus liscal year. The increase (A revomme
from ciher producs Largely mizies 1o &8 galin on e sale of
gur strakegas invasimant in BlusBay Assel Managorment
Limited amaunting fo ¥11.6 billion.
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Consumer and Commaercial Finance
Tre Consumas and Commarcial Finance (CCOF) business
provides consumar finance, commercial finance and
epecipily property inance lor bath consumers and saall
businesses, This busnass has beoen bult up through the
acqulsition of a numbear of subsidianes which now form an
infegral pan of the Shinssi Bank Group with & dedicatad
\mam prowding operstional and managesal direction ko
aach subsidiary 1o leverage cona compelencies and
intra-bank synergies,

The legisiat«e and market changeas dwing the year nad
a signitizant mpasl on the finenclal pedormance of aur
consurmear finance subsidiary, APLUS, and a 35 4% owned
gifiliate, Shinki, Creeral financial pedfermance of our
commercial finance businesses rermaing strong. Showa
Laasing condinues to deepen A3 relationships wih small
and medium-sized antarprise cuslomers by offeeng them
additionad products from otber amess of tha Bank,

Thia CGF business gemsrabod total revenves of Y1122
billion in fiscal year 2008, This is ¥7.5 blian lower than a
yaar ago mainty dug to squdy in net es of ¥14.8 bitan
associated with Shinsel Bank's afiate, Shinki Thes loss
wias panly atizet by higher revenues i APLLIS and
commarcial inarke busnesses. General and
adminsiraiive expenses increased ¥7,7 billion 1o ¥6B.1
Eiifian, party due to ¥4.8 billion in expenses mlabng 1o
Zan-Michi Shingan, & newly-aoguirad subsidiary of
APLLIS,

Ml credit costs during fiscal year 2006 increased Y192
Eilion 1o ¥53.8 billlon due b higher credit provsions m
APLLIS amounting o ¥49,1 bilkon retaling prmarily o
dalays in cofections and stricter credit resaning palicy
necesaltated by the change in the Money Landing
Business Law and "grey zone® costa.

Tabje 10, Consumer amd Commarcial Finance Ordinary Business Profil (Loss) after Net Credit Costs by

Subrsidiary’"!
J— __Bikorms of yen
2T
Conpornar and

Sroan Tty Comimarcin

_Far the flanal yoor eedad ansh 31 APLLIE Loasing Sihpickmies™' Finascs
Congurner and Commarcial Finance;

Tolal rvenus ¥93.2 ¥25.0 ¥ (6.0) ¥ilz.2
Ganaral and sdminietratve aponsas 52,3 109 50 o1
Ordinary bussnass profit {loss) 41.0 4.1 {11.1) aa 0
et credil cosis o1 3.0 1.7 a4

Ordimary business profil (loss) after net cradit cosls W) Wil ¥{12.8] P (9.8}

¥ions ol yon
e
Coraiimes ainil

Shirgm CHrwad Comenarcal

Fiov this ksl yaur pnded Manch 37 AFLLS Leagng Guomdarias”! Finance
Cpnaumer and Commorcial Fmansa:

Total revenins ¥R, 1 ¥22.8 ¥i11.7 W8T
Ganeral and administralive sxpenses 430 10,6 6.8 60,4
Dirdinary business praf 420 122 4.9 50,3
Net credit costs 3.4 a1 1.0 a4 8
Ordinany husmass profit after nel credit coses V116 ¥ a1 ¥ 3B ¥ 24.8

OIEEH
[t} Mal & conscidoion adjusi=sdile, # appicabie.

E Inckatas o) profile of Shicki, an alliile, s pnalooated COF dili-griap naspenses
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For the fiscal year ended March 31, 2007, APLUS
racordad total revenues of ¥93.2 billon on a consoldated
basis from its mstaliment shopping cradit, credit cands
ousinesses and loan guasantess. This repressnted B3.1%
of tofal CCF business revenus. APLLUS' ordinary birsiness
loss aiter credd costs of ¥B.1 billlon s ¥18.7 billlon lowsr
than & year ago. APLUS recordad nat credit costs of ¥49.1
Bdfian in Necal year 2008, ¥1E.6 billion higher than a year
ago. This | langely due to higher net credit oosis
nedassityied by deliys in collections, sirncler credd
resarving policy and *grey rone” related costs. We
cansidar a signiflicant porion af {ha nareass in nal cradil
costs o be non-recurring in nature,

Shovea Leasing Is our commarcial inance platfarm
provides ganoral and awlo leasing, landng and other
financing sclutions to smal and madium-size companias
and sutomobile dealgrships, Showa Leasing recorded
ranvers of ¥25.0 billkion, an incease of ¥2.2 hillion, or
B.8%, from the fscal year endad March 31, 2008 The
incremsa in revenus in fiscal year 2004 s comprised of
continued growth in business, synergies with nstitutional
banking and gains from sales of sacurities,

Other subsidiaries revenus inchedes Shinsai's eguity n
niet lozs of ¥14.6 billion assoclabed with Shinses Bank's
gftikate, Shinki, net of corsolidation adjestments. This
largely relatas to our portion of lossas associated with
“gray-zone” and othar restructuring costs mcognized by
Shimii during fiscal year 2006,

Retall Banking
In Retall Banking, the business continues fo axpand its
prodiuct range and enhance consultative senvices for ratal
cusiomars while working closaly with Instibutional Banking
to battar serve tha neseds of its customars, mckiding high
net worth individuals. Furthesmons, tha Retail Bank and
APLUS are worleng together b offer new products and
sanices such as tha new Shinsel VISA Card launched in
March 2007,

During the fiscal year 2006, new branches ware opanad

in Omotesando and Nihombashi and we have aiso
axpanded our ATM network. Our retail customsrs infs el
and transact with us nol only through these phesical outiets
bt also wia o infemed banking partal, a netwark of oweor
G0,000 ATMs located throughout Japan and call ceniers
sanicing our cusiomars 24 hours a day, ¥ days a weak,
including Japansse national holidays. We have been
installing AThs in Tokyo Metrno stations o provide furiher
convanlance bo our customess, Our B4 ATMs at 37 stations
reprasen ihe largest ATM nebwork In the Tokyo Metro. The
relail cuglomer bess continues o grow Bt 2 significant rate,
regching over 1.8 milllon accownis &3 of the and of March
2007, an incrase of geer 276,000 since March 2008, The
Bank conlinueed 1o launch new prodicts, such as ihe
Posver Stap-Lp Yokin, an exiendable yen lims deposit, and
the Ermieging Currency Bond Fund, a publicly-offered
domaskic invesirment trus) ihal nvests in emenging markel
fixed-ncome seourities and invesiment producls threugh
Shingei Bank's partnership with UT) Assat Managsmant.
Althowgh savings and lime deposis as wiell as mulual
fund products conlinued (o grow staadity, during the pariod
undar revienw, waakar damand for structuned degosits
fallowing the Bank of Japan's changa in interasi rale palicy
adversaly mpached revanue, In fiscyl yaar 2008, (he Fedall
Banking business gererated revernss of Y381 billion,
which was ¥E 2 billion lower than he preious fscal yesr
mainly dus fo & dedline in revenue from stnecturned deposils.
Tha ncrease in general and administrative sgpenses af
¥2.3 billion bo ¥37.7 billion mainly relates 1o the new
fagiifties astablished in fiscal year 2006 and B full impasat
of ratai banking taciliies established in the prior liscsl year,
increasad mvasimants in new bechnolagy systems and
cusiomar driven transaction activibies, A% a msull, ardinary
business loss after net credit costs for the perioed was ¥1.6
billion as compared to crdinary business profil aflar rad
cradit costs of ¥7.2 billion in the previcus fiscal yaar,
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In Auguel 2008, cwr Retall Banking business was once
again ranked No.1 in & cusiomer salistecton suivey by The
Mihon Keizai Shirmbun Tor the third consecutive year. In
June 200B, ihe Bank was recognized as “Beat Aetu) Bank

in Japan® By The Asian Banker for the second consacutive
year and awanded the "Excelence in intermst Banking” for
tha Asia-Pacific region by Hse same pubiication,

Talbve 11. Retail Banking Aevenue by Product (Consolidated)

T Bitone ol Fen
Fince yeam ended Marce 3 0T 08
PRiriail Banking:
Depasits and debantures nel interas] income Y146 ¥i3.3
Oepogits and debaniures non-niecast inoome 9.6 183
Asze] manageman 8.3 7.4
Loans 26 el
Total reverise Y361 W42 .4

Deposils of ratall customers moreased by over 14% and
ihe tofal of relall deposits ewpasasd ¥3,5 Irllion as of
March 31, 2007, Deposits and debanlures nil infenest
income melates 1o the intermal inleres) spresad wa credit o
our mtad banking business on cuslomer deposits and
dubentures, Deposits and debamures net interast income
graw 1.2 billion 1o ¥14.6 bilkan in (he fiscal year ended
March 31, 2007 as & result of givwth in rall deposils.

Deposits and debentures non-rlarest income mainty
includes revenue from slructumed degosits and
cammessions on forelgn exchangn fransactons. Thia 2
parthy oftzat by tees we intur in connection wih ATMa and
tureds transfars. in Necal year 2006, wo econded revenus
af ¥9.8 blion from deposits and deberures non-inlerest
incarma, a decline of ¥4.7 bilken companed to the pravious
Escal year, manly reflecting lower opbion moome
generated in connecton with struciured deposits by ¥B.3
billon o ¥11.3 bisian,

Feas Inom assel managamant producls incressad
24.8% 1a ¥3.3 hillion for the fiscal year endad Manrch 31,
2007 compared o the previous fiscal year, Loans to retall
custarmars grow 23 8% 1o ¥566.9 billlon as of March 31,
2007, This msulted in Retall Banking recording ¥2.6 Gillion
in revenun from housing foans and olber lending products
during liscal wear 2006, The deding in fevanus from loans
largaly ralybas to lower mangine an housing foan products.

AL Corparate/Other

ALM, Corporate and Other primarily nchedes msults of
comporabe masury sctvities. (Mer-campany adarstmants,
and corporate level expenses, In fiscal year 2008, ordinary
businass profit after ned credit cosle was nil,
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_Fastnl year ended Moech 31, 2007

Summary ol Non-consolidated Financial Results
Ovarieis

We discloss non-consolidated fingncial informabion of
Shinsai in addiion to our congalidated fimancal stalements
Az 3 reciplent of public funds, we ane required by the FSA,
b upkdake and report on Shinsel's non-consolidated
parformance i retation o fargels sat forth in ks
Aovitalization Plan on & quarerty bass, and io publicly
disciose thal inlormation somi-annually. Shinsei's plan
was mitlally prepared by LTCE upon k8 amérgence from
nationalization and we hawve subsaquanily updated ha
plan in August 2001, August 2003 and August 2005 Tha
curan! revitalization plan is schaduled to be updated by
August 2007

Shinsst Bahk accounts for a substantial pefion of our
consalidated firancial condifion and resuls of operations.
For the Nlacal year endad karch 31, 2007, Shinsei Bank
accaunled far B0.5% of our conealidated assats,

Fiazal yesr 200G results of cperalions, on a
non-candalidsied basis, were significantly impacted by the
lepizlative and markst changes in the consumar finance
indusiry. As 8 msult of the changes in the consumar
finance indusiry, || was necessary 1o assess the
imparment of aur investment in APLUS and Shinki.

Impairment and Valuation Allowance for frvestment in
APLUS

The wnpasiment of invesimant end valuation allowances
Impacted nor-oonsolidated financial resulis. Our
imyesEmenl i APLLS consists of prelsrred shares and
commad shares, For sacurities withoul readily availabls
market prces Such as prefarmed sharms, a fair value must
be calculaled and comparsd Egaine] thedr book valua o
asaeas e need for recording Impairment. An impairmant

of ¥98.0 bilkon wae reconded for sur prefemad shane
irvestmant in AFLUS using the sama equity fair valun
aalculatad for goodwill and other miengibies Impairment.
Mo impalment was recordad for Shinsei’s mvestment in
APLUS comman shares, which are isted in Osska
Securities Exchiange, However, a5 a maasune of prudence,
we booked & valualion allowance for our APLUS common
share [nvestmeant of ¥8.2 billion which represents the
decling in marost vafue of this invesirment batwesn the
date of our acquisiion and the end al fEcal year 2006,
We consider these charges (o be largely non-recurring
i meatune and befave thay will not aftect our previously
anmmmesd basiness ranstormation plans for APLLIS,

Valwation ANowance for Investment in Shink
Shinkd ks our 35.4% owned squiy-mathod affillate engaged
in ihE consumer finance business. Our investmant In
Shinkl consists of common shanes only, For securties with
raadily avadable market prices such as listed comman
ghares, lhe markst price & comparnd against the par share
book wake of the Invesimant 1o assess tha nead for
fecording impainment. As a miasure of prudence, a
valualion allowanca was teken for the decing in markst
vahs of these shares as Shinkis business s also
significanlly impacted by the legislaiive changes regasding
consumer loan inerest rates. The valuation allowance lar
Shinki common share was assassed al ¥6.6 billlon,
These impaiment charges and valuation alloeances
caused Shinsai 1o fa8 shor of &8 fiscal year H006 nat
incame tangat as sat in ks revilelizalion plan. The table
beiow compares Shinssi's resulls for the fscal year endad
March 3%, 2007 {0 tergets in s revitalization plan:

Table 12. Comparnison of Targetz and Reswiis for Key Meaaura in the Revitalization Plan (Nen-Consofidated)

Bl of yen {manpk parsniages)
I AL

Mel incomn {loss)
Total expenses (without taxes)

Taiga TS —
¥73.0 ¥{41.9)
2 4.0
B.7% 3%

Rsturn on aquily based on nst business prefil™

L [1°5

[t} Egual Shirss's o5l ganeo and diwonklinise sxpanses o iding bieeses e syt 08 pOreompion s
|2} Eguals 5l insraes prof befnne goranal searve for onn iossss, 20 such i is dalied ender *—Supplemestal Bon-Conseifsssd keamres” o

dasied Dy disirags Lokl scpirhy,
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Supplemental Nen-Consolidated Measures
In additan 16 the repoding il@ms ssl lodh n oo
nen-consolidated inancial shatements, Jaganase banking
Ly raGUInES us 1o Gisciose Qrods business profil (gpomu
sarekl] on a non-consolidajed basls. Fudhermone, = the
Japarasa banking Industry, ret Busess profl baficns
penaral reserde for loan losses ([Eshilsy geomu jun-ski)
has radibonally been wsed s a measure of the profiability
of core banking operations. We ewaw thase
non-Japansse GAAP parfodmance maasuras in
monitoring the reauils of our cparations.
Gross business prof 15 the sum of:
w nel inlEras income;
= nal foes and carmmissons, which consisl al;
fees on loans as wall ag on sales of asaet
managameant products,
oiher lea-bagsed aclivites, and
ineame an monetary assels hiskd In st fin
keepng with the definiticn of gross business profit
i oul revitalization plan);

Talde 13, Supplemental Measures (Norn-Consolioated)

= naf frading incorms; and

= nat olhar businass moome, which includes, among
aiher Inings, Dains or losses on securilies and foreign
anchanpes,

Net business pralil belors gameal reserve for loan
Iosses s gross busingss prodil minus non-consodabed
iotal pupanses, which comesponds 10 our consalidaied
general and piminstrabive odpanses

While thase business pradit measumms shouki nod ba
viewad as a substiute for nal income, managemien
believes ihat ihesa non~Japanesa GAAP measurmes
provide a meanmghdl way of comparng a number of the
imporant companants of Shmsets revanues and
profitability from wear to year. Tha tables below sat forth
thase supplemental financial data and comasponding
recanciiatons to net Income under Japanese GAAP for
the fiscal years endad March 37, 2007 and 2006,

o of e
Fiscal yours oiled March 21 L.
Grose business profll (gyomu sovak)'
Kel interest income ¥ 59.7 ¥ 531
Met {ees and commassions' 458 50,9
Net irading incomes 4.9 202
Kel sther business Incomea R 18.0
Todal gross business profit’ 132.5 142.4
Tolal expenses 774 732
et business prof™'™ (leshitay gyomu jun-eki) 549 9.1
Cither operating expensas, net™ {7.8) (ELE)
el cperalting income {kejo refi) 4T G0.4
Extraomdinary {loss) income (1} 6.1
Incams [nss) bafors ncomea taxes (55.0) 6.6
Current income taxes (banafit) 27 5.9
Daferad inoome s (benelil] expensa (10.2) (2.2)
Wet (less) income ¥ [41.0) W 748
Hows
1] Incksdies income irom monetary sssels held in rust of Y3007 bdion in e imcol yeer ended Mamh 21, 2007 and ¥25.8 Bion in the fecel year snded
Merch 21 2008

[#] Exchastas prostson 1 o rewhiaals ol penenal e 100 Dan oees
[A] Eechedas i liom monaley aoaens bl n i
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Critical Accounting Policles

General

Our finencisl stelaments are prepaned In accordance with
Jepanaszs GAAP, The grepargtion af thess inancial
slaberments requires managermant o make estimales and
assumplons hat afecl ihe reporied amounis of assals
and Fakbilities and (e dsclosune of contigent assels and
lmbilities at ihe dabe of the fnancial statements, as wall as
the reporied amounts of rvenue and mpansaes during the
raparting pariod, In addition, carkain accounting grincples
raquire sgnifican judgmant by managamant in applying
complex: accounting principles to indvidual transactons io
datermins the most appropriate accounting freatmeant. We
have estabishad procsduras and processes fo facillate
making tha estimales and assumpbans necessany 1o valua
assats and lablliities, record transactons and prepans the
finamclal stetemants. On &n ongoing basts, managsmen
evaleates B8 ealimates and judgmanta, including thoss
ralated 1o the vauation of assets and liabities. Although
actual resuts may differ from these estimates under
differant essumptions and condibons and fulure changes
in 1he key sssumpltians could change fulure valuations and
resuis, we have used the besl inMormation awasable at tha
fime o make our estmetes. Sgnificant accouning polcles
e described (m Mote 2 to tha Consolidated Financial
Siatermants included (n this annual repor.

Management befawves 1he following are our criical
accounting policies. Thase policies were considerad
“orillcal” because:

¢ ther estimates Invalved In these pelicles reaquire us bo
make assumplions aboul matkers that are uncanasn &l
the time the eatmatas gre mads; and

o different eslirmates thal we reesonably cowld have uged
in the current pericd, or changes in the accounting
estrmale thal are reasanably Mely 1o occur from period

1o pedod, could have & materal imgact on the

preseniation of aur inancial condition, or changes in our

linancial condiion of reaulls ol DReratons.

Reserve for Crodil Losses

The reserve lor loan losses, & separale companent of he
msnren o credil eies; & managemeanl's estimale of the
aradil Iosses 10 ba nourmed inihe Eoding poritels snd is
discussed in further dedail in “—Financal
Comdtior—Assel Cuality and Disposal of Problem Loans
of Bhinsai”, 'Wa astablish a spacific resarss, a genoral
reserg and a resanss for lnans to restruciuring Sounthes
bazed on our self-azsessment manual io absorb astimated

credif iasses inha ending portiodo.

A specitc meenss I8 provided for specific clalms agairst
ooigars In the possibby pankrupt, widually banknesd and
leqally bansxrupt calagonss. For clalrma againat oblipors in

he wirually and kegally banknopt categonas, the
unsecUred, unguarantssed postion of the claim @ wiitten off

of aiherwise lully reserved because such postion (g
deamed undlehy fo be collecied, For clairms against
obiigors in the possibly banknupt category, a specific
nEsonm i principatly determaned By esfimating @Escounted
fuluere ciesh fowes, alhar fhan in cases whens il s difficull @
reasonably estmate hdure cash fow

A penaral msanve is providad for claims against normal
obfgors, as well as claims against nead caution obligors
{incipding substandard obligors). Shinsai apolies tha
discountad cash flow method in calcuating the amount of
a gensral eserve for most of is cialms against
substandard abligors. The amount of the resana for
claimz apanst nomal obiigors and claims agamst raad
caltion ohligors (other than substandand obligars of
Bhinss! which ane aubject to the discounted cash flow
method) 2 based on the total amoun of, a3 weil 5 the
expected lose raties for, clasms against each category of
obbgor. Shinsel calculates sxpecied loss mtios based on
heéatarical insaes on clalms against each obligor category.
Lising the expected loss ratios. Shinsel mearses for tha
estmated amount of losses for the nest three years for
claims aganst substandard obligors, for the remaining
tarm ot the clalms with respect to claims against nomial
obégors given ratings of 5A throwgh & in Shinsal's cradit
ralings syetem and claime against nesd caution obligars
ociher than substandard obligors, or other need caution
obigors, and for the nexd year for claims against normal
obdgors ghven ratings highear than 54,

The histoncal Inan loss ratio had previously been
calculated by taking the greatar resuft from the follawing
‘twi calculabon methods: (V) the averags of thres
consaculive cakulation periods definad to be ha previous
one year as from esch fiacal year-end, or {2) the Bverage
ol thires consecutive caledlation parods definad 1o ba the
previows Three years a5 from each fiscal year-amnd
Howewer, 1he recen actual loan losa raths has rapldhy
deslined, resulling in & less raliabla besis Tor loan loes
calculation. Starting from the fscal yesr snded March 31,
2007, the calculabian melthodoogy has been changed 1o
laking ihe greaior mesull af he following beo mathods: [(A)
I exigling methodology mantionad above, or (B) 1he
average of al calgulatiion periods sinee 155948, the penod for
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winch records for loan koeses heve besn mamtainad. A8 &
rasull, |ha mesenea for credt losses as of March 31, 2007
and the loss before income taxes and minonty interesis far
i Nissal pear ended March 31, 2007 were sach ¥23.2
billian highar than would have besn the case using the
previous calculation rmelhod

Shinsai reviews g classification of cbiigors guanery,
alhough every mondh it downgrades obligons whosea
financial condition has deteriorated based an the resulls of
its sali-assesgmeant procoss, A resare lor loans 1o
rastrchunng countres is provided for estimated losses on
those oans dus 1o galiical and economie condfions in the
couniries where tha koans sre oulstanding, based on
lpssos astimaled using the secondary markst prica of
almiiar loans:

Estimaling Shinsei's specitic meervs for claims against
obligora i the passibly bankrupt eategary and the genersl
resara [or claims against ohligons in the substandard
category i subject to a numbes of significant judgments
and uncarainties regarding discownind cash fiows due 1o
the changing financial conditions of the obligors and
general economic conditions surrounding the obligoms’
business aparalions. b e0d%ion, becauss the secured
partian of claims is not covared by @ specific ressna,
actual lpsses on such claime ane alsno subject to signilicant
Judgments and unceralnies regarding tha fair valee of
collateral, Eslimating the ganeral resarve for claims
sgaing! abligors in the normal and ofher need caulian
categories oowd ba aitected by changes made by
managaman in fe methodokxgies used o cafculsie the
Figration analyses of abligos or the assumpbons wsed in
the calculation of the reserve, As a resull. actual losass in
ihe lending portiolo could be greser or smaller Man we
heve estimatad. i tha estmaled cradif losses were nol
enough b cover achual Meses incurred from the uitimale
dezpasilion of the partiolia, & would result in additional
wiite-alfs or additional resanes in the fubure for 1he lending
pariialis, increasing our reportad fotal creds costs, I e
eslimate were In axcess of actual losses, It would rasull in
& reduction of our fofal credil oosts.

The resana for other credil losses consists primariy of
raserves, Including a redendse faken on our contituion o
an industry-wide fund s&t wp 1o purchase and collest koans,
and a reserve for Ipssas in connection with aur palantial
clarms againat the DIC, moksdng m connecton with our
ongaing ktigation, A specific resenée has baan established
for each of these axposures basad on our estmixe of the
prospecis for recovary, Alhough wa bal@ee our axisting

rsenvas an sutlickent 1o cover the sk from (bems we have
idaniified, actual lnsses reiated io thess fems could b
mane of less than we have astimated, which could result in
an incresse of @ decrase in our iolal credil oosts,

APLUS sstabizhes loan loss resenes Dassd on
histoncel logs rates for delinguen and ran-delingquent
BCCounts. Tha amount of resendes i the case of
dednquent accounts primarily depands on the number of
months far which a particular eocount is past dus. In
additan, APLUS writes off the ente amownt of any claims
it deems uncollecliple, sdher as a result of personal
bankrupicy or otherslse, Showa Leasing estabiahes loan
lass rasaras in the aamea manner as APLUS except that
with respact fo cuslomars wilh axposure aoove B apecified
amoun, Bhowa Leasing astablshes ressrses on the basis
of abligor classification in accordance with ils
sall-assessmant guidalinas,

Resarve for Losses on Interest Repaymants

Oin Cictobar 13, 2006, the Japaneses Inabiuls of Codtified
Public fccountants (She "JIGPAT) issued “Audil Guidalines
on Consumear Favance Companies’ Provisions for Possibie
Losses on Relmburséments of Excess Inferest Paymants*
{Eha “Audit Guldelines”). Thesa guidelines stipulate thal
consumer and cormmiercial finance companies makn
cartan prowisions fof possiie losses on reimbursamants
of excess Intenas] payments and loan loeses ralaied bo
consumer fingnce loans extended &t interest ralas in
oxcess of the maximum inferest rate prescribed in he
Intarast Rate Aestriction Law. In accordancs with such
guidalines, the amaunt of such msers for APLUS and
Shinkl was calculated wsing the average period 1o maturity
of the affecied loans, an estmaie of the peroentsge of
such loan transactions that wil be subject bo & fulure
resmbuweemant requast based on past expanance and an
asimate of (he awevadn amount 1o b2 rembused based
on past experance. The amourt of the resarve is based on
the best estmale of management of APLUS and Shinki,
using the aszumplions described above, I any of the
assumpllans changes dus to chanpes in cirumstancas,
an additiong resarve could become neckssary

Valuation of Financial Instruments Measured at Fair
Value

We have wanous types of nancial mstrumeants on aur
trading and banking baoks, Pursuant o Japaness GAAP,
we recond somea of our finenciad instmements at their fair
values, which are measured based on market pricad dr
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third-party quates or, i both are unevailable, aur mtamal
waiuation malhadolgas,

Alihough wa sirive 1o follow rmarket standards o making
assumplions and determining scenaros necassany for
thass valuation methodologies, (he culcomss of our
mathadologies could differ from those derved from ofher
mathodologias.

Avaliabiefor-Sale Securities

We generally recond available-for-gale sscurdies, bath

debt and equity, &1 their fair values. Tha natl unralzed
galna ar kbsses on thess sacurites are inchudad in and
presanied as & componant of equity.

Avatablo-for-sale securlties include some sacuntias
withaul readily obtainatde market pricas or quotes. Thass
securiti|ms malnly conslal of residual inberasts and deos
imvesiments i collsleraized debl obfgations as well as
iliquid corporaie bonds. We eslimate tha falr velues of
these socunties based on hislorical data concerning
martoet prices and gquotes. In some cases, we determing
fair vales waing Imemal valsation methodologees that arn
subject to complex assumptions, inchsding those relating
1o scenanos, nfereal rades and volatility.

As of March 31, 2007 and 2006, the amorized cost of
our avalable-or-2ale securilies without resdly
determinable feir value was ¥260.3 blllion and ¥280.9
billion, resgeciivaly. Tha total falr value of our
avallablefor-asle sacusities as of March 21, 2007 and
2006 was ¥1,018.3 billion and ¥B54.9 billlon, mspectively,
whille net unreallzed gains wane ¥8_2 pdlion and ¥3.5 billion,

reapectively,

impairmant in Value of Debt and Equity Securilins
Aagilable-dor-sale debl and aquity securilies and
held4o-maturity dabl securites are kath exposed 1o tha
rigk of decling in their {air values. if tha far value of a
security al & rmeassrement date has decined in excass of
B0 of #s cost, unlass thena |2 alrong avidance fat the fal
wilss will recover quickly and substantially from tha
decing, wo racognize an imgairmeant in book value of the
eecurty since the decline in lalr value i deamad 1o be
aifar flan termporany. I 1he fair value of a secunty hes
declined by an amown ranging from 3000 o 50% of N8 cost,
wa considar the possibility of recowery of fair value in order
{0 determmene whethar an othar-than-famporary impairmant
has ocowsed, Our judgment of the posasibility and
magnitde of a fulure recovery n fair vahes refies on our
subjective views concaming market uncadainties, e

crediwartiness of the issuers of the secunties and
virioys ather factora. Diferent |udgments could kead 1o
ditfarent conclusions regarding ha need 10 ecognize
irmpairrmants in valse.

For the fiscal year endad March 31, 2007, we
recognized lossed of ¥1,2 billion on debt and aquily
sacurities avallableor-sale due to iImpalrment, as
compared io ¥0,3 billien for the fiscal year ended March 31,
2008, mainly dua fo impaiment ol fareign Secrities.

Financial Asseis and Liabilities Meld for Trading
Purposes

Dt tracding book assets and liabillies consist of derhvetive
financial metruments, securilies, shod4erm money marne
Imvestmants and cibier monatary chaims maturing within a
short parad of time

In mddition, we kol carlain securiies Imvesiments, such
as foraign fund trusts and corporate bonds, finencial
assels backed by lnafs and mosvables as well as
mortgages included in sacurities, oiher monatasy clairms
purcheaed and monatany asssts heid in trus! That am not
recorded In [he irading book, but are held for frading
purpasas I the banking book, All of Mese trading-purposa
assets and liabiities ane booked at thelr tair values, and
changes in vafue arm eflectad in owr el meome, The far
vaiues ol rading-fuirpose assets thal e traded actively In
open markets are Based on obaervable radked prices of
e sama o similar sacurties and morslary Slaims.

When activaly irisbed market pricas ara nol available, wa
estimate e lair values of the azsets and labiites held for
Trading purposss using our niemal valuation
melhodeiagios. Thase maethodologes raquine us 1o use
aur judgmant in both making asswmplions regarding
rrarkel parametars, swch as swap rates for nberast rate
and currancy swaps With lonper mahmities, as wad as
determining tha required ecenanae, such a5 fufure cash
flaw prasections for fmancial sssats undarkying purchasad
manetary claims. in addtion, we adust the falr vahue
eslirnates for darvative fingncisl inslrumants o acoownt Tor
credd and liquidity rigks,

As of March 31, 2007, the net b value of our trading
assels and lsbities was ¥204,1 tllion and the net
balance of revalsation gans on those assets and Fabililles
was ¥E5.9 billlon, This comparned with a nat falr vaue o
¥43.5 hilllon and a nal batance of revaluation gaing of
WA% 2 billlen a8 of March 31, 2006,

Thez fair vahes of securilies hedd In our banking book far
treding pufposas was ¥116.5 billion and Y1626 billion as
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of March 31, 2007 and 2008, respectively. The fair value of
other monatary claims purchased was ¥281.0 billien and
¥177.3 billlon &8 of March 31, 2007 and 2008, respactively,
The fair value ol monetary asseta held in frust was ¥33800
billion and ¥277 .4 billlon as of March 31, 2007 and 2006,

respectively

Credil Trading Activities

We ara sngaged in ceditdrading aclivilies in Japan and
loreign countries, in which we pichase monatary claims
such as loans, bonds, guaraniess, recelvables and lassa
racoivabias without imending 1o hold tham to maturity, To
racoyver our investment, we either collact on the claim,
including through repayments, lagal proceedings and
discountad payofls, of fesel or securilize the claim, Claims
purchased are recorted alihar in monetary assels held In
frust or gther monetany claims purchased, depending on
ther struciure used lor e purchase, and are principally
maasured at falr valua, Fair value |g estimated in thie same
vy a5 i = for azsats hald for frading purposes. Tha
imternal valuation methodology we use 1o caloulate the far
value of these claims mainhy relies on a diseounied cash
flow approsch based on cash flow projections and impled
et discound rates, As estimations of futune cash flows
and discownt rates am based on complex grocessas and
contain an ebemen of judgment, changes in assumplions
could [ead to diferant estmates of ihe fair value of
monstany assets hald in trust and othar meneiany claims
purchaszed, which could in turn Impact the related gain or
loss amounts in aur inancial statements. As of March 31,
2007 and 2008, talancas related to credil irading of
Y200 billon and Y2468 billion, respactively, wene
included n monatary assets haid in trust and Y245.2 billlon
and ¥157.5 hithon, mspectively. wers mohsded in other
monatany clesms purchased for irading purposes, Aa of
March 31, 2007 and 2006, net unrealized bsses reconded
in those accounts vware ¥13.4 billion and ¥11,1 bion,
respeciively.

Valuation of Deforred Tax Assets

Wa record defarmed tax assets for deductible lemporary
differences and fax loss carnyforwards and evaluats tham
in accordance with the guidalines of the Japanese nstifute
of Cedified Public Accountanis, ar JICPA, Under the
JICPA guidelines for the valualion of defermsd tax aasss, |f
& camgany records a matadial amount of tax loss
carmylarwards, in most cases, 1| & deamad difticult o
réasonably astimate "Taxable Incoma® [which, far the

purpose af ulilizing defered lax assats, is treated as
Income bedore adustments for existing temporany
ditferances and tax loss cammylorwands). |, bowever, &
company = able o reasonably astimats future Taxable
Incoma for the nesxt year, § may record deferred tax wssats
based on daductible temporany ditferences and tax (oss
carmylorwards 1o the extent that it 18 probable thad those
diftgrences or carrylonwands woulkd be used during the nest
year. In addition, the JCPA guidelines pravide that
compary wilkh & material amaunt of 1ax loss camdoreands
could recognize deferred tax asaats as reafzabis based an
future Taxahle Income, reasanably astimated, for up bo the
nest five yadars [f the tax loss camylorwards had been
Imcurred due o cerain non-ecurting evants, such s the
restruciuring of businaeses, ard thern was not necessarily
any sgnificant doubt as o the company's abllity to eam
Taxable Inoome in the fute,

#a a resull of Taxebls Inceme (as defined In the
prendaus paragracn] reconded in recant penods, we cauld
heve mcorded deferred tax assels realizable besed an a
reasonable astimate of ncame ks at least a pan of e
ned fvm years if we would have demonsirated that we
would recond actual incoma for the foreseealle fullire, We
have svaluated the avedable evidence conceming our
fufirgé Taxable Income and aiber possible sources of
reafizalion of deferred tax assets and 50 on, and have
concluded that we showld record deferred tax asssls thal
are rralizable only in the Tallowing yaar for Shinssl and
st &1 ds subsidianes, We havwe recorded & valualian
allowance o reduce defermad tax assets accordingly. The
actus! Taxable Income armeunt for tha fiscal year ending
March 31, 2008 may be differend from our estimate, which
wauld result in 8 larger or smaller amount of deferad fax
assats that should have been mcognized.

As ol March 31, 2007 and 2008, our balance of nef
dafermd tax asaets, or the differance batween our dafarmd
tax assets and cur defered Lax liabiliies, was ¥37.3 billion
and ¥16.3 billion, reapactively. The amount of net dedermed
lax as=ais was 6.0% of our Tier | capital &8 of March 31,
2007 and 2.2% of aur Tier | capital as of Manch 31, 2006, if
wi had concluded that we could reasonably estmate
Taxable Income fof the naxt five years, a8 of March 31,
2007, the balante of nel defered 1ax asgats could have
been significantly highar,

Aeserve for Relirement Benelits

Shinzai, APLUS and Showa Leasng each have a
nan-contitiitony defined benefit pension plan and ceesn

Q)
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iof Shinssi's consolidated Japanase subsidiaries have
unfisnded severance indemnity plans, which cover
substantally all of our employeas, A reserve for reliemen
benefits s provided for payment in futwa yeara. We falloew
guidedinas for accounling for employes retinemant benofit
flens issued by the JEPA and estimate the emounts of
tha rabramend banelit oblgations and plan assels undes
the panslon plana & ihe and of the fiscal year usng
assumpbans far e aepected raie of reEturn an plan asests
and the discournt rate,

Expected Rate of Refurm on Plan Azsers

Wie detarming thm expeciad rate of refurn on plan asssts
biezed on the largeted average long-Hamm pardormance of
ihe azsels, Bocause sssumpdions regarding the rate of
refun Gn assats ara sffected by changing genaral
econorms and market conditions, we noeed to make
gignificant udgments to delermine appropriate
assumplions uwdarlying the estimala of long-term
performance, which also imgact the astmala af the
resafve lor retiremant benefits and nel panodic pengion
cost. The sxpected rete of relurn was batwesn 1.5% and
3.5% for both the fizcal year ended March 31, 2007 and
2006,

Dizcounl Rt

Wi hawve selected the interes! rate for Japanese
powernment bonda with & 20-year malurity as ihe basis for
ihe discount rate. We have delarmined that the interesat
rate for Japanase government bonds with a 20-year
miadurity is the best estimate o the risk-{res rate Decause
wit gstimated thal the pedod of time for effective
gefliament of the benelli olfigaton under the panaion
plans would be approximately 18 years on Bversge snd
the rigk-res rate for a period of 18 years was assumed bo
b subgtanbially the same as the interast rate tor a 20~mear
rmaturily Japanese govemmant bond. This assumplion
could changa if we becoma aware of informatan ihal leads
us fo determing that & diferend pariod far settling he
bepedit obiigation i required. & changs in that essurmplion
could, in tum, change the discound rate and fhe amounts
reportad in our fnancial stabements. Changing our
methodolagias far caleulaling the estimated selligment
period would alss affect our estmate of the dscount rate
and amounis i our financal siatamenta. Tha discount rate
was batween 1.6% and 2 2% jor both tha Escal year ended
March 31, 2007 and 2008, Had the discount rade

decreased 0.5 percantags ponts, net perodic pension

cos for the fiscal year ended March 31, 2007 would have
increased matenally

Hedge Accounting

W tollow guidelinas ssued by the JICPA regarding hedge
accounting asplicabie to assets and liabdties sxposed o &
risk of ehangs in tair value or cash fow. Derivabive
transactiong thad mest the hedge accountng critars are
primanty accounted for under a deferral mathod whensby
unrealized gains and oeses ane deformed a6 sssata or
Habilitims urtl tha gains and Insses on the hedped ilems
ar raalized,

Lintil the and of the fiscal year anded March 31, 2003,
Shinsal principaily applied a "macro hedge” approach for
irtmrest rate derlvalves used 10 manage ntenssi rale risks
and s ALM activites based on the transftional ireatment
prascribad in Industry Audil Committes Repom Mo 24
issued by the JJICPA ("Repart Mo.24"). The eflactivaness
of the macro hedge approach was reviewed for a reduction
in interast rate risk exposune and the actual A&k armount of
denvathvas withan he praapprowed limit undisr e risk
control policias. EMetthve Spril 1, 2000, we adopbed
portfolio hedging i sccardance with Repod Ma.24, Uindar
portiolo hedging, & porfelio of hedped tems swch as
deposits or [oans with comman maturiies s matebed with
a group of hedging ingruments such as infarest o
swaps, which afaat the effact of falr value Huolualions of
the hedped Iterms by Identified matunies, and ar
dasignated B8 8 hadoe of the portiolio. The ellectivaness
af tha porfollo hedge is assessed by each group, The
interast rate awaps of cartain consolidaied subasfiarias
which quasty for hedge accounting and meel specific
matching critena ame nof mmeasurad at faic value bul tha
net paymenis ar receipls undar the swap agreamenis are
recopnized and Included in intarast Bxpenses oF noome,
Aiso, our consolidsied Jaganese basng subsidianes
partially appbed dalaral hedge accounting in accordance
with Industry Audit Committes Report No. 18 of the JICPA
for tha tiacel year anded March 31, 2006,

Shensed accounts for fund swap and cenain cumancy
ewap fransaciions usng edher detaral hedge acosuntng
of falr veiie hedge accounting in sccordance with Industry
Audit Carmmitea Aaport Mo 25 of the JICPA. Fund swap
trenzactions are foraign exchange awaps, and consist of
epod foren exchange contracis bowght ar soid and
tergard larmign exchange contriscts sold or boughi. Such
transaciions s contracted for the purpose of lending or
barrawing in a different currency and comarting the
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correspanding prncipal equivaionts and foregn curmency
aquivelsnts o pay and recave, which emounis Bnd dus
dates @re pradetermined at the fime of the transactiong,
fnio fenwarnd Torsign muchange conracts boughl or sald,
Under detarral hedge accounting, hedged fems ane
idantified by grouping the foreign currency-danaminaled
financial assats and kabilites by currencles and
desgnating derivatve traneactions sush as curmenoy swap
transactions and forward exchange conlracls as hedging
instruments. Hedge affectivensss is reviewsd by
companng the tofal foresgn curmency position of the hedped
ibarms and nedping (nstrrments by curmancy

Shinzal atso applies daferal edge accounting and fair
value hedge sccounling o iranslation gains or loases from
farelgn currency assats of net imestments In forsign
affiliates and securities avallable-for-sale (other than
bonds denominated in feraign cumancias) when such
Ioreign currendy SXposunes aconded as assels are
hedged with ofsetling formign curmancy liabilfles and the
lrabililies excead the acquisition cost of such forsign
currency assels.

In Dacamier 2008, tha ASEJ publishad a new
accounting standard for presenation of eharehokiers’
edguly. Under this accounding standard, any dedermad gain
of loas on derivatvess accourded for under hedge
gcoauntg thal were previously presenied ag ssasls o
lizhalities are now prasenied a& componems of equity, Far
1he Nscal year ended March 31, 2007, net Inssss an
nadging instrurnents whioh were defamed and recorded as
aquity amounlbed 1o ¥7.7 billon. For the fecal year andad
harehi 31, 2006, net wmalized gaing on hedging
insfruments which were deferred and recorded ag sssats
armaunted to ¥11.5 billion.

impairment of Long-Lived Assets

Wi raview our long-ived assets for Impairment whaniver
everils ar changes in circumstances indicate thal the
carrying amount of the assels may notl be recoversbis
Imgairmant lnsses on an indivdual assel o 8 group of
assats ostablish a new cost bass tor the assats, We
ewakmabe our long-ived assais lor impaiment using our
st estimates basad on reasonable and supportabia
assumpltions and propeciions. Am impairment kss would be
recognized i the carrying amaounlt ol assats axceeds the
sum of the undiscounted lubure cash ows expected D
result fram the conineed wsa and evenbual disposition of
the as=sts. The impatmen loss weuld ba measumed as the
amound by which Iha carrying amount of assets exceads

i racavarable amount, which s the highsar of the
discountad cash flows from the confinued wse and
eveniual disposdion of assats or the net 2ailing price o
ifisposition. mpalrment lose on a cerdain type of Iease
proparty of ¥0.5 billlon was recognized for the fiscal year
anded March 31, 2007 and no @ pasment 105s on
long-lived assets was recognized fof the fiscad year ended
March 31, 2006.

Businegs Combinations

For conzolidated financial statement purposss, assels and
llsbties of acquirnd subsidiares are reconded primarily on
ihie Basss of their estimated falr values at the date of the
acquisition,

We acquired a controlling Interest in APLUS and Showa
Leassng on September 28, 2004 and March 23, 2005,
respeciivaly. In connection with the consolidation of
APLLIS and Showa Leasing, we recognized the assats
{inciuding intangibles) and liabilities of APLLES and Showa
Leasing primarily ai thedr fair velues, We used quaoted
markai prices in aciive markets as tha bast evidence of far
valum, where gvallable. If guated market pricas ware not
avmilable, the estimate of falr vahes was based on the best
imtarmaton avadable, including prices lor ssmilar assats
and lizhilities and the resulls al wsing athar fair value
measurement 1echniguees. \We adopled the fallowing
methodokogies based on the nature af the asseis and
liahilities being valued and the avadability of informaton:

= market approach: masked fransactons Imohing the

sale of comparable assets;

* Income appreach; prasent valua of eamings

aftribulable to the assset and

= cost approach: reproduction or replacemant costs

adjusted for degreciation and obscdestanca,

Az a rasult of falr value recognilion, reserves for credit
icssas ware offest with the comespanding lsans or other
REEaLE.

¥e alao recognized ceain identifiabile othar inanglbles
m connectian wilth ihe atquisition of APLUS and Showa
Leasing becausse Mey arose from contraciual or other lagal
rightz, or were separabibe. The ideniifind other intangibies
consist of APLUS and Showa Leasing's trads namea and
custamer andjal marchant relationships, among others,
which are valued ysing vanations of the income approsch
and which are being amortized over varous petods and
uging differen mathodoiogies depending on the nafune of
ihe axsal Sea Node 2(b) to the Corsolidaled Financial
Elatarmants,
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Thie excass of the purchase price over the lair value of
lrve et assets acquired, mchuding danlitied athar
intangibles, was recanded as conaolidation goodw and (8
bedng amontized on a straighl-ine basis over 20 years. The
amorization perod i the maximam pariod as dafined in
Japanese GAAP, However, both APLUS and Shows
Leasing had significant tax lose camdoreands and
deductitls temporary differences for which no defarred tax
aessels ware recognized at the fime of the acquisition dus
o uncertamty conceming thalr ulimate reallization, Had wa
recognized tha related delermed ax assats a1 ihe lime of
the acquistion, consolidation goodwil would hayva bean
reduced, Under Japanese GAAP, any futuns moognition of
thr bamafits of the e loss camyforwands o lemporary
differances (the carnyorgand panod 1or ex ioss
camyiorwards baing generaly limited 1o seyven yoars) that
existed at the acquisfion would result in accelsrated
goadwill amotization. Ay wnamoriized balances of
idantified oiher intangibles and conaobdation gooded are
subject io Impairment lesting.

fmpairment of Goodwill and Intangibles

Wa conduct mpairmmaent besting for poodwill and
intangibles semi annually as a reaull of ceénnin trggering
@wanis such &=

= An expectation of an operaling oss or negative cash

flow i fwe consecuiive years

= Impairmen of underying immastimant securites is

recognized

# A signilicant adverse change in the environmert

sUrroUndng e business oparations o e subsidiary,
such &s 4 changs in law which significanlly impacta
ihe business in a negatve way, The suspension of
pusmass due o sanction or adverse changes in the
interest rate lvws.

As the first slep of the mpalmaeant 221, we esimate the
non-discounted Tulure cash flow valus al the business 25 a
grouping umi, If te value of the non-Sscounted futura
cash fows i less than the book valee of 1he nat asseta,
including poadw® and intanglble aassts, of the business, it
ts datermined (hat iImpalrment exists and the next step ol
ihe iImpairmant est &5 pedommed 1o measane the amount of
impairment loss, | any.

The nex! step of the Impalimen test comparas the
“value in use”, which |e calculated &5 the discounbed value
of Tulure cash flowe of the business, and the nel asset
baak wvalue which includes utarmodized balances of
goodwill and Intangible assats, Impalimeant loss foar he

iolal of goodwill and Intangible asseds (A} s recognized as
thes amound by which the nat assaet book value excesds the
“valua in wse®, The fair value of inanpgicle assels (and any
alhar assets) |s detarmined in the same manner used o
apply purchase accauniing af the lime of the initial
aoquisition, and tha mparment loss of infangibée assoets
{8 k=3 determinad as the differance between B fair valus
and book value, Finally the Impalimen of goodwill =
calculaled as (A) less (B) above,

Based on the significant adverse smpact on the
consurmes linance industry of e legislative changes
ragarding consamer inan interest rdles approved by ihe
Japanase Dot in December 2008, wa conductad
Imgairmant besting for the goodwill and intangible azsels
associabed with Shinsal's investment m APLUS. For (hi
caloulabion of “valse in usa” of APLUS businass, we used
dacauntad cash fow methad with 10 year future cash llow
projeciion and asswrplions of 2,0% terminal growih rade,
9.5% discount rate. Az a resull, we recorded mpairmment
lass on goodwill and intangible assets of ¥55.0 billian and
¥40.0 killion respeciively. We made significant judgments
(o defermine hese propections and assumptions fat wa
besileree mre appropfiate. Had we applied iower teminal
grow raln or higher discound rabe as well as & mora
ponserative projection, the "value in wse” coukd have baan
lower and the amaunt of mpasrment of poodeill amnd
inlangibles cowd heve been highar.

Recently Issued Accounting Pronouncements
Lease Accounting

On March 31, 2007, the ASE) ssued ASE) Salemant
Mo 13, “Accounting Standand for Lease Transaclions”,
which rovisad the ewsting accounting standard for lease
iransactions msusd an Juns 17, 18493,

Undar iha exiating aacounling standard. fnance keases
thiat are desmed o iransfer ownecstep of the lagsed
prapary 1o the iesses are 1o be capitalized, esever, othar
firance leases ere pefmilted fo be accounted lof as
operaiing lease fransactions if cartaln “as I capitalized”
infarmation s discioged in the notes to he lesses’s
financial staterments,

Undar tha revised accounting standard, finance |aasa
fransactiona are nat permitted 1o be accounlad for as
operating leasaa by eiher |assses or (easors. The ravised
accounting slandard s affective for fiaca! years beginning
on aor atter Agrl 1, 2008 wih early adagtion pormettad for
fizcal years beginnng on or after April 1, 2007
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Unification of Accounting Policies Applied to Foreign
Subsidiaries for the Consalidaled Financial
Siatements

Under Japaness SGAAP, a company currently can use ihe
financial statamenta af fomign sebsdanas which ane
prepared In accondance with penenally accepted
accounting grinciples in thair mepective juradiclions o 45
conaolidalion prooess unless they ene clearly
unreagonzbie. On May 17, 2006, the ASB. issuad ASE)
Practical lssues Task Force (FITF) Ma 18, *Practical
Solulion an Undicaton of Accounting Polices Applied o
Faraign Subsidiaras for the Conaolidated Financial
Eratemanis”. The new fask torce pregonbes: 1) the
atcounting polices and procedunes applied o a parent
comparny and ds subsidianes for simdar fransaciions and
evenis under similar circwmstanoes should & principle be
unifiod 1or the preparation of the consolidaled finencisl
stataments, 2} fnancial stalamants preparsed by foregn
subsfarias In accardance with eshar Intematanal
Financial Reparting Standards or genarally accepbed
aooountng prncipias in the United States enalivaly may
e used for the consclidation process, 3) hiowever, the
foliowing itema should be adusiad in 1he conscidation
process 5o that nef incom is acoounied for in sccardance
with Japanese GAAF unless they are nol malerial,

{1) Amonization of goodwill;
(2 Aciuarial gains and losses of defined benalit plans
recognized oulside proft or kosa,

Tabie 14. Securities by Maturity (Consalidated)

(3] Capitalization of inangible assels arising from
davalopment phases,

{4) Fair vekse measurement of inyesiment properies,
and the revaluation model for proparty. plant and
equipment, and inlangible asseis;

{5} Refrospective applicabon when accounting poigies
are changad, and

(B) Accodnting for net incoms stibutable o minorty
inbenest,

Thie nevw lagk force is effective i figcal years begnning

an or &ler Aprd 1, 2008 with early sdogtion pemmitted.

Financial Condition

Total Assets

As of March 31, 2007, we had consoldated fotad aaseds o
¥10,837.6 billion. This represeniad a 15.2% incresss from
W, 4060 billion &3 of March 31, 2008, The increass was
principally aitibutable to an increase in loans and bills
discounted and securities, pathy otfsed by B decreass in
customears” labiites for acceptances and guaraniees in
APLUS.

Securities

The foliowing teble sets forh the composition of our
conanldaled porffalio of availabledfor-aale equily and debl
securiles and held-o-maturity debd securiies a8 of March
31, 2007. As refiscled balow, almost 65% of he sacurthes
will malure during the nex five years,

Blbone ol yan
A of March 3, T7
Chvmr 0 Ot ooy
Ciri yoar che'e 0 Teesyeam o Fejmanm  sen peac o Chanr U respiaiiea

P o beem e yaar fvpymare  soven ymarm e e i Py feamn Tolal
Jeapanese national pavemment bonds YAl ¥233.8 Y1504 ¥ - ¥ - ¥ 459 ¥ — ¥ 7504
Jepanese jocal govammaent bonds 615 a0 0.5 1.1 == = =% 532
Japanese conporale bonds 1387 1001 B5.9 158 114 a5 = M5y
Jipanesa aouUity securfles = - - — = - 335 336
Fareign borgs and other Ba GEL3 e 6.5 1234 170 1r26 8.7
Total secuniss ¥519.2 L= YERRT  YEIS ¥134.9 Va5 4 Y2061  W1B548
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Lioan Porifolio
Az of Barch 31, 2007, we had ¥5, 148 3 bilkon m logans and
bllls dacounted. This represamed 47.5% of 1oal
consoldated assets and & 25.9% increase from he
W4, 0875 bilkon of loans and bifs discountad as of March
31, 2006, Instaliment recaivailes of AFLUS, Showa
Leasng and our glher non-bank subscdianes ang clivs s ed
in our ponsaldabed balance sheel as olther asssts, and ana
not rafiecied in aur data on loxns and s discouenied
Most of our loan portiolio was originated by Shinsed and
aur domestic subsidiaras, O Ioans we onginatad. loans o

Tahis 15. Loans by Boreower Industry (Consolidated)

tha finance and insmanca indusiry and he real estate
intduestry constituted close to ona-half as of March 31, 2007,
O thie w1,091.6 bikon o loans o me finance and
imaurance indusiry, ¥127.0 billlon conssted of loans 1o
pubic sector linancial InstAUbons or governmeani-related
ingbfutions. In addiion, asaut one-hall ol leans b he real
estale industry as al March 31, 2007 consishod o
nor-mooEse and propct inance loans. Loans 1o this
indusiny increased by 35%. to w1 36004 billon, or 27 8% o
total domestic ioans, primarily becausse of an increasze in
lpans to govarmment-relatad mehtutons,

L pry _ﬁt'['mﬂwfe_w_mm!rgﬁ = =
Dornestic officas [excuding Japan sftshare markel account) -
Manulachuring ¥ too.a 384 ¥ 185.8 4.1%
Apnculiure 0.0 oo 0.0 0.0
Farestry 0. o 0.0 .0
Fishers 0.9 00 0.0 0.0
Mirnng 6.8 (18] 6.4 0.2
Congbrucion 19,9 A4 21.8 0.6
Elsciric power, gas, heat supply and walar supphy ao.1 18 99,7 2.5
Inforrnation and communications 27.6 LB el M 0.8
Transpodalian 391.8 [F: 408.2 10.2
Whnolesale and redall 117.5 23 30.2 213
Finance and nsurance 1.091.8 218 45,6 23.7
FAeal estate 13904 s 1.230.0 26T
LEVoES 604 ] 173.8 43
Local povemmant 638 13 75.2 1.9
Cithera 14021 254 449.8 23.7
Tolal domestic (4) ¥5,052.2 100,00 ¥4, 003.6 10000
Chvareaas officas (includng Japan offshom markst accourds):
Govemmaniz ¥ 0o 1.0%% ¥ 04 0654
Financal instdudicns
Ciihers 'i_3.1 _Hl'.' d3.3 as9.4
Teaw overseas (B] ¥ 840 100.0% ¥ BIA  100.0%
Total (A+B) ¥5,146.3 V4,087 5 -
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Lean Maturity

Tha following 1able sats farih the compoesition of Shinsei's non-conscbdated loan podfolio by iyps of imerest rale and
madurity as of ihe dales indicaisd. n the fiacal year ended March 31, 2007, the increase infolal loans resulbed primarily from

an morease In vanable-menrest rale isans, 8% fxed-nterest rale loans decreasod

Tabfe 16, Loan Maturify {Non-Consolidated)

Bifiorm of yer
A of Manch 37 il 008
Fred-ilerest owns;
Ome year af less' vV - ¥ —
Chvar ome year o thiae yaars BY.5 7.0
Char three years to five years 1764 1318
Quer live years 10 saven years o905 1440
Civer seven yean B16.1 B26.0
Indafinita term .8 4.3
Variable-nteres! koans:
Ona year or less'" VvV - ¥ =
Crvar one yaar o heee yaars 1,096.1 TEED
Chaer three years to five years B0a.B G154
Over five years fo seven yeares 2963 142
Chvar seven yeans 4758 1433
Indafinite tarm 34 14,2
Total loans:
Dna year or less ¥i,450.8 ¥4,254.2
et @iy yaar Bo Hhese yeamm 11836 BBSA
Orver three years 1@ ive years BE3.2 F47.3
Chear fiva yeard 1o seven years 3450 2887
Chver seyan years 1,092.0 768.3
Indefinite igrm 103 18.5
Tetal Ioans ¥5,075.2 ¥3 8612

[
111 Loune witfe matuniies of one yEsr o e are mx Drokee doss By Seps of nieiest @ie.
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(&)

Azzef Quality and DNsposal of Problem Loans of
Shimsei
A1 March 31, 2007, 42 4% of owr consalidalied problem
kans as disclesed in accordance with 1he guideines of the
Japanese Bankers' Association [JBA) ware held by
Shimmes aned most al (he res) wene held by APLUS, Thes
discussion of our assel qualily presens inlormaton ol
Shinssl on a non-consolidated basis unless specfied
olhenylaa. In paaicular, prablam claime as datined in the
Financial Revializaron Law are only dsclosed on a
nior-consolkkated hasid, and therefore do nod Incuide
proddam loans held by APLUS. For & discission of the
proddam claims of APLUS and Showa Lessing Bee
Aszat Quality of APLUS wid Bhowa Leasing.”

Wa clazsify our obligors and assess our assel guality
based on our sef-assessmant manual developed in

Choligor type

Claims under the Financial
Rovitalization Law

accordance wih guidelnes publkshed by the FSA. We
genarally padonm our salf-assassmant merderty and at
i=zast semianrually. The self-assesement procass invplves
classiiying cbligors Basad on thelr financial candition and
ihen calegonzing claims egainst ooligors m onder of
collechan nak, Based on these clasailication, we egfablish
rmserves and dscloss our problem leans and other claims
1,|:5ing cnberia spegified nthe Fisncial Revitadizalion Law
Wa alzo disclose our problam kans undes & fornad
devisad by the JBA for ihe disciosure of rsk-monibom
Dans

The following tabe compares the scops of each
categary of clasm under tha Financial Aessialization Law
e each type of nek-monitored loan, &3 wall as the obligar
iy 1o which fhey relate:

Comparison of Categones of Obligors, Claims under the Financial Revilalization Law and Risk-monifored Loans

NS Risk-moniiored loans

Legally bankmpt : - Loans to bankrupt obligors
Virtually bankrupt : : -
Mon-scerual delinguent loans
Possibly bankmupt Doubtful claims
- o Loans past due fod three manths or mare
wm Ll Mo} il LT ALb o ULTLLTH Tl W LN ] 8 LR
: : : Restruciured loans
{Substandard)
[(Other claims against
substandard obligors) |
Meed Caution
NHormal claims
Mormal

Hores

1] Tha Finarcial Fosstalzation Ly requines os 1o class Py and duckoss "olaims,” s o include, in addiion i cans and Bils decouniod, foreign énharge
cime, =mournliss lenl. prvale pincement borcs quamnesd by Sinel poorosd income aod seepeess poypmesd in ol e ssisls geownl o o emen
Fninklies for aposptances and gaamnbess . fly cisgianaon, the datmal deviaed by B Japocin e Bikey Assodalon osly slaiilsi, aid cals 1o
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Management'’s Discussion and Analysis of Financial Condition and Results of Operations

In Citober 2002, the F34 announceod a new "Program recarding large amounts of deferred fax assets on the
for Financial Revival® tal has ed to more stringent qualiy of a bank’s regulatery capital We have gone wedl
wvaluaiions of clama. This program reguired benks 1o use beyond the FSA's requiremanls by employing the
discourtad cash fiow analyses, among other measunes, discournted cash llow meihod, applying i 10 approximatedy
when providing loan loss resanes agansl major BF, by principal amoun, of cur claims agaimnat

barrowers with substandard claims. Thaough the program, substandard abligors and possibly banknspt obligens,
the F5A& aiso soughl greater scrutlng of the alfect of

Sel-dssessment Guidelines and Reserve Policles

Virually Bankrupt (isshitsu hatan-eaki)

Possibly banknipt (hafan keran-gaki)

MNead Caution (pouchu-sa]

Hommal (sajou-gaki)

Dgfirdtion of Obiigar Classifications
Dbligor classification Definition
Legaily bankrupt (haten-saki) Obigars who have already gona bankrupt, from & legsl and/or farmal

perspecive.

Dligors who Rave met yed gone legally or formally bankaast bul who are
substantiaky bankrupl becmse they are in sefous faancial difficelies and
ara nod deemed to be capabila of restruciuring.

Dbligors who are nol y& bankrupt but are In finandal dificullies and are very
likely to go bankrupd in the fulure because they ane having difficully
implamanting thelr managamant improvement gans. This includas obligors
whio ame receiving ongoing suppor from Snancal inslibuions,

Obigors who require close attention becauss thene are problama with their
borrawaengs, such as reduced or suspended interest payments, problems
will Iulfiiireent, such as substantial postponamends of principal or interest
paymanls, or problams with thair financial posiions as a result of their poor
of unElables Business conditions. The tarmn “nesd caution oblipors® Inchedes
“subatandard obligers” (poukann-sar), which ralers 1o obligors with
“substandard claims,” that =, loans past due for three montha or mone or
restructumed loans. Claims against nesd caulion ebligors that ane nod
subslandard glaims ane sometimes referred o as “othor olaims against need
cautlon obkgars” (sono f pouchui-sakl]).

Ciblgars whose business condtions an tayvarabie and who ane deemead not
ter have any particular problems in tarms of thair fmancial position.

Cl!g_?l_';r_

Definitions of Claims Classified Under the Financial Revitalization Law

Definition

Claims agalnst bankrupl and
guasi-bankrupt coligars (hasan osed
saiken oyold korerd Y jLnduny safken)

Daubbiul ciaimsa (wiken saien)

Bubtwlandand claims (youkans zaikan)

Hommal claima {sadfou saiken)

Ciairma agalmst abligors under bankrupicy and similar claims, as prowvided for
under he Banknptoy Law, the Corporale Reosrganization Law, the Gl
Rehabilitation Law and similar 2w,

Claima against oblgars thal are not yet i benkrupley but have experienced
deterioration In thair financial conditon and eperaling pardformance and for
which There is a high probability of contractual defaults on princspal ang
inarest paymBanis,

Loans past dus for three months or mone and resiruciuied loans, sxcluding
those cabegorized as claims against bankrupt and quasi-hankrupt obligora or
doubtisl clairms,

Clairma against obligors that are expernenting no partcular prothems wih
[heir Brancial condition or operaling performance, othar than claims inany of

ihe ihrse cabegorias abave.
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Definitions of Categories of Risk-Maonilored Loans

Category

Loans to bankrupt obligors {hatansaki
salken)

Mon-accrusl delmguant kaans
{Bntalaah! samer)

Loans past dus for ihree monihs o
more {Eaa-AE-geisy jou antai saken)

Restructurad loans jkashidash jouke
kanwa saken)

Loans 1o legally bankugt obligars,

Loans io wirualy bankrupt amd pessibly banknspt oblipors.

Laans on which principal andfos infenest ane pas! due theee monhs or mone.

Laans with kending terms that have besn changed in ways fevorabdes 1o tha
parrowar, includng educing interes! rales, providing grace pariods tor
repayrmint and forgiving & potion of the debt. J

Reserve Policles
Claims sgainal obligors, as
categorized under self-assessmaent
guidelines Aeserse policy
Claims against virdually and Wa altherwrite off dineclly or make a provsion for, in the speciic reserve for |

legally bankrupt obligors

Clams against possibly bankrupl
oblipors

Claims agains! subslandard
abligors

Claims agains! naed corion obligors,
ather than claims againsd
substandard obligors

Clairms against normal obligons

Ioan loeses, the il amaun of the unsecured, unguaranesd potion of the
ciahm,

For most clalms apainst pessibly banknupt obligons, we make a provision in
ihe specific resene lor loan Iosses in an amownt caiculated based on the
digcountad cash llow method, See *—HAesane far Cred Losses."

For the remalning claims, we make a provision o thal resarve for the
imsscured, unguarantesd portion of the claims in the amaunt &f the product
of that portion and the highes of 70% or tha estimated loss ralio, basad on
higtorical Insses on claims in bis category, jor tha neat hree years.

For most claims against substandard obligons, wia make a provision in e
general reserve for loan losses in an amaunt calcutated based on the
discounted cash flow method. Sea “—Aeserve for Credit Losses.”

Far the remaining claime, we make & provision 1o that resane lar 1he
aslimaled amount of lossea over thres yaars computed based on the
expociod loss ratio for claime in this categary

Wie make a provision, In the genaral ressrae for loan losses, for the
astlimated amount of lngsea aver the avarage mmaining term of the loans
compulied based on the expecied lass ralio for claims in this catagony,

For claims against abligors rated BA through 6C under our eredit rating
systam and all real estale non-recourss [oans, we make & pravisian, in the
genaral raserve for loan kssas, for the astimated amound of lns%es aver the
remainang term of the loans compuied based on the expected |oss rafio for
claims in thea categary. Far the remaining claima, we make a provision to that
rezene for the esfimated amownt of losses over & yadr compuiad based an
the expacied l0&% rafio for claims in this caledory,
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Claims Classified Under the Financial Revitalization
Law

Under tre Financial Revitalizaton Law, Japarese banks
categaorize ihelr botal cams n lour ealegonss by relerenos
1o Ehes maduie of the elavant asseda In addibon b bans amnd
bills discouned, alaims thal am Subiec] 10 disclisurs undor
the Financid Ravdalizaton Law include foreign exchangs
claims, saowties lanl. prvate placement bonds guaranteed
by Shineal, accresd incomea and suspense payme in
other assels, as well 25 customers’ llabilities for
Eccapiances and guarantass.

Discloswre of Claima Classified Under the Finameial
Revilalization Law

O curren] managamend beam has cansisiantly
emphasized the manitorng and redechion of problem Ioans,
Shanseis Wolal amount of preddem claims as dsclosed
pursuisnd fo the Financial Bevilalization Law deceasad
¥14.6 billion, or 34.4%, 10 ¥27.9 blion, tween March 31,
2004 and 2007, Dunng the fiscal year ended March 31,
2007, doubtful claims and substandard claims continued 1o
decresse: doubtul claims decreasad 48.04% o ¥10.7 bikon,
and subsiandard claims decreased 23.1% to ¥16.2 billion,
The rat of non-performing claims disclosad wnder the
Financial Revitalization Law to total non-consolidated

claims as of March 31, 2007 decreasad bo 0.5%, companed
10 1.0 a5 of kManch 31, 2006,
Shinse’s oher claims agams) need caulion ablinos,
exthuding subslandand cfaims, 1ataled Y928 bilkon a5 of
March 31, 2007, a 20.8% incrass om Y76 8 billion as of
March 31, 2006, Thase claims represented 1,8% of total
non-oonsolidated claims as of March 31, 2007, down from
1.89% as of March 21, 20086, The reductions of our
noa-performeng ioans we have achieved ane gtbibutable 1o
the iolicwing processes o idenlify, mansge ard resole
prodiem loans etlectively:
w firgl, we riposoushf apply ouer ratings and
sell-pasessmenl procedures bo label each oblgor and
Ioan consistently and accurslely; and

& sacond, for obligors with relativaly low credit quality,
parlicutardy thosa whosae financial siabon s unstable,
we commence eady remedial consultation and action,
including cedlections and saie of colfaberal. We closaly
renaw vanous options, including company
restructuring and securitization, which can improve ar
reduce credit risk, balore decidng on a final courss of
aciion,

Table 17. Claims Classifiea Under the Flnanclal Revitalization Law [Non-Conzolidated)

Mgy ul pan demcnpl prnzpriage|

Aa of March 31 2007 20048
Clalims against bankrupt and guasi-tanknipt obisgars ¥ 0.9 Y 0.7
Doubttul clairms 107 207
Substandard clairma a2 1.0
Total claims disclsed under the Financial Revaalization Law'" 279 42.5
Mormal elasns and claims apanst nesd cauton obligons exchding substandand clalms 52667 4,086,4
Total claims Y5 2946 ¥4,120.0
Ratic of total claims disciosed undar the Fnancial Revitalzation Law ta 1okl claims 0.5%, 1.0%

Mo

115 'l;:u-:-'ru tiriomwed praes e Fronci Flesdskoaion Lew roiude kores o bl decouried, s’ obles e scoepionoess e guanssiesss o G e soqcons Ko
I o= o harkn g el s bankn gl bl o cinstifil clhan, i el s B s bl clerariel s fa e bsieciad daar



Management's Discussion and Analysis of Financial Condition and Results of Operations

Coverage Rathos undar the Law, the coverage ralio was 79.3%, an inctruasa
Ag of March 31, 2007, Shinssl's non-consobtated from 77.4% as af March 31, 2008,

woveras talis lor claims claselfed udes 1he Fnancial Shingei directy wites off, rather than resenmos. the
Aawitallzalon Law, which for sach eatedory of claims iz the porian of caims againsl virally and legaly bankmupt
totad of collsteral pledgad sgaine] claims, guiarantees for obligors thall are estimatad 1o be uncallactibbe, In tha fiscal
claims anid resonye for logn lessas, rmaasurod against total veara sndad March 31, 2007 and 2008, ¥6.3 Wllion and
claima, wira 100.0% for claims against bankrupt and ¥2 4 billion, respectvely, of such claims were wriien off on
oeas-tankoupt obligors, 84.1% for doubiw claims and i non-consolkdaied baais

T5 0P for substandand claims, For all claime classdied

Table 18. Coverage Ratios for Non-Performing Claims Disclosed Under the Financial Revitalfzation Law
{Mon-Conzalidaled)

Fukions ol yon [o &l
Aoty of coverage
Apaene Collmteral
Amount ol tor own nrd Civermge
i —, chima s L Tolm mlia
#s of March 31, 2007
Claims apesnsat bankiugt and quasi-bankrupt obligons ¥ 09 ¥ — ¥ ¥ 0.8 1000
Doubitful claims 0.7 8.0 0.5 .0 B4
Substandand claims 16.2 6.5 L | 12:1 75.0
Total ¥27.8 ¥14.6 W75 ¥221 79,2%
As of March 31, 2008
Crairrs against bandrupl and guas-bankrupt obiigomn ¥ OT ¥ — Y7 ¥ 0y 10 M
Daubithil gaims T 177 1.0 187 905
Subatandard ciaims S I A 5.7 134 638
Total ¥425 ¥25.4 7.4 ¥ize  77.4%
Dizpogal of Problem Clalme dispasals of substandard cleima, doutlul claims and
Shinsni uses a vanety of methods lor mmoving prablem claims against hankrupt and guas-bankrupt obligors on a
clairms from i#s balance shees, including sales and non-consolidated basie:

collections. The fofowng table sats forih a breakdown of

Table 18, Disposal of Prabiem Claims a5 Disclosed Under the Financial Revitalization Law
[Non-Consolidated)

I M ol yen
Flecai yoars anii Mash 11 2067 2006
Wite-otifforpiveneas ¥ 34 W5
Sale o= ia
_Callactionsfupgrading of claims to higher category, net i1 38
Total 14,6 yo.2

Iri Ehee Mescal year endad March 31, 2007, Shinsel mduced non-performing ciaims by ¥14 6 billion. OF the iotal decline,
TE.4%, ar ¥11.1 hilkon, was ahiributable o, an a net basis, cobections and wpgrading of claims o a8 higher categary
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Changes in Amount of Problem Claims
The table betow sats forh Shinss's exparience since March 3%, 2005 wilh the mmoval of problem clams and the
emargence of new claims on a nonconsolideted basis;

Table 20. Changes in Amount of Problem Claims {Non-Consolidated)

Hilonm of pon
Cliadrol e bred |
aningpt and
Sucsandard Dicstatii quas-barsnpi
ol March 31 cimms cladrma chigory Tl
Balance of problam claims as of March 31, 2005 ¥ B4 Wa2i ¥ ¥5.F
Clairns newdy added Apdl T 1 March 31, 2006 188 3.2 QB =T
Claima ramaved Agel 1 o Mareh 31, 2008 i4.2) {24.6) (3.1 {32.09
Clairna rigrating between classifications Agrll 1 1o March 31, 20068 0.0 (0.0 0.0 —
Hel change ' 14.B [21.4) (2.4) {8.2]
Balance of problom claims as of Manch 31, 2006 ¥Z21.0 ¥ 20T ¥OT ¥a2h
Claims newly added Agal 1 to March 31, 2007 ) a3 0.8 11.7
Claims mmoved Agnl 1 to March 31, 2007 7.5} (14.7) {40 (26.3)
Claims migraling betweesn classilicalions Apr 1 90 March 31, 2007 2 [3.4) 4 =
Het changa {4.8) (9.9) .2 {14.8])
Dalence of problem claims as of March 31, 2007 ¥i6.2 ¥ 10.7 Vg ¥aT.9
In 1he fscal year ended Manch 37, 2007, ¥11,7 billlan of For ihe figcal yeiar ended March 31, 2008, ¥22.7 bilen of
ciairms wene newly classited & substandand or worse, clalims were newly ciassifed as subsfandand of worse,
while Shingei remaved ¥26.3 billion of claims in hese while Shinzei remawved ¥32.0 billion of claims in hass
categonies during the same perod. The ¥14.7 biliona in categories during 1he same padod, The ¥24,8 blan in
doubstiul claims rernoved during ihe perod was primarily doubilul clams rermoved during 1he pariod was primarily
alfributable 1o solleciions and upgrading of claims 1o a attrutable o colleclions and upgrading of claims 1oa
highesr calegary higher calagary.
Reserve for Credil Losses

Tha fodliawing tabbe sats forh & breakdiown of our ttal esere for credil losses on @ non-consolidaied basis o of the dales
indicated;

Table 21. Resarve for Crodif Losses (Noan-Consolidafed)
Bl of yon festap] pamantigad)
2007 2008

Aa of March 31
Genaral raseres for loan kosses ¥ 654 ¥ B02
Spegific resarve for loan Insses 8.1 174
Rasarde for Bdans 1o mestruciuning countring 0.0 0.0
Subtotal reserve for Inan Inssas 745 TB.1
Specific resenm for olhar cre losses 324 iz
Total resane lar credit |oases ¥ 106.9 ¥ 1114
Total claims’ ¥5,294.6 ¥4,120.0
Ratia ot folal ressnse for ioan osses o lolal claims 1.4% 1.9%:
Ratia of tdal rasanves for cradil lesses to olal claims 2.0%, 2.7
Moie:

(11 Fol clime inc e i6ans and bils drcoried, loreign sschangs cleme seounbes kel sconed inleresl income and suscenes payp=ant in other sasels,
e =l s cushomen’ fobidies i scoenisrces mad guscariesy
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A of March 31, 2007 and 2008, ouwr otal resere for Risk-Monifored Loans
cradil lsses on a non-cangsalidaled bases was Y1069 Consalidatad nsc-monitored loans docreassd by 2300
bl and ¥111.4 bilkon, consliuting 2,0% and 2%, during ihe fiscal year endad March 31, 2007 o ¥64.8
rmspectivaly, of okl claims as of sach such date, bl The ¥14. 4 bitkon in non-acerual delingeant loans

In tha fiscal year endad Kamch 31, 2007, Shinsai applied removed during the perdod was primarily attrbutable 1o
thia discourted cash fiow mathod 1o 87 8% of de claims upgrading of Inans ko & higher categary and colleciions;
apainst possibly panknpt obligors and 96.5%; of its clams The tollowing tables set forh information concerming our
apainst substandard obligers, i each case by principal consoildated and non-consolidaled rAss-manilared loans
amadril. as of the daies indicaled:

Table 22. Risk-Monifored Loans [Consolioghed)
Biions of yan |osDogl poncaniages]

Ax il Manch 1 i ZUHHG
Loans and bills dscounied ¥5,146.3 ¥4,087 5
Loans io bankngpt obligers (A) 1.7 18
Nar-sccrual delinguent Inana (B) 21.8 36.3
Total oans (A)+[B) ¥ m=s ¥ 382
Ratio o total loans and bills disooumbed 5% 0.8%,
Loans past dus for three manths or o [C) ¥V ooa7 ¥ 3
Restruchired loans u:_:l]- ) 5.4 428
Total rsk-manilored lnans (A)+{B)+(C)+{D) ¥ 648 ¥ B4
Ralio o tofal lomes and bills disoounbad 1.3% 2. 1%
Aesarve o credil ID8ses ¥ 1472 ¥ 1448

Table 23. Alsk-Monifored Loans (Non-Congolidaled)

Bilions of yun {necepl peconiages)

A of Wit I .. /L R .. T
Loans and bills diseoumad ¥5.075.2 ¥3,961.8
Loans o bankng obligors (A) 0.6 0s
Non-accrial dalingusant loans (B) 10.6 20.4
Tolloans (A®) _¥oma_ ¥ 2w

Ralio to tetal loans and bills discounbad 0.2% 0.5%
Loans past dus for thres months or mare [T W 0.0 ¥ 00
Restractured loans (D) 168.1 21.0
Total riek-moniored loans (&)+{B)={C)+(D) L1 ¥ o429

Aetio to tofal loans and bille discounbsd 0.5% 115
Resare tor credit lossss ¥ 1089 ¥ o111.4
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APLLIS and Showa Leasing chassify their obligars and
assass their asset guality on & semi-anmead basis based on
the salf-azsessment manual developed @ accordance with

guidalings published by the FSA, APLUS and Showa

Leasng's asseasmant, whens appicable. includs, among
other thinge, an asaessment of credit extended to cradit

card cusiomar s a8 well as lease obligons, unsecursd

personal lpans and cusiomer guaranioes

Tha following tables sat fanh information concaming
consolidaled nsk-monfored Inans and nsk-monitonad
installment recaivables hald by Shinsal, APLUS. Showa
Leasing and other subsidiaries as of the daies mdicated:

Table 24. Risk-Moniloved Loans Breakdown for Large Entities (Consolidated) '

fians of yen
Gt
Shnaei APLLIS susmanes Fotm
As of March 31, 2007
Loang 10 bankrupl ebdigars ¥ 06 ¥ - ¥ 10 ¥ LT
Hon-acorual debnguen loans 106 a5 T 1.8
Loans past due for three months or more 0.0 4.6 0.1 ar
Rastructured lsans 161 18.7 0.4 J6.4
Total w274 ¥a7.8 ¥ a4 ¥&4.8
As of Manch 37, 2D06:
Loans 1o bankrupt obligars ¥ 05 ¥ — ¥ 13 W 1.8
Hon-accreal defiingquent loans 20.4 4.4 11.4 B3
Loans past dusa lor thraa monihs of more 0.0 29 01 3.1
Featruciurad loans 21.0 2.2 0.4 428
Total W42 1 W2E,7T ¥i3.3 WE4 1
ks
{1 Bhirviey Lnssairgy has no mech [
Table 25. Risk-Monilored Instaliment Recaivables Included in Other Assets (Consolidated]''
Bl b of yor
Showa Oiher
TS — APLLIE Lemsry mibmEdanng Terdal
As ol Mrrch 31, 2007:
Cradil= bo bankrupl obligons ¥ 0.0 ¥0.2 W —- ¥ 02
Mon-accrual dalinquent credis 2.1 1.0 — 3.1
Cradils past dus for hres maontha or mone 1.6 0.0 = 1.7
Aastructumad credis 10,0 o - 10,2
Total ¥13.8 ¥1.5 ¥ - ¥154
As of Manch 31, 2008
Cradita to bankrupt abligors ¥ = W12 ¥[0.0 ¥ 13
Mon-acomal delinquent creds 2.0 oA a7 aag
Credits past due fior three mantha ar morne 0.9 0. 0.3 1.3
Rasirushmed crodis 15,5 0.4 0.z 16,2
Total ¥iB.5 ¥2.5 ¥i5 y22.5
Mo

(U} Shinse has no such nsialimem recesiabie
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Funding and Liguidity

Funding and Liguidity Maragement

The focus of kguidity managemeant |8 10 enswe sulfician
cash o meel bath noermal and unjemicipaled hending niseds,
Succesashil liguidity managemenl reguines being able o
Fumndd alll requiraments withood disnepbion (o cur mormal
business operations, Funding reguenamsents may nckda
contraciual abligations, future asset growth, Gability
matunties and depasit withdrawals,

Cwr liguadity managamant sirateqgy nchedas tha
foliawing key componenis:

® meiniainng & panfolio of swplus cash and ligud

assats;

= developing retall customear deposils &g o long-4em,

stable sowce of funding,

= rmainiainmg unutiized unding cagacdy: and

» maimaining dverse sowees of lunding,

We continuously seek to imorove our lguidity
management lrategy and mnimize retinancing nek oy
enhancing the steoility and dveralty of our funding sources.
Dur Treasury Division is responslble for owt lguedity
rranagemen and funding executian.

In accordamce with ik role 48 & spacisl purposs
long-4erm credit bank i Japan, LTGE relied heavily on
domestic debeniures Tar funding. Cwer the past seven

Table 26 Diversification by Funding Type {Consolidated)

YEars, noweyet, we hive rensloimed oursehves mti &
fa-service linancial instiulion and as part of thal process
hiaye mareased our relail deposit balences, W formalby
conwirded from a lang-Herm oredit bank o an ordinany biank
an April 1, 2004, In connection wilh fhis conversion, tha
FSA has aliowed us to conbnue issuing debentunes for tan
yoars after the cormversion, Our long-aerm funding siratagy.
howeyar, |s o aveniuafy replace dabenfure [ssuances
with cuslomar deposits and ordinary dabt financing.
Shensed provides funding to &= subsidianies and affiliates.
and expacis 1o continus o do 50, Howayer, our
subsdianes and affillates may rely on oiher sources of
fumde, inciuding fmancing from ather banke &3 well B8
capital markets financing, where doing &0 would be sownd
trorm & cosl and group cash managemant perapectve. In
paricular, APLUS and Shovwa Leasing barrowv, and expect
bo confinue to borraw, from a number of banks other than
Shinsel and aleo meke direct issuances of dabt securites.
The table below showe changes in the groporion of our
hunding overall represented by funds resed fram
debentures and depesils in aur retad and Instifutioned
banking busingsges, &3 well as trom our collateralized |oen
obiligation pragram &1 the and of the pariods mdicated As
g2an balow, funds from redall depesits have bacome an

increasingly important sounce of funding.

Hikora of yen
Fincal yun wctuil Warch 31 o007 o ) 2004
Ratall deposits’ ¥i57a8 ¥ 31004 ¥ 23004 ¥1.581.5
FAatall debentures n.e 4353 550.3 6452
Enstibutiongd funding 2,168.5 1,551.8 16357 1,B55.6
Collateralized loan obiigation 1550 2550 255.0 2852
Homan

[T} Emcludas unchaimiod makined deteniums
[2] Inchmies mpatih mansgement pasiomen’ desosils

[} %248 bifion ol the ¥155.0 bllion i lenized insn chigaion bakancs was repad i Agnl 2007

Depogils

Aaoof March 31, 2007, we nad daposita, including
fegediablie cerlifcaias o daposil, of ¥5.4 2000 hillion, whick
conailiubad 54. 794 of tolal kabililes and représenied a
33,15 incraasé compared with March 31, 2008, In
paticular, retal depesils increased Y4703 bllian @0 (he
fiacal pear andad March 31, 2007, refiecting balh the
successhyl implamantation of our strabegy o placa ool
emphasis on degosds in funding, s wed &8s 1he contined

grosth of aur retall tanking business.

Mozt ol our degosits and all of our negotiatie cenificetas
ol dapasit are friom domestic corporate and indhidusl
customers. Of the ¥470.3 billion total incraase. yen ratail
depasils incraased by ¥513.0 hillion in the lscal year
ended Maich 31, 2007, reflecting continued grawth af our
relail banking business, The faseign cumrency deposits of
ot fetail customers decreasad by ¥42.8 tdlion |n the lacal
yaar ended March 31, 2007,
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The folkwing table ssls forth the compositan of aur lime deposits, in the fiscal yeas snded March 31, 2007 and 2008 by

remaining malurity as ol 1he dates indicabed

Tasle 27, Time Deposits by Maturity (Consolicated)

Bl o pan

fis of Barch 30 ponT 1L
Less than throe months' ¥ Ba1.3 ¥ai1T 4
Thres manths ar maea, but less than six monihs 473 2934
Eix months of moke, DUl less fan one year i60.5 85,0
One yenr or rmone, bul less than two years 50.0 ae7
Two yesrs or more, but less than three years B A 12.2
Three years of mre 676.0 10482

Total w8316 ¥2 3362
hho

i l.m tham tHres menits imeides e deposiis Hal bras maioied ol haen not el besn ped

Debenfurés and Corporale Bonds

As af March 31, 2007, we had ¥703.2 billion in debentus
cufsfanding, This represented 710 of our consolikiabed
intal lighilities and constituted a decine of 31.0% from
March 37, 2006, Az of March 31, 2007, corporaie bongs

siood al Y400 .4 bikan

As of March 31, 2007, schaduled repaymants of
debantures and compoarale bonds over the pericds
indicatad below wers as follows:

Table 28. Maturity Schedule of Debentures and Corporate Bond's (Consolidated)

<[Debentures=
Fazal yeai aiiibng March 31 [ ol pn
2008 ¥iz20.4
2009 157.7
2010 133158
2011 1455
2012 and thereafter 1369
Total ¥703.2
=Caorporate Bonde=
Fimcal year anding March 31 Bifions of yen
2008 ¥ 18
2009 63
2010 oo
2011 BB
2012 and (hereafior araa
Total ¥400.4

Wi wie will cartinue (o issus debantures shene wi and
Ak 1o rrenirmse nding costs, v wll also canfinee
cliversifying cur funding sources by riesing mds through
athes maans, such as doposits

Dihar

Tha sacuritization of [oans and ofher assets 5 anather
impartant compoenant of owr unding sirategy. in iha lizcal
year endad March 31, 2002 we estabizhad a
cofateralized lnan obigation progqram undsr which we
ecaiva the nat procesds trom the issuance af notes that
are hacked by infarests n loans we ranslered o a masisr
sl As of Manch 31, 2007, there wirs Y1550 billkon in

such assal-backed nobés owlstanding thal wene isseed o
Third-sarty mvesiors and accondingly the comessonding
assts wens removed from our Balante sheet, By fhe and
ot the fiscal year anding March 37, 2008, our colateralized
lzan obligation program. which has been one compomant
of our owerall funding strategy, will mature, Saa
“—Of-Bafance Sheat Arangements—Collaleralized Loan
Caligaton Program.®

Wie aleo have establishad a medium-term nole program,
undar which wa can |Bawe up 1o 55.0 bilkon in nofes of
varying terma. Ag of March 31, 2007, e wis ¥55.8
mllion of noles oulstanding under the progeam
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Credit Ratings

Qur barrowing cosls and ability to rase funds are impacted directy by ouwr credif ratings and changes tharata. Shinsal's

cradit ratings ame sat forth in the able balow:

Table 28, Shinsel's Credif Ratings as of May 2007

(@)

Habrg mgency Leng-iarm

Mepady's Caposits: A2
Sanior debl A2

Seandard & Poor's EBB+

Fitch BBE+

R&l M

JCR 8

I Jarsary 2006, Standard & Poors upgradad (ks outiook
an Shingsi fram “stable” bo “pogilive”. In Aprl 2007, A&l
daowngradied its oullook on Shinsel fram “positve” o
"slable”. On May 4. 2007, Moody's announced that i
upgraded Shinze's long-ferm credit rmling from A3 fo A2,

Asset Liability Managemant (ALM)

Our ALM Committas & responsible for reviewing and
approving liquidity and interast rale fisk polices and limits.
Qur Chind Executive Officer (CEQ) is the chasrman of the
commitiee, Ofher membars inclute growp heads and
general managars of divisions whose oparations are
closaly related 10 balance sheet masagamant, Our
presidant ratamns final decision-making autharity cvar policy
ralating io assael and Eability managameant

Assui Liability Mapagement Methodology—/nterast
Rate Risk
¥e take an imegrated approach to managing infarest rate
risk, incorponating both on-batance sheat frmnsactions,
such as lending activities, and off-balance shest
transactions, suth as swaps. 'Wae analyze and manage risk
bath in tarms of fair market value and profit or loss for a
given accounting peariod,

Wa sel Emits for fair markesd vakess risk acconding b tha
basis point value, or bpy, method, wharaby sk arising from
intarasi rate fluctuation is restrcied o a predetermined

Shar-Hem

o el

F-1

AZ
F2

proparion of cur sharshaldars' equity,

For prodil or loss within & specific pendod, risk limils ane sel
bisad an nat imerest intome. Dur fure balunos shaal 15
astmaled by constructing a hypoithatioal model thal
includes expected rollovar of landing and deposits, togethar
with information from cur current balance sheat and
operational plans. Nel interest income smulalions are
carried oul wsing various statistioaly generaied scenaros
far markal inftares! rate fecluatons. Basad on thesa
calcutations, fluctuations of ned interest inocome over a year
are restrcted ko a predetarmined range, with the objective
of stabllizing Interast moome and axpansas. We manage
our assats and Babilites, mokading the mibdure of fixed and
variablo-rate assats and Rabilities, accardingly,

Bpv Mothod

The bpy mathod measures tha risk of changas in fair
markat value dus to flustustions in inerest rates, For
example, 10 bpy means the change of Tair marke value
whan Imtarast rates move 10 basis points, or 0.1% The
lable balow sets forth the mpact on the vk of our yen
denomenated on-balance sheet and off-balance sheet items
Tar the maturiteas snown when interest raies move 10 bass
POeNiE.

Table 30, Impact of a 10 Bazis Point Movement on Yen Baltance Sheet Falr Marked Value (Non-Consolidatedl)

Bl of ymn =
Ohwr s Ol cina
Threa menths Sy manfa months o e ] Chear thiea
A3 of Maezh 371, 3007 or lass o lesy o e Fres yaam Yoam Tirisl
Onbalance shest ¥ 0.6 ¥ 0.0 ¥i.3 ¥[3.3) ¥{1.3) {26
Cif-balance shead (0.0 (0.1) 0.2 1.6 4.6 {2.8)
Talal ¥ 0.8 ¥il1) ¥1.8 ¥[1.6} ¥{6.0) ¥i5.5)

Mok Posiva Sgures indicala whana a daci v in inienast rates wil mswd in an iromase n e morkal vakes. Nogativa bqums indicale wham @ decina in

irviergar e Wil raolill in & OECARESE in fair mankm Vol
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Cantraciual Cash Obligations

We use conftachuial cash obligalians lar lundng peposes. The following 1able sats forih a summany of our primary
consatidated contraciual cash obligations as of March 31, 2007 and 2006

Talde 3. Contractual Cagh Obligations {Consalidaled)

Hione ol yEn
Payymeemie dus bey e s of March 37, 2040F o o o lmes Crewt e ywsar Tista
Borrowed manay ¥470.4 YE52.2 ¥1,122.8
Capital lmase obhligations i 0a 1.4
Totak w4712 YyE52.8 ¥1.124.1
Biiens ol yen
 Paygrezimis due by ponpd as of March 31, 2000 Oing powr o leen Crppr e yaaur Tt
Borrowed manay a0 5 ¥E96.2 ¥i,208F
Gagitad lease obligations - az i3
Tatal ¥510.3 WEOT.E ¥1.207.8
Taxalion was disalowed lor lax purposas. Tax relorms implemeanted

Schedule of Tax Loss Carrpfarwards

Chur i [nss comylorwards primcipally have mesuled fom
e resalization of credil lpsses for 18y purposes snce our
amamenca fmom temporary nalionalzation, As of March 31,
2007, Shinsai had ¥150.0 bilkon in x loss camfdorsands.
YWhila Shinsei Bank {non-consalidated) booked a signilicant
accouing Ioss in tha fiscal year ended March 31, 2007
dus to tha mpaimment and vahuation alwances nfatsd o
our consumer fmance business, it did nol ead 1o the
créatn o any further bk l0ss cimplorsands since the loss

Table 32, Schedwle of Tax Loss Carrpforwards

_Year ias loss camplorsos gereraindy erewnd

in he liscal year ended March 31, 2004 exiended ha
penod of b loss camylorsards fram lee years o sevan
yiars, s this exianson was agplisd ratractivaly o tha
fhries previows fax yeurs, he excpeny dale for our lax loss
carmyforsards generabed i ihe fscal yeor ended March 51,
2003 hivs boen exbendad 1o Manch 37, 3000, W baliows
this amersinen 5 baneficial 1o us as A provides mone tima
o ublize thoss tax oss caemfdorvards. The table below sats
lorth a schadule of tax loss camydonards rafabed (o
corporie e and thair expiration dates

Shensel Bank
Flecal year anded March 31, 2003

fliburmgdyps
Amount Daie of gupity
1500 March 31, 2010

B long ag APLUS and Showa Leaging e nal wholly owned subsidiaries, e vwill be unabies b inoluds (heir esuls m our
conaolidaled fax relurmz. As a resull, el tax osses am nol rellected in e lalke above. The bl below sats lonh a
sohedule of lax loss carmyforwards of APLUS and Showa Leasing as ol Manch 31, 2007

o Buliore of
ear x ks carnionsands genecredimneved Amumant Dals of tpity
APLLUS
Fizcal year endad March 31, 2005 W52 T March 31, 2012
Fiscal paricd ended September 30, 2005 2.8 March 31, 2013
Fizcal paripd ended March 31, 2006 48 March 31, 2013
_Fiscal year ended Manch 31, 2007 302 March 31, 2014
Total ¥195.6
Showa Leasing
Flacal pear ended bMasch 31, 2005 ¥ 3.2 Man:h 31, 2012
_ Fiscal year ended March 31, 2007 BB March 31, 2014
Total ¥ 41.0
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In th ewend that Shinsal, APLLS or Showa Leasing, as the
case may be, penerates lesa taxabia Incoma in & givan
fiszad yaar than the tax loss camyfonward that will exgpire af
year-and, the benefit of the unused postion of the expirng
tad loss carryforward will be lost,

Wie record deferred iax asaes for 1ax oas carmyfoneands

and evaluale tham i accordance wilth the JCPA guidetines,

Bes “—Crtical Accounding Policles—Yaksation ol Delerred
Tax Assels”

Capital Resources and Adequacy
Equity

Consaolidated Corporate Tax System
We hawve fied our tax reiurns under the consalidated
corporels tax sysiem since the fiscal year ended Manch 39,
2004, Under \he consolidated syslem, we base corparate
tax payrmanis on the combined podils or losses of Shinsel
and (ks whaolly oyned domestic subsidiares,

Showa Leasing has aso adopied the consalidaled
carporale fax syalam baginning with the figcsl year endiand
March 31, 2007,

The fllowing tiabde sats forh a summary of cur edguity as of March 31, 2007 {reflecting the substitgion of eqmety for
shamsholders' equity under a new accountmg standard) and sharehokders’ equity as of March 31, 2006

Tabie 33, Equily
MALoTE O 0 demaipl pereeriagen)
s ol Maich 3t 2087 2006
Common siock W291,853 ¥{80,853
Praferad stock 158,443 270,443
Capial suplus 16,558 18,558
Stock acquisition rghts 517 o
Fetained eamngs 245 4596 373,502
Met wnmalizad gain an securiies availatéa-for-aake, nat of jaxes 5,001 2,208
Detarred |oss on derivalives under hedpe accountng {7.744) "
Foresgn curmency ramnslallon adjustmants 2,852 a7
Treasury stock, a1 cost (72,560) 12}
Total sharshalders' aquity WESE 335
hEnarity inbenesis in subaiiarias 269,642 —
Total equity ¥033,253 —
Ratio of tofal eguity or sharehoidars” aquity (0 tolal assels B.B% B.1%

In Decarmbar 2006, tho ASE) publistad a now
acgouning standard for the presenialion of sharmholders'
eqully which is effective for fiscal years ended on or alter
My 1, 2008, Under this accounling slandand, cerdain
items which ware previewsly not prasenied as cormponanls
of sharehoklars” smety ame now presenled as componanis
of aguiy, which used to ba ca%ad shareholdars' aquity,
Such Boms include Siock acgquisition righis, minarity

interesls in subgidiarkes and any delerred gain or l0ss on
clarivatives undss hedge accaunling, We have adopled ihis
slandard ram lisoal year 2006,

The grimary reason for the moreass in our equily during
fiscal year 2008 was tho inchesion ol minenfy intomests In
subtsidaries. This was parly offsel by a decrease in
ratained aarnings due to our nel loss n fiscal year 2006
and the cancallalion of BS milion comman Shamees
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Capital Ratfos
Frcn the flzcal year anded March 31, 2007, Baaal )

mathedoiogy has been adopled 1o calculate capital ratiog.

For criedil rsk. the Fourdation Intemal Ralings Based
Approach (FARB) has been agplied, For aperational risk,
thr Slandierdioed Apgeoach [TSA] has bean adopted and
thar Intesmal Modal Melhod has bean wsed for market risk
Cier lotal capital adequacy rafio as of March 31, 2007
was 13.13% (Basal |l basls), compared wilh 15.53%%

iBasal | pasE) &z of March 31, 2006, Our Tier | capdal ratio,

or ihe retio of Teer | capial to risk asssds, decraasaed from

Mirts

10.27% |Bassi | basiw) as of March 31, 2006 o B 11%
(Basal Il hasia) as of Maren 31, 2007, The dacreages nthe
cital ratios al March 31, 2007 rellect largey aur
repayment of pulsic kmds, D o the adoplion of Basel 1
maihedciady in fgcal year 2008, dgain on sae ol
securtization, incramants prossion equired for expachod
loss and exposurs to our unrated securitized portfolio
resulted in a decéne m capilal ratios'”, This was pantly
offest by increases related 1o our Issuance of subordinated
debl and bonds

LHR 1 Beanl 1 i bl bos, i &% el O i iZanan e 500 of rpectil e geosimin o8N ol e deikadled 10 cabzsiabn Toar |ialad, Livaeil st
porii gupostrs and SIFL o expeciod loas povisiom shorfal am included in he deduction Bems in caicd me mis caphal adequey mis

Tabfe 34, Consolicdated Capital Ratios

Pl il pien getup) grcintan g

A3 of Maech 31 oo™ poce!
Basic llems (Tier Ij:
Capital siock ¥ 4512 ¥ dEn 2
Minordy inerests in consobdated subsidiaries 1840.7 183.8
Corzalidation goodwill and other ndamngibles (177.8) (234 8)
Gain on sale of secuntzation (16.5) -
500 of expecied loss provislan shortfall (9.1}
Total Tier | [#A) G20.68 TaEA
Suppiamantany iems {Tiar 1)
General rasarve for loan losses 139 d4.8
Parpeiual prefered Slocks 81.0 TE.0
Perpatual subordinated dabt and bonds (RL-E 225
Mon-perpetual preferrad stocks 187 =
NanEmpabual subssdinaled debl &nd bonds 3483 2741
Tatal ¥ 5787 ¥ a1Bs5
Amoend eligibée for inchesion in cagital (B} ¥ 5220 ¥ 4185
_Deduction(C) _ 137.7 42.2
Capital meestment to affifated companies G4.4 a5
Unrated securilization exposurs 68T =
S0 of expected loss provisien sharifal g1
Total cagital (D) [(A1HB) <G ¥1.005.0 ¥1.115643
Rie% aszals:
On-balance shasl |8 ¥5 5858 ¥5,344 .9
Off-balance shaat ilams 1.458.1 18355
Market Rlsk™ 1982
Oparalional Risk™ 411.8 "
Total [E] W7 652.0 ¥7,180.4
Consolidaled captal adequacy matio (D) {E) 13.13% 15 553
Consalideled Ter | capial rata (Al F (E) 8.1 1027

Hirssn,

1] Bass i e
2] Basel | basis

1) Derkeed by mulisying tha caplail reguremam oy 125 12 ihe reopmooal of the meemus capial meo of 8345
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Composiion of Trar | Capilal

Cavryriodn siock and refained agrmings: In eonumction with
the sale of our common shares By the DG o Mew LTCE
Parners, tha DIC contributed funds ta offset the exsting
defich inthe accounts of LTCE and new shares of commaon
slock were acquingd by New LTCH Partners. Fofowsmg fhis
recapitalization and the conversion of Class B preferred
glock Inlo common sharss as described balow, our equity
includes comman slock in the amaunt of ¥291,8 billion, As
a réauilt of our recording net loss and 1he canceliation of B
rmdfion sommon Shares in Hacal year 2008, rianed
warnings doclined ko Y245 4 billion as of Mamch 31, 2007,
Prafarmed Sioci: Shinsel has isswed two classes o
preferred stock. All shares of Class A prafermed stock were
inibally isswad 1o the ACE by LTCH. Upon LTCE's
natanalization, the RCC transiemed thosa shares to the
GIC. At the tme of sale of LTCB's commaon shares to MNew
LTCE Parners in March 2000, & portion of the Class A

profered sharns was redaamed without any consdemtion
paid and cancefed, The DIC continees to own the
ramaining 74,528,000 shares. At the sama fime, Shinsal
insued GO0, 000 000 new shares of Class B preterned stock
to the RCC. At our request, the RCE converied
300,000,000 shames of the Class B prefarred stock into
200,033,338 common shames in Jusy 2008 and
subsequently disposad of them, In connaction with these
transactions, wa mpurchasad 175,486,000 af our comman
shares for aggregsie considecation of ¥132.1 billion and
subsequently canceled 85 millien sharas. The emamder
af tha repurchasad shanes is included in treasery Siock,

A5 holders of our prefermad shares, the DIC and the RCGG
are entitled to recesve annual dividends and distribution of
residual assets of Shinsat a5 et out below in poorty io
holders of cormman shares but pan passw among
thamsehmes:

Tahie 35 Dlvidends and Digirbution Amounts on Shares of Preferred Stock

Wan per share
Ao of
Aol ol DHsliignaion ol
Claes of prelprmed sharss Al deedend regaust asgsin
Class A prafémad shangs W13.00 ¥1,300
Class B prafemed shans 4,84 400

Shenssi may pay up 1o one-hal of the annual dividend
payable on 2ach class of preterred shares as an Intedm
dividand. Dividands on 1he preferred ehares Bre not
curdalive, As lang as the preferred dividend is paid,
holders af predermsd shares s noet eniiled o vabs 51 a
general meeling af sharahoiders. IF the prefered dividand
is ot paid, prefered shanes vola on & one-io-one asis
With cormman shares on all matiers.

The Class A prederned shares ar comeriible inbs
parmmon shares al the eption of the holder af a conversion
price of ¥Y3ED par share, Thay are mandatorily cammaribio
an April 1, 2008, inla the number &f sommon shanes
calcutabed by dividing 1,300 by thie average markel price
par cormmon share during a certain paried preceding Aprl
1, 2008, with a maximum of bee common shares por Class
A prefarred share,

The remalning Glass B prefemed shares are comverible
at tha option of the holkder at & conmersion prica of ¥735 par
ghare. Thay are mandsioriy convertible on August 1, 2007,
into the number of common shares calculatad by dividing
WADD by the average marke] price par common shara
during & cenain period precedng August 1, 2007 {ar, I the
common shares ane no onger publicly traded, the amount

of net assets per share calculsied pursuant fo 3 certain
fosrruia bo be aeparately decided by tha Boand of Directoes)
with a masimum of bwvo-hirds of a common ahare per
Class B preferad share and & minimurn of one-hall of a
earmmion ahare par Class B predermed share,

Caner matarial 1erms of the preterred shases ane s forth
in Note 24 1o the Consolidaled Financial Statemarts.
Halders af gur prelarmed shares have no redemplion rghts,
bul if iz possinle we wolld ek 10 redesrm the pretermed
sharas in order (o inorease our Naxsillty In managing our
businass,

Prefarred Securities Issued by Subsidianes ouiside JEpan
Cin Fabruary 23, 2006, we Ssusd ET75.0 million of slep-up
non-cumulative perpetual prefered seouritiog, The
dividend on the prefermed securilies = 6.478% for the mifial
tan years. In addition, on March 23, 2006, ve issued
S700.0 millian of non-stap-up non-cumulative parpetusl
preferred sacuntes. The dividend an the nom-stap-up
perpefuai prederred securites |5 T.16% for the mibial ten
years. These lseuances are conssient with oo strategy to
strengihen our Tier | capital refio, The proceeds from The
offerngs of the prefarred securlies &ne reconded a8
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mingeity interests in cansalidated subsidaries amd couended
towarde Tier | capital. The amaunl o such procemis which
miay be counted owards Ties | capilal is constramad by the
armound of otfher Tier | capilal oulstanding, D abdity o
raize addilional reguiaiony captal in this manner could be
constrainad m \he fdum

Compositien of Tier | Capisl

The principal componsnt of owr Tier || capilal =
subondinated det and bands. On February 23, 2008, we
esuad ELUR1.0 lion of step-un callybée subordinatsd
nobes baarning imerest at a fad rate of 3. 75% lor fu nitial
fiwa years. The msuance was consisiend wilh our strabagy
o sirengthen our capdtal ratios amnd replace espansive
Uppear Tiar Il subordnated debt wih lowar cost capital. in
additon, on December 6, 2006, we iszwed ©04 billon of
step-up callable perpetual subordineted notes bearning
interest at & fimed rate of 5.625% for the infial Eaven years,
Ags af March 31, 2007, we nad ¥100.0 mdlion of dated
subcadinated boads |ssued by Shinsel {exzledng the
ELRY.0 Ellion af slep-up callable subordinsted notas and

Tabie 36. Subordinated Debl and Bonds (Consalidaled)

E0.4 blion of slep-up callable perpeiual subodinalsd
nales discussed abave) and ¥108.0 sllion in subardinabed
detbi from prvide nders, ¥17 .0 bdlion of which worn
perpetual loens, Mone of our cusrent Tier | capital consists
of pubdc funds

Cithar rmajor efamenis of our Tier || capial are ganeral
resane for loan oesas and ¥61.0 billion of class D
perpeual preferred shases of APLUS hekd by thied parlies
as of March 31, 2007, Tier | camial i subject o he
limitation Unat it cannod exceed the amount of Teed | cagmtal,
A nor-pespatual subordeiated debl and Bonds canno
acgad Badl the amount of Twer | capital. Subgact 1o {hosa
caflings, tha emticg amaunt of parpetual subordnated debd
andd bonds can be mcluded in Tier N capital and & portion o
non-perpatual subordinated dest and bonds cannot ba
incluged in Tier I captal 55 of Manch 31, 2007.
The tabke belpw sets forth the amewnt of our subordineted
deot and tonds, as well a3 the poion included naur Thes
Il capitak

Billore of pen
Prarjihl M- pugmuni Tolm
ncbaimd noiuded roiudes
&y il b 30, 2007 Perpewal mTie= R Mon-pepesal’ i Ty i Tos in Tiar 1%
Subordinaled debi ¥ 170 ¥ 170 LA ¥V = ¥108.0 L -
Subordinated bonds 8.4 55,6 58,1 —~ 358.0 -
Tl ¥i16.9 ¥i116.6 ¥3449.1 ¥293.7 WABA.O Y4103
NP, L
Prpeial Fon-perpetial Tmal
e e i michiai
ool Warh 3, 2004 Pargsatiii T B M -pepetiual’ i Teer il Tois i Tome 11
Subordmaied debd ¥113.0 ¥i5.0 ¥ 31.0 ¥ 310 W40 ¥o48.0
E!JI:H:Ird-B‘Ia.’I'ElII bomeds 18.4 7.8 2438 2431 2622 2508
Total Wi ¥22.5 WIT4.8 ¥ard. WA06,2 YI96.8
Mokoa:

(1) Sizbed of par v

(2 Mon-perpetunl subondiraled dabl snd bonds rckeded in Tin 1 end botal subordinad debt and bk ichided @ Tiia 1 ans no? broksn down tiy bl

dair and bonds

During tha first hall of 1he fiscal year ended March 31,
2007w repaxd ¥AE.0 billion of pengetual subordnated
dabt and ¥10.4 bilkon ol pempatual subordinated bonds
Pampatual subondnated debi and bonds which wers regpaid
g he tirsd hatl af the hacal year ended March 31, 2007
wiere deducted fearm Tier Il capilal as of March 31, 2008,
We newly raised ¥2.0 billion al pepebual subordnated
il during M igcal year ondad Manch 31, 2007
Interes rakes on ¥24 0 hillon ol o perpetl
subordinated detd and bonds included in Ter | capital a5

of March 31, 2007 will increase betseen Jaruany 2013 and
Decembar 20145, Interest rates on ¥0.5 billkon of pempeiual
subordinated bonds will mcieasa in Decamber 2008,

¥24.0 mllion of our parpafual subordnated debl and
pands mcluded in Teer || cagital as of March 37, 2007 will
become prepayable bobessn January 2073 and
Dercombar 201§, ¥0.5 billion of perpstual subordinated
bonds are currenily prepayabis.
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W raized, in aggregate, ¥81.0 bikan of non-parpetusl
subordinated debt i the fiscal years ended Marnch 31,

2006 and 2007

Intesast rates on ¥28.0 bitkan of those non-perpeiual
subardinated debt will Increass betwaan March 2071 and
Jumne 20707 . Inlerest rales on e remaning Y83.0 billon of
non-parpatual subsednated debl am fixed rates unbl
PRabunity.

¥EI.0 billion of non-parpetual subordinated dabit will
becarme prepayabla betwean Juty 2090 and July 20313 and
thar remaineng ¥E.0 billien of non-parpetual subordinatad
dabl canned be repaid untl maturity.

Shinsel mauad Y500 bilion of dated subordinated bonda
fof Ihe fitst e @5 Shinssi, nol LTCB, on March 25, 2005,
Thess daied subordinated bonds cannst be repald unti
raturdy, on hach 25, 2015, and bagr inbaresd ab & fiked
rale of 1.88%% Shinsel issund an addilionl ¥&0.0 Bdlion of
dated subordinated bonds an Dolobes 31, 2005, Thass
dated subsrdinated bonds cannot be repaid uniil matunity,
an Qotober 30, 205, and baar indaras] al a fived raled of
2.0 %5,

Shinsni issued ELIRT.D bilion of siep-up calabla
subordinaied nobtes baaring indanes! & a Ted e of
3.75% on Fabngary 23, 3004. In Fobreary 2011, infaresi
ratas on fhase notes will ncrease and fase notes will
bacome pregayakbla.

In Decamber 2006, Shinssi issued £0.4 billgn of step-up
callable parpetual subordinated notes bearing interast at a
fiwed rate of 5.625%. In Dacambar 2013, inlarest rates on
thase notes will increase and thase notes will become
prapayabka.

Off-Balance Sheet Arrangements

We use off-balance shast arrangamants, including
immstmants through special purpose antiies,
securdizations, inas and letters of cradit, loan
commitmsants and koan panicipetions, In the ordinany
coures of busineas, (ncluding in our securilzation and
financing businesses, as well 45 0 Mankge our own
ity risk. The man pumposes of such oft-balance shesl
arrangemants anme o develop our insiitulions! banking
businmss as wall a5 to diversily our scuroes of ligulddy. The
fllowing i a discussion of the principal off-balance sheat
AITAngemeants we Uss.

Securitiration

W structure, amange, distibula and service
morgage-backed securites and asset-backed securites
beh B third partes and oursaives, Our sacuritizalion

sarvicas ulilize spacial purpase enlilins, which may ba
organized n the fgrms of trusts, parnenships or
cofporations, mainty bo protect the eacuntized assats from
aredilors of fransterors even In bankmupboy. Assels
securitized include commercial loans, residential mongags
laans, inslalimen recevables and credit-card recesvablea,

Repackaging

Ona aspect of cur securilizafion business invalves our
rapackagmyg of assats purchased by spacial pumpose
entilies that we establish into new financial instrumants
thel represant undiadad interasts m the undardymg assats.
FRepackaging the assats ganeraly entalls analyzing the
cash flows from the underlying assets, using various
mieans 1o rearrange the timing and order of cash flowe, and
thien comizining Ehem with other cash flows o create naw
financial instnenents that can be tallered 1o mest the
demands of & broad rangs of investors.

Oftan the arseats ans repackaged imo residual of
subordinaled njeresis, mezzaning intesesls and sanior
interasls. The nesidual inlarests ane (he fiest o sufter any
losses as a resull of any decling in the value of the
undarlying financial aseels, whils e sanior inleresls e
struciured to ba the last io absorb swch losses. in
mstancas whene we regackags assats on owr own ndiave,
rathar than for owr cusiomars, wa geneally fedain the
resifual intarests and either 5ol the senicr of mezzaning
ntengsts immadiabaly to third partias or hold fhem
iemporardy before placeng them with investors, Bevanues
on hese transactons consist of gains on sales of the
rapackaped senior and mazzanng inlerasts, irmnsaction
armangemant fess recenved from the crginators of the
azsats, teas for underwriting the ssnior instruments, and
ratums on the reaidusl imanasts.

The principal risk inhasant in thase repackaging is cradit
=k on the securitized finencial instruments that is
absoroed by the retained residua! imeresta. We may
racond leasss an the residusl imerasts due io decinas in
ihe value of the underlyng linencial assels, \Wes manage
fhis credl sk through samiannualy assessing our
rediimid injarests and proniding valuaton alowances lor
them Basad on thosse assessmants, akng nio
consideration how much we baliava wa will ba able o
cobect on the undarlying a=setz. We generaly transfer
financial gesets o spedial purpose antdies on & “trie sale”
pas=, which means that we wauld naither b= entitied nor
requined o reacguee the financial sssets so trenafemad.
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Arrangement
We abso socurlize customens’ assaels on thelr bahalf,

drewing on aur know-how and expariance in establishing
sacurizalion vahieles lalioned 1o accommadate elianls”
needs, analyzing cash fiows from the mancal asaels,
sirsciuring tham Inks classes of secuniized interesis,
arranging cnedil anhancameants and [ocating irwasions for
the securilies to be isswed. We genarally place the
sacumities mpresanting the sanior intenests from thesa
transactions with thind-party imastors. We may choosa,
howevar, 1o acquire Tampararily a porfion of these senior
sacuritles for later sale and oftien structure financial
Brrangamants, including repackaging, that enhance the
liguidity of these esnlor securfties In arder o attract
inlrd-pary investons, These securlles are recorded in
olher monetary claims purchased and recorded &1 lalr
value,

Chur e on [hase ransaclions conaists of bees,
generally fxed, for arranging Ehe iransaction and fos
undsnaiing the sale of ihe linancial instrements. We
typically record those fees as having bean necaived & Tha
compation of all armangaments for the customer,

DO ihese (ransactions, we acl 45 an arrangs:, an
undanyriler, & sarioed, 3 rustes of an administralor, of
camBinalion of some of thesa mbas, 1o our comarale
Cuslomers. As ouf CUSIOMErs wEualy retain the residual
interests and 1he relaled ek of 1088 an Phem, We am nol
axposed io risks of incwring |osses mharem in such
residual inlerests.

Residual fnferests

As of March 31, 2007 and 2008, we held V68,3 bilion and
¥B4.1 billion, respectively, of dabl securities and residual
interests from securization fransactions, As of March 31,
2007 and 2006, ¥40.9 billlon and Y56.5 tillian of such
amournis, respeciivaly, weare atlrbutable o securiizabion
transactions of APLUS and ¥4.8 biion and ¥4.9 hillion ol
such Emounts, resgectively, were atisibutable to
sacuritization transactions of Lite Heusing Laan

Collateralized Loan Obfigation Program
In ardar to diversity cur fJunding sources and anhancs our
liguidity, we armployad the financial enginaering skills we
developad in our securitization business o sacuntize our
parionming loans o corporate customers through a
colleteralized loan obligation, or LD, program.

in the program, which we established in the fiscal year
endad March 31, 2002, Shinsel antrusted a part of is
parfadming corporale loans 1o a “masted frusl™ which was

estabished with Shinsed Trust & Bankong Co., Lid. Tha
master truest then issued sevaral classes of beneticlal
certificates, each of which repressnts an undividsd
eeonomic inarest in the undadying loans but dtfers n
“zanlority,” or the pronty in which & recelves cash collected
frarm the widerlying laans. Shinse| soid the moal senior
ciass of pertilicates bo special prpose enfiies palabishad
in order bo issue debl secwnities backed by the cedificates
and these dotd secuiies were subsequenily sold 1o
third-party investors, Shinsel has mtainad the teo
subordinated classes of baneficial cedificales,

Since the sales of tha debd sacurities backed by sanior
cartificates satisfied criteria for transferning assets undar
Japanese GAAF, Shinssal darecagnized a ponion of the
carporate l[oans entrustad o tha master tnust for the CLO
program fram s assels by prorating the carying amownt
of such corpasate loans by the fair values of all of the
bemsdicial cenificates the trust has lsswad.

Sninsei's refalining the subgedinated classss of
bemaficial cenificates enhances the credit of the debt
gacurlies hacked by ha sanior cedlficalas, as tha
subardinated carfificales would be the first 1o be affecied
by shorfalls in cash collections on the undedying
commancial loans due o reasons such &2 deterorations in
Ihe linancial condition of the loan abiigors. As & result,
however, Shinssl |8 exposed to credil nsk on the
commencial Insns enlrugied 1o the masbar frust as (he
undiarlyng assals bor the CLO pragram.

A signilicant amauni of prepeyments on the underying
aans may resull ina lack of sufficlent cash flows 1o satlsty
[ubuse interast ar principal paymenl obligalions en the debt
sacuribes backed by 1he senlor cedilicalas. o andar 1o
manape (hig risk, Shinsei has struciured the gabl
securities 50 thal thay may be amorlized ahead o
sehadule whan variosus condllons are satiafisd.

As of March 31, 2007, ¥700.7 bilian 0 loans had bean
placed in the trust, Also as of that dabe, benalicisl
carbficales mpresanting ¥174.2 billion of such loans had
been ssued and rmmained cutstanding, comprging Y1305
hifion in seanior corificabes securing notas Esued o
third-party investors and, as of March 39, 2007, an
siditional ¥42.7 billon in banafizial cortdicates rmlained by
Shinsed and recorded in loans and bills discounted. In
gccordanca with our seff-assessment procadurss and
reserve policles, we heve providad ¥5.2 billion in the
penaral raganes for koan beses fo absor losses on all of
the entrusted loans a5 of March 31, 2007,
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Loan Participations
‘Wa hawe sold ar franafenad participation interesis m
certaln af our loans. Lean parbeipation mvaives the adginal
lendar under he loans fransfesing sconomic inlerests m
the lgan o ohers, whie the ariginal lender redains filke o
1he laan dsell

Undes Japanese GAAP, whan substaniially all of the
pronomic imerest in and rdsks of the loans am fransfamed
1o ihe paricipants, the onginal lenders are not desmed b
b=ar recourse obligetions for the panicipating interasis or
1o haye any nghts 1o repurchase such inlsresis. Aa a redull,
lhe argingl lendss may remove the loans fiom |t Salance
sheet as If e loans were sold 1o the paricaants, Becauss
gubstantialy all of the seanomic imeresi ard Tisks have
m=en frinsiarred (o the parficiphnis, we bslaee hat s ane
e fizking any substantiad soonomis risk on lha portions of
ixans jn which we have sold paticipaling intensis

Ag of March 31, 2007 and 2008, the dal principal
amour of particpaton interests in loans rmnsfemad fo
third partins was YEI 1 billion and ¥124.4 billion,

ros pactivety,

if-Balance Sheat Arrangements to Exfend Credit,
Accoptances and Guaraniees

‘Wa have oif-balance sheat commitments to axtend cradit
o custamsass up (o cartam pradetenmenad amounts af
gurnent markel rates, in consdaration of which we eoceve
fee incoms thal Is recorded on Bn Gzcrual bass for the
pariod of tha commetments. As of March 31, 2007 and
2006, we had ¥4,456.5 tllion and ¥4,092.7 billion of thesa
commitmants, of which ¥4,118.3 billlon and ¥3,922.1
Gillion had agreement ferme ol kess than ong year,
raspactivaly.

In godtion, we provide acceplantes end guearantess,
which Include lines and keftars of credt and guarenises on
custames’ borrowings from ather creditors. Thess
acceptances and guaranb=es requing us 1o salisty our
custormens’ obligations in the event thay Fail 1o da 50,
althaugh we would have a claim Mo reimbursement agains
tham, Under Japanese GAAP lor banks, (hese
coammilments are desnsd (o b both confingent asssls
and Nabiliiéas, and ara mcaadad A% bolh assels and
liabilities i he prncgal amouwnt of the accoptanoes and
pusrantess. Wa moord he fes we eam from prowiding
accaptances and meranteas on an accrual basis ovar the
pericd of the acceptance or guaranies. As of March 31,
2007 mnd 2006, we had W5 4 bllllion and ¥B813.4 bllion,
respectively, of outsiandng acceplances and guaranises.

APLUS extands cradit (n tha form of guararess. Tha

maal signilicant campanant of APLUS's guasranbes
business s praviding guisantess on nstallment shoppng
credil provided by oiher lenders to customars of APLUS's
partnor meerchanis. APLLUS also offers collaction
guaranipes for foraign automabile dealers. Providing
guarantees allows APLLUS to limit its balance shasat
axposure, while contimaing o maintain s relalions wih ds
pariner mafchanis. COf-balance shest commitment and
accepiances and guarantees intreased as a result of our
acquisinon of APLUS and s inclugion m our conaolidaed
belance shaal from Septemnber 30, 2004, As ol bachk 31,
2007 and 2DDE, ¥T3E.7 billlan and ¥787.7 Billion of our
ouflafandng scceplancss or quaniniess, mspociivaly,
warn atfritntable 1 this guarantes resiness

Risk Pollcy and Management

Overview

Cuir corporaie govamanse and nsk managemant
framawork anatias us o manage a8 major aspects of our
siness through a coharent and well<megrated process.
A detailed, sophsticated analyticeal stracturs,
accompanied by dilijent sunssillance and cversighl. B
used o evaluate and mondor risks and refums to produce
sustainable revenus, reduce aarnings yolality and
mcrease sharsholdes valua.

Committees

We malntain several execullve committess under the

fadership of our CEO and other execuiive officers. The

prncipal commitieas that des! wilh risk podecy and
managemsnt inchude:

* The ALM Commetles, as well 45 5 subsommities, the
Market Risk Management Committes, iewews our
balance sheel and aasatliabilty structine, cash hyuidity
and ek versus refum of the trading porfolios. i aleo
reviews and Bpproves our analytical methodologies and
pararmsters o llguidty and markel risk analilcs,

= The Compliance Commities reviras and resolveg
compliance Ssues reialing o maltens such as anilrus)
lwdy, intarmalion managerent and prevenlion of money
lnunel&rireg.

= Tha Risk Investment Committes establishas
kpng-term sirmiegy and shor-torm operatirg plars,
satting ovarall risk appelite through capilal alocation
and agerogate isk evals. || also approves and reviews
actieflies cutside the normal course of our businessas
The commities reviews aciual perlormance agains
plans, using astablished perlomance measunes, as wall
an actual nak lavals agpnst loreeast levals. Tha
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cammities alss focuses an franchise, regquiatory and
repulabon risks

= The Credit Committes aits in the establishmeant of and
ongoing administration of corporate cradit practices and
policy. It approves mggor credil transactons for
instihuticnal customers and reveews partiolio
conceniraiions. The commttes i@ also responaible for
revieang he analyiical methodolagies end pasameiers
o credit rigk aratytics.

= The Mew BusinessProduct Commitiee roviews now
busmess and geoduct proposals and MEA and allance
transacliona. LIsing & rgorous process, || considers the
Fudl rivngper of quantitative and gqualitative rsks, and
necassary miligating actions o contrals. The committas
alsa monitors new busmness and products approved at
subsidianes.

‘While sach commities has specific objectives, the
comemon objectives, mission and mandate of all of tham
are o
s delenals auihority;

# glardy definfions, policies, melrics and procaedures
ralating io, 25 weil B3 methods of measuring, specific
rlsks;

» b highly sansitve to guaiative nska, m paicular
regulatary &nd franchiss naks, allering gudance o
ranagement cancarming them, and astablishing
procedures 1o mEigate them, and

= @nsure an erganization and authonty structure that
anables the discovery, mansgemant and miigation af
risks on & day-do-day basis, in line with aur strateglc
abjesives,

Comprehensive Risk Managemeni

Risk Managemeni—Governing Principles

Carr Risk Managemenl Palicy defines risk managemsnd as
the discipline of svaluafing risks, defining policies and
praclices that Balancn dsk and motem, and implemantng

thei inifrastnacture and authority b0 ensure compliance with
principlzs, policies and procedumes, In this sense, “risk
manageman|” encompasses he refated disciplines of
compliance, audit and salf-azsessmentinspsction,

Churr policy states three objeclives:

o estabish and snhance our cradil slanding;

= b oplirmize e use of capital; and

® Lo crmale i Strategic managamant kool

Risk Capital Management

We wse RSk Capital o provide a congistent, undorm and
vl -understood measen of fsk and parfornance acmss
different activilins. Genarally. Risk Capilal is dofoed as tha
worsi-cass economic amound by which a portfolio o
business may deviata from #s expected linancial
performanca &s a resufl of unexpected, adversa evenis or
movamenis in factiors that affect valwa. Accordingly, Risk
Capital i3 the exceas of the economic loss Intha
unexpectad. worst casa over the estimated “sxpactad”
loas.

Risk Capltal analysls reguires two perameters: time
horzon and confidence level. With resgact to lime horizan,
the time required for & change in posdion differs for each
categary of risk. The longast Hime horlzon, or he
conceptual period requinesd fo affectivaly alier parttolo
paramaiers, 18 1hat of credit rlak, wheth wa eslimale al ans
year, To enable us 1o compare difgrant bualnesses by
using one Carmmon Mmeasure, & ne horzon ol anhe year 4
therelors usad far the erlire bugimass, Ripoous anshyiice
lechniques are used to normabize diflerent busineases io
ihig lirme horeon. The confidence ievel is aporoved Dy
SARIGF MANAgEmER].

Wa presenily calouiate Fisk Captal far the oBowng Six
risk cabegories: (1) cradit risk, [2) stuciuned cradit snd
other invesiment risk, (3) markel ask, (4) inberess rale risk,
(5] liquichby sk and (6] operatanal fsk, We somimsaly
update specilic analylical melhodolagies lor each sk
calegany
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Categories of Risk Capital

Risk Capital

Linexpected ioss calouiabed By sublracting aopaciad loga roan eslirmaled maximurm ioss for
which tima honzon is ong year.

Cradit Ask

Measured by subtracting expacied leas from Credit Value af Risk (Cradit VaR). Credit WaR
is 1he estimated maximum loss calcuated through a simulation ulilizing data including
progabilily of delaull. axposwne af dafault and losa givan dafault,

Struciured Cradit and
Ohear Ivasimeant Figk

Measured for aach meestment by wiilizing ihe most appeopriale combinalion Boopsed from
melhods such 55 defad loss digtribdion and value range distribution, and sensitivily @
olher laciors.

Marked Risk

Measured by caiculaling esbmated maxmum loss from marked volatiBty based on Value at
Risk mathodd (VaR method), of which tma honzon is one yoar,

Iniarest Hate Hisk

Sum of Japanese yen Intarest rale riak messured by Value at Fisk melhod {YaR melhod)
mnd olher currences Inleresd rale rdsk maasured by bpy mathod.

Liquidity Risk

Measured by estmating iquidity oap under a siress scenario, and the additional funding
cost arsing from such a casa.

Operational Fisk

Estirnmied maximum koss calculated by a aimulation based an trequency and severily
dislribiutions which are derved from actual hishodcal loss data and scenand loss dala.

Total Risk Capital

Calculatad by summing the Hisk Cagital for each category, and then adusting the sum b
reflect comalalions across risk calegonies.

Risk Capital Alocation by Risk Category and by Business

Bilons al yan

G040

: Excoss
. Capltal .
i 163 ;
Omer fiska'" 51 Others @ 48
Corsumes and
Syuchured Credi i
Tias | and Other ﬂ:mm::l"ﬁmm
Capilal Investmeant Risk
E20 170
irs g tional
CreditAigk Banking
234 291

Hoas
[V} Oitwer rsd ain

| & iape tal i (YR biibon), fouidily ek (V00 el mleiest mii ros (Y8 Bl sed kel res (Y bk

|2} Dthees inchds Foak Casital cilzalion by Asl) Bansiog and ALM CorporataTiha

Far the fscal year ended Manch 31, 2007, we depiayed Risk Capdal of approsimetely Y457 billan 0 ous thiee businass
line= and a founh category of ALMWCorporatetOther. A= a fesuf, i comgarnean 10 our Ter | caplal, we mantaned sweess
capilal amouniing 1o asprdgmately Y163 billion as of March 31, 2007,
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Cradit Riak Management
Owverview
Difinitan
* Crodil risk is defined o5 the risk of loss duss 1o a
countefpan delauling on confreciual debt abligatians,
= D madel for credil risk managemen s fooused on
securing adequsls retem on rlsk, avoldng excessiva
concentralion in paricuiar sectons of 1o parioular
obligors and managing the credi portlolio wikth an
awaroness of potential Iosses under a worsi-case
SoERano

Core Cradit Pofcies

= Dur Core Credit Policies make use of our experiange
since March 2000, Thess policies apply to our
business with corporate, linancial instiution and
povernment clients. and detall standards for the ey

corrganeants of the credit process: onginaticalapproval,

documentaticn, monibsnngimenagemsanst, problem
recagnilion, remedial managemsnt and partiobs
managemant Including eredit concentralion guidelines.

Basel |1

= From March 2007, wa hawve adopied the Foundalion
Irterral Ratings Based (FHRE) Approach unser he
Meaw Basal Capilai Accord established by the Basel
Cammittes on Banking Supsrvision, We have
established indierial conlrals, docurmentation, sk
segmantalion and riak quantiication b maal

resquirements of the FHRB Approach.

Corporate Exposure

Credil rsk managarment far corporaie eapasune Tallows a
sarias of processes such as ariginationfapproval,
documantaton, manilerngimanagement, pmblem
regagnition, mmedial masagemeni and portfolia
managerTiEnd, Apgropriate credit rabings fulfill & key ole n
sontrolling cradit risk manageEment.

Cigligor and Faciliiy Management

= Credt Reings. Our cradit reting methodoiogy assgns
cradit ratings 1o each obligor wsing neural network
analytcs that model the corrslation bebwasn
obligors’ financial data and agency rafings. Resulis
generated by our emalylics are vertied by Risk
Managemant. AN ralings are updated on &n ongaing
basis with reflned modalzs and new financial data.
Meural natwerds madeling s a rrsthodokgy which

amudates rmling agancas’ appraach of labefing
abligors. Wae have developed separaie modals for
miggor industry groups. The resuis genarated by the
el ane aublect to adjustmant by our Cradit
FRating Committae when datasmining the final rating.

= Dafau Anmlyiivs: Owr historcs! delauli and migration
data, as wall as raling agency slalslics, ane coupsed
with managemenl's judgmenl 1o generale
probabdty of default (PO,

= Faciity Rahngs; Faclity ratings enable comgansons of
warying iransactions based on expecied loss by
incomparating a full rmnge of risk mitsgpants.

* Fricing Guidsines: Pricing threaholda are based on
appropnate cradit, funding and Risk Capital faciors,
These guidelines are conbnuously updeted based
an additional data and eoncegts,

= Apgwoval Proosss: Our transection approval procsss
providas muliple levels of Bpproves based on kay
credil gansdivities such a8 groug Sxposure, group
cradit standing, amounl, tenar and lacility Fating.

Landing Guidelngs
Cur lending guidelnes are a somprabensive sel of
recommended streshuras and disciglines thal elationship
managers and cradil olfoers must fallow when siructeing
e lGan transactions

The gusdelinas provide detailed moommendations on
accaptable lerms, inlomst ales, Iees, amartization
schadules, collateral, covenants and docurmsntation S
each class of cradil sk, as wall a5 spaedilic procadures for
aomrmumicating larms and conditions bo cusiomers The
guidalines also mguim a comgalling explanalion from
sanior cradit officens whan our standard pricing o
structures cannol b achisved, Relationship managers and
officers are encouraged (o improve our nsk profile ol every

apparbunity,

Congantration Guidelines
Cur concantration managamant framewors conslsis of
mdusiry concenirabon guidalines, obligor group
concantraton guidalings, &5 well as effective review and
countermeasures for when the guidelines are excesdsd.
These procadures are designed o insulate our cradit
partiolio egainst systemic shock ar other evanta outside the
narmal rarge of Gcourences,

Wa currenily use copceniration guidelines ta moniar two
types of congcerralion;

* |ndhestry Concantration Guidelines: The purpose of

(@
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imdhestry concantration limits & to ensura managemsant
is afaried. and appropraie questions raised, when
EXpOEUre t0 any paricular iIndustry increases raphdly.
Industry conceniraton = managed on & rak capital
basie to ensure than industry concentration guidelines
BfE mare nek-aansdive, rellect aciuel poriclio
pandiliong and scoount for cormelglion amang
indusirias.

= Group Concentration Guidelines: The primary purposa
of group concantraton Bmts 15 1o guard against “ovant
risk,” thad &5, 10 answm thal even In the case of a
sudden degradation in our obligors’ credit quality
thmough ragid business deterioration, or the ocoerence
ot & highty unexpacied evant, mciuding frewd or
catastrophe, our business wil not be crilcally iImpaired.
Evenl risk i3 dadired &8 any unexpscted ioas far
reesone ol realistcally raflectad in anatyses of the
hisbosic default siglislice, such as eventa independant
of nsk rating, stelistical estimaton eqmar In defadlt rates
and misrated obligors,

Redail Exposure
Whila we manape corporaie exposuns based on
obligarffaciity rafings, we manage riad euposures on 8
‘ponl basis, whare axposunes with similar characienstics
are assigned indo a partioulas group, and risks aoe
maaningfully segmented through the process, For Shinsal
Groug's ovarall relail exposunes, wa bave estabiishaed
eomprahansive standards far our inbemal rading sysbems,
dalining conopgpls or basic policies of pool dassificalion,
pool assgnrnent, parameter estimalion/valdation, and
intarnal conknod

For msdantal morgages, axposums g agsgned o
spaciic pools based on ebligontransacthon charchanistics
such &8 Dobd bo Incoms ratio (D7), and Loan te Value matia
iLTWY),

For Consumer and Coemmencial Finance miated
ponfolios, sxposures am assigned to specific pools based

on obliporftransaction charactenstics such as obigor rating,

and tha objact being tinanced.

Ongoing pool managemant is condwstad pasodically by
valldating stability of paramaters and scceracy of the rating
Byabema.

Market Risk

Markal sk, which is tha risk associabed wilh changes in tha
value of finendcial inssdrments rom Muciualions nexchangs
rivfieg, ribdresd rabes, stock prces and ol

market-detenmined price mechanisme, is inheent in all
ae=ats and kabllibes, as well a3 off-balance shast
transaciions.

Policies

We manage marke? rigk by segregating the overall balance
shesl into a trading book and a banking book, The ALM
Comrmitas, chaired by ot CEOQ 2 the ganion reyvisw and
decision-making Body far the management of all markel
risks related 10 assedfliabiliy managpement, and e Banking
and rading books. The aclual risk Bmits for assallinbity
manaparmant &5 wall as trading, Such as the vaks-at-isk or
“WaR® mathod, are approved by the ALM Committes. Tha
VaR mathod i3 a procadure for estimalting the probabiity of
porttolio losses exceeding some specifed smount basad
on & statistical analysis of historical masket price trends,
carrelations and volatiifiag.

Tiee Market Fizk Managemant Commities sanses as an
grm af the ALM Committes and |5 chasrad by the head of
Rigk Mansgement, wih senior represantatves from releted
divisiona, Including the Chiel Financlel Officer. The
commifiea mests weekly bo review delailed isk and Fquidity
reparts from the Market Risk Management Desslon, which
is responeitle lor fhe obsciive and iimsly recognition,
manfofing and repoding of markel riak in both our irading
g banking apeations. In addiion to repaing risk
inlarmalion o managemeani, adminiatraiive divisions and
Iranl office unis, the Market Risk Managemeni Division
earries aul regular rak enalyses and recommeandations.

Framework and Orgamizalion

The Group Treasury Division manages assal/liabdty ek
arising am normal barking opetalions and the Capital
Markals Division manages the aclive rsk ram irading
apenationg in Snancial markets, The Group Treasury
Dihisien and each dnil within the Cagital Markats Divigian
are assigned gverall sk Gmils

Tha Markat Risk Managamant Divigion is responsibie far
the cbjecthe and imely moognition, manitorng and
reporting of markat resk in bolh our trisding and banking
oparations.

In additian to repoding risk infarmation to managaemaent,
edminsirabve divisions and front office units, it carmes ol
resguilar risk analyses and racommandalions. Tha
transaction execution, oparations and risk managemen
saclions aperale mdependently, establishong a system of
elfective checks and balances.
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Guantificalion of Market fish

We have Builll & system capaiie of faciltating the
recognibon and managsment of risk by quantitying market
rigk {requantty, racking It objactivaly and makaag
adjustments according o marked trends,

Market risk managamant Invalves e cominusl
axacution of a five-step process. The fired step s the
eofslruction af & kansactian nfermelion dalabase. The
sixtond step is daa classilcation according 10 risk unil, The
third step is risk quantilication grouped by risk
characionsics arkd nsk uni. The founth slep i nsk poailon
summarization and repording, and the Ilh Slap S the
assessment of a reported rish position and implamentadion
af necassany adjustimants,

Ta obtain a pracae piciure of 1he cumant rsk posthon,
traraaction defa muesl e scourabe and completa
Measureman defindlons must ba valid and valuaton
crilerla sach as rales and prces must be rellable. We have
Introduced B market nsk measwesment system that mests
all of these maoulrements.

Table 37. Actual Dally VaR

Travding Book
Marhodalogy: We use the VaR method in our tieding
operations. Based on FSA approval, e use miemsl
madels tor Genaral Markat Risk VaR calowaton for Basa!
purpose from Manch 31, 30T tor Shinsei Bank. Shinsei
Secuntias and other subsidianes. The histoncal smstation
method i3 apglied to all books excapt foreign exchangs
related risks, where a varancelcovanance method |5 used,
Specific risk is repored under 1ha Basel || slandasdized
rmedhdd. The VaR is using a 299 conlidence inlerval, 10
day honzon pemad and 250 observalion days. See Table
37 tar VaR data

The valichity of the VaR model & eerified though back
besting, which examines how fregquently aclual diily profit os
Inss oucends dailty VaR for & one-day halding penod, Bk
tasting of the sample data for the fiscal year andod March
31, 2007 confirmod the contimued madiability of o VaR
madal,

cConsolidated Basis> (1-day hoMing pericd. 2 33 standard dovmions)

Wlicnn &l yan B
2007 a8
Fismal yeors ended Morch 11 Averagn Mazrmium Muimum Arage Mammram Hnimum
Y526 Y738 W2ET ] ¥E2 Y175

For histk teating, we comgaare daily the actual lbsses fo estimated one day VaR 1o conlirm (he reliability of the VaR meathod
lor all trafing divisions using mora thisn 6,000 dala pints, The back test resulls am repored daily 1o trading dvisions and
quarterly 1o senior managemen,

The back tealing resuls for fiscal year 2008 shows (hat e were no days in which the loss amour exceeded VaR on &
ennsolidated hasis,

=~Non Consalidated Basis> |1 dey haidng peind, 2,93 slerdan devaliong

Mg of yen
2007 006
Fiscal yoars ended Masch 31 foaragn Musimum Minisum e Kbt Mirimumn
wis ¥EGE ¥a24d Y210 Y52 ¥i31



Management's Discussion and Analysis of Financial Condition and Results of Operations

VaR amd Daily Profit or Loss

{Millions of yen} | For the liscal yaar endad March 37, 2007 )
BOO
500 M&mﬁﬁ#
el
| | | | I
m i
0 hwlm WMJM#W
-200
i i
.h'r
600 \T“TW w’“ﬁa‘“ﬂ'ﬁwﬂr"'
800
200641 20066230 2006/8/31 2006110/ 2006712131 00TIHEE 20073
C1Dadly profit and Joss ~ — VaR (1day, 2,33 sigma)

Back-Testing on the Vai Model Applied (o the Trading Division's Transactions
Back-tasling riohes companng T sclual Icages i edtimaled VaR 1o conlirm  rakahiity o Iha VaR methed,

mﬂmmmw
& historical smudagon mathod sscept FX-reiamnd risks (vaniarca covanance mefhod}
II:?mﬂ-:IlrmIrll-rl- # 33 standard deviations (393% conlidenca intersal)

Hoolding panicd o day
Pﬁ.rnhnufnhuudm !Hﬂ' i
‘Hurnber al dais points: rmmﬂmi,{ﬂ:l per day

H.'liugrim nfn:#,- Trading-Related Revenue (Excluding E‘umllimﬂﬂ
[Hl.ml:rtufﬂ'ﬂ‘ﬂ] ﬁﬂmw&rﬁﬂhﬁﬂhﬁi mn

; Fad 1 4 L ol
Lgabs"B8dgga3888 SEEES8 54 5 g

FAavanua {Milions nh,mlf

Under the Basel Il Intarnal Maodeal method, we stafed siress tasting using approximately 30 scanarios (five dscmtionary
scenarios and 25 non-decretonary scenarios, including s+ shocks 1o’ simulate exiremaly urexpacted evenis].

Siress tesla are produced on a weekly basls and reparted 1o senios management al the Market Risk Managemeant
Commithas.
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Tracing Achvty. Our trading activity s carmad out mainly
on oehalf of customers. although we also angepe n
propriglany trading actvity. The allocated Risk Capitel for
proprigtary trading Is leas than 109 of total allocated Risk
Capdal.
Limit Sefbeg Process: Satling lirmts & Important for
appropriate fek comrol within Shinsel on a consolidaied
basia, Logs limils and VaR limils ara approved by the CEQ
at thr ALM Commiftes and dekgatesd 1o the Chied Financial
Cfficae, The Chief Finarcial Officar sets limits for business
heads, who in bum assign limis io risk fakars
Aark-Diovwn of Tranding Assets: Trading assats ang
normaliy maasurad by manskes price, yiedds and ratas.
Hooweevar, the value of cartain assets may also ba sitectad
by credit risk ar merket iquidity figs. In such ceIes, we use
two miethods 10 mark down 1he vaiue ol iredng assalis as
neceseary o reflect those risks in our linancial sialemsnta,
= We record provissans for losses on derivalive
irangaciions sccording ba abigor classifications in hse
BAME MENAET a8 on-balanee iransactions by 1aking inla
BCOUNE Currenl eXposures as well as pobential fubure
BRPOSLrAL

= Wi riscord oosls for dispoging of and recanstnesling
market-refabed posilions cantered gn bid gnd offer
cosls &5 provisions relaled fo masoed Gguidily risk for
derrvalive-ralaled Iransactions in frading accaunis,

Banking Book

Melhodekeagy: |0 our banking Boak, we use a5 principal ek
mdicors e bpy mathod and net inberest income volatiliy,
The bpy method medsunes thie risk of changas in fair
markel value msulting from fluctuations in ineres) raas
Mot inderest incomo volatility measums the fisk of changos
m e interest moome durmg a specified percd, usually one
year, dua fo fhechuations In intarast rates,

Riske Limita for Banking Ooprrbons: Risk limits for Banking
aparations are detarmined basad on bafance sheal
siructure and the profitability of ouer tradibonal banking
activities.

Products

Ve infligle new businesses, products and transactions
under a deciplined and well dafined lsunch and
MMATAGEMEn process Mat (& coordinated by (he Hew
BusinassProduct Cormmiites. Marmbars of ihis commities
inciude produck specinisis and representatives from
support aneas, such as Ak, comglianca, aceouniing and
operslions and [T divisons, The New Business{Produc

Commities sesks 10 ensarg That the product's siratsgy and
potential are In balance; risk, legal, comgliance,
accounfing, tax and other key considersilons ams
addressed; and inbemal conlrls and procesdunas ar in
place to dalives Ihe product,

The resull of this elfor (s a fermalized preducd grogram,
which describes the procedunes and processes lor each
now product infiative. Each produdd program defines the
strategic intant, investrment parameters, delivery process,
approval process, nsk management geédslines and
ongoing maonitorng procedures. Tha Alsk Investment
Commities approves the risk lmis, and designates e
approval authodty assocated with esch product program.

Tranzactions within & product program ane assassed by
iive product specialisss and reviewed by the Risk
Basagement Group. Thiaugh the produc) pregram
procass, the produc) epeciaisls and the Risk Managameani
Group ronite: &l ransactions. The Risk Manageman!
Group provides monthly repoting and & mons detailed
guarasrly updale af produs] pragrams and ransaclions o
the Aisk Imiasiment Commiio,

Liguidily Risk

Cur ALK Commilles is the senior review and
decsion-making body for the management of liquidiy risk
Tru ALM Commitlion determines e ovarall limil for Bquidity
risk by mitabishing the shor-tarm lkpuidity gap structurs
lirrits amd minimum liguidity resanea lavals, A Bquidity gap
Structung arnd & menirmueT rosnd ane e pincipal
managemant 1ools we uie o maniar and manage liquidty

Ciur Liguidiy Mansgament Policy, nevirsed and

approved periodicaly by the ALM Comrmittes, stipulabes the
guidalines and norms for aporopriabe iguidity risk
managamant.

To quantily liquedity risk, wa have devaloped thma

liquidity fomacas) modaets;

« Business as usual modet This maodel lorecasts the
liquidity =ftuation on an ongaing basis. The oulput of
this modal 5 an estimate of ihe funds we need to rase
under normal clreumstances.

= Stresgfevent modet This g a liquidity forecast under
axdreoninary crcumstances. The output of His
methodelogy (8 the autfiow of funda under
exiraordnary crcwmstances,

= Comdrmctual madurity model: This i5 a liquidty larecas
an the assumplion 1hal assels and Nabililies will be
liquidaied at cantracied melurity, Sased on catain
assumpligns The model indicabes how much we nesed

(&)
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1o raise basad oo o Bolual confractus obligalions,
The output of these modes |5 carefully analyzad and
presented monthly 1o the ALM Committes togathar with a
recommendatan on the Bquidity gap structens snd
minimum reserve kevel, as wall as the undedying rationaks,
whiCh |5 datermined &8 1ollows:
® Tha first requingmsn] or est 18 That wa showd be abhe
io survive In a crisls or emamgency sifualion; based on
the assurmptions relalng o infiow Bnd oultiow in a
sireas silualion, the cumulsiive outlieny over & specitied
pericd should ol excasd avalable reserves
= | avafable reserves am msutficent to maet the 15k,
action (o mmasdy the sibeation, swach as increasing
resaryas of changing our lability profile, must be faken

= |1 evailabie raserdes are aulficient o meat the 1ast, then
reservas may be reduced, but only In & way that the
first siress test (emengency survival test) is still mat and
tha lliquidity gap at vaenous timae k= within approved gao
limita,

We Blao develop and maintain conlingency funding plans
lese Bepulelity, Inclutding our lgudity crisls comingeney plen,
which clarilies specilic policies and measures to desl with a
liguadiny crisis. We plan for the possibisy thet funding costs
may Increase, of funding may becomse ohanslss difficul,
dus= sithar to intarmal tactore, sich a8 & daterargtion (a ouw
cradit standing, or extemal 1actors swch as a lack of cash
ligusdiny i the market. Thess pans evaluale market-based
funding capacty whdar vanous possible markel condillans,
ard spacily actions and proceduras 1o be implementad
undar lipuldity siress, Furnher, these pans address
sfiemalive sources of liguidity, messure the overall soility o
furd our operations and dafine roles Bnd responsbilites for
effectively managing llguidty throwgh & period of atess,
ircluding mandeting the creation of @ crisis manaoemen
headquarters in the event of a bquidity cosis.

Daity bquidity repons besed on thes model are pregared
by the Aisk Management Grows, which alag clreulales tha
recarts 10 business managers and sanisr managemen for
revieny and action as rescessary, More datalled revews ans
conduectad monkily.

Operational Risk
Operatonal riss rafens to the rsk of loss resulting from
madequain or falled Irtarmal procasses or systams, eman
aTor o wrongdioing, Losses due to the fravdulent acts of
amplyees, falled transection procassing, aystem fallures
or exiemal freud are bypacal exampias.

Operatione rish has the foliewng chargctenstics not

lound in markel risk or ceadil riske 1) rsk is inharan in any
bugsiness actvilies ) many cases, nsk laking is nol
necassarty basad on a clear intenticn, and mullipks factars
arg Imalvad in identified risks: 3) the risk profile is divarsa
ard varies with & number of factors. including intemal
conbrol &nd oparatonal envenonment; and 4) in paricular,
an Impartant incident coukd grow across rek areas.

To comprehansiealy manage pobenilally complicated
operational risk, an Operafional Alsk Managerment Policy
has Daan established o clarily he delinfions of rigk, a
bissic poficy and System lar ik managamant, and &
framersark for identifyng, evaluating, moniioring, mgorting
ard controlling/mitigating risk, Indepandent from the
bussiness lines, specific managemant divisions have basn
designated for raspactive nsk areas compresing operational
risk. such as pperations rss and sysiems risk. They ara
implementing varous contrals, incieding the femmutation of
cross-organizational messures, stendards and procedures
for managing s« according to the risk characieristcs of
each area. The epaciic managamsnt divislons hold &
manthly mesting to share mformetion on fsk managemsand
iasuas and measures and o dscusa how 1o cope with e
COMT:N elemenis across the nek anaas, thenaby ensuring
&n efieclive manapement of operelional risk.

in reanaging operslions! fak, it & imporant 1o reeognize
and sagass any polential mcidents and accidenis which
could ocewr iess requently, but heve a meteral imgact on
1he Bank. as wall a8 [Mose hies actuslly oocurned (0 Ehe
ciganization. Shinssl Bank has specified thase potential
ncldens and sccidants as the scanalros bagad on risk
percagtion of 2ach business line, Their fneguency and
savarily have boan assedsed jainlly by sach business |ims
and the specilic managemen divisiona, Tagather with the
maidents and secidants thal have cocurred, Such palential
S0ENANOS At used 1o Maasure operalional risk as pan of
fhiz eesall Risk Capilal sysiam

In caloulaling operational requlalory capital under Basel
II, we hirye adapled the Standardized Approach, wherehy
gross meome 15 measured for each Busmass ine,

Fomitoring Operational Risk

We have developad a risk guantilication framawark basad
on 1he loss-distnibuton method. The framework has tha
foliowing thrae staps:

[{} esatmale the probability distribution for trequency that
te Eppiicabés 10 hisloncal loes reconds and |oss
BCENanas,

4] estimate the probabikty detnbution for severity that is
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applicabla 1o histoneal loss records and loss
SCEnanos, and

{iil) parfodrn a statislical simulalon based on these bwe
disstributions o eslimate an annual aggragated loss
amourd distribtion,

Loss scenanos are establishad jontly oy business lines
and fhe Ais% Managament Group so that each business
manager's perception of the mievant risk may be
transfammad into an appropnate source of quaniitaive
infarrmation. This process nvohees all business lines,
inctuding those af owr subsadiaries, and contribubes to an
approprafe mecognifion and analysss of the olal riss, Senior
mignagement reviews the reswets of quantifying our gvesall
aparational risk capital

Systems Risk

We have designed systems to minimize the thrat of
diznuption, and have implemented procadures for passive
recovery. Key componants of our system have multiple
back-upa, Including 81 an indapendent back-wp sita In
Czaka. In addition, critizel data e replicatad. As & result,
Inss of part or all of Bny one custer will not dsnipt system
operationg. In aaddion, comprehaneie back-up
procadures 10 support less cribcal systems alow
resiorafion and recovesy of these aystems n the event of &
maifunction. Wea conlinususly mondor sysiem securily a8
well 85 gun contimuty of business to maintain readiness. We
Infroduced rew systams and changss In & coniralled
minnar and deskpnad new systems o run in parallal with
ald enes, minimizing risk of incompaligiity,

Ciur infosrnation lechnalogy mirastriciure has &so bean
cerified as compliant with ISO2T00T, which |8 the
intemational and damaslic inlormation security
rmanagament syslem standard, by an indepanden
AREASROT

Legal and Compliance Risk

Lagal and complance risk is the risk of unexpected
disputes or kbsses due to contracts unmeasonably
unfavorabla 1o us or otharwise Inadvisable, or the violation
of laws, ragulations, orders or contracts, whathar rasufling
in monetary damages or damages to our regulatony
relatianship of regutation. Our Compliance Dwislon and
Lagal Deviglon are resgansdla for prevanting or minimizing
guch legal and comphance sk

Creation of Legal and Covporale Sovermance Goowup

Balh tha Complance Division and Legal Division hiva
been monganized info the newly created Legal and
Corporate Govamance Group, now headed by our Ganeral
Ciounsal. This recrganization was dona 1o increase tha
funcliona! efficiency of those sections. which are expecied
to be Intimatety myosved In tha matiens ralating to our
carporate govemance. The Ofice of the Corporate
Secratary and the Invesior Adménistration Office also
belong 1o ihe Group aler Ihe reorpanzation,

Comphance Syatems Organization

Tha Compliancza Committes, Complance Division and
individual compSance managaers within various Dusiness
and support unds constiule the main alomaents of our
compEance organization. The Compiance Commitles, with
our Chiaf Exacutive Officer as chairman, axamines and
discusmsas important matters such as the pravention of
maney laundering, Third-party monitanng of the commetes
Is carried out by autside counsal mvited to sane &5
commities mambpers. Tha Compliance Division plans
varous measures concaming compllance nsk and
promotes thass maasures throwgh central managamant. i
aleo assigns compliance afficars specializing in specific
aress to implemant compllance meaaurss for each of our
business aress. Every division, degartment ar branch atao
has a compliznce manager 1o act a8 the posnt of conact for
parmplance-related matiers.

Comphance Acthlies

We produce & complance program- anaually thet cutlines
ouf eomplkance-alaled gans, induding compliancs
pramatian aclivities such as raining programs. Frograms
inciude hose concaming new aws and regulalions sech as
(e Pedsonal Infarmation Prolection Law, as weall gs thoee
on impartant compliance issues such as the prevention of
rranay laundering and insidar trading. Camaliance
rricabenals sre Bulll directly inho he traming curricula for sach
businass line,

Legal Divigion

Tha Lagal Divisian & in charge of legal afairs. including
compkance with corporate and transactonal Bw, legal
documsantation and litigaton supenvision, The Lagal
Division, by prowding legal analysis and advice, also

BUppOFlS OUF CoMpliance syabams,



Infernal Aualif
O Imternal Auwdit Divizion sxamines and evalusles aur fsk
manggement measurss and intamal condrols from an
independent standpeint, therstby anhancing our cosporete
povernance, The |ntemal Audd Division reports dirscty to
he Chief Exacitive Oifices and the Audl Commites of the
board of direciors and &= independant lrom 1he cparaling
units. This division examings and evaluales oparaling unils’
risk managemeanl, imtamal controfs, credi quality and
processas, information technology systems and processes,
Cur Inbemal Audit Division practices a risk audii
approach, i which we first assess the degras of inherent
flsk and adeguacy of ek managemant and intermal
contrals within esch particular aparating unit. Basad on aur
rigk asseagment, we audit opsrating unds with larger risks,
new businesses, ar signdlicant changes to their
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organizational structurs or compuber systems. As pan of
the internal audil process, wa also require sparating unis o
parfom controd self-assessments and hoid workshop
discussons directed a1 addressing issues other than thosa
relating diracily 10 intemal comtrols.

Tor strengthan our infernal swdt capabiliias. wa have
conlinued o enhance the necesaary mirasiniciure and
develaped & mew audd methodelogy. To enhance slaff
axpartisn, we Ao Bpcourage employess fo obtain
professional ceddications such as Cadifed Intemal Auditor
and Cerdifed Informatien Systems Auditar. In addition, we
work with exdtarnal awdd@ors fo fedber enhance our awd
standards and cagahilifias



Consolidated Balance Sheets

Consolidated Balance Sheets

Shinsei Bank, Limited, and Consolidated Subsidiaries
As of March 31, 2007 and 2006

Millions of yen

Thousands of
U.S. dollars (Note 1)

2007

2006

2007

ASSETS
Cash and due from banks (Notes 3 and 22) ¥ 448,554 ¥ 488,601 $ 3,808,414
Call loans 43,100 50,000 365,937
Collateral related to securities borrowing transactions 11,050 33,107 93,819
Other monetary claims purchased (Note 4) 366,505 273,937 3,111,782
Trading assets (Notes 5 and 35) 303,389 193,581 2,575,900
Monetary assets held in trust (Note 6) 502,332 456,167 4,265,011
Securities (Notes 7 and 22) 1,854,682 1,494,489 15,747,007
Loans and bills discounted (Notes 8, 22 and 33) 5,146,306 4,087,561 43,694,234
Foreign exchanges (Note 17) 15,047 12,140 127,759
Other assets (Notes 9, 22 and 35) 870,375 851,342 7,389,838
Premises and equipment (Notes 10 and 30) 382,460 400,859 3,247,241
Intangible assets (Note 11) 244,155 364,411 2,072,979
Deferred issuance expenses for debentures 103 177 879
Deferred tax assets (Note 32) 42,474 30,022 360,627
Customers’ liabilities for acceptances and guarantees (Notes 21 and 22) 754,420 813,480 6,405,335
Reserve for credit losses (Note 12) (147,275) (144,868) (1,250,428)
Total assets ¥10,837,683 ¥9,405,013 $92,016,334
LIABILITIES AND EQUITY
Liabilities:
Deposits, including negotiable certificates of deposit
(Notes 13 and 22) ¥ 5,420,930 ¥4.071,758 $46,025,899
Debentures (Note 14) 703,298 1,018,909 5,971,287
Call money 692,792 30,000 5,882,093
Collateral related to securities lending transactions (Note 22) 8,333 — 70,753
Commercial paper 171,300 133,200 1,454,407
Trading liabilities (Notes 15 and 35) 99,255 149,990 842,717
Borrowed money (Notes 16 and 22) 1,122,688 1,205,765 9,532,082
Foreign exchanges (Note 17) 118 39 1,009
Corporate bonds (Note 18) 400,485 298,002 3,400,280
Other liabilities (Notes 19, 22 and 35) 498,358 535,753 4,231,266
Accrued employees’ bonuses 13,134 13,886 111,521
Accrued directors’ bonuses 359 13 3,053
Reserve for retirement benefits (Note 20) 3,521 3,309 29,898
Reserve for losses on interest repayments 10,353 — 87,906
Reserve under special law 3 2 30
Deferred tax liabilities (Note 32) 5,075 13,718 43,095
Acceptances and guarantees (Notes 21 and 22) 754,420 813,480 6,405,335
Total liabilities 9,904,430 8,287,832 84,092,631
Minority interests in subsidiaries (Note 23) — 261,845 .
Equity:
Capital stock (Notes 24 and 25):
Common stock 291,853 180,853 2,477,957
Preferred stock 159,443 270,443 1,353,738
Capital surplus 18,558 18,558 157,568
Stock acquisition rights (Note 25) 517 . 4,393
Retained earnings 245,499 379,502 2,084,391
Unrealized gain on available-for-sale securities 5,091 2,208 43,230
Deferred loss on derivatives under hedge accounting (7,744) (65,753)
Foreign currency translation adjustments 2,952 3,781 25,069
Treasury stock, at cost (Notes 24 and 37) (72,560) (12) (616,070)
Total 643,611 855,335 5,464,523
Minority interests in subsidiaries (Note 23) 289,642 — 2,459,180
Total equity 933,253 855,335 7,923,703
Total liabilities and equity ¥10,837,683 ¥9,405,013 $92,016,334

See accompanying “Notes to Consolidated Financial Statements,” which are an integral part of these statements.



Consolidated Statements of Operations

Consolidated Statements of Operations

Shinsei Bank, Limited, and Consolidated Subsidiaries
For the fiscal years ended March 31, 2007 and 2006

Millions of yen

Thousands of
U.S. dollars (Note 1)

2007 2006 2007
Interest income:
Interest on loans and bills ¥127,026 ¥104,460 $1,078,508
Interest and dividends on securities 32,309 16,879 274,323
Interest on deposits with banks 4,284 2,369 36,377
Other interest income 9,198 1,319 78,096
Total interest income 172,818 125,029 1,467,304
Interest expenses:
Interest on deposits, including negotiable certificates of deposit 34,341 16,934 291,574
Interest and discounts on debentures 3,006 4,709 25,524
Interest on other borrowings 16,964 14,694 144,035
Interest on corporate bonds 10,409 3,149 88,381
Other interest expenses 12,600 3,240 106,982
Total interest expenses 77,322 42,729 656,496
Net interest income 95,496 82,299 810,808
Fees and commissions income 70,858 68,263 601,619
Fees and commissions expenses 24,409 22,767 207,243
Net fees and commissions 46,449 45,496 394,376
Net trading income (Note 26) 17,809 27,513 151,207
Other business income, net:
Income on leased assets and installment receivables, net 51,123 46,040 434,057
Income on monetary assets held in trust, net 14,725 23,505 125,022
Net gain on foreign exchanges 10,423 10,648 88,501
Net gain on securities 15,144 6,183 128,581
Net gain on other monetary claims purchased 19,978 17,176 169,623
Other, net (Note 27) (14,772) 14,540 (125,421)
Net other business income 96,622 118,094 820,363
Total revenue 256,378 273,404 2,176,754
General and administrative expenses:
Personnel expenses 62,701 59,767 532,364
Premises expenses 17,359 18,055 147,390
Technology and data processing expenses 20,116 19,139 170,795
Advertising expenses 10,971 8,404 93,150
Consumption and property taxes 7,386 7,518 62,717
Deposit insurance premium 2,835 2,307 24,074
Other general and administrative expenses 28,862 21,404 245,054
General and administrative expenses 150,233 136,596 1,275,544
Amortization of goodwill and other intangibles 20,800 29,445 176,606
Total general and administrative expenses 171,034 166,041 1,452,150
Net business profit 85,343 107,362 724,604
Net credit costs (Note 28) 51,934 30,190 440,947
Other losses, net (Note 29) (99,117) (3,460) (841,550)
(Loss) income before income taxes and minority interests (65,708) 73,711 (557,893)
Income tax (benefit) (Note 32):
Current 3,249 3,733 27,588
Deferred (24,615) (11,414) (208,999)
Minority interests in net income of subsidiaries 16,643 5,293 141,309
Net (loss) income ¥ (60,984) ¥ 76,099 $ (517,791)
Yen U.S. dollars (Note 1)
Basic net (loss) income per common share (Note 36) ¥ (45.92) ¥ b53.16 $(0.39)
Diluted net income per common share (Note 36) / 37.75 /
Cash dividends applicable to the year:
Common share (Note 37) 2.66 2.96 0.02
Class A preferred share (Note 37) 13.00 13.00 0.11
Class B preferred share (Note 37) 4.84 4.84 0.04

See accompanying “Notes to Consolidated Financial Statements,” which are an integral part of these statements.
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Consolidated Statements of Changes in Equity

Shinsei Bank, Limited, and Consolidated Subsidiaries
For the fiscal years ended March 31, 2007 and 2006

Consolidated Statements of Changes in Equity

Millions of yen

Thousands of
U.S. dollars (Note 1)

2007 2006 2007
Common stock:
Balance at beginning of year ¥180,853 ¥180,853 $1,535,522
Conversion from preferred stock 111,000 — 942,435
Balance at end of year 291,853 180,853 2,477,957
Preferred stock:
Balance at beginning of year 270,443 270,443 2,296,173
Conversion into common stock (111,000) — (942,435)
Balance at end of year 159,443 270,443 1,353,738
Capital surplus:
Balance at beginning of year 18,558 18,558 157,568
Balance at end of year 18,558 18,558 157,568
Stock acquisition rights:
Balance at beginning of year — — —
Net change during the year 517 . 4,393
Balance at end of year 517 — 4,393
Retained earnings:
Balance at beginning of year 379,502 311,039 3,222,128
Dividends paid (7,443) (7,635) (63,198)
Bonuses to directors of consolidated subsidiaries — (0) —
Net (loss) income (60,984) 76,099 (517,787)
Disposal of treasury stock (15) — (128)
Retirement of treasury stock (63,963) — (543,076)
Other changes by exclusion of affiliates (1,595) — (13,548)
Balance at end of year 245,499 379,502 2,084,391
Unrealized gain on available-for-sale securities:
Balance at beginning of year 2,208 3,043 18,754
Net change during the year 2,882 (834) 24,476
Balance at end of year 5,091 2,208 43,230
Deferred loss on derivatives under hedge accounting:
Balance at beginning of year . . .
Net change during the year (7,744) — (65,753)
Balance at end of year (7,744) - (65,753)
Foreign currency translation adjustments:
Balance at beginning of year 3,781 2,738 32,110
Net change during the year (829) 1,043 (7,041)
Balance at end of year 2,952 3,781 25,069
Treasury stock, at cost:
Balance at beginning of year (12) (9) (106)
Purchase of treasury stock (136,672) (3) (1,160,403)
Disposal of treasury stock 160 — 1,363
Retirement of treasury stock 63,963 — 543,076
Balance at end of year (72,560) (12) (616,070)
Minority interests in subsidiaries:
Balance at beginning of year . . .
Net change during the year 289,642 — 2,459,180
Balance at end of year 289,642 . 2,459,180
Total equity ¥933,253 ¥855,335 $7,923,703

See accompanying “Notes to Consolidated Financial Statements,” which are an integral part of these statements.
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Consolidated Statements of Cash Flows

Consolidated Statements of Cash Flows

Shinsei Bank, Limited, and Consolidated Subsidiaries
For the fiscal years ended March 31, 2007 and 2006

Millions of yen

Thousands of

U.S. dollars (Note 1)

2007 2006 2007
Cash flows from operating activities:
(Loss) Income before income taxes and minority interests ¥ (65,708) ¥ 73,711 (557,889)
Adjustments for:
Income tax paid (5,684) (2,056) (48,267)
Depreciation 143,567 142,302 1,218,947
Amortization of goodwill and other intangible assets 20,800 29,445 176,606
Impairment losses on goodwill, other intangible assets and other 95,691 — 812,458
Net change in reserve for credit losses 2,406 (4,940) 20,434
Net change in other reserves 9,801 2,676 83,222
Interest income (172,818) (125,029) (1,467,303)
Interest expenses 77,322 42,729 656,496
Investment gains (28,583) (12,436) (242,688)
Net exchange loss (gain) 3,811 (779) 32,359
Net change in trading assets (109,808) (25,079) (932,318)
Net change in trading liabilities (50,735) 80,889 (430,766)
Net change in loans and bills discounted (1,058,658) (698,761) (8,988,436)
Net change in deposits, including negotiable certificates
of deposit 1,349,171 618,944 11,455,015
Net change in debentures (315,610) (223,723) (2,679,664)
Net change in borrowed money (other than subordinated debt) (47,062) 76,499 (399,579)
Net change in corporate bonds (other than subordinated
corporate bonds) 7,141 18,001 60,637
Net change in interest-bearing deposits with banks (28,630) (28,707) (243,085)
Net change in call loans, collateral related to securities borrowing
transactions and other monetary claims purchased (59,502) 38,815 (505,199)
Net change in call money, collateral related to securities lending
transactions and commercial paper 709,226 (54,395) 6,021,618
Net change in foreign exchange assets (2,907) (3,589) (24,682)
Net change in foreign exchange liabilities 79 18 673
Interest received 166,959 142,198 1,417,550
Interest paid (78,506) (41,464) (666,555)
Net change in securities for trading purposes 46,072 (114,114) 391,172
Net change in monetary assets held in trust for trading purposes (61,663) (59,176) (523,546)
Net change in leased assets (121,645) (125,396) (1,032,822)
Other, net (7,677) (27,581) (65,182)
Total adjustments 482,555 (354,709) 4,097,095
Net cash provided by (used in) operating activities 416,847 (280,998) 3,539,206
Cash flows from investing activities:
Purchase of investments (2,555,729) (3,419,309) (21,699,181)
Proceeds from sales of investments 260,930 708,726 2,215,406
Proceeds from maturity of investments 1,911,506 2,825,196 16,229,462
Purchase of premises and equipment (other than leased assets) (3,734) (6,488) (31,711)
Proceeds from sales of premises and equipment (other than leased assets) 6,616 2,136 56,179
Payment for acquisition of new subsidiaries — (10,239) —
Proceeds from sales of subsidiary’s stocks 3,077 32,616 26,133
Other, net (17,832) 3,103 (151,407)
Net cash (used in) provided by investing activities (395,165) 135,741 (3,355,119)
Cash flows from financing activities:
Proceeds from subordinated debt 62,000 46,000 526,405
Repayment of subordinated debt (98,000) (77,000) (832,060)
Proceeds from issuance of subordinated corporate bonds 92,161 199,870 782,492
Payment for redemption of subordinated corporate bonds (10,945) (11,166) (92,932)
Proceeds from minority shareholders of subsidiaries 20,253 174,958 171,959
Payment for capital returned to minority shareholders of subsidiaries (1,227) — (10,423)
Dividends paid (7,443) (7,635) (63,198)
Dividends paid to minority shareholders of subsidiaries (11,175) (1,310) (94,886)
Purchase of treasury stock (136,672) (1) (1,160,403)
Proceeds from sales of treasury stock 145 — 1,235
Net cash (used in) provided by financing activities (90,903) 323,713 (771,811)
Foreign currency translation adjustments on cash and cash equivalents 1 31 12
Net change in cash and cash equivalents (69,220) 178,487 (587,712)
Cash and cash equivalents at beginning of year 340,713 162,226 2,892,800
Cash and cash equivalents at end of year (Note 3) ¥ 271,493 ¥ 340,713 $ 2,305,088

See accompanying “Notes to Consolidated Financial Statements,” which are an integral part of these statements.
Note: Investments consist of securities and monetary assets held in trust for other than trading purposes.



Notes to Consolidated Financial Statements

Shinsei Bank, Limited, and Consolidated Subsidiaries
For the fiscal years ended March 31, 2007 and 2006

1. Basis of Presentation

The accompanying consolidated financial statements of
Shinsei Bank, Limited (the “Bank”) and its consolidated
subsidiaries (collectively, the “Group”), stated in Japanese
yen, are prepared on the basis of generally accepted
accounting principles in Japan (“Japanese GAAP”) and in
conformity with the Banking Law of Japan (the “Banking
Law”), and compiled from the consolidated financial state-
ments prepared under the provisions set forth in the
Accounting Standards for Consolidated Financial State-
ments (the Business Accounting Council, June 24, 1975)
and the standards of the Securities and Exchange Law of
Japan, which are different in certain respects as to applica-
tion and disclosure requirements of International Financial
Reporting Standards.

On December 27, 2005, the Accounting Standard
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 statement of shareholders’ equity, which was previ-
ously voluntarily prepared in line with international
accounting practices, is now required under Japanese
GAAP and has been renamed “the consolidated statement
of changes in equity” in the current fiscal year.

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, the
accompanying notes include information that is not
required under Japanese GAAP, but is presented herein for
the convenience of readers.

The preparation of consolidated financial statements in
conformity with Japanese GAAP requires management to
make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosures of contin-
gent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results
could differ from those estimates.

2. Summary of Significant Accounting Policies

(a) Principles of Consolidation

The Group applies its consolidation scope using the con-
trol and influence concept. Under the control and influ-
ence concept, those companies in which the Bank,
directly or indirectly, is able to exercise control over opera-
tions are fully consolidated and those companies in which
the Bank, directly or indirectly, is able to exercise signifi-
cant influence over operations are accounted for by the
equity method.

Notes to Consolidated Financial Statements

As permitted by the Securities and Exchange Law of
Japan, yen amounts, except for per share amounts, are pre-
sented in millions of yen and are rounded down to the
nearest million. As a result, the totals do not necessarily
agree with the sum of the individual amounts.

The consolidated financial statements are stated in Japa-
nese yen, the currency of the country in which the Bank 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 has been made at
the rate of ¥117.78 to U.S.$1.00, the rate of exchange pre-
vailing on the Tokyo Foreign Exchange Market on March 31,
2007. Such translations should not be construed as repre-
sentations that the Japanese yen amounts could be con-
verted into U.S. dollars at that or any other rate.

The Bank was placed under temporary nationalization by
the Prime Minister of Japan on October 23, 1998, under
Section 1 of Article 36 of the Financial Revitalization Law
of Japan, and continued its operations in accordance with
Articles 47 and 48 of the same law. The Bank’s temporary
nationalization status was terminated on March 1, 2000,
when all common shares of the Bank held by the Deposit
Insurance Corporation of Japan (the “DIC”) were trans-
ferred to New LTCB Partners C.V. in accordance with the
Share Purchase Agreement, dated February 9, 2000 (the
“Share Purchase Agreement”).

In the fiscal year ended March 31, 2004, the Bank
completed an initial public offering (IPO) of its shares and
became listed on the First Section of the Tokyo Stock
Exchange on February 19, 2004. The Bank’s controlling
shareholder, New LTCB Partners C.V., offered the shares
sold in the IPO. Following the IPO, the Bank also com-
pleted a secondary share offering on February 17, 2005.
Prior to the secondary share offering, the Bank’s controlling
shareholder, New LTCB Partners C.V., distributed most of
its shareholdings to its investors. The investors, in turn,
sold an aggregate of 36.9% of the Bank’s outstanding
common shares in the secondary offering.

On September 8, 2006, the ASBJ issued ASBJ Prac-
tice Issues Task Force (“PITF”) No. 20, “Practical Solu-
tion on Application of Control Criteria and Influence
Criteria to Investment Associations,” which is effective
from September 30, 2006. The practical solution clarifies
how the control and influence concept should be practi-
cally applied to the consolidation scope of collective
investment vehicles, such as limited partnerships,
Tokumei Kumiai system (silent partnerships) and other
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Notes to Consolidated Financial Statements

entities with similar characteristics, in order to eliminate
intentional exclusions of such vehicles from consolidation.
Based on the practical solution, the Bank reconsidered its
consolidation scope. The effect of adopting this new
practical solution was immaterial.

The number of subsidiaries and affiliates as of March
31, 2007 and 2006 was as follows:

2007 2006

Consolidated subsidiaries 95 82

Unconsolidated subsidiaries 90 79
Affiliates accounted for

by the equity method 27 13

Unconsolidated subsidiaries are mainly operating com-
panies that undertake leasing business based on the
Tokumei Kumiai system (silent partnerships). Tokumei
Kumiai's assets, liabilities, profit and loss virtually belong
to each silent partner, and the Group does not have any
material transactions with these subsidiaries. Therefore,
these subsidiaries are excluded from consolidation in
order to avoid any material misunderstanding by the
Bank’s stakeholders.

Other unconsolidated subsidiaries are excluded from
consolidation because they are not material to the finan-
cial condition or results of operations of the Group.

Major consolidated subsidiaries as of March 31, 2007
were as listed below:

Percentage

Name Location ownership
APLUS Co., Ltd. Japan 68.9%
Showa Leasing Co., Ltd. Japan 96.3%
Shinsei Trust & Banking Co., Ltd. Japan 100.0%
Shinsei Securities Co., Ltd. Japan 100.0%

All significant inter-company transactions, related
account balances and unrealized gains and losses have
been eliminated in consolidation. As of March 31, 2007,
the fiscal year ending dates are March 31 for 61 subsid-
iaries and December 31 for 34 subsidiaries. Those con-
solidated subsidiaries whose fiscal years end at dates
other than March 31 are consolidated using their fiscal
year-end financial statements with appropriate adjust-
ments made for significant transactions during the period
from the ending dates of their fiscal years to the date of
the Group’s consolidated financial statements, except that
6 subsidiaries whose fiscal years end at December 31 are
consolidated using their March 31 financial statements.

Major affiliates accounted for by the equity method as
of March 31, 2007 were as listed below:

q0D

Percentage
Name Location ownership

Shinki Co., Ltd. Japan 36.4%
Hillcot Holdings Limited Bermuda 33.7%
Jih Sun Financial Holding

Company Limited Taiwan 32.9%

(b) Goodwill and Other Intangible Assets

The Bank recognized certain identifiable intangible assets
in connection with the acquisition of APLUS Co., Ltd.
(“APLUS") and Showa Leasing Co., Ltd. (“Showa Leas-
ing”), because they arose from contractual or other legal
rights, or were separable. The identified intangible assets
with amortization method and period are listed below:

APLUS Co., Ltd.

Identified intangible assets Amortization method Amortization period

Trade name and

trademarks: Straight-line 10 years
Customer relationship: ~ Sum-of-the-years digits 10 years
Merchant relationship: ~ Sum-of-the-years digits 20 years

Showa Leasing Co., Ltd.

Identified intangible assets Amortization method Amortization period

Trade name: Straight-line 10 years
Customer relationship: ~ Sum-of-the-years digits 20 years
Maintenance
component contracts:  Straight-line Subject to the
remaining
contract years
Subject to the
remaining
contract years

Sublease contracts: Straight-line

The excess of the purchase price over the fair value of
the net assets acquired, including identified intangible
assets, was recorded as goodwill and is being amortized
on a straight-line basis over 20 years. The amortization
period is the maximum period allowed under Japanese
GAAP and was determined based upon the Bank's busi-
ness strategy. However, both APLUS and Showa Leasing
had significant tax loss carryforwards and deductible tem-
porary differences for which no deferred tax assets were
recognized by the Bank at the time of the acquisition due
to uncertainty concerning their ultimate realization. Had
the Bank recognized the related deferred tax assets at the
time of the acquisition, goodwill would have been re-
duced. Under Japanese GAAP, any future recognition of
such benefits of the tax loss carryforwards or temporary
differences (the carryforward period for tax loss
carryforwards being generally limited to seven years)
would result in accelerated goodwill amortization. The
unamortized balances of identified intangible assets
and goodwill are subject to impairment testing.



Effective April 1, 2006, the Bank included amortiza-
tion of goodwill and other intangibles in total general and
administrative expenses. Prior to April 1, 2006, amortiza-
tion of goodwill and other intangibles was reported as an
item below net business profit. This change was made
due to the change in the Appendix Format of the Enforce-
ment Regulations of the Banking Law in line with the
implementation of Japanese new Corporate Law (the
“Corporate Law”).

(c) Impairment of Goodwill and Other Intangible Assets

The Bank conducts impairment testing for goodwill and

other intangible assets semiannually as a result of certain

triggering events such as:

- An expectation of an operating loss or negative cash
flow in two consecutive years

- Impairment of underlying investment securities is
recognized

- A significant adverse change in the environment sur-
rounding the business operations of the subsidiary, such
as a change in law which significantly impacts the busi-
ness in a negative way, the suspension of business due
to sanction or adverse changes in the interest rate laws

As the first step of the impairment test, we estimate the
non-discounted future cash flow value of the business as a
grouping unit. If the value of the non-discounted future
cash flows is less than the book value of the net assets,
including goodwill and other intangible assets, of the busi-
ness, it is determined that impairment exists and the next
step of the impairment test is performed to measure the
amount of impairment loss, if any.

The next step of the impairment test compares the
“value in use,” which is calculated as the discounted
value of future cash flows of the business, and the net
asset book value which includes unamortized balances of
goodwill and other intangible assets. Impairment loss for
the total of goodwill and other intangible assets (A) is rec-
ognized as an amount by which the net asset book value
exceeds the “value in use.” The fair value of other intan-
gible assets (and any other assets) will be determined in
the same manner used to apply purchase accounting at
the time of the initial acquisition, and the impairment
loss of other intangible assets (B) is determined as the
difference between the fair value and book value. Finally,
the impairment of goodwill is calculated as the residual
calculated as (A) less (B) above.

(d) Translation of Foreign Currency Financial Statements
and Transactions

(i) The financial statements of consolidated foreign sub-
sidiaries are translated into Japanese yen at exchange
rates as of their respective balance sheet dates, except
for equity, which used to be called shareholder’s
equity and is translated at historical exchange rates.

Notes to Consolidated Financial Statements

Differences arising from such translation are shown
as “Foreign currency translation adjustments” in a
separate component of equity in the accompanying
consolidated balance sheets.

(ii) Foreign currency-denominated assets and liabilities and
the accounts of overseas branches are translated into
Japanese yen at the exchange rates prevailing at the
balance sheet date, except for investments in
unconsolidated subsidiaries and affiliates which are
translated at the relevant historical exchange rates.

(iii) Foreign currency accounts held by consolidated foreign
subsidiaries are translated into the currency of the sub-
sidiary at the respective period-end exchange rates.

(e) Cash and Cash Equivalents
Cash and cash equivalents consist of cash on hand and
non-interest-bearing deposits.

(f) Other Monetary Claims Purchased

The components of other monetary claims purchased are
principally loans held for trading purposes. Other mon-
etary claims purchased held for trading purposes are
recorded at fair value and unrealized gains and losses
are recorded in other business income, net.

(g) Valuation of Trading Account Activities

Trading account positions entered into to generate gains
arising from short-term changes in interest rates, currency
exchange rates or market prices of securities and other
market-related indices, or from price differences among
markets, are included in trading assets and trading liabili-
ties on a trade date basis.

Trading securities and monetary claims purchased for
trading purposes are stated at market value and derivative
financial instruments related to trading positions are stated
at fair value based on estimated amounts that would be
settled in cash if such positions were terminated at the end
of the fiscal year, which reflects liquidation and credit risks.

Trading revenue and trading expenses include interest
received and paid during the fiscal year and the gains and
losses resulting from the change in the value of securities,
monetary claims purchased, and derivatives between the
balance sheet dates.

(h) Monetary Assets Held in Trust
The components of trust assets are accounted for based
on the standard appropriate for each asset type. Instru-
ments held in trust for trading purposes are recorded at
fair value and unrealized gains and losses are recorded in
other business income, net. Instruments held in trust
classified as available-for-sale are recorded at fair value
with the corresponding unrealized gains and losses
recorded directly in a separate component of equity.
Instruments held in trust classified as available-for-sale
for which fair value is not readily determinable are carried
at cost.



Notes to Consolidated Financial Statements

(i) Securities

Securities other than investments in unconsolidated sub-
sidiaries and affiliates are classified into three categories,
based principally on the Group’s intent, as follows:

Trading securities are securities held in anticipation of
gains arising from short-term changes in market value
and/or held for resale to customers. Trading securities are
carried at fair value with corresponding unrealized gains
and losses recorded in income.

Securities being held to maturity are debt securities for
which the Group has both the positive intent and ability to
hold until maturity. Securities being held to maturity are
carried at amortized cost determined by the moving aver-
age method.

Securities available-for-sale are securities other than
trading securities and securities being held to maturity.
Securities available-for-sale are carried at fair value with
the corresponding unrealized gains and losses recorded
directly in a separate component of equity. The cost of
sales of these securities is determined by the moving aver-
age method. Securities available-for-sale for which fair
value is not readily determinable are carried at moving
average cost or amortized cost determined by the moving
average method.

In addition, investments in unconsolidated subsidiaries
that are not accounted for by the equity method are car-
ried at cost determined by the moving average method.

Individual securities are written down when a decline
in fair value below the cost of such securities is deemed
to be other than temporary.

(j) Premises and Equipment
Premises and equipment are stated at cost less accumu-
lated depreciation.

Depreciation of the Group’s buildings and the Bank’s
computer equipment (including ATMs) other than personal
computers is computed principally using the straight-line
method, and depreciation of other equipment is computed
principally using the declining-balance method. Principal
estimated useful lives of buildings and equipment as of
March 31, 2007 were as follows:

Buildings ......... 3 years to 50 years
Equipment ....... 2 years to 15 years

(k) Software

Capitalized software for internal use is depreciated using
the straight-line method based on the Group’s estimated
useful lives (mainly 5 or 8 years).

(I) Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment whenever
events or changes in circumstances indicate that the
carrying amount of assets may not be recoverable. An im-
pairment loss would be recognize if the carrying amount of
assets exceeds the sum of the undiscounted future cash

flows expected to result from the continued use and even-
tual disposition of assets. The impairment loss would be
measured as the amount by which the carrying amount of
an 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.

(m) Deferred Charges

Deferred discounts on the Bank’s corporate bonds issued
before March 31, 2006 are amortized using the straight-
line method over the terms of the corporate bonds. After
April 1, 2006, the amount equivalent to deferred dis-
counts on corporate bonds, which used to be treated as
deferred charges, are deducted directly from the par value
of the corporate bonds based on the new accounting
standard issued in line with the implementation of the
Corporate Law.

Deferred issuance expenses for debentures and the
Bank’s corporate bonds issued before March 31, 2006 are
amortized using the straight-line method over the shorter
of the terms of the debentures and corporate bonds or the
maximum three-year period stipulated in the Japanese
Commercial Code (the “Code”) and its regulations. Based
on the new accounting standard issued in line with the
implementation of the Corporate Law, deferred issuance
expenses for debentures and the Bank’s corporate bonds
issued after April 1, 2006 are amortized using the
straight-line method over the terms of debentures and
the corporate bonds.

Consolidated subsidiaries’ deferred issuance expenses
for corporate bonds are amortized using the straight-line
method over the terms of the corporate bonds.

Formation costs and stock issuance costs of consoli-
dated subsidiaries are charged to income as incurred.

(n) Reserve for Credit Losses

The reserve for loan losses of the Bank and the consoli-
dated domestic trust and banking subsidiary has been
established as detailed below based on the Bank’s inter-
nal rules for establishing the reserve.

For claims to obligors who are legally bankrupt (due to
bankruptcy, special liquidation, etc.) or virtually bankrupt,
a specific reserve is provided based on the amount of
claims, after the charge-off stated below, net of amounts
expected to be collected through the disposal of collateral
or execution of guarantees.

For claims to obligors who are possibly bankrupt, a spe-
cific reserve is provided for the amount considered to be
necessary based on an overall solvency assessment per-
formed for the amount of claims net of amounts expected
to be collected through the disposal of collateral or
execution of guarantees.

The Bank applies the discounted cash flow method



(the “DCF method”) in calculating the loan loss reserve
amounts for most of the claims against obligors catego-
rized as possibly bankrupt or substandard under the self-
assessment guidelines. Under the DCF method, the loan
loss reserve is determined as the difference between (a)
relevant estimated cash flows discounted by the original
contractual interest rate and (b) the book value of the
claim. In cases where it is difficult to reasonably estimate
future cash flows, the Bank sets aside as reserves the
product of the estimated loss ratios on the claims and
either (a) the balance of the claims, in the case of claims
against substandard obligors, or (b) the unsecured,
unguaranteed portion of the claims, in the case of claims
against possibly bankrupt obligors.

For other claims, the Bank provides a general reserve
based on historical loan loss experience.

The historical loan loss ratio had previously been calcu-
lated by taking the greater result from the following two
calculation methods: (1) the average of three consecutive
calculation periods defined to be the previous one year as
from each fiscal year-end, or (2) the average of three con-
secutive calculation periods defined to be the previous
three years as from each fiscal year-end. However, the
recent actual loan loss ratio has rapidly declined, result-
ing in a less reliable basis for loan loss calculation.
Starting from the fiscal year ended March 31, 2007, the
calculation methodology has been changed to taking the
greater result of the following two methods: (A) the exist-
ing methodology mentioned above, or (B) the average of
all calculation periods since 1998, the period for which
records for loan losses have been maintained. As a result,
the reserve for credit losses as of March 31, 2007 and
the loss before income taxes and minority interests for the
fiscal year ended March 31, 2007 were each ¥23,205
million (U.S.$197,024 thousand) higher than would have
been the case using the previous calculation method.

For specific foreign claims, there is a reserve for loans
to restructuring countries which has been provided based
on losses estimated by considering the political and
economic conditions in those countries.

All claims are assessed by business divisions and
branches based on the internal rules for the self-assessment
of asset quality. The Credit Assessment Division, which is
independent from business divisions and branches, con-
ducts audits of these assessments, and additional reserves
may be provided based on the audit results.

The reserve for other credit losses primarily consists
of reserves on amounts, included in accounts receivable,
that the Bank believes the DIC is obligated to reimburse
to it in accordance with certain indemnification clauses in
the Share Purchase Agreement but which the DIC has not
yet accepted, as well as certain litigation claims and a
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reserve taken on the Bank’s contribution to an industry-
wide fund set up to purchase and collect loans.

The consolidated subsidiaries other than the domestic
trust and banking subsidiary calculate the general reserve
for “normal” and “caution, including substandard” cat-
egories based on the specific actual historical loss ratio,
and the specific reserve for the “possibly bankrupt,” “vir-
tually bankrupt” and “legally bankrupt” categories based
on estimated losses, considering the recoverable value.

For collateralized or guaranteed claims of the Bank and
a certain consolidated subsidiary to obligors who are
legally bankrupt or virtually bankrupt, the amount of
claims exceeding the estimated value of collateral or guar-
antees, which is deemed uncollectible, has been charged
off and totaled ¥39,758 million (U.S.$337,566 thou-
sand) and ¥28,106 million as of March 31, 2007 and
2006, respectively.

(o) Accrued Bonuses for Employees and Directors
Accrued bonuses for employees and directors are provided
in the amount of the estimated bonuses which are attrib-
utable to each fiscal year.

(p) Reserve for Retirement Benefits

The Bank, APLUS and Showa Leasing each have a non-
contributory defined benefit pension plan and certain of
the Bank’s consolidated domestic subsidiaries have
unfunded severance indemnity plans, which cover sub-
stantially all of the Group’s employees. The reserve for
retirement benefits is provided for the payment of employ-
ees’ retirement benefits based on the estimated amounts
of the actuarial retirement benefit obligation net of the
estimated value of pension assets. Net actuarial gains and
losses and prior service costs are amortized using the
straight-line method over the average remaining service
period mainly from the fiscal year of occurrence.

Effective April 1, 2000, the Bank adopted a new
accounting standard for employees’ retirement benefits
and accounts for the liabilities for retirement benefits
based on the projected benefit obligations net of plan
assets at the balance sheet date. The transitional unrecog-
nized net retirement benefit obligation for the Bank of
¥9,081 million is being amortized using the straight-line
method over 15 years.

(q) Reserve for Losses on Interest Repayments

On October 13, 2006, the Japanese Institute of Certified
Public Accountants (the “JICPA") issued “Audit Guidelines
on Consumer Finance Companies’ Provisions for Possible
Losses on Reimbursements of Excess Interest Payments”
(the “Audit Guidelines”). These guidelines stipulate that
consumer and commercial finance companies must make
certain provisions for possible losses on reimbursements

of excess interest payments and loan losses related to

(0



Notes to Consolidated Financial Statements

(@

consumer finance loans extended at interest rates in
excess of the maximum interest rate prescribed in the
Interest Rate Restriction Law. In accordance with such
guidelines, the amount of such reserve for APLUS and
Shinki Co., Ltd. (“Shinki") was calculated using the aver-
age period to maturity of the affected loans, an estimate of
the percentage of such loan transactions that will be sub-
ject to a future reimbursement request based on past
experience and an estimate of the average amount to be
reimbursed based on past experience. The cumulative
effect of the adoption of the audit guidelines, ¥909 million
(U.S.$7,718 thousand), was recorded in other losses, net,
for the fiscal year ended March 31, 2007.

(r) Reserve under Special Law

The reserve under special law is provided for contingent
liabilities from brokering of securities transactions in
accordance with Article 51 of the Securities and
Exchange Law of Japan.

(s) Presentaion 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 outside of shareholders’ equity are now pre-
sented as components of equity. 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
ended on or after May 1, 2006. The consolidated balance
sheet as of March 31, 2007 is presented in line with this
new accounting standard. Reclassification of prior years is
not permitted.

(t) Accounting for Stock Options
On December 27, 2005, the ASBJ issued ASBJ State-
ment No. 8, “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 recog-
nize compensation expense for employee stock options
based on the fair value at the date of grant and over the
vesting period as consideration for receiving goods or ser-
vices. The standard also requires companies 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 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.

The Bank applied this new accounting standard to

options granted on and after May 1, 2006. The effect of
adoption of this accounting standard for the fiscal year
ended March 31, 2007 was to increase loss before
income taxes and minority interests by ¥517 million
(U.S.$4,393 thousand).

(u) Accounting for Lease Transactions
Under Japanese accounting standards for leases, finance
leases where the ownership of the property is deemed to
transfer to the lessee are capitalized, while other finance
leases can be accounted for as operating leases if certain
“as if capitalized” information is disclosed in the notes to
the consolidated financial statements. All leases entered
into by the Bank and its consolidated domestic subsidiar-
ies as lessee have been accounted for as operating leases.
Lease and rental income is recognized at the due date
of each lease payment according to the lease contracts.
Leased assets held by consolidated domestic subsidiaries
as lessor are depreciated using the straight-line method
over the leasing periods.

(v) Installment Sales Finance and Credit Guarantees
Fees from installment sales finance have principally been
prorated over the respective number of installments, and
the prorated amounts have been recognized as income
either when they become due (the “sum-of-the-months
digits method”), or by using the credit-balance method
depending on the contract terms.

Fees from credit guarantees have been recognized
either by the sum-of-the-months digits method, the
straight-line method or the credit-balance method
depending on the contract terms.

(w) Income Taxes

Deferred income taxes relating to temporary differences
between financial reporting and tax bases of assets and
liabilities and tax loss carryforwards have been recog-
nized. The asset and liability approach is used to
recognize deferred income taxes.

The Bank files its corporate income tax return under
the consolidated corporation tax system, which allows
companies to base tax payments on the combined profits
and losses of the Bank and its wholly owned domestic
subsidiaries.

A valuation allowance is recognized for any portion of
the deferred tax assets where it is considered more likely
than not that it will not be realized.

(x) Appropriation of Retained Earnings

Cash dividends are recorded in the fiscal year that the
relevant proposed appropriation of retained earnings is
approved by the Board of Directors and noticed at the
general meeting of shareholders.

(y) Derivatives and Hedge Accounting
Derivatives are stated at fair value. Derivative transactions
that meet the hedge accounting criteria are primarily



accounted for using a deferral method whereby unrealized
gains and losses are deferred until the gains and losses on
the hedged items are realized. Net deferred gains or
losses on derivatives under hedge accounting which were
previously presented as assets or liabilities are now
presented as a component of equity under the new
accounting standard effective for the fiscal year ended
March 31, 2007.

(i) Hedge of interest rate risks

Derivative transactions that meet the hedge accounting
criteria for mitigating interest rate risks of the Bank’s fi-
nancial assets and liabilities are accounted for using the
deferral method. Prior to April 1, 2003, the Bank princi-
pally applied a “macro hedge” approach for interest rate
derivatives used to manage interest rate risks and its ALM
activities based on the transitional treatment prescribed
in Industry Audit Committee Report No. 24 issued by the
JICPA. Effective April 1, 2003, the Bank adopted portfo-
lio hedging to determine the effectiveness of its hedging
instruments in accordance with Report No. 24. Under
portfolio hedging, a portfolio of hedged items with com-
mon maturities such as deposits or loans is designated
and matched with a group of hedging instruments such as
interest rate swaps, which offset the effect of fair value
fluctuations of the hedged items by identified maturities.
The effectiveness of the portfolio hedging is assessed by
each group.

Deferred hedge losses and deferred hedge gains previ-
ously recorded on the consolidated balance sheets as a
result of macro hedge accounting before implementation
of portfolio hedging are being amortized as interest
expense or income over the remaining lives of the hedging
instruments. The unamortized balances of deferred hedge
losses attributable to macro hedge accounting, before
deduction of tax benefit, as of March 31, 2007 and 2006
were ¥21 million (U.S.$185 thousand) and ¥72 million
respectively. The net amounts were included in deferred
loss on derivatives under hedge accounting.

The interest rate swaps of certain consolidated subsid-
iaries which qualify for hedge accounting and meet spe-
cific matching criteria are not remeasured at fair value,
but the net payments or receipts under the swap agree-
ments are recognized and included in interest expenses
or income.

The consolidated domestic leasing subsidiaries partially
applied deferral hedge accounting in accordance with
Industry Audit Committee Report No. 19 of the JICPA for
the fiscal year ended March 31, 2006.

(ii) Hedge of foreign exchange fluctuation risks

Fund swaps and certain currency swap transactions are
accounted for using either deferral hedge accounting or
fair value hedge accounting in accordance with Industry
Audit Committee Report No. 25 of the JICPA.
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Fund swap transactions are foreign exchange swaps,
and consist of spot foreign exchange contracts bought
or sold and forward foreign exchange contracts sold
or bought. Such transactions are contracted for the pur-
pose of lending or borrowing in a different currency and
converting the corresponding principal equivalents and
foreign currency equivalents to pay and receive, whose
amounts and due dates are predetermined at the time of
the transactions, into forward foreign exchange contracts
bought or sold.

Under deferral hedge accounting, hedged items are
identified by grouping the foreign currency-denominated
financial assets and liabilities by currencies and designat-
ing derivative transactions such as currency swap transac-
tions and forward exchange contracts as hedging
instruments. Hedge effectiveness is reviewed by compar-
ing the total foreign currency position of the hedged items
and hedging instruments by currency.

The Bank also applies deferral hedge accounting and
fair value hedge accounting to translation gains or losses
from foreign currency assets of net investments in foreign
affiliates and securities available-for-sale (other than
bonds denominated in foreign currencies) when such
foreign currency exposures recorded as assets are hedged
with offsetting foreign currency liabilities and the
liabilities exceed the acquisition cost of such foreign
currency assets.

(iii) Inter-company and intra-company derivative
transactions
Gains and losses on inter-company and intra-company
derivative hedging transactions between the trading book
and the banking book are not eliminated since offsetting
transactions with third parties are appropriately entered
into in conformity with the non-arbitrary and strict
hedging policy in accordance with Industry Audit Commit-
tee Reports No. 24 and No. 25. As a result, in the bank-
ing book, realized gains and losses on such inter-company
and intra-company transactions are reported in current
earnings and valuation gains and losses which meet the
hedge accounting criteria are deferred. On the other hand,
in the trading book, realized gains and losses and
valuation gains and losses on such inter-company and
intra-company transactions are substantially offset with
covering contracts entered into with third parties.

(z) Per Share Information
Basic net (loss) income per common share calculations
represent net (loss) income available to common share-
holders, divided by the weighted average number of out-
standing shares of common stock during the respective
fiscal year, retroactively adjusted for stock splits and
reverse stock splits.

Diluted net income per common share calculations
consider the dilutive effect of common stock equivalents,

(@
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which include preferred shares and stock acquisition
rights, assuming that all preferred shares were converted
into common shares at the beginning of the fiscal year
with an applicable adjustment for related dividends on
preferred stock, and that stock acquisition rights were
fully exercised at the time of issuance for those issued
during the fiscal year and at the beginning of the fiscal
year for those previously issued and outstanding at the
beginning of the fiscal year.

Cash dividends per common share and per Class A and
Class B preferred shares presented in the accompanying
consolidated statements of operations are dividends appli-
cable to the respective years, including dividends to be
paid after the end of the years, which are retroactively
adjusted for stock splits and reverse stock splits.

(aa) New Accounting Pronouncements

(i) 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 capital-
ized” information is disclosed in the notes to the
lessee’s financial statements.

Under the revised accounting standard, finance
lease transactions are not permitted to be accounted
for as operating leases by either lessees or lessors. 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.

(ii)Unification of Accounting Policies Applied to Foreign
Subsidiaries for the Consolidated Financial Statements
Under Japanese GAAP, a company currently can use the
financial statements of foreign subsidiaries which are
prepared in accordance with generally accepted

accounting principles in their respective jurisdiction for
its consolidation process unless they are clearly unrea-
sonable. On May 17, 2006, the ASBJ issued ASBJ PITF
No. 18, “Practical Solution on Unification of Account-
ing Policies Applied to Foreign Subsidiaries for the Con-
solidated Financial Statements.” The new task force
prescribes: 1) the accounting policies and procedures
applied to a parent company and its subsidiaries for
similar transactions and events under similar circum-
stances should in principle be unified for the prepara-
tion of the consolidated financial statements, 2)
financial statements prepared by foreign subsidiaries in
accordance with either International Financial Reporting
Standards or the generally accepted accounting prin-
ciples in the United States tentatively may be used for
the consolidation process, 3) however, the following
items should be adjusted in the consolidation process so
that net income is accounted for in accordance with
Japanese GAAP unless they are not material;
(1) Amortization of goodwill
(2) Actuarial gains and losses of defined benefit plans
recognized outside profit or loss
(3) Capitalization of intangible assets arising from
development phases
(4) Fair value measurement of investment properties,
and the revaluation model for premises and
equipment, and intangible assets
(5) Retrospective application when accounting policies
are changed
(6) Accounting for net income attributable to a minority
interest
The new task force is effective for fiscal years begin-
ning on or after April 1, 2008, with early adoption
permitted.

(ab) Reclassifications

Certain reclassifications have been made to the consoli-
dated financial statements for the fiscal year ended March
31, 2006 to conform to the presentation for the fiscal
year ended March 31, 2007.
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3. Cash and Cash Equivalents

The reconciliation of cash and cash equivalents at the end of the fiscal year and cash and due from banks in the

consolidated balance sheets as of March 31, 2007 and 2006 was as follows:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Cash and due from banks ¥ 448,554 ¥ 488,601 $ 3,808,414
Interest-bearing deposits included in due from banks (177,061) (147,887) (1,503,326)
Cash and cash equivalents at end of year ¥ 271,493 ¥ 340,713 $ 2,305,088

4. Other Monetary Claims Purchased

(a) Other monetary claims purchased as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007

Trading purposes ¥281,034 ¥177,314 $2,386,098

Other 85,470 96,623 725,684

Total ¥366,505 ¥273,937 $3,111,782

(b) The fair value and the unrealized loss of other monetary claims purchased for trading purposes as of March 31, 2007

and 2006 were as follows:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Unrealized Unrealized Unrealized
Fair value loss Fair value loss Fair value loss
Trading purposes ¥281,034 ¥7,717 ¥177,314  ¥5,028 $2,386,098 $65,527

5. Trading Assets

Trading assets as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Trading securities ¥ 12,427 ¥ 7,609 $ 105,515
Derivatives for trading securities 8,973 16,000 76,190
Securities held to hedge trading transactions 186,150 34,768 1,580,496
Derivatives for securities held to hedge trading transactions 3,555 1,726 30,191
Trading-related financial derivatives 91,624 133,475 777,928
Other trading assets 657 — 5,580
Total ¥303,389 ¥193,581 $2,575,900
(a) Monetary assets held in trust as of March 31, 2007 and 2006 consisted of the following:
Thousands of
Millions of yen U.S. dollars
2007 2006 2007
Trading purposes ¥339,097 ¥277,434 $2,879,079
Other 163,235 178,732 1,385,932
Total ¥502,332 ¥456,167 $4,265,011
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(b) The fair value and the unrealized loss of monetary assets held in trust for trading purposes as of March 31, 2007 and
2006 were as follows:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Unrealized Unrealized Unrealized
Fair value loss Fair value loss Fair value loss
Trading purposes ¥339,097 ¥5,629 ¥277,434 ¥5,730 $2,879,078 $47,796

(c) The acquisition cost, which is the same as the book value, of monetary assets held in trust for other than trading
purposes as of March 31, 2007 and 2006 was ¥163,235 million (U.S.$1,385,932 thousand) and ¥178,732 million,
respectively.

(a) Securities as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Trading securities ¥ 116,593 ¥ 162,665 $ 989,926
Securities being held to maturity 407,000 160,454 3,455,597
Securities available-for-sale:
Marketable securities, at fair value 1,016,315 854,925 8,628,929
Book value of securities whose fair value is not
readily determinable 251,180 280,939 2,132,621
Investments in unconsolidated subsidiaries, at cost
and affiliates using the equity method 63,593 35,505 539,934
Total ¥1,854,682 ¥1,494,489 $15,747,007

The above balances do not include securities held in relation to securities borrowing transactions with or without cash
collateral, securities purchased under resale agreements or securities accepted as collateral based on derivative transac-
tions, where the Group has the right to sell or pledge such securities without restrictions. The balances of those securities
as of March 31, 2007 and 2006 were ¥60,379 million (U.S.$512,650 thousand) and ¥59,797 million, respectively, and
the amount further pledged as of March 31, 2007 was ¥4,604 million (U.S.$39,091 thousand).

The amount of guarantee obligations for privately-placed bonds (Securities and Exchange Law, Article 2, Item 3), out of
bonds included in Securities, stands at ¥90,671 million.

The stocks of BlueBay Asset Management Limited ¥9,524 million and MU Frontier Servicer Co., Ltd., ¥200 million held
as “investments in affiliates” are classified as “ securities available-for-sale” due to the partial sale of the shares and the
decrease of influence by the Bank during the fiscal year ended March 31, 2007.

(b) The amortized cost and the fair value of marketable securities (other than trading securities) as of March 31, 2007 and
2006 were as follows:

Millions of yen

2007 2006
Gross Gross Gross Gross
Amortized unrealized unrealized Amortized unrealized unrealized
cost gain loss Fair value cost gain loss Fair value

Securities being held to maturity:
Japanese national government bonds ¥ 364,526 ¥ 159 ¥1,347 ¥ 363,337 ¥160,454 ¥ 0 ¥2,505 ¥157,949

Japanese corporate bonds 42,474 8 42 42,440 —
Total ¥ 407,000 ¥ 168 ¥1,390 ¥ 405,777 ¥160,454 ¥ 0 ¥2,505 ¥157,949
Securities available-for-sale:
Equity securities ¥ 21,395 ¥ 2,372 ¥1,366 ¥ 22,402 ¥ 19,087 ¥5,678 ¥ 114 ¥ 24,652
Japanese national government bonds 389,570 23 3,709 385,883 322,705 4 4,587 318,123
Japanese local government bonds 53,262 8 19 53,251 81,164 0 32 81,132
Japanese corporate bonds 134,838 381 53 135,166 275,164 62 140 275,085
Other, mainly foreign debt securities 409,045 11,372 806 419,611 153,281 3,390 715 155,931
Total ¥1,008,112 ¥14,159 ¥5956 ¥1,016,315 ¥851,404 ¥9,136  ¥5,590 ¥854,925
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Thousands of U.S. dollars

2007
Gross Gross
Amortized unrealized unrealized
cost gain loss Fair value

Securities being held to maturity:
Japanese national government bonds $3,094,975 $ 1,354 $11,444 $3,084,885

Japanese corporate bonds 360,622 74 363 360,333

Total $3,455,597 $ 1,428 $11,807 $3,445,218

Securities available-for-sale:

Equity securities $ 181,656 $ 20,146 $11,600 $ 190,202
Japanese national government bonds 3,307,612 198 31,499 3,276,311
Japanese local government bonds 452,217 75 169 452,123
Japanese corporate bonds 1,144,835 3,239 456 1,147,618
Other, mainly foreign debt securities 3,472,963 96,559 6,847 3,562,675

Total $8,559,283 $120,217 $50,571 $8,628,929

Gross unrealized gains and losses as of March 31, 2006, as presented above, do not include the valuation gains or losses
related to certain securities with embedded derivatives, which are carried at ¥25 million (loss), and for which the gains or
losses have been recorded in other business income, net.

Individual securities are written down when a decline in fair value below the cost of such securities is deemed to be other
than temporary. The amount written down is accounted for as impaired loss. Impaired loss of marketable securities available-
for-sale for the fiscal years ended March 31, 2007 and 2006 was ¥517 million (U.S.$4,397 thousand) and ¥10 million,
respectively.

(c) Securities available-for-sale sold during the fiscal years ended March 31, 2007 and 2006 were as follows:

Millions of yen

2007 2006
Total amount Total amount Total amount  Total amount
Proceeds of gains of losses Proceeds of gains of losses
from sales on sales on sales from sales on sales on sales
Securities available-for-sale sold ¥207,162 ¥9,056 ¥2.470 ¥688,993 ¥8 054 ¥2,403

Thousands of U.S. dollars

2007
Total amount Total amount
Proceeds of gains of losses
from sales on sales on sales
Securities available-for-sale sold $1,758,892 $76,892  $20,972

(d) The book value of amortized cost of securities available-for-sale whose fair value was not readily determinable as of
March 31, 2007 and 2006 was as follows:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Equity securities ¥ 7,969 ¥ 5,969 $ 67,663
Japanese local government bonds 4 4 34
Japanese corporate bonds 156,939 212,439 1,332,482
Foreign securities 69,489 52,879 589,994
Other 16,777 9,646 142,448
Total ¥251,180 ¥280,939 $2,132,621
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(e) Redemption schedules for securities being held to maturity and available-for-sale as of March 31, 2007 and 2006 were

as follows:
Millions of yen
2007 2006
Over 1 year Over 5 years Over 1 year Over 5 years
1 year to to Over 1 year to to Over
or less 5 years 10 years 10 years or less 5 years 10 years 10 years
Bonds:
Japanese national government bonds ¥319,016 ¥384,422 ¥ — ¥ 46,970 ¥146,674  ¥282,916 ¥ 2,431 ¥46,556
Japanese local government bonds 51,554 507 1,193 — 81,122 4 9 —
Japanese corporate bonds 139,770 169,110 25,699 — 319,974 167,512 36 —
Subtotal 510,341 554,039 26,892 46,970 547,772 450,434 2,477 46,556
Other 4,342 128,751 164,895 161,583 7,125 102,566 53,078 22,953
Total ¥514,684 ¥682,791 ¥191,787 ¥208,554 ¥554,897  ¥553,000 ¥55,555 ¥69,509
Thousands of U.S. dollars
2007
Over 1 year Over b5 years
1 year to to Over
or less 5 years 10 years 10 years
Bonds:
Japanese national government bonds $2,708,583  $3,263,904 $ — $ 398,799
Japanese local government bonds 437,716 4,305 10,136 —
Japanese corporate bonds 1,186,711 1,435,815 218,196 —
Subtotal 4,333,010 4,704,024 228,332 398,799
Other 36,870 1,093,156 1,400,026 1,371,913
Total $4,369,880 $5,797,180 $1,628,358 $1,770,712

8. Loans and Bills Discounted

Loans and bills discounted as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Loans on deeds ¥4,423,269 ¥3,257,148 $37,555,357
Loans on bills 83,241 124,915 706,757
Bills discounted 2,423 401 20,572
Overdrafts 637,372 705,095 5,411,548
Total ¥5,146,306 ¥4,087,561 $43,694,234

(a) Loans and bills discounted include loans to bankrupt
obligors totaling ¥1,748 million (U.S.$14,848 thousand)
and ¥1,889 million as of March 31, 2007 and 2006,
respectively, as well as non-accrual delinquent loans total-
ing ¥21,849 million (U.S.$185,514 thousand) and
¥36,347 million as of March 31, 2007 and 2006,
respectively.

Non-accrual delinquent loans include loans classified
as “possibly bankrupt” and “virtually bankrupt” under the
Bank’s self-assessment guidelines.

In addition to non-accrual delinquent loans as defined,
certain other loans classified as “substandard” under the
Bank's self-assessment guidelines include loans past due
for three months or more.

Loans past due for three months or more consist of
loans for which the principal and/or interest is three
months or more past due but exclude loans to bankrupt
obligors and non-accrual delinquent loans. The balances
of loans past due for three months or more as of March
31, 2007 and 2006 were ¥4,792 million (U.S.$40,691
thousand) and ¥3,125 million, respectively.

Restructured loans are loans where the Group relaxes
lending conditions, such as by reducing the original inter-
est rate, or by forbearing interest payments or principal
repayments to support the borrower’s reorganization, but
exclude loans to bankrupt obligors, non-accrual delin-
quent loans or loans past due for three months or more.
The outstanding balances of restructured loans as of



March 31, 2007 and 2006 were ¥36,422 million
(U.S.$309,238 thousand) and ¥42,832 million,
respectively.

(b) The total outstanding amounts deducted from the loan
account for loan participations as of March 31, 2007 and
2006 were ¥83,124 million (U.S.$705,757 thousand)
and ¥124,475 million, respectively. This “off-balance
sheet” treatment is in accordance with a guideline issued
by the JICPA. The balance of loans in which the Bank par-
ticipated was ¥93,818 million (U.S.$796,557 thousand).

(c) The amount of loans sold through senior certificates
under a collateralized loan obligation (CLO) securitization
totaled ¥129,695 million (U.S.$1,101,166 thousand) and
¥252,812 million as of March 31, 2007 and 2006,
respectively, with the subordinated certificates retained by
the Bank totaling ¥43,862 million (U.S.$372,407

9. Other Assets
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thousand) and ¥97,622 million as of March 31, 2007 and
2006, respectively, recorded as loans.

A reserve for credit losses was established based on the
aggregate amount of the senior and subordinated certifi-
cate portions described above, taking into consideration
all credit risks to be absorbed by the subordinated
certificates.

(d) Bills discounted, such as bank acceptances bought,
commercial bills discounted, documentary bills and foreign
exchange contracts bought, are accounted for as financing
transactions in accordance with the Industry Audit Com-
mittee Report No. 24 of the JICPA, although the Bank has
the right to sell or pledge them without restrictions. The
face values of such bills discounted held as of March 31,
2007 and 2006 were ¥179 million (U.S.$1,521
thousand) and ¥401 million, respectively.

Other assets as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007

Accrued income ¥ 40,705 ¥ 33,565 $ 345,610
Prepaid expenses 6,102 5,519 51,816
Fair value of derivatives 124,760 49,055 1,059,269
Deferred losses on derivatives for hedging purposes _— 11,510 _—
Financial stabilization fund contribution 70,239 70,239 596,358
Accounts receivable 74,357 75,828 631,327
Installment receivables 440,864 472,901 3,743,123
Securities deposits 15,320 14,542 130,078
Suspense payment 46,643 34,928 396,021
Other 51,379 83,250 436,236

Total ¥870,375 ¥851,342 $7,389,838

Installment receivables in other assets as of March 31,
2007 and 2006 include credits to bankrupt obligors total-
ing ¥279 million (U.S.$2,370 thousand) and ¥1,301
million, non-accrual delinquent credits totaling ¥3,192
million (U.S.$27,110 thousand) and ¥3,631 million,

credits past due for three months or more of ¥1,733 mil-
lion (U.S.$14,717 thousand) and ¥1,337 million, and
restructured credits of ¥10,271 million (U.S5.$87,207
thousand) and ¥16,265 million, respectively.
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10. Premises and Equipment

Premises and equipment as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Buildings ¥ 50,409 ¥ 50,512 $ 427,994
Land 41,756 43,927 354,528
Tangible leased assets 503,965 425,336 4,278,871
Other 17,425 15,930 147,953
Subtotal 613,556 535,707 5,209,346
Accumulated depreciation (231,096) (134,847) (1,962,105)
Net book value ¥ 382,460 ¥ 400,859 $ 3,247,241
Intangible assets as of March 31, 2007 and 2006 consisted of the following:
Thousands of
Millions of yen U.S. dollars
2007 2006 2007
Software ¥ 24,221 ¥ 25,722 $ 205,652
Goodwill, net 158,066 226,692 1,342,048
Intangible assets acquired through acquisitions 19,826 68,181 168,339
Intangible leased assets 41,912 43,694 355,855
Other 127 120 1,085
Total ¥244,155 ¥364,411 $2,072,979

12. Reserve for Credit Losses

Reserve for credit losses as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007

Reserve for loan losses:
General reserve ¥101,268 ¥ 89,043 $ 859,812
Specific reserve 13,565 22,574 115,175
Reserve for loans to restructuring countries 9 5 78
Subtotal 114,843 111,623 975,065
Specific reserve for other credit losses 32,432 33,245 275,363
Total ¥147,275 ¥144,868 $1,250,428
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13. Deposits, Including Negotiable Certificates of Deposit

Deposits, including negotiable certificates of deposit, as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Current ¥ 25508 ¥ 47,771 $ 216,580
Ordinary 1,534,788 1,197,965 13,030,974
Notice 37,660 23,128 319,756
Time 2,931,633 2,336,231 24,890,759
Negotiable certificates of deposit 480,199 157,373 4,077,089
Other 411,139 309,288 3,490,741
Total ¥5,420,930 ¥4,071,758 $46,025,899

14. Debentures

Debentures as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Coupon debentures ¥703,298 ¥1,018,909 $5,971,287

Annual maturities of debentures as of March 31, 2007 were as follows:

Thousands of

Year ending March 31 Millions of yen U.S. dollars
2008 ¥129,464 $1,099,203
2009 157,792 1,339,725
2010 133,597 1,134,293
2011 145,520 1,235,531
2012 and thereafter 136,923 1,162,535
Total ¥703,298 $5,971,287

15. Trading Liabilities

Trading liabilities as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Derivatives for trading securities ¥16,224 ¥ 23,682 $137,752
Derivatives for securities held to hedge trading transactions 884 494 7,508
Trading-related financial derivatives 82,004 124,525 696,250
Other 142 1,287 1,207
Total ¥99,255 ¥149,990 $842,717
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16. Borrowed Money

Borrowed money as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Subordinated debt ¥ 108,000 ¥ 144,000 $ 916,964
Borrowings from other financial institutions 1,014,688 1,061,765 8,615,118
Total ¥1,122,688  ¥1,205,765 $9,532,082

The weighted average interest rate applicable to the balance of total borrowed money as of March 31, 2007 was 1.27%.

Annual maturities of borrowed money as of March 31, 2007 were as follows:

Thousands of

Year ending March 31 Millions of yen U.S. dollars
2008 ¥ 470,472 $3,994,501
2009 186,467 1,683,185
2010 109,378 928,664
2011 99,295 843,063
2012 and thereafter 257,074 2,182,669
Total ¥1,122,688 $9,532,082

17. Foreign Exchanges

The assets and liabilities related to foreign currency trade financing activities of the Bank as of March 31, 2007 and 2006

consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2007
Foreign exchange assets:
Foreign bills bought ¥ 169 ¥ $ 1,436
Foreign bills receivable 619 5,255
Due from foreign banks 14,259 121,068
Total ¥15,047 ¥12,140 $127,759
Foreign exchange liabilities:
Foreign bills payable ¥ 116 ¥ $ 989
Due to foreign banks 2 20
Total ¥ 118 ¥ $ 1,009

18. Corporate Bonds

Corporate bonds as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2007
Corporate bonds ¥ 43,319 ¥ 35,708 $ 367,796
Subordinated bonds 357,166 262,293 3,032,484
Total ¥400,485 ¥298,002 $3,400,280

In February 2006, the Bank issued € 1.0 billion of step-up callable subordinated notes. The issue price was 99.486% of
the principal amount. The notes will bear interests at the fixed rate per annum of 3.75% through February 23, 2011, and
at the floating rate per annum equal to three-month EURIBOR plus 1.95% thereafter. The notes are redeemable at the
Bank’s option in whole but not in part on any interest payment date on or after February 23, 2011, subject to the prior

approval of the Financial Services Agency of Japan.

On December 6, 2006, the Bank issued £400 million of step-up callable perpetual subordinated notes. The issue price
was 99.669% of the principal amount. The notes will bear interests at the fixed rate per annum of 5.625% through
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December 6, 2013, and at the floating rate per annum equal to the London inter-bank offered rate for six-month deposits
in British pounds plus 2.12% thereafter. The notes are redeemable at the Bank’s option in whole but not in part on any
interest payment date on or after December 6, 2013, subject to the prior approval of the Financial Services Agency of
Japan.

Annual maturities of corporate bonds as of March 31, 2007 were as follows:

Thousands of

Year ending March 31 Millions of yen U.S. dollars
2008 ¥ 1,968 $ 16,716
2009 6,380 54,174
2010 9,996 84,875
2011 8,808 74,785
2012 and thereafter 373,330 3,169,730
Total ¥400,485 $3,400,280

19. Other Liabilities

Other liabilities as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007

Accrued expenses ¥ 47,699 ¥ 47,436 $ 404,992
Unearned income 1,894 2,031 16,087
Income taxes payable 1,796 4,238 15,256
Fair value of derivatives 91,717 51,991 778,719
Matured debentures, including interest 32,795 36,174 278,446
Trust account 15,182 40,448 128,909
Accounts payable 81,537 99,434 692,288
Deferred gains on installment receivables 43,486 48,713 369,220
Deposits payable 113,157 106,011 960,755
Other 69,089 99,272 586,594

Total ¥498,358 ¥535,753 $4,231,266

20. Reserve for Retirement Benefits

The following table presents the funded status of the plans as of March 31, 2007 and 2006:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Projected benefit obligation ¥(68,303) ¥(69,904) $(579,923)
Fair value of plan assets 69,467 71,339 589,809
Funded status (projected benefit obligation in excess of plan assets) 1,164 1,435 9,886
Unrecognized prior service cost (4,295) (4,867) (36,466)
Unrecognized net actuarial losses 2,418 1,251 20,532
Unrecognized obligation at transition 4,852 5,470 41,199
Net amount accrued on the balance sheets 4,140 3,289 35,151
Prepaid pension cost 7,661 6,599 65,049
Reserve for retirement benefits ¥ (3,521) ¥ (3,309) $ (29,898)
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The following table provides the components of net periodic retirement benefit cost for the fiscal years ended March 31,

2007 and 2006:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Service cost ¥ 3,295 ¥ 3,149 $ 27,981
Interest cost 1,471 1,347 12,494
Expected return on plan assets (1,597) (1,265) (13,563)
Amortization of prior service cost (438) (382) (3,719)
Amortization of net actuarial losses 594 521 5,050
Amortization of unrecognized obligation at transition 610 610 5,186
Other (extraordinary severance benefit expensed, etc.) 6,057 364 51,432
Net periodic retirement benefit cost ¥ 9,994 ¥ 4,344 $ 84,861
Assumptions used in calculation of the above information were as follows:
2007 2006
Discount rate 1.50-2.20% 1.50-2.20%
Expected rate of return on plan assets 1.50-3.50% 1.50-3.50%

Straight-line basis
5.00-14.74 years
5.00-14.74 years
15 years

Method of attributing the projected benefits to periods of service
Period of amortization of prior service cost

Period of amortization of net actuarial losses

Period of amortization of unrecognized obligation at transition

Straight-line basis
5.00-14.74 years
5.00-14.74 years
15 years

The table includes benefit obligations of consolidated subsidiaries that calculate their obligations based on the full

amount due to eligible employees as of the fiscal year-end.

21. Acceptances and Guarantees

Acceptances and guarantees as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Guarantees ¥754,420 ¥813,480 $6,405,335
Letters of credit — 0 —
Total ¥754,420 ¥813,480 $6,405,335

22. Assets Pledged as Collateral

Assets pledged as collateral and debts collateralized as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007

Assets:

Cash and due from banks ¥ 70 ¥ 70 $ 594

Securities 240,740 284,378 2,043,981

Loans and bills discounted 2,576 — 21,877
Debts:

Deposits, including negotiable certificates of deposit ¥ 568 ¥ 2,500 $ 4,828

Collateral related to securities lending transactions 8,333 — 70,753

Borrowed money 20,218 602 171,664

Other liabilities — 910 —

Acceptances and guarantees 902 — 7,663

(@2
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A total of ¥30,862 million (U.S.$262,032 thousand) settlements, swap transactions and replacement of
and ¥455 million of unearned lease claims were pledged margin for future trading as of March 31, 2007 and
as collateral for the above-mentioned borrowed money as 2006, respectively.
of March 31, 2007 and 2006, respectively. Also, ¥13,432 million (U.S.$114,045 thousand) and
In addition, ¥141,344 million (U.S.$1,200,070 ¥15,322 million of margin deposits for futures transac-
thousand) and ¥173,124 million of securities were tions outstanding were included in other assets as of
pledged as collateral for transactions, including exchange March 31, 2007 and 2006, respectively.

23. Preferred Securities Issued by Subsidiaries Outside Japan

In February 2006, Shinsei Finance (Cayman) Limited, the million of non-cumulative perpetual preferred securities.
Bank’s wholly owned subsidiary, issued U.S.$775 million Dividends on the securities are payable on a non-
of step-up non-cumulative perpetual preferred securities. cumulative basis annually in arrears at a rate of 7.160%
Dividends on the securities are payable on a non- until July 2016. After July 2016, dividends on the securi-
cumulative basis annually in arrears at a rate of 6.418% ties will be calculated at a floating rate of LIBOR plus
until July 2016. After July 2016, dividends on the securi- 1.87%. On July 25, 2016 and on each dividend payment
ties will be calculated at a floating rate of LIBOR plus date falling at ten year intervals thereafter, Shinsei
2.22%. On July 20, 2016 or any dividend payment date Finance Il (Cayman) Limited may redeem the securities at
thereafter, Shinsei Finance (Cayman) Limited may redeem a price equal to the liquidation preference together with
the securities at a price equal to the liquidation preference any dividends otherwise payable.
together with any dividends otherwise payable. These preferred securities are accounted for as

In March 2006, Shinsei Finance Il (Cayman) Limited, minority interests in the consolidated financial statements
the Bank’s wholly owned subsidiary, issued U.S.$700 of the Bank.

The authorized number of shares of capital stock (common stock and preferred stock) as of March 31, 2007 was as follows:

(a) 2,500,000 thousand common shares.

(b) 674,528 thousand preferred shares, non-voting and ranking prior to common shares with respect to payment of
dividends and distribution on liquidation or winding-up of the Bank. The dividend rate and redemption and conversion
rights, if any, are to be determined by the Board of Directors of the Bank prior to issuance.

The following table shows changes in the number of shares of common stock, preferred stock and treasury stock for the
fiscal years ended March 31, 2006 and 2007:

(Thousands)
Issued number of shares Treasury stock
Preferred stock Preferred stock Preferred stock
Common stock Class A Class B Common stock Class B

Fiscal year ended March 31, 2006:

Beginning of year 1,358,537 74,528 600,000 14 —

Increase — — — 3 —

Decrease — — — — —

End of year 1,358,537 74,528 600,000 17 —
Fiscal year ended March 31, 2007:

Beginning of year 1,358,537 74,528 600,000 17 —

Increase 200,033 — — 181,624 300,000

Decrease (85,000) — (300,000) (85,216) (300,000)

End of year 1,473,570 74,528 300,000 96,425 —
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On July 31, 2006, the DIC accepted the Bank’s proposal
for the Resolution and Collection Corporation (the “RCC”)
to dispose of its holdings of the Bank’s common shares
through a market transaction, following the conversion of
300,000 thousand out of the 600,000 thousand Class B
preferred shares issued by the Bank into 200,033,338 of
the Bank's common shares. The conversion price of the
preferred shares was ¥599.90. In order to respond to a
subsequent sale by the RCC, the Bank’s Board of Direc-
tors approved the purchase of up to 201,000 thousand
common shares for a maximum amount of ¥154 billion as
treasury stock. Effective August 1, 2006, the conversion
price of the remaining 300,000 thousand Class B
preferred shares was revised from ¥599.90 to ¥735.

On August 16, 2006, the Bank proposed and obtained
approval from the DIC for the RCC’s sale of the Bank's
common shares through a market transaction. In order to
purchase the common shares in response to such a sale
by the RCC, the Bank determined to place a purchase
order at the closing price of ¥753 on the Tokyo Stock
Exchange as of August 16, 2006 through ToSTNeT-2,
the system of the Tokyo Stock Exchange for transactions
at closing price, to be effected at 8:45 a.m. on August
17, 2006.

On August 17, 2006, following the RCC's sale of its
holdings of the Bank’s common shares (200,033 thou-
sand shares) through ToSTNeT-2, the Bank placed a pur-
chase order for the 200,033 thousand shares through
ToSTNeT-2. Due to additional orders by others, the Bank's
order resulted in the purchase of 175,466 thousand
shares for the aggregate amount of ¥132,125 million.

The Bank purchased an additional 338 shares, the
shares representing any fraction of the one unit of shares
(tangen-kabu), following the request by the RCC pursuant
to Article 192 of the Corporate Law.

On November 16, 2006, the Bank canceled 85,000
thousand common shares.

On and after May 1, 2006, Japanese banks are subject
to the Corporate Law and the Banking Law.

The Corporate Law reformed and replaced the Code
with various revisions that are, for the most part, appli-
cable to events or transactions which occur on or after
May 1, 2006 and for the 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 shareholders meeting, if
companies 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 in-
corporation. 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 Board of Directors
of companies with board committees (an appointment
committee, compensation committee and audit commit-
tee) can also do so because such companies with board
committees already, by nature, meet the above criteria un-
der the Corporate Law, even though such companies have
an audit committee instead of the Board of Corporate Au-
ditors. The Bank is organized as a company with board
committees.

The Corporate Law permits companies to distribute
dividends-in-kind (non-cash assets) to shareholders sub-
ject 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 and the Banking Law provides certain
limitations on the amounts available for dividends or the
purchase of treasury stock.

(b) Increases/decreases and transfer of common stock,
reserve and surplus
The Banking Law requires that an amount equal to 20%
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 100% of the
stated capital.

The Corporate Law also provides that stated capital,
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 pur-
chase treasury stock and dispose of such treasury stock by
resolution of the Board of Directors. The amount of trea-
sury stock purchased cannot exceed the amount available
for distribution to the shareholders which is determined
by a 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.



Holders of Class A preferred shares issued on March 31,
1998 are entitled to priority over holders of common stock
as to the payment of dividends and as to distributions on
liguidation of the Bank. Holders of Class A preferred shares
are to receive non-cumulative dividends of ¥13 and a dis-
tribution of ¥1,300 per preferred share upon liquidation.

Class A preferred shares are convertible up to and
including March 31, 2008, at the option of the share-
holders, into fully paid shares of common stock of the
Bank at a conversion price of ¥360.

Unless previously converted at the option of Class A
preferred shareholders, all outstanding Class A preferred
shares will be mandatorily converted for fully paid shares of
common stock on April 1, 2008, at the number of common
shares calculated by dividing ¥1,300 by the average
market price per share during a specified period preceding
April 1, 2008, with a maximum cap of two common shares
per one Class A preferred share.

Holders of Class B preferred shares issued on April 1,
2000 are entitled to priority over holders of common
stock and an equal ranking with holders of Class A
preferred shares as to the payment of dividends and as to
distributions on liquidation of the Bank. Holders of Class B
preferred shares are to receive non-cumulative dividends of

25. Stock Acquisition Rights

The Bank issues stock acquisition rights as a stock option
plan to directors, statutory executive officers and employ-
ees of the Bank and its subsidiaries as well as its senior
advisors.

Stock acquisition rights provide eligible individuals
(the “Holders”) with the right to purchase common stock
of the Bank without any consideration at an exchange rate
of one thousand common shares to one stock acquisition
right. The amount of money to be paid upon exercising
stock acquisition rights is the amount calculated by multi-
plying the payment amount per share (the “exercise
price”) and the number of common shares that can be
purchased through the exercise of one stock acquisition
right. Conditions are stipulated in the “Agreement on the
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¥4.84 and a distribution of ¥400 per preferred share upon
liquidation.

Class B preferred shares are convertible on or after
August 1, 2005, and up to and including July 31, 2007,
at the option of shareholders, into fully paid shares of
common stock of the Bank. Effective August 1, 2005, the
initial conversion price of Class B preferred shares was
determined at ¥599.90 based on the conversion condi-
tion. The initial conversion price was adjusted on August
1, 2006, at the average market price per share during a
specified period preceding August 1, 2006, ¥735.00.

Unless previously converted at the option of Class B
preferred shareholders, all outstanding Class B preferred
shares will be mandatorily converted for fully paid shares
of common stock on August 1, 2007, at the number of
common shares calculated by dividing ¥400 by the aver-
age market price per share during a specified period
preceding August 1, 2007, as applicable, or “net asset
value”, as defined, per common share if the shares are
not publicly traded. The maximum number of share of
common stock to one share of preferred stock at the time
of simultaneous conversion to common stock is 2/3
shares, and the minimum is 1/2 share.

Grant of Stock Acquisition Rights” entered into between
the Bank and the holders to whom stock acquisition rights
were allotted based on the resolution of the annual
general meeting of shareholders and the meetings of the
Board of Directors which resolves the issuance of stock
acquisition rights afterwards.

On December 27, 2005, the ASBJ issued “Accounting
Standard for Stock Options” and related guidance, which
requires companies to recognize compensation expense
for stock acquisition rights based on the fair value at the
date of grant and over the vesting periods for stock acqui-
sition rights newly granted on and after May 1, 2006.
Stock-based compensation expense was ¥517 million for
the fiscal year ended March 31, 2007.
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(a) Details of stock options

Details of stock options as of March 31, 2007 are as follows:

Total number of

Total number of

Date of issue stock options (shares) Holders Exercise period Exercise price
1st July 1, 2004 9,455,000 2,196 July 1, 2006 - June 23, 2014 684
2nd October 1, 2004 161,000 3 July 1, 2006 - June 23, 2014 646
3rd December 10, 2004 25,000 1 July 1, 2006 - June 23 2014 697
4th June 1, 2005 250,000 1 July 1, 2006 - June 23, 2014 551
5th June 27, 2005 4,922,000 462 July 1, 2007 - June 23, 2015 601
6th June 27, 2005 2,856,000 40 July 1, 2007 - June 23, 2015 601
7th June 27, 2005 1,287,000 135 July 1, 2008 - June 23, 2015 601
8th June 27, 2005 561,000 35 July 1, 2008 - June 23, 2015 601
9th September 28, 2005 157,000 2 July 1, 2007 - June 23, 2015 697
10th  September 28, 2005 53,000 2 July 1, 2008 - June 23, 2015 697
11th March 1, 2006 50,000 2 July 1, 2007 - June 23, 2015 774
12th March 1, 2006 17,000 2 July 1, 2008 - June 23, 2015 774
13th May 25, 2006 5,342,000 588 June 1, 2008 - June 23, 2015 825
14th May 25, 2006 3,027,000 31 June 1, 2008 - June 23, 2015 825
15th May 25, 2006 1,439,000 171 June 1, 2009 - June 23, 2015 825
16th May 25, 2006 331,000 19 June 1, 2009 - June 23, 2015 825
(b) Number of stock options and movement therein
Number of stock options and per share price information are as follows:
1st 2nd 3rd 4th
Non-vested (Share)
Outstanding at the beginning of the year 7,243,000 161,000 25,000 250,000
Granted during the year — — — —
Forfeited during the year 625,000 — — —
Vested during the year 3,738,000 82,000 13,000 125,000
Outstanding at the end of the year 2,880,000 79,000 12,000 125,000
Vested (Share)
Outstanding at the beginning of the year 490,000 — — —
Vested during the year 3,738,000 82,000 13,000 125,000
Exercised during the year 156,000 60,000 — —
Forfeited during the year — — — —
Exercisable at the end of the year 4,072,000 22,000 13,000 125,000
Exercise price (Yen) 684 646 697 551
Weighted average stock price at the date of exercise 721 739 — —
5th 6th 7th 8th
Non-vested (Share)
Outstanding at the beginning of the year 4,070,000 2,579,000 981,000 514,000
Granted during the year — — — —
Forfeited during the year 640,000 251,000 154,000 108,000
Vested during the year 30,000 — — —
Outstanding at the end of the year 3,400,000 2,328,000 827,000 406,000
Vested (Share)
Outstanding at the beginning of the year 497,000 220,000 214,000 26,000
Vested during the year 30,000 — — —
Exercised during the year — — — —
Forfeited during the year — — — —
Exercisable at the end of the year 527,000 220,000 214,000 26,000
Exercise price (Yen) 601 601 601 601

Weighted average stock price at the date of exercise
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9th 10th 11th 12th

Non-vested (Share)
Outstanding at the beginning of the year 157,000 53,000 50,000 17,000
Granted during the year — — — —
Forfeited during the year — — — —
Vested during the year — — — —
Outstanding at the end of the year 157,000 53,000 50,000 17,000
Vested (Share)
Outstanding at the beginning of the year — — — —
Vested during the year — — — —
Exercised during the year — — — —
Forfeited during the year — — — —
Exercisable at the end of the year — — — —
Exercise price (Yen) 697 697 774 774
Weighted average stock price at the date of exercise — — — —

13th 14th 15th 16th
Non-vested (Share)
Outstanding at the beginning of the year — — — —
Granted during the year 5,342,000 3,027,000 1,439,000 331,000
Forfeited during the year 658,000 347,000 178,000 116,000
Vested during the year 227,000 — 66,000 —
Outstanding at the end of the year 4,457,000 2,680,000 1,195,000 215,000

Vested (Share)
Outstanding at the beginning of the year — — — _
Vested during the year 227,000 — 66,000 —
Exercised during the year — — — _
Forfeited during the year — — — _

Exercisable at the end of the year 227,000 — 66,000 —
Exercise price (Yen) 825 825 825 825
Weighted average stock price at the date of exercise — — — —
Fair value of the grant date 163 0r 173 163 0r 173 173 or 192 173 or 192

(c) Measurement of the fair value of stock options

The following shows the assumptions used to measure the fair value of stock options granted during fiscal year 2006.
a) Method used: Black—Scholes option pricing model
b) Major inputs and variables to the model

13th 14th
Exercise period From June 1, 2008 From June 1, 2009 From June 1, 2008 From June 1, 2009
to June 23, 2015 to June 23, 2015 to June 23, 2015 to June 23, 2015
Expected volatility (Note 1) 26.3% 26.3% 26.3% 26.3%
Expected life (Note 2) 5 Year 7 Months 6 Year 1 Month 5 Year 7 Months 6 Year 1 Month
Expected dividends (Note 3) ¥2.96/Share ¥2.96/Share ¥2.96/Share ¥2.96/Share
Risk-free interest rate (Note 4) 1.46% 1.53% 1.46% 1.53%
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15th 16th
Exercise period From June 1, 2009 From June 1, 2011 From June 1, 2009 From June 1, 2011
to June 23, 2015 to June 23, 2015 to June 23, 2015 to June 23, 2015
Expected volatility (Note 1) 26.3% 26.3% 26.3% 26.3%
Expected life (Note 2) 6 Year 1 Month 7 Year 1 Month 6 Year 1 Month 7 Year 1 Month
Expected dividends (Note 3) ¥2.96/Share ¥2.96/Share ¥2.96/Share ¥2.96/Share
Risk-free interest rate (Note 4) 1.53% 1.65% 1.53% 1.65%

Notes:

1. Measured based on the historical stock price of the past 2 years (from June, 2004 to May, 2005).

2. Estimated based on the assumption that the option is exercised at the mid point of the contractual period.
3. Based on the actual dividend for the period ended in March, 2006.

4. Used the yield of JGB with the maturity equivalent to expected life of the option.

(d) Method of determining the vested number of stock options

Incorporated only the actual forfeited options, as the reasonable estimate of future forfeiture is difficult.

(e) On May 25, 2007, the Bank granted a total of 4,786 stock acquisition rights with an exercise price of ¥555, whose
exercise period is from June 1, 2009 to May 8, 2017.

At the Board of Directors’ meeting held on May 9, 2007, the Bank resolved to submit a proposal at the annual general
meeting of shareholders to be held on June 20, 2007, for the granting of up to a total of 9,000 stock acquisition rights.
The exercise period for the stock acquisition rights is to be from the allocation date to June 23, 2018.

26. Net Trading Income

Net trading income for the fiscal years ended March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Income from trading securities ¥ 1,513 ¥ 7,796 $ 12,849
Income from securities held to hedge trading transactions 6,356 2,236 53,967
Income from trading-related financial derivatives 10,259 17,632 87,106
Other, net (319) (152) (2,715)
Total ¥17,809 ¥27,513 $151,207

27. Other Business Income, Net

“Other, net” in other business income, net, for the fiscal years ended March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
(Losses) income from derivatives for banking purposes, net ¥ (6,769) ¥ 957 $ (57,477)
Equity in net (loss) income of affiliates (12,779) 4,114 (108,500)
Gain on lease cancellation and other lease income, net 2,379 2,309 20,203
Other, net 2,397 7,159 20,353
Total ¥(14,772) ¥14,540 $(125,421)
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28. Net Credit Costs

Net credit costs for the fiscal years ended March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007

Losses on write-off of loans ¥ 1,593 ¥ 1,174 $ 13,527

Losses on sale of loans — 372 —
Net provision of reserve for loan losses:

Net provision of general reserve for loan losses 33,597 30,000 285,254

Net provision (reversal) of specific reserve for loan losses 15,639 (5,146) 132,789

Net provision (reversal) of reserve for loan losses to restructuring countries 3 (0) 31

Subtotal 49,240 24,854 418,074

Net (reversal) provision of specific reserve for other credit losses (813) 1,107 (6,904)

Other credit costs relating to leasing business 1,913 2,680 16,250

Total ¥51,934 ¥30,190 $440,947

29. Other Losses, Net

Other losses, net, for the fiscal years ended March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007

Net gain (loss) on disposal of premises and equipment ¥ 1,439 ¥ (203) $ 12,218
Pension-related costs (1,362) (878) (11,566)
Gain on prescription of debentures 348 197 2,956
Recoveries of written-off claims 294 989 2,499
Gain on sales of subsidiary’s or affiliate’s stock 11,651 2,570 98,923
Issuance costs of preferred securities — (2,139) —
Impairment loss on goodwill and other intangible assets (95,146) — (807,837)
Provision of reserve for losses on interest repayments (8,535) — (72,472)
Extraordinary retirement expenses (4,629) — (39,304)
Other, net (3,176) (3,996) (26,967)

Total ¥(99,117) ¥(3,460) $(841,550)

Impairment losses on goodwill and other intangible including goodwill and intangible assets, exceeded the

assets are associated with the Bank’s investment in its “value in use” of the APLUS group. The “value in use” of
consolidated subsidiary APLUS, and its subsidiaries. The APLUS business, was calculated using the discounted
impairment testing was conducted for the business of cash flow method with a 10 year future cash flow projec-
APLUS group as a result of the significant adverse impact tion and assumptions of a 2.0% terminal growth rate and
on the consumer finance business caused by the legisla- a 9.5% discount rate. Impairment loss on a certain type of
tive changes regarding consumer loan interest rates lease property of ¥544 million (U.S.$4,622 thousand) was
approved during the year 2006. Impairment loss on good- recognized for the fiscal year ended March 31, 2007 and
will and intangible assets was calculated as the amount no impairment loss was recognized for the fiscal years
by which the net asset book value of the APLUS group, ended March 31, 2006.
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30. Lease Transactions

(a) Finance lease transactions, under which the ownership of the property is not deemed to transfer to the lessee as of

March 31, 2007 and 2006 consisted of the following:

As Lessee
The assumed amounts of acquisition cost, accumulated depreciation and net balance of leased assets as of March 31,
2007 and 2006 were as follows:

Thousands of

Millions of yen U.S. dollars
Leased assets 2007 2006 2007
Acquisition cost:
Equipment ¥2,992 ¥2,983 $25,406
Other 235 267 1,996
Total ¥3,227 ¥3,250 $27,402
Accumulated depreciation:
Equipment ¥1,718 ¥1,029 $14,587
Other 146 141 1,243
Total ¥1,864 ¥1,171 $15,830
Net balance:
Equipment ¥1,274 ¥1,953 $10,819
Other 88 126 753
Total ¥1,362 ¥2,079 $11,572
Lease obligations as of March 31, 2007 and 2006 consisted of the following:
Thousands of
Millions of yen U.S. dollars
2007 2006 2007
Obligations:
Due within one year ¥ 785 ¥ 796 $ 6,670
Due after one year 647 1,365 5,494
Total ¥1,432 ¥2,161 $12,164

For the fiscal years ended March 31, 2007 and 2006, total lease payments were ¥909 million (U.S.$7,720 thou-
sand) and ¥835 million, assumed depreciation expenses were ¥839 million (U.S.$7,128 thousand) and ¥768 million,
and assumed interest expenses were ¥58 million (U.S.$498 thousand) and ¥77 million, respectively.

Assumed depreciation expense is calculated using the straight-line method over the useful life of the respective
leased assets with zero residual value. The difference between total lease payments and the assumed acquisition cost of
leased assets is charged to assumed interest expense, and is allocated to each fiscal year using the interest method.



As Lessor
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Acquisition cost, accumulated depreciation and net balance of leased assets as of March 31, 2007 and 2006 were as

follows:

Thousands of

Millions of yen U.S. dollars
Leased assets 2007 2006 2007
Acquisition cost:
Equipment ¥437,458 ¥383,009 $3,714,199
Other 78,470 67,011 666,245
Total ¥515,928 ¥450,020 $4,380,444
Accumulated depreciation:
Equipment ¥166,331 ¥102,461 $1,412,223
Other 30,198 16,685 256,394
Total ¥196,529 ¥119,147 $1,668,617
Net balance:
Equipment ¥271,126 ¥280,548 $2,301,976
Other 48,272 50,325 409,851
Total ¥319,398 ¥330,873 $2,711,827

Future lease payment receivables as of March 31, 2007 and 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Future lease payment receivables:
Due within one year ¥109,918 ¥113,478 $ 933,255
Due after one year 224,660 226,059 1,907,461
Total ¥334,579 ¥339,538 $2,840,716

For the fiscal years ended March 31, 2007 and 2006, total lease revenues were ¥132,182 million (U.S.$1,122,284
thousand) and ¥144,213 million, depreciation expenses were ¥117,389 million (U.S.$996,682 thousand) and
¥120,067 million, and assumed interest income was ¥14,613 million (U.S.$124,071 thousand) and ¥14,832 million,

respectively.

Depreciation expense is calculated using the straight-line method over the leasing period. The differences between
total lease revenues and acquisition cost of leased assets is credited to assumed interest income, and is allocated to

each fiscal year using the interest method.

2007 and 2006 consisted of the following:

(b) Non-cancelable operating leases obligations as lessee and future lease payment receivables as lessor as of March 31,

As Lessee
Thousands of
Millions of yen U.S. dollars
2007 2006 2007
Obligations:
Due within one year ¥1,429 ¥1,374 $12,135
Due after one year 4,270 4,934 36,259
Total ¥5,699 ¥6,308 $48,394
As Lessor
Thousands of
Millions of yen U.S. dollars
2007 2006 2007
Future lease payment receivables:
Due within one year ¥ 7,810 ¥ 7,814 $ 66,311
Due after one year 7,704 7,437 65,414
Total ¥15,514 ¥15,252 $131,725
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31. Segment Information

(a) Business Segment Information assets, geographic segment information is not presented.
The Group is engaged in banking and other related (c) Foreign Operating Income

activities such as trust, securities and other businesses. Foreign operating income is comprised of income from
Business segment information, however, has not been transactions at overseas branches and consolidated over-
presented as the percentage of the other activities is not seas subsidiaries. The composition of this volume of such
material to the banking business. transactions for the Group did not reach 10% of its

(b) Geographic Segment Information operating income, therefore foreign operating income
Since the proportion of business that the Group conducts information is not presented.

in Japan exceeds 90% of operating income and total

32. Income Taxes

The Group is subject to a number of taxes based on income, such as corporation tax, inhabitant tax and enterprise tax,
which, in the aggregate, resulted in a normal effective statutory tax rate of approximately 40.7% for each of the fiscal years
ended March 31, 2007 and 2006.

A reconciliation of the actual effective tax rate with the normal effective statutory tax rate for the fiscal years ended
March 31, 2007 and 2006 was as follows:

2007 2006
Normal effective statutory tax rate (40.7)% 40.7 %
Increase (decrease) in taxes resulting from:
Permanently tax-exempt income 0.0 (20.3)
Amortization of goodwill 41.9 11.2
Minority interests in net income of subsidiaries 7.9 (2.2)
Other non-deductible expenses 0.7 0.9
Change in valuation allowance (46.1) (105.3)
Expiration of tax loss carryforwards — 69.7
Other 3.8 (6.1)
Actual effective tax rate (32.5)% (10.4)%

The tax effects of significant temporary differences and tax loss carryforwards, which resulted in deferred tax assets and
liabilities, as of March 31, 2007 and 2006 were as follows:

Thousands of

Millions of yen U.S. dollars
2007 2006 2007
Deferred tax assets:

Tax loss carryforwards ¥ 160,913 ¥ 173,435 $ 1,366,224
Reserve for credit losses 83,963 99,277 712,884
Securities 19,767 20,618 167,831
Loss from disposing of receivables 11,406 — 96,843
Reserve for retirement benefits 8,470 8,888 71,921
Losses on impairment of premises and equipment 5,303 13,547 45,032
Deferred loss on derivatives under hedge accounting 5,181 — 43,995
Accrued employees’ bonuses 5,172 5,950 43,917
Deferred income on installment receivables 3,616 7,212 30,708
Other 33,119 27,144 281,194
Subtotal 336,915 356,075 2,860,549
Valuation allowance (284,678) (310,214) (2,417,037)
Total deferred tax assets 52,236 45,860 443,512
Offset with deferred tax liabilities (9,762) (15,838) (82,885)
Net deferred tax assets ¥ 42,474 ¥ 30,022 $ 360,627
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Deferred tax liabilities:
Temporary differences due to application of overall fair value

adjustments (mainly related to identified intangible assets) ¥ 8,692 ¥ 28,084 $ 73,800
Net unrealized gain on securities available-for-sale 3,406 1,472 28,922
Deferred gain on derivatives under hedge accounting 1,670 — 14,179
Other 1,069 — 9,079

Total deferred tax liabilities 14,837 29,557 125,980
Offset with deferred tax assets (9,762) (15,838) (82,885)
Net deferred tax liabilities ¥ 5,075 ¥ 13,718 $ 43,095

The Bank had ¥150,012 million (U.S.$1,273,667 thousand) of tax loss carryforwards related to corporation tax as of
March 31, 2007. The schedule of tax loss carryforwards and their expiration dates is as follows:

Amount
Thousands of
Fiscal year ended March 31 Millions of yen U.S. dollars Date of expiry
2003 ¥150,012 $1,273,667 March 31, 2010

In addition, other significant tax loss carryforwards of major subsidiaries are as follows:

Subsidiary Fiscal period ended Millions of yen Date of expiry
APLUS Co., Ltd. March 31, 2005 ¥157,722 March 31, 2012
September 30, 2005 2,988 March 31, 2013
March 31, 2006 4,663 March 31, 2013
March 31, 2007 30,264 March 31, 2014
Total ¥195,639
Showa Leasing Co., Ltd. March 31, 2005 ¥ 32,230 March 31, 2012
March 31, 2007 8,813 March 31, 2014
Total ¥ 41,044

The Bank cannot include the tax loss carryforwards of APLUS and Showa Leasing to its own tax loss carryforwards
because they are not wholly owned subsidiaries and, therefore, cannot be included in the Bank’s consolidated corporation

tax return.

33. Off-Balance Sheet Lending-Related Financial Instruments

The Bank and certain of its consolidated subsidiaries issue
commitments to extend credit and establish credit lines for
overdrafts to meet the financing needs of their customers.
The unfunded amounts of these commitments were

¥4 456,538 million (U.S.$37,837,824 thousand) and
¥4,092,758 million as of March 31, 2007 and 2006, out
of which the amounts with original agreement terms of less
than one year or which were cancelable were ¥4,118,334
million (U.S.$34,966,335 thousand) and ¥3,922,148 mil-
lion as of March 31, 2007 and 2006, respectively. Since a

large majority of these commitments expire without being
drawn upon, the unfunded amounts do not necessarily rep-
resent future cash requirements. Many of such agreements
include conditions granting the Bank and consolidated
subsidiaries the right to reject the drawdown or to reduce
the amount on the basis of changes in the financial
circumstances of the borrower or other reasonable grounds.

In addition, the Bank obtains collateral when necessary
to reduce credit risk related to these commitments.
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34. Related Party Transactions

Related party transactions for the fiscal years ended March 31, 2007 and 2006 were as follows:

Amounts of the transactions Balance at end of year
Thousands of Thousands of
Millions of yen U.S. dollars Millions of yen U.S. dollars
Related party Category Description of the transactions 2007 2006 2007 2007 2006 2007
New NIB Partners Companies in which a majority ~ Equity investment"® ¥ — ¥25002 $ — ¥ — ¥ — $ —
LptD of the voting rights are owned
by directors
(including their subsidiaries)
Hillcot Holdings ~ Companies in which a majority ~ Capital increase — 5,105 — — — —
Limited®? of the voting rights are owned
by directors
(including their subsidiaries)
Hillcot Re Companies in which a majority ~ Guarantee”® — — — 462 410 3,925
Limited”® of the voting rights are owned
by directors
(including their subsidiaries)
NIBC Bank Companies in which a majority  Purchase of credit"1? — 2,065 — — — —
Ltd*4 of the voting rights are owned
by directors Loan participationt!! 139 — 1,182 139 — 1,182
(including their subsidiaries)
NIBC Bank Companies in which a majority ~ Commitment line"!? 14,366 — 121,973 — — —
N.V.C8 of the voting rights are owned
by directors
(including their subsidiaries)
J.C. Flowers Il Companies in which a majority ~ Receipt of 288 — 2,447 51 — 440
(A of the voting rights are owned ~ management fee"'®
by directors Investment"14 4,423 — 37,559 — — —
(including their subsidiaries)
Brampton Companies in which a majority  Redemption of 2,472 — 20,992 — — —
Insurance of the voting rights are owned  investment("%)
Company by directors
Limited™” (including their subsidiaries) Redemption of 1,310 — 11,128 — — —
investment1®

Notes: " J.C. Flowers & Co. LLC of which a director of the Bank, J. Christopher Flowers, serves as chairman, substantially controls the limited

partnership.

(2!

of the Bank accounted for by the equity method.
3 The company is a wholly owned subsidiary of Hillcot Holdings Limited which is the affiliate of the Bank accounted for by the equity method.
4 NIBC Holding N.V. indirectly owns 100% of voting rights and J.C. Flowers & Co. LLC of which a director of the Bank, J. Christopher Flowers,
serves as chairman, substantially controls NIBC Holding N.V.

(*5!

serves as chairman, substantially controls NIBC Holding N.V.

A director of the Bank, J. Christopher Flowers, indirectly holds a majority of the voting rights of the company. Also, the company is the affiliate

NIBC Holding N.V. indirectly owns 100% of voting rights and J.C. Flowers & Co. LLC of which a director of the Bank, J. Christopher Flowers,

"8 The fund is operated by J.C. Flowers & Co. LLC of which a director of the Bank, J. Christopher Flowers, serves as chairman.

7 The company is a wholly owned subsidiary of Hillcot Holdings Limited of which a director of the Bank, J. Christopher Flowers, indirectly owns
majority of voting rights, and is the affiliate of the Bank accounted for by the equity method. The former name was Aioi Insurance Company of
Europe Limited.

"8 The investment was made through Shinsei NIB (Cayman) Limited, which is a subsidiary of the Bank.

"9 Even after the acquisition by Hillcot Holdings Limited, the seller continues to guarantee Hillcot Re Limited against contingent liability arising
from reinsurance agreements which Hillcot Re Limited assumed, and the Bank guarantees the seller against the contingent payment to be
made by Hillcot Re Limited. This is part of agreement reached at the acquisition and a guarantee fee is not specified. The remaining period of
the guarantee is 3 years.

("19The transaction was concluded with the general terms and conditions that are identical to ones with independent third parties.

"M Considering the market circumstances, the transaction was concluded with the general terms and conditions that are identical to ones with
independent third parties.

"2 Considering the market circumstances, the transaction was concluded with the general terms and conditions that are identical to ones with
independent third parties. The transaction amounts indicated herein are established commitment line amounts.

"3 The management fee is determined based on propotion of investment amounts by limited liability partner.

19The committed investment amounts are US$200 million based on the limited partnership agreement.

19 A part of refinance money for the purpose of merger and acquisition at Hillcot Holdings Limited was used for partial redemption of investment.

"18IA part of investment was redeemed resulting from cancellation of treasury stocks utilizing surplus.



35. Derivative Financial Instruments

Purposes

The Bank uses derivative financial instruments primarily
to hedge risk for customers, to maximize the profit of its
own trading account and to manage the potential risks in
its own portfolios of assets and liabilities as a part of
asset liability management.

Risk Exposure

Derivative transactions may be subject to complex risk
factors, including market risk, credit risk, liquidity risk,
operational risk and legal risk. The Bank controls these
risks under its risk management system. To manage mar-
ket risk, the Bank uses Value-at-Risk (“VaR"”) modeling to
quantify the maximum total exposure. In its internal
model, the Bank measures the VaR based on one year’s
historical data and the assumptions of a ten-days holding
period and a 99% confidence interval.

Also, to manage credit risk, the Bank utilizes the
current exposure and potential exposure for derivatives,
particularly for over-the-counter transactions such as
swap contracts.

In addition, the fair value estimates for derivatives as
of March 31, 2007 and 2006 are adjusted for credit risk
by reducing ¥1,270 million (U.S.$10,790 thousand) and
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¥1,227 million, respectively, and also adjusted for liquid-
ity risk by reducing ¥5,717 million (U.S.$48,548 thou-
sand) and ¥3,630 million, respectively, although the
amounts of those risks are not reflected in the fair value
shown in the following tables.

Risk Management System

The Market Risk Management Division, which is indepen-
dent of the front office, has the responsibility to manage
the risk of the Group. This division controls the measure-
ment of market risk on a daily basis, monitors the market
risk status on both the banking and trading divisions and
reports periodically to the management. Credit risk is also
controlled by the unified credit line and major derivative
products are dealt with within the established limits.
Credit exposure is monitored accordingly and the Bank
may require such things as collateral to reduce credit risk
on a case by case basis.

It should be noted that the nominal contract value or
notional principal amount is used in determining the
value of receipts or payments of interest and as an indica-
tor representative of the volume of transactions, but those
values do not necessarily reflect such things as market
risk or credit risk.
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(a) Interest Rate-Related Transactions

Interest rate-related transactions as of March 31, 2007 and 2006 were as follows:

Millions of yen

2007

2006

Contract/Notional principal

Contract/Notional principal

Maturity Fair Unrealized Maturity Fair Unrealized
Total over one year value gain (loss) Total over one year value gain (loss)

Future contracts (listed):

Sold ¥ 66,572 ¥ 673 ¥ 2 ¥ 2 ¥ 301,098 ¥ 33357 ¥ 734 ¥ 734

Bought 48,334 — 14 14 335,842 46,737 (597) (597)
Interest rate options (listed):

Sold — — — — 23,765 — (26) (13)

Bought — — — — 20,034 — 33 18
Interest rate swaps (over-the-counter):

Receive fixed and pay floating 5,454,666 4,857,923 (10,310) (10,310) 3,933,423 3,481,987 (78,260) (78,260)

Receive floating and pay fixed 4,085,929 3,086,394 (789) (789) 2,528,672 2,002,349 33,658 33,658

Receive floating and pay floating 496,769 278,105 2,785 2,785 614,399 563,692 3,470 3,470

Receive fixed and pay fixed — — — — 4,732 — (0) (0)
Interest rate swaptions (over-the-counter):

Sold 2,024,726 1,935,214 (18,169) 4,628 1,591,499 1,519,853 (28,749) (11,716)

Bought 2,692,636 2,478,374 38,764 28,651 2,028,730 1,912,083 86,178 81,734
Interest rate options (over-the-counter):

Sold 210,364 181,413 (261) 2,528 365,478 252,535 (1,316) 2,263

Bought 249,709 152,321 221 (1,230) 325,500 200,205 571 (529)

Total " ¥12257  ¥26,280 __— " ¥ 15697 ¥30,761
Thousands of U.S. dollars
2007
Contract/Notional principal
Maturity Fair Unrealized
Total over one year value gain (loss)

Future contracts (listed):

Sold $ 565227 $ 5716 $ 24§ 24

Bought 410,380 — 120 120
Interest rate options (listed):

Sold — — — —

Bought — — — —
Interest rate swaps (over-the-counter):

Receive fixed and pay floating 46,312,329 41,245,740 (87,537) (87,537)

Receive floating and pay fixed 34,691,200 26,204,742 (6,702) (6,702)

Receive floating and pay floating 4,217,774 2,361,228 23,649 23,649

Receive fixed and pay fixed — — — —
Interest rate swaptions (over-the-counter):

Sold 17,190,747 16,430,760 (154,265) 39,297

Bought 22,861,578 21,042,403 329,127 243,265
Interest rate options (over-the-counter):

Sold 1,786,079 1,540,276 (2,224) 21,471

Bought 2,120,132 1,293,275 1,878 (10,452)

Total " $104070 $223,35

(1) Derivatives included in the table above were measured

at fair value and the unrealized gains and losses were
recognized in income. Derivatives for which hedge
accounting was adopted were excluded from the
table above.

(2) Fair Values:

The fair values of listed transactions represent the clos-
ing price on the Tokyo International Financial Futures
Exchange and other exchanges at the consolidated
balance sheet date. The fair values of over-the-counter
transactions are calculated mainly by using the
discounted present values or option pricing models.



(b) Currency-Related Transactions

Currency-related transactions as of March 31, 2007 and 2006 were as follows:
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Millions of yen

2007 2006
Contract/Notional principal Contract/Notional principal
Maturity Fair Unrealized Maturity Fair Unrealized
Total over one year value gain (loss) Total over one year value gain (loss)
Currency swaps (over-the-counter) ¥1,162,620 ¥ 990,613 ¥ 22,633 ¥ 22,633 ¥505,296 ¥439,175 ¥ 3,442 ¥ 3,442
Forward foreign exchange contracts
(over-the-counter):
Sold 1,064,019 234,304 (16,593) (16,593) 513,678 68,290 (8,071) (8,071)
Bought 622,873 333,651 22,283 22,283 275,672 170,701 10,993 10,993
Currency options (over-the-counter):
Sold 2,230,954 985,096 (51,526) 3,852 393,870 268,803 (17,767) (1,013)
Bought 2,564,734 1,157,296 49,334 4,945 451,841 254,277 18,939 6,245
Total __— " %2613  ¥37,121 " ¥ 753  ¥1159%
Thousands of U.S. dollars
2007
Contract/Notional principal
Maturity Fair Unrealized
Total over one year value gain (loss)
Currency swaps (over-the-counter) $ 9,871,118 $8,410,709 $192,165 $192,165
Forward foreign exchange contracts
(over-the-counter):
Sold 9,033,954 1,989,340 (140,885) (140,885)
Bought 5,288,449 2,832,835 189,194 189,194
Currency options (over-the-counter):
Sold 18,941,706 8,363,871 (437,480) 32,711
Bought 21,775,633 9,825,914 418,866 41,988
Total " $22180 $315,173

(1) Derivatives included in the table above were measured
at fair value and the unrealized gains and losses were
recognized in income. Fund swap transactions and
currency swap transactions for which hedge account-
ing was adopted in accordance with Industry Audit

Committee Report No. 25 of the JICPA were excluded
from the table above.

(2) Fair Values:
The fair values are calculated mainly by using the
discounted present values or option pricing models.
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(c) Equity-Related Transactions
Equity-related transactions as of March 31, 2007 and 2006 were as follows:

Millions of yen

2007 2006
Contract/Notional principal Contract/Notional principal
Maturity Fair Unrealized Maturity Fair Unrealized
Total over one year value gain (loss) Total over one year value gain (loss)
Equity index futures (listed):
Sold ¥ 1,924 ¥ — ¥ (3D ¥ (3D ¥ — ¥ — ¥ — ¥ —
Bought 65,740 — 444 444 36,576 — 2,605 2,605
Equity index options (listed):
Sold — — — — 3,692 — (1,396) (970)
Bought 3,353 — 43 26 12,127 — 2,129 1,382
Equity options (over-the-counter):
Sold 230,724 42,848 (16,587) (4,216) 198,324 81,292 (20,082) (10,244)
Bought 108,836 25,052 11,930 4,548 121,705 39,460 11,833 7,097
Equity index swaps (over-the-counter):
Receive index and pay floating — — — — — — — —
Receive floating and pay index 1,000 1,000 52 52 — — — —
Other (over-the-counter):
Sold 21,418 21,418 (728) (728) 9,003 8,300 (47) 30
Bought 163,711 162,139 3,687 3,563 169,726 161,915 10,328 7,723
Total _— _— ¥ (1,190) ¥ 3,658 _— _— ¥ 5368 ¥ 7,624
Thousands of U.S. dollars
2007
Contract/Notional principal
Maturity Fair Unrealized
Total over one year value gain (loss)
Equity index futures (listed):
Sold $ 16339 $ — $ (269 $ (269)
Bought 558,164 — 3,772 3,772
Equity index options (listed):
Sold — — — —
Bought 28,476 — 367 224
Equity options (over-the-counter):
Sold 1,958,948 363,799 (140,835) (35,796)
Bought 924,066 212,706 101,294 38,617
Equity index swaps (over-the-counter):
Receive index and pay floating — — — —
Receive floating and pay index 8,490 8,490 443 443
Other (over-the-counter):
Sold 181,848 181,848 (6,189) (6,189)
Bought 1,389,976 1,376,629 31,310 30,259
Total _— _— $(10,107) $ 31,061
(1) Derivatives included in the table above were measured (2) Fair Values:
at fair value and the unrealized gains and losses were The fair values of listed transactions represent the
recognized in income. Derivatives for which hedge closing price on the Tokyo Stock Exchange and other
accounting was adopted were excluded from the exchanges at the consolidated balance sheet date. The
table above. fair values of over-the-counter transactions are

calculated mainly by using the discounted present
values or option pricing models.



Notes to Consolidated Financial Statements

(d) Bond-Related Transactions
Bond-related transactions as of March 31, 2007 and 2006 were as follows:

Millions of yen

2007 2006
Contract/Notional principal Contract/Notional principal
Maturity Fair Unrealized Maturity Fair Unrealized
Total over one year value gain (loss) Total over one year value gain (loss)
Bond futures (listed):
Sold ¥ 3,622 ¥— ¥0 ¥0 ¥ 4,647 ¥— ¥10 ¥10
Bought 8,422 — (6) (6) 63,939 — (7) (7)
Bond futures options (listed):
Sold — — — — 3,678 — 4 (2)
Bought 13,400 — 57 3 3,073 — 11 5
Total _— _— ¥51 ¥(2) — _— ¥18 ¥ 6
Thousands of U.S. dollars
2007
Contract/Notional principal
Maturity Fair Unrealized
Total over one year value gain (loss)
Bond futures (listed):
Sold $ 30,756 $— $ 3 $ 3
Bought 71,514 — (55) (55)
Bond futures options (listed):
Sold — — — —
Bought 113,771 — 492 34
Total _— _— $440 $(18)
(1) Derivatives included in the table above were measured (2) Fair Values:
at fair value and the unrealized gains and losses were The fair values of listed transactions represent the
recognized in income. Derivatives for which hedge closing price on the Tokyo Stock Exchange and other
accounting was adopted were excluded from the exchanges at the consolidated balance sheet date.
table above.

(e) Credit Derivatives Transactions
Credit derivatives transactions as of March 31, 2007 and 2006 were as follows:

Millions of yen

2007 2006
Contract/Notional principal Contract/Notional principal
Maturity over Fair Unrealized Maturity over Fair Unrealized
Total one year value gain (loss) Total one year value gain (loss)
Credit default option
(over-the-counter):
Sold ¥1,026,477 ¥ 997,004 ¥21,457 ¥ 3,239 ¥695,368 ¥673,907 ¥ 1,355 ¥ 1,355
Bought 1,075,426 1,047,060 (4,351) (4,351) 679,636 659,850 (1,797) (1,797)
Total _— _—  ¥17,106 ¥(1,112) _— _— ¥ (442) ¥ (442)

Thousands of U.S. dollars

2007

Contract/Notional principal

Maturity over Fair Unrealized
Total one year value gain (loss)
Credit default option
(over-the-counter):
Sold $8,715,212 $8,464,972 $182,185 $ 27,505
Bought 9,130,811 8,889,965 (36,947) (36,947)
Total _— _— $145,238 $ (9,442)




Notes to Consolidated Financial Statements

(1) Derivatives included in the table above were measured (2) Fair Values:
at fair value and the unrealized gains and losses were The fair values are calculated by using the discounted
recognized in income. Derivatives for which hedge present values or other models.
accounting was adopted were excluded from the (3) “Sold” stands for accepting credit risk and “Bought”
table above. stands for transferring credit risk.

36. Net Income per Common Share

Diluted net income per share for the fiscal year ended March 31, 2007 is not disclosed because of the Group’s net loss
position.

A reconciliation of the differences between basic and diluted net income per common share (“EPS”) for the fiscal year
ended March 31, 2006 was as follows:

Millions of Thousands of us.
yen shares Yen dollars
Weighted
average
Net income shares EPS EPS
For the fiscal year ended March 31, 2006:
Basic EPS
Net income available to common shareholders ¥72,226 1,358,521 ¥53.16 —
Effect of dilutive securities
Preferred stock 3,872 656,350
Stock acquisition rights — 960
Diluted EPS
Net income for computation ¥76,099 2,015,832 ¥37.75 —

37. Subsequent Events

(a) The following appropriation of retained earnings of the Bank for the fiscal year ended March 31, 2007 was approved at
the Board of Directors meeting held on May 9, 2007:

Millions of Thousands of
yen U.S. dollars
Dividends:
Class A preferred share (¥6.50 per share) ¥ 484 $ 4,113
Class B preferred share (¥2.42 per share) 726 6,164
Common share (¥1.00 per share) 1,377 11,693
Total ¥2,587 $21,970

(b) Acquisition of treasury stock

At the Board of Directors’ meeting held on May 9, 2007, the Board approved a proposal to be submitted at the annual gen-
eral meeting of shareholders to be held on June 20, 2007, authorizing the Bank to acquire up to 74.5 million of its class A
preferred shares at an aggregate acquisition price of up to ¥225 billion as treasury stock in order to gain financial flexibility
to pursue the repayment of public fund. The acquisition can be made from the closing of the annual general meeting of
shareholders on June 20, 2007, up to a day before the compulsory conversion date, which is April 1, 2008.

(c) On May 18, 2007, Shinsei Property Finance Co., Ltd., a consolidated subsidiary of the Bank, sold all of its shares of
Life Housing Loan, Ltd., to Sumitomo Trust & Banking Co., Ltd. at ¥25,000 million (U.S.$212,260 thousand). This trans-
action is intended to allow the Group to focus its housing loan business into the higher value added market and achieve
additional synergies with other businesses in the Group.

As a result of the transaction, the gain on sale of the subsidiary stocks of ¥20,368 million (U.S.$172,936 thousand) will
be recognized in the fiscal year ending March 31, 2008.

©D
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Independent Auditors’ Report

Deloitte.

INDEPENDENT AUDITORS REPORT

o the Board of Directors and Shareholders of
Shinses Bank, Limited:

W have gudited the accompanying consalidoted balence sheets of Shinses Bank, Limited (the
*Bank”} and consodidated subskdianes as of March 31, 3607 and 2006, and the related consafidated
iaterents of operatices, changes in eouity, and cash fows for the vears then ended, all expressed
in fapanese ver. These consolbdared financial statements are the responsibilicy of the Bank's
management, U responsibility s bo express an opankon on these consolidated financtal
statements based on o audlis

Wi conchacted our audits in sccoedance with auditing smandands generally scoepted in Japasn and
the United Stated of Americs. Those standards require that we plan and perfonmn the audit to
obtain rezsonable sssurance shout whether the financial statemnents are free of material
misstatement. An sudit ecludes consideration of internal controd over financlal reporting as a
basls for destgning awdit procedures that are appropriate in the chroumstances, but mot fof the
purpose of expressing an opinion on the effectrveness of the Bank's intermal control over fnancal
reporting, Accordingly, we express naosach opindon. An awdit also [ncludes examining on @ test
besis, evidenie supporting the amownts and disclosures in the financial statements, asessing the
accounting princlpies osed and skgnificant estimates made by management, s well as evaluating
the averall financial statement presentation. We bedieve that our awdits provide a reasonable basis
fesr oir opinkon,

I ouar oplnion, such consolldated financial statements peesent falely, 1o all saterisl sespects, the
comsolidated Anancial poition of the benk and consofidated subsidiaries as of March 31, 2007
and 200, and the consolidated resslis of thelr opesations and their cash floses for the years then
ended in conformity with accounting principles generally accepted in Japan.

Crur audits also cosmprebended the transiation of [apanese ven amounts inta LS. dodlar amounts
and, 1 ozl opinion, such translation has been made Lo conformity with the hasis stated in Roje

to the consolidated finandal statements. Such 1.5 dollar amounts are presented mIH:,-' fowr the
conveienoe of resders -l.'lutll.ﬂtja.fﬂll

Datonte. Fock Fotiowatec

fune 1K, 2T
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Non-Consolidated Balance Sheets (Unaudited)

Shinsei Bank, Limited
As of March 31, 2007 and 2006

Millions of yen

Thousands of
U.S. dollars (Note)

2007 2006 2007
ASSETS
Cash and due from banks ¥ 190,003 ¥ 315,282 $ 1,613,207
Call loans 43,100 50,000 365,937
Collateral related to securities borrowing transactions 11,050 33,107 93,820
Other monetary claims purchased 69,856 40,233 593,106
Trading assets 284,137 173,315 2,412,443
Monetary assets held in trust 687,346 556,448 5,835,849
Securities 2,062,064 1,809,798 17,507,764
Valuation allowance for investments (15,908) — (135,069)
Loans and bills discounted 5,075,281 3,961,246 43,091,203
Foreign exchanges 15,047 12,140 127,759
Other assets 325,654 272,634 2,764,937
Premises and equipment 20,768 21,532 176,336
Intangible assets 13,475 15,204 114,416
Deferred discounts on and issuance expenses for debentures 103 177 879
Deferred tax assets 35,559 27,965 301,918
Customers’ liabilities for acceptances and guarantees 18,357 30,985 155,862
Reserve for credit losses (106,977) (111,421) (908,279)
Total assets ¥8,728,921 ¥7,208,651 $74,112,088
LIABILITIES AND EQUITY
Liabilities:
Deposits, including negotiable certificates of deposit ¥5,471,462 ¥4,158,192 $46,454,940
Debentures 703,908 1,021,419 5,976,466
Call money 692,792 30,000 5,882,093
Collateral related to securities lending transactions 8,333 — 70,753
Trading liabilities 87,361 129,059 741,737
Borrowed money 276,760 314,789 2,349,813
Foreign exchanges 397 325 3,378
Corporate bonds 562,457 447,024 4,775,491
Other liabilities 237,614 213,567 2,017,444
Accrued employees’ bonuses 9,850 10,040 83,638
Reserve for retirement benefits 756 200 6,426
Acceptances and guarantees 18,357 30,985 155,862
Total liabilities 8,070,054 6,355,605 68,518,041
Equity:
Capital stock:
Common stock 291,853 180,853 2,477,957
Preferred stock 159,443 270,443 1,353,738
Capital surplus 18,558 18,558 157,568
Stock acquisition rights 517 — 4,393
Retained earnings:
Legal reserve 9,266 7,777 78,677
Unappropriated retained earnings 257,878 372,749 2,189,488
Unrealized gain on available-for-sale securities 4,181 2,670 35,501
Deferred loss on derivatives under hedge accounting (10,275) - (87,246)
Treasury stock, at cost (72,555) (6) (616,029)
Total equity 658,866 853,046 5,594,047
Total liabilities and equity ¥8,728,921 ¥7,208,651 $74,112,088

Note: U.S. dollar amounts, presented solely for the readers’ convenience, are translated at ¥117.78=U.5.$1.00, the rate of exchange prevailing on the

Tokyo Foreign Exchange Market on March 31, 2007.
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Non-Consolidated Statements of Operations (Unaudited)

Shinsei Bank, Limited
For the fiscal years ended March 31, 2007 and 2006
Thousands of

Millions of yen U.S. dollars (Note)
2007 2006 2007
Interest income:
Interest on loans and bills ¥ 75,567 ¥ 57,917 $ 641,602
Interest and dividends on securities 40,427 21,036 343,245
Interest on deposits with banks 3,668 2,019 31,148
Other interest income 9,382 1,647 79,665
Total interest income 129,046 82,620 1,095,660
Interest expenses:
Interest on deposits, including negotiable certificates of deposit 34,453 16,994 292,524
Interest and discounts on debentures 3,009 4,720 25,553
Interest on other borrowings 7,790 5,895 66,147
Other interest expenses 32,280 4,787 274,074
Total interest expenses 77,534 32,398 658,298
Net interest income 51,512 50,221 437,362
Fees and commissions income 28,198 22,065 239,415
Fees and commissions expenses 13,164 10,659 111,775
Net fees and commissions 15,033 11,406 127,640
Net trading income 14,903 20,276 126,535
Other business income, net:
Income on monetary assets held in trust, net 30,767 39,508 261,225
Net gain on foreign exchanges 9,171 10,266 77,871
Net gain (loss) on securities 13,274 (2,756) 112,708
Net gain on other monetary claims purchased 575 2,241 4,888
Other, net (7,152) 4,901 (60,727)
Net other business income 46,636 54,162 395,965
Total revenue 128,085 136,067 1,087,502
General and administrative expenses:
Personnel expenses 30,644 30,009 260,188
Premises expenses 11,281 11,028 95,781
Technology and data processing expenses 10,006 9,695 84,955
Advertising expenses 3,130 2,562 26,581
Consumption and property taxes 3,594 3,815 30,517
Deposit insurance premium 2,835 2,307 24,075
Other general and administrative expenses 16,373 14,442 139,015
Total general and administrative expenses 77,865 73,860 661,112
Net business profit 50,220 62,206 426,390
Net credit recoveries (199) (4,937) (1,690)
Other losses, net (105,434) (504) (895,183)
(Loss) income before income taxes (55,015) 66,639 (467,103)
Income tax (benefit):
Current (2,779) (5,991) (23,596)
Deferred (10,276) (2,260) (87,247)
Net (loss) income ¥ (41,960) ¥ 74,890 $ (356,260)
Yen U.S. dollars (Note)
Basic net income per common share ¥ (32.14) ¥ b52.27 $ (0.27)
Diluted net income per common share — 37.15 —

Note: U.S. dollar amounts, presented solely for the readers’ convenience, are translated at ¥117.78=U.S.$1.00, the rate of exchange prevailing on the
Tokyo Foreign Exchange Market on March 31, 2007.
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Non-Consolidated Statements of Changes in Equity (Unaudited)

Shinsei Bank, Limited
For the fiscal years ended March 31, 2007 and 2006

Millions of yen

Thousands of
U.S. dollars (Note)

2007 2006 2007
Common stock:
Balance at beginning of year ¥180,853 ¥180,853 $1,535,522
Conversion from preferred stock 111,000 — 942,435
Balance at end of year 291,853 180,853 2,477,957
Preferred stock:
Balance at beginning of year 270,443 270,443 2,296,173
Conversion into common stock (111,000) — (942,435)
Balance at end of year 159,443 270,443 1,353,738
Capital surplus:
Balance at beginning of year 18,558 18,558 157,568
Balance at end of year 18,558 18,558 157,568
Stock acquisition rights:
Balance at beginning of year . . .
Net change during the year 517 — 4,393
Balance at end of year 517 — 4,393
Retained earnings:
Legal reserve:
Balance at beginning of year 7,777 6,249 66,032
Transfer from unappropriated retained earnings 1,489 1,527 12,645
Balance at end of year 9,266 7,777 78,677
Unappropriated retained earnings:
Balance at beginning of year 372,749 307,022 3,164,795
Appropriation:
Transfer to legal reserve (1,489) (1,527) (12,645)
Dividends paid (7,443) (7,635) (63,198)
Net (loss) income (41,960) 74,890 (356,260)
Disposal of treasury stock (15) — (128)
Retirement of treasury stock (63,963) — (543,076)
Balance at end of year 257,878 372,749 2,189,488
Unrealized gain on available-for-sale securities:
Balance at beginning of year 2,670 5,822 22,675
Net change during the year 1,510 (3,151) 12,826
Balance at end of year 4,181 2,670 35,501
Deferred loss on derivatives under hedge accounting:
Balance at beginning of year — — —
Net change during the year (10,275) — (87,246)
Balance at end of year (10,275) — (87,246)
Treasury stock, at cost:
Balance at beginning of year (6) (4) (55)
Purchase of treasury stock (136,673) (1) (1,160,413)
Disposal of treasury stock 160 — 1,363
Retirement of treasury stock 63,963 — 543,076
Balance at end of year (72,555) (6) (616,029)
Total equity ¥658,866 ¥853,046 $5,594,047

Note: U.S. dollar amounts, presented solely for the readers’ convenience, are translated at ¥117.78=U.5.$1.00, the rate of exchange prevailing on the

Tokyo Foreign Exchange Market on March 31, 2007.
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Basel Il Pillar IIl (Market Discipline) Disclosure

issued on March 27, 2006.

This section describes the information consistent with FSA Notification Number 15, based on Article 19.2.1.5.d of the Bank
Law Enforcement Rule (Refer to Ministry of Finance Ordinance Number 10), herein referred to as Basel Il Pillar Il issued on
March 23, 2007. The Accord in this section refers to FSA Notification Number 19, herein referred to as Basel Il Pillar I,

Qualitative Disclosure

1. Shinsei Bank’s Approach to Risk Capital Management

As part of its integrated risk management, Shinsei Bank
(the “Bank™), at the start of its fiscal year, determines a
Risk Capital budget consistent with its Tier | capital ratio.
This Risk Capital budget is allocated to each business line
and monitored. Each month the Management Committee
receives a report on the amount of Risk Capital used

and the relevant Tier | capital ratio. In this way, senior
management can monitor and assess the availability of
capital to support current and future activities. At least
once a year, the Bank performs stress tests on its
estimates of Risk Capital and regulatory capital.

The Bank’s current portfolio analysis indicates sufficient
capital to support its current activities. The Bank is
organized to take action through active credit portfolio
management to optimize capital usage.

¢ Regulatory capital is calculated for both consolidated
and non-consolidated subsidiaries. The Bank’s
investments in non-consolidated subsidiaries are
deducted from Shinsei Bank’s regulatory capital.

* |n accordance with the Accord’s Article 38, the Bank
group’s two foreign special purpose companies, which
issued preferred securities, are included in the
calculation of the non-consolidated capital ratio.

2. Characterization of Bank Subsidiaries

As of March 31, 2007, there were 95 consolidated
subsidiaries. Seventy five of these non-consolidated
subsidiaries are subsidiaries of Showa Leasing Co., Ltd.
The majority of the Showa Leasing subsidiaries are
partnerships set up to accommodate leveraged leases.

Among the consolidated subsidiaries, the primary
operating companies were:

e Shinsei Trust & Banking Co., Ltd. (Trust banking)
e Shinsei Securities Co., Ltd. (Securities)
e APLUS Co., Ltd. (Installment credit)

e Showa Leasing Co., Ltd. (Leasing)

e Life Housing Loan Co., Ltd. (Housing loans)

e Shinsei Business Finance Co., Ltd. (Small business
lending)

3. Types of Capital Instruments

The Bank has issued common shares, preferred shares,
preferred securities, perpetual subordinated bonds and
loans, and dated subordinated bonds and loans. Please
see “Management Discussion and Analysis of Financial
Condition and Results of Operations—Capital Ratios” for
details on the amount outstanding for each type of capital
instrument.

. Credit Risk Management Policies and Procedures

Definition of Credit Risk

Credit risk is defined as the risk of an obligor or
counterparty failing to meet its obligations as specified

in a transaction agreement. In the case of a loan, credit
risk arises from the obligor becoming unable to pay its
contractual spread and ultimately finding itself unable to
repay the loan principal. Credit risk is found in a variety of
transactions across the Bank’s portfolio including not only
loans, bonds, and financial guarantees, but also the risk
of a counterparty in a derivative transaction becoming
unable to meet its obligations. Credit risk constitutes the
largest risk to which the Bank is exposed. The Bank has
invested in systems to facilitate credit risk management
across its portfolio. As the Bank integrates new
subsidiaries and new asset classes into its portfolio,

these systems are expanded to accommodate new
exposures added to the Bank’s portfolio.

Credit Risk Management System

The Bank'’s credit risk policies and systems focus on
strategic portfolio management, including:
e Assisting management in building a portfolio with
a satisfactory return per unit of risk,
¢ Avoiding concentration risk that may arise from
excessive exposure to particular products or sectors,
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e (Characterizing expected loss as a guide for determining
reserve levels against expected portfolio losses,

e Determining how much capital to hold in the event of
unexpected, extreme loss, and

e Facilitating stress testing to evaluate the portfolio’s
strength.

In order to achieve these stated goals, the Bank has
established guidelines for managing credit risk as outlined
in Shinsei Bank’s Core Credit Policies and Procedures.
The credit risk management systems used at the Bank
have been implemented in accordance with these
guidelines.

The credit risk management process focuses on both
specific transactions and on groups of specific exposures
as portfolios. We will consider each component of this
process below:

Credit Risk Management of Specific Transactions

(1) Organization and Systems

An essential characteristic of an effective process

for managing credit risk of each transaction is the
development of an evaluation and monitoring system that
covers the entire life-cycle of a transaction, that is,
identification of a transaction opportunity, approval for
granting credit, monitoring after disbursement, action in
the event of deterioration, and repayment or termination
of the obligation.

Once a corporate loan transaction opportunity has been
identified, the approval process begins. Based on the size
and nature of the transaction, the Bank’s rules stipulate
whether approval will be given by the Risk Management
Group, the Credit Committee (CC), or the Risk Investment
Committee (RIC). A joint-approval system is employed

in these committees to enhance objectiveness and
transparency of the approval processes. The Internal
Audit Division regularly evaluates these credit-related
operations. In this way, the business promotion sections,
the credit risk management sections, and the audit
sections operate independently, ensuring that checks and
balances are maintained throughout the Bank.

The RIC also makes decisions on investment transactions.
The Bank makes use of the most appropriate and effective
risk management approaches available, and has
developed the skills and systems necessary to manage
these investment transactions in accordance with the
Bank’s risk policies.

Structured products and investments are handled in
accordance with a process based on Product Programs.
A Product Program is defined as a series of financial
transactions that are intended to be accumulated as

a portfolio based on criteria determined in advance,
including purpose, standards, size limits on facilities to
be used, expected return and risks, promotion strategy,
management approach, method of assessing and
monitoring risks, approval authority, and exit strategy
based on scenarios. The RIC approves all Product
Programs.

(2) Credit Rating System
For corporate exposures, the Bank uses an internal credit
rating system with the following characteristics:

e A high quality model is used to ensure a high level of
discriminatory power

e Qualitative factors are incorporated

e Methodology is consistent with ratings issued by
external rating agencies

e Consolidated financial statements are incorporated

e Ratings are consistent across industries

The Bank’s credit model is designed, based on a set of
data, to calculate obligor ratings that are consistent with
external agency ratings. The quantitatively-derived ratings
are then adjusted to account for various qualitative
factors. The final determination of a rating is made by the
Credit Ratings Committee (CRC). This approach ensures
transparency as the details of the process must be
understood and approved by members of the CRC. These
ratings are also consistent with the obligor categorizations
determined by self assessment.

The Bank’s internal credit ratings are fundamental to
the credit approval process, the credit risk monitoring
process, and credit portfolio management. In addition
to obligor ratings, the Bank determines facility ratings,
taking specific characteristics of the transaction into
account, based on the potential loss of each transaction.

Since January 2007, a credit rating system and facility
rating system similar to those adopted in the Bank have
been introduced in the analysis of major customers of
lease receivables at Showa Leasing.

(3) Pool Classification

Given the large number of retail exposures, the Bank
pools these exposures based on characteristics that create
reasonably homogeneous sub-portfolios of borrowers. In
this way, the Bank conducts timely and regular analysis of



both sub-portfolios of exposures as well as the entire Bank
group’s portfolio. The principal retail exposures to which
pool classification is applied are housing loans originated
by the Bank itself, the installment credit receivables of
APLUS, and small-lot leasing transactions of Showa
Leasing.

Portfolio-Based Credit Risk Management

(1) Monitoring System

The accumulation of a portfolio of exposures creates the
possibility of concentration risk. The Portfolio and Risk
Management Division (PRMD) analyzes such risks and
monitors the diversification of the portfolio. Diversification
is analyzed across industries, ratings, customer types, and
corporate groups. Each month PRMD prepares a report for
management on the Bank group’s portfolio as well as on
obligor ratings transition factors. On a quarterly basis,
PRMD submits to the RIC a comprehensive report
concerning the Bank group’s portfolio including analysis
of the factors driving diversification.

(2) Principal Credit Management Guidelines

The Foundation Internal Ratings-Based Approach (F-IRB)
has been adopted by the Bank for calculation of credit
risk-weighted assets for Basel Il. In accordance with this
approach, the Bank established Credit Risk Management
Standards, which document the framework. This
documentation also covers the details of the Bank’s
internal rating system, which covers rating design and
operation, internal control, use of internal ratings, and
risk quantification.

These Standards contain Shinsei Bank's Core Credit
Policies, describing basic principles of the Bank’s internal
rating system. In addition, these Standards provide the
details of management policy and procedures in the form
of specific rules for each group of exposures in the
portfolio.

Internal Control Roles and Responsibilities

The Bank group’s internal control system for credit risk
management has been set up in accordance with current
regulations.

(1) Credit Risk Management

The risk management sections of the Bank and its
subsidiaries undertake the roles and responsibilities

for the Bank’s management of its credit risk. Functions
are divided into Credit Risk Management Sections,
responsible for the management of each asset category,
and the Credit Risk Control Section (a section specified in

Basel Il Pillar IIl (Market Discipline) Disclosure

the Risk Management Group of the Bank), responsible for
management across asset categories.

(2) The Board of Directors and the Management Committee
As the Bank is a “Company with Committees” (iinkai
setchi-gaisha), the authority to execute business
operations is delegated to the Management Committee.
The Management Committee makes operational business
decisions. Specifically, the Management Committee
grants approval for the establishment, revision and repeal
of fundamental rules governing the design and operations
of the Bank’s internal rating system as well as the
estimation and validation of parameters used in this
system.

(3) Overall Executive Oversight

The Representative Executive Officers, Chief Financial
Officer (CFO) and Group Head of Risk Management
undertake this role and responsibility.

(4) Daily Operational Executive Oversight
The Group Head of Risk Management undertakes this role
and responsibility.

(5) Audit Section

At least once a year, the Internal Audit Section evaluates
the Bank’s internal rating system and ensures the system
is in compliance with existing regulations.

Application of the Internal Rating System

The Bank uses its own Internal Rating Systems for
portfolios to which F-IRB Approach are applied. These
items are listed in the “Exhibit” for each portfolio.

The internal rating system is applied to corporate and
retail exposures as categorized below. The rules for
applying the internal rating system are part of the Bank’s
overall Credit Risk Management Standards.

(1) Corporate Exposure

e Corporate exposure

¢ Financial institution exposure

e Sovereign exposure

e Non-recourse real estate loans (Specialized lending
using slotting criteria)

e (Credit trading claims

e (Claims not subject to pool management

e (Claims against individuals for the purpose of funding
a business

e (laims against a business with exposure after
“aggregation” (nayose) on a consolidated basis of
¥100 million or more

(&)
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(2) Retail Exposure

Retail exposures are defined as

e Exposures subject to pool management, and

e Claims against an individual (except for a claim for the
purpose of funding business operations), or claims
against a corporation (including an individual with the
purpose of funding a business) with an outstanding
amount of less than ¥100 million after the
“aggregation” (nayose) on a consolidated basis.

Features of these products and credit analysis standards
may vary between the Bank and its subsidiaries. As such,
specific pool classification systems for each product are
applied at each entity, in accordance with established
guidelines.

Estimation and Validation of Parameters

The approach for estimation and validation of parameters
such as Probability of Default (PD), Loss Given Default
(LGD), and Exposure at Default (EAD) is set forth in the
Credit Risk Management Standards. Ratings, pool
classifications and estimated parameters are also used for
internal control. Depending on the specific characteristics
of the Bank group’s portfolios, the parameters used for
internal control may differ from the parameters used in
the course of calculating the regulatory capital ratio of the
Bank group. The existence of differences and the
rationale for such differences is stated in the guidelines
for parameter estimation and validation.

Stress Tests

Specific implementation guidelines are established for
stress tests used in the assessment of capital adequacy,
and credit risk stress tests to assess the effect of certain
specific conditions on the Bank’s regulatory capital
requirements. Stress test results are reported to senior
management at least once a year.

Reserve Policy

A reserve for credit losses of the Bank and its subsidiaries
is provided as detailed below, pursuant to the
predetermined internal rules for providing such reserves
according to the obligor categorizations based on the self
assessment of their assets.

A general reserve for claims against normal obligors,
need-caution obligors, and substandard obligors is
provided based on the specific actual past loss
experience.

A specific reserve for claims to possibly bankrupt, virtually
bankrupt and legally bankrupt obligors is provided based
on the full amount of the unsecured, un-guaranteed
portion of the respective claims after a solvency
assessment.

For claims against obligors that are possibly bankrupt
(that is, those that are not presently bankrupt but are
likely to go bankrupt in the future), a specific reserve is
provided for the amount considered to be necessary based
on an overall solvency assessment performed for the
amount of claims, net of amounts expected to be
collected through the disposal of collateral or execution
of guarantees.

For claims against obligors that are legally bankrupt (due
to bankruptcy, special liquidation, etc.) or virtually
bankrupt, a specific reserve is provided based on the
amount of claims, net of amounts expected to be
collected through the disposal of collateral or execution
of guarantees.

The reserve for loans to restructuring countries is provided
based on the amount of expected losses due to the
political and economic situation in each country.

Additionally, with regard to claims against possibly
bankrupt obligors and substandard obligors, a reserve is
provided based on the discounted cash flow method when
the obligor’s future cash flows for debt service are
reasonably estimable and the balance of claims to such
obligors is large.

Transition plan for moving from the Standardized Approach
to F-IRB Approach for the portion of the Bank’s portfolio to
which F-IRB is not yet applied

F-IRB Approach will be applied at a future date to the one
portfolio and three entities listed below. Currently, this
portfolio and the portfolio of these three entities are
considered to be comprised of “roll-out” exposures. The
Bank follows the Standardized Approach for evaluating
these exposures.

(1)Residential mortgages at the Bank — Because this
business started in 2003, the Bank has not collected
enough historical default data (especially for
estimation of LGD) for F-IRB calculation. Once the
Bank has collected sufficient historical default data
(about five years), this portfolio will be transitioned
to F-IRB.



(2)APLUS — APLUS became a subsidiary of the Bank in
fiscal year 2004. The Bank decided not to make an
official F-IRB application for APLUS at the end of
March 2007 (the first year of Basel Il implementation),
and determined it is best to spend more time reviewing
and refining pool classification of retail exposures.
APLUS is working toward a transition to F-IRB as soon
as possible.

(3)ZEN-NICHI SHINPAN — Zen-Nichi Shinpan became
a subsidiary of APLUS in fiscal year 2005.
Consequently, historical data is not sufficient for F-IRB
calculations. The Bank group plans to apply for F-IRB
treatment for this subsidiary after three years.

(4)SHINSEI BUSINESS FINANCE — Shinsei Business
Finance was established in fiscal year 2002. Shinsei
deferred F-IRB for this company due to lack of
historical data and recent changes to rules for credit
self assessment. The Bank group plans to apply for
F-IRB treatment for this subsidiary after three years.

In the case of portfolios to which the Standardized
Approach is applied, the Bank will use ratings from the
following qualified rating agencies to determine exposure
risk weights:

S&P, Moody’s, Fitch, R&l, and JCR

Credit Risk Mitigation Policies and Procedures

(1) Policies and framework for mitigating credit risk

The Bank mitigates credit exposure with collateral and
guarantees to reduce the credit risk of obligors. The Bank
has a clear framework regarding methods for mitigating
credit risk. Basic procedures and descriptions of controls
as well as types of standard collateral, guarantees
necessary in granting credit, evaluation methods for
different types of credit and collateral, possible “haircuts”
to collateral and regular revaluation of collateral are
stipulated in the Bank’s credit procedures.

(2) Controls concerning overall methods to mitigate credit
risk

The Bank uses net exposure for capital calculations after
netting deposit and loan claims. All collateral and
guarantees are registered in a dedicated system. The
information is linked to obligor and credit account data.
Collateral and guarantees are revalued at least once a
year. Perfection of security interest, currency, date and
correlation between collateral and counterparty are
checked. The Bank does not incorporate credit derivatives
used for credit risk mitigation in capital calculations.
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(3) Eligible financial asset collateral

Financial asset collateral types is defined by the Bank to
include deposits, fixed income securities, equities, and
commercial paper.

(4) Eligible collateralized claims

Collateral types in this category include commercial bills,
rights to claim return of security deposits, rights to claim
return of construction funds, loan receivables, leasing and
sales installment receivables, and beneficial interests in
trust.

(5) Eligible real estate collateral

Collateral types in this category include land and
buildings, plants, and foundations including industrial
foundations.

(6) Other asset-backed collateral
Eligible other asset-backed collateral is defined by the
Bank as aircraft and ships.

(7) Guarantees

Guarantors are classified into the following categories:
governments, central banks, municipalities, public
institutions, credit guarantee associations, banks,
general business entities, and individuals.

. Policies and Procedures for Counterparties of Derivative

Products and Transactions with a Long-Horizon
Settlement Periods

Counterparty risk

Credit risk arising from market trading, such as
derivatives, is controlled based on fair market value
and estimation of future price volatility.

Allocation of credit limits

In order to accurately reflect the Bank’s overall exposure,
counterparty limits are added to any other credit exposure
for each obligor.

Credit enhancement based on collateral and reserves

Credit enhancement measures are taken to mitigate the
Bank’s concerns regarding certain obligors’ credit quality
as well as concentration risk in the Bank’s portfolio.

The Bank follows the guidelines outlined in the ISDA
Credit Support Annex (CSA), which has been accepted by
many financial institutions. Accordingly, reserves that are
adequately marked to market are treated as normal claims
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(seijo saiken). In the case that collateral coverage is below
the mark-to-market exposure, reserves are determined
according to the obligor’s credit quality.

Possibility of the Bank posting additional collateral due to
a decline in the Bank’s credit quality

If the Bank’s credit quality were to decline and be
reflected as such in the assignment of lower external
ratings, the Bank may be required to provide additional
collateral to counterparties in transactions subject to the
ISDA Credit Support Annex (CSA).

. Securitization Exposure Risk Management Policies

and Procedures

Bank Rules

The Bank is active in securitizations and manages
securitization transactions as follows:

(1) Originator

For fundraising and balance sheet management purposes,
the Bank securitizes loans; APLUS securitizes card credit
receivables; and Life Housing Loan securitizes housing
loans.

As an originator, the Bank manages the credit risk of its
securitized transactions using the assumption that original
debts are maintained on its books. Since the purpose of
these transactions includes acquiring funds and managing
the Bank’s balance sheet, securitization transactions are a
tool to control liquidity risk.

(2) Investor

The Bank invests in securitization transactions which
are backed by various financial products.

The Bank also re-securitizes some securitized products
which the Bank has purchased.

As a general rule, the Bank manages the risks arising from
securitization exposure, according to the types of products
based on the Bank’s Product Programs. In each Product
Program, the transaction approval authority, size of the
line to be used, methods for management, risk-checking
monitoring, and scenario-specific exit are defined.

When the Bank invests in and monitors securitization
exposures, the Bank focuses on external ratings and their
changes. In addition, the Bank assigns an internal rating
to each transaction based on an analysis of actual and
forecasted performance of the underlying assets.

The risks related to securitization exposures are properly
recognized and managed. Risk Capital is calculated based
on the internal rating assigned to each transaction. In
addition, if the investments fall under the category of
securities that do not have fair value or market value,

the Bank recognizes and manages the risk through
self-assessment.

The performance of underlying assets is monitored on

an ongoing basis. In addition, the Bank monitors the
impact of covenants and “triggers” on the risk of each
securitization exposure. The status of each securitization
exposure is reported to senior management on a monthly
basis, and details are explained to the RIC on a quarterly
basis by the Risk Management Group.

(3) Servicer

The Bank acts as a servicer when loans which were
originated by the Bank are used as underlying assets in
securitization.

Similarly, when financial assets originated by APLUS
or Life Housing Loan are used as underlying assets for
a securitization, APLUS or Life Housing Loan serves as
a servicer.

(4) Swap provider

In some transactions wherein the Bank is the arranger, the
Bank provides swaps in order to mitigate interest rate risk
within a specified range.

Calculation Methods for Determining the Amount of Credit
Risk in the Context of Securitization Exposure

Risk weights are calculated based on internal rules
entitled Standards for Administering Risk Weight
Calculation for Securitization Exposure. In general, the
amount of credit risk assets related to securitization
exposures is calculated using the Ratings-Based Approach
(RBA).

In certain cases, where ratings have not been assigned by
qualified rating agencies, the Risk Management Group
and Finance Group may approve exceptions to using the
RBA. For such transactions, the Bank has sufficient data
to estimate PDs and LGDs of the original assets, and
therefore can calculate the transaction-specific PDs,
LGDs and credit risk amount based on the Supervisory
Formula Approach.

Where no ratings are assigned by qualified rating agencies
and no data are available for estimating the PDs and



LGDs of original assets, the Bank'’s investment amount
is deducted from the Bank’s regulatory capital.

Accounting Policy Adopted for Securitization Transactions

(1)When assets to be securitized are owned by the Bank,
securitization assets are removed from the balance
sheet and assignment of gains and losses are
calculated based on the financial component (zaimu-
kousei-youso) approach.

The assets sold and retained interests are recognized
as separate components of a transfer of financial
assets. Those components in the transferred assets are
measured by allocating the previous carrying amount
between the assets sold and retained interests based
on the relative fair values at the time of transfer. Based
on the calculated values of assets that are sold, gains
or losses on the transfer are recognized.

However, when assets are securitized for fundraising
purposes, the book value to be credited on the balance
sheet is adjusted in order to prevent generating any
initial profits, after removing the assets from the

balance sheet using the financial component approach.

(2)When the Bank purchases securitized products,
Accounting Standards for Financial Products apply
to each financial asset.

(3)Fee income earned by the Bank in arranging
securitization for other parties (no investment) are
treated as non-interest income.

Qualified Rating Agencies Whose Ratings Are Used by the
Bank in Determining Securitized Exposure Type-Specific
Risk Weights:

S&P, Moody’s, Fitch, R&l, and JCR
. Market Risk Management Policies and Procedures
Definition of Market Risk

Market risk is defined as the risk associated with changes
in the value of financial instruments as a result of
fluctuations in exchange rates, interest rates, equity
prices and other market-determined price mechanisms.
Market risk is assumed to be inherent in all assets and
liabilities as well as off-balance sheet transactions.
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Market Risk Policies

The Bank manages market risk by segregating the overall
balance sheet into a trading book and a banking book.

(1) ALM Committee: The Asset-Liability Management
(ALM) Committee, chaired by the CEO, is the senior
review and decision-making body for the management
of all market risk related to ALM and the banking and
trading books. The actual risk limits for ALM as well as
trading, such as the value-at-risk or “VaR"” method, are
approved by the ALM Committee. The VaR method is a
procedure for estimating the probability of portfolio
losses exceeding specified thresholds based on a
statistical analysis of historical market price trends,
correlations and volatilities.

(2) Market Risk Management Committee: The Market Risk
Management Committee serves as an arm of the ALM
Committee and is chaired by the Head of Risk
Management, with senior representatives from related
divisions, including the CFO. The committee meets
weekly to review detailed risk and liquidity reports from
the Market Risk Management Division, which is
responsible for objective and timely recognition,
monitoring, and reporting of market risk in both the
Bank’s trading and banking operations. In addition
to reporting risk information to management,
administrative divisions and front office units, the
Market Risk Management Division carries out regular
risk analyses and recommendations.

(3) Trading Activity: While trading activity is carried out
mainly on behalf of Bank customers, the Bank also
engages in some proprietary trading activity. The
allocated Risk Capital for proprietary trading is less
than 10% of total Risk Capital allocated to market risk.

(4) Limit Setting: Setting limits is an important
component of the Bank’s risk control. Loss limits and
VaR limits are approved by the CEO at the ALM
Committee and communicated to the CFO. The CFO
sets limits for business heads, who in turn assign
limits to risk managers.

Market Risk Management System

The Group Treasury Division manages asset and liability
risk arising from normal banking operations and the
Capital Markets Division manages the active risk from the
Bank’s trading operations. The Group Treasury Division
and each unit within the Capital Markets Division are
assigned overall risk limits.
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The Market Risk Management Division is responsible for
the objective and timely recognition, monitoring and
reporting of market risk in both the Bank’s trading and
banking operations. In addition to reporting risk
information to management, administrative divisions and
front office units, this division carries out regular risk
analyses and recommendations. The transaction
execution, operations and risk management sections
operate independently, establishing a system of effective
checks and balances.

The Bank has built a system capable of facilitating the
recognition and management of market risk by quantifying
this risk frequently, tracking it objectively, and making
adjustments according to market trends.

Market risk management relies on a five-step process.

1. Construct a transaction information database.

2. Clarify data according to the nature of the risk.

3. Quantify the risk based on the characteristics and
nature of the risk.

4. Summarize and report the overall risk calculation.

5. Determine appropriate adjustments based on the
reported risk calculations.

To obtain a precise picture of the current risk position,
transaction data must be accurate and complete.
Measurement definitions must be valid, and valuation
criteria such as rates and prices must be reliable. The
Bank’s market risk measurement system meets all of
these requirements.

Market Risk Measurement Methodology

The Bank uses a Value-at-Risk (VaR) approach in

its trading operations. For general market risk, an
internal-model VaR calculation started from March 31,
2007 for Shinsei Bank, Shinsei Securities and the Bank’s
other subsidiaries. This internal model makes use of a
Historical Simulation Method for all books except foreign
exchange related risks where a variance-covariance
method is used. Specific risk is reported using the
Standardized Method. The VaR calculation uses a 99%
confidence interval, 10 day horizon period and 250
observation days. Risk capital is measured on a presumed
one-year holding period basis.

Market Risk Methodologies

FX-related Risks

Trading except Trading
Shinsei General Internal model method Standardized
Bank Market e Historical Simulation method
Risk Method except FX-related
risks

¢ A variance covariance
method for FX-related risks

Specific Standardized method

Risk
Shinsei General Internal model method Standardized
Securities  Market o Historical Simulation method

Risk Method

Specific Standardized method

Risk
Other — Standardized
Subsidiaries method

Mark-Down of Trading Assets: Trading assets are normally
measured by market price, yields and rates. However, the
value of certain assets may also be affected by credit risk
or market liquidity risk. In such cases, two methods are
used to mark down the value of trading assets.

1. Record provisions for losses on derivative transactions
according to obligor classifications in the same manner
as on-balance transactions by taking into account
current exposures as well as potential future exposures.

2. Record costs for disposing of and reconstructing
market-related positions as provisions related to market
liquidity risk for derivative-related transactions in
trading accounts.

VaR amounts as calculated at the end of March 2007
together with the high, mean, and low VaR in fiscal year
2006.

Millions of yen

Consolidated Non-consolidated
VaR at the end of year 1,980 1,847
VaR through this year
High 2,339 2,076
Mean 1,665 1,427
Low 909 770

Internal Model Validation

The validity of the Bank’s market-risk VaR model is
verified through back-testing, which examines how
frequently actual daily profit or loss exceeds daily VaR for
a one-day holding period. Back-testing of the sample data
for the fiscal year ended March 31, 2007 confirmed the
continued reliability of the Bank’s VaR model.



Using more than 6,000 data points for back-testing, the
Bank compares daily the actual losses to estimated 1 day
VaR to confirm the reliability of the VaR method for all
trading divisions. The back-testing results are reported
daily to the trading divisions and quarterly to senior
management. The back-testing results for fiscal year
2006 show that the number of days in which Loss
Amount exceeded VaR on a consolidated basis was zero.

Under the Internal Model method, the Bank has initiated
stress testing using approximately 30 scenarios (five
Discretionary Scenarios and 25 Non-Discretionary
Scenarios, including six sigma shocks to simulate
extremely unexpected events). Stress tests are produced
on a weekly basis and reported to the Market Risk
Management Committee.

Liguidity Risk Management

The Bank’s ALM Committee is the senior review and
decision-making body for the management of liquidity
risk. The ALM Committee determines the overall limit for
liquidity risk by establishing the short-term liquidity gap
structure limits and minimum liquidity reserve levels. A
liquidity gap structure and a minimum reserve are the
principal management tools the Bank uses to monitor
and manage liquidity.

The Bank’s Liquidity Management Policy is reviewed and
approved periodically by the ALM Committee. This policy
stipulates the guidelines for appropriate liquidity risk
management.

To quantify liquidity risk, the Bank has developed three
liquidity forecast models:

e Business as Usual model: Forecasts the liquidity
situation on an ongoing basis. The output of this model
is an estimate of the funds the Bank needs to raise
under normal circumstances.

e Stress/Event model: Forecasts liquidity under
extraordinary circumstances. The output of this
methodology is an estimate of the outflow of funds
under extraordinary circumstances.

e Contractual Maturity model: Forecasts liquidity on the
assumption that assets and liabilities will be liquidated
at contracted maturity, based on certain assumptions.
This model indicates how much the Bank needs to
raise based on its actual contractual obligations.
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The output of these models is carefully analyzed and
presented monthly to the ALM Committee together with
a recommendation on the liquidity gap structure and
minimum reserve level, as well as the underlying
rationale, which is determined as follows:

e The first test is that the Bank should be able to survive
a crisis or emergency situation; this test is based on
the assumptions relating to cash inflow and outflow in
a time of crisis. The cumulative outflow over a
specified period should not exceed available reserves.

e |f available reserves are insufficient to meet the above
test, action to remedy the situation, such as increasing
reserves or changing our liability profile, must be taken.

e |f available reserves are sufficient to meet the test,
then reserves may be reduced, but only in a manner
that the first stress or emergency survival test is still
met and the liquidity gap at various times is within
approved gap limits.

The Bank also develops and maintains contingency
funding plans for liquidity, including the Bank’s Liquidity
Crisis Contingency Plan, which clarifies specific policies
and measures to deal with a liquidity crisis. The Bank
plans for the possibility that funding costs may increase,
or funding may become otherwise difficult, due either to
internal factors, such as a deterioration in the Bank’s
credit quality, or external factors such as a lack of cash
liquidity in the market. These plans evaluate market-
based funding capacity under various possible market
conditions, and specify actions and procedures to be
implemented under liquidity stress. Further, these plans
address alternative sources of liquidity, measure the
overall ability to fund the Bank’s operations and define
roles and responsibilities for effectively managing liquidity
through a period of stress, including mandating the
creation of a crisis management headquarters in the event
of a liquidity crisis.

Daily liquidity reports based on this model are prepared
by the Risk Management Group, which also circulates the
reports to business managers and senior management for
review and action as necessary. Detailed reviews are
conducted monthly.

Equity Risk Management
The Bank’s equity investments are in general approved by

the RIC, based on their risk-return profile as investments.
For certain fund investments, the RIC has approved a
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Product Program approach by which the RIC delegates
approval authority within the Program limit. For
investments that do not meet the delegation criteria, RIC
approval is needed.

The risk management methodology for each investment is
determined to reflect its type and investment purpose.
Each risk is recognized and monitored appropriately using
VaR, Net Asset Value method, or a specifically-created
Risk Capital calculation logic. For securities that do not
have fair market values, self assessments are conducted.

Risks held within each Product Program are reported
monthly to senior management. In addition, a detailed
explanation is provided to the RIC on a quarterly basis by
the Risk Management Group.

Banking Book Interest Rate Risk Management

(1) Interest Rate Risk Management Approach

The Bank’s ALM Guidelines govern management of
interest rate risk in the Bank’s banking book. Risk is
monitored on a daily basis. The ALM Committee meets on
a monthly basis in order to provide management with
appropriate and timely reports on the status of the Bank’s
interest rate risk exposure. This committee also reviews
and makes decisions on future ALM policies and related
topics. The purpose of comprehensively managing assets
and liabilities is to optimize the overall interest income for
the medium- to long-term by appropriately balancing
interest rate risks on assets and liabilities and liquidity
risks arising in the ordinary course of operations. This
optimization is achieved by maintaining the appropriate
balance between the following two approaches.

e Static point of view: Stabilize fluctuations and the
range of changes in interest income based on the
Bank’s estimation by adjusting interest rate risks
resulting from gaps in the amount of assets and
liabilities, terms and the current interest rate
conditions.

e Active point of view: Increase interest income by
restructuring the present combination of assets and
liabilities into a structure to generate more return per
unit of risk.

Interest income is simulated in order to monitor risk
status on both a net present value and accounting basis.
The Bank monitors the shape of the yield curve and
regularly analyzes scenarios such as sudden steepening or
flattening of the yield curve. The impact of these scenario
changes on assets and liabilities is also evaluated.

The approaches for handling particular types of exposures
are as follows:

e Housing loan prepayments

Instead of using contractual maturity, the cash flows for
housing loans are based on a particular prepayment
ratio, which is determined using actual prepayment data
for similar loans and pricing in the housing loan
securitization market. These data are incorporated into
the interest rate risk calculation for the banking book.
Prepayment rates are reviewed as appropriate.

e Definition of core deposits

The Bank has adopted an internal model for determining
the maturity of core deposits. This system defines
customer-specific and currency-specific maturities of
ordinary deposits. In particular, the anticipated residual
maturity model, wherein a probability distribution is
applied, has been used for determining the maturity of
yen-denominated retail ordinary deposits which account
for the majority of the Bank’s deposits.

According to this model, the average term is about 1.7 to
1.8 years (the longest term is 5 years). The term changes
depending on the profile of each deposit, which
constitutes the total balance of ordinary deposits.

Regarding other corporate deposits and liquid foreign
currency deposits, the average term of 10.5 months has
been reflected in the interest rate risk calculation in the
banking book.

The parameters and models for core deposits are reviewed
as necessary.

(2) Stress scenarios and outlier criteria

In the context of the outlier criteria for the second pillar
of Basel Il, the Bank has adopted a 2% parallel-shift
scenario. This measures fluctuation in the economic value
of assets and liabilities on the banking book as a result of
a 2% interest-rate shock. This scenario is consistent with
the Bank'’s interest rate risk sensitivity analysis, which is
used for internal control purposes. This approach
enhances the clarity of the scenario analysis.

Amounts of gains (losses) from an interest-rate shock of 2%
upward on the banking book at the end of March 2007.

Billions of yen

Consolidated Non-consolidated

JPY (31.8) (11.4)
usD +1.8 +1.8
Other +0.4 +0.4
Total (29.5) (9.1)




8. Operational Risk Management Policies and Procedures

Definition of Operational Risk

Operational risk refers to the risk of loss resulting from
inadequate or failed internal processes, people and
systems or from external events.

The Bank classifies operational risks into several risk
categories, such as operations risk, compliance risk,
labor-related risk, systems risk, extensive disaster risk,
and material object risk, which are applied across the
Bank and its consolidated subsidiaries.

Operational Risk Management System

Operational risk has several characteristics as follows:

e |nherent in any business activity

e Attributable to multiple factors

e Possesses diverse risk profiles that evolve depending
on internal controls and the business environment

e Has potential to grow across risk categories

The Bank manages operational risk at multiple levels as

follows:

e Management by business lines according to the nature
of each business

¢ (Cross-organizational management by designated
management divisions (hereinafter “designated
management divisions”) for respective risk categories
mentioned above such as operations risk and
compliance risk

e Verification by the Internal Audit Division on the
appropriateness and effectiveness of the overall risk
management system

e Based on reports and proposals, the Management
Committee makes decisions on important items,
including general rules and change of organization
related to operational risk management

The designated management divisions are independent
from business lines, and are professionally well-versed to
manage each risk category. The divisions develop uniform
management standards and procedures, capture and
evaluation of errors and irregularities, causal analysis and
supporting establishment of recurrence prevention
measures. Moreover, the designated management
divisions meet on a monthly basis to share information,
identify challenges and promote measures to take in
each risk category, as well as to implement effective
operational risk management.
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Operational risk is recognized and evaluated through
internal errors and irregularities that have occurred, and
potential errors and irregularity scenarios that may occur
less frequently but may have a significant impact.
Uniform standards for collection and evaluation of errors
and irregularities are established to capture and/or
evaluate significant actual errors and/or irregularities on a
regular basis. Procedures are determined to ensure that
the potential error and irregularity scenarios for each
business operation are specified and their frequency and
severity are evaluated in a complete and appropriate
manner on an at least an annual basis.

Such actual and potential errors and irregularities are
reported to senior management and, based on an internal
model (loss distribution approach), used in Risk Capital
measurement for internal management purposes.
Moreover, this information is used for insurance policies
involving operational risks such as Banker's Blanket Bond
insurance (BBB insurance), Errors & Omissions insurance
(E&O insurance), and fire insurance.

Operational Risk Management Standards

Operational Risk Management Standards are a set of
policies, standards, guidelines and procedures used to
define the organizational framework, specific methods,
and processes for operational risk management. They
are composed of the following:

e Operational Risk Management Policy
e Specific management rules
* Management rules at consolidated subsidiaries

The Operational Risk Management Policy is the highest
set of rules on operational risk management, and is
established, revised and repealed only with the approval
of the Management Committee. To ensure
comprehensiveness and consistency in operational risk
management within the Bank group, the Policy
establishes risk definitions, governance and basic policies
on operational risk management, and the basic framework
for risk capture, evaluation, monitoring, reporting, control
and mitigation.

Specific management rules include management
standards and procedures for each respective operational
risk category, and for new businesses and products. The
rules are established, revised and repealed by the
approval of the Management Committee and/or the group
head in charge.
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Management rules at each consolidated subsidiary are
composed of comprehensive rules on overall operational
risk management and specific rules for respective
operational risk categories. Consolidated subsidiaries
establish, revise, and repeal rules by the approval of their
Board of Directors, according to their risk characteristics
and specific internal controls. Their establishment,
revision, and repeal are subject to prior discussions with
and after-the-fact reports to the Bank to ensure
consistency with the Bank’s risk management rules.

Methodology to calculate Operational Risk under Basel Il

The Standardized Approach is adopted by the Bank.

Amount of required capital for Operational Risk in fiscal year

2006.
Millions of yen
Required capital amount  Required capital amount
(Consolidated) (Non-consolidated)
The Standardized Approach 32,944 19,068
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Principal “"Credit Risk Management Guidelines”

Covered Area Covered Exposures (Basel Definitions)
Internal Rating  Estimation/ Corporate Exposures Retail Exposures Others
Principal Rules Control System Validation Entity Business  Financial ~ Sovereign  Equity  Specialized Residential Qualifying  Other Funds  Securitized Distress
Design/ of Corporations Institutions Lending  Mortgage  Revolving Products

Operations  Parameters

I. Internal Rating Methodologies
1. Overall
 Shinsei Bank Core Credit Policies
Chapter IV. Principles with respect to
the Internal Rating System . . . Entire Group . . . . . . . . . . .

* Comprehensive Standards for Internal

Rating System of Retail Claims . . . Entire Group - - - - - . . .
* Internal Control Concerning the Internal
Rating System of Corporate Exposures . - — Entire Group . . . . . — — —

2. Rating System Design/Operations and Risk Quantification

(a) Bank
 Credit Rating Handling Standards — . - Bank . . . . - - - -
o Facility Rating Handling Standards — . - Bank . . . . - - - -
o Internal Rating Standards for Specified

Loan Claims — . - Bank - - - - . - - -
* Rules for Estimation/Validation

(Corporate Exposures) — . . Bank . . . . - - - -

* Pool Classification of Purchased

Housing Loan and Parameters

Estimation/Validation Standards — - . Bank - - - - - . - .
(b) Subsidiaries
o Estimation/Validation Rules

(Retail Exposures) — . . Entire Group - - - - - . . .
* Showa Leasing: Rules for Internal

Rating System . . - Showa Leasing . . . . - - - .
* Showa Leasing: Credit Rating Handling

Standards — . - Showa Leasing . . . . - - - .
* Showa Leasing: Facility Rating Handling

Standards — . - Showa Leasing . . . . - - - -
* Showa Leasing: Parameters Estimation

Standards — - . Showa Leasing . . . . - - - .
® Showa Leasing: Policy for Implementing

Internal Rating System - - - Showa Leasing . . . . - - - .
o Life Housing Loan: Rules for Internal

Rating System of Retail Exposures . . . Life Housing Loan - - - - - . - .

3. Stress Test

o Stress Test Implementation Rules for
the Measurement of Regulatory Capital Entire Group . . . . . . . . . . .

4., Other Rules for Operating Internal Rating System
* Comprehensive Standards for

Measurement of Dilution Risks Bank . . . - . . . . - . .
o Standards for Measurement of Dilution
Risks of Purchased Loans Bank . . . - . . . . - . .

5. Self-Assessment

o Self-Assessment Standards (Bank) Bank . . . . . . . . . . .
o Self-Assessment Manual/Procedures

(Subsidiary: Showa Leasing) Showa Leasing . . . . - - - .
o Self-Assessment Standards

(Subsidiary: Life Housing Loan) Life Housing Loan - - - - - . - .

1. Role-Out Assets (from Standardized Approach to F-IRB Approach)
1. Designing/Application of Rating System, Quantification of Rating System

(a) Bank
* Pool Handling Standards of Shinsei

Housing Loan — . - Bank - - - - - . R _
* Standards for Estimation/Verification of

Parameters for Shinsei Housing Loan — - . Bank - - - - - . - -
(b) Subsidiaries
® APLUS: Credit Policy . - - APLUS - R R R R ° ° .
* APLUS: Guidelines for Credit Risk

Management . . . APLUS - - - - - . . .
* APLUS: Rules for Pool - . . APLUS - - - - _ ° . .
* APLUS: Rules for Estimation of

Parameters - - . APLUS - - - - - . . .
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Basel Il Pillar IIl (Market Discipline) Disclosure

Attachment 1: Shinsei Bank Corporate Credit Rating System

Credit Corresponding
Rating Ratings Assigned
Categories by R& | Summary

OA 1. Japanese Government, BOJ
2. Goverment-affiliated agencies, expected high certainty from strong backup by the Government.

1A AAA Highest capability to meet its financial commitments on the obligations and many other positive factors.

2A AA+

2B AA Very high capability to meet its financial commitment on the obligation and other positive factors.

2C AA-

3A A+

3B A High capability to meet its financial commitments on the obligations and some good factors.

3C A-

4A BBB+ . ) ) . . .
There is adequate certainty of the fulfillment of obligations, but there are also some factors requiring attention

48 BE8 in the event of serious adverse economic conditions in the future.

4C BBB-

5A BB+ . ) ) . . .
No problem regarding the certainty of the fulfillment of obligations for the time being, but some factors need

ZE BBBB to be closely watched in the event of adverse economic conditions in the future.

6A B+ . ) ) o N ) L
No problem regarding the certainty of the fulfillment of obligations in the present situation, but special supervision

2? BB is needed to monitor the trends in business performance and the protection of credit exposure.

9A Classified as “Need Caution” at the self-assessment

9B Classified as “Sub-Standard” at the self-assessment

9C Classified as “Possibly Bankrupt” at the self-assessment

9D Classified as “Virtually Bankrupt” at the self-assessment

9E Classified as “Bankrupt” at the self-assessment

Attachment 2: Showa Leasing Corporate Credit Rating System

Credit Corresponding
Rating Ratings Assigned
Categories by R& | Summary
0A 1. Japanese Government, BOJ
2. Goverment-affiliated agencies, expected high certainty from strong backup by the Government.
1A AAA Highest capability to meet its financial commitments on the obligations and many other positive factors.
2A AA+
2B AA Very high capability to meet its financial commitment on the obligation and other positive factors.
2C AA-
3A A+
3B A High capability to meet its financial commitments on the obligations and some good factors.
3C A-
4A BBB+ . ) ) o . .
B BEB There is adequate certainty of the fulfillment of obligations, but there are also some factors requiring attention
in the event of serious adverse economic conditions in the future.
4C BBB-
5A BB+ . ) ) . . .
5B BB No problem regarding the certainty of the fulfillment of obligations for the time being, but some factors need
5C BB to be closely watched in the event of adverse economic conditions in the future.
6A B+ ) ) ) Lo I ) L
6B B No problem regarding the certainty of the fulfillment of obligations in the present situation, but special supervision
&C 5 is needed to monitor the trends in business performance and the protection of
X1 Classified as “Need Caution” at the self-assessment
X2 Classified as “Sub-Standard” at the self-assessment
X3 Classified as “Possibly Bankrupt” at the self-assessment
X4 Classified as “Virtually Bankrupt” at the self-assessment
X5 Classified as “Bankrupt” at the self-assessment




Basel Il Pillar Ill (Market Discipline) Disclosure

Attachment 3: Showa Leasing Retail Credit Rating System

Credit Rating

Categories Summary
1 1. Sovereign
2. A company listed on a stock exchange (excluding markets for developing corporations such as TSE Mothers) or
a company judged to be similar to these listed companies.
2 A company listed on a stock exchange (measing markets for developing corporations such as TSE Mothers) or
a company judged to be similar to these listed companies.
3 A company with excess debt, a company posting deficit in two consecutive fiscal years, a company with negative capital account
4 A company judged to be not falling under any of other ranks.
5 A company using a vendor platform alliance or similar transactions.
Need Caution Classified as “Need Caution” at the self-assessment
Default Classified as “Sub-standard” at the self-assessment

Classified as “Possibly Bankrupt” at the self-assessment

Classified as “Virtually Bankrupt” at the self-assessment

Classified as “Bankrupt” at the self-assessment




Quantitative Disclosure
(as of March 31, 2007)

1. Names of unconsolidated subsidiaries with lower level
of capital than required level of adequacy capital and
amount of shortage.

Most of the 90 unconsolidated subsidiaries are special
purpose companies (SPCs) or Limited Partnerships (LPs)
for leverage leasing. As the economic risk associated with
leveraged leasing has been hedged in these subsidiaries,
the amount of invested equity is equal to applicable loss
limits.

2. Capital Structure

Please see “Management’s Discussion and Analysis of
Financial Condition and Results of Operations”—"Capital
Ratio” for capital calculation details. The Bank was not
required to deduct any excess deferred tax assets which
banks are prohibited from including in their Tier | capital.
The Bank has no Tier Il capital.

3. Capital Adequacy

Amount of required capital for credit risk (excluding equities
exposure and regarded-method exposure)

(1) Portfolios under the Standardized Approach (SA)

Millions of yen

Required capital Required capital
amount amount
(Consolidated) (Non-consolidated)

Shinsei Home Loans 15,363 15,363

APLUS Group 97,886 —
Subsidiaries of Showa Leasing 4,521 —
Other subsidiaries 12,613 —

(2) Portfolios under the Internal Ratings-Based Approach (IRB)

Millions of yen

Required capital Required capital

amount amount

(Consolidated) (Non-consolidated)
Corporate 190,428 181,358
Sovereign 7,272 7,262
Bank 54,054 54,245
Residential mortgage 3,334 —
Other retails 10,227 —
Total 265,318 242,866
Securitization Exposure 17,880 16,982

Amount of required capital for equity exposure under IRB

Millions of yen

Required capital Required capital
amount amount
(Consolidated) (Non-consolidated)

Market-Based Approach

Simplified Method 19,499 23,508
PD/LGD Method 9,005 39,443
Total 28,504 62,951

Amount of required capital for regarded-method exposure
under IRB

Millions of yen

Required capital Required capital
amount amount
(Consolidated) (Non-consolidated)

Regarded Exposure 52,297 52,452

Basel Il Pillar IIl (Market Discipline) Disclosure

Amount of required capital for Market Risk

Millions of yen
Required capital Required capital
amount amount
(Consolidated) (Non-consolidated)

The Standardized Approach

(Specific Risk) 9,445 11,790
Interest rate risk 9,019 8,851
Equity position risk 210 —
FX risk 215 2,939

The Standardized Approach

(General Market Risk) 341 —
The Internal Models Approach

(IMA) (General Market Risk) 5911 5,911

Amount of required capital for Operational Risk

Millions of yen
Required capital Required capital
amount amount
(Consolidated) (Non-consolidated)

The Standardized Approach 32,944 19,068

Total Capital Adequacy Ratio and Tier | Capital Ratio

Consolidated Non-consolidated

Total Capital Adequacy Ratio 13.13% 18.79%
Tier | Capital Ratio 8.11% 12.81%

Total required capital (Domestic Criteria)

Millions of yen
Consolidated Non-consolidated

633,519 361,377

Total required capital

4. Credit Risk Exposure (excluding Securitization and
Regarded Exposure)

Amount of Credit Risk Exposure
Geographic, Industries or Counterparties (Non-consolidated)

Millions of yen
Amount of Credit Risk Exposure

Total Loans, etc."?  Securities®®  Derivatives"™®

Manufacturing 275,969 273,758 201 2,008
Agriculture 900 900 — —
Mining 8,116 8,116 — —
Construction 39,520 34,678 4,772 69
Electric power, gap,

water supply 109,363 109,249 36 76
Information and

communication 32,268 31,668 — 600
Transportation 303,926 282,212 8,200 13,514
Wholesale and retail 123,143 122,377 50 714
Finance and

insurance 1,616,344 1,240,889 154,315 121,138
Real estate 1,737,065 1,572,892 162,711 1,461

Services 490,049 402,314 82,999 4,735

Government 852,613 49,161 801,045 2,406
Individuals 589,335 589,335 — —
Others 184 184 —
Domestic Total 6,078,801 4,717,741 1,214,334 146,725
Foreign 1,288,641 580,372 253,589 454,679
Bank Total 7,367,442 5,298,113 1,467,924 601,405
To 1 year 2,671,660 1,965,580 514,867 191,153
1 to 3 years 2,082,340 1,550,186 412,755 119,398
3 to 5 years 1,277,886 836,688 278,382 162,815

Over 5 years 1,201,523 864,113 209,371 128,039
Undated 134,092 81,544 52,547 —
Bank Total 7,367,442 5,298,113 1,467,924 601,405
(. (2, 3) Refer to Notes on p. 174
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Geographic, Industries or Counterparties (Consolidated)

Millions of yen

Amount of Credit Risk Exposure

Total Loans, etc."  Securities®  Derivatives"®

Manufacturing 391,226 389,016 201 2,008
Agriculture 1,426 1,426 — —
Mining 8,800 8,800 — —
Construction 57,619 52,778 4,772 69
Electric power, gap,

water supply 110,261 110,148 36 76
Information and

communication 38,816 38,216 — 600
Transportation 323,546 301,831 8,200 13,514
Wholesale and retail 213,784 213,019 50 714
Finance and

insurance 1,378,891 1,104,822 154,310 119,757
Real estate 1,718,485 1,554,312 162,711 1,461
Services 678,207 590,730 82,951 4,526
Government 860,990 54,407 804,175 2,406
Individuals 2,333,663 2,333,663 — —
Others 48,936 48,936 — —
Domestic Total 8,164,658 6,802,110 1,217,411 145,135
Foreign 1,226,246 531,681 240,296 454,268
Total 9,390,904 7,333,792 1,457,708 599,403
To 1 year 2,670,089 1,964,821 514,546 190,721
1 to 3 years 2,827,687 2,295,444 412,822 119,421
3to 5 years 1,762,843 1,318,043 281,902 162,897
Over 5 years 1,934,132 1,611,825 195,942 126,364
Undated 196,151 141,656 52,494 —
Consolidated Total 9,390,904 7,333,792 1,457,708 599,403

Notes:

1 Including total exposure, operating assets and securitized original assets
originated from these exposures, excluding purchased receivables

2 Excluding Equity exposures
(3) Credit equivalent amount basis

Amount of default exposure before partial write-off
Geographic, Industries or Counterparties

Millions of yen
Default Exposure
Consolidated Non-consolidated

Manufacturing 4,896 4,439
Agriculture 0 —
Mining 71 —
Construction 6,110 6,023
Electric power, gap, water supply — —
Information and communication 443 —
Transportation 9,031 8,911
Wholesale and retail 10,659 10,133
Finance and insurance 593 1,536
Real estate 4,235 2,135
Services 6,532 3,959
Government — —
Individuals 86,731 3,038
Others 866 —
Domestic Total 130,173 40,177
Foreign 3,384 3,384
Total 133,557 43,561

Amounts of loan loss reserves
before partial write-off
Consolidated

(general, specific, country risk)

Millions of yen

Start Amount Change Amount End Amount
General 89,043 12,225 101,268
Specific 83,926 1,829 85,756
Country 5 3 9
Total 172,975 14,058 187,033

Non-consolidated

Millions of yen
Start Amount Change Amount End Amount
General 60,220 5,214 65,434
Specific 53,637 (5,724) 47,912
Country 5 3 9
Total 113,863 (506) 113,356
Geographic (Consolidated)
Millions of yen
Reserve Amount
Total General Specific Country
Domestic 167,650 85,274 82,377
Foreign 19,383 15,994 3,379 9
Total 187,033 101,268 85,756 9
Geographic (Non-consolidated)
Millions of yen
Reserve Amount
Total General Specific Country
Domestic 92,350 47,817 44,533
Foreign 21,005 17,616 3,379 9
Total 113,356 65,434 47,912 9
Industries or Counterparties
Millions of yen

Reserve Amount
Consolidated Non-consolidated

Manufacturing 3,497 3,441
Agriculture 6 6
Mining 43 28
Construction 2,389 2,368
Electric power, gap, water supply 346 346
Information and communication 216 216
Transportation 10,905 10,900
Wholesale and retail 5,993 5,868
Finance and insurance 14,838 16,497
Real estate 13,924 14,158
Services 3,510 3,254
Government — —
Individuals 74,903 2,761
Others 32,510 32,503
Foreign 19,383 21,005
Non-classified 4,564 —
Total 187,033 113,356
Amount of write-offs

Industries or Counterparties

Millions of yen

Amount of write-off
Consolidated Non-consolidated

Manufacturing 234 —
Agriculture 2 2
Mining — —
Construction 277 238
Electric power, gap, water supply —

Information and communication — —
Transportation 15 0
Wholesale and retail 115 —
Finance and insurance —

Real estate — —
Services 100 —
Government —

Individuals 1 1
Others —

Non-classified 7 —
Total 754 242




Amount of Exposures under SA (after credit risk mitigation)

Millions of yen
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Corporate (Consolidated)

Millions of yen (except percentages)

Consolidated

Non-consolidated

Rated

Unrated

Unrated

0% 700 5,649 —
10% — 2,304 _
20% 244,038 38,050 —
35% — 548,707 548,707
50% 259 16,419 —
75% — 1,171,061 —
100% 47 492,354 —
150% — 1,394 _
350% — _ _
Capital Deduction — — _
Total 245,046 2,275,943 548,707

Specialized Lending Exposure under slotting criteria and
Equity Exposure under Market-Based Simplified Method

(1) Specialized Lending excluding high-volatility commercial

real estate

Risk weight ratio

Millions of yen
Amount of Exposure

50% 54,012
70% 396,314
90% 36,646
115% 121,412
250% 21,283
0% (Default) —
Total 629,668

(2) Specialized Lending for high-volatility commercial real

estate

Risk weight ratio

Millions of yen
Amount of Exposure

70% 1,049
95% 67,435
120% 13,267
140% 83,076
250% 54,735
0% (Default) —
Total 219,564

(3) Equity Exposure under Market-Based Simplified Method

Millions of yen
Amount
Consolidated

Amount

Risk weight ratio Non-consolidated

300% 386 208
400% 57,195 93,841
Total 57,582 94,050

Portfolios under IRB excluding the amount of exposures under
SA (after credit risk mitigation)

(1) Estimated average PD, LGD, Risk Weight Ratio, and
Exposure at Default (EAD) (on-balance and off-balance)
for Corporate, Sovereign, and Bank exposure

EAD EAD
Credit rating PD LGD"V Risk Weight (on-balance)  (off-balance)
0 0.03% 45.00% 24.09% 24,608 81
1 0.03% 45.00% 20.70% 26,262 56
2 0.05% 44.94% 19.35% 270,886 39,223
3 0.11% 45.02% 29.51% 743,525 103,768
4 0.25% 45.14% 45.00% 639,749 112,133
5 0.81% 44.68% 75.86% 329,223 75,589
6 2.33% 39.78% 100.05% 212,436 7,957
9A 15.42% 45.10% 236.97% 304,190 10,070
Default 100.00% 43.43% — 38,352 727
Sovereign (Consolidated)
Millions of yen (except percentages)
EAD EAD
Credit rating PD LGD"V Risk Weight (on-balance) (off-balance)
0 0.00% 45.00% 0.00% 1,523,646 22,849
1 0.03% 45.00% 9.58% 14,629 —
2 0.05% 45.00% 20.06% 128,112 33,129
3 0.08% 44.93% 29.29% 86,670 4,926
4 0.37% 45.00% 54.27% 1,167 —
5 1.29% 45.00% 132.75% 2 —
6 3.04% 45.00% 111.23% 12 662
9A 15.41% 45.00% 243.11% 6,913 8
Default 100.00%  45.00% — 59 —
Bank (Consolidated)
Millions of yen (except percentages)
EAD EAD
Credit rating PD LGD"V Risk Weight (on-balance) (off-balance)
0 0.03% 45.00% 7.58% 0 —
1 0.03% 45.00% 13.12% 8,544 115
2 0.05% 45.23% 20.97% 279,684 317,781
3 0.09% 42.92% 24.62% 80,532 49,360
4 0.29% 45.00% 61.12% 6,042 12,617
5 0.91% 45.00% 112.35% — 10,304
6 1.91% 45.00% 144.21% 2,625 6,863
9A 15.09% 44.37% 221.70% 19,382 124,827
Default — — — — —
Corporate (Non-consolidated)
Millions of yen (except percentages)
EAD EAD
Credit rating PD LGD"V Risk Weight (on-balance)  (off-balance)
0 0.03% 45.00% 24.08% 24,588 81
1 0.03% 45.00% 20.67% 25,623 56
2 0.05% 44.94% 19.38% 266,251 39,223
3 0.11% 45.02% 29.60% 718,895 103,768
4 0.23% 45.11% 41.54% 820,824 118,040
5 0.79% 44.59% 75.84% 237,729 75,589
6 2.31% 38.30% 97.38% 163,797 7,957
9A 15.42% 45.10% 236.78% 305,312 10,070
Default 100.00% 43.35% — 36,305 727
Sovereign (Non-consolidated)
Millions of yen (except percentages)
EAD EAD
Credit rating PD LGD"V Risk Weight (on-balance) (off-balance)
0 0.00% 45.00% 0.00% 1,519,762 22,849
1 0.03% 45.00% 9.58% 14,620 —
2 0.05% 45.00% 20.07% 127,903 33,129
3 0.08% 44.93% 29.29% 86,435 4,926
4 0.37% 45.00% 54.27% 1,167 —
5 1.29% 45.00% 132.75% 2 —
6 3.04% 45.00% 111.23% 12 662
9A 15.40% 45.00% 243.11% 6,913 8
Default 100.00%  45.00% — 59 —
Note:

1 LGD after credit risk mitigation

(02
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Bank (Non-consolidated)

Millions of yen (except percentages)

EAD EAD

Credit rating PD LGD¢D Risk Weight (on-balance)  (off-balance)
0 _ — — — _
1 0.03% 45.00% 13.12% 8,544 115
2 0.05% 45.23% 20.95% 279,153 317,781
3 0.10% 45.78% 25.13% 76,452 40,855
4 0.25% 45.00% 49.61% 15,682 15,621
5 0.91% 45.00% 112.35% — 10,304
6 1.91% 45.00% 144.21% 2,625 6,863
9A 15.41% 45.32% 221.09% 19,381 121,801
Default — — — — —
Note:

D LGD after credit risk mitigation

(2) Estimated average PD, Risk Weight Ratio, and amount of
exposure under Equity Exposure under PD/LGD method

Millions of yen (except percentages)

Credit rating PD LGD Risk Weight Amount

0 0.03% 90.00% 300.00% 9
1 _ — — —
2 0.05% 90.00% 219.25% 8,904
3 0.12% 90.00% 200.03% 3,125
4 0.34% 90.00% 261.28% 8,686
5 1.17% 90.00% 272.17% 17,756
6 1.76% 90.00% 428.14% 18
9A 15.53% 90.00% 508.73% 1,077
Default — — — —

(3) Estimated average PD, LGD, Risk Weight Ratio, and
Exposure at Default (EAD) (on- and off-balance) for
Residential Mortgage Exposure and Other Retail Exposure

Residential Mortgage Exposure

Millions of yen (except percentages)

Pool Entity (*1) PD LGD (*2) Risk Weight (on—bglégce)
l-a (*1) LHL 0.49% 36.70% 28.20% 10,764
1-b (*1) LHL 0.51% 37.20% 29.41% 25,665
2-a (*1) LHL 0.50% 36.70% 28.61% 7,230
2-b (*1) LHL 0.84% 37.20% 41.48% 35,353
Need Caution  LHL 59.53% 37.13% 160.27% 296
Default LHL 100.00% 37.15% 0.00% 1,939
Note:

(1“1 or “2" means obligor attribute and “a” or “b” means transaction

attribute

Other Retail Exposure

Millions of yen (except percentages)

Pool Entity “V PD LGD"? Risk Weight (on—bglésce)
CRI(*3) SL 0.31% 48.52%  26.20% 18,078
CR2(*3) SL 0.71%  48.71%  42.24% 77,426
CR3(*3) SL 1.42%  48.58% 56.58% 19,441
CR4(*3) SL 1.89% 48.79% 61.96% 53,954
CR5(*3) SL 7.18% 56.30% 87.03% 7,954
Need Caution SL 80.25% 46.39% 68.31% 891
Default SL 100.00%  50.02% — 1,364
l-a (*4) LHL 0.49% 36.70% 26.09% 1,747
1-b (*4) LHL 0.51% 37.20% 27.05% 7,114
2-a (*4) LHL 0.50% 36.70% 26.39% 748
2-b (*4) LHL 0.84% 37.20%  35.00% 4,342
Need Caution  LHL 59.53% 36.70% 86.91% 16

Comparative results of actual losses and expected losses for
the last two years under F-IRB Approach

Millions of yen

Fiscal year 2005 2006

Results of Actual Losses (a) 9,007 7,476
Expected Losses (b) 9,372 9,282
Differences ((b) - (a)) 365 1,806

The above matrix shows the results of default (downgrade
below substandard) losses (increase of reserve, write-offs,
and loss on sale) for the fiscal years 2005 and 2006 for
the Bank’s non-default corporate exposure at the start of
the fiscal year, with expected losses calculated using
estimated PD at the end of March 2007.

Several companies contributed to the losses in the two
fiscal years. Results of losses were less than or equal to
expected loss each year.

5. Credit Risk Mitigation (CRM)

Covered amount of CRM by collateral

IRB
Millions of yen
Eligible financial Other eligible
collateral IRB collateral
Corporate 45,285 155,325
Sovereign — 268
Bank — —
Total 45,285 155,593
Covered amount of CRM by guarantee
Millions of yen

Consolidated Non-consolidated

SA Exposures

161,243 161,243

IRB Exposures
Corporate 45,026 45,026
Sovereign 98,717 98,717
Bank 17,500 17,500
Residential mortgage — —
Other retail — —

6. Counterparty Credit Risk of Derivatives

(1) Measurement of EAD
Current Exposure Method

(2) Total amount of gross positive fair value
Consolidated ¥95,196 million
Non-consolidated ¥94,625 million

(3) EAD before CRM

Millions of yen

Consolidated Non-consolidated

Notes:

D “L HL" means Life Housing Loan and “SL” means Showa Leasing
2 LGD is shown after Credit Risk Mitigation
(3 Summarization of multiple pools. CR stands for credit rating
4“1 or “2" means obligor attribute and “a” or “b” means transaction

attribute

(0

FX related 204,817 205,246
Gold related 107,768 109,171
Equity related 57,105 19,380
Commodity related — —
Credit derivatives 127,179 127,254
Others 140,352 140,352
Total 637,223 601,405




(4) Net of: (2) + amount of gross add-on - (3)
Zero.

(5) Amount covered collateral
Zero.

(6) EAD after CRM
Refer to (3) (No change from EAD before CRM)

(7) Nominal amount of credit derivatives which have
counterparty risk

Millions of yen
Nominal amount Protection-buy Protection-sell
Single Name 1,031,826 1,018,677
Multi Name 43,600 6,800

(8) Nominal amount of credit derivatives which cover
exposures by CRM
Zero.

7. Securitization
Securitization exposure originated by the Bank group
(1) Amount of original assets

Securitization by transfer of assets

Millions of yen
Amount of original asset

Type of original assets

Residential mortgage 645,173
Consumer loan 144,089
Commercial real estate loan —
Corporate loan 353,967
Others —
Total 1,143,230

Note: Includes originally securitized assets originated by the Bank group in
fiscal year 2006, even though the Bank group had no exposure to these
particular assets as of March 31, 2007

(2) Amount of default exposure including original assets
Securitization by transfer of assets

Millions of yen

Type of original assets Amount of Default

Residential mortgage 11,379
Consumer loan 305
Commercial real estate loan —
Corporate loan 34,039
Others —
Total 45,724

(3) Amount of Securitization exposure the Bank group has by
type pf original assets
Securitization by transfer of assets

Millions of yen

Type of original assets Amount of Exposure

Residential mortgage 71,648
Consumer loan 77,330
Corporate loan 77,156
Others 1,786

Total 227,922
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(4) Amount of Securitization exposure and required capital,
the Bank group has by risk weight ratio
Securitization by transfer of assets

Millions of yen
Required
Band of risk weight ratio Amount Capital amount
To 12% 52,287 292
Over 12% to 20% — —
Over 20% to 50% — —
Over 50% to 75% — —
Over 75% to 100% — —
Over 100% to 250% — —
Over 250% to 425% — —
Over 425% — —
Total 52,287 292

(5) Amount of increase of capital by securitization (to be
deducted from Tier | capital)

Millions of yen
Consolidated Non-consolidated

Type of original assets

Residential mortgage 10,242 10,242
Consumer loan 2,547 370
Commercial real estate loan — —
Others 3,770 3,770
Total 16,561 14,384

(6) Amount of Securitization exposure which should be
deducted from capital by the Accord Article 247

Millions of yen
Consolidated Non-consolidated

Type of original assets
Residential mortgage 15,348 15,348
Consumer loan — —
Commercial real estate loan — —
Others 1,786 1,786
Total 17,135 17,135

(7) Securitization Exposure subject to early amortization
None.

(8) Summary of current year's securitization activities
including amount of exposure securitized, and recognized
gain/loss by original asset type.

In fiscal year 2006, the Bank securitized ¥65.6 billion,
including ¥50.4 billion senior beneficial interests backed
by a pool of residential mortgage loan receivables
originated by a regional bank, and recognized a ¥0.1
billion gain.

(9)Amount of credit risk asset of securitization under SA
subject to the Accord Supplementary Provision 15

¥66.8 billion of credit risk asset of Securitization
exposure comprised primarily of APLUS’s card and
installment receivables.
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(0

Securitization exposure in which the Bank group invests

(1) Amount of securitization exposure the Bank group has by
type of original asset

Millions of yen

Type of original assets Amount of original asset

Residential mortgage 75,155
Consumer loan 19,114
Commercial real estate loan 20,506
Corporate loan 172,075
Others 263,877
Total 550,728

(2) Amount of Securitization exposure and required capital
for the Bank group by risk weight ratio

Millions of yen

Required
Band of risk weight ratio Amount Capital amount
To 12% 191,941 1,211
Over 12% to 20% 104,137 1,311
Over 20% to 50% 170,032 4,925
Over 50% to 75% 23,716 1,423
Over 75% to 100% 1,668 133
Over 100% to 250% 5,775 1,155
Over 250% to 425% 1,831 622
Over 425% — —
Total 499,104 10,782

(3) Amount of Securitization exposure which should be
deducted from capital (under accord Article 247)

Millions of yen

Type of original assets Consolidated Non-consolidated

Residential mortgage 11,162 11,162
Consumer loan 2,459 3,041
Commercial real estate loan 3,392 3,392
Corporate loan 8,760 8,760
Others 25,848 25,848
Total 51,624 52,206

8. Market Risk (under Internal Model Approach)

VaR at the end of March 2007 and the high, mean, and low
VaR

Millions of yen

Consolidated Non-consolidated

VaR at the end of fiscal year 1,980 1,847
VaR through this fiscal year
High 2,339 2,076
Mean 1,665 1,427
Low 909 770

Based on VaR back-testing for fiscal year 2006, the trading
portfolio experienced no losses that exceeded the specified
VaR threshold

9. Equity Exposure in Banking Book

Book Value and Fair value

¥386 million
¥57,195 million

(1) Listed Equity Exposure
(2) Unlisted Equity Exposure

Gain or loss on sale or depreciation of equity exposure

Millions of yen
Consolidated Non-consolidated
Gain/Loss on sale 7,257 6,337
Loss of depreciation 909 824

Unrealized gain or loss which is recognized on Balance Sheet
and not recognized on Profit and Loss Statement.

Consolidated
Non-consolidated

¥1,006 million
¥(260) million

Unrealized gain or loss which is not recognized on Balance
Sheet and not recognized on Profit and Loss Statement.

Millions of yen

Consolidated Non-consolidated

Equity to subsidiaries and affiliates — 6,622

Amount of equity exposure under grandfathering rule subject
to the Accord Supplementary Provision 13

The amount was ¥14,252 million.

10. Amount of regarded exposure under the Accord Article
167

The amount was ¥67,649 million.

11.Interest Rate Risk in the Banking Book (IRRBB) -
the increase/decrease in economic value for upward/
downward rate shocks according to management’s
method for IRRBB.

The gain (loss) from an upward interest rate shock of 2%
in the banking book as of March 31, 2007 is shown
below:

Billions of yen

Consolidated Non-consolidated

JPY (31.8) (11.4)
usD +1.8 +1.8
Others +0.4 +0.4
Total (29.5) (9.1)




Organization
As of May 24, 2007

Internal Audit
Division
I

(Investigation

Office of Strategy Management
Office of CLO

Legal and
Corporate
Governance
Group
(LCG)

Institutional
Banking
Group
(IBG)

Department)
Board
Management
_of n CEO 1 Com%nittee
Directors
Nomination Office of
[ | Committee Corporate
Secretary
X . Office of
t—{ Audit Committee—— Audit
Committee
Compensation :“man
Committee Seourees
Division

*1 Sapporo, Sendai, Kanazawa, Nagoya,
Hiroshima, Takamatsu and Fukuoka
*2 Sendai, Nagoya, Takamatsu, Fukuoka

Abbreviations:

FIBD: Financial Institutions Business Division

FIPSD: Financial Institutions Business and
Public Sector Finance Division

SFC: Shinsei Financial Center

Retail
Banking
Group
(RBG)

Human Resources Division

Office of Corporate Secretary
Compliance Division

Legal Division

Investor Administration Office

IB Business Division
New York Representative Office
Office of CIO
Asset Management Division
Capital Markets Division
Process Control Division

Corporate Banking Business Sub-Group

Real Estate Finance Sub-Group

Advisory Sub-Group
[ Corporate Advisory Division

Corporate Business Solutions Sub-Group
International Principal Finance Division
Corporate Revitalization Division
Private Equity Division
Credit Trading Division
Real Estate Principal Investment Division
Specialty Finance Division
Healthcare Transactions Division

—— Public Sector Finance Sub-Group

L
%

— Financial Institutions Business Sub-Group:I_E

— Consumer and Commercial Finance Sub-Group

Marketing Division
Customer Advocacy Division
L (Customer Service Department)

Platinum Banking Division
Direct Banking Division
Channel Planning Division
Wealth Management Division
Retail Products Division
Loan Products Division
Retail Business Division
Retail Business Strategy Division
Excellence in Banking Division
Retail Compliance Division
— Retail Services Sub-Group

Retail Services Division

|E Channel Management Division

Retail Technology Division

Group Business Controlling Division
Group Regulatory Accounting and Tax Division
Group Treasury Division

Finance
Group
(FNG)

Banking
Infrastructure
Group
(BIG)

Risk
Management
Group
(RMG)

Group Financial Accounting Division
Group Investor Relations Division
Capital Markets and Treasury Product Control Division
Group Financial Strategies Division
Group Financial Projects Division
L (Basel Il Project Management Department)
Group Corporate Development Division
Group J-SOX Program Office
Office of CFO

— Control Sub-Group

— Operations Planning and Administration Division

—— Technology Sub-Group

Information Technology Division

Technology Support Division

—— Operations Sub-Group

E Operations Services Division—Grand Cayman Branch

Operations Support Division
Centralized Operations Division

Portfolio and Risk Management Division
Market Risk Management Division
Credit Risk Division

Corporate
Affairs
Group
(CAG)

Financial Engineering Risk Management Division
Retail Banking Risk Management Division

Risk Management Planning and Policy Division
Operational Risk Management Division

Corporate Communications Division

L— (Social and Cultural Contribution Promotion Department)

Office of Brand Management
General Services Division
Credit Assessment Division

Organization

Strategic Business Unit | ~ V
Priority Business Unit | ~ Il
Corporate Business Unit | ~ Il
Business Development Unit
Finance Company Business Unit
Business Solution Unit

Osaka Strategic Business Unit
Osaka Corporate Business Unit
(Unit at Specific Branch)*1

Real Estate Finance Division
Real Estate Business Division

FIBD I
FIBD Ii
(Unit at Specific Branch)*!

FIPSD
Osaka FIPSD

(Unit at Specific Branch)*2

Head Office SFC
(Ginza Annex)
(Ginza Corridor Street Annex)
(Kyobashi Annex)
(Nihombashi Annex)
Sapporo SFC
Sendai SFC
Kanazawa SFC
Omiya SFC
Kashiwa SFC
LalLaport SFC
Tokyo SFC
Ikebukuro SFC
Ueno SFC
Kichijoji SFC
Shinjuku SFC
L— (Shinjuku South Annex)
Shiodome SIO-SITE SFC
Roppongi Hills SFC
L (Keyakizakadori Annex)
Shibuya SFC
L— (Omotesando Hills Annex)
Hiroo SFC
Meguro SFC
Futakotamagawa SFC
Hachioji SFC
Yokohama SFC
Fujisawa SFC
Nagoya SFC
Kyoto SFC
Osaka SFC
Umeda SFC
L— (Hankyu-Umeda Annex)
Namba SFC
L— (Shinsaibashi Annex)
Kobe SFC
Hiroshima SFC
Takamatsu SFC
Fukuoka SFC



Directors and Executives/Advisors/Employees
Directors and Executives

As of June 19, 2007

Board of Directors

Thierry Porté

Junji Sugiyama
Michael J. Boskin*
Emilio Botin*

J. Christopher Flowers*
Shigeru Kani*

Fred H. Langhammer*
Minoru Makihara*
Yasuharu Nagashima*
Lucio A. Noto*

Nobuaki Ogawa*
Hiroyuki Takahashi*
John S. Wadsworth, Jr.*
Teruaki Yamamoto

President, CEO, Shinsei Bank, Limited

Chairman, Shinsei Bank, Limited

Professor, Stanford University

Chairman, Grupo Santander

Chairman, J. C. Flowers & Co., LLC

Former Director, Administration Department, The Bank of Japan,
Professor, Yokohama College of Commerce

Chairman, Global Affairs, The Estée Lauder Companies, Inc.
Senior Corporate Advisor, Mitsubishi Corporation

Lawyer

Former Vice Chairman, Exxon Mobil Corporation

Lawyer

Former Director, Japan Corporate Auditors Association
Advisory Director, Morgan Stanley

Director, Vice Chairman, APLUS Co., Ltd.

Notes: 1. * Outside Directors
2. Committee memberships:
Nomination Committee: Minoru Makihara (Chairman); Michael J. Boskin, J. Christopher Flowers, Lucio A. Noto, Thierry Porté
Audit Committee: Hiroyuki Takahashi (Chairman); Shigeru Kani, Yasuharu Nagashima, Nobuaki Ogawa

Compensation Committee: J. Christopher Flowers (Chairman); Emilio Botin, Fred H. Langhammer, Minoru Makihara, John S. Wadsworth, Jr.

Senior Advisors

Takashi Imai
John S. Reed
Paul A. Volcker
Masamoto Yashiro

Senior Advisor, Honorary Chairman, Nippon Steel Corporation
Former Chairman, Citigroup Inc.

Former Chairman and CEO, Shinsei Bank, Limited

Former Chairman, Board of Governors of the Federal Reserve System

Statutory Executive Officers

Representative Statutory Executive Officer, President, Chief Executive Officer
Representative Statutory Executive Officer, Chairman
Senior Managing Executive Officer, Group Chief Information Officer, Head of Banking Infrastructure Group
Senior Managing Executive Officer, Chief Financial Officer
Senior Managing Executive Officer, Head of Institutional Banking Group (Financial Institutions and
Public Sector), Head of Financial Institutions Business Sub-Group
Senior Managing Executive Officer, Head and Chief Executive of Institutional Banking Group
Senior Managing Executive Officer, Head and Chief Operating Officer of Retail Banking Group
Senior Managing Executive Officer, Head of Institutional Banking Group (Corpoarte Clients)
Managing Executive Officer, Head of Corporate Affairs Group
Statutory Executive Officer, Head of Public Sector Finance Sub-Group
Statutory Executive Officer, General Manager of Office of Strategy Management
Statutory Executive Officer, General Manager of Financial Institutions Business and Public Sector Finance Division
Statutory Executive Officer, Head of Operations Sub-Group, Head of Retail Services Sub-Group
Statutory Executive Officer, Head of Technology Sub-Group
Statutory Executive Officer, General Manager of Osaka Branch, General Manager
(Special Assignment) of Corporate Banking Business Sub-Group

Thierry Porté

Junji Sugiyama
Dhananjaya Dvivedi
Rahul Gupta
Masazumi Kato

Sang-Ho Sohn
Hirotaka Terai
Junzo Tomii
Kazumi Kojima
Kazuya Fujimoto
Norio Funayama
Michimasa Honda
Michiyuki Okano
Yoshikazu Sato
Takashi Tsuchiya

Advisor

Janak Raj Advisor to the President

Employees

Non-consolidated, as of March 31, 2007, 2006 and 2005

2007 2006 2005

Number of Employees ............. 2,248 2,094 2,041
Male oo, 1,210 1,135 1,165
Female ...oovivviiiiiiinns 1,038 959 876

AVErage age ....cooevvieiiiieiieaiinnns 38 years 1 month 37 years 8 months 37 years 4 months

Average years of service........... 9 years 9 months 10 years 2 months 10 years 6 months




Major Subsidiaries and Affiliates

As of March 31, 2007

Major Domestic Subsidiaries

Major Subsidiaries and Affiliates

Equity stake held by Shinsei Bank and
consolidated subsidiaries (%)

Equity stake held

Capital Equity stake by consolidated
(Millions held by subsidiaries of
Name Location Main business of yen) Shinsei Bank Shinsei Bank
Shinsei Trust & Banking Co., Ltd. Tokyo, Japan Trust banking ¥5,000 100.0% 100.0% —%
Shinsei Information Technology Tokyo, Japan Information 100 100.0 100.0 —
Co., Ltd. technology
Shinsei Securities Co., Ltd. Tokyo, Japan Securities 5,500 100.0 100.0 —
Shinsei Investment Management Tokyo, Japan Investment trust 495 100.0 100.0 —
Co., Ltd. and discretionary
investment advising
Chowa Tatemono Co., Ltd. Tokyo, Japan Real estate leasing 10 100.0 100.0 —
Shinsei Property Finance Co., Ltd. Tokyo, Japan Real estate 250 100.0 100.0 —
collateral finance
Shinseigin Finance Co., Ltd. Tokyo, Japan Finance 10 100.0 100.0 —
Shinsei Servicing Company Tokyo, Japan Servicing business 500 100.0 — 100.0
APLUS Co., Ltd. Osaka, Japan Installment credit 25,000 68.9 — 68.9
Zen-Nichi Shinpan Co., Ltd. Okayama, Japan Installment credit 1,000 97.3 — 97.3
Showa Leasing Co., Ltd. Tokyo, Japan Leasing 24,300 96.3 96.3 —
Showa Auto Rental & Leasing Co., Ltd.  Tokyo, Japan Leasing 300 100.0 — 100.0
Major Overseas Subsidiaries
Equity stake held by Shinsei Bank and
consolidated subsidiaries (%)
Equity stake held
Equity stake by consolidated
held by subsidiaries of
Name Location Main business Capital Shinsei Bank Shinsei Bank
Shinsei Bank Finance N.V. Curacao, Finance $2.1 million  100.0% 100.0% —%
Netherlands
Antilles
Shinsei Capital (USA), Ltd. Wilmington, Finance $0.0 million  100.0 100.0 —
Delaware, USA
Shinsei International Limited London, UK Securities £3 million 100.0 100.0 —
Shinsei Finance (Cayman), Limited Grand Cayman, Finance $795.25 100.0 100.0 —
Cayman Islands million
Shinsei Finance Il (Cayman), Limited Grand Cayman, Finance $715.35 100.0 100.0 —
Cayman Islands million
Affiliates Accounted for Using the Equity Method
Equity stake held by Shinsei Bank and
consolidated subsidiaries (%)
Equity stake held
Equity stake by consolidated
held by subsidiaries of
Name Location Main business Capital Shinsei Bank Shinsei Bank
SHINKI Co., Ltd. Tokyo, Japan Financing for ¥12,665 million 36.4% 36.4% —%
individuals and
small businesses
Raffia Capital Co., Ltd. Tokyo, Japan Private equity ¥10 million 50.0 50.0 —
fund management
Hillcot Holdings Limited Hamilton, Holding company $24,000 33.7 33.7 —
Bermuda
Jih Sun Financial Holding Taipei, Finance NT$40,628 329 — 329
Co., Ltd. Taiwan million
Rakuten-Mortgage Co., Ltd. Tokyo, Japan Housing loan ¥500 million 50.0 50.0 —
Macquarie Shinsei Advisory Co., Ltd. Tokyo, Japan Investment advisory  ¥400 million 50.0 50.0 —




Corporate |

nformation
Corporate Information

Established
1952

Fiscal Year
From April 1 to March 31

Paid-in Capital
¥451,296 million

Number of Shares Authorized
Common Sharest™V:
2,500,000,000

Preferred Shares:
674,528,000

Number of Shares Issued
Common Sharest"2 3.
1,473,570,944
Preferred Shares:

Class A 74,528,000
Class B 300,000,000
Network

Americas:

New York Representative Office
Shinsei Capital (USA), Ltd.
Grand Cayman Branch

Shinsei Bank Finance N.V.

Domestic Branches:

Head Office (Tokyo)
Ginza Annex
Ginza Corridor Street Annex
Kyobashi Annex
Nihombashi Annex

Sapporo Branch

Sendai Branch

Kanazawa Branch

Omiya Branch

Kashiwa Branch

LalLaport Branch

Tokyo Branch

Ikebukuro Branch

Ueno Branch

Kichijoji Branch

Shinjuku Branch
Shinjuku South Annex

Ten Largest Shareholders®®

Thousands of

Rank Shareholder Common Shares %
1 The Chase Manhattan Bank, N.A. London 133,306 9.04
2  State Street Bank and Trust Company 110,122 7.47
3 Shinsei Bank, Limited 96,418 6.54
4 J. Christopher Flowers 92,670 6.28
5 Santander Investment SA, C. Central Valores 65,184 4,42
6 State Street Bank and Trust Company 505103 48,502 3.29
7 The Master Trust Bank of Japan, Ltd. (Trust Account) 39,131 2.65
8 Japan Trustee Services Bank, Ltd. (Trust Account) 29,846 2.02
9 Mellon Bank N.A. as Agent for its Client Mellon
Omnibus US Pension 28,219 1.91
10 The Bank of New York, Treaty JASDEC Account 22,810 1.54
11  Bank of New York (Hero & Company) 19,542 1.32

(As of March 31, 2007)

(*1) Reduced from 5,000,000,000 to 2,500,000,000 on July 29, 2003.
(*2) There was a 1-for-2 reverse stock split on July 29, 2003.
(*3) Since February 19, 2004, the Bank’s common shares have been listed on the First Section of the

Tokyo Stock Exchange.

(*4) 1. Based on the number of shares held in which such shareholder has the beneficiary interest and to
the extent such information is available to the Bank.

2. Mr. J. Christopher Flowers is a director of the Bank.

Shiodome SIO-SITE Branch
Roppongi Hills Branch

Keyakizakadori Annex

Shibuya Branch

Omotesando Hills Annex

Hiroo Branch

Meguro Branch
Futakotamagawa Branch
Hachioji Branch
Yokohama Branch
Fujisawa Branch

Nagoya Branch

Kyoto Branch

Osaka Branch

Umeda Branch

Hankyu-Umeda Annex

Namba Branch

Shinsaibashi Annex

Kobe Branch
Hiroshima Branch
Takamatsu Branch
Fukuoka Branch

(As of May 24, 2007)

Tokyo Metro stations
38 locations

Keikyu Station Bank
37 locations

Other train stations
9 locations

Other
90 locations

(As of May 24, 2007)

Co-managed under a tie-up
with Seven Bank, Ltd.
11,893 locations

(As of May 31, 2007)

Domestic Sub-Branches (ATM only):



Web Site

Our bilingual web site provides a wide range of information covering our retail
and institutional businesses, corporate data and investor relations.

Retail

http://mww.shinseibank.com/english/

The Retail web site provides information on our comprehensive retail account,
PowerFlex. Customers can log on to our internet banking service, Shinsei
PowerDirect, submit requests for information on PowerFlex and apply to open
an account. Product offerings, campaigns, branch and ATM information, and
detailed explanations on foreign currency deposits and investment trusts are
covered in the Retail site.

Institutional

http://www.shinseibank.com/institutional/en/

Our Institutional web site provides information for our institutional customers
on our solutions, products and services. It also contains details of our branches
and affiliates.

Small Business

http://mww.shinseibank.com/nonbank/en/

The Small Business web site provides information on unsecured and secured
loans for small business owners. It also contains introductions to our consumer
and commercial finance subsidiaries.

About Shinsei Bank

http://www.shinseibank.com/investors/en/about/

This web site provides information on our strategy and corporate profile, and
lists our board members and management. It also contains news releases and
ratings information.

Investor Relations

http://www.shinseibank.com/investors/en/ir/

The Investor Relations web site covers performance highlights and selected
financial information, share price information, disclosure materials (annual
reports, interim reports) and share administration information. It also provides
webcasts of investors’ meetings on financial results.

For further information, please contact:

Group Investor Relations Division

Shinsei Bank, Limited

1-8, Uchisaiwaicho 2-chome, Chiyoda-ku, Tokyo 100-8501, Japan
Tel: 81-3-5511-5111 Fax: 81-3-5511-5505

URL: http://www.shinseibank.com

E-mail: Shinsei IR@shinseibank.com








