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Forward-Looking Statements

The figures contained in this Annual Report with respect to AIFULs plans and strategies and other statements that are not historical facts are forward-looking statements about the
future performance of AIFUL, which are based on management’s assumptions and beliefs in light of the information currently available to it and involve risks and uncertainties and
actual results that may differ from those in the forward-looking statements as a result of various factors. Potential risks and uncertainties include, without limitation, general economic
conditions in AIFUL's market and changes in the overall market for consumer loans, the rate of default by customers, and the level of interest rates charged by AIFUL.



Japan’s consumer credit industry has changed; customer expectations
have changed, and AIFUL Group is changing with them.

A year ago, we initiated new values and compliance reforms to guide
us through the new financial landscape, and in 2007, those initiatives
began to work for us.

Employees raised their awareness and became highly motivated as
we accelerated business-model transformations into a strategically
diversified finance group.

Now, one year later, we see the results of innovative change.
Renewed competitiveness and energy are carrying us through
heavy competition and helping us paint a bright, new picture of

prosperity and growth.
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CRAFTING A NEW

AIFUL Group is already envisioning a new season of growth based on strong compliance management and
achieved through the provision of comprehensive financial services in the retail sector.
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Financial Highlights

Percentage Thousands of

AIFUL CORPORATION and Consolidated Subsidiaries Millions of Yen GG Lk (Dl

Years Ended March 31, 2008, 2007 and 2006 2008 2007 2006 08/07 2008
For the Year:
Total income ¥ 402,389 ¥ 501,009 ¥ 548,818 (19.7) $ 4,023,890
Total expenses 371,491 873,272 436,045 (57.5) 3,714,910
Credit costs 155,930 447,375 166,047 (65.1) 1,559,300
Income (Loss) before income taxes and minority interests 30,898 (372,263) 112,773 — 308,980
Net income (loss) 27,434 (411,251) 65,827 — 274,340
At Year-End:
Loans 1,598,706 1,912,689 2,124,017 (16.4) 15,987,060
Installment accounts receivable 148,490 174,923 209,581 (15.1) 1,484,900
Bad debts 343,768 328,046 203,800 4.8 3,437,680
Total assets 2,041,128 2,214,559 2,790,969 (7.8) 20,411,280
Allowance for bad debts 330,415 407,573 171,715 (18.9) 3,304,150
Long-term debt, including current portion thereof 1,190,159 1,438,892 1,654,546 (17.3) 11,901,590
Total equity 324,521 257,145 681,694 26.2 3,245,210
Number of shares issued (LS Aisieloel 142,035,000 142,035,000 17.9 —
Percentage
Yen of change U.S. Dollars
Per Share Data:
Basic net income (loss) Sl ¥ (2,903.85) ¥ 464.84 — $1.91
Diluted net income 186.86 — 464.69 — 1.87
Total equity 1,909.46 1,777.44 4,813.45 7.4 19.09
Cash dividends 40.00 60.00 60.00 (33.3) 0.40

Notes: 1. The U.S. dollar amounts have been translated, for convenience only, at ¥100=$1, the approximate rate of exchange at March 31, 2008.
2. Net income per share has been computed based on the weighted average number of shares outstanding during each period, after retroactive adjustment for stock splits.

3. Figures in the financial section are based on audited English-language statements. Figures in the feature section and review of operations are based on Japanese financial statements.
Due to certain reclassifications, some figures and items do not match.

4. On May 23, 2005, each common, par value share held as of March 31, 2005, was split into 1.5 shares, according to the provisions of Article 218 of the Japanese Commercial Code.
5. On February 28, 2008, 25,440,000 new shares were issued through allocation of new shares to a third party.
6. Long-term debt includes ¥70,000 million of subordinated Euroyen zero-coupon convertible bonds, which are subject to mandatory acquisition.

Total Income Net Income (LosS) Total Assets Total Equity
(Millions of Yen) (Millions of Yen) (Millions of Yen) (Millions of Yen)

548,818 75,723 2,790,969 681,694
520,737 11" 501,000 65,827 2,574,286 [| 617,353

2,214,559
402,389 M 2,041,128
27,434
324,521
257,145
(411,251)
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To Our Shareholders

With a Fresh Canvas,
Painting a New Picture
of Growth

Return to Positive Consolidated Results
in the Year Ended March 2008

In the first half of the year ended March 2008, the Japanese
economy maintained a pace of gradual recovery, but in the latter
half, the subprime mortgage crisis in the United States contributed
to economic uncertainty. Other factors included a rapidly rising yen
and higher crude oil and raw material prices. Consumer spending
slumped as a result of stagnating wages and rising prices for
groceries and other items.

It was also a year of change for the consumer finance industry.
Article 2 of the Law to Partially Amend the Money Lending Business
Control and Regulation Law (the amended Money Lending Business
Law) took effect in December 2007. Measures included tighter
controls on debt collection activities and a new system allowing the
Financial Services Agency to issue business improvement orders. In
addition, the Japan Financial Services Association was established as
a self-regulatory body for the industry and began to formulate and
implement voluntary rules covering such aspects as excessive lending.

By June 2010, regulations lowering the maximum interest rates
and restricting total lending will become fully effective. Lenders,
especially major companies, are preparing for these changes
through the early introduction of low-interest rate products, and
through radical cost restructuring measures, including the closure of
unprofitable branches and the reduction of workforces. However, bad
debt charge-offs and demands for interest refunds are increasing
and loan balances have declined following the introduction of tighter
lending criteria. These challenging business conditions are putting
pressure on earnings, and small and medium-sized lenders with
limited financial resources are being forced out of the industry.

$
Yoshitaka Fukuda
President and CEO

In the year ended March 2008, the AIFUL Group recorded
higher income, even as revenue fell. Consolidated operating
revenue declined by 18.7% year on year to ¥405,784 million.
However, consolidated ordinary income and net income both
recovered from the losses recorded in the previous year to ¥32,066
million and ¥27,435 million, respectively.

A major reason for the fall in revenue was a decline in our top
line because of the tightened lending criteria, brought on, in part,
by the amended Money Lending Business Law. Other reasons
were lower yields, due to aggressive marketing of low-interest
rate products to new customers and high-quality borrowers.
Income rose because we were able to achieve a major reduction
of the reserve for losses on interest refunds compared with the
previous year. Credit costs also fell, with the easing of the bad
debt problem. Continued cost restructuring, as well, reduced labor
costs and other cost items.

Statistics for individual group companies show a recovery in the
performance of the consumer finance company AIFUL CORPORATION.
AIFUL anticipated the temporary market upheaval that followed the
full implementation of the amended Money Lending Business Law. It
took early steps to curb bad debt problems by tightening its lending
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criteria, and the balance of loans declined by 18.5% to ¥1,058,880
million. Operating revenue was about 20% lower than the previous
year’s result, in part because AIFUL actively implemented a new
interest rate structure based on the Interest Rate Restriction Law.
However, cost restructuring was reflected in lower selling, general
and administrative expenses, while losses on interest refunds were
covered by partially drawing down reserves. The end result was a
return to positive figures with net income of ¥27,070 million.

LIFE Co., Ltd., which is involved in the per-item shopping loans
and credit card areas, maintained steady growth in the number of
new cards issued, and the number of cardholders increased by 5.4%
year on year to 14.81 million. The credit card shopping business
continued to perform strongly, but operating revenue was lower
than the previous year’s level, in part because of the introduction
of a new interest rate structure with rates not exceeding 18%.
However, successful restructuring and reduced credit costs helped
LIFE to achieve income growth, garnering ¥3,428 million in net
income despite lower revenue.

The business loan subsidiaries BUSINEXT CORPORATION and
City’s Corporation amended their marketing approach to reflect
the deteriorating business outlook for small and medium-sized
enterprises. Changes included more stringent vetting of borrowers
and increased marketing of secured loans, which provide better
protection. While both companies raised their loan balances
modestly, their earnings were affected by increased credit costs.
BUSINEXT recorded net income of ¥79 million, while City’s
Corporation showed a net loss of ¥1,622 million. The consumer
finance subsidiaries TRYTO CORPORATION and Wide Corporation
made steady progress in their rationalization and restructuring
as part of the AIFUL Group’s efforts to optimize its management
resources. Cost restructuring helped TRYTO and Wide to return to
positive results, with net income reaching ¥449 million and ¥6,276
million respectively.

Consolidated 07/3 09/3 (E)
Operating Revenue

(Millions of Yen) 499,031 312,039
Ordinary Income (Loss)

(Millions of Yen) (163,092) 33,000
Net Income (Loss) (411.250) 41730

(Millions of Yen)
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Interest Refunds and Bad Debt Charge-offs Peaking

Interest refunds and bad debt charge-offs had a major influence
on business performance in the year ended March 2008. The
following is a detailed analysis of these factors.

On a non-consolidated basis, AIFUL CORPORATION paid
interest refunds totaling ¥50,425 million in the year ended March
2008. On a monthly basis, the amount of refunds peaked in
October 2007 and is now declining. The number of cases with
attorney involvement, which is a leading indicator of interest
refund claims, peaked in May 2007 and had fallen by 24% as
of March 2008. There are indications that this problem is now
starting to ease. Looking ahead, while the level of refunds is likely to
remain high, the number of new claims is declining. Additionally,
aggressive marketing of new products with interest rates based on
the Interest Rate Restriction Law has resulted in the restructuring
of our loan portfolios, leading to a reduction in the number of
loans that could be subject to interest refund claims.

In the first half of the year ended March 2008, we modified the
method used to calculate the reserves for interest refunds. We now
provide a reserve equivalent to the total amount of interest refunds
and loans abandoned as a result of interest refunds. As of March
31, 2008, the reserve for AIFUL CORPORATION stood at ¥192,971
million on a non-consolidated basis, including ¥99,467 million for
interest refunds. We aim to maintain the stability of our earnings
basically by drawing on reserves.

The non-consolidated bad debt charge-off ratio for the year
ended March 2008 was 15%, an increase of 4 percentage points
from the previous year’s ratio. The increase reflects the peak charge-
offs in the current year relating to bad debts incurred as a result
of voluntary restraints on debt recovery operations following the
imposition of administrative penalties in 2006. Other reasons include
the deterioration of the consumer loan market and an increase in
loan charge-offs in connection with interest refund claims.

The effects of voluntary restraints on debt recovery operations
will peak in the year to March 2009. There has also been a
continuing drop in the amount of debts past due by six months
or longer, which is a leading indicator of the bad debt level. In
addition, we anticipate a reduction in loans abandoned because of
interest refund claims. Although the balance of loans outstanding is
declining, we are forecasting a non-consolidated bad debt charge-off
ratio of 13%, or 2 percentage points below the previous year’s figure.



Interest refund demands and loan charge-offs are included
in broadly defined credit costs. According to statistics published
by the Financial Services Agency, the number of people with
unsecured loans from five or more companies was 31.2% lower in
March 2008, compared with the figure from March 2007. A similar
trend is apparent in our figures. Over one-half of charge-offs and
interest refund demands relate to this user group.

Credit costs are currently rising. However, this is simply the
result of a credit crunch at the high-risk end of the market following
changes in the law. The situation can be expected to ease in the
medium to long term as a result of tightening of lending criteria and
the improvement of loan quality under the full implementation of
the amended Money Lending Business Law. While we cannot afford
to be complacent, we believe that credit costs have already peaked
and are about to shift downward.

Industry Consolidation Expected to Benefit Survivors

Amid accelerating change in the consumer finance industry, there
is conspicuous evidence of industry restructuring, including the
collapse of middle-ranking consumer finance companies, mergers
among credit card companies and the withdrawal of foreign-owned
consumer finance companies from the market. The lowering of
interest rate limits and the introduction of restrictions on total
lending are expected to intensify competition and dramatically
reduce the number of consumer finance companies, as major
companies rapidly rise to dominance in the market. Before the
amendment of the law, there were around 14,000 registered
moneylenders (as of March 31, 2006). In the two years to the end of
March 2008, the number plummeted by 36% to 9,115. Furthermore,
finance companies tightened their lending policies ahead of the law
change. This will inevitably result in a temporary increase in the
amount of non-performing loans and a decline in loan balances.
However, | see this as a temporary situation, and after two or
three years | expect competition to ease because of the declining
number of suppliers. | also anticipate a dramatic reduction in
the amount of non-performing loans because of the lowering of
the maximum interest rate and the introduction of restrictions
on total lending. The number of loans that could be affected by
interest refund demands is also expected to decline because
of abolishment of gray-area interest rates, and eventually this
problem should wane. Obviously, we face challenging conditions

in the short term. However, we are confident that there will be
major benefits for the survivors that can overcome competition
and enter a new growth phase as dominant players in the market.

Optimizing Management Resources through
Cost Restructuring

We are rapidly restructuring the AIFUL Group’s business models
in readiness for this new growth stage. A basic strategy is to
maintain the diversity of our comprehensive financial services in
the retail sector by optimizing group management resources, and
we aim to take this strategy even further. Specific policies include
the restructuring of our loan portfolio, cost restructuring, group
restructuring, the application of more stringent lending criteria to
curb credit costs, the development of a new scoring system and
the introduction of new products.

Our cost restructuring plans were announced in January 2007.
Compared with the position at the end of December 2006, we
had reduced the number of branches by 1,424 to 1,205, and the
number of group employees by 2,331 to 7,646 by the end of
March 2008. We also made good progress toward reducing costs,
including advertising and systems development expenses. On a
non-consolidated basis, we have achieved savings of approximately
¥30,000 million. We will continue these cost-cutting efforts. Our goal
is to reduce non-consolidated selling, general and administrative
expenses by at least ¥40,000 million.

The restructuring of group companies began with the four
consumer finance companies. Changes have included the partial

05



_adl

transfer of quality loans held by these companies to LIFE Co.,
Ltd. We will implement further restructuring and consolidation
after studying future changes in the business environment.
The business loan subsidiary City’s Corporation has also
implemented management rationalization measures and is
modifying its business model and sales methods to include sales
of secured low-interest rate products and expanded alliances
with other companies. The credit card company LIFE Co., Ltd.,
which will be a key contributor to the future growth of the AIFUL
Group, will retrench its per-item shopping loan business and shift
management assets into credit card business, with the aim of
reducing risk and increasing earnings.

We are working as rapidly as possible to optimize our group
management resources and diversify our business models
through the restructuring of the Group’s loan portfolios. We aim
to reduce our reliance on unsecured loans from the current level
of 64% to 50% and to expand our involvement in business
lending, credit card services and guarantees, which offer greater
growth potential in the medium- to long-term perspective. This
policy reflects the maturation of the unsecured loan market and
the high risks associated with it.

Growth Potential in Corporate Financing Business
We have identified the corporate financing business as a growth
area under our product and business strategies. This segment

will be given priority for the investment of the AIFUL Group’s
management resources.
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Our strategy for the lending business calls for the expansion
of loans to small and medium-sized enterprises and sole
proprietors. In the short term, worsening business conditions
are likely to create a challenging environment in this market.
However, there is enormous potential demand, and we anticipate
growth in the future.

In the consumer finance business, we are pursuing a strategy
of selection and concentration, while also working to improve
efficiency. In August 2007, AIFUL began to market loans to new
customers at interest rates within the limits set down in the
Interest Rate Restriction Law. We are also actively promoting our
marketing to existing customers at preferential interest rates. As a
result, there has been a steady rise in the percentage of customers
with unsecured loans provided by AIFUL CORPORATION at interest
rates within the limits stipulated in the law.

We also see corporate services as a growth area for our credit
card and per-item shopping loan operations. We will implement a
range of measures based on the dynamic application of the AIFUL
Group’s knowledge of corporate credit, including the reinforcement
of corporate card services for small and medium-size businesses.

In the area of guarantee services, AIFUL and LIFE offer
business loan guarantees in partnership with financial institutions.
We anticipate further growth in the number of partners with
which we work in this segment.

The timely implementation of these strategies will result in
a powerful restructuring program that will create a structure
capable of maintaining ROA above 1.5%, even in a low-interest
rate environment. We will further accelerate our reform process,
including new investment, with the aim of moving the AIFUL
Group into a new growth phase in which we will be able to enjoy
the fruits of our efforts.

Building a Compliance Structure

In addition to the restructuring of our business models, we
are also channeling the total energies of the AIFUL Group into
the establishment of a compliance structure. In April 2007, we
revised and restructured our values and adopted a new corporate
philosophy: “Earn the support of the public with sincerity and
hard work.” We are now putting this philosophy into practice
through internal reforms that will result in nothing less than a
total renewal of our corporate culture.



We are implementing a series of measures to strengthen
internal control systems and compliance. In the year ended March
31, 2007, we expanded our Compliance Monitoring Department
and established the Risk Management Committee. We introduced a
corporate officer system and created the Corporate Auditors’ Office.

Another priority from the perspective of corporate value is
to make policies to guide our CSR activities. Through our CSR
activities, we aim to engage with all stakeholders through wide-
ranging initiatives based on five themes: management systems,
workplaces and working environments, working for our customers,
working for the environment and social contribution/harmony
with communities.

During the reform of our internal structure, our directors
and corporate officers, including myself, have engaged in dialog
with many employees in their workplaces. The reforms are still
continuing, but | sense that we are making real progress.

Capital Increase
—Building a Foundation for the Future

In February 2008, AIFUL CORPORATION increased its capital
through a ¥50,000 million third-party allocation of new shares
and a ¥70,000 million issue of convertible bonds with stock
acquisition rights (CBs).

One of the risk factors that could affect the AIFUL Group is a
downgrading of our credit rating caused by a temporary downturn
in our surrounding business environment. This could trigger a
negative chain reaction, leading to deterioration in the conditions
under which we procure funds, a reduction in our loan balance
and a loss of new investment opportunities—resulting in lower
profitability. The policies that we are implementing now will
interrupt this negative chain reaction and lay the foundations for a
new growth phase by providing resources to drive future growth.

We believe that the capital increase will allow us to maintain and
improve our rating and strengthen our financial structure. We also
expect it to provide a significant enhancement to our credit position,
including the reduction of our financial risk premium. With the
inclusion of the ¥70,000 million CB issue, our consolidated equity
ratio at the end of March 2008 was 19.1%, a 5.7% improvement
compared with the position at the end of the third quarter.

We are diversifying our procurement methods from a risk
hedging perspective. Our recent capital increase was based on

this policy. We saw the combination of a third-party share issue
and CB issue as the optimal response to the increasingly serious
subprime mortgage situation. We will continue to diversify the
methods we use to provide liquidity and procure funds, in step
with the ongoing evolution of the financial environment.

Group Income Expected to Rise
in the Year Ending March 2009

Challenging conditions are expected to continue into the year
ending March 2009. We will benefit from our cost restructuring
measures, and we also anticipate reductions in interest refund
claims and bad debt costs. However, the loan balance will continue
to decling, in part because of the enforcement of the amended
Money Lending Business Law. Earnings will also decrease as a
result of interest rate reductions, and competition for quality
customers will escalate.

Our consolidated forecasts based on this environment for the
year ending March 2009 see income growth despite a decline in
revenue. Consolidated operating revenue is expected to decline
by 23.1% year on year to ¥312,039 million, but we are projecting
consolidated ordinary income and consolidated net income
respectively of ¥33,000 million, an increase of 2.9% year on year,
and ¥31,730 million, a year-on-year increase of 15.7%.

The consumer finance industry has entered a period of
unprecedented upheaval. However, | believe that these major
changes will also provide opportunities for new growth. Our
entire organization is united behind our efforts to take the AIFUL
Group into this new growth phase. We are committed to making
the necessary changes to assure the dynamic development of our
business activities, and to the establishment of solid foundations
through cost restructuring and the establishment of reliable
compliance systems.

We look forward to the continuing support and guidance of
our investors for the future activities of the AIFUL Group.

June 2008
Yoshitaka Fukuda

President and CEO
l =
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Special Feature 1.

Comprehensive Financial Services Strategy

The AIFUL Group’s strength is its strategy of providing comprehensive

financial services in the retail sector.

Overview of Consumer Credit Market

The diagram below provides an overall perspective of the consumer
credit market in Japan. According to statistics published by the
Japan Consumer Credit Industry Association, the amount of loans
and credit primarily provided to individuals by the consumer credit
industry as of December 31, 2006 was approximately ¥75.5 trillion
(excluding housing loans). The importance of this huge market is
apparent from the fact that it is equivalent to about one-quarter of
final consumption expenditure, which accounted for ¥309.1 trillion
of Japan’s total GDP of around ¥500 trillion in 2006.

Japan’s economic development has been paralleled by dramatic
growth in the consumer credit market. In the 1980s, the market
tripled to ¥68 trillion. With the subsequent collapse of Japan’s
economic “bubble,” the Japanese economy entered a period of
prolonged stagnation. During this period, the consumer credit
market remained in a state of balance in terms of absolute market
size and percentage of final consumption expenditure.

The government introduced a number of changes to the Money
Lending Business Law in December 2006 that profoundly affected the
landscape of the consumer finance industry by introducing, among
other things, a lower interest rate ceiling, and limits on total lending.
The shopping credit business faces similar changes, as amendments
made to the Installment Sales Law lead to tighter regulation. The
impact of these changes in the statutory environment on the overall
credit and loan market will need to be monitored closely.

Comprehensive Financial Services Strategy
in a Changing Market Environment

The consumer credit market is currently going through major
changes that are transforming the industry competitive climate.
Banks are expanding their retail operations, and companies are
moving into the consumer credit field from other industries,
including transportation, manufacturing and IT. Small consumer
finance companies are meanwhile being forced out of the industry,
while credit sales companies and credit card companies are
merging and consolidating their operations. The boundaries that
once separated different market segments, such as consumer
loans, credit card services and credit sales, are shrinking. As in the
United States, there is now escalating competition spanning the
entire consumer credit market in Japan.
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Service providers face a variety of issues, including interest
refund demands, tighter regulation resulting from changes to the
laws that govern the industry, and an upward trend in market
interest rates. The quality of management strategy is likely to be a
key factor determining success or failure in this environment.

The AIFUL Group led the industry in anticipating these market
changes, and we have been adapting our operations under our
comprehensive financial services strategy for the retail sector. This
strategy calls for the retention of consumer finance as our core
segment, and for the diversification of our activities and business
portfolio to encompass the entire consumer credit market. The
growth of the AIFUL Group has been driven by unique strategies,
and the benefits of those strategies are becoming increasingly
apparent in this period of market turbulence.

AIFULs Advantage under ; i

the Comprehensive Financial Services Strategy

The comprehensive financial services strategy provides many
benefits. For example, we have been able to spread our business risk
through the diversification of our business portfolio, and we have
maintained steady growth through the expansion of income sources
other than our consumer finance business. Another benefit is the
improvement of our capital efficiency through high financial leverage.

In 2001, we established the medium-risk-business lender BUSINEXT
CORPORATION as a joint venture with Sumitomo Trust & Banking.
We also acquired the credit sales and credit card company LIFE
Co., Ltd. In 2002, the high-risk business lender City’s Corporation

Consumer Credit Categories and
Amounts of Credit Provided (2006)

Credit card
shopping

Shopping credit (¥34.7 trillion)

(¥44.9 trillion) BT

shopping loans
(¥10.2 trillion)
Credit sales
companies
(¥9.9 trillion)

Consumer credit
(¥75.5 trillion)

Consumer

Consumer finance
loans companies

(¥21.8 trillion) (¥9.2 trillion)

Consumer finance|
FEDS ) Home equity Other financial
oans institutions
(¥8.6 trillion) (¥2.6 trillion)
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became part of the AIFUL Group. Through these moves, AIFUL has
expanded from a specialist lender in the consumer finance market
to a corporate group spanning the entire consumer credit market.
Compared with our competitors, we are involved in a much wider
range of activities, including not only non-secured lending, but also
home equity lending, business lending, credit card services, credit
sales and credit guarantee services. By expanding the scope of our
activities in this way, we have sought to establish reliable growth
potential and income performance, and to diversify our business risks.
In 1997, non-secured lending accounted for approximately 90%

of the AIFUL Group’s receivables. As a result of the comprehensive
financial services strategy, this ratio had been reduced to around
164% in the year ended March 2008. This represents a major step
ward compared with other major lenders, which still have loan
ios in which non-secured loans make up 90% or more of the

The Future of the AIFUL Group under the Comprehensive Finance Group Strategy

total. We will continue to diversify our business portfolio and we
intend to reduce our exposure to non-secured lending to 50% in
the medium- to long-term future.

We will continue to optimize our comprehensive financial
services strategy as we adapt to a changing market environment.
In the year ended March 2007, we shifted from a strategy of
duplication and dispersal to one based on selection and focus. Under
this strategy, we are restructuring AIFUL Group companies and
reforming our cost structure. This ability to act with flexibility and
speed is a major advantage for the AIFUL Group. In the near-term
future we aim to build a corporate structure capable of maintaining
ROA above 1.5%, and to establish a position for ourselves as a
comprehensive financial group in the retail sector.

Loan business

Card and per-item shopping loans

Guarantees
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Consumer Finance Business

Through a strategy of selection and concentration in our core consumer finance business,
we promptly built a new income structure that conforms with the amended

Money Lending Business Law.

Overview of the Consumer Finance Market

There has been little change in the overall size of the Japanese
consumer finance market since the collapse of-Japan’s economic
“bubble.” The market segment that has shown the greatest
growth is services provided by specialist consumer finance
companies. According to data compiled by the Federation of Credit
Bureaus of Japan, which registers information about users of
consumer finance, the number of registrations has increased by
approximately more than 80% over the past 10 years and reached
23.3 million at the end of March 2007.

Several factors have contributed to the growth of the specialist
consumer finance market. First, many banks and non-banks have
reduced their new lending because of the accumulation of non-
performing loans in an environment of asset deflation following
the collapse of the economic “bubble.” Second, because they
specialize in unsecured loans, consumer finance companies
have been able to expand their business activities by enhancing
their services to meet customer needs. Major consumer finance
companies have developed expertise at all stages from lending
and credit management to the management of receivables. They
have also expanded their branch networks by installing automatic
contract machines and opening unmanned outlets, and they have
formed alliances with financial institutions and other organizations
to strengthen their CD/ATM networks. Innovations such as these
have helped to drive market expansion.
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The Advantages of Major Specialist Consumer Finance
Companies in a Changing-Competitive Environment

The amended Money Lending Business Law was passed and
promulgated in December 2006. Article 2 of the amended law
took effect in December 2007.

With these changes to the law, specialist consumer finance
companies, banks, credit sales and credit card companies and
other market players are now competing fiercely for shares of the
same market. However, while banks choose to limit their lending to
customers in the middle-risk category or better, specialist consumer
finance companies have also built expertise in the field of finance for
high-risk borrowers. With their nationwide networks and emphasis
on face-to-face marketing, specialist consumer finance companies
also have a significant advantage over credit sales companies, which
tend to have few branches and rely on non-contact marketing.

Another consequence of the changes to the law has been the
elimination of smaller money lenders, which tend to have limited
financial resources, through competition in the market. The market
is evolving rapidly toward domination by a small number of major
companies. This process is expected to cause temporary market
disruptions, including a credit crunch resulting from the adoption
of tighter lending criteria, and increases in the amount of non-
performing loans and other factors. As shown in the diagram at
right, the number of applications received by big four consumer
credit companies has remained basically unchanged since the




passage of the amended Money Lending Business Law, indicating
that there has been no major shift in market demand. However,
there has been a dramatic reduction in the number of contracts
signed for new loans. This reflects the impact of changes in the
credit stances of consumer finance companies.

This challenging transition will be a temporary phenomenon,
however, and competition is expected to ease as the number of
suppliers in the market declines. A reduction in credit risk is also
anticipated, since there will be a reduction in the incidence of
multiple indebtedness after the amended lending law takes full effect.

Applications at Big Four Consumer

Loan Companies and Contracts Signed B Applications (thousands)

@ Contracts signed (thousands)
432 © Percentage of contracts (%)
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58.9 402
] 377 396
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Timetable for Introduction of Amended
Money Lending Business Law

A key feature of the amended law, which was passed and
promulgated in December 2006, is the fact that it will be enforced
progressively in four stages. The basic timetable is as follows.

Stage 1—January 20, 2007
Penalties for unregistered lending were increased.

Stage 2—December 19, 2007

The amended law was renamed the “Money Lending Business Law.” Other
changes include the tightening of registration criteria for money lenders, the
establishment of the Japan Financial Services Association as an authorized
corporation, and the reinforcement of supervision through the introduction of
the operational improvement order system.

Stage 3—Within 18 months of Stage 2 enforcement

Basic asset requirements will be increased, and a system of qualification
examinations for money lending operatives will be established. Other changes
will include the establishment of a designated credit bureau system.

Stage 4—Within 30 months of Stage 2 enforcement

The interest rate ceiling will be lowered, and restrictions on excessive lending
will be tightened, including the abolition of the “gray-area” agreed-rate
system, the introduction of limits on total lending, and the establishment of an
obligation to investigate repayment capacity.

Strengthening Earning Performance
in Our Core Business

Business conditions are likely to be difficult in the short-term
perspective, but we believe that there will be important benefits
for AIFUL as one of the survivors, and that we can look forward
to a new growth phase in the medium- to long-term perspective.
The consumer finance business will therefore remain the core
business segment for the AIFUL Group.

AIFUL is moving quickly to adapt to the amended Money
Lending Business Law by building business models and a
business structure based on a management policy of selection
and concentration. We are radically altering our existing cost
structure by restructuring our branch network, rationalizing our
workforce and reducing selling and administrative expenses.
We are also taking prompt action to reduce the incidence of bad
loans by applying more stringent lending criteria. Additionally,
we have restructured our scoring system to reflect the changes
caused by the introduction of the 20% interest rate ceiling. Other
priorities include the development of new products, including
semi-customized products to meet the specific needs of individual
customers. We are using these measures to strengthen our
competitiveness and improve our management efficiency.



Credit Card Business

We plan to concentrate LIFE’s management resources into this segment,
and to build corporate card services for small and medium-sized enterprises into a new income

source alongside card services for individuals.

Japan’s Credit Card Market

According to statistics compiled by the Japan Financial Services
Association, there were 292.66 million credit cards in use in
Japan at the end of March 2006. This is equivalent to 2—3 cards
for every Japanese citizen.

The growing use of credit cards has been reflected in the level
of transactions in the market, which has more than doubled from
¥15.9 trillion in 1990 to ¥42.3 trillion in 2006. This is equivalent
to an average annual growth rate of 6%.

From a different perspective, credit cards still account for a
relatively small percentage of total consumer spending in Japan
at less than 15%, compared with over 20% in the United States.
This reflects a strong preference for cash in Japan. Furthermore,
around 90% of credit card debt is settled in full the following
month through bank account payments. The revolving payment
method, which is common in the United States, makes up only
10% of transactions in Japan. This is because, in Japan, credit
users are required to declare at the time of purchase whether
they will be paying in a lump sum or in installments, which is
really a private matter. This uniquely Japanese system is thought
to influence shoppers to opt for lump-sum payments.

In recent years, credit cards have become widely used to pay
for on-line shopping, and credit cards themselves have become
more versatile thanks to integration with other systems, such as
IC cards and e-money. In addition, credit card payment is now
accepted in areas in which cash was the traditional payment
method, such as public utility charges, insurance premiums and
payments to medical institutions. These changes are expected to
increase the preference for credit cards as the primary means of
payment and result in further market expansion.

Challenges for Credit Card Companies

Despite this market expansion, Japanese credit card companies
will still face major challenges as amendments to Money Lending
Business Law take effect. As noted above, revolving payment is
still not common among Japanese credit card users, who still
show an overwhelming preference for lump-sum payments. As
a result, credit card companies earn most of their income from
interest on cash advances, with card usage fees making only
a small contribution. However, the structure of the consumer
credit market has started to change following the introduction of
maximum interest rates and limits on total lending, and credit




card companies will inevitably face competition from consumer
credit companies in the area of cash advances. Credit card
companies have few branches and rely mainly on non-contact
marketing. They also have no specific advantage in terms of their
lending expertise. To maintain their earning performance, credit
card companies will need to maximize benefits of scale and
create new income streams.

Turning Group Synergies into New Income Streams

The AIFUL Group’s credit card business was launched by LIFE
Co., Ltd. in 2001. LIFE has achieved sustained business expansion
by using the AIFUL Group’s credit expertise, and by radically
restructuring its existing business operations. In the future, it
will strengthen business fundamentals by modifying its cost
structure to reflect changes in the competitive environment and
by concentrating management resources on its core credit card
business. In the area of consumer card services, LIFE intends to
switch to a business model that avoids excessive reliance on the
loan business. Its basic policies are to realize advantages of scale
by expanding its cardholder base by developing a diverse range
of affiliation cards, to improve card utilization rates by enhancing

its services, and to encourage cardholders to use LIFE cards as
their main credit cards.

AIFULs group-level strategy calls for the expansion of corporate
financial services. In line with this policy, LIFE is taking full advantage
of its credit card settlement and credit capabilities to develop
business card services for small and medium-sized enterprises.

Small-business credit cards are currently the most dynamic
segment of the credit card industry in the United States. These
flexible and convenient products, which can be used not only to
make payments but also to meet urgent funding needs, are not yet
widely used in Japan. LIFE has corporate card settlement systems
and a business-customer base consisting mainly of affiliated
merchants. In addition to these advantages, LIFE is also able to
draw on the corporate scoring expertise developed by AIFUL
Group business loan subsidiaries BUSINEXT and City’s and should
be able to achieve significant growth in its activities in this area.

We are determined to develop new markets and create new income
sources by maximizing the synergy potential of the AIFUL Group.



Business Lending

AIFUL has identified medium-risk business lending as a growth field.
We are dynamically leveraging our resources and experience to expand our share of this market.

Massive Potential Demand in the Medium-risk Market

The AIFUL Group’s main targets in the business lending market
are small and medium-sized enterprises (SMEs) and sole
proprietorships. According to the White Paper on Small and
Medium Enterprises in Japan, which is published by the Small and
Medium Enterprise Agency, there are approximately 5,200,000
SMEs employing 20 or fewer people (as of 2006). These businesses
constitute a massive potential market for operating funds and
other financial needs.

Traditionally, owners of SMEs have obtained low-interest
finance from megabanks, local banks, shinkin (credit cooperative)
banks and other sources, using assets, such as real estate, as
collateral. Other possible sources for the financing needs of smaller
businesses include high-interest loans, secured by guarantors, from

specialist commercial money-lenders. However, banks have limited
risk tolerance when lending to SMEs or sole proprietorships,
and they have sought to reduce their non-performing loans by
imposing increasingly demanding conditions, such as the provision
of collateral or the maintenance of positive business performance.
Banks are also unable to provide flexible, convenient solutions to
urgent financing needs.

Commercial money-lenders, which specialize in high-risk
lending, have been forced to rethink their business models and
reduce credit costs by tightening their lending criteria, following
the reduction of upper limits on interest rates. These factors are
also limiting further market expansion.

There is enormous demand for finance, including operating
funds, capital investment funds and business expansion funds,
especially in the middle-risk segment of the business loan market.
As this analysis indicates, however, these needs are not being
adequately met.

New Approach Based on Unique Expertise

AIFUL CORPORATION began to market business loans in 1995 to
diversify its products under its comprehensive financial services
group strategy. Since then we have steadily expanded our
activities in this area. We established BUSINEXT CORPORATION
as a joint venture between AIFUL and Sumitomo Trust & Banking
to develop the medium-risk market, and we acquired City’s,
a loan company specializing in the high-risk segment. Today,
only the AIFUL Group offers multiple brands in the Japanese
business loan market, has established lending expertise based on
sophisticated corporate scoring systems, and maintains a branch
network covering the whole of Japan.

In the future, we will focus in particular on the medium-
risk market. Our goal is to maximize our potential as a group,
including the resources and channels of AIFUL Group companies,
by integrating group-wide marketing and customer attraction
synergies. These policies will allow us to take full advantage of
our accumulated expertise in the area of small and medium-
sized enterprises and sole proprietorships, and to develop business
lending into a second major source of income for the AIFUL Group.




Loan Guarantee Business

We will leverage synergies within the AIFUL Group to develop opportunities

in the business loan guarantee segment.

Working in Partnership with Financial Institutions

Faced with a maturing consumer finance market and escalating
competition over the past few years, major companies have
begun to develop the loan guarantee business in partnership with
financial institutions, as way of securing new customers.

Under this system, the partner financial institutions market
loans as contact points for customer applications and lending,
while consumer finance companies carry out credit checks and
provides loan guarantees. By using consumer finance companies
as guarantee contractors, financial institutions can avoid the
risk of non-performing loans. They can also secure a reliable
income stream simply by marketing loans over the counter to
their customers. The advantages for specialist consumer financial
companies include the opportunity to make effective use of
their scoring expertise without using their own funds, as well as
potential access to new customers—all the while helping their
financial-institution partners earn money.

Our Advantage in the Business Loan Guarantee Market

The AIFUL Group provides unsecured consumer loan guarantees
and business loan guarantees through AIFUL and its LIFE subsidiary.
Rival companies also provide these services, but we are dynamically
using the unigue expertise of the AIFUL Group to build a position
of advantage in the business loan guarantee market. As described
on the previous page, there is enormous potential demand for
lending to small and medium-sized enterprises, and there is little
competition. AIFUL also has a major competitive advantage in this
market because only the AIFUL Group has developed a scoring
system for small and medium-sized enterprises.

AIFUL CORPORATION currently has business loan guarantee
partnerships with 68 banks, and LIFE with 15. In the current
year alone, these two AIFUL Group companies formed new
partnerships with 21 banks. We are continuing to focus on the
development of new products for this segment, and on the
establishment of more partnerships.



Special Feature 2:
AIFUL Group’s Proactive Involvement

AIFUL is determined to justify the confidence of its stakeholders
by implementing CSR activities under a new structure.

We are putting our corporate philosophy into practice under a
new CSR implementation structure.

The corporate philosophy of the AIFUL Group is to earn the support of the public with
sincerity and hard work. We want to put this philosophy into effect by applying CSR
principles to all of our activities. In March 2008, we adopted CSR activity guidelines
requiring all employees to base their actions on a proper understanding of CSR. Our
corporate philosophy is the cornerstone for CSR activities in five basic areas: management
systems, workplaces and working environments, customer-focused initiatives, actions
in response to environmental problems, and social contribution and harmony with
communities. Our CSR promotion efforts are administered by the General Administration
Department and the Public Relations Department, which provide coordination and support
for activities throughout the AIFUL Group.

Strengthening corporate governance

The corporate governance structure is the foundation for CSR activities. We are working
to build solid relationships of trust with all stakeholders, including our customers and
shareholders by enhancing our systems and policies, by providing appropriate disclosure,
and by developing high-quality management systems with a high standard of transparency.

In the year ended March 2008, we established the Risk Management Committee and
expanded the Compliance Monitoring Department. Other improvements to our governance
structure included the introduction of an executive officer system, and the establishment of
a Corporate Auditors’ Office.

We also adopted a Compliance Code of Conduct as a practical compliance guideline. These
provide specific information about the attitudes and behavior required as business people with
high ethical standards and a social conscience to meet the expectations of all stakeholders. We
are now implementing various measures to inform all employees about these requirements.

Encouraging employees to achieve personal growth as citizens
of the business community.
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The reform process has only just begun, but there are already clear signs of changes in
employee perceptions of CSR. Our continuing corporate growth depends on the ability of
our employees to earn the trust of society by fulfilling their social responsibilities as citizens
of the business community.

We will continue to expand and develop our CSR activities, and to enhance our
corporate value by developing an environment in which all employees will experience
enjoyment and pride through their work with the AIFUL Group.
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Major changes are occurring in

employee attitudes toward compliance.

Employees now take the initiative

in offering opinions and ideas,

and signs of the newly forming "
corporate culture emerge daily. 79 =

Director, Managing Executive Officer,
Compliance Monitoring Department LY

Shintaro Hashima

Management
policies are the
foundation of CSR
commitment.
CSR is driven by a
management structure
based on a corporate
philosophy that encompasses
corporate governance,
compliance systems and risk
management systems.

“ ¥ & AIFULs 10-Point Code of Conduct
® Legal compliance
We pledge to act in accordance with laws,

Mahaﬁemgnt 5 company rules and regulations,
and the standards of public decency.
Systems

® Group compliance
We will do our utmost to
\ build an AIFUL Group
! that is respected by ‘
customers and
society as a
whole.




Management Systems

AIFULs evolving corporate culture is firmly grounded on respect for compliance.

Q1. What is your basic stance on corporate governance?

Simply put, our priority is to maintain steady progress toward
the implementation of our new corporate philosophy, which
is to earn the support of the public with sincerity and hard
work. In the past, our three core values were good faith, hard
work and trust. To these we have added a fourth core value:
gratitude. Gratitude is essential to our efforts to build a solid
foundation of trust with all of our stakeholders, including our
customers. These are the four cornerstones of our approach
to corporate governance.

02. What are your thoughts on corporate governance?

The Compliance Monitoring Department is primarily responsible
for compliance promotion. The specific activities of this unit
include the proposal of compliance-related policies and the
monitoring of progress. The Compliance Monitoring Department
also convenes the monthly meetings of the Compliance
Committee. The membership of the Compliance Committee
includes outside experts and the corporate auditors. It deliberates
on everything from issues with internal control systems to the
prevention of problem recurrence.

In the year ended March 2008, we further strengthened
our governance structure by introducing an executive officer
system and establishing a risk management committee and
the Corporate Auditors’ Office. At present, we are considering
individuals for appointment as outside directors.

T

Foundations of Corporate Culture

Q3.

04.

How is compliance maintained
in individual organizational units?

We have appointed compliance officers in every section. As
of March 31, 2008, there were approximately 280 compliance
officers. Their task is to strengthen compliance by promoting and
monitoring compliance in the workplace and by submitting regular
progress reports to the Compliance Monitoring Department.

Another workplace-level initiative is the “Executive Caravan”
program. Under this program, executives visit workplaces
to speak directly with employees. As of June 30, 2008,
approximately 18 months after inception of the program,
executives had made 861 workplace visits and met with a total
of 9,046 employees.

How would you assess the effectiveness
of these activities?

| sense a real change in the attitudes of both management
and employees. To implement reforms, we must be sensitive
to attitudes in the workplace. At the same time, management
must convince employees personally that their commitment
to change is genuine. We have these qualities. That is why our
employees are actively putting forward opinions and ideas.
Only by reconciling respect for compliance with the ability
to earn profits, can we hope to improve our corporate value.
| sense that we are now evolving a new corporate culture in
which this will be possible, and | believe that we are making
real progress toward a new growth phase.

Corporate Philosophy

Defining values Mental attitude

AIFUL Group Core AIFULs 10-Point Code

Conduct guidelines

Compliance Code of Conduct

Employment Principles




Workplaces and Working Environments

The recognition of people as our ultimate resource is reflected in our new human resource
management policy and in the creation of new workplace environments.

ol.

What is your basic thinking on the role of people
in the AIFUL Group?

In April 2007, we adopted our employment principles as
guidelines for the human resource policies that we need in
order to put our new management philosophy into practice and
fulfill our action program commitment to the development of
stimulating workplaces. We have identified three fundamental
requirements in our employment principles. First, human resource
policies, including deployment, evaluation, terms of employment
and skill development, must be based on a systematic, long-
term approach. Second, we must foster a workplace culture
that allows employees to achieve personal growth through their
work and experience a sense of motivation and achievement.
Third, we must recognize people as our ultimate resource. These
requirements also form the basis of the new human resource
management system introduced in April 2008.

. What are the central features of the

new human resource management system?

I think the key concept is achieving a balance between
gentleness and rigor. Under our new system, we are doing
everything possible, including the enhancement of our employee
welfare provisions, to ensure that our employees can work with
peace of mind. At the same time, we have introduced qualifying
exams for in-house advancement and objective and multifaceted
appraisal processes. Our thinking on human resource
management also emphasizes a long-term, planned approach.
Our approach to employee transfers and skill development now
reflects this long-term perspective, with systems in these areas
taking account of the wishes and goals of employees.

. What systems have to be established with the aim of

creating workplaces in which employees can work
with peace of mind?

| believe that enhancements to our employee welfare systems
are significant in this regard. We support our employees
totally through a range of measures, including child education
allowances, assistance with house purchases and long-term

employment bonuses. In the past, women tended to stay in
employment for a relatively short period of time. Under our
new systems, they will feel more confident to build careers,
and that will add greater depth to our human resource pool.
Our basic philosophy emphasizes long-term employment,
and we want to develop working environments in which
employees will feel confident to stay with us for many years.

. What specific methods

do you use to evaluate personnel?

The system we used in the past was weighted toward results-
based evaluation. Basically, employees were evaluated
on an absolute scale. We now recognize that there were
problems with this approach, and we have introduced a goal
management system that focuses on the work attitudes of
employees. Goals are not imposed unilaterally from above.
Instead, employees achieve growth by establishing and
sharing goals in consultation with their supervisors. We not
only evaluate numerical results, but also place emphasis
on operational processes, such as, in the case of marketing
personnel, for example, branch management and marketing
skills and training of subordinates.

. What effects have you seen from the

new human resource management system?

Employees say that they are nhow communicating more with
their supervisors, and that the mood in the workplace has
changed. | feel that the environment has started to change.
Basically, work should not be imposed by another, but rather
created by oneself according to one’s own thinking. We aim to
foster this sense of independence, this ability to think, within
our corporate environment. The new system was only recently
introduced, but | expect to see real benefits in the near future.
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‘ ‘ AIFUL is developing an environment in which* s, &=
people feel confident to advance their careers after o (4

marriage or childbirth. This promotion of diversity
in the workplace offers real advantages to women. 79

Goals should not be imposed from above.
They should be adopted in partnership
and achieved through shared effort.

We want to create an environment in
which individuals feel free to think for

themselves and create their own work.

Personnel Department,
Recruitment Section

Kaori Matsuda g g
From a long-term planning perspective,

1 believe that everyone wants to develop
working environments in which they can

enjoy a sense of motivation and achievement. 77

Manager, Personnel Department,
Recruitment Section

Norio Nakanishi

Employee
satisfaction
is a vital
CSR indicator.
The employment
principles adopted in
our new human resource
management system seek to
develop workplaces in which
individuals can gain satisfaction
and fulfillment.

AIFULs 10-Point Code of Conduct ___ﬁ- !
i
I ® Building a fulfilling workplace
We will create a workplace that provides a {
< |
! sense of purpose by respecting our g Wor | P /acas
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co-workers as individuals and _and Workirlg
working to continue our own L

viron,
personal development. nvironmesnt
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Putting the customer first is

a fundamental principle for us.
Our new business values reflect
the views of countless front-line
employees, and all employees
are working together to put
them into practice. 79

Kinki Loan Business Department,
Shijo-Omiya Branch

Keiko Tanaka

Vital to
CSR is the
conduct of
business based
on our customer-
first philosophy,
always—through
products to meet
\customers’ needs,

customer-influenced
\ management policies and public
information through
the Liaison Group of Consumer Finance
X & Companies.

AIFULSs 10-Point Code of Conduct

® Customer first policy
The customer is our number-one priority

\—we will strive to provide appropriate

For Our

Cu S tomers ; services that offer customers

peace of mind.
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For Our Customers

Our new business values return us to the fundamental principle of putting the customer first, always.

O1. Your philosophy is to “put the customer first, always.”

What does this mean?

The AIFUL Group’s business could not exist without customers.
That is why we have made the principle of putting the customer
first the foundation stone of our philosophy. Unfortunately,
in our haste to maximize our earnings, we have sometimes
lost sight of this vital principle. We regret this, and we have
decided to return to the basics by considering once again what
putting the customer first really means. We intend to apply the
customer-first principle to all facets of our business activities.
By putting this philosophy into practice, we will earn the trust
of our customers, and that will be reflected in higher corporate
earnings. | believe that the customer-first principle is ultimately
linked to the realization of our corporate philosophy of earning
the support of the public with sincerity and hard work.

Q2. What is your basic stance on marketing activities?

As part of our current reform process, we have established
new business values through intensive discussion of various
issues, from the perspective of our customer-first philosophy,
including our stance on business activities and the methods
used. These business values are the starting point for
customer-focused compliance and will be the model for all
business activities. In keeping with this primary commitment
to a customer-centered approach, our mission is to meet the
needs of as many customers as possible.

In compiling our business values, we sought out the views of
countless front-line employees through employee questionnaires
and discussion sessions with branch managers. These initiatives
were essential to the implementation of reforms affecting the
entire corporate organization. The wishes of our employees are
directly reflected in these policies, and | am determined to put
them into effect in partnership with those employees.

Q3.

What steps are you taking to reform
your business activities?

We are applying our business values both from the bottom
up and from the top down. On monthly compliance days, we
hold seminars in all organizational units. There are also regular
seminars for branch managers, who are responsible for front-
line activities. In the year ended March 2008, we held a total
of around 1,200 of these seminars. We have also introduced
counselor training for employees in the specialist departments
that handle repayment demands. There are in-house exams to
monitor learning progress.

We are also working to implement our customer-first
philosophy through bottom-up initiatives. For example, we
have appointed customer satisfaction (CS) advisors at all
business sites to identify areas requiring improvement from
the perspective of front-line staff. We have produced customer-
first checklists and held seminars on customer satisfaction and
employee manners. Through activities such as these we are
encouraging employees to apply our new business values to
their thinking and actions.

. How would you assess the results of these measures?

According to a survey of all employees held in November 2007,
the percentage of employees who support what the AIFUL
Group is trying to do has risen by over 10% in the past year
to stand at over 80%. We received many positive comments
from employees. Some emphasized that AIFULs future success
depends on the efforts of individual employees, while others
said that we needed to surpass customer expectations with
the quality of our services. There were also opinions and
suggestions about future improvements. The survey results
were indicative of a major shift in employee attitudes. We need
to take these initiatives further. We also need to encourage self-
motivated efforts based on a constant awareness of issues.
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Contributing to the Environment and Society

We have a new awareness of corporate social responsibility, especially environmental and
social contribution initiatives involving employee participation.

ol.
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What is the positioning of environmental and
social contribution activities in your CSR policy?

In March 2008, we adopted the CSR Promotion Policies as a
framework for company-wide CSR activities. These policies
cover five areas: management systems, workplaces and
working environments, customer-focused initiatives, actions in
response to environmental problems and social contribution
and harmony with communities.

The first three of these five policies form the core of our
CSR activities. We have implemented a variety of initiatives
in these three areas as part of our recent management
philosophy reform process, and we will continue to work in
these areas. However, we have been less active in the other
two areas—actions in response to environmental problems
and social contribution and harmony with communities. We
now see these areas as vital to the stimulation of interest
in CSR activities, since employees can gain a real sense of
personal involvement through participation. The General
Administration Department also performs the role of a CSR
Secretariat. In the future, the department intends to work in
this capacity to promote a wide range of initiatives in which
employees may become involved.

. What actions have you taken

in response to environmental problems?

One initiative that is becoming increasingly popular throughout
the AIFUL Group is the Ecocap Movement™. This activity began
as an independent initiative by some individual departments.
However, employees in other departments soon heard about it
and began inquiring with the aim of starting up programs in
their own departments. Today, the entire AIFUL organization is
involved. Similarly, after Green Fund™ vending machines were
installed in our head office, employees in other departments also
began to ask for these machines in their workplaces. | see these
activities as indicative of growing environmental awareness
among individual employees.

We are also working to reduce CO, emissions. At our main
business sites, we have implemented the “Cool Biz” program,
an initiative by the Japanese Ministry of the Environment to
reduce air conditioner use by allowing staff to remove ties and
jackets in the summer months. Last year we cut emissions

of CO, by around 170 tons compared to the level before the
introduction of the program. We are continually expanding
our environmental activities, which also include participation
in the Team Minus 6% program as a way of contributing to
the achievement of Japan’s Kyoto Protocol obligation to cut its
CO, emissions by 6% compared with the 1990 level.

. What activities are you implementing under your

policy on social contribution and harmony
with communities?

For many years we have supported various public service
organizations. In the future, we will take steps to clarify
our stance and objectives. We also give priority to activities
based on employee participation. Since summer 2007, we
have carried out community clean-up projects in the area
around our head office building. Local residents tell us they
appreciate these efforts.

In October 2007, we introduced a voluntary activity
leave system to support and encourage voluntary work by
employees. One employee who took part in a voluntary
program reported that he had gained a new awareness of
the joy of being thanked for efforts. Many of our employees
also participate in voluntary programs on weekends. We
are actively supporting these activities and helping to create
environment conducive to CSR participation by providing
secretariat services.

. What steps will you take in response to

future challenges?

One challenge is to ensure that employees have a proper
general understanding of CSR. Many people equate CSR
with social contribution, but it is important to recognize that
all corporate activities are CSR. We aim to focus on activities
that will allow us to make a contribution to society within
that framework.
*1. The aim of the Ecocap Movement is to collect and recycle the caps of
PET bottles and to use the money raised to pay for polio vaccines for

use in developing countries. At the end of April 2008, the AIFUL Group
donated sufficient caps to pay for 361 doses of vaccine.

*2. Under this system, ¥10 is donated to the Green Fund for every eligible
product purchased. The funds raised in this way are used for forest
development activities, including tree planting and pruning.



We have adopted, five clear policies on
corporate social /i;onsibility (CSR) activities.
The large number of ideas put forward by
employees in r;"llation to environmental and
social contribution activities is indicative of
growing awﬁilreness. We value this input from
our emplay[ees, and we will continue to expaml.
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e Contribution to society
We will delight in contributing to
the betterment of society

through our work.

AIFULSs 10-Point Code of Conduct

To protect the
global environ-
ment as a good
corporate citizen,
AIFUL Group participates
in the Cool Biz and
Warm Biz programs and sorts
and recycles waste.
We will continue to meet the needs
of our customers and society.

n. viropmentol
J Activities
: &

fri;' L Social
Con'b'i bution
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¥ AIFUL CORPORATION

AIFUL CORPORATION

Establishing group-wide compliance systems and updated cost structures under
new business models to take the AIFUL Group into a new growth phase.

Selection and Concentration
with Increased Emphasis on Efficiency

As the core company, AIFUL CORPORATION accounts for over 60%
of the Group’s loan balance. In addition to unsecured loans, which
are AIFULs major business activity, AIFUL CORPORATION handles
home equity loans and small business loans to sole proprietorships.
We also provide loan guarantees for individuals and small
businesses in partnership with other financial institutions.

We face escalating competition for unsecured loans from an influx
of new players into the market from other industries. We are also
affected by temporary market shrinkage caused by the enforcement
of the amended Money Lending Business Law, the tightening of credit
criteria by lenders, and the postponement of borrowing decisions
by customers. However, customer needs still exist, and we believe
that the market will stabilize again once the transition to the 20%
interest rate ceiling is complete. The withdrawal of smaller lenders
from the market is reducing the number of suppliers and benefiting
the surviving lenders in a number of ways, including expanding loan
balances and improved asset quality.

AIFUL CORPORATION is preparing to enter a new growth phase
under a management strategy of selection and concentration.
The aim of this strategy is to optimize the allocation of our
management resources.

Overview of Business Performance
in the Year Ended March 2008

In the year under review, we placed priority on the improvement
of internal control systems for the entire AIFUL organization.
Measures included reinforcement of our compliance management,
and the development of new rules and regulations. We improved
our cost structure, including consolidation of our branch network.
At the same time, we added further strength to our new income
structure by tightening lending criteria, bringing forward the
schedule for reducing our maximum interest rate, and introducing
new products, such as loans for specific purposes.

These measures were reflected in reduced revenue and higher
income in the year ended March 2008. The balance of loans
outstanding declined by 18.5% year on year to ¥1,058,879
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million, and operating revenue was 22.5% lower at ¥233,039
million. However, ordinary income amounted to ¥22,191 million,
and net income was ¥27,069 million.

The main reasons for lower revenue were a smaller top line
resulting from the application of tighter lending criteria and the
impact of lower interest rates. However, our cost restructuring
efforts brought good progress toward the reduction of labor and
other costs. In addition, our results were no longer affected by the
extraordinary items recorded in the previous year, including the
provision for substantial interest refund reserves. The dramatic
reduction in operating expenses was reflected in higher income.

Segment Review

Loans

Looking beyond the temporary market disruption caused by the
full implementation of the amended Money Lending Business
Law, we moved early to reduce our future exposure to bad loans
by implementing tighter lending criteria in October 2006. We
maintained this stance in the year ended March 2008. As a result,
the number of new loan contracts signed in the core category
of unsecured loans declined by 25.7% year on year to 115,000,
despite a 4.8% recovery in the number of new applications
received, which totaled 324,000. The balance of loans outstanding
also declined, with a 17.8% fall from the previous year’s level to
¥817,824 million.

We radically revised our product designs and marketing methods
for home equity loans and small business loans and adopted a more
cautious lending stance. The balance of home equity loans declined
by 19.4% year on year to ¥221,577 million, while the balance of
small business loans was 32.2% lower at ¥19,477 million.

Credit Guarantees

We are working to strengthen our business infrastructure in this
area, which we see as a future growth market. In the year ended
March 2008, we expanded our involvement in loan guarantees
for individuals and small businesses in partnership with financial
institutions. We also launched a new scheme in partnership with
chambers of commerce and industry and began to provide credit
guarantees for members of those organizations.



In the year ended March 2008, we formed new partnerships
with 11 financial institutions and provided guarantees for 44
companies in the area of unsecured loans to individuals, and for
68 companies in the unsecured small business loan category.
While the balance of guarantees on loans to individuals declined
by 8.8% to ¥34,826 million because of increased competition,
AIFUL's unique knowledge of business lending helped it to
increase the balance of small business loan guarantees by 3.2%
to ¥21,397 million.

Progress on Cost Restructuring

In January 2007 we announced plans for the reorganization and
cost restructuring of the AIFUL Group. In the year ended March
2008, we continued to review our branch strategy and personnel
deployment under this plan, and the entire AIFUL organization
worked to minimize operating expenses, including advertising
costs and system development costs.

We closed 795 unmanned branches in the year under review,
in addition to 410 manned outlets closed in the previous year.
This total includes 266 branches with Suguwaza simplified auto-
application machines. As a result, we have now largely reached
our goal of 1,000 manned and unmanned outlets at the non-

Cost Restructuring
—Changes in Operating Expenses

(Millions of Yen)

[l Advertising expenses

103,055 104,183 [ Commissions

[ Salaries
83,668 [l Office and land rents
[l Others

60,720

m Note: Figures exclude financial
|| expenses, credit costs
L L L and interest refund-
05/3 06/3 07/3 08/3 related costs.

consolidated level. Any reduction in the number of branches
inevitably affects customer convenience. To minimize the impact,
we built up our network of ATMs and cash dispensers to 107,000
units as of March 2008 by aggressively partnering with financial
institutions and convenience stores. We also maintained service
quality by centralizing some branch operations in contact centers
and increasing center staffing levels, and by improving efficiency
and computerizing operations. These measures allowed us to
reduce our workforce by 936 year on year to 3,472.

We worked aggressively to cut operating costs, including a
reduction in advertising media achieved by reviewing our use
of advertising media. We also cut system-related expenses by
sharing systems with other AIFUL Group companies, and by
curbing the development of new systems.

These cost restructuring measures allowed us to commence
marketing of loans at rates of up to 18% interest to new customers
from August 2007. We also stepped up marketing of low-interest
products to existing quality customers, and the percentage of
customers with unsecured loans provided by AIFUL CORPORATION
(non-consolidated) at interest rates within the limits stipulated in
the Interest Rate Restriction Law improved from 11% in March
2007 to 32% at the end of March 2008.

Outlook for the Year Ending March 2009

We expect challenging business conditions to persist in the year
ending March 2009. Income will be affected by tighter lending
criteria and lower interest rates, even as we face escalating
competition for quality customers.

This situation is reflected in our forecast decline in the balance
of outstanding loans by 14.8% to ¥902,511 million, and operating
revenue by 24.2% to ¥176,676 million. However, income will start
to benefit from our cost restructuring efforts, and we also expect
to see indications that bad debt costs have peaked. We have
ample resources to cover interest refunds, since we have already
provided sufficient reserves to cover the full amount that could
be incurred in the future. On this basis, we are predicting that
ordinary income will increase by 17.2% year on year to ¥26,000
million, and net income by 14.3% to ¥30,931 million.
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Life

CARDC

LIFE Co., Ltd.

Strengthening the credit card business and maximizing synergies by fully exploiting the potential of
LIFE Card credit services and settlement functions within the Group.

Dynamic Expansion of Core Credit Card Business

LIFE Co., Ltd. is involved in the credit sales and credit card areas.
Since becoming a subsidiary of AIFUL CORPORATION in March
2001, it has targeted three areas—credit card shopping, card cash
advances and the new-style bank loan guarantee segment—
achieving dynamic expansion and sustained growth.

In the year ended March 2008, LIFE continued to give priority
to the restructuring of its business portfolio to maximize its earning
performance and growth potential. Receivables outstanding in
the business areas targeted for expansion, including credit card
shopping, increased by 5.2% year on year to almost 60% of total
receivables outstanding.

Recent changes to the law affected the per-item shopping loan
business and the unsecured loan business. LIFE reviewed its cost
structures in these areas and reduced receivables by about 5%
year on year to a little more than 30% of its total receivables.

LIFE has decided to withdraw from business activities that
contribute little to earnings, including traditional bank guarantees
and auto loans. In the year under review, it reduced receivables in
these areas to less than 10% of total receivables.

LIFE is a key element in the AIFUL Group’s comprehensive
financial services strategy. As of March 31, 2008, it accounted
for 32.7% of the Group’s total receivables and 29.3% of its
operating revenue.

Changes in Business Portfolio

Downsizing
businesses

40.2%

B Credit card shopping

[ Credit card cash advances
[ Bank loan guarantees (new products)

Cash PI
[[] Cash Plaza o0L/3

Total Receivables
Outstanding

¥606,313 million

[ Per-item shopping loans

[ Partners (auto loans, etc.)
B Housing loans
[l Bank loan guarantees (previous products)

[l Others

Stable businesses
28.0%
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Overview of Performance
in the Year Ended March 2008

LIFE’s results for the year under review show lower revenue but
higher income. The balance of receivables outstanding declined
by 9.0% from the previous year’s level to ¥653,045 million,
while operating revenue was 6.8% lower at ¥120,667 million.
Ordinary income amounted to ¥5,183 million, and net income
was ¥3,427 million.

Despite strong growth in the credit card segment, revenue
declined, partially as a result of the introduction of the new 18%
interest rate ceiling for new or additional cash advances made
from December 2007 onwards. Another factor was the continuing
application of stringent credit criteria to loans provided through
LIFE Cashing Plazas. Revenue was also affected by reductions
in per-item shopping loans. Factors contributing to the increase
in income included lower credit-related costs, especially interest
refunds and bad loan charge-offs, as well as the reduction of
operating expenses through cost restructuring.

Credit Cards

LIFE enhanced customer services by issuing affinity cards with a
wide range of partners, including major medical institutions and
companies in industries ranging from distribution to temporary
staffing. Other improvements included extending the validity of

Downsizing
businesses

9.1%

Growth businesses

31.8%

08/3 Gl:OWth
_— Total Receivables businesses
Outstanding
Stable ¥653,045 million 57 [ 3%
businesses
33.6%




awarded points, the reduction of cash advance interest rates, and
strengthened security systems. LIFE also added a new service
to its proprietary LIFE Card, which can now be used with NTT
DOCOMO’s iD™ buy-now-pay-later e-money service.

In the year ended March 2008, LIFE issued 1.84 million new
LIFE Cards. There was a net increase of 750,000 cardholders,
bringing the total to 14.81 million. LIFE also worked to increase
card usage and encourage cardholders to make LIFE Cards their
main cards. Initiatives included a campaign to encourage paying
utility bills using LIFE Cards and the establishment of the LIFE
Be Store, an Internet shopping site established in collaboration
with an IT company. Purchases from the LIFE Be Store can only
be paid for using a LIFE Card. Credit card shopping transaction
volume in the year under review increased by 18.4% year on
year to ¥664,791 million. This is the sixth consecutive year of
double-digit growth.

Per-item Shopping Loans

The entire market is shrinking because of tighter regulatory
requirements for lenders by changes to the Installment Sales Law
intended to raise consumer protection. LIFE anticipated these shifts
in the external environment and implemented major changes in
its rules for business with affiliated merchants, including tougher
screening criteria, in the previous year. In the year ended March
2008, it strengthened screening criteria as part of its efforts to
provide quality services in the area of per-item shopping loans. As
a result of these measures, per-item shopping loan transactions
declined by 65.1% year on year to ¥11,341 million.

Loan Guarantees

LIFE established new partnerships with ten financial institutions
amid continuing efforts to expand sales of its products, including
its new LIFE Business Loan guarantees. In the year ended March
2008, LIFE provided guarantees for 131 companies in the area of
unsecured loans to individuals, and for 15 companies in the business
loan category. However, the total balance of loan guarantees
declined by 11.5% year on year to ¥73,486 million. The decline
resulted in part from the reduction of the balance of traditional bank
guarantees, which made a limited contribution to earnings, and a
flat trend in the acquisition of business based on new-type products.

Loans

LIFE reviewed its lending criteria in the year ended March 2008. It
also continued its efforts to attract new customers for the enhanced
product line-up introduced in the previous year, including business
loans secured by real estate, and loans for specific purposes.
Under the AIFUL Group’s business rationalization strategy, LIFE
took over approximately ¥21,339 million in receivables from four
consumer finance subsidiaries of AIFUL Group in December 2007.
The balance of loans outstanding declined by 4.1% year on year to
¥380,191 million.

Outlook for the Year Ending March 2009

In the year ending March 2009, LIFE will continue to focus on the
improvement of customer services with the aim of encouraging
cardholders to use the LIFE Card as their main card. LIFE also
plans to enhance its online registration system and actively market
high-use proprietary cards. One of LIFE’s advantages over rival
companies is its branch network, and it will actively leverage this
resource to attract new affiliated merchants and card tie-up partners.
LIFE will also continue to develop future income sources by using
the corporate lending know-how of the AIFUL Group to add credit
and payment functions to the LIFE Card, and by actively promoting
corporate card services for small and medium-sized enterprises.

However, external conditions are likely to remain difficult
because of law changes and other factors. Tighter lending criteria
will cause the loan balance to decline, and earnings will also be
affected by interest rate cuts. In the year ending March 2009, both
revenue and income are expected to decline, with the balance
of loans outstanding falling by 5.2% year on year to ¥618,992
million, and operating revenue by 17.1% to ¥100,091 million.
Ordinary income is projected to decline by 42.1% to ¥3,000
million, and net income by 57.6% to ¥1,453 million.
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BUSINEXT CORPORATION

BUSINEXT has used its unique credit know-how to build a business based on

medium-risk business lending.

Financial Services for Medium-risk Business Owners

BUSINEXT, which specializes in financial services for medium-
risk business owners, was established in January 2001 as a joint
venture between AIFUL and Sumitomo Trust & Banking, with
AIFUL owning 60% of shares and Sumitomo Trust & Banking
40%. Since its establishment, BUSINEXT has maintained steady
growth driven by expanding demand. Currently its customer
base includes approximately 44,000 small and medium-sized
businesses and sole proprietorships.

A deteriorating business environment for small and medium-
sized companies and a sharp rise in the number of bankruptcies
have created challenging conditions in the small business
lending market. However, there is still substantial latent demand
for operating funds, and this segment is seen as an extremely
promising business area in the medium- to long-term perspective.
The AIFUL Group has identified this segment as a growth business.
BUSINEXT will maintain a cautious stance while continuing to
build its business base to support future expansion.

Unique Business Model Geared toward Timely Lending

BUSINEXT’s most important advantage is a unique business
model designed to support the timely provision of unsecured, non-
guaranteed loans. Knowledge and experience accumulated since
its establishment have allowed BUSINEXT to develop an advanced
scoring system for sole proprietorships and small and medium-sized
enterprises (SMEs). Lending decisions are based on comprehensive
assessments that include not simply business size and past
performance, but also the financial position and management
character of each business. BUSINEXT provides timely solutions to
a wider range of customer needs, with decisions taking as little as
three days for its flagship Card Loan and Business Loan products.

In addition to non-contact marketing, such as conventional
direct mail methods, BUSINEXT also emphasizes face-to-face
marketing with customers who visit its 10 branches in major
cities. By combining these two marketing methods, BUSINEXT
is able to differentiate its services from those provided by banks
and specialist commercial lenders, reduce operating costs and
maintain and improve customer satisfaction.
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Overview of Business Performance
in the Year Ended March 2008

In the year under review, BUSINEXT responded to a deteriorating
business outlook for SMEs by cutting advertising costs and
maintaining a cautious lending stance. This timely adaptation to a
changing environment also included an increased emphasis on the
marketing of home equity loans, which provide greater security.

Revenue was higher, but income was lower in the year ended
March 2008. The balance of loans outstanding increased by 1.0%
year on year to ¥83,192 million, and operating revenue by 1.7%
higher to ¥11,348 million. Ordinary income was adversely affected
by customer loan defaults and other factors, and there was a
76.5% year-on-year decline to ¥263 million, while net income was
87.9% lower at ¥79 million.

Conditions are expected to remain difficult, with market
upheaval causing slower growth in the loan balance and
persistently high bad loan charge-offs, among other effects. These
factors are reflected in a forecast of reduced revenue and income
in the year ending March 2009. The loan balance is expected
to increase by 1.9% year on year to ¥84,803 million. Operating
revenue is expected to decline by 3.5% to ¥10,946 million, ordinary
income by 66.6% to ¥88 million, and net income by 72.3% to
¥22 million. However, BUSINEXT has already taken steps to meet
current challenges, including the reinforcement of initial recovery
operations through the allocation of additional personnel to
receivables management. It has also improved its scoring system.
The effects of these measures, combined with the easing of market
upheavals, are expected to bring a return to growth.



City's

City’s Corporation

City’s is developing new approaches to business by combining group synergies
with its accumulated knowledge and experience in the field of lending to sole proprietorships

and small and medium-sized enterprises.

Specialist in High-risk Business Lending

A consolidated subsidiary since October 2002, City’s specializes in
high-risk lending, including business loans and home equity loans,
to sole proprietorships and small and medium-sized businesses.
Under AIFULs comprehensive financial services strategy, it
complements BUSINEXT’s medium-risk business lending.

City’s line-up provides two key advantages. One is convenient,
customer-focused financial products for sole proprietorships
and small and medium-sized businesses that would otherwise
be unable to obtain adequate financing because of credit risk
or other factors. The other is high-quality service from loan
assistants assigned directly to individual customers. Its flagship
product is the Business Loan, which is backed by years of
experience and advanced screening expertise. City’s has also used
the AIFUL Group’s corporate scoring know-how to develop the
Super Business Loan, a low-interest product with no guarantor
requirement. Another popular City’s service based on AIFULs
expertise is home equity lending to businesses.

Overview of Business Performance
in the Year Ended March 2008

City’s is preparing for the effects of the amended Money Lending
Business Law by reviewing its branch strategy and personnel
deployment as part of the AIFUL Group’s cost restructuring plans.
It is also shifting from door-to-door marketing to mass marketing
and building new income structures in partnership with other
organizations, including commercial and industrial associations.
Despite the tighter lending criteria in the year ended March
2008, the balance of loans outstanding increased by 3.1% year
on year to ¥60,147 million. This reflects an increased emphasis
on home equity loans, which provide enhanced security, and the
aggressive expansion of business based on partnerships with
various organizations. However, the rising percentage of low-
interest products in the loan portfolio caused operating revenue
to decline by 27.9% to ¥9,766 million. Operating expenses
were reduced through cost restructuring, but City’s adopted a
conservative stance on provision for loan-loss reserves because
of the persistently high level of non-performing loans. These and

other factors were reflected in an ordinary loss of ¥1,344 million
and a net loss of ¥1,621 million.

While business conditions are likely to remain difficult in the
year ending March 2009, the incidence of non-performing loans is
expected to decline, leading to a reduction in credit costs. In addition,
the benefits of cost restructuring and business model changes
are expected to emerge. On this basis, City’s is predicting that its
balance of loans outstanding will increase by 10.0% to ¥66,164
million, and its operating revenue by 10.9% to ¥8,702 million. Both
ordinary income and net income are expected to return to positive
figures at ¥1,405 million and ¥1,467 million respectively.

Business-lending Loans Outstanding

(Millions of Yen) [l BUSINEXT
M City's
82,328 83,192 84,803
73,110
58,316 60,147
4762i 45,673 | |
05/3 06/3 07/3 08/3 09/3 (E)
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Corporate Profile

Corporate Name AIFUL CORPORATION

Address of Head Office 381-1, Takasago-cho, Gojo-Agaru,
Karasuma-Dori, Shimogyo-ku,

Kyoto 600-8420, Japan
Date of Establishment April 1967
Common Stock ¥108,324 million

Number of Employees Non-consolidated: 2,585

Consolidated: 5,138

Stock Listing

Tokyo Stock Exchange The First Section

Osaka Securities Exchange The First Section

Securities Code 8515

Shareholders Information

Number of Shares of Common Stock
Authorized 568,140,000 shares
Issued and Outstanding 167,475,000 shares
Number of Shareholders 13,798
Independent Auditors Deloitte Touche Tohmatsu Shimbashi & Co.

Transfer Agent and Registrar ~ The Sumitomo Trust & Banking Co., Ltd.

For Further Information and Additional Copies
of This Annual Report, Please Contact

Investor Relations Section

Tokyo Office  8th Floor, Toho-Hibiya Bldg. (Hibiya Chanter), 1-2-2
Yurakucho, Chiyoda-ku, Tokyo 100-0006, Japan

Phone: +81-3-4503-6100  Facsimile: +81-3-4503-6109

E-mail: ir@aiful.co.jp
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To improve its disclosure activities, AIFUL maintains an IR section within its website that
contains not only operating results and other statistics, but also the corporate philoso-
phy, management strategy, data on the consumer finance market and business alliances,
and other types of information that go beyond financial statements.

http://lwww.ir-aiful.com/

109








