CRITICAL ACCOUNTING POLICIES

GENERAL
Our financial statements are prepared in accordance with
Japanese GAAP. The preparation of these financial statements
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and
the disclosure of contingent assets and liabilities at the date of
the financial statements, as well as the reported amounts of
revenue and expenses during the reporting period. In addition,
certain accounting principles require significant judgment by
management in applying complex accounting principles to indi-
vidual transactions to determine the most appropriate
accounting treatment. We have established procedures and
processes to facilitate making the estimates and assumptions
necessary to value assets and liabilities, record transactions
and prepare the financial statements. On an ongoing basis,
management evaluates its estimates and judgments, including
those related to the valuation of assets and liabilities. Although
actual results may differ from these estimates under different
assumptions and conditions and future changes in the key
assumptions could change future valuations and results, we
have used the best information available at the time to make
our estimates. Significant accounting policies are described in
Note 2 to the Consolidated Financial Statements included in
this annual report.

Management believes the following are our critical accounting

|u

policies. These policies were considered “critical” because:

e the estimates involved in these policies require us to make
assumptions about matters that are uncertain at the time
the estimates are made; and

e different estimates that we reasonably could have used in
the current period, or changes in the accounting estimate
that are reasonably likely to occur from period to period,
could have a material impact on the presentation of our
financial condition, or changes in our financial condition or
results of operations.

RESERVE FOR CREDIT LOSSES
The reserve for loan losses, a separate component of the
reserve for credit losses, is management’s estimate of the
credit losses to be incurred in the lending portfolio and is dis-
cussed in further detail in “—Financial Condition—Asset Quality
and Disposal of Problem Loans of Shinsei.” We establish a spe-
cific reserve, a general reserve and a reserve for loans to
restructuring countries based on our self-assessment manual
to absorb estimated credit losses in the lending portfolio.

A specific reserve is provided for specific claims against
obligors in the possibly bankrupt, virtually bankrupt and legally
bankrupt categories. For claims against obligors in the virtually

and legally bankrupt categories, the unsecured, unguaranteed
portion of the claim is written off or otherwise fully reserved
because such portion is deemed unlikely to be collected. For
claims against obligors in the possibly bankrupt category, a
specific reserve is principally determined by estimating dis-
counted future cash flows, other than in cases where it is
difficult to reasonably estimate future cash flow.

A general reserve is provided for claims against normal
obligors, as well as claims against need caution obligors
(including substandard obligors). Shinsei applies the discounted
cash flow method in calculating the amount of a general
reserve for most of its claims against substandard obligors. The
amount of the reserve for claims against normal obligors and
claims against need caution obligors (other than substandard
obligors of Shinsei which are subject to the discounted cash
flow method) is based on the total amount of, as well as the
expected loss ratios for, claims against each category of oblig-
or. Shinsei calculates expected loss ratios based on historical
losses on claims against each obligor category. Using the
expected loss ratios, Shinsei reserves for the estimated
amount of losses for the next three years for claims against
substandard obligors, for the remaining term of the claims with
respect to claims against normal obligors given ratings of A
through 6C in Shinsei's credit ratings system and claims
against need caution obligors other than substandard obligors,
or other need caution obligors, and for the next year for claims
against normal obligors given ratings higher than 5A.

The historical loan loss ratio had previously been calculated
by taking the greater result from the following two calculation
methods: (1) the average of three consecutive calculation peri-
ods defined to be the previous one year as from each fiscal
year-end, or (2) the average of three consecutive calculation
periods defined to be the previous three years as from each
fiscal year-end. However, the recent actual loan loss ratio has
rapidly declined, resulting in a less reliable basis for loan loss
calculation. Starting from the fiscal year ended March 31, 2007,
the calculation methodology has been changed to taking the
greater result of the following two methods: (A) the existing
methodology mentioned above, or (B) the average of all calcu-
lation periods since 1998, the period for which records for loan
losses have been maintained. As a result, the reserve for credit
losses as of March 31, 2007 and the loss before income taxes
and minority interests for the fiscal year ended March 31, 2007
were each ¥23.2 billion higher than would have been the case
using the previous calculation method.

Shinsei reviews its classification of obligors quarterly,
although every month it downgrades obligors whose financial
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condition has deteriorated based on the results of its self-
assessment process. A reserve for loans to restructuring
countries is provided for estimated losses on those loans due
to political and economic conditions in the countries where the
loans are outstanding, based on losses estimated using the
secondary market price of similar loans.

Estimating Shinsei’s specific reserve for claims against
obligors in the possibly bankrupt category and the general
reserve for claims against obligors in the substandard category
is subject to a number of significant judgments and uncertain-
ties regarding discounted cash flows due to the changing
financial conditions of the obligors and general economic condi-
tions surrounding the obligors’ business operations. In addition,
because the secured portion of claims is not covered by a spe-
cific reserve, actual losses on such claims are also subject to
significant judgments and uncertainties regarding the fair value
of collateral. Estimating the general reserve for claims against
obligors in the normal and other need caution categories could
be affected by changes made by management in the method-
ologies used to calculate the migration analyses of obligors or
the assumptions used in the calculation of the reserve. As a
result, actual losses in the lending portfolio could be greater or
less than we have estimated. If the estimated credit losses are
not enough to cover actual losses incurred from the ultimate
disposition of the portfolio, it would result in additional write-
offs or additional reserves in the future for the lending portfolio,
increasing our reported total credit costs. If the estimate is in
excess of actual losses, it would result in a reduction of our
total credit costs.

The reserve for other credit losses consists primarily of
reserves, including a reserve taken on our contribution to an
industry-wide fund set up to purchase and collect loans, and a
reserve for losses in connection with our potential claims
against the DIC, including in connection with our ongoing litiga-
tion. A specific reserve has been established for each of these
exposures based on our estimate of the prospects for recov-
ery. Although we believe our existing reserves are sufficient to
cover the risk from items we have identified, actual losses
related to these items could be more or less than we have esti-
mated, which could result in an increase or a decrease in our
total credit costs.

APLUS establishes loan loss reserves based on historical
loss rates for delinquent and non-delinquent accounts. The
amount of reserves in the case of delinquent accounts primari-
ly depends on the number of months for which a particular
account is past due. In addition, APLUS writes off the entire
amount of any claims it deems uncollectible, either as a result

of personal bankruptcy or otherwise. Showa Leasing and
Shinki establish loan loss reserves in the same manner as
APLUS except that with respect to customers with exposure
above a specified amount, Showa Leasing establishes
reserves on the basis of obligor classification in accordance
with its self-assessment guidelines.

RESERVE FOR LOSSES ON INTEREST REPAYMENTS

On October 13, 2006, the Japanese Institute of Certified
Public Accountants (the “JICPA") issued “Audit Guidelines on
Consumer Finance Companies’ Provisions for Possible Losses
on Reimbursements of Excess Interest Payments” (the “Audit
Guidelines”). These guidelines stipulate that consumer and
commercial finance companies make certain provisions for
possible losses on reimbursements of excess interest pay-
ments and loan losses related to consumer finance loans
extended at interest rates in excess of the maximum interest
rate prescribed in the Interest Rate Restriction Law. In accor-
dance with such guidelines, the amount of such reserve for
APLUS and Shinki was calculated using the average period to
maturity of the affected loans, an estimate of the percentage
of such loan transactions that will be subject to a future reim-
bursement request based on past experience and an estimate
of the average amount to be reimbursed based on past experi-
ence. The amount of the reserve is based on the best
estimate of management of APLUS and Shinki, using the
assumptions described above. If any of the assumptions
change due to changes in circumstances, an additional
reserve could become necessary.

VALUATION OF FINANCIAL INSTRUMENTS MEASURED
AT FAIR VALUE
We have various types of financial instruments in our trading
and banking books. Pursuant to Japanese GAAP, we record
some of our financial instruments at their fair values, which are
measured based on market prices or third-party quotes or, if
both are unavailable, our internal valuation methodologies.
Although we strive to follow market standards in making
assumptions and determining scenarios necessary for these
valuation methodologies, the outcomes of our methodologies
could differ from those derived from other methodologies.
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AVAILABLE-FOR-SALE SECURITIES

We generally record available-for-sale securities, both debt and
equity, at their fair values. The net unrealized gains or losses
on these securities are included in and presented as a compo-
nent of equity.

Available-for-sale securities include some securities without
readily obtainable market prices or quotes. These securities
mainly consist of residual interests and debt investments in col-
lateralized debt obligations as well as illiquid corporate bonds.
We estimate the fair values of these securities based on histori-
cal data concerning market prices and quotes. In some cases,
we determine fair value using internal valuation methodologies
that are subject to complex assumptions, including those relat-
ing to scenarios, interest rates and volatility.

As of March 31, 2008 and 2007, the amortized cost of our
available-for-sale securities without readily determinable fair
value was ¥428.9 billion and ¥260.3 billion, respectively. The
total fair value of our available-for-sale securities as of March
31, 2008 and 2007 was ¥1,055.6 billion and ¥1,016.3 billion,
respectively. Net unrealized losses recognized as of March 31,
2008 were ¥35.2 billion and net unrealized gains recognized as
of March 31, 2007 were ¥8.2 billion.

IMPAIRMENT IN VALUE OF DEBT AND EQUITY
SECURITIES

Available-for-sale debt and equity securities and held-to-maturi-
ty debt securities are both exposed to the risk of decline in
their fair values. If the decline in fair value of available-for-sale
securities with readily determinable fair value is deemed to be
significant, impairment loss is recognized in the book values of
the securities since the decline in fair values is deemed to be
other than temporary. To determine whether an other-than-
temporary impairment has occurred, the Bank applies the
following rule, which depends on the credit risk category that
the issuer of the security falls under based on the Bank's inter-
nal rules for establishing the reserve for credit losses:

Fair Value Test for Related
Security

Issuer Credit Risk Category

Securities issued by “legally The fair value of a security is
and virtually bankrupt” obligors | less than its book value

and "“possibly bankrupt”
obligors

Securities issued by “need cau-| The decline in fair value of a
tion” obligors security is more than 30% of
its book value

K

The decline in fair value of a
security is in excess of 50% of
its book value

Securities issued by “norma
obligors

“Legally bankrupt” obligors are obligors who have already
gone bankrupt from a legal and /or formal perspective.

“Virtually bankrupt” obligors are obligors who have not yet
gone legally or formally bankrupt but who are substantially
bankrupt because they are in serious financial difficulties and
are not deemed to be capable of restructuring.

“Possibly bankrupt” obligors are obligors who are not yet
bankrupt but are in financial difficulties and are very likely to go
bankrupt in the future.

“Need Caution” obligors are obligors who require close
attention because there are problems with their borrowings.

“Normal” obligors are obligors whose business conditions
are favorable and who are deemed not to have any particular
problems in terms of their financial position.

For available-for-sale securities without readily deter-
minable fair value, if the fair value of a security has declined
by an amount ranging from 30% to 50% of its acquisition
cost we consider the possibility of recovery of fair value in
order to determine whether an other-than-temporary impair-
ment has occurred, but if the fair value has declined in excess
of 50% of its acquisition cost we deem the impairment to be
other-than-temporary. Our judgment of the possibility and mag-
nitude of a future recovery in fair value relies on our subjective
views concerning market uncertainties, the creditworthiness of
the issuers of the securities and various other factors. Different
judgments could lead to different conclusions regarding the
need to recognize impairments in value.

For the fiscal year ended March 31, 2008, we recognized
losses of ¥8.9 billion on debt and equity securities available-for-
sale due to impairment, as compared to ¥1.2 billion for the
fiscal year ended March 31, 2007, mainly due to impairment of
foreign securities.

FINANCIAL ASSETS AND LIABILITIES HELD

FOR TRADING PURPOSES

Our trading book assets and liabilities consist of derivative
financial instruments, securities, short-term money market
investments and other monetary claims maturing within a short
period of time.

In addition, we hold certain securities investments, such as
foreign fund trusts and corporate bonds, financial assets
backed by loans and receivables as well as mortgages included
in securities, other monetary claims purchased and monetary
assets held in trust that are not recorded in the trading book,
but are held for trading purposes in the banking book. All of
these trading-purpose assets and liabilities are booked at their
fair values, and changes in value are reflected in our net
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income. The fair values of trading-purpose assets that are trad-
ed actively in open markets are based on observable market
prices of the same or similar securities and monetary claims.

When actively traded market prices are not available, we
estimate the fair values of the assets and liabilities held for
trading purposes using our internal valuation methodologies.
These methodologies require us to use our judgment in both
making assumptions regarding market parameters, such as
swap rates for interest rate and currency swaps with longer
maturities, as well as determining the required scenarios, such
as future cash flow projections for financial assets underlying
purchased monetary claims. In addition, we adjust the fair
value estimates for derivative financial instruments to account
for credit and liquidity risks.

As of March 31, 2008, the net fair value of our trading
assets and liabilities was ¥110.2 billion and the net balance of
revaluation gains on those assets and liabilities was ¥77.0 bil-
lion. This compared with a net fair value of ¥204.1 billion and a
net balance of revaluation gains of ¥65.9 billion as of March
31, 2007.

The fair value of securities held in our banking book for trad-
ing purposes was ¥63.1 billion and ¥116.5 billion as of March
31, 2008 and 2007, respectively. The fair value of other mone-
tary claims purchased was ¥280.6 billion and ¥281.0 billion as
of March 31, 2008 and 2007, respectively. The fair value of
monetary assets held in trust was ¥248.7 billion and ¥339.0 bil-
lion as of March 31, 2008 and 2007, respectively.

CREDIT TRADING ACTIVITIES

We are engaged in credit-trading activities in Japan and foreign
countries, in which we purchase monetary claims such as
loans, bonds, guarantees, receivables and lease receivables
without intending to hold them to maturity. To recover our
investment, we either collect on the claim, including through
repayments, legal proceedings and discounted payoffs, or
resell or securitize the claim. Claims purchased are recorded
either in monetary assets held in trust or other monetary
claims purchased, depending on the structure used for the pur-
chase, and are principally measured at fair value. Fair value is
estimated in the same way as it is for assets held for trading
purposes. The internal valuation methodology we use to calcu-
late the fair value of these claims mainly relies on a discounted
cash flow approach based on cash flow projections and implied
market discount rates. As estimations of future cash flows and
discount rates are based on complex processes and contain an
element of judgment, changes in assumptions could lead to
different estimates of the fair value of monetary assets held in

trust and other monetary claims purchased, which could in turn
impact the related gain or loss amounts in our financial state-
ments. As of March 31, 2008 and 2007, balances related to
credit trading of ¥248.7 billion and ¥329.0 billion, respectively,
were included in monetary assets held in trust and ¥258.2 bil-
lion and ¥245.2 billion, respectively, were included in other
monetary claims purchased for trading purposes. As of March
31, 2008 and 2007, net unrealized losses recorded in those
accounts were ¥18.3 billion and ¥13.4 billion, respectively.

VALUATION OF DEFERRED TAX ASSETS
We record deferred tax assets for deductible temporary differ-
ences and tax loss carryforwards and evaluate them in
accordance with the guidelines of the Japanese Institute of
Certified Public Accountants, or JICPA. Under the JICPA guide-
lines for the valuation of deferred tax assets, if a company
records a material amount of tax loss carryforwards, in most
cases, it is deemed difficult to reasonably estimate “Taxable
Income” (which, for the purpose of utilizing deferred tax
assets, is treated as income before adjustments for existing
temporary differences and tax loss carryforwards). If, however,
a company is able to reasonably estimate future Taxable
Income for the next fiscal year, it may record deferred tax
assets based on deductible temporary differences and tax loss
carryforwards to the extent that it is probable that those differ-
ences or carryforwards would be used during the next fiscal
year. In addition, the JICPA guidelines provide that a company
with a material amount of tax loss carryforwards could recog-
nize deferred tax assets as realizable based on future Taxable
Income, reasonably estimated, for up to the next five fiscal
years if the tax loss carryforwards had been incurred due to
certain non-recurring events, such as the restructuring of busi-
nesses, and there was not necessarily any significant doubt as
to the company’s ability to earn Taxable Income in the future.
As a result of Taxable Income (as defined in the previous
paragraph) recorded in recent periods, we could have recorded
deferred tax assets realizable based on a reasonable estimate
of income for at least a part of the next five fiscal years if we
would have demonstrated that we would record actual income
for the foreseeable future. We have evaluated the available evi-
dence concerning our future Taxable Income and other
possible sources of the realization of deferred tax assets, and
have concluded that we should record deferred tax assets that
are realizable only in the following fiscal year for Shinsei and
most of its subsidiaries. We have recorded a valuation
allowance to reduce deferred tax assets accordingly. The actu-
al Taxable Income amount for the fiscal year ending March 31,
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2009 may be different from our estimate, which would result in
a larger or smaller amount of deferred tax assets that should
have been recognized.

As of March 31, 2008 and 2007, our balances of net deferred
tax assets, or the difference between our deferred tax assets
and our deferred tax liabilities, were ¥23.9 billion and ¥37.3 bil-
lion, respectively. The amount of net deferred tax assets was
3.5% of our Tier | capital as of March 31, 2008 and 6.0% of our
Tier | capital as of March 31, 2007. If we had concluded that
we could reasonably estimate Taxable Income for the next five
fiscal years, as of March 31, 2008, the balance of net deferred
tax assets could have been significantly higher.

RESERVE FOR RETIREMENT BENEFITS

Shinsei, APLUS, Showa Leasing and Shinki each have a non-
contributory defined benefit pension plan and certain of
Shinsei’'s consolidated Japanese subsidiaries have unfunded
severance indemnity plans, which cover substantially all of our
employees. A reserve for retirement benefits is provided for
payment in future years. We follow guidelines for accounting
for employee retirement benefit plans issued by the JICPA and
estimate the amounts of the retirement benefit obligations and
plan assets under the pension plans at the end of the fiscal
year using assumptions for the expected rate of return on plan
assets and the discount rate.

EXPECTED RATE OF RETURN ON PLAN ASSETS

We determine the expected rate of return on plan assets
based on the targeted average long-term performance of the
assets. Because assumptions regarding the rate of return on
assets are affected by changing general economic and market
conditions, we need to make significant judgments to deter-
mine appropriate assumptions underlying the estimate of
long-term performance, which also impact the estimate of the
reserve for retirement benefits and net periodic pension cost.
The expected rate of return was between 0.75% and 3.5% for
both the fiscal year ended March 31, 2008 and 2007.

DISCOUNT RATE

We have selected the interest rate for Japanese government
bonds with a 20-year maturity as the basis for the discount
rate. We have determined that the interest rate for Japanese
government bonds with a 20-year maturity is the best esti-
mate of the risk-free rate because we estimated that the
period of time for effective settlement of the benefit obliga-
tion under the pension plans would be approximately 19 years
on average and the risk-free rate for a period of 19 years was

assumed to be substantially the same as the interest rate for a
20-year maturity Japanese government bond. This assumption
could change if we become aware of information that leads us
to determine that a different period for settling the benefit
obligation is required. A change in that assumption could, in
turn, change the discount rate and the amounts reported in
our financial statements. Changing our methodologies for cal-
culating the estimated settlement period would also affect our
estimate of the discount rate and amounts in our financial
statements. The discount rate was between 1.5% and 2.2%
for both the fiscal year ended March 31, 2008 and 2007. Had
the discount rate decreased 0.5 percentage points, net period-
ic pension cost for the fiscal year ended March 31, 2008
would have increased materially.

HEDGE ACCOUNTING

We follow guidelines issued by the JICPA regarding hedge
accounting applicable to assets and liabilities exposed to a risk
of change in fair value or cash flow. Derivative transactions that
meet the hedge accounting criteria are primarily accounted for
under a deferral method whereby unrealized gains and losses
are deferred as assets or liabilities until the gains and losses on
the hedged items are realized.

Until the end of the fiscal year ended March 31, 20083,
Shinsei principally applied a “macro hedge"” approach for inter-
est rate derivatives used to manage interest rate risks and its
ALM activities based on the transitional treatment prescribed in
Industry Audit Committee Report No. 24 issued by the JICPA
(“Report No. 24"). The effectiveness of the macro hedge
approach was reviewed for a reduction in interest rate risk
exposure and the actual risk amount of derivatives within the
preapproved limit under our risk control policies. Effective April
1, 2003, we adopted portfolio hedging in accordance with
Report No. 24. Under portfolio hedging, a portfolio of hedged
items such as deposits or loans with common maturities is
matched with a group of hedging instruments such as interest
rate swaps, which offset the effect of fair value fluctuations of
the hedged items by identified maturities, and are designated
as a hedge of the portfolio. The effectiveness of the portfolio
hedge is assessed by each group. The interest rate swaps of
certain consolidated subsidiaries which qualify for hedge
accounting and meet specific matching criteria are not remea-
sured at fair value but the net payments or receipts under the
swap agreements are recognized and included in interest
expenses or income. Also, our consolidated Japanese leasing
subsidiaries partially applied deferral hedge accounting in
accordance with Industry Audit Committee Report No.19 of
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the JICPA for the fiscal year ended March 31, 2006.

Shinsei accounts for fund swap and certain currency swap
transactions using either deferral hedge accounting or fair
value hedge accounting in accordance with Industry Audit
Committee Report No. 25 of the JICPA. Fund swap transac-
tions are foreign exchange swaps, and consist of spot foreign
exchange contracts bought or sold and forward foreign
exchange contracts bought or sold. Such transactions are con-
tracted for the purpose of lending or borrowing in a different
currency and converting the corresponding principal equiva-
lents and foreign currency equivalents to pay and receive,
which amounts and due dates are predetermined at the time
of the transactions, into forward foreign exchange contracts
bought or sold. Under deferral hedge accounting, hedged
items are identified by grouping the foreign currency-denomi-
nated financial assets and liabilities by currencies and
designating derivative transactions such as currency swap
transactions and forward exchange contracts as hedging instru-
ments. Hedge effectiveness is reviewed by comparing the
total foreign currency position of the hedged items and hedg-
ing instruments by currency.

Shinsei also applies deferral hedge accounting and fair value
hedge accounting to translation gains or losses from foreign
currency assets of net investments in foreign affiliates and
securities available-for-sale (other than bonds denominated in
foreign currencies) when such foreign currency exposures
recorded as assets are hedged with offsetting foreign currency
liabilities and the liabilities exceed the acquisition cost of such
foreign currency assets.

In December 2005, the ASBJ published a new accounting
standard for presentation of shareholders’ equity. Under this
accounting standard, any deferred gain or loss on derivatives
accounted for under hedge accounting that were previously
presented as assets or liabilities are now presented as com-
ponents of equity. For the fiscal year ended March 31, 2008
and 2007, net losses on hedging instruments which were
deferred and recorded as equity amounted to ¥1.0 billion and
¥7.7 billion respectively.

IMPAIRMENT OF LONG-LIVED ASSETS

We review our long-lived assets for impairment whenever
events or changes in circumstances indicate that the carrying
amount of the assets may not be recoverable. Impairment
losses on an individual asset or a group of assets establish a
new cost basis for the assets. We evaluate our long-lived
assets for impairment using our best estimates based on rea-
sonable and supportable assumptions and projections. An

impairment loss would be recognized if the carrying amount of
assets exceeds the sum of the undiscounted future cash flows
expected to result from the continued use and eventual dispo-
sition of the assets. The impairment loss would be measured
as the amount by which the carrying amount of assets
exceeds its recoverable amount, which is the higher of the dis-
counted cash flows from the continued use and eventual
disposition of assets or the net selling price at disposition.
Impairment loss of ¥0.9 billion on some of the BankSpots and
ATMs that are planned to be terminated was recognized for
the fiscal year ended March 31, 2008.

BUSINESS COMBINATIONS

For consolidated financial statement purposes, assets and liabili-
ties of acquired subsidiaries are recorded primarily on the basis
of their estimated fair values at the date of the acquisition.

We acquired a controlling interest in APLUS and Showa
Leasing on September 29, 2004 and March 23, 2005, respec-
tively. On December 13, 2007, we also acquired a controlling
interest in Shinki, which was previously an affiliate, by addition-
al share purchase. In connection with the consolidation of
APLUS, Showa Leasing and Shinki, we recognized the assets
(including intangibles) and liabilities of APLUS, Showa Leasing
and Shinki primarily at their fair values. We used quoted market
prices in active markets as the best evidence of fair value,
where available. If quoted market prices were not available, the
estimate of fair value was based on the best information avail-
able, including prices for similar assets and liabilities and the
results of using other fair value measurement techniques. We
adopted the following methodologies based on the nature of
the assets and liabilities being valued and the availability of
information:

e market approach: market transactions involving the sale of
comparable assets;

e income approach: present value of earnings attributable to
the asset; and

e cost approach: reproduction or replacement costs adjusted
for depreciation and obsolescence.

As a result of fair value recognition, reserves for credit loss-
es were offset with the corresponding loans or other assets.

We also recognized certain identifiable other intangibles in
connection with the acquisition of APLUS, Showa Leasing and
Shinki because they arose from contractual or other legal
rights, or were separable. The identified other intangibles con-
sist of APLUS, Showa Leasing and Shinki's trade names and
customer and/or merchant relationships, among others, which
are valued using variations of the income approach and which
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are being amortized over various periods and using different
methodologies depending on the nature of the asset. See Note
2(b) to the Consolidated Financial Statements.

The excess of the purchase price over the fair value of the
net assets acquired, including identified other intangibles, was
recorded as consolidation goodwill and is being amortized on a
straight-line basis over 20 years. The amortization period is the
maximum period as defined in Japanese GAAP and deter-
mined based upon the Bank's business strategy. When the
purchase price is lower than the fair value of the net assets
acquired, including identified intangible assets, the difference
is recorded as negative goodwill and amortized on a straight-
line basis over 20 years, which is the maximum period allowed
under Japanese GAAP. Any unamortized balances of identified
other intangibles and consolidation goodwill are subject to
impairment testing.

IMPAIRMENT OF GOODWILL AND OTHER INTANGIBLES
We conduct impairment testing for goodwill and other intangibles
semi-annually as a result of certain triggering events such as:
e An expectation of an operating loss or negative cash flow
for two consecutive years;
e [mpairment of underlying investment securities is recognized;
e A significant adverse change in the environment surround-

ing the business operations of the subsidiary, such as a

change in law which significantly impacts the business in a

negative way, the suspension of business due to sanction

or adverse changes in the interest rate laws.

As the first step of the impairment test, we estimate the
undiscounted future cash flow value of the business as a
grouping unit. If the value of the undiscounted future cash
flows is less than the book value of the net assets, including
goodwill and other intangible assets, of the business, it is
determined that impairment exists and the next step of the
impairment test is performed to measure the amount of impair-
ment loss, if any.

The next step of the impairment test compares the “value

q

in use,” which is calculated as the discounted value of future
cash flows of the business, and the net asset book value
which includes unamortized balances of goodwill and other
intangible assets. Impairment loss for the total of goodwill and
other intangible assets (A) is recognized as the amount by
which the net asset book value exceeds the “value in use.”
The fair value of other intangible assets (and any other assets)
is determined in the same manner used to apply purchase
accounting at the time of the initial acquisition, and the impair-
ment loss of other intangible assets (B) is determined as the

difference between the fair value and book value. Finally the
impairment of goodwill is calculated as (A) less (B) above.

RECENTLY ISSUED ACCOUNTING
PRONOUNCEMENTS

LEASE ACCOUNTING

On March 30, 2007, the ASBJ issued ASBJ Statement No.13,
"Accounting Standard for Lease Transactions,” which revised
the existing accounting standard for lease transactions issued
on June 17, 1993. The revised accounting standard for lease
transactions is effective for fiscal years beginning on or after
April 1, 2008 with early adoption permitted for fiscal years
beginning on or after April 1, 2007.

Lessee

Under the existing accounting standard, finance leases that
deem to transfer ownership of the leased property to the les-
see are to be capitalized, however, other finance leases are
permitted to be accounted for as operating lease transactions if
certain “as if capitalized” information is disclosed in the notes
to the lessee’s financial statements. The revised accounting
standard requires that all finance lease transactions shall be
capitalized recognizing lease assets and lease obligations in the
balance sheet.

Lessor

Under the existing accounting standard, finance leases that
deem to transfer ownership of the leased property to the les-
see are to be capitalized. However, other finance leases are
permitted to be accounted for as operating lease transactions if
certain “as if capitalized” information is disclosed in the notes
to the lessor’s financial statements. The revised accounting
standard requires that all finance leases that deem to transfer
ownership of the leased property to the lessee shall be recog-
nized as lease receivables, and all finance leases that deem not
to transfer ownership of the leased property to the lessee shall
be recognized as investments in lease.

UNIFICATION OF ACCOUNTING POLICIES APPLIED TO
FOREIGN SUBSIDIARIES FOR THE CONSOLIDATED
FINANCIAL STATEMENTS

Under Japanese GAAP, a company currently can use the finan-
cial statements of its foreign subsidiaries which have been
prepared in accordance with generally accepted accounting
principles in their respective jurisdictions for its consolidation
process unless they are clearly unreasonable. On May 17,

SHINSEI BANK, LIMITED Annual Report 2008

81

:U01108S ele(] |

10 SISAjRUY puUB UOISSNOSI( S,JUsWabeuBA|

suonesed( JO SINS8y pue UoNIPUO)) [elouBUI



suoneladQ 40 S}NsaYy pue UOIIPUO) [BIOUBUIS .
}JO SISAjeUY PUB UOISSNOSI S, UsWabeue|n -uonoss ered

2006, the ASBJ issued ASBJ Practical Issues Task Force (PITF)
No.18, “Practical Solution on Unification of Accounting Policies
Applied to Foreign Subsidiaries for the Consolidated Financial
Statements.” The new standard prescribes: 1) the accounting
policies and procedures applied to a parent company and its
subsidiaries for similar transactions and events under similar
circumstances should in principle be unified for the preparation
of the consolidated financial statements, 2) financial state-
ments prepared by foreign subsidiaries in accordance with
either International Financial Reporting Standards or the gener-
ally accepted accounting principles in the United States
tentatively may be used for the consolidation process, 3) how-
ever, the following items should be adjusted in the
consolidation process so that net income is accounted for in
accordance with Japanese GAAP unless they are not material;

(1) Amortization of goodwill;

(2) Actuarial gains and losses of defined benefit plans recog-
nized outside profit or loss;

(3) Capitalization of other intangible assets arising from
development phases;

(4) Fair value measurement of investment properties, and
the revaluation model for property, plant and equipment,
and other intangible assets;

(5) Retrospective application when accounting policies are
changed; and

(6) Accounting for net income attributable to minority interest.

The new task force is effective for fiscal years beginning on or
after April 1, 2008.

FINANCIAL CONDITION

TOTAL ASSETS

As of March 31, 2008, we had consolidated total assets of
¥11,525.7 billion. This represented a 6.3% increase from
¥10,837.6 billion as of March 31, 2007. The increase was prin-
cipally attributable to an increase in loans and bills discounted
and securities. Shinsei Bank's balance of loans and bills dis-
counted was ¥5,622.2 billion at the end of March 31, 2008 as
compared to ¥5,146.3 billion as of March 31, 2007. Corporate
loans increased 1.0% to ¥2,856.1 billion, the non-recourse real
estate finance balance decreased 9.6% to ¥695.6 billion as
more non-recourse loans shifted to bond structures, other insti-
tutional loans increased 21.8% to ¥736.7 billion, loans to retail
customers, including high net worth individuals, grew 41.9% to
¥907.4 billion due mainly to an increase in housing loans, and a
loan balance of ¥95.5 billion related to Shinki was added. The

loan growth was partly offset by the absence of lending to Life
Housing Loan’s customers, following the sale of this subsidiary
in fiscal year 2007. Life Housing Loan’s balance of loans
amounted to ¥99.9 billion at March 31, 2007.

SECURITIES

The following table sets forth the composition of our consoli-
dated portfolio of trading securities in the banking book,
available-for-sale equity and debt securities and held-to-maturi-
ty debt securities as of March 31, 2008. As reflected below,
almost 69% of the securities will mature during the next five
years. The balance of securities as of March 31, 2008 amount-
ed to ¥1,980.2 billion as compared to ¥1,854.6 billion as of
March 31, 2007. The increase relates in part to investments in
Japanese corporate bonds.
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