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Management’s Discussion and Analysis

Operating Environment

In fiscal 2006, ended March 31, 2007, the Japanese economy
remained on a path of overall moderate recovery, as continued
strength in corporate earnings helped boost private sector capital
spending. The economy also benefited from recovery in the
employment situation, characterized by a growing sense of a labor
shortage, as well as a firming of consumer consumption.
However, the operating environment surrounding the ACOM
Group was affected by a number of factors. In addition to a
shrinking overall market—a structural trend caused by Japan’s
low birth rate and aging population—the consumer finance
industry faced a major backlash as press reports about the han-
dling of group life insurance contracts for consumer credit tainted
the sector with a negative image. Meanwhile, the Regulations
Governing Money Lending Business Law was amended in

December 2006, and will be fully enforced by the end of 2009.
The amendments include reducing the maximum interest rate on
loans under the Interest Rate Restriction Law (IRRL) and placing
restrictions on total lending amounts. This has already sparked
new competition among finance companies seeking to advance
their operations within the parameters of the IRRL, heightening
the battle to attract high-quality customers.

Moreover, the announcement of guidelines by the Japanese
Institute of Certified Public Accountants (JICPA) prompted all
consumer finance companies to provide massive allowances for
losses on interest repayments. Nevertheless, claims for interest
repayments exceeded expectations, forcing lenders to make addi-
tional provisions at the end of the fiscal year and underscoring a
very difficult business environment.
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Review and Analysis of Consolidated Results

Overall Performance

In addition to the difficult operating environment, in fiscal 2006
ACOM (the parent company) made a ¥490.0 billion allowance
for loss on interest repayments. The number of new contracts fell
below the previous year’s level and expenses were recorded for
emergency management innovation measures. Accordingly, con-
solidated operating income amounted to ¥423.6 billion, down
4.9% from fiscal 2005. The Group posted an operating loss of
¥85.1 billion and a net loss of ¥437.9 billion.

On a non-consolidated basis, the Company reported operating
income of ¥370.7 billion (down 6.5%), an operating loss of
¥88.9 billion, and a net loss of ¥439.4 billion.

Facing these challenges, the Group stepped up compliance-ori-
ented activities and swiftly created a new loan business model in
preparation for the amended law to come into force. We also for-
mulated a set of Group Management Reforms aimed at securing
long-term profits and building an operating foundation con-
ducive to sustained future growth. At the same time, we under-
took drastic reforms to our cost structure to enhance operating
efficiency and strove to reinforce our sales capability.

Specific reforms to our cost structure undertaken in fiscal
2006 included reorganizing the Group’s installment sales finance
business and preparing the groundwork to merge three sub-
sidiaries involved in real estate architectural design, construction,
and management. We also promoted a voluntary retirement pro-
gram, converted our sales outlets to unstaffed outlets, and inte-
grated our call centers, and worked to reconstruct our mainstay
computer system.

The Group also worked to tap new growth markets overseas,
centering on Asia. In addition to aggressive promotion of existing
businesses in Thailand and other areas, we set up representative
offices in Beijing (China) and Ho Chi Minh City (Vietnam) and
prepared to acquire shares in PT. BANK NUSANTARA
PARAHYANGAN Tbk, a bank in Indonesia.

Results by Segment

I
Operating Income and Outstanding Balance

Loan Business

In fiscal 2006, operating income from our core loan business
declined 5.5%, to ¥374.5 billion. Receivables outstanding at fiscal
year-end amounted to ¥1,632.3 billion, down 4.2% from a year
earlier. On a non-consolidated basis, segment operating income
fell 6.9%, to ¥348.5 billion, and receivables outstanding
decreased 6.4%, to ¥1,494.3 billion. For the year, the average
yield for unsecured consumer loans extended by the parent com-
pany was 22.25%, down 107 basis points from the previous peri-
od, reflecting our increasing adoption of interest incentives for
preferred customers.

DC Cash One Ltd. (hereinafter DC Cash One), which devel-
ops its business using the brand of Mitsubishi UF] Financial
Group, Inc., posted a 16.4% jump in operating income in its

loan business, to ¥13.2 billion, and an 11.5% rise in receivables
outstanding, to ¥82.6 billion.

Overseas, operating income from the loan business of EASY
BUY Public Company Limited (hereinafter EASY BUY), a con-
solidated subsidiary in Thailand, increased 17.9%, to ¥12.8 bil-
lion, and its balance of receivables outstanding surged 68.8%, to
¥49.9 billion. In July 2005, the Bank of Thailand lowered the
maximum interest rate on loans, which negatively affected prof-
itability. Although we reassessed our lending criteria and worked
to improve the quality of credit, we succeeded in maintaining a
high rate of growth.

With respect to the loan business of ACOM (the parent com-
pany), we pursued the urgent task of improving our business
structure to permit generation of stable earnings assuming an
average yield for unsecured consumer loans in the 16% range.
While keeping a good balance between maintaining service levels
and improving efficiency, we reorganized our loan sales opera-
tions—including a shift from staffed to unstaffed outlets and clo-
sure of certain unstaffed outlets—and centralized our four contact
centers and 12 service centers into two locations each, thus rais-
ing efficiency.

Credit Card Business

In the credit card business, operating income declined 5.2% from
the previous year, to ¥6.1 billion. The year-end balance of receiv-
ables outstanding was down 6.8%, to ¥44.8 billion. In this busi-
ness, we issue ACOM MasterCard® via immediate card-issuing
machines linked to our MUJINKUN network of automatic con-
tract machines, and we also issue cards in alliance with merchants
who are strong in their respective fields. Due to a decline in the
number of loan customers, however, the number of cardholders
fell 6.2%, to 1,181 thousand at fiscal year-end. Due to reductions
in maximum interest rates, we have found it difficult to achieve
profitability in the alliance credit card business. For this reason,
we will lower the number of alliance cards, which incur consider-
able payment commissions, and focus on ACOM MasterCard® in
the future.

Installment Sales Finance Business

Consolidated operating income in this segment declined 31.9%,
to ¥10.1 billion, and the year-end balance of installment receiv-
ables fell 31.6%, to ¥56.9 billion. EASY BUY, our consolidated
subsidiary in Thailand, is also involved in the installment sales
finance business. Since the reduction of maximum interest rates
in that nation, however, EASY BUY has adopted more stringent
lending criteria. Consequently, it posted a 25.0% decline in seg-
ment operating income, to ¥5.0 billion. Despite these challenges,
we will strive to improve the quality of credit, both in Japan and
overseas, and place high priority on reassessing contracts with
low-profit affiliated merchants.

Seeking to further enhance efficiency and reinforce our sales
capabilities in this business, on April 1, 2007, we merged the
installment sales finance business of the parent company with JCK
CREDIT CO., LTD, a wholly owned subsidiary, leading to the
birth of a new company, called AFRESH CREDIT CO., LTD..
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Guarantee Business
In this segment, the year-end balance of guaranteed receivables
amounted to ¥105.9 billion, up 17.9% from a year earlier. Fees
from credit guarantees rose 15.9%, to ¥6.0 billion, and operating
income in this segment (including commissions from guarantee
services etc.) climbed 39.0%, to ¥9.2 billion.

Since March 2005, we have been expanding our guarantee
business in cooperation with RELATES CO., LTD., a wholly
owned subsidiary specializing in call center services for regional
banks and other guarantee alliance partners, as well as temporary
staffing services and consulting services.

In fiscal 2006, we sought to expand the guarantee business of
DC Cash One. During the year, DC Cash One began providing
guarantee services for the Super IC Card, “Tokyo-Mitsubishi
UFJ-VISA,” issued by The Bank of Tokyo-Mitsubishi UFJ, Ltd.
(hereinafter BTMU). In August 2006, DC Cash One added an
IC credit card, issued by former UF]J branches, and in February
2007 we launched similar services for a card jointly issued by
BTMU and East Japan Railway Company. Due to negative
media coverage about consumer finance industry, however, our
alliance partners are temporarily restraining their loan sales busi-
ness. Accordingly, the balance of guaranteed receivables of
ACOM (parent company) rose only 8.0%, to ¥96.8 billion, rep-
resenting a slowdown in the rate of growth. Nevertheless, the bal-
ance of guaranteed receivables of DC Cash One, which entered
this business in the previous fiscal year, reached ¥9.1 billion at the
end of fiscal 2006.

Operating Income by Segment

Loan Servicing Business
In the loan servicing business, operating income slipped 2.1%
year-on-year, to ¥13.8 billion, and total collection of purchased
receivables remained mostly unchanged, at ¥13.3 billion.

As financial institutions enter the final stages of disposing of
their non-performing loans, the earnings environment has
become more and more challenging for IR Loan Servicing, Inc.
(hereinafter IR Loan Servicing), which spearheads the Group’s
activities in this business. Therefore, we have begun considering a
new business model for the future. Taking into account the future
potential of this business, as well as legal and other considerations,
the model will incorporate interaction with ACOM’s loan,
installment sales finance, credit card, and guarantee businesses to
ensure efficient division of responsibilities.

Other Businesses
In fiscal 2006, consolidated operating income from the rental
business rose 4.0%, to ¥4.4 billion, and operating income from
other businesses life and nonlife insurance agency services real
estate-related activities, and others posted a two-fold increase to
¥5.2 billion, owing to higher profitability at RELATES CO.,

LTD. and other financial service business companies.

Millions of Yen
Change
FY2006 FY2005
Loan BUsiness .. .....c.uuiirini i 374,590 396,485 (5.5%)
Credit Card Business ...........c.ouiiiriniinnennon.. 6,128 6,462 (5.2%)
Installment Sales Finance Business ..................... 10,106 14,839 (31.9%)
Guarantee Business .. ......... ...t 9,244 6,651 39.0%
Loan Servicing Business .................. ... ... ... 13,827 14,117 (2.1%)
Rental BUSINESS « o v v oot et e e e e e e 4,489 4,318 4.0%
Other Businesses . ........ouiiiinii i, 5,265 2,557 105.9%
Outstanding Balance at Year-End by Segment
Millions of Yen
Change
FY2006 FY2005
Loan BUSINESS .« . oot v e ettt e 1,632,310 1,703,172 (4.2%)
Credit Card Business ............coiiiriniinnennon.. 44,842 48,120 (6.8%)
Installment Sales Finance Business ..................... 56,986 83,335 (31.6%)
Loan Servicing Business ................... ... ... ... 25,788 17,423 48.0%

2
Consolidated Operating Expenses

In fiscal 2006, consolidated operating expenses amounted to
¥508.7 billion, up 51.8% from the previous fiscal year. Within
this total, financial expenses remained mostly unchanged, at
¥20.7 billion. While interest rates are showing moderate increases
in line with economic recovery, the Group has successfully
reduced interest-bearing liabilities, centering on long-term liabili-
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ties, and reaped the benefits of its financial strategy of increasing
the ratio of direct borrowings—a low-cost, stable means of fund
procurement. Meanwhile, we reduced advertising and promotion-
al expenses and personnel costs (salaries, retirement benefit
expenses, ctc.) by ¥5.5 billion and ¥3.7 billion, respectively.
However, the provision for loss on interest repayments ballooned
to ¥200.1 billion (from ¥23.7 billion in fiscal 2005), while provi-
sion for bad debts rose ¥15.1 billion, leading to a substantial
increase in consolidated operating expenses.



Breakdown of Consolidated Operating Expenses

Millions of Yen
Change
FY2006 FY2005
Operating Expenses . ....... ... i 508,755 335,039 173,715
Financial Expenses ............... ... . .. 20,705 20,711 (6)
Cost of Purchased Loans Receivable .................... 8,114 8,064 49
CostofSales ... 7,497 5,126 2,370
Other Operating Expenses . ....................o.... 472,438 301,136 171,301
Advertising Expenses .............iiiiiiiiii.. 13,491 19,014 (5,523)
Provision for Bad Debts . .......................... 130,596 115,477 15,118
Provision for Loss on Guaranteed Receivables .. ......... 1,960 1,647 312
Bad Debt Expenses .. ...... ... 5,039 — 5,039
Provision for Loss on Interest Repayments ............. 200,147 23,700 176,447
Salaries . ..o 31,892 33,640 (1,747)
Retirement Benefit Expenses ... ..................... 1,269 3,223 (1,954)
Provision for Directors and
Corporate Auditors' Retirement Benefits ............ 93 98 )
Welfare Expenses . .....oooiiiiiiiiniiin.. 4,113 4,223 (110)
LaSES v v v et et e 13,341 13,747 (405)
Depreciation Expenses . .............. ... .. ... ... 3,772 4,446 (673)
Fees . oo 36,111 32,125 3,985
Others . ..o 30,609 49,791 (19,181)

3
Other Income (Expenses)

Total other expenses, net, amounted to ¥347.4 billion. In addi-
tion to a ¥317.0 billion special provision for loss on interest
repayments, a number of factors led to the increase in other
expenses. These included a ¥14.7 billion loss on revaluation of

investments in securities (due to an impairment loss on securities
held in OMC Card, Inc. (hereinafter OMC Card)), as well as
¥17.9 billion in loss on business restructuring, which included
extra retirement expenses associated with the voluntary retire-
ment program and expenses related to reorganization of our loan
sales network.

Allowance for Loss on Interest Repayments: Accounting Treatment

Allowance for loss on interest repayments

Interest repayments (allowance draw down) ~ -422

Debt waived (allowance draw down) 418
+2,001

Provision for loss on interest repayments

Interest-repayment-related expenses

(100 millions of yen) 4900
5,000 s | ]
e — 2,001
L 1,160 -

4,000 L

) 418

-422
3,000 o
3,170

Provision for loss on

Millions of yen

— | interest repayments | — Year to March 2007 1st half 2nd half Full year
2,000 (extraordinaty loss) A]lovgjnzce o Interest-repayment-related expenses .. ...... 13,155 186,992 200,147
bad debrs 289 Interest repayments - . . . .............. 13,630 28,636 42,266
- Bad debt write-offs (debt waived) ....... 16,024 25,856 41,880
1,000 SM v | Allowance for Increase or decrease in allowance
l/ lo:;;‘;,;‘éﬁzﬁ for loss on interest repayments .. ... .. (16,500) 132,500 116,000
Allowance for loss on interest repayments. ... 357,500 490,000

0 March 31, 2006 April 1, 2006 March 31, 2007

(New method of calculation)

Note: Figures have been truncated.



Financial Condition

Balance Sheets

At the end of fiscal 2006, consolidated total assets amounted to
¥2,031.8 billion, down ¥74.8 billion from a year earlier. Total net
assets declined ¥475.4 billion, to ¥450.0 billion. Sharcholders’ equi-
ty (net assets less minority interests) declined ¥477.6 billion, to
¥457.1 billion. As a result, the owner’s equity ratio dropped from
44.0% to 22.2%. A detailed breakdown of assets, liabilities, and net
assets is given below.

Assets
Total current assets declined ¥24.9 billion, while property and
equipment, net, fell ¥2.7 billion, and total investments and other
assets declined ¥47.0 billion. Within current assets, loans receivable
decreased ¥70.8 billion, and notes and accounts receivable declined
¥29.6 billion due to a fall in transaction volume in the installment
sales finance business. By contrast, cash and cash equivalents grew
¥48.9 billion and deferred tax assets rose ¥18.0 billion. Within
investments and other assets, investments in securities declined

¥46.1 billion due to impairment of OMC Card.

Liabilities

Total current liabilities declined ¥93.6 billion, but total long-term
liabilities rose ¥494.2 billion. Accordingly, total liabilities increased
¥400.5 billion. Among liabilities, interest-bearing debt (including
loans and bonds), decreased ¥33.1 billion, and accrued income
taxes were down ¥25.8 billion. However, these were significantly
outweighed by a ¥466.3 billion allowance for losses on interest
repayments.

Net Assets
Total sharcholders’ equity declined ¥459.9 billion, due to mainly to
a ¥460.0 billion fall in earned surplus accompanying the net loss,
which amounted to ¥437.9 billion. There was also a decline of
¥18.5 billion in net unrealized gains on other securities. As a result,
total net assets declined ¥475.4 billion.

Cash Flows

At March 31, 2007, cash and cash equivalents stood at ¥146.3
billion, up ¥48.9 billion from a year carlier. Details of cash flows
for the year are given below.

Net cash provided by operating activities amounted to ¥99.9
billion, practically unchanged from the previous fiscal year. In
addition to the loss before income taxes of ¥432.5 billion, a num-
ber of non-cash factors boosted operating cash flows. These
included a ¥466.3 billion increase in allowance for loss on interest
repayments, a ¥76.4 billion decrease in loans receivable, a ¥33.4
billion decrease in notes and accounts receivable, and a ¥14.7 bil-
lion increase in loss on revaluation of investments in securities.
Factors holding down cash flows included ¥48.8 billion in
income taxes paid.

Net cash provided by investing activities totaled ¥308 mil-
lion. Purchases of property and equipment exceeded sales of prop-
erty and equipment by ¥2.0 billion, while sales of investments in
securities exceeded purchases of investments in securities by ¥1.5
billion. In the previous fiscal year, the Company made substantial
investments, including the acquisition of shares in OMC Card. In
the absence of such investments in the year under review, cash
flows from investing activities improved by ¥45.2 billion year-on-
year.

Net cash used in financing activities was ¥53.4 billion, down
¥50.9 billion from the previous year. For the year, total repay-
ments of loans and redemption of bonds outweighed proceeds
from loans and bond issuance by ¥41.1 billion, while cash divi-
dends paid amounted to ¥22.0 billion.

Cash Flows
Millions of Yen
FY2006 FY2005 yoy
Net Cash Provided by (Used in) Operating Activities . . . . ... 99,944 100,226 (282)
Net Cash Provided by (Used in) Investing Activities . . ... ... 308 (44,973) 45,282
Net Cash Provided by (Used in) Financing Activities . . .. ... (53,464) (104,389) 50,925



Risk Management

Business Risks

The following report on business-related risks details potential risks
to the ACOM Group’s operations based on our assumptions and
views as of the submission date of the Group’s annual securities
report. In addition, in view of providing disclosure to investors, we
include risks that may possibly not be associated with our operations.

However, the following report does not include all potential risks.
With future changes in economic and business conditions affecting
the consumer finance industry, there may be new risks that arise from
various uncertain factors.

Note, however, that forward-looking statements regarding busi-
ness-related risks are based on our assumptions and views as of the
submission date of the Group’s annual securities report.

I
Financial Results

A4)
Maintaining Profit Levels and Growth Rates
The Group’s ability to maintain past profit levels and growth rates
will be influenced by numerous factors, some of which are the fol-
lowing.

(a) Changes in the overall consumer credit market

(b) Growth in number of customer accounts and average loan bal-
ance

(¢) Reductions in the maximum legal interest rates applicable to the
loan industry, as well as changes in judicial rulings and legal reg-
ulations applicable to the consumer finance industry

(d) Changes in average contracted interest rates received from cus-
tomers

(e) Changes in number of requests for return of interest repayments,
as well as amounts requested

(f) Competition with other companies

Rate of default by customers

The Company’s ability to use credit databases to propetly screen

credit-related information about customers

i) Japan’s overall economic status

) The Company’s ability to procure funds and costs involved

Advertising and promotional expenses, personnel costs, and other

expenses
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(B)
Performance Trends

The ACOM Group has sought to advance its operations by focusing on
customer convenience. For example, we have developed and introduced
automated contract machines, enabled immediate issue of ACOM
MasterCard®, and increased our network of ATMs and cash dispensers
in alliances with other financial institutions. At the same time, we have
worked to broaden and upgrade our business through various measures
to enhance our corporate image. These include branding initatives and
advertising campaigns centering on the mass media.

Going forward, we will endeavor to reduce costs through improved
efficiency while strengthening our monitoring and counseling capa-
bilities in order to respond swiftly and appropriately to changing
business conditions. Nevertheless, changes in the domestic economy,
the consumer credit market, and competitive factors may have an
impact on the Group’s business performance in the future.

2
Legal Restrictions

The loan business (consumer finance business), which is the ACOM
Group’s core activity, is governed by the following laws: Regulations
Governing Money Lending Business Law (RMBL) and the
Acceptance of Contributions, Money Deposits, and Interest Law
(ACMI). Our installment sales (credit card and credit loan businesses)
are governed by the Law Concerning Installment Sales (LCIS). The
aforementioned laws govern all aspects of their respective businesses.

(4)
RMBL and LCIS Regulations and Lending Rate Regulations

Each ACOM Group company engaged in the loan business is regis-
tered as an eligible money lender pursuant to Article 3 of the RMBL.
The RMBL stipulates several restrictions, including prohibition of
excessive lending, prohibition of exaggerated advertising including
indication of lending conditions, issue and delivery of documents
and receipts, maintenance of book-keeping, restrictions on receipt of
blank power of attorney, restrictions on excessive collection activities,
and the return of loan certificates to borrowers. The RMBL also
defines administrative punishments (suspension of all or part of oper-
ations, or revocation of the money lending license) and penalties for
money lenders in violation of these provisions.

In addition, the LCIS requires a description of the terms and con-
ditions of the transaction, the issue of a written document, and pre-
vention of excessive purchasing beyond paying capacity, and stipu-
lates penalties in violation of these provisions.

In the event that our business needs to be restricted or restructured
due to changes in our business rules following amendment of laws or
new judicial judgments, our loan business and installment sales busi-
ness, in addition to the ACOM Group’s overall performance, may be
adversely affected.

On January 20, 2007, certain penalties for legal violations were
strengthened due to enforcement of the amended RMBL. By December
2007, the RMBL will be renamed as the Money Lending Business Law
and will be further amended to include provisions for establishing new
finance service associations, stronger rules covering business conduct,
and introduction of operational improvement orders. Within 18
months of these amendments taking effect, certification examinations
for persons engaged in money lending and a system of designated credit
information institutions will be introduced, and within two and a half
years, quantitative lending restrictions will come into effect and the
ACMI will be revised to lower the cap on interest rates.

The reduction in the interest-rate cap is likely to reduce earnings
from our loan business, while the new quantitative lending restric-
tions may impact upon our balance of loans receivable.

(B)
Increase in Loss on Interest Repayments
Apart from interest rate ceilings defined by the ACMI, Article 1,
Section 1 of the Interest Rate Restriction Law (IRRL) specifies that,
under any loan agreement, the portion of interest that is higher than
the interest rate ceiling (20% per annum for principals up to
¥100,000 yen; 18% for principals between ¥100,000 and ¥1 million;
and 15% for principals over ¥1 million) is deemed invalid. Section 2
of the above Article stipulates that, in the case where the debtor vol-
untarily pays the portion of interest in excess of the interest ceiling as
specified above, he/she cannot claim reimbursement of the said inter-
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est. According to Article 43 of the RMBL, moreover, given that a
written document is issued at the inception of the contract as pre-
scribed by law, and that the payment of interest fulfills the conditions
set forth therein, the interest is deemed to be valid, notwithstanding
the provisions in Article 1, Section 1 of the IRRL.

The interest rates charged on some loan products provided by the
ACOM Group exceed the interest rate ceilings specified in the IRRL.
In addition, several consumers have taken legal action against con-
sumer finance companies, including ACOM, calling for a reimburse-
ment of payments made, asserting that such payments do not meet a
part of the requirements set forth in Article 43 of the RMBL. In
some recent court precedents, the plaintiffs’ demands were accepted.

There are cases in which our customers (including agents, such as
lawyers) request a reduction in the loan amount or reimbursement of
excess interest paid, citing obligations for maximum interest rates under
the IRRL. In such cases, ACOM is obliged to release the customer from
the loan or return the interest payments. The costs of releasing cus-
tomers from loans and reimbursing interest repayments (hereinafter
referred to as “loss on interest repayments”) are increasing each year.

To address such increases in loss on interest repayments, since the
year ended March 2006 ACOM has provided an allowance for loss
on interest repayments. On October 13, 2006, however, the Japanese
Institute of Certified Public Accountants (JICPA) announced its
“Auditing treatment regarding allowance for loss on interest repay-
ments by consumer finance companies due to claims for interest
repayments” (Industry-Specific Audit Committee Report No. 37),
which clarifies JICPA’s stance with respect to method for calculating
said allowances and reasonable period of estimations. In response,
ACOM has changed its method for calculating the appropriate size
of said allowance. Consequently, at the end of the year under review,
the Company set aside ¥490,000 million in allowance for loss on
interest repayments and ¥517,208 million in additional provisions
for loss on interest repayments.

Due to the future potential for losses on interest repayments, the
allowance for loss on interest repayments may need to be increased,
which could have an impact on the Group’s business performance.

Fund Procurement

(4)
Fund Procurement

The ACOM Group primarily secures the necessary funds for its oper-
ations and liabilities repayments through cash provided by operating
activities, as well as financing activities such as borrowings from finan-
cial institutions, including banks and insurance companies, and direct
financing from capital markets, including via bond issues. At the end
of the year under review, 46.5% of the ACOM Group’s outstanding
interest-bearing liabilities had been resourced mainly from 10 banks
and other financial institutions (excluding those from syndicate
loans). While the ACOM Group has steadily diversified its funding
resources in recent years, there is no assurance that its existing main
banks and lenders will not change their current lending policy due to
a potential reorganization of the financial industry in Japan or other
factors. Furthermore, there is no assurance that capital markets will
always be available as a reliable financing resource in the future.

The ACOM Group has not experienced significant difficulties in
raising funds in recent years. However, if our credit rating was to be
downgraded by a credit rating agency, this may cause an increase in
interest costs and have a negative effect on our fund procurement
capabilities in both the public and private placement bond markets.
Such events would consequently have a influence on our business
performance.
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(B)
Interest Rate on Fund Procurement

While interest rates on our fund procurement may fluctuate due to
the market environment or other factors, our maximum lending
interest rate is limited to 29.2%, according to rules stipulated by the
ACM], irrespective of fluctuations in interest rates on fund procure-
ment. In order to minimize interest-rate risks, the ACOM Group
takes various measures, including the use of interest rate caps and
swap contracts, and observes a policy of maintaining fixed-interest
borrowings as a ratio of total borrowings at 80% or higher, to miti-
gate the influence of factors such as interest fluctuations. However,
possible increases in interest rates may have a negative impact on our
business performance in the future.

4
Allowance for Bad Debts

Loans receivable and installment sales receivable constitute the major-
ity of total assets of the ACOM Group. For this reason, we book an
allowance for bad debts, based on the conditions of customers and
the estimates of pledged collateral value at the end of the fiscal year.
An increase of payment delays and uncollected loans receivable might
occur due to future changes in economic conditions, the market
environment, and the social structure in Japan. There may also be
increases in the number of individuals (including loan customers of
the ACOM Group) pursuing remedies under legal guardianship pur-
suant to revisions in legislation, including the Bankruptcy Act, the
Law Concerning Specific Conciliation, the Civil Rehabilitation Law,
and the Judicial Scrivener Law. Such events may require further
increases in the allowance for bad debts, which may have a negative

effect on the business performance of the ACOM Group.

5
Problem of Multiple Debtors

To address the problem of debtors who take out excessive loans or
credit-card loans from multiple consumer credit companies, the
Liaison Group of Consumer Finance Companies announced five
urgent tasks: (A) Promote more effective consumer education activi-
ties, (B) Improve counseling functions for consumer loan customers,
(C) Implement more rigorous credit administration, (D) Review con-
tent of advertisement, and (E) Disclose more information more effec-
tively. The Liaison Group has been taking a serious approach to solv-
ing the problems of bankruptcies among individuals and heavy
debtors, as seen by the Japan Consumer Counseling Fund, which was
set up by the Group’s leadership on June 13, 1997 with the aim of
improving its counseling functions. Moreover, the ACOM Group
has been striving to prevent an increase in heavy debtors and the
occurrence of unrecoverable loans by implementing regular reviews
of personal credit data obtained from personal credit information
agencies, in order to determine initial and subsequent credit limits
for each individual customer.

In cases where the number of multiple debtors increases due to
future changes in economic or market conditions in Japan or other
factors, a resulting increase in the allowance for bad debts may have a
negative effect on the business performance of the ACOM Group.

6
Information Systems

For the purpose of creating new business, offering services to cus-
tomers, and implementing effective business management, the
ACOM Group is dependent on, and has increased its reliance on,



internal and external information and technical systems. Many new
customers have opened loan accounts through our MUJINKUN
automatic contract machines, and many prefer to access their loan
accounts through ATMs installed by ACOM and those of affiliated
companies, to take advantage of the convenience of such facilities.

The ACOM Group is further increasing its reliance on cutting-
edge software, systems, and networks for managing its retail outlet
network, customers, and account data. We are also diversifying our
IT systems in order to avoid the negative impact from potential
damage or service interruption of communication networks, hard-
ware and software arising from errors, natural disasters, power black-
outs, and similar events, as well as disruptions to support services
from third parties, including telecommunications carriers and
Internet providers.

However, such disruptions, breakdowns, delays, or other inter-
ruptions to information or technical systems may result in a decline
in the number of customers opening new accounts or payment
delays on unpaid balances. These and other factors may lower the
trust that consumers place in the ACOM Group and also disrupt its
provision of services, which may have a negative effect on its busi-
ness performance.

In addition, the ACOM Group has a backup center for general
ledger system, in order to avoid the possibility of business interrup-
tions. However, it is possible that the Group’s business may be sus-
pended in the event of a large scale natural disaster, such as earth-

quake or flood.

7
Management of Personal Information

Upon the full enactment of the Law Concerning the Protection of
Personal Information on April 1, 2005, the ACOM Group, includ-
ing the parent company and its main subsidiaries, are now regarded
as businesses handling personal information as defined by the law. In
the management of personal information, including customer infor-
mation, within the ACOM Group, we have formulated rigorous safe-
ty measures for physical security, including controls on entering and
leaving the Computer Center, and for information security, such as
controlling access to computer systems. Moreover, we have acquired
Information Security Management System (ISMS) certification for
the operation and maintenance of the Computer Center.

However, if personal information is leaked to other people for any
reason whatsoever, the negative effects may not be limited to a wors-
ening of business performance arising from a decline in the reputa-
tion of the Group or compensation for damages. In the case of a vio-
lation of regulations concerning the handling of personal informa-
tion, the ACOM Group may be also subjected to administrative rec-
ommendations, orders, and penalties.

8
Business and Capital Alliance
with Mitsubishi UFJ Financial Group, Inc.

In March 2004, ACOM entered into a business and capital alliance
agreement with Mitsubishi Tokyo Financial Group, Inc. (currently
Mitsubishi UF] Financial Group, Inc.). In the event of future
changes in the legal system governing banks, including a change in
the Banking Law, it is possible that restrictions may be applied to cer-
tain business areas currently available to ACOM, its subsidiaries, or
affiliate companies when a certain ratio or more of ACOM’s total
outstanding shares is held by the bank.

Moreover, if a competitor concludes a similar business and capital
alliance agreement with a bank or financial institution, the ACOM

Group may face more intense competition depending on the nature
of such alliance.

9
Investments

To date, the ACOM Group has stepped up its entry into new mar-
kets and broadened the scale of its involvement in the consumer
credit market, including through the formation of joint ventures.
Since the prospect of obtaining profits from such investments is
uncertain, there is no assurance that the ACOM Group will be able
to set up or expand new joint businesses successfully.

The ACOM Group regularly reviews the profitability and growth
potential of each business. It is possible that such reviews may
prompt us withdraw from new joint businesses or reduce allocation
of human and other resources to such businesses in the future. In the
case where a joint business falls short of its profit target, there is a risk
that the ACOM Group may not be able to recoup its existing invest-
ments.

In addition, in the event that the price of equity securities held by
the ACOM Group drops substantially, there is a possibility that losses
may be incurred, which could potentially affect the ACOM Group’s

business results and perhaps reduce its owner’s equity ratio.

10
Significant Litigation Cases

With respect to significant litigation in which ACOM is the defen-
dant, at the end of the year under review there was a class-action law-
suit calling for ACOM to refund money paid to an affiliated mer-
chant (one company) for goods and services related to our install-
ment sales finance business.

Although the aggregate amount demanded in the case will not
have a significant impact on the business performance of the ACOM
Group, it might be possible that similar lawsuits could be instituted
in the future, which could have an impact on the reputation of the
ACOM Group.

11
Sale of ACOM Shares Held
by the Chairman, President & CEO, and Family Members

As of March 31, 2007, Kyosuke Kinoshita, Chairman of ACOM,
and Shigeyoshi Kinoshita, President & CEO of ACOM, in conjunc-
tion with other family members and associated companies, owned
approximately 40% of the total outstanding shares of the Company.
If these shareholders sell part of their holdings in the future, there is
the possibility that the share price of ACOM will be negatively affect-

ed due to increased supply of Company shares in the market.

12
ACOM Shares Held by the Chairman,
President & CEO, and Family Members

Since the Kinoshita family and relatives own or control approximate-
ly 40% of the total outstanding shares of ACOM, they may assert a
dominant influence on important decision-making that will impact
the business activities of the Company. These include significant
business transactions, such as transfer of the controlling stake in the
Company, restructuring of business operations, investment in other
businesses or assets, and the terms and conditions of future fund pro-
curement activities.



Consolidated Balance Sheets

ACOM CO., LTD. and Subsidiaries

Millions of Yen

Thousands of
U.S. Dollars (Note 3)

March 31

2006

2007

Assets

Current assets:

Cash and cash equivalents ......... .. .. .. ... . i ¥ 146,383 ¥ 97,399 $ 1,240,008
Marketable securities (NOte 5) ...ttt 3,676 2,015 31,139
Loans receivable (Notes 4 and 6) . ... ..ttt 1,632,310 1,703,172 13,827,276
Notes and accounts receivable . ........ ... .. ... 102,227 131,888 865,963
Purchased receivables .. ... .. ... . 25,788 17,423 218,449
TOVENTOIIES v v v e et e e e e e e e e e e e e e e e e 2,330 4,084 19,737
Deferred tax assets (INOte 8) . ..ottt 60,597 42,591 513,316
Other CUITENT ASSEES .« v v v vt et et e e e e e e e e e e e e e e e 32,120 34,233 272,088
Allowance forbad debts . ....... ... (126,671) (129,084) (1,073,028)
Total CUMTENET ASSELS . . . o vt o ettt ettt et e et et e et et 1,878,763 1,903,724 15,914,976
Property and equipment:
Land (Note 14) . oottt e e e 16,890 16,999 143,074
Buildings and structures (Note 14) . ..... ... ... ... .. i 41,551 43,783 351,977
Equipment (Note 14) .. ..o 37,274 37,238 315,747
95,716 98,021 810,808
Accumulated depreciation .. ... ... (46,508) (46,018) (393,968)
Property and equipment, net . ......... ... ... 49,208 52,002 416,840
Investments and other assets:
Investments in securities (NOTE D) ... oot vt ittt et e e e e 71,590 117,752 606,437
Investments in affiliates .. ...... ... .. . 10,340 10,035 87,590
Telephone rights and other intangible assets (Note 14) ........................ 1,204 1,268 10,199
Rental deposits .. ...ttt 9,874 10,503 83,642
Prepaid pension expenses (Note 7) ...t 2,310 1,667 19,567
Deferred tax assets (NOte 8) .o\ vttt e et 1,147 1,127 9,716
Other o 9,517 11,135 80,618
Allowance for bad debts . ... .. .. (2,126) (2,535) (18,009)
Total investments and otherassets ........... ... ... ... ... ... . . 103,857 150,954 879,771
TOtal @SSEES . . v vt vttt e e e e e e e e e ¥ 2,031,829 ¥ 2,106,681 $17,211,596

See accompanying notes to consolidated financial statements.
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Thousands of

Millions of Yen U.S. Dollars (Note 3)
March 31 2007 2006 2007
Liabilities and net assets
Current liabilities:
Short-term loans (NOte 6) .. ..o ittt e e ¥ 113,717 ¥ 101,729 $ 963,295
Current portion of long-term debt Note 6) ............ ... ... .. ............ 227,410 284,633 1,926,387
Accounts payable ... ... 4,003 4,777 33,909
Accrued income taxes (NOte 8) .. ...ttt 502 26,375 4,252
Deferred income on installmentsales ......... ... . i 7,519 11,485 63,693
Allowance for loss on debt guarantees Note 11) ............ ... ... ... ... 1,961 1,647 16,611
Allowance for loss on interest repayments ....................c..ueeieoaa.... — 23,700 —
Deferred tax liabilities (Note 8) .. oottt _ 7 _
Other current liabilities .. ... .. . . 19,924 14,313 168,775
Total current liabilities ... ... ... . it 375,037 468,670 3,176,933
Long-term liabilities:
Long-term debt (Note 6) ......... .. .. i 690,267 678,222 5,847,242
Allowance for employees’ retirement benefits Note 7) ..., 116 318 982
Allowance for directors’ and corporate auditors’ retirement benefits .............. 831 851 7,039
Deferred tax liabilities (Note 8) .. oottt 14,730 22,062 124,777
Allowance for loss on interest repayments ... ...........oouuuuunnnnneeeennn. 490,000 _ 4,150,783
Other long-term liabilities ........ ... ... .. ... ... . . 3,681 3,961 31,181
Total long-term liabilities ........ ... ... ... . .. . . ... 1,199,626 705,415 10,162,016
Total liabilities ... ... ... . 1,574,664 1,174,085 13,338,958
Commitments and contingent liabilities (Note 11)
Net assets:
Shareholders’ equity:
Paid-in capital of common stock:
Authorized: 532,197,400 shares at March 31, 2007 and 2006
Issued: 159,628,280 shares at March 31, 2007 and 2006 ................... 63,832 63,832 540,720
Capital surplus ... ..o 76,010 76,020 643,879
Earned surplus (NOte 9) .« oo vv i 316,007 776,021 2,676,891
Treasury stock, at cost
2,433,969 shares at March 31, 2007 and 2,438,225 shares at March 31, 2006 ... (18,508) (18,538) (156,781)
Total shareholders” equity ...... ... ... .. i 437,342 897,334 3,704,718
Valuation and translation adjustments:
Net unrealized gains on other securities ............. ... ... ... .. ... ... 13,338 31,886 112,986
Deferred losses on hedges . ........ ... .. . . (0) — (0)
Foreign currency translation adjustments . .............. ... . . . (607) (1,498) (5,141)
Total valuation and translation adjustments .......... ... ... . o .. 12,730 30,387 107,835
Minority interests in consolidated subsidiaries ............ ... ... i i 7,091 4,873 60,067
Total MEt ASSEES . . o\ttt et e e 457,165 932,595 3,872,638
Total liabilities and net assets . ..............tiuintirini i ¥ 2,031,829 ¥ 2,106,681 $17,211,596




Consolidated Statements of Operations
ACOM CO., LTD. and Subsidiaries

Millions of Yen Us. Dol Riore 3
Years ended March 31 2007 2006 2005 2007
Operating income:
Interest on loans receivable . ....... ... .. .. .. ¥ 367,923 ¥ 389,387 ¥ 380,272 $ 3,116,670
Fees from credit card business . .......... ... .. ... .. .. ... .. 5,845 6,211 6,197 49,512
Fees from installment sales financing ....................... 8,515 13,733 15,895 72,130
Fees from credit guarantees ............... .. ... ... ... ... 6,028 5,203 6,871 51,063
Collection of purchased receivables ........................ 13,328 13,322 7,757 112,901
Other financial income ... ..ottt 174 49 20 1,473
Sales 10,513 7,681 8,256 89,055
Other operating income . ........ ... ... ... 11,322 9,841 8,693 95,908
Total operating inCOME ...« vvventttt it 423,652 445,431 433,965 3,588,750
Operating expenses:
Financial expenses ............. ... ... . o o i 20,705 20,711 22,534 175,391
Cost of purchased receivables ............... ... ... ... 8,114 8,064 5,254 68,733
Costof sales ..ot 7,497 5,126 5,220 63,506
General and administrative expenses . ...................... 134,694 160,311 148,141 1,140,991
Bad debtexpenses ......... i 5,039 — — 42,685
Provision for bad debts . ........ ... ... ... ... ... ... ... 130,596 115,477 106,895 1,106,277
Provision for loss on debt guarantees ............. ... ... ... 1,960 1,647 1,558 16,603
Provision for loss on interest repayments .................... 200,147 23,700 — 1,695,442
Total operating €Xpenses ... ...............ooeiuuieinnne... 508,755 335,039 289,604 4,309,656
Operating profit (loss) ............. ..o, (85,102) 110,392 144,361 (720,897)
Other income (expenses):
Other interest and dividend income .. ..................... 1,308 814 462 11,080
Other Interest €Xpense ... .......ouuuuiuunnnneeeennnnnnn. (0) (5) (15) 0)
Net gain (loss) in affiliates by the equity method .............. 821 734 (1,801) 6,954
Net loss on sale or disposal of property and equipment ......... (437) (1,045) (1,102) (3,701)
Net gain (loss) on sale of investments in affiliates ............. (5) 177 — (42)
Net gain (loss) on sale of investments in securities ............. 196 0 2) 1,660
Loss on revaluation of investments in securities (Note 5) ........ (14,794) — (353) (125,319)
Loss on liquidation of investments in trusted real property ...... — — (78) —
Impairment loss (Note 14) . ....ouiiiniiiii .. (8) (4) (1,383) (67)
Special provision for loss on interest repayments .............. (317,061) — — (2,685,819)
Loss on business restructuring . ............ ... ... ... (17,982) — — (152,325)
Other, DT .« v v ettt e e e e e 502 994 302 4,252
Total other income (expenses), net .............c.coeeenuue... (347,460) 1,666 (3,972) (2,943,329)
Income (loss) before income taxes ................ .. ... ... (432,563) 112,059 140,388 (3,664,235)
Income taxes (Note 8):
CUITENE o\ ettt e e e e e e e et ettt et et e 17,388 47,389 49,777 147,293
Deferred . ... o (12,635) (968) 8,367 (107,030)
Total INCOME tAXES .+« v o v v et ettt et e et e e e e 4,753 46,420 58,144 40,262
Minority interests in earnings of consolidated subsidiaries ........ 655 43 710 5,548
Netincome (I0SS) ... oottt e ¥ (437,972) ¥ 65,595 ¥ 81,533 $ (3,710,055)
Yen U.S. Dollars (Note 3)
Amounts per share:
Net income (loss):
Basic ... ¥(2,786.19) ¥ 416.69 ¥ 516.23 $ 23.60
Diluted ... . — 416.50 515.96 —
Cashdividends ........ ... .. . 100.00 140.00 100.00 0.84

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Changes in Net Assets

ACOM CO., LTD. and Subsidiaries

Thousands Millions of Yen
Nombeof PR gl Bmd Tewy
common stock common stock plus surpius stoc equity
Balance at March 31,2004 ........... 145,628 ¥ 17,282 ¥ 25,772 ¥ 661,536 ¥ (11,099) ¥ 693,492
Netincome . .....oveuevunennn.. — — — 81,533 — 81,533
Cashdividends . ................. — — — (12,865) — (12,865)
Bonuses to directors . ............. — — — (35) — (35)
Issuance of new shares
of common stock . ............ 14,000 46,550 46,550 — — 93,100
Acquisition of treasury stock . ...... — — — — (6,999) (6,999)
Sale of treasury stock ............. — — 4,135 — 7,297 11,433
Other changes during the year . ... .. — — — — — —
Balance at March 31,2005 ........... 159,628 63,832 76,458 730,168 (10,801) 859,658
Netincome .................... — — — 65,595 — 65,595
Cashdividends . ................. — — — (19,706) — (19,706)
Bonuses to directors .. ............ — — — (36) — (36)
Acquisition of treasury stock ....... — — — — (9,196) (9,196)
Exercise of stock option ........... — — (438) — 1,459 1,020
Other changes during the year .. .. .. — — — — — —
Balance at March 31,2006 ........... 159,628 63,832 76,020 776,021 (18,538) 897,334
Netloss . .vvveiieeian.. — — — (437,972) — (437,972)
Cashdividends . ................. — — — (22,006) — (22,0006)
Bonuses to directors . ............. — — — (34) — (34)
Acquisition of treasury stock ....... — — — — (0) (0)
Exercise of stock option ........... — — 9) — 30 21
Other changes during the year ... ... — — — — — —
Balance at March 31,2007 ........... 159,628 ¥ 63,832 ¥ 76,010 ¥ 316,007 ¥ (18,508) ¥ 437,342
Thousands of U.S. Dollars (Note 3)
CE;ig;l“;f glarp il[al Eamled Triasiry shaer?(S?élers’
common StOCk p us surp us stoc equl[y
Balance at March 31,2006 ........................ $ 540,720 $ 643,964 $ 6,573,663  $(157,035) $ 7,601,304
NeEtlOSS « v vv et e e — — (3,710,055) — (3,710,055)
Cashdividends .......... ... ... ... ... ... ..... — — (186,412) — (186,412)
Bonuses to directors .. ....... ... — — (288) — (288)
Acquisition of treasury stock ........ ... o oL — — — (0) (0)
Exercise of stock option . ...... ... ... .. L — (76) — 254 177
Other changes during theyear ................... — — — — —
Balance at March 31,2007 ........................ $ 540,720 $ 643,879 $ 2,676,891 $ (156,781) $ 3,704,718

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Changes in Net Assets

(continued)
ACOM CO., LTD. and Subsidiaries

Millions of Yen

Net unrealized

Foreign currency

Total valuation

Minority interests

gains on other Deofir recd losses translation and translation in consolidated Total tnet
securities 8es adjustments adjustments subsidiaries assets
Balance at March 31,2004 ........... ¥ 5823 ¥ — ¥ (2,150) ¥ 3,673 ¥ 935 ¥ 698,101
Netincome ........covivueenn... — — — — — 81,533
Cashdividends .................. — — — — — (12,865)
Bonuses to directors . .. ............ — — — — — (36)
Issuance of new shares
of common stock . ............. — — — — — 93,100
Acquisition of treasury stock ........ — — — — — (6,999)
Sale of treasury stock .............. — — — — — 11,433
Other changes during the year ... .. .. 568 — (140) 428 3,764 4,192
Balance at March 31,2005 ........... 6,392 —_ (2,290) 4,101 4,699 868,459
Netincome .............ccooun... — — — — — 65,595
Cash dividends .................. — — — — — (19,7006)
Bonuses to directors . . ............. — — — — — (36)
Acquisition of treasury stock ........ — — — — — (9,196)
Exercise of stock option .. .......... — — — — — 1,020
Other changes during the year ... .. .. 25,493 — 791 26,285 174 26,459
Balance at March 31,2006 ........... 31,886 — (1,498) 30,387 4,873 932,595
Netloss . ovvovni . — — — — — (437,972)
Cashdividends .................. — — — — — (22,000)
Bonuses to directors . ... ........... — — — — — (34)
Acquisition of treasury stock ........ — — — — — 0)
Exercise of stock option ............ — — — — — 21
Other changes during the year ... . ... (18,547) (0) 891 (17,656) 2,218 (15,437)
Balance at March 31,2007 ........... ¥ 13,338 ¥ (0) ¥  (607) ¥ 12,730 ¥ 7,091 ¥ 457,165
Thousands of U.S. Dollars (Note 3)
Nemolied  Dgiones P Tolvhior Myt ot
securities 8¢S adjustments adjustments subsidiaries assets
Balance at March 31,2006 ........... $ 270,105 $— $ (12,689) $ 257,407 $ 41,279 $ 7,900,000
Netloss o ovvvvini . — — — — —_ (3,710,055)
Cash dividends .................. — — — — — (186,412)
Bonuses to directors . ... ........... — — — — — (288)
Acquisition of treasury stock ........ — — — — — (0)
Exercise of stock option .. .......... — — — — — 177
Other changes during the year ... .. .. (157,111) (0) 7,547 (149,563) 18,788 (130,766)
Balance at March 31,2007 ........... $ 112,986 $ (0) $ (5,141) $ 107,835 $ 60,067 $ 3,872,638
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Consolidated Statements of Cash Flows

ACOM CO., LTD. and Subsidiaries

Millions of Yen Uss. Dol Rioe 3
Years ended March 31 2007 2006 2005 2007
Operating activities:
Income (loss) before INCOME TAXES . . v v v v v et e eei e ¥ (432,563) ¥ 112,059 ¥ 140,388 $ (3,664,235)
Adjustments:
Depreciation and amortization . ...ttt 4,278 4,981 5,408 36,238
Impairment [oss . . ... ... 8 4 1,383 67
Increase (decrease) in allowance for bad debts ........................... (3,802) 1,084 (4,785) (32,206)
Increase (decrease) in allowance for loss on debt guarantees . ................ 314 89 (307) 2,659
Increase in allowance for loss on interest repayments . ..................... 466,300 23,700 — 3,950,021
Increase (decrease) in allowance for employees’ retirement benefits ............ (234) 51 (23) (1,982)
Increase (decrease) in allowance for directors’ and
corporate auditors’ retirement benefits ... ......... ... . oL (20) 3 (141) (169)
Other interest and dividend income . .......... ... . . ... (1,308) (814) (462) (11,080)
Other INterest eXPenses . . ... ....outututata ettt 0 5 15 0
Net (gain) loss in affiliates by the equity method ......................... (821) (734) 1,801 (6,954)
Net loss on sale or disposal of property and equipment .................... 437 1,045 1,102 3,701
Bond issuance eXpenses .. ... 331 383 142 2,803
Stock issuance eXpenses . ... ... ...l —_ 0 477 —
Amortization of goodwill . ... o o — (35) 981 —
Net (gain) loss on sale of investments in securities . ....................... (196) (0) 2 (1,660)
(Gain) loss on sale of investments in affiliates ........................... 5 (177) — 42
Loss on revaluation of investments in SECUITIES .« . ... vvuu e eeeeeneeenn.. 14,794 — 353 125,319
Loss on liquidation of investments in trusted real property ................. — — 78 —
Changes in operating assets and liabilities: ................ ... ... . ...
Increase in operational investment securities ... ...............o...... (708) (1,294) — (5,997)
(Increase) decrease in loans receivable .............................. 76,428 (21,697) 2,064 647,420
Decrease in notes and accounts receivable . .......................... 33,467 47,230 51,343 283,498
Increase in purchased receivables . .......... ... . .. .. ool (8,364) (4,700) (6,641) (70,851)
Increase (decrease) in INVENtOries .. ...vvuvtvune e 1,779 (103) 311 15,069
Decrease (increase) in other cUrrent assets ... ..........oeeeeennnnn.. (1,050) 1,025 33 (8,894)
(Increase) decrease in prepaid pension expenses . ... ................... (643) (89) 346 (5,446)
(Decrease) increase in accounts payable . ......... ... ... ... ... L (807) (1,343) 864 (6,836)
Decrease in deferred income on installmentsales ..................... (4,810) (6,741) (7,826) (40,745)
(Decrease) increase in other current liabilities ........................ 5,105 (3,724) 2,362 43,244
Bonuses paid to directors (34) (36) (35) (288)
Other, net ..ot (467) (1,097) (194) (3,955)
Subtotal .. ... 147,416 149,074 189,042 1,248,759
Non-operating interest and dividends received .......................... 1,393 852 506 11,800
Non-operating interest paid ........... ... .. i i 0) (5) (14) (0)
Income taxes paid ... ......o.iiiii (48,864) (49,695) (48,520) (413,926)
Net cash provided by operating activities ................ ..., 99,944 100,226 141,014 846,624
Investing activities
Net decrease in time deposits and marketable securities .. ..................... 595 691 591 5,040
Proceeds from sale of property and equipment . .......... ... ... .. i 166 798 20 1,406
Purchases of property and equipment ........... .. .o oo (2,211) (4,227) (6,819) (18,729)
Proceeds from maturity or sale of investments in securities .................... 1,181 1,276 934 10,004
Proceeds from settlement or sale of investments in subsidiaries and affiliates .. ... .. 36 519 76 304
Purchases of investments in SECUTITIES . ... vvvvuveeet e eie e eineen.. (257) (46,078) (555) 2,177)
Net proceeds from (payments for) acquisition of consolidated subsidiaries (Note 16) . . . — 13 (576) —
Addition to investments in and advances to affiliates ......................... — — (8,761) —
Decrease (increase) in other investments ................ouiiiiirreeennnnn. 796 2,031 (2,260) 6,742
Net cash provided by (used in) investing activities .......................... 308 (44,973) (17,350) 2,609
Financing activities
Proceeds from long-termdebt ........ ... . o oo 234,630 231,577 103,337 1,987,547
Payments of principal of long-termdebt .......... ... . .. .. o oL (285,310) (352,891) (334,099) (2,416,857)
Increase in short-term loans . ... .. ovu e e e e 9,535 44,935 10,201 80,770
Proceeds from issuance of new shares of common stock of the Company ......... — — 92,625 —
Net (acquisition) sale of treasury stock of the Company ....................... 20 (8,186) 4,416 169
Cash dividends paid by the Company ..................... . ... (22,012) (19,694) (12,864) (186,463)
Cash dividends paid by a subsidiary to minority shareholders .................. — — 27) —
Other, NEt .« vttt 9,671 (130) 97) 81,922
Net cash used in financing activities . ............ ... ..o, (53,464) (104,389) (136,508) (452,892)
Effect of exchange rate changes on cash and cash equivalents .. ................. 744 616 (109) 6,302
Increase (decrease) in cash and cash equivalents . ......... ... .. .. ... ... ... 47,533 (48,520) (12,953) 402,651
Cash and cash equivalents at beginning of theyear .......................... 97,399 145,920 158,873 825,065
Increase in cash and cash equivalents due to inclusion of
newly consolidated subsidiaries at beginning of theyear ................... 1,450 — — 12,282
Cash and cash equivalents atend of theyear .............................. ¥ 146,383 ¥ 97,399 ¥ 145,920 $ 1,240,008

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
ACOM CO., LTD. and Subsidiaries

1. Basis of Presenting the Consolidated Financial Statements

The accompanying consolidated financial statements of ACOM
CO., LTD. (the “Company”) and its consolidated subsidiaries
(together, the “Companies”) are prepared on the basis of account-
ing principles generally accepted in Japan (“Japanese GAAP”),
which are different in certain respects as to application and disclo-
sure requirements of International Financial Reporting Standards,
and are compiled from the consolidated financial statements pre-
pared by the Company as required by the Securities and
Exchange Law of Japan.

The accounting records of the Company and its domestic sub-
sidiaries are maintained in accordance with the provisions set
forth in the Corporate Law of Japan (Law No. 86, 2005) and in
conformity with Japanese GAAP.

The part of corporate matters of the Commercial Code of Japan
was superseded by the Corporate Law of Japan, which was prom-
ulgated on July 26, 2005 and enforced on May 1, 2006. The
revisions in the provisions regarding corporate accounting of the
Law and its related Regulations Concerning Corporate
Accounting were made concurrently with the recent changes in
Japanese GAAP, mainly developed by the Accounting Standards
Board of Japan (the “ASBJ”).

The ASB] issued Statement No. 5, “Accounting Standard for
Presentation of Net Assets in the Balance Sheet (“Statement 5”)”,
on December 9, 2005, and Statement No. 6, “Accounting
Standard for Statement of Changes in Net Assets (“Statement
6”)”, on December 27, 2005, which became effective and applica-

ble to the fiscal period ending on or after May 1, 2006.

Statement No. 5 provides that the balance sheet should be divid-
ed into sections on assets, liabilities and net assets, and the section
on net assets should contain shareholders” equity, valuation and
translation adjustments, subscription rights to shares, and in the
case of the consolidated balance sheet, minority interests in con-

solidated subsidiaries. Shareholders’ equity consists of paid-in
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capital, capital surplus, earned surplus and treasury stock.
Valuation and translation adjustments include net unrealized
gains or losses on other securities, deferred gains or losses on
hedges, and in the case of the consolidated balance sheet, foreign

currency translation adjustments.

Statement No. 6 requires preparing the statement of changes in
net assets disclosing causes of changes in each of the presentation
items for the net assets of the balance sheet as stipulated by
Statement No. 5.

The Company adopted those new standards effective for the fiscal
year beginning April 1, 2006, and reclassified and modified the
consolidated balance sheet as of March 31, 2006 and the consoli-
dated statement of shareholders’ equity for the years then ended

to conform to the new presentation.

The accounts of overseas subsidiaries of the Company are based
on the financial statements prepared in conformity with general-
ly accepted accounting principles (“GAAP”) prevailing in the
countries where the subsidiaries have been incorporated. The
accompanying financial statements have not been materially
affected by the differences between GAAP prevailing in these
countries and Japanese GAAP. Therefore, no adjustments have
been reflected in the accompanying consolidated financial state-
ments to present the accounts of the subsidiaries in compliance
with Japanese GAAPD.

Certain items presented in the original consolidated financial
statements filed with the Prime Minister of Japan have been

reclassified for the convenience of readers outside Japan.

As permitted under the Securities and Exchange Law of Japan,
amounts of less than one million yen have been omitted. As a
result, the totals shown in the accompanying consolidated finan-
cial statements (both in yen and in U.S. dollars) do not necessari-

ly agree with the sums of the individual amounts.



2. Summary of Significant Accounting Policies

(a) Principles of consolidation

In accordance with Japanese consolidation accounting standards,
the Company considers any entity in which the Company, directly
or indirectly, is able to control operations to be a subsidiary, even if

it is less-than-majority owned.

On September 8, 2006, the ASB] issued Practical Issues Task Force
(“PITF”) No.20, “Practical Solution on Application of Control
Criteria and Influence Criteria to Investment Associations,” which

provides that investment associations where the majority of execu-

tive power is held by an entity should be treated as being controlled
by that entity, regardless of the percentage of equity ownership. In
accordance with the PITF, the Company newly included three
investment partnerships held by a subsidiary in the scope of consol-

idation effective for the fiscal year beginning April 1, 2006.

The Company had 20 subsidiaries for the year ended March 31,
2007. The accompanying consolidated financial statements
include the accounts of the Company and all of its subsidiaries,

which are listed below:

Jurisdiction of Percentage of

Name incorporation equity ownership Fiscal year end
JLAINCORPORATED ... Japan 100% March 31
ACOM ESTATE CO., LTD. ..ttt Japan 100% March 31
ABSCOLLTD. i Japan 100% March 31
RELATES CO,LTD. ... o e Japan 100% March 31
ACOM RENTAL CO, LTD. .. o Japan 100% March 31
JCKCREDIT CO,LLTD. ..t Japan 100% March 31
ABPARTNERCO,LTD. ........ ... ... i, Japan 95%(*) March 31
IR Loan Servicing, Inc. .......... ... oo i Japan 80% March 31
DCCashOneLtd. ....oviiii e Japan 54.73% March 31
AC Ventures Co., Ltd. ... ... . Japan 100% March 31
MTBC First Investment Partnership (**) .......... ... ... ..... Japan 10% December 31
MTBC Second Investment Partnership (**) ............... ... ... Japan 10% December 31
MTBC Third Investment Partnership (**) ...................... Japan 10% December 31
AC Ventures Fourth Investment Partnership .................... Japan 100% December 31
AC Ventures Fifth Investment Partnership .............. ... ... Japan 100% February 28
Yugensekinin-Chukanhojin Mirai Capital (***) .................. Japan 100% December 31
Power Investments LLC (***) . ... ... ... . .. .. .. . ... Japan 100% December 31
ACOM (U.S.A) INC. (%) e US.A. 100% December 31
EASY BUY Public Company Limited ......................... Thailand 49% () December 31
ACOM FUNDING CO., LTD. (*****%) . ... Cayman Island 100% December 31

* On August 16, 2006, the Company sold 5% of its holding shares of A B PARTNER CO., LTD. to a third party.
** Newly treated as a subsidiary as the executive power is wholly held by AC Ventures Co., Ltd.

*** Established in August 2006.

FAAK

ok

Substantially controlled by the Company.
xaoxrex Liquidized on March 20, 2007.

AJAST Ltd., a subsidiary of the Company, was merged into JCK
CREDIT CO., LTD. as of February 1, 2007.

ACOM PACIFIC INC.,, a subsidiary of the Company, was liqui-
dated as of March 29, 2006.

Currently suspended its operations, and further business activities are under consideration.

In accordance with Japanese consolidation accounting standards,
the Company considers any entity over which the Company does
not have control but an ability to exercise significant influence to
be an affiliate. Investments in affiliates are accounted for by the
equity method of accounting. The Company had one affiliate as
of March 31, 2007, which is listed below:

Name

Jurisdiction of

Percentage of
incorporation

equity ownership Fiscal year end

DCCard Co, Ltd. (*) . o oo

Japan 20.33% March 31

* DC Card Co., Ltd., an affiliate accounted for by the equity method of accounting for the year ended March 31, 2007, 2006 and 2005, was merged into UF] NICOS Co., Ltd.
as of April 1, 2007. As a result, DC Card Co., Ltd. is not accounted for by the equity method from April 1, 2007.
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The difference between the cost of investments in a subsidiary or
an affiliate and the equity in its net assets at the date of acquisi-

tion was immaterial.

For the purpose of preparing the accompanying consolidated
financial statements, all significant intercompany transactions,
account balances, and unrealized profits among the Companies
have been eliminated. The amounts of MTBC First Investment
Partnership, MTBC Second Investment Partnership, MTBC
Third Investment Partnership, AC Ventures Fourth Investment
Partnership, Yugensekinin-Chukanhojin Mirai Capital, Power
Investments LLC and the overseas subsidiaries have been included
on the basis of their fiscal periods ended December 31, and those
of AC Ventures Fifth Investment Partnership have been included
for on the basis of its fiscal period ended February 28.

The effect of the inclusion of the amounts of MTBC First
Investment Partnership, MTBC Second Investment Partnership and
MTBC Third Investment Partnership as described above, was to
increase total current assets by ¥1,888 million ($15,993 thousand),
decrease total investments and other assets by ¥192 million ($1,626
thousand), decrease total current liabilities by ¥28 million ($237
thousand) and increase minority interests in consolidated subsidiaries
by ¥1,724 million ($14,603 thousand) in the accompanying consoli-
dated balance sheet as of March 31, 2007, to increase total operating
income by ¥1,014 million ($8,589 thousand), increase total operat-
ing expenses by ¥408 million ($3,456 thousand), decrease operating
loss and loss before income taxes by ¥605 million ($5,124 thousand)
and increase minority interests in earnings of consolidated sub-
sidiaries by ¥605 million ($5,124 thousand) in the accompanying
consolidated statement of operations for the year ended March 31,
2007, and to decrease net cash provided by operating activities by
¥930 million ($7,878 thousand), increase cash and cash equivalents
at April 1, 2006 by ¥1,450 million ($12,282 thousand) and increase
cash and cash equivalents at March 31, 2007 by ¥519 million
($4,396 thousand) in the accompanying consolidated statement of
cash flows for the year ended March 31, 2007.

(b) Cash equivalents

The Companies consider all highly liquid investments, including
bond investment funds and marketable securities purchased
under resale agreements, with a maturity of three months or less

when purchased, to be cash equivalents.
(c) Foreign currency translation

The accounts of the overseas subsidiaries are translated into yen at

the year-end exchange rates, except for shareholders’ equity,
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which is translated at historical rates. Differences arising from the
translations are stated as “Foreign currency translation adjust-

ments” in the accompanying consolidated balance sheets.

(d) Foreign currency transactions

All monetary assets and liabilities, regardless of short-term or
long-term, denominated in foreign currencies are translated into
yen at the exchange rates prevailing as of the fiscal year end, and
the resulting gains or losses are included in income to the extent

that they are not hedged by foreign exchange derivatives.

(e) Marketable securities and investments in securities

Marketable securities and investments in securities are classified
by their holding objectives into trading, held-to-maturity or other
securities. Trading securities are valued at market value, and the
resulting gains or losses are included in income. Held-to-maturi-
ty securities are stated at amortized cost. Other securities are val-
ued at market value, and the resulting gains or losses are stated,
net of applicable tax, in the net assets section of the accompany-
ing consolidated balance sheets, except that any impairment loss
is recorded and charged to income. Other securities for which

market value is not available are stated at moving-average cost.

Investments in investment partnerships and other similar partner-
ships are valued at the net amount of the percentage of interests
held based on the latest financial statements on the reporting

dates stipulated by the respective partnership contracts.

() Purchased receivables and inventories

Purchased receivables held by a subsidiary servicing company and
inventories, primarily consisting of paintings held by the
Company, are stated at individually specified cost.

(g) Allowance for bad debts

To cover possible losses on collection of loans and other receiv-
ables, the Companies provided for an allowance (i) with respect to
ordinary debts, based on the historical rate of write-off, and (ii)
with respect to other specific debts whose recovery is doubtful,
based on estimated write-off amounts, after considering the likeli-

hood of recovery on an individual basis.

Loan balances are written off in cases where (i) the Company has
confirmed the death or bankruptcy of the debtor or has voluntari-
ly waived repayment of the loan, and (ii) the amounts due have
not been collected for a certain period (even after follow-up
requests for payment) because of the inability on the part of the
debtor or the guarantor to pay.



(h) Property and equipment

Property and equipment are stated at cost. Depreciation of prop-
erty and equipment is computed principally by the declining-bal-
ance method, except for property and equipment of the overseas
subsidiaries which is depreciated by the straight-line method over

the estimated useful lives of the respective assets.

(1) Impairment of fixed assets

In August 2002, the Business Accounting Council issued a
Statement of Opinion, “Accounting for Impairment of Fixed
Assets,” and in October 2003, the ASBJ issued Guidance No.6,
“Guidance for Accounting Standard for Impairment of Fixed
Assets.” The Company and its domestic subsidiaries adopted the
new accounting standard for impairment of fixed assets as of April

1, 2004.

(j) Stock and bond issuance expenses

Stock and bond issuance expenses are charged to income when
incurred. Stock issuance expenses are recorded in “Other, net” in
the other income (expenses) section of the accompanying consoli-
dated statements of operations, and bond issuance expenses, relat-
ed to the bonds issued by Financial service companies only, are
included in “Financial expenses” in the operating expenses section

of the accompanying consolidated statements of operations.

(k) Organization costs

Organization costs are charged to income when incurred.

() Allowance for loss on debt guarantees

The Company and certain of its subsidiaries had entered into
affiliations with Japanese banks to provide credit guarantees for
personal loans and credit card receivables held by those banks.
To cover possible losses on debt guarantees, the Companies pro-
vided for an allowance based on the historical rates of fulfillment
of guarantee obligation and subsequent write-off of the guaran-
teed receivables.

(m) Allowance for loss on interest repayments

Under the Law concerning Regulation etc. of Money Lending
Business of Japan, moneylenders in Japan are permitted to receive
interest at the contract interest rates as valid, if certain conditions
are met, beyond the maximum interest rates stipulated in the
Interest Rate Restriction Law of Japan (“constructive repayment”
rules). However, the Supreme Court decisions on January 13,
2006 and January 19, 2006 concerning the application of the
“constructive repayment” rules substantially increased the risk of

repayments of the excessive interest as invalid.

To cope with this situation, the Japanese Institute of Certified
Public Accountants (the “JICPA”) issued Industry Audit Practice
Committee Report No.37, “Audit Procedures of Consumer
Finance Companies’ Provisions for Possible Losses on Interest
Repayment Claims” on October 13, 2006. The Report provides
that the allowance for interest repayments should be recorded as a
liability at an amount, in a lump sum, reasonably estimated by
considering the past actual results of interest repayments, and
enough to cover possible losses on repayment of the excessive
interest as well as abandonment of the principal of loans receiv-
able in the future. The amount of allowance should be estimated,
for each of classification of loans receivable, by considering three
factors: the number of customer accounts, the actual repayment
rate over the reasonably estimated period and the average amount
of repayment per account. The Report also requires the applica-
tion of the one year rule for the current/non-current presentation

of the allowance on the balance sheet.

Based on the above described treatment specified by the JICPA, the
Company changed the estimates used in the determination of the
amount of allowance for loss on interest repayments effective for
the fiscal year beginning April 1, 2006, and consequently recorded
the allowance in the aggregate of ¥490,000 million ($4,150,783
thousand) in the long-term liabilities section of the accompanying
consolidated balance sheet as of March 31, 2007, and, in addition
to an ordinary provision for loss on interest repayments deemed as
incurred in the year ended March 31, 2007, a one-time loss of
¥317,061 million ($2,685,819 thousand), net of a transfer of
¥33,238 million ($281,558 thousand) from the allowance for bad
debts account, deemed as incurred in prior years, and reported it as
“Special provision for loss on interest repayments” in the other
income (expenses) section of the accompanying consolidated state-
ment of operations for the year ended March 31, 2007. As a result,
operating loss and loss before income taxes for the year ended
March 31, 2007 increased by ¥50,425 million ($427,149 thou-
sand) and ¥367,486 million ($3,112,969 thousand), respectively.

(n) Employees’ retirement benefits

Allowance for employees’ retirement benefits of the Company
and its domestic subsidiaries is recognized at the net total of the
present value of the defined benefit obligation at the balance sheet
date, plus any actuarial gains (less any actuarial losses) not yet rec-
ognized, minus any past service cost not yet recognized, minus
the fair value at the balance sheet date of plan assets (if any) out of
which the obligations are to be settled directly. If the amount
determined above is negative (an asset), such asset is recorded as

prepaid pension expenses.
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Net retirement benefit expense or income is recognized at the net
total of current service cost and interest cost, minus the expected
return on any plan assets, minus any actuarial gains (less any actu-
arial losses) and past service cost recognized during the year, plus
any retirement benefits paid as a lump sum and payments to a

defined contribution pension plan.

To determine the present value of a defined benefit obligation
and the related current service cost and, where applicable, past

service cost, the project unit credit method is used.

Actuarial gains or losses and past service cost are recognized for
each defined benefit plan over a period not exceeding the expect-
ed average remaining working lives of the employees participating
in that plan. The Company and its domestic subsidiaries have
recognized actuarial gains or losses evenly over the five years fol-
lowing the respective fiscal years when such gains or losses are
identified. In addition, the Company and its domestic sub-
sidiaries have recognized past service cost evenly over five years

from the time of its origination.

The allowance for employees’ retirement benefits of an overseas
subsidiary is provided at the amount determined in accordance

with basic salary and the number of years of employment.

(o) Allowance for directors’ and corporate auditors’ retire-
ment benefits
The allowance for directors’ and corporate auditors’ retirement
benefits of the Company and certain of its domestic subsidiaries is
provided at the amount which would have been required to be
paid if all directors and corporate auditors had voluntarily termi-
nated their services as of the balance sheet date. This amount has
been determined in accordance with the internal rules of the

respective companies.

(p) Leases

Non-cancellable lease transactions of the Company and its
domestic subsidiaries are accounted for as operating leases regard-
less of whether such leases are classified as operating or finance
leases, except that lease agreements which stipulate the transfer of
ownership of the leased assets to the lessee are accounted for as

finance leases.

(q) Recognition of interest income and expense
Interest income and expense are recognized on an accrual basis.
However, the Company computes accrued interest income on

loans receivable at the interest rate stipulated in the Interest
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Rate Restriction Law of Japan or the contract interest rate,

whichever is lower.

(r) Recognition of fees from installment sales financing

Fees from customers and participating stores have principally
been prorated by the respective number of installments, and the
prorated amounts have been recognized as income when they

became due (the “sum-of-the-months digits method”).

(s) Recognition of fees from credit guarantees
Fees from credit guarantees have been recognized on an accrual

basis using the credit-balance method.

(t) Income taxes

The provision for income taxes is computed based on the pretax
income (loss) included in the consolidated statements of opera-
tions. In accordance with Japanese tax-effect accounting stan-
dards, the asset and liability approach is used to recognize
deferred tax assets and liabilities for the expected future tax con-
sequences of temporary differences between the reported
amounts and the tax bases of assets and liabilities. Deferred taxes
are measured by applying currently enacted tax laws to the tem-

porary differences.

(u) Derivative and hedging transactions

The Company and certain of its subsidiaries have used interest
rate swap agreements and interest rate options (interest rate caps
in long positions only) and currency swap agreements solely in
order to hedge against risks of fluctuations in interest rates and
foreign currency exchange rates relating to its short-term and
long-term loans in compliance with the internal rules of the

respective companies.

Derivative transactions are valued at market value, except for
hedging transactions whose gains or losses are deferred and
recorded in the balance sheet until the hedged transactions are
settled.  These transactions are designated as cash flow hedges.
The interest swaps qualifying for hedge accounting and meeting
specific matching criteria are not valued at market value but the
differential paid or received under the swap agreements are recog-
nized and included in income. Long-term debt denominated in
foreign currencies for which currency swaps are used to hedge
against risks of fluctuations in foreign currency exchange rates are
translated at the contracted rate if the currency swaps qualify for
hedge accounting. Similarly, if interest rate caps are specifically
tied to the hedged loan transactions, fees paid for those caps are

stated at amortized cost regardless of their market value.



(v) Net income (loss) per share

Basic net income (loss) per share is computed by dividing net
income (loss), the portion attributable to shareholders of common
stock only, by the weighted-average number of shares of common
stock outstanding during the fiscal year.

Diluted net income per share is based upon the weighted-average
number of shares of common stock outstanding during the fiscal
year, after consideration of dilutive effect of potential shares of
common stock for the Companies’ stock option plans. Diluted
net income per share for the year ended March 31, 2007 is not

disclosed because of the Companies’ net loss position.

(w) Bonuses to directors

On November 29, 2005, the ASB]J issued Statement No. 4
“Accounting Standard for Directors’ Bonuses,” which requires
that directors” bonuses should be accounted for as an expense of
the accounting period in which such bonuses are accrued, and
prohibited the conventional treatment to account for such bonus-
es as a deduction from the amount of retained earnings. This
new standard was applied for the fiscal period ending on or after
May 1, 2006 and the Companies adopted it effective for the fiscal
year beginning April 1, 2006. As a result, operating loss, loss
before income taxes for the year ended March 31, 2007 increased
by ¥22 million ($186 thousand).

(x) Stock options
On December 27, 2005, the ASB] issued Statement No. 8
Under this

standard, when stock options are granted to employees of a com-

“Accounting Standard for Share-based Payment”.

pany and in exchange the company acquires their services, those
services acquired and consumed should be expensed, and the cor-
responding amount should be recorded as “the subscription rights
to shares” in the net assets section of the balance sheet, until they
are exercised or expire. The amount to be expensed in each
accounting period should be the accrued portion of the fair value
of the granted stock options calculated using a method based on
the service period. The exercised portion of the subscription
rights to shares should be transferred to paid-in capital or capital
surplus of shareholders’ equity, and the expired portion to
retained earnings through profit.

This new standard was applied to stock options granted to
employees on and after May 1, 2006. As all of the stock options
were granted by the Companies before that date, there was no
effect on the accompanying consolidated financial statements for

the year ended March 31, 2007.

(y) Reclassifications
In addition to the reclassifications described above, certain other
reclassifications have been made to the prior years’ consolidated

financial statements to conform to the current year’s presentation.

3. U.S. Dollar Amounts

The translation of yen amounts into U.S. dollar amounts has
been made, solely for convenience, as a matter of arithmetical
computation only, at the rate of ¥118.05 = US$1.00, the
exchange rate prevailing on March 30, 2007. The translation

should not be construed as a representation that yen amounts
have been, could have been, or could in the future be, converted

into U.S. dollars at the above or any other rate.
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4. Loans Receivable

Loans receivable as of March 31, 2007 and 2006 included unse- Bad debts included in unsecured loans to individual customers as
cured loans to individual customers in the aggregate amount of of March 31, 2007 and 2006 were classified as follows:
¥1,584,028 million ($13,418,280 thousand) and ¥1,649,009

million, respectively.

Millions of Yen %gf‘%ﬁﬁi}zf
March 31 2007 2006 2007
Non-accrual loans due to bankruptey or reorganization .......................... ¥ 7,050 ¥ 7,707 $ 59,720
Other non-accrual 10ans In arrears . ... .....v oot e e 86,368 49,904 731,622
Loans past due for three months ormore .......... ... ... ... ..o o i 1,645 1,995 13,934
Restructured [0ans .. ... ..ottt 54,388 54,764 460,720
¥ 149,453 ¥ 114,371 $ 1,266,014

5. Marketable Securities and Investments in Securities

Marketable securities in the current assets section of the accom- At March 31, 2007 and 2006, information with respect to held-
panying consolidated balance sheet as of March 31, 2007 includ-  to-maturity securities for which market value was available was
ed operational investment securities held by investment partner- summarized as follows:

ship subsidiaries in the aggregate amount of ¥3,641 million
($30,842 thousand).

Millions of Yen
2007 2006
Balance Market Unrealized Balance Market Unrealized
March 31 sheet amount value gains sheet amount value gains
Bonds other than national,
municipal and
corporate bonds ¥ 4,000 ¥ 4,022 ¥22 ¥ 4,000 ¥ 4,071 ¥71
Thousands of U.S. Dollars
2007
Balance Market Unrealized
March 31 sheet amount value gains
Bonds other than national,
municipal and
corporate bonds $ 33,883 $ 34,070 $186

8o



At March 31, 2007 and 2006, information with respect to other securities for which market value was available was summarized as follows:

Millions of Yen
2007 2006
Cost Balance Unrealized Cost Balance Unrealized
March 31 sheet amount gains (losses) sheet amount gains (losses)
Unrealized gain items:
Stock ... ¥ 41,949 ¥ 63,919 ¥ 21,969 ¥ 56,895 ¥ 109,369 ¥ 52,473
Bonds:
National and municipal . .... 83 84 1 82 84 2
Corporate ............... — — — 590 591 1
Other ..................... 905 1,229 323 967 1,339 372
Subtotal ................ 42,938 65,233 22,294 58,535 111,385 52,849
Unrealized loss items:
Stock ... 889 772 (117) 762 654 (108)
Other ..................... 673 641 (31) 670 644 (26)
Subtotal ................ 1,563 1,414 (148) 1,433 1,299 (134)
Total ................ ¥ 44,501 ¥ 66,647 ¥ 22,146 ¥ 59,968 ¥ 112,684 ¥ 52,715
Thousands of U.S. Dollars
2007
Cost Balance Unrealized
March 31 sheet amount gains (losses)
Unrealized gain items:
Stock ... $ 355,349 $ 541,457 $ 186,099
Bonds:
National and municipal . .... 703 711 8
Corporate ............... — — —
Other ..................... 7,666 10,410 2,736
Subtotal ................ 363,727 552,587 188,852
Unrealized loss items:
Stock ... 7,530 6,539 (991)
Other ..................... 5,700 5,429 (262)
Subtotal ................ 13,240 11,977 (1,253)
Total ................ $ 376,967 $ 564,565 $ 187,598

An impairment loss has been recorded when (i) the market value
of a marketable security fell below 50% of its acquisition cost (or
book value, if previously written-down) at the fiscal year end, and
is deemed unlikely to recover to the level of the cost, or (ii) the
market value fell below 30% to 50% of the cost at the fiscal year
end, and the rate of decline remained 30% or higher during the
past one year, or (iii) the market value fell below 30% to 50% of
the cost at the fiscal year end, and there is no prospect of recover-
ing the cost referring to relevant information such as financial

conditions, results of operations and market value of investments.

With respect to other securities for which market value was avail-
able, impairment losses amounting to ¥14,773 million ($125,141
thousand) were recorded and included in “Loss on revaluation of
investments in securities” of the accompanying consolidated state-
ment of operations for the year ended March 31, 2007, and no
impairment losses were recorded for the years ended March 31,
2006 and 2005.
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Information with respect to other securities sold in the years ended March 31, 2007, 2006 and 2005 was as follows:

Millions of Yen h{?%%‘%‘;ﬁsagf
Years ended March 31 2007 2006 2005 2007
Total sales amount . . .. ...t ¥ 1,055 ¥ 592 ¥ 455 $ 8,936
Total gainonsales ......... ... .. ... . . i 210 0 141 1,778
Total lossonsales ............ ... ... . 13 — 128 110
At March 31, 2007 and 2006, securities for which market value was not available included principally the following:
Millions of Yen %g&%‘;ﬂ;gf
2007 2006 2007
March 31 Balance sheet amount
Other securities:
Unlisted companies’ stock . .......... . ¥ 686 ¥ 456 $5,811
Investments in investment partnerships . ....... ... .. .. o ool 255 666 2,160
Investments in undisclosed partnerships — 631 —

Other securities with maturity and held-to-maturity securities will fall due subsequent to March 31, 2007 and 2006 as follows:

Millions of Yen
2007 2006
March 31 Within one year One - five years Over five years Within one year One - five years Over five years
Bonds:
National and municipal ........ ¥— ¥ 84 ¥ — ¥ — ¥ 84 ¥ —
Corporate .................. 35 — — 591 35 —
Other ...... ..ot — — 4,000 — — 4,000
Other ..., — 510 9 129 509 9
Total ..o ¥ 35 ¥595 ¥ 4,009 ¥721 ¥ 629 ¥ 4,009
Thousands of U.S. Dollars
2007
March 31 Within one year One - five years Over five years
Bonds:
National and municipal . ....... $ — $ 711 $ —
Corporate .................. 296 — —
Other ... — — 33,883
Other ..o — 4,320 76
Total ... $ 296 $ 5,040 $ 33,960
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6. Short-Term Loans, Long-Term Debt and Pledged Assets

The weighted-average interest rates of short-term loans as of March 31, 2007 and 2006 were 1.9661% and 0.89%, respectively.

Long-term debt was summarized as follows:

Millions of Yen "%lg%lsgr;ﬁsarc;f
March 31 2007 2006 2007
Unsecured loans of domestic Companies mainly from banks
and other financial institutions at interest rates ranging
from 0.1% to 2.325% due through June 2012 .......... ... ... ... ... ...... ¥ 419,286 ¥ 342,482 $ 3,551,766
Unsecured loans of an overseas subsidiary at interest rates ranging
from 3.9% to 6.05% due through November 2009 .......................... 30,778 27,482 260,720
Loans with collateral of the Company mainly from banks
and other financial institutions at interest rates ranging
from 0.2% to 2.4% due through January 2012 ............................. 189,423 311,971 1,604,599
Securitized loans of the Company from a financial institution at 1.745%
due through February 2008 . ... ... ... ... ... 7,960 15,920 67,429
Unsecured bonds issued by the Company at interest rates ranging
from 0.81% to 2.72% due through February 2015 .......................... 260,000 265,000 2,202,456
THB 3,000 million guaranteed, non-subordinated bonds issued
by an overseas subsidiary due February 2009 at interest rates ranging
from 5.95% t0 6.0090 . . ..t 10,230 — 86,658
Less: CUTENT POITION .+« vttt vttt ettt ettt e et e e e e e (227,410) (284,633) (1,926,387)
¥ 690,267 ¥ 678,222 $ 5,847,242
Assets pledged as collateral for short-term and long-term loans from banks and other financial institutions were as follows:
Millions of Yen N%‘g‘f%gﬂzgf
March 31 2007 2006 2007
Loans receivable . ... ..ot ¥ 211,371 ¥ 340,716 $ 1,790,520

The above table included loans receivable related to securitized
loans of ¥21,934 million ($185,802 thousand) and ¥27,623 mil-
lion as of March 31, 2007 and 20006, respectively.

At March 31, 2007 and 2006, the Company had a commitment, at
the lenders’ request, to furnish at any time, collateral pledged on
¥21,257 million ($180,067 thousand) and ¥46,582 million of loans
receivable of ¥211,371 million ($1,790,520 thousand) and ¥340,716
million shown in the above table, respectively. The pledged collateral
which the lenders could require covered the following:

Millions of Yen Thousands of
March 31 2007 2006 2007
Short-term loans ... ... ... i ¥ — ¥ 1,000 $ —
Current portion of long-term debt ......... ... ... ... o oo 14,597 24,217 123,650
Long-term debt . . . ..ottt 6,657 21,254 56,391
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The aggregate annual maturities of long-term debt subsequent to March 31, 2007 were summarized as follows:

Years ending March 31 Millions of Yen %gusDazﬁirzf
2008 e e e e e ¥ 227,410 $ 1,926,387
2000 e e e 214,625 1,818,085
2000 L e 178,285 1,510,249
20T L o e e e 156,741 1,327,750
20 e e e e e 90,536 766,929
2013 and thereafter . ... ..ot 50,080 424,227

¥ 917,677 $7,773,629

For the purpose of efficient procurement of working capital, the
Company and certain of its subsidiaries have entered into over-

draft contracts with six financial institutions and commitment

the aggregate amount of ¥332,087 million ($2,813,104 thou-
sand) as of March 31, 2007. The unused facilities maintained by
the Companies as of March 31, 2007 amounted to ¥224,199 mil-

line contracts with eighteen financial institutions, which provided lion ($1,899,186 thousand).

the Companies with the overdraft and commitment facilities in

7. Employees’ Retirement Benefits

At March 31, 2007, the Company and certain of its subsidiaries
had, jointly or severally, defined benefit plans, including two
funded non-contributory tax-qualified retirement pension plans,  summarized as follows:
which together cover substantially all full-time employees who

meet certain eligibility requirements.

The funded status and amounts recognized in the accompanying
consolidated balance sheets as of March 31, 2007 and 2006 were

Millions of Yen %g?‘%‘;ﬁ;gf

March 31 2007 2006 2007
Projected benefit obligation . ....... ... . . . i ¥ (18,939) ¥ (24,001) $(160,432)
Plan assets at fair market value ........... ... ... . ... .. 27,043 29,890 229,080
Unfunded retirement benefit liabilities .. ...... ... .. ... 8,103 5,889 68,640
Unrecognized past SEIVICE COSE - . . . uuuvvtt et e e e e et et 4 169 33
Net unrecognized actuarial (gains) losses . . ......... ... ... oo il (5,913) (4,710) (50,088)
Net retirement benefit liabilities recognized on the consolidated balance sheets . . . . .. 2,194 1,348 18,585
Prepaid pension eXpenses .. ... ..........iiiiiii 2,310 1,667 19,567
Allowance for employees’ retirement benefits . .......... ... ... ... ... ¥ (116) ¥ (318) $ (982)

The components of net retirement benefit expenses recognized in the accompanying consolidated statements of operations for the years

ended March 31, 2007, 2006 and 2005 were summarized as follows:

Millions of Yen

Thousands of

U.S. Dollars
Years ended March 31 2007 2006 2005 2007
CULTENE SEIVICE COSE .+ v v v v et et e e e e e e e e e e e e e et ¥ 1,483 ¥ 1,659 ¥ 1,595 $12,562
INEEIESE COSE vttt et et et e e e e e e e e e e e 471 444 417 3,989
Expected return on plan assets ............. .. ... (893) (666) (578) (7,564)
Past service cost recognized for theyear ........ ... ... .. ... .. 70 70 70 592
Net actuarial losses (gain) recognized for the year ................ (419) 1,164 1,279 (3,549)
Retirement payments in a lump sum and payments

to a defined contribution pension plan ........ ... ... .. . 555 551 459 4,701

Net retirement benefit expenses . ............................ ¥ 1,269 ¥ 3,223 ¥ 3,243 $10,749
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In addition to the above, the extraordinary payment of employees’
retirement benefits for voluntary retirement of ¥14,312 million
($121,236 thousand) was included in the “Loss on business restruc-
turing” in the accompanying consolidated statement of operations
for the year ended March 31, 2007.

The principal assumptions used in determining retirement benefit
obligations and other components for the domestic Companies’

plans were as follows:

2007 2006 2005
Discountrate ........ ... ... ... 2.00% 2.00% 2.00%
Expected rate of return on plan assets ... 3.00% 3.00% 3.00%

Period of recognition of past service cost . ....................
Period of recognition of actuarial gains or losses ................

5 years evenly 5 years evenly 5 years evenly

5 years evenly 5 years evenly 5 years evenly

8. Income Taxes

The Companies are subject to a number of taxes based on income.
Corporation, inhabitants’ and enterprise taxes are charged to the
income tax account. The aggregate statutory tax rate applicable to
the domestic Companies was approximately 40.7% for the years
ended March 31, 2007, 2006 and 2005.

The tax effects of temporary differences which give rise to a signifi-
cant portion of the deferred tax assets and liabilities as of March 31,
2007 and 2006 were presented as follows:

Millions of Yen N{?gg%gﬁzgf
March 31 2007 2006 2007
Deferred tax assets:
Bad debtwrite-offs .. ... .. .. ¥ 15,183 ¥ 11,800 $ 128,614
Allowance forbad debts .. ... . 8,664 13,113 73,392
Allowance for loss on debt guarantees ........... ... ... .. ... oL 1,610 1,356 13,638
Allowance for loss on interest repayments .................oouuuuueeeeeeen... 199,381 9,643 1,688,953
Accrued bonuses . .. ... 1,177 1,549 9,970
Allowance for employees’ retirement benefits ............... ... ... . .. 52 111 440
Allowance for directors’ and corporate auditors’ retirement benefits .............. 338 346 2,863
Accrued INTErest INCOME . . o\t v vttt et e e e e e e e e 1,869 571 15,832
Accrued enterprise tAX ..o vttt it 50 1,995 423
Depreciation and amortization . ... .......veeittt it 7,006 6,987 59,347
Impairment loss . ........ .. 130 137 1,101
CoNSUMPLON TAX o oottt ettt ettt e e e ettt e e e 309 314 2,617
Revaluation of marketable securities .. ......... ... .. i 6,247 232 52,918
Loss on investments in golf club memberships .......... ... ... ... o0 141 155 1,194
Tax loss carryforwards of subsidiaries . ............ .. i 11,201 10,719 94,883
Elimination of unrealized profit ............ ... ... .. i 1,160 1,272 9,826
Other .. 1,317 721 11,156
Subtotal .. 255,843 61,028 2,167,242
Less: valuation allowance . ....... ... .. . i (192,175) (11,718) (1,627,911)
Total gross deferred tax assets .. ...ttt 63,668 49,310 539,330
Deferred tax liabilities:
Retained earnings of subsidiaries ............. ... ... . o L (6,110) (5,354) (51,757)
Prepaid pension eXpenses ... ..........i i (940) (678) (7,962)
Net unrealized gains on other securities . ............. ... ... .. (9,018) (21,453) (76,391)
OthEr oo oo (585) (173) (4,955)
Total gross deferred tax liabilities . ....... ... ... ... ... . i i (16,653) (27,660) (141,067)
Net deferred tax assets . ... vvv vttt e e e e e ¥ 47,014 ¥ 21,650 $ 398,254
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Reconciliation between the normal effective statutory tax rate and the actual effective tax rate reflected in the accompanying consolidated

statement of operations for the years ended March 31, 2007 is as follows:

Year ended March 31 2007

Normal effective StAtULOrY taX FATE « .« v vt vttt ettt ettt e e e e e e e e e e e e 40.7%
Expenses not deductible for income tax purposes .. ....... ... (0.0)
Valuation allowance . ... ... (41.7)
Other — DOt ottt (0.1)

Actual effective tax Fate .. ...ttt e (1.1)%

Reconciliations between the statutory tax rates and the effective tax rates as a percentage of income before income taxes for the years ended

March 31, 2006 and 2005 were omitted, as the statutory tax rates did not significantly differ from the effective tax rate.

9. Legal Reserve

Consolidated retained earnings included a legal reserve which
amounted to ¥4,354 million ($36,882 thousand) as of March 31,
2007 and 2006.

Through May 1, 2006, when the Commercial Code of Japan was
superseded by the Corporate Law of Japan, the legal reserve was
provided in accordance with the Commercial Code of Japan
which required that an amount equal to at least 10% of cash divi-
dends and directors’ and corporate auditors’ bonuses in respect of
each fiscal period be appropriated to the legal reserve until the
sum of such reserve and capital reserve, including additional paid-
in capital, equals 25% of stated capital. This reserve was not
available for dividends but could be used to reduce or eliminate a
deficit by resolution of the shareholders or could be transferred to
stated capital by resolution of the board of directors. The aggre-
gate amount of additional paid-in capital and legal reserve that

exceeds 25% of the common stock may be made available for div-

idends by resolution of the shareholders.

After the Corporate Law of Japan was enforced, the legal reserve
has been provided in accordance with the Corporate Law of Japan
which requires that an amount equal to 10% of dividends must be
appropriated as a legal reserve or as additional paid-in capital
depending on the equity account charged upon the payment of
such dividends until the total of the aggregate amount of legal
reserve and additional paid-in capital equals 25% of the stated cap-
ital. Under the Corporate Law of Japan, the total amount of addi-
tional paid-in capital and legal reserve may be reversed without
limitation. The Corporate Law of Japan also provides that stated
capital, legal reserve, additional paid-in capital, other capital sur-
plus and retained earnings can be transferred between the accounts

under certain conditions upon resolution of the shareholders.

10. Leases

The following pro forma amounts represent the acquisition costs,
accumulated depreciation and book value of leased equipment as
of March 31, 2007 and 2006 and the related depreciation and
interest expense for the years ended March 31, 2007, 2006 and

2005, which would have been reflected in the consolidated bal-
ance sheets and the related consolidated statements of operations
if finance lease accounting had been applied to the finance lease

transactions accounted for as operating leases:

Millions of Yen

Thousands of U.S. Dollars

Acquisition costs %Z;Lrlgalg?j Book value AchL(l)iss[igion ﬁz;?g;ﬁigeg Book value
March 31 2007 2006 2007 2006 2007 2006 2007 2007 2007
Equipment ............... ¥2,173 ¥4,119 ¥ 1,476 ¥ 2,881 ¥ 697 ¥ 1,237 $ 18,407 $12,503 $ 5,904
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Millions of Yen Thousands of

U.S. Dollars
Years ended March 31 2007 2006 2005 2007
Depreciation .. ... ¥ 758 ¥1,211 ¥ 1,752 $ 6,421
Interest ..o e 22 40 66 186

Lease expenses relating to finance lease transactions accounted for as
operating leases amounted to ¥794 million ($6,725 thousand),
¥1,272 million and ¥1,844 million for the years ended March 31,
2007, 2006 and 2005, respectively.

Future minimum lease payments subsequent to March 31, 2007 for
finance lease transactions accounted for as operating leases were sum-

marized as follows:

pe Th ds of

Years ending March 31 Millions of Yen U3, Dollars
2008 e e ¥ 409 $ 3,464
2009 and thereafter . ... ... . 302 2,558
¥711 $ 6,022

11. Commitments and Contingent Liabilities

The Company and certain of its subsidiaries make loans to cus-
tomers primarily in the form of revolving credit-line contracts
whereby a maximum credit amount is assigned to a customer who
is then able to borrow repeatedly within the limit of the facility.
At March 31, 2007, the unexercised portion of such facilities
amounted to ¥905,420 million ($7,669,800 thousand), including
¥653,978 million ($5,539,839 thousand) for customers with zero
outstanding balances. As a certain portion of revolving credit-line

contracts lapse without ever being used, the unexercised facilities

will not necessarily affect the future cash flows of the Companies.

At March 31, 2007, contingent liabilities on the personal loans
and credit card receivables for which the Companies provided
credit guarantees amounted to ¥104,015 million ($881,109 thou-
sand), net of allowance for loss on debt guarantees in the amount
of ¥1,961 million ($16,611 thousand).

Refer to Note 6 for pledged assets.

12. Derivative and Hedging Activities

(1) Outline of transactions and conditions

The Company and certain of its subsidiaries have used interest
rate swap agreements, interest rate options and currency swap
agreements in order to hedge against the risk of fluctuations in
interest rates and foreign currency exchange rates relating to their

short-term and long-term loans.

No market risk is anticipated as such derivatives have been
entered into in order to offset or mitigate gains or losses resulting
from the hedged loan transactions, even though interest rate swap
agreements and currency swap agreements are exposed to changes
in interest rates and foreign currency exchange rates, respectively.

In addition, the Companies are not exposed to risk on interest

rate caps, as the Companies hold only long positions in interest
rate caps and the maximum cost of funding the combination of

loans and interest rate caps is capped at the cap rates.

The Companies do not anticipate non-performance by any of the
counterparties to the above transactions, all of whom are financial
institutions which are deemed highly creditworthy.

The Companies have established rules for the authorization of
derivative transactions and related risk management rules which
stipulate the limits on derivative transactions. All derivative trans-

actions have been entered into in compliance with these rules.
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Risk management for derivative transactions has been under the
control of the Finance Department of the Company which estab-
lishes the position limit for each derivative transaction and moni-
tors the limits. The position limit permissible for each derivative
transaction is authorized at the executive officers’ meeting when

the Company’s annual business plan is established.

(2) Market value information
Market value information as of March 31, 2007 and 2006 was
omitted, as all of the Companies’ derivative transactions are

accounted for as hedging transactions.

13. Stock Option Plans

The Company has two stock option plans for the granting of
non-transferable options to certain eligible directors and key

employees of the Company.

On August 1, 2001, options were granted for terms of five years to
purchase the aggregate of 346,800 shares of common stock of the
Company at ¥10,682 per share. The option price was adjusted to
¥10,628 per share due to the issuance of new shares of common
stock to Mitsubishi Tokyo Financial Group, Inc. (currently,
Mitsubishi UFJ Financial Group, Inc.) on April 20, 2004. The
options were exercisable beginning on July 1, 2003. To provide for
exercise of the options, in August 2001, the Company purchased
346,800 shares of common stock in the aggregate amount of ¥3,796
million from the stock market, which were included in “Treasury
stock” of the shareholders’ equity section of the accompanying con-

solidated balance sheets as of March 31, 2007 and 2006.

On August 1, 2003, options were granted for terms of five years
to purchase the aggregate of 352,400 shares of common stock of
the Company at ¥4,959 per share. The option price was adjusted
to ¥4,931 per share due to the same reason above. The options
were exercisable beginning on July 1, 2005.

In addition to the above, IR Loan Servicing, Inc. has a stock
option plan for the granting of non-transferable options to certain

eligible directors and key employees of the company.

Options were granted on October 1, 2004 for terms of three years
to purchase the aggregate of 133 shares of common stock of the
Company at ¥67,900 per share. The options will be exercisable
beginning on September 1, 2007 subject to the public offering of
the common stock of the Company by August 31, 2010.

The changes in numbers of stock options expressed in shares of common stock were summarized as follows:

Shares

ACOM CO., LTD.

IR Loan
Servicing, Inc.
Plan 2001 Plan 2003
Balance as of March 31, 2004 ... ... it 322,400 345,400 —
Granted .. ... — — 133
Exercised ... (0) — —
Expired on retirement . ............ .. (6,200) (5,400) —
Balance as of March 31, 2005 . ..ottt e 316,200 340,000 133
Exercised . ..o (0) (206,990) —
Expired on retifeMent ... ..ottt (7,800) (3,000) (32)
Balance as of March 31, 20006 . .. ..ottt 308,400 130,010 101
Exercised ... — (4,300) —
Expired on retirement . .......... . (4,600) (1,600) (36)
Balance as of March 31, 2007 .. ... oot e 303,800 124,110 65

88




14. Impairment of Fixed Assets

The Companies determined each operation center of loan business-
es, installment sale finance businesses, other financial services and
other services as the smallest cash-generating group to which the
assets belonged. Also, each asset to be disposed of was determined
as the smallest cash-generating group of assets. The head office of
the Company and the welfare facilities for employees independent

of cash-generating were considered to be corporate assets.

Impairment loss for certain real estate for rental was recognized due
to a significant decrease in market value or continuous operational
losses. In addition, impairment loss for assets to be disposed of was
recognized because the carrying amount of these assets exceeded the
net selling value. Impairment loss was measured as the amount by

which the carrying amount of the assets exceeded its recoverable

amount. The recoverable amount was calculated by using the high-
er of value in use, which was the discounted present value of esti-
mated future cash flows at 7%, or the net selling value, which was

estimated by real estate appraisers.

Impairment loss for the year ended March 31, 2007 amounted to
¥1 million ($8 thousand) for land, ¥6 million ($50 thousand) for
buildings and structures and ¥0 million ($0 thousand) for equip-
ment. Impairment loss for the year ended March 31, 2006
amounted to ¥0 million for land and ¥3 million for buildings and
structures. Impairment loss for the year ended March 31, 2005
amounted to ¥1,221 million for land, ¥107 million for buildings
and structures and ¥54 million for intangible assets.

15. Segment Information

The Companies’ operations by business segment for the years ended
March 31, 2007, 2006 and 2005 have not been disclosed, as the

Companies’ business other than “Financial services” was immaterial.

Geographical segment information and overseas sales have been

omitted, as such sales were immaterial.

16. Acquisition of Consolidated Subsidiaries

In the year ended March 31, 2006, the Company purchased 80% of the shares of DC Servicer company, Ltd., which was included in the

accompanying consolidated financial statements. DC Servicer company, Ltd. was merged into IR Loan Servicing, Inc. The fair value of

the assets and liabilities of the above company was as follows:

DC Servicer company, Ltd.

Millions of Yen

As of September 30 2005
CUITENE ASSELS  + + + v v v e e ettt et et e et e e et e e e e e e e e e e e e e e e e e e e e e e e e e e e e ¥ 112
INON-CUITENT ASSEES  + v v v v v et e e e et et e et e e et e e e e e e e e e e e e e e e e e e e e e e e e e e e e et e 15
Current Habilities . ... oo (36)
MINOLILY IIEEIEST . o v vt et et ettt ettt e e e e ettt e e e e e e e e e e e e e (18)
Consolidation adjuStmEnts . ... ... .ottt (35)

ACQUISITION COST v vttt ettt e e e e e e e e e e e e e 37
Cash and cash equivalents acquired ... ... ... . (51)

Net payments for acqUISILION ... ... oottt ettt e e e e ¥ (13)
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In the year ended March 31, 2005, the Company increased the per-
centage of the equity of Tokyo-Mitsubishi Cash One Ltd. whose
name changed to DC Cash One Ltd. from 38.85% to 54.73% due
to acquisition of new shares of common stock and purchased 100%

of MTB Capital Co., Ltd. whose name changed to AC Ventures
Co., Ltd., both of which were included in the accompanying consol-
idated financial statements. The fair value of the assets and liabilities

of the above companies was as follows:

DC Cash One Ltd.
Millions of Yen

As of March 31 2005
CUITEME SSETS + + v v v v v e et et et et e et et et et e et e e e e e e e e e e e e e e e e e e e e e e e et e e e e ¥ 62,261
INONECUITENT SSEES  + v v v e v e et e e et e e et e e e e e e e e et e e e e et e e e e et e e e e e e e e e e et e 491
Consolidation adjustments . ... .. ... ...ttt ettt 1,074
Current Habilities . . ... oo (25,913)
Long-term liabilities ... ... .. (30,012)
IMIDOTIEY TOEETESE « « « v vttt et e e e e e et ettt e e e e e e e e e e e e e e e e e e e e e e e e e (3,090)
The Company’s interest by equity method ... . (1,897)

ACQUISITION COST .+« v vttt ettt ettt ettt e e e e e e e e e e e e e 2,914
Cash and cash equivalents acquired . . . . ..o (2,425)

Net payments for acqUISILION . ... ... ..ottt e ¥ 488

AC Ventures Co., Ltd.
Millions of Yen

As of March 31 2005
CUITENE ASSEES &« v e v e v e et et et et e e e e et et e e e e e e e e e e et et e e e e et e e e e e e ¥ 260
INON-CUITEIE ASSEES .« + 4« v e v e et e et et et e e e et e et et e et e e e e e e e e e e e e e e e e e e e e 436
Current Habilities . . ..o . (248)
Long-term liabilities ... .. ... e (8)
Consolidation adjustments ... ... ... ... 93)

ACQUISITION COST . 44 vttt ettt ettt ettt e e e e e ettt et e e e e e e e e 348
Cash and cash equivalents acquired . . .. ..o (260)

Net payments for acqUiSItion . ... ... ... e ¥ 87

17. Subsequent Events

(1) Appropriations of retained earnings
The following appropriations of retained earnings of the
Company, which have not been reflected in the accompanying

consolidated financial statements for the year ended March 31,

2007, were approved at a shareholders’ meeting of the Company
held on June 27, 2007:

Millions of Yen

Cash dividends (¥30.00 = US$0.25) . ... ...,

(2) Reduction in lending interest rates

On May 10, 2007, the board of directors of the Company
approved the reduction of effective annual interest rates for unse-
cured consumer loans; the new rates range from 12.000% to

18.000% per annum, while the existing rates range from 13.140%
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¥ 4,715

to 27.375%. The new rates are applicable to new customers who
enter loan contracts on or after June 18, 2007. These rates are also
applicable to existing customers who meet the new credit screening

criteria established by the Company.



Report of Independent Auditors

on the Consolidated Financial Statements

i’l ERNST& YOUNG SH’NN’HON # Certified Public Accountants & Vel: 0335031100

Hibiva Kokusai Bldg. Fax: 0235031197
2-2-3, Uchisaiwai-cho

Chiyoda-ku, Tokyo, Japan 100-0011

C.P.O. Box 1196, Tokyo, Japan 100-8641

Report of Independent Auditors

The Board of Directors
ACOM CO., LTD.

We have audited the accompanying consolidated balance sheets of ACOM CO., LTD. and
consolidated subsidiaries as of March 31, 2007 and 2006, and the related consolidated
statements of operations, changes in net assets, and cash flows for each of the three years in
the period ended March 31, 2007, all expressed in yen. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of ACOM CO., LTD. and consolidated
subsidiaries at March 31, 2007 and 2006, and the consolidated results of their operations
and their cash flows for each of the three years in the period ended March 31, 2007 in
conformity with accounting principles generally accepted in Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with
respect to the year ended March 31, 2007 are presented solely for convenience. Our audit
also included the translation of yen amounts into U.S. dollar amounts and, in our opinion,
such translation has been made on the basis described in Note 3.

Emﬂ%fsﬁﬂm

June 27, 2007

A Mruprr oF ERnsT & Yousa Grosal




Non-Consolidated Balance Sheets

ACOM CO., LTD.

Millions of Yen U.S. Dalen (Nowe 3
March 31 2007 2006 2007
Assets
Current assets:
Cash and cash equivalents ........ ... .. .. ... .. i ¥ 131,802 ¥ 78,978 $ 1,116,493
Marketable Securities .. ... ...ttt 35 129 296
Loans receivable (INOte 4) ... ..ottt e e 1,494,399 1,596,276 12,659,034
Accounts receivable ... 76,423 93,321 647,378
Merchandise . ... ...ttt 1,963 3,721 16,628
Prepaid eXPenses . . ... ...t 1,868 2,588 15,823
Accrued INCOME . ..ottt e 11,379 11,892 96,391
Deferred tax assets (INOE 5) .« vt vttt ettt e e e e e e 58,198 40,244 492,994
Other CUITENT ASSEES .« .« . v v vt et et e e e e e e e e e e e e e e 19,253 18,556 163,091
Allowance for bad debts . ... ... . (118,880) (120,170) (1,007,030)
Total CUMTENE ASSELS . . . o vt i et ettt ettt e e et e et et et 1,676,443 1,725,542 14,201,126
Property and equipment:
Land (NOte 12) ..ottt e e e e e 6,441 6,550 54,561
Buildings and structures (Note 12) . ... ... ... .. i 38,045 40,906 322,278
EqQuipment (NOte 12) ..o e e e e et 34,541 35,751 292,596
79,028 83,208 669,445
Accumulated depreciation .. ... ... (44,063) (44,719) (373,257)
Property and equipment, net . ........... ... 34,964 38,488 296,179
Investments and other assets:
[Nvestments N SECUITTIES .« . o v v v v vttt et et e e e e e e et e e e e 71,562 116,819 606,200
Investments in and advances to subsidiaries and affiliates ...................... 58,613 59,434 496,509
Telephone rights and other intangible assets Note 12) .......... ... ... ... ... 965 1,019 8,174
Rental deposits .. ... 9,780 10,587 82,846
Prepaid pension eXpenses ... ...........i..i 2,259 1,627 19,135
Other oo 8,816 10,473 74,680
Allowance forbad debts ... ... . .. (2,120) (2,530) (17,958)
Total investments and other assets . ......... ...t 149,877 197,432 1,269,606

Total assets

See accompanying notes to non-consolidated financial statements.
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¥ 1,861,285

¥ 1,961,462

$ 15,766,920




Thousands of

Millions of Yen U.S. Dollars (Note 3)
March 31 2007 2006 2007
Liabilities and shareholders’ equity
Current liabilities:
Short-term loans (Note 4) . .. .ottt e ¥ 60,000 ¥ 51,000 $ 508,259
Current portion of long-term debt Note 4) ............ ... ... .. ............ 194,382 262,221 1,646,607
Accounts payable ... ... 1,131 1,187 9,580
Accrued income taxes (INOtE 5) ..ottt it e e e 72 24,937 609
Accrued eXPEnSEs ... 11,110 11,594 94,112
Deferred income on installmentsales . ........ ...t 3,893 5,515 32,977
Allowance for loss on debt guarantees Note 8) ............................. 3,670 3,330 31,088
Allowance for loss on interest repayments .................c.o.uuuueeeeeean... — 23,700 —
Other current liabilities ... ... .. 7,166 2,085 60,703
Total current liabilities ... ... ... . it e 281,426 385,572 2,383,955
Long-term liabilities:
Long-term debt (Note 4) ........ ... .. .. i 634,205 631,987 5,372,342
Allowance for directors’ and corporate auditors’ retirement benefits .............. 764 736 6,471
Allowance for loss on interest repayments ....................c.ceeiiooa.... 490,000 — 4,150,783
Deferred tax liabilities (Note 5) ... ..ot 9,008 17,130 76,306
Other long-term liabilities .. ....... ... ... .. ... ... o 2,082 2,627 17,636
Total long-term liabilities ........ ... ... .. ... .. ... . i i 1,136,060 652,481 9,623,549
Total liabilities .. ... ... ... o 1,417,487 1,038,053 12,007,513
Commitments and contingent liabilities (Note 8)
Net assets:
Shareholders’ equity (Note 6):
Paid-in capital of common stock:
Authorized: 532,197,400 shares at March 31 2007 and 2006
Issued: 159,628,280 shares at March 31, 2007 and 2006 ................... 63,832 63,832 540,720
Capital surplus:
Capital legal reserve . ... ... 72,322 72,322 612,638
Net gain on sale of treasury stock ........ ... ... .. .. oL 3,688 3,697 31,240
Total capital surplus . ... ... .. . . 76,010 76,020 643,879
Earned surplus:
Earned legal reserve . ... ... 4,320 4,320 36,594
Retained earnings ........... ... . ... 305,010 766,515 2,583,735
Total earned surplus . ... ... ... . 309,331 770,836 2,620,338
Treasury stock, at cost
2,433,969 shares at March 31, 2007 and 2,438,225 shares at March 31, 2006 ... (18,508) (18,538) (156,781)
Total shareholders’ equity ... oot 430,666 892,150 3,648,166
Valuation and translation adjustments:
Net unrealized gains on other securities . ............. ... ... ... . ... 13,131 31,258 111,232
Total NEt ASSELS . . . oot vttt e e 443,797 923,408 3,759,398
Total liabilities and net assets .. ............uiinieinernerneeneennennennennns ¥ 1,861,285 ¥ 1,961,462 $ 15,766,920
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Non-Consolidated Statements of Operations

ACOM CO., LTD.

Millions of Yen U Dol Note 3
Years ended March 31 2007 2006 2005 2007
Operating income:
Interest on loans receivable .. ...... ... . .. .. . ¥ 342,908 ¥ 367,619 ¥ 372,389 $ 2,904,769
Fees from credit card business . .......... ... .. ... .. ... ..., 5,770 6,139 6,113 48,877
Fees from installment sales financing ............. ... ... ... 3,492 5,550 9,255 29,580
Fees from credit guarantees ................ ... ... . ... ... 9,746 8,549 6,871 82,558
Other financial income ... .o vttt 166 46 19 1,406
Sales o 722 — 158 6,116
Other operating income .............. ... ... 7,962 8,732 7,927 67,445
Total operating income . ........... ... ... ... ..., 370,769 396,637 402,734 3,140,779
Operating expenses:
Financial expenses ............. ..o 16,928 18,186 21,591 143,396
Costofsales ...t 1,223 — 157 10,360
General and administrative expenses . .............c..c....... 112,406 140,442 138,289 952,189
Bad debtexpenses ........... ..o 5,033 — — 42,634
Provision forbad debts . ........ .. .. .. ... 120,352 104,853 99,582 1,019,500
Provision for loss on debt guarantees ........... ... .. ... ... 3,670 3,330 2,880 31,088
Provision for loss on interest repayments . ................... 200,147 23,700 — 1,695,442
Total operating expenses . ................c.oiiiiuiiieeneo... 459,762 290,512 262,500 3,894,637
Operating profit (Ioss) .............oviiiiiiiiienieeann. (88,992) 106,124 140,234 (753,850)
Other income (expenses):
Special provision for loss on interest repayments .............. (317,061) — — (2,685,819)
Loss on business restructuring (Note 10) .................... (17,997) — — (152,452)
Other interest and dividend income .. ..................... 1,706 1,214 1,078 14,451
Net loss on sale or disposal of property and equipment ......... (416) (1,106) (1,097) (3,523)
Net gain (loss) on sale of investments in securities ............. 206 — 2) 1,745
Gain on sale of investments in affiliates ..................... 21 286 — 177
Loss on revaluation of investments in securities (Note 11) ....... (14,784) — (353) (125,235)
Loss on liquidation of investments in trusted real property ...... — — (78) —
Impairment loss (Note 12) ... ..o (8) (4) (1,094) (67)
Other, DT .+ v vt e e e e e e e e e 576 725 344 4,879
Total other income (expenses), net .......................... (347,756) 1,114 (1,202) (2,945,836)
Income (loss) before income taxes ................ ... ..., (436,749) 107,239 139,031 (3,699,695)
Income taxes (Note 5):
CULTEIT + v v v et e e e e e e e e e e e 16,353 44,770 47,540 138,526
Deferred . ...t (13,638) (1,682) 8,490 (115,527)
Total INCOME tAXES .« o o v v et et e et e et e e e 2,714 43,087 56,030 22,990
Netincome (10ss) .. ... .ot ¥ (439,463) ¥ 064,152 ¥ 83,001 $ (3,722,685)
Yen U.S. Dollars (Note 3)
Amounts per share:
Net income (loss)
Basic ... ¥(2,795.68) ¥ 407.52 ¥ 525.53 $ (23.68)
Diluted ... . — 407.33 525.25 —
Cashdividends ....... ... i 100.00 140.00 100.00 0.84

See accompanying notes to non-consolidated financial statements.
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Non-Consolidated Statements of Changes in Net Assets

ACOM CO., LTD.

Thousands Millions of Yen
Capital surplus Earned surplus
NSE::E:f)?f cg;éi_[h; 3 Capital legal Net gain on sale Total Earned legal Retained
common stock common stock reserve of treasury stock reserve earnings
Balance at March 31,2004 . ...... 145,628 ¥ 17,282 ¥ 25,772 ¥ — ¥ 25,772 ¥ 4,320 ¥ 652,006
Netincome ................ — — — — — — 83,001
Cashdividends . ............. — — — — — — (12,865)
Bonuses to directors . ......... — — — — — — (35)
Issuance of new shares
of common stock ......... 14,000 46,550 46,550 — 46,550 — —
Acquisition of treasury stock ... — — — — — — —
Sale of treasury stock ......... — — — 4,135 4,135 — —
Other change during the year . .. — — — — — — —
Balance at March 31,2005 . ...... 159,628 63,832 72,322 4,135 76,458 4,320 722,106
Netincome ................ — — — — — — 64,152
Cashdividends . ............. — — — — — — (19,706)
Bonuses to directors .. ........ — — — — — — (36)
Acquisition of treasury stock ... — — — — — — —
Exercise of stock option ....... — — — (438) (438) — —
Other change during the year . . . — — — — — — —
Balance at March 31,2006 . ...... 159,628 63,832 72,322 3,697 76,020 4,320 766,515
Netloss .....oovviine. .. — — — — — — (439,463)
Cashdividends . ............. — — — — — — (22,006)
Bonuses to directors .. ........ — — — — — — (34)
Acquisition of treasury stock . .. — — — — — — —
Exercise of stock option .. ..... — — — 9) 9) — —
Other change during the year . . . — — — — — — —
Balance at March 31,2007 ....... 159,628 ¥ 63,832 ¥ 72,322 ¥ 3,688 ¥ 76,010 ¥ 4,320 ¥ 305,010
Thousands of U.S. Dollars (Note 3)
Capital surplus Earned surplus
Paid-in . . .
_apaly  Codlal Neginens oy Bl Ko
Balance at March 31,2006 ................... $ 540,720 $ 612,638 $ 31,317 $ 643,964 $36,594 $ 6,493,138
Netloss . vvvv e — — — — — (3,722,685)
Cashdividends .......................... — — — — — (186,412)
Bonuses to directors . . ... ... .o — — — — — (288)
Acquisition of treasury stock ................ — — — — — —
Exercise of stock option .. .. ......... .. L. — — (76) (76) — —
Other change during theyear ............... — — — — — —
Balance at March 31,2007 ................... $ 540,720 $ 612,638 $ 31,240 $ 643,879 $36,594 $ 2,583,735

See accompanying notes to non-consolidated financial statements.
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Non-Consolidated Statements of Changes in Net Assets

(continued)
ACOM CO., LTD.
Millions of Yen
Total Net unrealized
L
Balance at March 31,2004 ............... ¥ 656,326 ¥ (11,099) ¥ 688,282 ¥ 5,799 ¥ 694,082
Netincome .........oviiiiiunnnenn. 83,001 — 83,001 — 83,001
Cashdividends . ..................... (12,865) — (12,865) — (12,865)
Bonuses to directors . ................. (35) — (35) — (35)
Issuance of new shares
of common stock . ................ — — 93,100 — 93,100
Acquisition of treasury stock — (6,999) (6,999) — (6,999)
Sale of treasury stock . .......... ... ... — 7,297 11,433 — 11,433
Other change during the year — — — 584 584
Balance at March 31,2005 ............... 726,426 (10,801) 855,916 6,384 862,301
Netincome ...........ccouiiinniun.. 64,152 — 64,152 — 64,152
Cashdividends ...................... (19,7006) — (19,706) — (19,7006)
Bonuses to directors .. ......... . ... ... (36) — (36) — (36)
Acquisition of treasury stock — (9,196) (9,196) — (9,196)
Exercise of stock option ............... — 1,459 1,020 — 1,020
Other change during the year — — — 24,873 24,873
Balance at March 31,2006 ............... 770,836 (18,538) 892,150 31,258 923,408
Netloss © oo (439,463) — (439,463) — (439,463)
Cashdividends ...................... (22,006) — (22,006) — (22,000)
Bonuses to directors . ................. (34) — (34) — (34)
Acquisition of treasury stock — (0) (0) — (0)
Exercise of stock option ............... — 30 21 — 21
Other change during the year — — — (18,127) (18,127)
Balance at March 31,2007 ............... ¥ 309,331 ¥ (18,508) ¥ 430,666 ¥ 13,131 ¥ 443,797
Thousands of U.S. Dollars (Note 3)
Total Net unrealized
P TRE el e TR
Balance at March 31,2006 ............... $ 6,529,741 $ (157,035) $ 7,557,390 $ 264,786 $ 7,822,177
Netloss ..o (3,722,685) — (3,722,685) — (3,722,685)
Cashdividends . ..................... (186,412) — (186,412) — (186,412)
Bonuses to directors .. ................ (288) — (288) — (288)
Acquisition of treasury stock — (0) (0) — (0)
Exercise of stock option ............... — 254 177 — 177
Other change during the year — — — (153,553) (153,553)
Balance at March 31,2007 ............... $ 2,620,338 $(156,781)  $ 3,648,166 $ 111,232 $ 3,759,398




Non-Consolidated Statements of Cash Flows

ACOM CO., LTD.

Millions of Yen Uss. Dol Rioe 3
Years ended March 31 2007 2006 2005 2007
Operating activities:
Income (loss) before income taxes .. ........ovuueiiiiiiteiieiieann.. ¥ (436,749) ¥ 107,239 ¥ 139,031 $ (3,699,695)
Adjustments:
Depreciation and amortization ............. ... .. o i 3,689 4,280 4,869 31,249
Impairment loss . ...... ... .o i 8 4 1,094 67
Increase (decrease) in allowance for bad debts ........................... (1,699) 524 (6,978) (14,392)
Increase in allowance for loss on debt guarantees .................. ... ... 340 450 1,015 2,880
Increase in allowance for loss on interest repayments ..................... 466,300 23,700 — 3,950,021
Increase (decrease) in allowance for directors’ and
corporate auditors’ retirement benefits ....... ... o o oL 27 22 (153) 228
Non-operating interest and dividend income ............ ... ... ... .. ... (1,706) (1,214) (1,078) (14,451)
Net loss on sale or disposal of property and equipment ................... 416 1,106 1,097 3,523
Stock issuance eXpenses ... ... — — 474 —
Bond issuance eXpenses ... ... ... e 282 383 142 2,388
Net loss (gain) on sale of investments in securities ....................... (206) — 2 (1,745)
Gain on sale of investments in affiliates .................... ... .. ..... 21) (286) — (177)
Loss on revaluation of investments in SECUMITIES ... vvvvvvee e eeenennn 14,784 — 353 125,235
Loss on liquidation of investments in trusted real property ................. — — 78 —_
Changes in operating assets and liabilities:
Decrease in loans receivable .......... . ... .. .. ... 101,877 5,496 11,025 862,998
Decrease in accounts receivable .. ... ... . 16,898 25,545 41,039 143,142
Decrease in merchandise .. .......... i 1,758 — 157 14,891
Decrease in prepaid eXpenses . ... ......ouuitiii i 720 1,160 1,322 6,099
Decrease (increase) in accrued inCOMe .. .......ovuiereennnnnnn.. 515 216 (11) 4,362
Increase in other CUITENT aSSEts ... .. ..vvttteun e (4,241) (1,184) (2,084) (35,925)
(Increase) decrease in prepaid pension eXpenses. ... ................... (631) (84) 344 (5,345)
(Decrease) increase in accounts payable . ......... ... ... ... ... 0L (55) (10) 162 (465)
(Decrease) increase in accrued eXpenses . . ............ouiiiiiii.. (483) (2,101) 980 (4,091)
Decrease in deferred income on installmentsales ..................... (1,622) (3,606) (8,154) (13,739)
Bonuses paid to directors . ... ... ..o (34) (36) (35) (288)
Other, NEt . oottt 7,264 97) (204) 61,533
Subtotal .. ... 167,431 161,508 184,491 1,418,305
Non-operating interest and dividends received .......................... 1,662 1,191 1,051 14,078
Income taxes paid . ....... ... .. i (46,730) (46,839) (47,341) (395,849)
Net cash provided by operating activities ................ ..., 122,363 115,859 138,201 1,036,535
Investing activities
Proceeds from sale of property and equipment .......... ... ... .. . oL 162 703 21 1,372
Purchases of property and equipment .......... ... .. oo oL (2,538) (5,177) (4,789) (21,499)
Proceeds from maturity or sale of investments in securities .................... 544 201 934 4,608
Increase in iNVESEMENES iN SECUTILIES . v v v v v vt e et e et e e e eie e ss (257) (46,074) 0) (2,177)
Proceeds from settlement, repayment or sale of
investments in and advances to subsidiaries and affiliates .................. 14,079 15,543 26,550 119,263
Additions to investments in and advances to subsidiaries and affiliates ........... (13,450) (12,077) (30,914) (113,934)
(Increase) decrease in other INVESTMENTS . .+ v oo vvv v e e e eeeieee e e e 798 (36) 107 6,759
Net cash used in investing activities ............. ... .. ..o, (661) (46,916) (8,090) (5,599)
Financing activities
Proceeds from long-termdebt ......... .. .. oo oo 196,391 212,482 84,525 1,663,625
Payments of principal of long-term debt .......... ... ... .. oo (252,296) (334,881) (327,033) (2,137,196)
Increase in short-term loans ........ ... . . .. 9,000 28,500 11,000 76,238
Proceeds from issuance of new shares of common stock ...................... — — 92,625 —
Net (acquisition) sale of treasury stock ........ ... .. .. .. .. oL 20 (8,186) 4,416 169
Cash dividends paid .......... .. .. (22,012) (19,694) (12,864) (186,463)
Net cash used in financing activities ............... ... .. ... ... ... (68,895) (121,779) (147,331) (583,608)
Effect of exchange rate changes on cash and cash equivalents .................. 17 36 (11) 144
Increase (Decrease) in cash and cash equivalents ............................ 52,823 (52,800) (17,231) 447,462
Cash and cash equivalents at beginning of theyear .......................... 78,978 131,779 149,011 669,021
Cash and cash equivalents atend of theyear .............................. ¥ 131,802 ¥ 78,978 ¥ 131,779 $ 1,116,493

See accompanying notes to non-consolidated financial statements.
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Notes to Non-Consolidated Financial Statements
ACOM CO., LTD.

1. Basis of Presenting the Non-Consolidated Financial Statements

The accompanying non-consolidated financial statements of ACOM
CO., LTD. (the “Company”) relate to the Company only, with
investments in subsidiaries and affiliates being stated at cost or reval-
ued amount if any impairment loss is recorded, and have been pre-
pared in accordance with accounting principles generally accepted in
Japan (“Japanese GAAP”) and the “Form of Standard Financial
Statements in the Consumer Finance Business” (issued by the

Federation of Moneylenders Associations of Japan on April 25, 1993).

The accounting records of the Company are maintained in accor-
dance with the provisions set forth in the Corporate Law of Japan
(Law No. 86, 2005) and in conformity with Japanese GAAP.

The accompanying non-consolidated financial statements of the
Company are prepared on the basis of Japanese GAAP, which are
different in certain respects as to application and disclosure require-
ments of International Financial Reporting Standards, and are com-

piled from the non-consolidated financial statements prepared by the

Company as required by the Securities and Exchange Law of Japan.

Certain items presented in the original non-consolidated financial
statements filed with the Prime Minister of Japan have been reclas-

sified for the convenience of readers outside Japan.

Although non-consolidated statements of cash flows are not
required in Japan, such statements have been prepared for the pur-
pose of inclusion in these non-consolidated financial statements,
after reclassifications made in conformity with the relevant regula-
tions concerning the preparation and presentation of consolidated

statements of cash flows.

As permitted under the Securities and Exchange Law of Japan,
amounts of less than one million yen have been omitted. As a
result, the totals shown in the accompanying non-consolidated
financial statements (both in yen and in U.S. dollars) do not neces-

sarily agree with the sums of the individual amounts.

2. Summary of Significant Accounting Policies

(a) Cash equivalents

The Company considers all highly liquid investments, including
time deposits with banks, bond investment funds and marketable
securities purchased under resale agreements, with a maturity of

three months or less when purchased, to be cash equivalents.

(b) Foreign currency transactions

All monetary assets and liabilities, regardless of short-term or
long-term, denominated in foreign currencies are translated into
yen at the exchange rates prevailing as of the fiscal year end, and
the resulting gains or losses are included in income to the extent

that they are not hedged by foreign exchange derivatives.
(c) Marketable securities and investments in securities

Marketable securities and investments in securities are classified

by their holding objectives into trading, held-to-maturity or

98

other securities. Trading securities are valued at market value,
with resulting gains or losses included in income. Held-to-matu-
rity securities are stated at amortized cost. Other securities are
valued at market value with the resulting gains or losses, net of
applicable taxes, reported in the net asset section of the accompa-
nying non-consolidated balance sheets, except that any impair-
ment loss is recorded and charged to income. Other securities
for which market value is not available are stated at moving-aver-

age cost.

Investments in investment partnerships and other similar partner-
ships are valued at the net amount of the percentage of interests
held based on the latest financial statements on the reporting

dates stipulated by the respective partnership contracts.



(d) Merchandise
Merchandise consists of paintings and is stated at individually

specified cost.

(e) Allowance for bad debts

To cover possible losses on collection of loans and other receiv-
ables, the Company provided for an allowance (i) with respect to
ordinary debts, based on the historical rate of write-off, and (ii)
with respect to other specific debts whose recovery is doubtful,
based on estimated write-off amounts, after considering the likeli-

hood of recovery on an individual basis.

Loan balances are written off in cases where (i) the Company has
confirmed the death or bankruptcy of the debtor or has voluntari-
ly waived repayment of the loan, and (ii) the amounts due have
not been collected for a certain period (even after follow-up
requests for payment) because of the inability on the part of the

debtor or the guarantor to pay.

(f) Property and equipment

Property and equipment are recorded at cost. Depreciation of
property and equipment is computed by the declining-balance
method at rates based on the estimated useful lives of the respec-

tive assets.

(g) Impairment of fixed assets

In August 2002, the Business Accounting Council issued a Statement
of Opinion, “Accounting for Impairment of Fixed Assets,” and in
October 2003, the Accounting Standards Board of Japan (the
“ASB]”) issued Guidance No.6, “Guidance for Accounting Standard
for Impairment of Fixed Assets.” These new pronouncements are
effective for fiscal years beginning on or after April 1, 2005 with early
adoption permitted for fiscal years ending on or after March 31,
2004. The Company adopted the new accounting standard for
impairment of fixed assets as of April 1, 2004.

(h) Stock and bond issuance expenses

Stock and bond issuance expenses are charged to income when
incurred. Stock issuance expenses are recorded in “Other, net”
in the other income (expenses) section of the accompanying
non-consolidated statements of operations, and bond issuance

expenses are included in “Financial expenses” in the operating

expenses section of the accompanying non-consolidated state-

ments of operations.

(1) Allowance for loss on debt guarantees

The Company has entered into affiliations with Japanese regional
banks and a subsidiary to provide credit guarantees for personal
loans held by those banks and the subsidiary. To cover possible
losses on debt guarantees, the Company provided for an
allowance based on the historical rates of fulfillment of guarantee

obligation and subsequent write-off of the guaranteed loans.

(j) Allowance for loss on interest repayments

Under the Law concerning Regulation etc. of Money Lending
Business of Japan, moneylenders in Japan are permitted to receive
interest at the contract interest rates as valid, if certain conditions
are met, beyond the maximum interest rates stipulated in the
Interest Rate Restriction Law of Japan (“constructive repayment”
rules). However, the Supreme Court decisions at January 13,
2006 and January 19, 2006 concerning the application of the
“constructive repayment” rules substantially increased the risk of

repayments of the excessive interest as invalid.

To cope with this situation, the Japanese Institute of Certified
Public Accountants (the “JICPA”) issued Industry Audit Practice
Committee Report No.37, “Audit Procedures of Consumer
Finance Companies’ Provisions for Possible Losses on Interest
Repayment Claims” on October 13, 2006. The Report provides
that the allowance for interest repayments should be recorded as a
liability at an amount, in a lump sum, reasonably estimated by
considering the past actual results of interest repayments, and
enough to cover possible losses on repayment of the excessive
interest as well as abandonment of the principal of loans receiv-
able in the future. The amount of allowance should be estimated,
for each of classification of loans receivable, by considering three
factors: the number of customer accounts, the actual repayment
rate over the reasonably estimated period and the average amount
of repayment per account. The Report also requires the applica-
tion of the one year rule for the current/non-current presentation

of the allowance on the balance sheet.

Based on the above described treatment specified by the JICPA,

the Company changed the estimates used in the determination of
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the amount of allowance for loss on interest repayments effective
for the fiscal year beginning April 1, 2006, and consequently
recorded the allowance in the aggregate of ¥490,000 million
($4,150,783 thousand) in the long-term liabilities section of the
accompanying non-consolidated balance sheet as of March 31,
2007, and, in addition to an ordinary provision for loss on inter-
est repayments deemed as incurred in the current year, a one-time
loss of ¥317,061 million ($2,685,819 thousand), net of a transfer
of ¥33,238 million ($281,558 thousand) from the allowance for
bad debts account, deemed as incurred in prior years, and report-
ed it as “Special provision for loss on interest repayments” in the
other income (expenses) section of the accompanying non-consol-
idated statement of operations for the year ended March 31,
2007. As a result, operating loss and loss before income taxes for
the year ended March 31, 2007 increased by ¥50,425 million
($427,149 thousand) and ¥367,486 million ($3,112,969 thou-

sand), respectively.

(k) Employees’ retirement benefits

The allowance for employees’ retirement benefits is recognized at
the net total of the present value of the defined benefit obligation
at the balance sheet date, plus any actuarial gains (less any actuari-
al losses) not yet recognized, minus any past service cost not yet
recognized, minus the fair value at the balance sheet date of plan
assets (if any) out of which the obligations are to be settled direct-
ly. If the amount determined above is negative (an asset), such

asset is recorded as prepaid pension expenses.

Net retirement benefit expense or income is recognized at the net
total of current service cost and interest cost, minus the expected
return on any plan assets, minus any actuarial gains (less any actu-
arial losses) and past service cost recognized during the year, plus
any retirement benefits paid as a lump sum and payments to a

defined contribution pension plan.

To determine the present value of a defined benefit obligation
and the related current service cost and, where applicable, past

service cost, the project unit credit method is used.
Actuarial gains or losses and past service cost are recognized for

each defined benefit plan over a period not exceeding the expect-

ed average remaining working lives of the employees participating

I00

in that plan. The Company has recognized actuarial gains or loss-
es evenly over the five years following the respective fiscal years
when such gains or losses are identified. In addition, the
Company has recognized past service cost evenly over five years

from the time of its origination.

() Allowance for directors’ and corporate auditors’ retirement
benefits

The allowance for directors’ and corporate auditors’ retirement

benefits is provided at the amount which would have been

required to be paid if all directors and corporate auditors had vol-

untarily terminated their services as of the balance sheet date.

This amount has been determined in accordance with the

Company’s internal rules.

(m) Leases

Non-cancellable lease transactions are accounted for as operating
leases regardless of whether such leases are classified as operating
or finance leases, except that lease agreements stipulating the
transfer of ownership of the leased assets to the lessee are account-

ed for as finance leases.

(n) Recognition of interest income and expense

Interest income and expense are recognized on an accrual basis.
However, the Company computes accrued interest income on
loans receivable at the interest rate stipulated in the Interest Rate
Restriction Law of Japan or the contracted interest rate, whichev-

er is lower.

(0) Recognition of fees from installment sales financing

Fees from customers and participating stores have principally
been prorated by the respective number of installments, and the
prorated amounts have been recognized as income when they

became due (the “sum-of-the-months digits method”).

(p) Recognition of fees from credit guarantees
Fees from credit guarantees have been recognized on an accrual

basis using the credit-balance method.

(9) Income taxes
The provision for income taxes is computed based on the pretax

income (loss) included in the non-consolidated statements of



operations. In accordance with Japanese tax-effect accounting
standards, the asset and liability approach is used to recognize
deferred tax assets and liabilities for the expected future tax con-
sequences of temporary differences between the reported
amounts and the tax bases of assets and liabilities. Deferred taxes
are measured by applying currently enacted tax laws to the tem-

porary differences.

(r) Derivative and hedging transactions

The Company has used interest rate swap agreements and interest
rate options (interest rate caps in long positions only) solely in
order to hedge against risks of fluctuations in interest rates relat-
ing to its short-term and long-term loans in compliance with the

Company’s internal rules.

Derivative transactions are valued at market value, except for hedg-
ing transactions whose gains or losses are deferred and recorded in
the balance sheet until the hedged transactions are settled. These
transactions are designated as cash flow hedges. The interest swaps
qualifying for hedge accounting and meeting specific matching cri-
teria are not valued at market value but the differential paid or
received under the swap agreements are recognized and included
in income. Similarly, if interest rate caps are specifically tied to the
hedged loan transactions, fees paid for those caps are stated at

amortized costs regardless of their market value.

(s) Net income (loss) per share

Basic net income (loss) per share is computed by dividing net
income (loss), the portion attributable to shareholders of common
stock only, by the weighted-average number of shares of common

stock outstanding during the fiscal year.

Diluted net income per share is based upon the weighted-average
number of shares of common stock outstanding during the fiscal
year, after consideration of dilutive effect of potential shares of
common stock for the Company’s stock option plans. Diluted
net income per share for the year ended March 31, 2007 is not

disclosed because of the Company’s net loss position.

(t) Bonuses to directors
On November 29, 2005, the ASB]J issued Statement No. 4

“Accounting Standard for Directors’ Bonuses,” which requires

that directors’ bonuses should be accounted for as an expense of
the accounting period in which such bonuses are accrued, and
prohibited the conventional treatment to account for such bonus-
es as a deduction from the amount of retained earnings. This
new standard was applied for the fiscal period ending on or after
May 1, 2006 and the Company adopted it effective for the fiscal
year beginning April 1, 2006. As a result, operating loss, loss
before income taxes for the year ended March 31, 2007 increased
by ¥22 million ($186 thousand).

(u) Stock options

On December 27, 2005, the ASB] issued Statement No. 8
“Accounting Standard for Share-based Payment”. Under this
standard, when stock options are granted to employees of a com-
pany and in exchange the company acquires their services, those
services acquired and consumed should be expensed, and the cor-
responding amount should be recorded as “the subscription rights
to shares” in the net assets section of the balance sheet, until they
are exercised or expire. The amount to be expensed in each
accounting period should be the accrued portion of the fair value
of the granted stock options calculated using a method based on
the service period. The exercised portion of the subscription
rights to shares should be transferred to paid-in capital or capital
surplus of sharcholders’ equity, and the expired portion to

retained earnings through profit.

This new standard was applied to stock options granted to
employees on and after May 1, 2006. As all of the stock options
were granted by the Companies before that date, there was no
effect on the accompanying non-consolidated financial statements

for the year ended March 31, 2007.

(v) Business Combination and Business Separation

In October 2003, the Business Accounting Council (“BAC”)
issued a Statement of Opinion, “Accounting for Business
Combinations,” and on December 27, 2005 the ASB]J issued
“Accounting Standard for Business Divestitures” and ASB]
Guidance No.10, “Guidance for Accounting Standard for
Business Combinations and Business Divestitures.” These new
accounting pronouncements are effective for fiscal years begin-

ning on or after April 1, 2006.
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The accounting standard for business combinations allows com-
panies to apply the pooling of interests method of accounting
only when certain specific criteria are met such that the business

combination is essentially regarded as a uniting-of-interests.

These specific criteria are as follows:

(a) the consideration for the business combination consists solely
of common shares with voting rights,

(b) the ratio of voting rights of each predecessor shareholder
group after the business combination is nearly equal, and

(c) there are no other factors that would indicate any control

exerted by any shareholder group other than voting rights.

For business combinations that do not meet the uniting-of-inter-
ests criteria, the business combination is considered to be an
acquisition and the purchase method of accounting is required.
This standard also prescribes the accounting for combinations of

entities under common control and for joint ventures. Goodwill,

including negative goodwill, is to be systematically amortized over

20 years or less, but is also subject to an impairment test.

Under the accounting standard for business separations, in a busi-
ness separation where the interests of the investor no longer con-
tinue and the investment is settled, the difference between the fair
value of the consideration received for the transferred business
and the book value of net assets transferred to the separated busi-
ness is recognized as a gain or loss on business separation in the
statement of operations. In a business separation where the inter-
ests of the investor continue and the investment is not settled, no

such gain or loss on business separation is recognized.

(w) Reclassifications
In addition to the reclassifications described above, certain other
reclassifications have been made to the prior years’ non-consolidated

ﬁnancial statements to conform to thC current year’s presentation.

3. U.S. Dollar Amounts

The translation of yen amounts into U.S. dollar amounts has
been made, solely for convenience, as a matter of arithmetical
computation only, at the rate of ¥118.05 = US$1.00, the

exchange rate prevailing on March 30, 2007. The translation

I02

should not be construed as a representation that yen amounts
have been, could have been, or could in the future be, converted

into U.S. dollars at the above or any other rate.



4. Short-Term Loans, Long-Term Debt and Pledged Assets

Long-term debt was summarized as follows:

Millions of Yen Thausands of

March 31 2007 2006 2007
Unsecured loans mainly from banks and other financial institutions

at interest rates ranging from 0.10% to 2.325% due through June 2012 .......... ¥ 371,204 ¥ 301,317 $ 3,144,464
Loans with collateral mainly from banks and other financial institutions

at interest rates ranging from 0.2% to 2.4% due through January 2012 ........... 189,423 311,971 1,604,599
Securitized loans from a financial institution at 1.745% due through February 2008 7,960 15,920 67,429
Unsecured bonds at interest rates ranging

from 0.81% to 2.72% due through February 2015 .......................... 260,000 265,000 2,202,456
Less: CUITENT POITION & o ottt ettt et et e e e et e e e e (194,382) (262,221) (1,646,607)

¥ 634,205 ¥ 631,987 $ 5,372,342

Assets pledged as collateral for substantially short-term and long-term loans from banks and other financial institutions were as follows:

Millions of Yen hl{}]gl‘lsszﬁzrof
March 31 2007 2006 2007
Loans receivable . ...t ¥211,371 ¥ 340,716 $ 1,790,520

The above table included loans receivable related to securitized
loans of ¥21,934 million ($185,802 thousand) and ¥27,623 mil-
lion as of March 31, 2007 and 2006, respectively.

At March 31, 2007 and 2006, the Company had a commitment,

at the lenders’ request, to furnish at any time collateral pledged

on ¥21,257 million ($180,067 thousand) and ¥46,582 million
of the loans receivable of ¥211,371 million ($1,790,520 thou-
sand) and ¥340,716 million shown in the above table, respective-
ly. The pledged collateral which the lenders could require cov-

ered the following:

Millions of Yen ’%lgflsé?)ﬁ;gf
March 31 2007 2006 2007
Short-term 10ans . . ...ttt ¥ — ¥ 1,000 $ —
Current portion of long-term debt ....... ... ... ... i 14,597 24,217 123,650
Long-termdebt .. ... 6,657 21,254 56,391

For the purpose of efficient procurement of working capital, the
Company has entered into overdraft contracts with one financial
institution and commitment line contracts with three financial

institutions, which provided the Company with the overdraft and

commitment facilities in the aggregate amount of ¥228,140 mil-
lion ($1,932,570 thousand) as of March 31, 2007. The unused
facilities maintained by the Company as of March 31, 2007
amounted to ¥205,180 million ($1,738,077 thousand).
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5. Income Taxes

The Company is subject to a number of taxes based on income. ~ The tax effects of the temporary differences which give rise to a
Corporation, inhabitants’ and enterprise taxes are charged to the significant portion of the deferred tax assets and liabilities as of
income tax account. The aggregate statutory tax rate applicable March 31, 2007 and 2006 were presented below:

to the Company was approximately 40.7% for the years ended

March 31, 2007, 2006 and 2005.

Millions of Yen ’I&g?ssgﬁirosf
March 31 2007 2006 2007
Deferred tax assets:
Bad debt write-offs . ... .. ¥ 15,180 ¥ 11,800 $ 128,589
Allowance for bad debts . ..... ... .. 6,965 11,047 59,000
Allowance for loss on debt guarantees ............ ... .. ... oo 1,493 1,354 12,647
Allowance for loss on interest repayments . .................. ... 199,381 9,643 1,688,953
Accrued bonuses . ... 980 1,346 8,301
Allowance for directors’ and corporate auditors’ retirement benefits .............. 310 299 2,626
Accrued INtErest iNCOME . ...ttt ittt e 1,869 571 15,832
Accrued enterprise taX ... ... 0 1,898 0
Depreciation and amortization ... .........uuttttt e 6,707 6,625 56,814
Impairment loss .. ........ .. 85 92 720
COoNSUMPTION TAX .+ oottt ettt et ettt e e 280 280 2,371
Revaluation of marketable securities ......... ... .. ... i i 6,247 232 52,918
Loss on investments in golf club memberships .......... ... ... ... .. 0L 141 150 1,194
INVENTOMIES . ..ottt 218 — 1,846
Other ... 401 271 3,396
Subtotal .. 240,263 45,614 2,035,264
Less: valuationallowance ........... ... ... i (180,797) (392) (1,531,529)
Total gross deferred tax assets . ........ ... ... . i 59,466 45,221 503,735
Deferred tax liabilities:
Prepaid pension expenses ............ ..o 919) (662) (7,784)
Net unrealized gains on other securities ............... . ... o i i (9,008) (21,444) (76,306)
Other ..t (348) — (2,947)
Total gross deferred tax liabilities .............oiiiiiiiiii i (10,276) (22,107) (87,047)
Net deferred tax @Ssts « . ... v v vttt ettt et et e ¥ 49,189 ¥ 23,114 $ 416,679

Reconciliation between the normal statutory tax rate and the actual effective tax rate reflected in the accompanying consolidated statement
of operations for the years ended March 31, 2007 is as follows:

Year ended March 31 2007

INOrmal STATULOIY TAX FALE .« . o o v e ettt ettt et e e e e et ettt et e e e e e e e et e e e e e e e e 40.7%
Expenses not deductible for income tax purpoSes . . .. ...ttt it (0.0)
Valuation allowance . ... ... ..t (41.3)
Other — MOt .« ot ettt (0.0)

Actual effeCtiVe taX FATE . . o\ vttt ettt et e e e e e e (0.6)%

Reconciliations between the statutory tax rates and the effective tax rates as a percentage of income (loss) before income taxes for the years

ended March 31, 2006 and 2005 were omitted, as the statutory tax rates did not significantly differ from the effective tax rate.
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6. Shareholders’ Equity

Through May 1, 2006, Japanese companies are subject to the
Commercial Code of Japan (the “Code”). The Code requires that all
shares of common stock be recorded with no par value, at least 50% of
the issue price of new shares is required to be recorded as common stock
and the remaining net proceeds as additional paid-in capital, which is
included in capital surplus. The Code permits Japanese companies, upon
the approval of the Board of Directors, to issue shares to existing share-
holders without consideration as a stock split. Such issuance of shares

generally does not give rise to changes within the shareholders’ accounts.

The Code also provides that an amount at least equal to 10% of the
aggregate amount of cash dividends and certain other appropriations of
retained earnings associated with cash outlays applicable to each period
shall be appropriated as a legal reserve (a component of retained earn-
ings) until such reserve and additional paid-in capital equals 25% of
common stock. The amount of total additional paid-in capital and
legal reserve that exceeds 25% of the common stock may be available
for dividends by resolution of the sharcholders. In addition, the Code
permits the transfer of a portion of additional paid-in capital and legal

reserve to common stock by resolution of the Board of Directors.

The Code allows Japanese companies to repurchase treasury stock and
dispose of such treasury stock by resolution of the Board of Directors.
The repurchased amount of treasury stock cannot exceed the amount
available for future dividends plus the amount of common stock, addi-
tional paid-in capital or legal reserve to be reduced in cases where such

a reduction was decided upon at the shareholders meeting.

In addition to the provision that requires an appropriation for a legal
reserve in connection with cash payments, the Code imposes certain
limitations on the amount of retained earnings available for dividends.
Dividends are approved by the shareholders at a meeting held subse-
quent to the fiscal year to which the dividends are applicable. Semi-
annual interim dividends may also be paid upon resolution of the

Board of Directors, subject to certain limitations imposed by the Code.

On May 1, 2006, the Commercial Code of Japan was superseded by
the Corporate Law of Japan (the “Corporate Law”) which would, for
the most part, be applicable to events or transactions occurring on or
after May 1, 2006 and for fiscal years ending on or after May 1, 2006.
The significant changes in the Corporate Law that affect financial and

accounting matters are summarized below:

a. Dividends
Under the Corporate Law, companies can pay dividends at any time
during the fiscal year in addition to the year-end dividend upon resolu-

tion at the shareholders” meeting. For companies that meet certain cri-
teria such as; (1) having a Board of Directors, (2) having independent
auditors, (3) having a Board of Corporate Auditors, and (4) prescribing
the term of service of the directors as one year rather than normal term
of two years in its articles of incorporation, the Board of Directors may
declare dividends (except for dividends in kind) if the company has so

prescribed in its articles of incorporation.

The Corporate Law permits companies to distribute dividends-in-kind
(non-cash assets) to sharcholders subject to certain limitations and addi-

tional requirements.

Semi-annual interim dividends may also be paid once a year upon resolution
by the Board of Directors if the articles of incorporation of the company so
stipulate. Under the Code, certain limitations were imposed on the amount
of capital surplus and retained earnings available for dividends. The
Corporate Law also provides certain limitations on the amounts available for
dividends or the purchase of treasury stock. The limitation is defined as the
amount available for distribution to the shareholders, but the amount of net

assets after dividends must be maintained at no less than ¥3 million.

b. Increases / decreases and transfer of common stock, reserve and
surplus
The Corporate Law requires that an amount equal to 10% of dividends
must be appropriated as a legal reserve (a component of retained earn-
ings) or as additional paid-in capital (a component of capital surplus)
depending on the equity account charged upon the payment of such
dividends until the total of the aggregate amount of legal reserve and
additional paid-in capital equals 25% of the common stock. Under the
Code, the aggregate amount of additional paid-in capital and legal
reserve that exceeds 25% of the common stock may be made available

for dividends by resolution of the shareholders.

Under the Corporate Law, the total amount of additional paid-in capi-
tal and legal reserve may be reversed without limitation of such thresh-
old. The Corporate Law also provides that common stock, legal
reserve, additional paid-in capital, other capital surplus and retained
earnings can be transferred between the accounts under certain condi-

tions upon resolution of the shareholders.

c. Treasury stock

The Corporate Law also provides for companies to purchase treasury
stock and dispose of such treasury stock by resolution of the Board of
Directors. The amount of treasury stock purchased cannot exceed the
amount available for distribution to the sharcholders which is deter-
mined by a specific formula.
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7. Leases

The following pro forma amounts represent the acquisition costs,
accumulated depreciation and book value of leased equipment as
of March 31, 2007 and 2006 and the related depreciation and
interest expenses for the years ended March 31, 2007, 2006 and

2005, which would have been reflected in the non-consolidated
balance sheets and the related non-consolidated statements of
operations if finance lease accounting had been applied to the

ﬁnance lease transactions accounted fOl‘ as operating leases:

Millions of Yen

Thousands of U.S. Dollars

Acquisition costs ﬁgg’:ggﬂgﬁf Book value Acq&l)i:é;ion ﬁzﬁggﬁs{? Book value
March 31 2007 2006 2007 2006 2007 2006 2007 2007 2007
Equipment ............... ¥ 1,795 ¥ 3,333 ¥ 1,292 ¥2,317 ¥502 ¥ 1,015 $15,205  $10,944 $ 4,252
Millions of Yen %gg%ﬁﬁzgf
Years ended March 31 2007 2006 2005 2007
Depreciation ............iiiiiiiiii ¥ 634 ¥ 1,052 ¥ 1,605 $5,370
0 ) P 14 30 59 118

Lease expenses relating to finance lease transactions accounted for as
operating leases amounted to ¥659 million ($5,582 thousand),
¥1,099 million and ¥1,686 million for the years ended March 31,
2007, 2006 and 2005, respectively.

Future minimum lease payments subsequent to March 31, 2007 for
finance lease transactions accounted for as operating leases were sum-

marized as follows:

. Th ds of

Years ending March 31 Millions of Yen US: Dollars
2008 e ¥ 332 $ 2,812
2009 and thereafter ... .. ... it 179 1,516
¥512 $ 4,337

8. Commitments and Contingent Liabilities

The Company makes loans to customers primarily in the form of
revolving credit-line contracts whereby a maximum credit amount
is assigned to a customer who is then able to borrow repeatedly
within the limit of the facility. At March 31, 2007, the unexercised
portion of such facilities amounted to ¥845,045 million
($7,158,365 thousand), including ¥619,603 million ($5,248,648
thousand) for customers with zero outstanding balances. As a cer-

tain portion of revolving credit-line contracts lapse without ever

being used, the unexercised facilities will not necessarily affect the

future cash flows of the Company.

At March 31, 2007, contingent liabilities on the personal loans
for which the Company provided credit guarantees amounted to
¥175,879 million ($1,489,868 thousand), net of allowance for
loss on debt guarantees in the amount of ¥3,670 million
($31,088 thousand).

In addition, at March 31, 2007, the Company was contingently liable as guarantor of the following subsidiaries:

Name Amount of guaranteed debt
JLAINCORPORATED ..ottt e e e e e e ¥ 675 million ($ 5,717 thousand)
IR Loan Servicing, INC. ... ..ottt ¥ 7,108 million ($ 60,211 thousand)
DC Cash One Led. .. ..ot e ¥ 80,473 million ($ 681,685 thousand)
EASY BUY Public Company Limited . ... ¥ 57,732 million ($ 489,047 thousand)

Refer to Note 4 for pledged assets.
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9. Stock Option Plans

The Company has two stock option plans for the granting of non-
transferable options to certain eligible directors and key employees
of the Company.

On August 1, 2001, options were granted for terms of five years to
purchase the aggregate of 346,800 shares of common stock of the
Company at ¥10,682 per share. The option price was adjusted to
¥10,628 per share due to the issuance of new shares of common
stock to Mitsubishi Tokyo Financial Group, Inc. (currently,
Mitsubishi UFJ Financial Group, Inc.) on April 20, 2004. The
options were exercisable beginning on July 1, 2003. To provide for

exercise of the options, in August 2001, the Company purchased
346,800 shares of common stock in the aggregate amount of ¥3,796
million from the stock market, which were included in “Treasury
stock” of the shareholders’ equity section of the accompanying non-

consolidated balance sheets as of March 31, 2007 and 2006.

On August 1, 2003, options were granted for terms of five years to
purchase the aggregate of 352,400 shares of common stock of the
Company at ¥4,959 per share. The option price was adjusted to
¥4,931 per share due to the same reason above. The options were

exercisable beginning on July 1, 2005.

The changes in numbers of stock options expressed in shares of common stock were summarized as follows:

Shares

Plan 2001 Plan 2003
Balance as of March 31, 2004 . . ..ottt 322,400 345,400
EXercised . ..o (0) —
Expired On TEtIFEMENT .. ..o ottt ettt et e e e e (6,200) (5,400)
Balance as of March 31, 2005 . .. oottt 316,200 340,000
EXerCised . .ot (0) (206,990)
Expired on retirement . ... ...ttt (7,800) (3,000)
Balance as of March 31, 2000 . . ...t 308,400 130,010
BXEICISEd . . ottt et e — (4,300)
Expired on retirement ... .......ooount e (4,600) (1,600)
Balance as of March 31, 2007 . ..ottt e 303,800 124,110

10. Loss on Business Restructuring

A loss of ¥17,997 million ($152,452 thousand) for the year ended March 31, 2007 mainly consisted of the extraordinary payment of

employees’ retirement benefits for voluntary retirement and loss on closures/relocations of operation sites.

11. Loss on Revaluation of Investment in Securities

A loss of ¥14,784 million ($125,235 thousand) for the year ended March 31, 2007 mainly consisted of the impairment losses with

respect to other securities for which market value was available.
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12. Impairment of Fixed Assets

The Company determined each operation center of loan business-
es, installment sale finance businesses and other financial services
as the smallest cash-generating group to which the assets
belonged. Also, each asset to be disposed of was determined as
the smallest cash-generating group of assets. The head office of
the Company and the welfare facilities for employees independent

of cash-generating were considered to be corporate assets.

Impairment loss for assets to be disposed of was recognized
because the carrying amount of these assets exceeded the net sell-

ing value. Impairment loss was measured as the amount by which

the carrying amount of the assets exceeded its recoverable

amount, the net selling value estimated by real estate appraisers.

Impairment loss for the year ended March 31, 2007 amounted to
¥1 million ($8 thousand) for land, ¥6 million ($50 thousand) for
buildings and structures and ¥0 million ($0 thousand) for equip-
ment. Impairment loss for the year ended March 31, 2006
amounted to ¥0 million for land and ¥3 million for buildings and
structures. Impairment loss for the year ended March 31, 2005
amounted to ¥945 million for land, ¥94 million for buildings and

structures and ¥54 million for intangible assets.

13. Subsequent Events

(1) Appropriations of retained earnings
The following appropriations of retained earnings, which have not
been reflected in the accompanying non-consolidated financial

statements for the year ended March 31, 2007, were approved at a
shareholders’ meeting held on June 27, 2007:
Millions of Yen

Cash dividends (¥30.00 = US$0.25) ... ...t

¥4,715

(2) Reduction in lending interest rates

On May 10, 2007, the board of directors of the Company
approved the reduction of effective annual interest rates for unse-
cured consumer loans; the new rates range from 12.000% to
18.000% per annum, while the existing rates range from 13.140%

(3) Corporate split-up for installment finance business

On December 15, 2006, the Company announced it would com-
bine its installment sales finance business and JCK CREDIT CO.,
LTD. (“JCK,” which changed its name to AFRESH CREDIT
CO., LTD. as of April 1, 2007), a wholly-owned subsidiary spe-
cializing in installment sales financing, as of April 1, 2007 in order
to lower business operation costs and to strengthen sales promo-
tion activities for the group businesses, by splitting up its install-
ment sales finance business and then merging it into JCK. The
contract for the split-up and merger was entered into on February
15, 2007 between the Company and JCK. The split-up and

merger was to become effective as of April 1, 2007.
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to 27.375%. The new rates are applicable to new customers who
enter loan contracts on or after June 18, 2007. These rates are also
applicable to existing customers who meet the new credit screening
criteria established by the Company.

This transaction is accounted for under the method similar to the
pooling of interests method, applicable to transactions under com-
mon control, in accordance with “Accounting for Business
Combinations” and “Accounting Standard for Business
Divestitures,” together with the related Guidance, and, as such,
the assets and liabilities of the installment sales finance business of
the Company were transferred to JCK at book value. No stock
was issued in connection with this transaction as permitted under

the Corporate Law of Japan.

“Fees from installment sales finance business” included in the
accompanying non-consolidated statement of operations for the year

ended March 31, 2007 were ¥3,492 million ($29,580 thousand).



Report of Independent Auditors

on the Non-Consolidated Financial Statements

-

—=-’I ERNST& YOUNG SH’NN’HON & Certified Public Accountants m Tel: 0335031100
Hibiya Kokusai Bldg. Fax: 03 3503 1197
2-2-3, Uchisaiwai-cho

Chiyoda-ku, Tokyo, Japan 100-0011
C.P.O.Box 1196, Tokyo, Japan 100-8641

Report of Independent Auditors

The Board of Directors
ACOM CO., LTD.

We have audited the accompanying non-consolidated balance sheets of ACOM CO., LTD.
as of March 31, 2007 and 2006, and the related non-consolidated statements of operations,
changes in net assets, and cash flows for each of the three years in the period ended March
31, 2007, all expressed in yen. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

‘We conducted our audits in accordance with auditing standards generally accepted in Japan.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the non-consolidated financial position of ACOM CO., LTD. at March 31, 2007
and 2006, and the non-consolidated results of its operations and its cash flows for each of
the three years in the period ended March 31, 2007 in conformity with accounting
principles generally accepted in Japan.

The U.S. dollar amounts in the accompanying non-consolidated financial statements with
respect to the year ended March 31, 2007 are presented solely for convenience. Our audit

also included the translation of yen amounts into U.S. dollar amounts and, in our opinion,
such translation has been made on the basis described in Note 3.

June 27, 2007

AMEMBER OF ERNST & YOUNG GLOBAL
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Consolidated Subsidiaries

The ACOM Group

DC Cash One Ltd.
Nihonbashi Plaza Bldg.
3-4, Nihonbashi 2-chome,
Chuo-ku, Tokyo, Japan
Telephone: (03) 5299-6625

Principal Business:
Incorporated:
Paid-in Capital:

Equity Owned by the Company:

FY06 Operating Income:

Unsecured loan business and guarantee business
Aug. 2001

¥14,341 million

54.73%

¥15,399 million

JCK CREDIT CO., LTD.*! =42
ACOM Iidabashi Bldg.
10-10, Tidabashi 2-chome,
Chiyoda-ku, Tokyo, Japan
Telephone: (03)3221-9904

Principal Business:
Incorporated:
Paid-in Capital:

Equity Owned by the Company:

FY06 Operating Income:

Installment sales finance business
Nov. 1971

¥500 million

100.00%

¥1,297 million

IR Loan Servicing, Inc.
Trusty Koujimachi Bldg.
4, Koujimachi 3-chome,
Chiyoda-ku, Tokyo, Japan
Telephone: (03) 5215-6511

Principal Business:
Incorporated:

Paid-in Capital:

Equity Owned by the Company:

FY06 Operating Income:

Loan servicing business
Jun. 2000

¥520 million

80.00%

¥13,939 million

RELATES CO., LTD.
Tokyo Dia Building No.3
28-25, Shinkawa 1-chome,
Chuo-ku, Tokyo, Japan
Telephone: (03) 3523-6641

Principal Business:
Incorporated:
Paid-in Capital:

Equity Owned by the Company:

FY06 Operating Income:

Entrusted call center functions business from banks
Mar. 1998

¥300 million

100.00%

¥1,441 million

AC Ventures Co., Ltd.

ACOM Shinbashi Renga-dori Bldg.

14-4, Shinbashi 2-chome,
Minato-ku, Tokyo, Japan
Telephone: (03) 3597-8222

Principal Business:
Incorporated:
Paid-in Capital:

Equity Owned by the Company:

FY06 Operating Income:

Development, investment, promotion and support of venture companies
Apr. 1996

¥100 million

100.00%

¥517 million

ACOM RENTAL CO., LTD.
ACOM Shinbashi Bldg.
11-1, Shinbashi 3-chome,
Minato-ku, Tokyo, Japan
Telephone: (03) 5401-0044

Principal Business:
Incorporated:
Paid-in Capital:

Equity Owned by the Company:

FY06 Operating Income:

Comprehensive rental business
Oct. 1999

¥320 million

100.00%

¥4,512 million

JLA INCORPORATED*3 44
Osaka Ekimae Dai 4 Bldg.
11-4, Umeda 1-chome,
Kita-ku, Osaka, Japan
Telephone: (06) 6347-1281

Principal Business:
Incorporated:
Paid-in Capital:

Equity Owned by the Company:

FY06 Operating Income:

Advertising agency, interior design and construction of service outlets
May 1972

¥45 million

100.00%

¥15,583 million

ACOM ESTATE CO., LTD.*
ACOM lidabashi Bldg.
10-10, Tidabashi 2-chome,
Chiyoda-ku, Tokyo, Japan
Telephone: (03) 3221-6950

Principal Business:
Incorporated:
Paid-in Capital:

Equity Owned by the Company:

FY06 Operating Income:

Real estate management business
Mar. 1996

¥7,540 million

100.00%

¥1,332 million
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ABS CO., LTD.*
Wizem Bldg,
3-8, Ueno 3-chome,
Taito-ku, Tokyo, Japan
Telephone: (03) 3834-9215

Principal Business:
Incorporated:

Paid-in Capital:

Equity Owned by the Company:
FY06 Operating Income:

Maintenance of buildings and other properties
Oct. 1997

¥30 million

0.0% (100.0%) *

¥1,655 million

A B PARTNER CO., LTD.*
ACOM Fujimi Bldg.
15-11, Fujimi 2-chome,
Chiyoda-ku, Tokyo, Japan
Telephone: (03) 3234-9301

Principal Business:
Incorporated:

Paid-in Capital:

Equity Owned by the Company:
FY06 Operating Income:

Entrusted back-office (clerical work) services and insurance agency business
Nov. 2000

¥300 million

95.00%

¥4,156 million

EASY BUY Public Company Limited
11th, 13th Floor, Ramaland Building
952 Rama IV Road, Suriyawongse,
Bangrak, Bangkok 10500, Thailand.

Principal Business:
Incorporated:

Paid-in Capital:

Equity Owned by the Company:
FY06 Operating Income:

Hire purchase and unsecured loan business in Thailand
Sep. 1996

THB 200 million

49.00% *7

THB 5,255 million **

ACOM FUNDING CO., LTD.*
M&C Corporate Services Limited,
PO Box 309GT, Ugland House,
South Church Street, Grand Cayman,
Cayman Islands, British West Indies

Principal Business:
Incorporated:

Paid-in Capital:

Equity Owned by the Company:
FY06 Operating Income:

Financial services for ACOM (Special Purpose Company)
Jul. 2002

US$1,000

100.00%

¥2 million *

ACOM (U.S.A.) INC.
229 South State Street,
Dover, Kent County
DE, U.S.A.

Principal Business:
Incorporated:

Paid-in Capital:

Equity Owned by the Company:
FY06 Operating Income:

*10

Dec. 1986
US$34 million
100.00%

*8

Equity-Method Affiliate

DC Card Co., Ltd.*"
Shibuya Mitsubishi Bldg.
3-2, Dougenzaka 1-chome,
Shibuya-ku, Tokyo, Japan
Telephone: (03) 3464-6611

Principal Business:

Incorporated:

Paid-in Capital:

Equity Owned by the Company:
FY06 Operating Income:

Credit card, loan, loan guarantee, and contraction for automated fund
transfer, etc.

Dec. 1967

¥7,600 million

20.33%

¥99,864 million

*Notes: 1. JCK CREDIT CO., LTD. abolished its unsecured loan business on January 17, 2007 and merged AJAST Ltd. on February 1, 2007.
2. ACOM CO., LTD. has split up its installment sales finance business, and JCK CREDIT CO., LTD. succeeded to the business as well as changed the name to
AFRESH CREDIT CO., LTD. on April 1, 2007.

L)

April 1, 2007.

. JLAINCORPORATED abolished its advertising agency business on March 31, 2007.
. ACOM ESTATE CO., LTD. merged with JLA INCORPORATED as well as ABS CO., LTD. and changed its corporate name into JLA INCORPORATED on

. Figures in parentheses indicate indirect ownership by ACOM CO., LTD.
. AB PARTNER CO., LTD. started insurance agency business including clerical services on October 2, 2006.
. The Company treated any entity deemed as being substantially controlled by the Company as a consolidated subsidiary, even if it is less-than-majority owned.

. ACOM FUNDING CO., LTD. was liquidized on March 20, 2007.

5
6
7
8. Year ended December 2006.
9
0
1

. ACOM (U.S.A.) INC. suspended its operation, therefore, summaries of its business are omitted.
. Due to the merger with UF] NICOS Co., Ltd. as of April 1, 2007, DC Card Co., Ltd. is no longer equity-method affiliate of ACOM CO., LTD.
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Organization Chart

As of April 1, 2007

General Meeting of Shareholders

Board of Directors

Compliance
Committee

Business Partnership Systems
Development Office

President

Branches

Executive Officers Meeting

Service Center

Call Center

Credit Business
Promotion Division

Counseling Center

Credit Guarantees Center ‘

Customer Support Center ‘

Card Business Service Center

Customer Counseling Center

Investor Relations Office

Development Office

Human Resources ‘

Executive Secretariat

Credit
Supervision Division

Board of Statutory Auditors

Statutory Auditors

Legal Office

T
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Corporate Data

As of March 31, 2007

Company Name: ACOM CO.,, LTD.
Incorporated: October 23, 1978
Established: April 2, 1936
Paid-in Capital: ¥63,832 million
Business Outline: Loan, Credit Card,

Installment Sales Finance, and Loan Guarantee

Number of Employees: 2,956

Head Office: 1-1, Marunouchi 2-chome, Chiyoda-ku,
Tokyo 100-8307, Japan

Independent Auditors: ERNST & YOUNG SHINNIHON

For Further Information, Please Contact;

Investor Relations Office

Meiji Yasuda Seimei Bldg.(8th Floor), 1-1, Marunouchi 2-chome,
Chiyoda-ku, Tokyo 100-8307, Japan
Tel: (03)5533-0631 Fax: (03)3215-3190
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