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In June 1951, Japan Securities Finance Co., Ltd. (JSF) launched
its loaning operations, dealing with funds and stock certificates
needed by securities companies for delivery and settlement of
margin transactions.

This margin loan business can be transacted solely by securities
finance companies licensed in accordance with the Financial
Instruments and Exchange Law.

As Japan’ s largest securities finance company designated by the
Tokyo, Sapporo, Fukuoka, and JASDAQ Stock Exchanges, JSF is
contributing significantly to improving the fairness of stock price
formation and liquidity of stocks in the secondary equity markets.
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Japan Securities Finance Co.,Ltd. and Consolidated Subsidiaries

Thousands of

Millions of yen U.S. dollars
2008 2007 2008
(April 1, 2007 - (April 1, 2006 - (April 1, 2007 -
March 31, 2008) March 31, 2007) March 31, 2008)

O0000XOOIDOmboO00I0IioCoOmnO
Oparating revenues ¥0

50,582 ¥[ 43,524 $0 504,861

Net income (loss) (1,300) 4,156 (12,975)
Net assets (period end) 111,304 122,876 1,110,929
Yen U.S. dollars
2008 2007 2008
0o )
Net income (l0ss) ¥ (13.15) ¥ 04209 $00(0.131)
Net assets 1,125.72 1,244.61 11.24

Note:U.S. doller amounts in this annual report are translated from Japanese Yen, for convenience only, at the rate of ¥100.19=US$1, the approximate
exchange rate at March 31,2008.
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Minoru Masubuchi
President

It is my sincere hope that the Annual Report 2008 for the fiscal year ended March 31, 2008 will be of
use to shareholders, investors and other supporters of Japan Securities Finance Co., Ltd.
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When we look back on the fiscal year, thanks to the
increased export and capital investment, the Japanese
economy has maintained its basic tone of moderate
expansion against the background of steady consumer
spending. On the other hand, the turbulent financial
market in and outside the country and soaring raw
material prices have spread the feeling of deceleration
of the economy.

In the stock market, the Tokyo Stock Price Index
(TOPIX), which started the fiscal year at 1,682 points,
continued to perform strongly, partly because of
the feeling that the Japanese stock market failed to
keep pace with the equity market in major countries
including the USA, and reached the highest 1,792
point during the fiscal year in early July. Thereafter,
however, on fears of slump in financial institutions
which stemmed from the subprime loan in the
United States and anticipated downturn in the US
economy, the market has been stagnant in general
with continuous instable trend. In mid-March, serious

concern about a recurrence of the credit contraction
and a sharp appreciation of the Japanese yen against
dollar to below 100 yen for the first time in 12 years
and 6 months has made the index drop to 1,149
points, the lowest level during the fiscal year in mid-
March, and closed the fiscal year at 1,212 points.

The average daily trading volume on the First
Section of the Tokyo Stock Exchange during the fiscal
year stood at 2,193 million, an increase of 208 million
by comparison with the previous fiscal year. The
average daily trading value increased by 215.8 billion
yen over the previous year, to reach 2,879 billion yen.

Meanwhile, the outstanding balance of
standardized margin buying in the Tokyo market
moved within the range between 3,300 billion yen and
3,600 billion yen till early August. Since mid-August,
however, the balance has followed a gradual declining
tendency because individual investors pulled back on
the standardizing margin buying on account of slumps
in the stock market, and closed the fiscal year below
1,800 billion yen, the lowest level in 4 years and 6
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months. On the other hand, the outstanding balance
of standardized margin selling fluctuated between the
levels of 900 and 1,000 billion yen till July and then
gradually declined, ending the fiscal year at the level of
500 billion yen, the lowest level in about 5 years.

Turning to the bond market, the yield on newly
issued 10-year Japanese government bonds (JGBs),
which started the fiscal year at 1.645 %, rose to 1.965 %
in mid-June, due to speculation that the Bank of Japan
would announce additional interest rate increase at an
early date. Since late July, the yield has kept a declining
tendency in general due to emerging concern about
worldwide credit contraction and economic downside
risk, and reached 1.274% at the end of the term.
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Under these circumstances, the total value of
outstanding loans extended by JSF group companies
during the fiscal year averaged 1,498.9 billion yen,
a decrease of 752.9 billion yen by comparison with
the previous year. This was due mainly to falls in the
outstanding loans for margin transactions and of trust
bank loans.

The consolidated operating revenues totaled
50,582 million yen (up 16.2% year-on-year), due to
raised loan rates in the bond borrowing and lending
transactions, as well as to the increased coupon
income of JGBs. On the other hand, the consolidated
operating expenses rose to 39,437 million yen (up
58.2% year-on-year), due to increased interest
payments resulting from higher short-term interest
rates and the valuation loss in the value of 6,587
million yen of investments in securities of CDO
(Collateralized Debt Obligation), REIT (Real Estate
Investment Trust) and others held by JSF Trust and
Banking Co., Ltd., JSF’s subsidiary, including the
general and administrative expenses totaling 8,799
million yen (down 1.8% year-on-year).

As a result, the consolidated operating incomes
totaled 2,345 million yen (down 75.7% year-on-year),
and the consolidated recurring profits totaled 2,852
million yen (down 69.8% year-on-year), because the
investment gain on equity method of 255 million yen
resulted from the gain on sale of fixed assets by the
equity method companies was posted as non-operating
income.

Because Netwing Securities Co., Ltd. has been
no longer our affiliate because of the integration
with Maruwa Securities Co., Ltd. as of October 1,
2007, JSF posted 1,037 million yen in extraordinary
profits attributable to the stock transfer of equity
interest of relevant companies and 965 million yen in
extraordinary losses resulting from the dilution loss of
changes in equity interest. As a result, the consolidated
net loss for the term was 1,300 million yen.
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Turning to the future outlook, the economy as a
whole is expected to continue to decelerate for some
time under the influence of subprime fallout and
rising prices of oil and raw materials, in spite of steady
consumer spending backed by gradually increasing
employees’ income and strong capital investment
owing to the relatively high levels of company profit.

Under these circumstances, the outstanding
balance of standardized margin buying and selling
hovered at the low level and the company predicts that
the outstanding balance of margin loans and stock
loans would fall below the level of previous term. In
view of resulting decreases in interest revenues from
loans for margin transaction and fees on lending
securities, we anticipate significant decreases in
operating income, recurring income and net income.



With regard to consolidated subsidiaries, it is
expected that JSF Trust and Banking Co., Ltd. will
significantly reduce the deficit, while Nihon Building
Co., Ltd. will maintain its steady performance. Among
the equity-method affiliates, JBIS Holdings, Inc., and
its subsidiaries forecast a similar level of profits to that
of the previous term at large.
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As an institution specializing in the securities finance
business, Japan Securities Finance has a mission
to contribute to the development of the securities
industry. The company will continue to meet the
demands that society may make upon it and to move
with the times. Our basic policy is as follows.

(1) Capture various needs in securities industry
with sincere recognition of its social
responsibility and public mission

(2) Promote improvement systematically and
operationally and extend margin loan
balance in margin loan business, and further
strengthen profit foundation in other
business

(3) Obtain firm trust of stake holders by the
improvement of corporate governance and
the control of management risk

doooIonoonoInobooonon

JSF regards the stable long-term return on its profits to
its shareholders as an important priority. The company
follows a basic dividend payments policy, with a view
to strengthen its capital base and its internal reserves,
taking account of its business performance.

As a standard which reflects our business
performance, we have established a dividend policy

under which we return on our profits so that the
dividend payout ratio (non-consolidated) is about 40%.

In conformity with our fundamental policy of
setting the dividend payout ratio on a non-consolidated
basis at about 40%, we will take account both of
dividend payout ratio and dividend on equity (DOE)
on a consolidated basis.

On the basis of this principle, we have decided to
pay an annual dividend of 26 yen per share for this fiscal
year, and we forecast to pay 20 yen per share for next
fiscal year.

I A A I

1. Mid-Term Management Plan
The Mid-Term Management Plan formulated in
March 2006 set the target to achieve recurring profit
of 12 billion yen (on a non-consolidated basis) by
the final year of the Plan, i.e. fiscal 2008. The Plan
assumed an annual average margin loan balance of
1,600 billion yen and an increase of approximately
0.50% percentage points in short-term interest rates
from the time at which the plan was announced.

The short-term interest rates have now risen
close to 0.50% which is an assumed condition of
the Plan. However, the present trend in the stock
market is far different from the trend assumed
when the Plan was formulated, and the margin loan
balance is completely different from the assumed
level. Such conditions are expected to continue for
some time.

Against this background, Japan Securities
Finance has decided to revise the figure of the
management target by changing the annual average
margin loan balance, an assumed condition of the
Mid-Term Management Plan, to 420 billion yen.
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However, there is no change in the basic policy
of the Plan and various strategies for achieving the
management target, and we will be fully committed
to achieving the Mid-Term Plan in the current year.

[Management Target]

To achieve a recurring profit of 3,400 million yen on
a non-consolidated basis by the final year of the Plan,
i.e. FY2008 (this management target makes certain
assumptions in respect of loan balance and short
market interest rates)

[Strategies]
i) Strengthen Margin Loan Business

ii) Expand secured loan and stock loan through
JSENET

iif) Boost Loans for Negotiable Margin Transactions
and loans to individuals via through internet
facility

iv) Offer low-priced and good quality service by
strengthening cash funding sources and improved
efficiency of organization and business operation

v) Positive action for Securities Settlement Systems
Reform

vi) Strengthen corporate governance and risk
management, and enhance compliance program

vii) Review capital tie-up with group companies for
synergy and unrestricted management

2. Strengthening of Investor Relations Activities

We will commit ourselves to the strengthening of
IR activities by further improving the quality of our
information disclosure to shareholders and investors
through our home-pages or financial presentation

meetings. JSF mounted an IR event for individual
investors in August 2007, and will continue to hold
IR meetings with institutional investors. We shall
also engage in proactive IR undertakings with foreign
institutional investors.

3. Achievements during This Term
Our major achievements during this term are as
follows:

i) Increase in the number of loanable issues

In order to improve the convenience of margin
transactions, the number of loanable issues was
increased (up 30 issues from the end of the
previous term) by increasing the customers for
procuring stock certificates. This has increased
the number of loanable issues to 1,718 as of the
end of March 2008.

ii) Expanded scope of securities eligible for loans
for margin transactions
With the improvement of the Foreign Stock
etc., JDR (Japanese Depository Receipts) and
Commodity-ETF listing systems, these were
added in the scope of securities eligible for our
loans for margin transactions.

iii) Expanded secured loans on securities
Through the formation of a business alliance
with a number of securities companies on
the brokerage of secured loans on securities
for meeting the demand for fund by wealthy
customers, we strived to increase the
outstanding balance of loans.

iv) Integration of group companies
Netwing Securities Co,. Ltd., equity-method
affiliate, was integrated with Maruwa Securities
Co,. Ltd. on October 1, 2007 to establish
a joint holding company M&N Holdings,
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Inc,. Because of the reduced investment ratio,
Netwing Securities Co,. Ltd. was excluded
on the day of establishment from our equity-
method affiliates.

00i000igoonoooooigooonnoon

In the financial and securities market where global
competitions are increasingly severe, many different
countermeasures are examined and taken to provide
more attractive markets for diverse market players, such
as increase in exchange-listed products including ETF
(Exchange Traded Fund). Also in order to accelerate and
ensure the shift “from saving to investing”, the Financial
Instruments and Exchange Law, a comprehensive
legal system for protecting investors, came into force
in September of last year, as a measure to secure the
infrastructure that can gain the trust of investors.
Moreover, with the upcoming dematerialization of stock
certificates in January of next year, necessary revisions
and improvements in the system and practice are now in
progress.

Under such circumstances, Japan Securities Finance
recognizes its mission to contribute to the development
of the securities industry as a specialist institution

of securities finance business by flexibly responding
to diversifying needs of the securities and financial
industries, and will strive to enhance its competitiveness
by focusing on the institutional and operational
improvements in the loans for margin transactions,
which is our main business. We also make utmost to
expand the scope of other businesses in addition to
loans for margin transactions, and further solidify our
revenue base. To give a concrete example in respect of
the secured loans on securities, which were launched last
year and provided by the agency of securities companies
to respond to the fund demanded by wealthy customers,
we will endeavor to further increase the outstanding
balance of loans and find new partners to affiliate with.
We will also enhance the competence as a group by
strengthening the internal governance of our group
companies, particularly our subsidiaries, and improving
efficiency of business management while maximizing the
use of business characteristics of each company.

JSF Trust and Banking Co,. Ltd. will make further
efforts to re-construct a stable profit structure by
reducing high-risk assets and increasing the trust assets
of its main operations, such as customers’ segregated
money trust and securities trust, thus contributing to the
development of the securities market.

Minoru Masubuchi
President
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| Services for securities companies and nancial institutions

Funds loan
Loans for margin Loan funds needed to settle standardized margin
transactions transactions
Stock loan

Loan stock certi cates needed to settle standardized
margin transactions

Clelplel eIl sieed (Silel[als) ———& Lending stock certi cates needed to settle stock trading

. Brokerage between borrowers and lenders in bond
Bond services borrowing and lending market

Loans for negotiable Loan funds needed to settle negotiable margin
margin transactions transactions

Bond nancing Loan funds needed in bond underwriting, trading, etc.
General loans Loan working funds, etc., to securities companies

| Secured loans on securities for indivisual and corporate investors

—0 Direct loans
Bond nancing ;
Direct loans to customer
General loans Safekeeping
—eo

deposited loans

Loans on securities in safekeeping account, within
credit line set before

| Peripheral services

e Custody services for securities owned by
Securities custody institutional investors, etc.

Government bond Designated by the Bank of Japan, repayment services

debt Servicing for principal and interest on government bonds
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In margin transactions, an investor trades stocks after
(1) depositing a certain amount of collateral (margin
requirements) with a securities company and (2)
borrowing funds for purchasing stock or stock certificates
for sale. Margin transactions help investors to expand
their trading volumes by enabling them to purchase stock
which value is in excess of their available funds, or to sell
stock that they do not own. Thus, margin transactions
broaden and strengthen stock trading and contribute to
the smooth circulation of stocks and the fair stock prices
formation.

Margin transactions is used, for example, when an
investor considers that the stock price of a certain issue
will rise or decline sharply in a short period of time.

O When it is expected that the stock price will rise, an
investor borrows funds for purchasing stock from a
securities company (margin buying), and if the stock
price rises as expected within a term of repayment
(6 months), the investor sells the stock, repays the
funds borrowed (reversing transaction) and receives
the margin. The investor may also receive the stock
certificates (actual receipt) by procuring funds
separately and depositing it with a securities company.

O Conversely, when it is expected that the stock price
will decline, an investor borrows stock certificates
from a securities company and sells them (margin
selling). If the stock price declines as expected within
the term of repayment (6 months), the investor buys
back the stock, returns it to a securities company and
receives the margin. The investor may also receive
the equivalent money to stock certificates sold by
procuring stock certificates separately and offering
them to a securities company (actual delivery).

Apart from the purpose of obtaining margins as described
above, an investor can use margin transactions as a means
for hedging. In other words, in the event that, although
an investor expects that the stock price in hand may
decline, the stock is not to be sold for some reasons, such
as that convertible bond is within its convertible period
or that it is a publicly-offered stock just purchased, the
investor can avoid loss with hedging sale by using margin
transactions.

There are two types of margin transactions, standardized
margin transactions and negotiable margin transactions.
In standardized margin transactions, terms of repayment
are determined by stock exchanges, and a securities
company can borrow funds for purchasing and stock
certificates for sale needed to settle transactions
from a securities finance company (loans for margin
transactions).

In negotiable margin transactions, which is limited
to cases in which a securities company can procure
funds and stock certificates to be lent to customers by
internal matching (Note) or external procurement without
borrowing from a securities finance company, the
condition of margin transactions may be decided freely
in negotiations between a securities company and its
customer.

(Note) This is a system of appropriating purchased stock certificates
received from buy side as collateral to sell side's stock certificates
for sale within a company or, conversely, of appropriating sell
side's proceeds of sale to buy side's funds for purchasing stocks.
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Loans for margin transactions is a system in which a
securities finance company receives a certain amount of
margin (margin requirements) from a securities company,
who is a general trading participant of stock exchanges
(3) and lends funds or stock certificates necessary for
margin transactions (4). This is executed through the
clearing facilities of stock exchanges. Loans for margin
transactions is authorized only for the securities finance
companies with a license given by the Prime Minister.
We, Japan Securities Finance Co., Ltd. conduct loans for
margin transactions through the stock exchange in Tokyo,
Sapporo, Fukuoka, and JASDAQ.

JSF receives loan applications for each issue from a
securities company on the trading date of standardized
margin transactions (5).To execute the loan, JSF, in
place of the securities company, delivers funds or stock
certificates to clearing facilities of stock exchanges
(6). The stock certificates purchased (collateral stock
certificates for loans) or proceeds from sale (collateral
money for stock loans) are received by JSF (7), and then
each collateral is appropriated.

Wxerhevhi~1h gevknr xverwegmsrw erh Pserw jsv gevkir xverwegsirw

[ Standardized margin transactions ] [ Loans for margin transactions ]

Place trade order ) Submit application(5)
[¢h)
Deposit collateral for margin 8
Deposit brokerage margin(1) transaction(3) @
- > 1=
GEJ Loan funds for purchasing -
o stock or stock certificates to sell(2) @
= L=
2 0E
O] 23
(<))
Loan funds for purchasing stock n
or stock certificates to sell(4) %
Q
@©
) )
Receive purchased stock
certificates or sale proceeds
(6) @)
v

Stock exchange
clearing facilities
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JSF usually appropriates stock certificates received as
collateral for loans to stock loans. However, should the
outstanding stock loans exceed the outstanding loans,
it is necessary to procure the stock certificates needed
for settlement by bidding with securities companies or
institutional investors such as life and non-life insurance

companies, banks and other sources. The highest bidding
rate becomes the lending rate (Premium Charges) of
that issue. This premium charge is applied to all users of
standardized margin transactions, and should be collected
by all sell sides and paid to all buy sides or successful
bidders.

ir gewi sj Tvignyq Glevki e} ettp}

[ Standardized margin transactions ]

[ Loans for margin transactions ]

Issue A

7,000shares

Amount matched
within each firm

2
Margin selling Margin buying
balance balance

Securities company A

10,000shares

3,000shares

Amount matched
within each firm

Margin selling Margin buying
balance balance

2,000 Funds loan application
5,000shares | =ikl

7,000shares

5,000
shares

2,000shares

¢ «—
Stock loan  Margin loan
balance balance
JSF

A 4

Stock procurement through bidding

N

Stock loan application for bidding

Securities companies / Institutional investors
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In bond borrowing and lending transactions, a lender
lends bonds to a borrower, and after mutually agreed
period, the borrower repays the lender with bonds of the
same type and quantity. JSF serves as a broker between
borrowers and lenders.

The bond borrowing and lending transactions market
was established in May 1990 for the purpose of covering
bonds sold short, and was followed in April 1996 by the
introduction of REPO (cash-collateral bond borrowing
and lending transactions). JSF was the first company in
Japan to be authorized to offer such brokerage services,
because JSF can link securities industries and financial
industries on neutral ground and is well versed in
handling of bond transactions.

JSF receives applications from both parties and, on
their behalf, lends and borrows bonds on the basis of
loan agreement. This type of arrangement has several
advantages, including helping to form a transaction

that matches the needs of both lender and borrower,
maintaining high confidentiality of information to ensure
the complete privacy of both parities, and transferring
all counterparty credit risk to JSF. The arrangement also
contributes to creating fair and stable market by publicly
disclosing indication via QUICK, Bloomberg, and other
information services.

0000000000moo0o

REPO transactions

JSF borrows bonds after depositing cash collateral with a
lender and then lends bonds after receiving cash collateral
from a borrower. This transaction can be either a Special
Collateral transaction that specifies an issue or a General
Collateral transaction that does not specify an issue.

Ordinary bond borrowing and lending transactions
JSF, in principle, borrows bonds without collateral from
a lender and then lends bonds after receiving collateral
from a borrower.

[ REPO transactions ]

Bonds

Borrowing rate

Cash collateral

N

Interest

[ Ordinary transaction ]
(securities-collateral transaction)

Bonds

Borrowing rate

JSF
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Bonds

&
L4
Lending rate

Cash collateral

Interest

W

Bonds N

Securities collateral

Lending rate
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This business lends stock certificates needed to settle
trades to securities companies. A securities company
would use General Stock Lending when it has no stock
certificates on hand, for the purpose of hedge sale of
convertible bonds or arbitrage transactions with spots and
futures, and so forth. JSF has done its utmost to increase
the number of eligible issues and shares for brokerage
services since the business was launched in 1977.

In February 2002, we implemented offer-bid
borrowing and lending transactions (e Stock Lending)
by expanding the online network that is linked with
securities companies, so as to include institutional
investors, such as life and non-life insurance companies.

JSF procures stock certificates for lending from
institutional investors such as life and non-life insurance
companies. JSF also receives stock certificates in advance
for quick stock lending.

Qiglermq sj wxsgo pirhnrk Fywnriww

Stocks(deposit)

Institutional

investors Borrowing fee

JSF

Stocks(lend)

Collateral deposit

Lending fee
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Loans for negotiable margin transactions is a system
which lends the necessary funds for securities companies
to purchase stocks in negotiable margin transactions on
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Loanable stock Issues

In principle, loanable stock issues are those listed on
stock exchange. (However, they can be limited to those
we admit available.) Newly listed stocks can be accepted
from the 1st day of its listing.

Loan Period

In principle, the due date of loan is the day following the
lending date, but it can be extended to the deferment
deadline for repayment of negotiable margin transactions
for securities companies.

behalf of its customer (3), receiving stock certificates
purchased (1) or certain margin requirement (2) as
collateral for loans

Interest rate
The interest rate on loans is determined individually
between JSF and securities companies.

Collateral

JSF receive stock certificates purchased in negotiable
margin transactions and certain margin requirement
as collateral for loans. Margin requirement can be
substituted by a certain ratio of cash or by securities.

[ Negotiable margin transactions ]

Place an order for negotiable
margin buying

4

Deposit margin requirement

Loan funds for
purchasing stocks

—
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[Loans for negotiable margin transactions]

Application

Deposit margin requirement (2)
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Loan funds (3)

Deposit stock certificates
as collateral (1)

Payment for the purchase lT Receive purchased stock certificates

Stock exchange
clearing facilities
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