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A Review of Promise’s Today and Strategies for Tomorrow

Looking Back on the Fiscal Year 

During the fiscal year ended March 31, 2003, Japan’s consumer

finance industry experienced strong headwinds as the domestic

economic environment deteriorated because of continuing deflation,

a high unemployment rate, and other factors, including an increase

in the number of personal bankruptcies. In particular, the increase in

reserves made necessary by the rise in loan losses placed downward

pressure on profitability in the industry.

Looking at consolidated performance during the fiscal year under

review, total operating income expanded 4.1%, to ¥410.6 billion,

but operating profit dropped 6.6%, to ¥107.0 billion. Recurring profit

declined 3.6%, to ¥108.0 billion, and net income was down 3.5%,

to ¥60.7 billion. In an extremely challenging business environment,

Promise reported its second consecutive year of declines in profitabili-

ty, despite a slight increase in total operating income. The principal

factors accounting for the increase in total operating income were the

rise in consumer loans receivable at the parent company, Promise Co.,

Ltd., and at consumer finance subsidiary Plat Corporation. Another

factor supporting growth in total operating income was the contribu-

tion for the full fiscal year of consumer finance subsidiary Sun Life Co.,

Ltd., which was consolidated beginning in the fourth quarter of the

previous fiscal year. On the other hand, factors reducing profitability—

despite activities to reduce operating costs—included the rise in loan

losses and the increase in expenses incurred in connection with the

merging of three subsidiaries—Rich Co., Ltd., Shinkou Co., Ltd., and

TOWA Co., Ltd.—to form Plat. 

Although we cannot be proud of our results for the fiscal year, we

believe that some decline in performance was inevitable in view of the

serious impact of the deterioration in economic conditions on con-

sumers and the rise in the number of personal bankruptcies. Please

note that the smaller margin of decline in net income than in operat-

ing profit was due to the contribution of MOBIT Co., Ltd., our joint

venture with UFJ Bank Limited and one other company, which report-

ed its first profit for a full fiscal year. Promise owns 45% of the equity

of MOBIT, and it is accounted for by the equity method of consolidation.

Difficulties Today Will Be the Touchstone for Future Growth.

Promise’s loan losses have risen substantially for two consecutive

years, beginning with the year ended March 2002, and are placing

pressure on profitability. I wonder if shareholders and investors, after

examining Promise and other companies in the consumer finance in-

dustry, are perhaps concerned that loan losses may continue to rise in-

definitely. However, I do not view the current operating environment

pessimistically. 

The reasons for the increase in loan losses are our strict adherence

to basic principles for dealing with nonperforming loans and the rapid

rise in the number of consumers seeking legal settlements for debt

problems, including, principally, personal bankruptcy. Our basic policy

is to write off exposure when no repayments have been received with-

in six months following the date of the most recent transaction with

the client. Our policy is to take quick action to avoid the accumulation

of nonperforming assets internally. In addition, in the case of personal

bankruptcies, our policy is to write off exposure as soon as we can

confirm that the customer has applied for bankruptcy proceedings,

regardless of how long the loan has been delinquent. Our criteria for

write-offs are more conservative than other companies in the con-

sumer finance industry. For this reason, deterioration in the economic
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environment is reflected quickly in our performance. Moreover, in

deciding on the provision for uncollectible loans, we take a conserva-

tive approach, basing our judgments on the actual ratio of loan losses

over the most recent 12 months while also taking account of the most

recent data on increases in nonperforming loans and our forecast of

the level of personal bankruptcies for the next year. During periods

when nonperforming loans and loan losses are rising, our credit-

related costs, therefore, rise relatively quickly as we adopt a conser-

vative stance toward setting provisions for uncollectible loans. These crite-

ria are intended to maintain the quality of our assets, and they remain

unchanged from previous years. After the collapse of Japan’s bubble

economy, many financial institutions had negative assets in the form

of nonperforming loans. To avoid making the same error, we adopt

strict and conservative policies in dealing with nonperforming loans. 

To look at this issue from another perspective, if the operating envi-

ronment improves, we are well positioned to show a quick recovery

in profitability. In addition, two years have passed since loan losses

began to rise, but at approximately the time the increase began,

we began to take initiatives to improve the quality of our assets by

implementing measures to tighten our credit-screening process and

strengthen our loan-management systems.

The Japanese economy is experiencing deflationary conditions unlike

any experienced before, and steering the right course has become

more difficult for corporate managements. The stance we adopt for

dealing with today’s challenging environment will have a major impact

on future growth. 

Pursuing the Ideal in Our Core Business of Consumer Finance

As the operating environment undergoes major change, it may seem

to shareholders and investors that the risk of relying only on income

from the consumer finance business may be high. From a different

perspective, one view is that we should work to disperse risk through

the diversification and development of multiple sources of earnings.

I would, therefore, next like to share with you some of our basic

thoughts and describe the strategies we plan to adopt.

Since Promise was founded 40 years ago, it has consistently

adopted the corporate philosophy of “pursuing the ideal in consumer

finance.” We have looked at our business from the perspective

of our customers and from the viewpoint of corporate management.

We have asked ourselves the questions “What financial products do

our customers want?”, “What criteria will customers use in selecting

Promise?”, and “What should we do to attain sustainable growth?”

At the same time, we have accumulated know-how and moved for-

ward with the design and development of systems for credit analysis,

product development, marketing, and the management of credit as-

sets. This corporate stance reflects our quest for ways to contribute to

economic development by providing services to meet the wide range

of financial needs of our customers and our awareness of our role

and presence within society. We believe the success of our approach

is reflected in the fact that unsecured credit products account for 99%

of our receivables and consumer loans. 

In 1998, we prepared a management policy entitled Promise Vision,

which stated our corporate philosophy more specifically. Promise 
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Respond to a Broad Range of Customer Needs

Vision indicated that we would specialize in the business domain of

consumer finance, and, by expanding and upgrading our product

development capabilities and our IT, we would provide more in-depth

services for our customers, featuring quick response, convenience,

safety, and satisfaction. Promise Vision also aimed to demonstrate to

a large number of customers the merits of dealing with Promise and

evolve strong relationships built on mutual trust, with the objective of

becoming the first choice among customers and achieving a stable

and expanding market share. At present, we are continuing to exert

our fullest efforts to reaching this objective. 

I believe the consumer finance business will continue to undergo

substantial development. As evidence of this, we find that the tradi-

tional players in this industry—including consumer finance providers,

installment sales finance companies, credit card companies of retailing

enterprises, and bank-related credit card companies—are being joined

by foreign companies and entrants from banking and other industries.

The financial needs of consumers will never be fully satisfied.

However, the operating environment is becoming more competitive.

The most important issues are whether to take the lead in offering

services that match the broad diversity of consumer needs and to

what extent to increase the level of sophistication of credit analysis

and credit asset management know-how, which are the strengths

of consumer finance companies. At present, to increase the quality

of assets, we are making improvements that will allow our branches

to conduct all aspects of credit asset management on a self-contained

basis. This approach is based on the idea that we can deal with the

issue of risk-managed loans—which are rising as a percentage of total

loans as a growing number of loans become nonperforming—through

preventive measures at the branch office level. 

We plan to draw fully on our expertise and move forward with initiatives

that do not take us away from our core business of consumer finance. 

Understanding Market Trends and Implementing Strategies

Responding to the Needs of the Times

Currently, we are working to expand the consumer finance market

and broaden our customer base through the implementation of our

strategy of offering a full lineup of interest rate products suited to

various customer segments. This strategic approach to the market

is based on offering this full lineup drawing on the capabilities of the

entire Promise Group. Promise, the parent company, offers products

with interest rates ranging from 17.8% to 25.55%, while MOBIT, our

joint venture with UFJ Bank and one other company, provides loans

with interest rates at 15% and 18% and Plat and Sun Life charge

rates up to 29.2%. 

MOBIT, which began operations in September 2000, fuses the UFJ

Bank brand with Promise’s know-how in consumer finance. As of

March 31, 2003, MOBIT had ¥123.6 billion in consumer loan receiv-

ables, and its balance of guarantees provided to banks had risen to

¥24.4 billion. MOBIT has now shown a profit for a full fiscal year for

the first time, according to the plan prepared when the company was

established, and it has been successful in developing a new market

segment, which is a difficult task for a single consumer finance brand.

As a joint venture between a bank and a consumer finance company,

MOBIT is the most advanced in the consumer finance industry. The

Full Lineup of the Promise Group’s Interest Rates
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company is steadily increasing customer awareness through aggressive

advertising and promotion, including the setting up of a marketing

tool centered on the premises of UFJ Bank ATM corners. Customers

can apply for loans via telephone, facsimile, Internet, and other chan-

nels, and these requests are handled by a centralized processing cen-

ter. Receipts and payments of funds can be made through the ATMs

of UFJ Bank, Promise, and other banks having tie-ups with MOBIT.

Compared with the conventional model in the consumer finance

industry of developing customer relationships mainly through branch

offices, MOBIT’s approach involves no branch costs. Beginning in May

2002, MOBIT is further diversifying its channels to win additional cus-

tomers by installing terminals, “SUGUMOBI,” in UFJ Bank ATM corners

and in private railway stations that allow customers to make loan ap-

plications in only 10 minutes.

On the other hand, M&A subsidiaries provide financing at higher

interest rates up to 29.2%. Since April 2000, we have acquired four

medium-sized consumer finance companies: Shinkou, Rich, TOWA,

and Sun Life. Three of these companies, excluding Sun Life, were

merged in April 2002 and began their activities anew under the cor-

porate name Plat. Following the merger, we lowered Plat’s office costs

by closing or consolidating its branches, lowering the total number

from 194 prior to the merger to 81. In addition, by giving Plat access

to Promise’s automated contract machines and ATMs, Plat increased

the number of its channels by a factor of eight. As of March 31,

2003, Plat’s consumer loans outstanding were up 17.6% above those

of the previous year-end and amounted to ¥147.8 billion. However, like

Promise, Plat has also experienced an increase in loan losses. Prior to

their acquisition, the three predecessor companies developed business

with slightly riskier customer segments, similar to other medium-sized

consumer finance companies. Following the acquisition but prior to the

merger, the three companies aggressively wrote off their nonperform-

ing loans and restructured their portfolios toward loans to customers

capable of managing risk, even at interest rates of up to 29.2%.

However, because of the increase in personal bankruptcies, Plat in-

curred higher-than-expected credit losses. We believe that the effects

of the continued restructuring of Plat’s loan portfolio and the rise

in personal bankruptcies will continue through the next fiscal year,

but, thereafter, our judgment is that, even with the current business

model, Plat will be fully capable of expanding its consumer loans

outstanding and increase its earnings. 

Looking at our strategic issues from a longer-term perspective, we

must offer services that are suited to the changing social infrastructure.

For example, the usage of IC cards and other new technologies will

grow, and we expect the day will come when monetary settlements

will be made without cash. Therefore, we have to take account of fu-

ture settlement methods in our planning. This is a strategic issue for us,

but it also promises to be a theme for future growth in our activities.

Maintaining Our Core Business while Taking Advantage 

of Business Opportunities in Peripheral Areas

While maintaining consumer finance at the core of its business

activities, the Promise Group is expanding its presence in areas 

on the periphery of finance and its overseas financing operations. 

Consumer finance

Consumer finance

Sales finance

Sales finance

Consumer finance

Plat

Sun Life

GC

MITSUWAKAI

MOBIT

Promise

Domestic finance

Call center operations

Net Future

PAL Corporation

Servicer operation

PAL Servicer

System Trinity
Real estate management services,  
supervision of branch interior work,  
credit research, travel services, etc.

System development

Business related to finance

Hong Kong    
Consumer finance

PROMISE (HONG KONG)

Yuukei

Taiwan 
Automobile installment sales

Finance businessFinance business

Taiwan    
Automobile installment sales

Taiwan    
Credit guarantees and loan purchasing

Paris 
Golf course operation and management

Other businesses

PROMISE (EUROPE)

Cayman 
Investment in Chinese agriculture

Overseas finance business/Other businesses

PAL Investment (Cayman)

Liang Jing 

PROMISE (TAIWAN)

The Promise Group Organization

(As of March 31, 2003)
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In Japan, to make effective use of Promise’s loan management

know-how, we established PAL Servicer Co., Ltd., a non-consolidated

company, in March 2001. Assets entrusted to PAL Servicer, as of

March 31, 2003, amounted to more than ¥400 billion, and that com-

pany is working to become profitable in the medium term. In addition

to these activities, we are taking steps to strengthen the operations of

subsidiary Net Future Co., Ltd., which provides telemarketing represen-

tatives, principally in the financial services field. 

The Promise Group is also expanding its business activities outside of

Japan. For example, in 1989 we began to provide automobile financing

through two subsidiaries in Taiwan: Liang Jing Co., Ltd., and Yuukei

Co., Ltd. In 1992, we established PROMISE (HONG KONG) CO., LTD.,

in Hong Kong to provide consumer finance services similar to those of

Promise in Japan. Also in Taiwan, PROMISE (TAIWAN) Co., Ltd., began

operations in December 2002, with a 70% investment from Promise.

This company is a joint venture with Ta Chong Bank, a medium-sized

local bank, and it provides guarantees for individual loans made by the

parent bank. In its initial plans, at the end of the first three years of

operations, PROMISE (TAIWAN) aimed for a total balance of ¥29.5 bil-

lion in guarantees and its first profit for a full fiscal year, but currently

the balance of loan guarantees is rising more rapidly than expected.

We recognized the potential of the Asian markets early on, and we

are well ahead of our competitors in developing overseas operations. 

Current Issues—Increasing the Quality of Assets

While working to make the most efficient use of the corporate re-

sources of the Promise Group as a whole, we are steadily implementing

strategies that will lead to future growth. During the fiscal year ended

March 31, 2003, MOBIT achieved a highly satisfactory performance.

On the other hand, loan losses at Promise and the other consumer fi-

nance subsidiaries rose overall, thus slowing growth in profitability.

We experienced similar conditions in our sales finance operations. In

each of our Group companies, we are implementing measures to sub-

stantially tighten credit analysis and approvals as well as strengthening

the management of our loan portfolio. At present, however, because

of the deterioration in the operating environment, the balance of non-

performing loans is rising more rapidly, and some adverse impact on

profitability has been unavoidable. However, although the loan loss

ratio is rising, it is still at a level that is well within our control and has

not become unmanageable. At present, we are restructuring our loan

portfolio and taking all possible measures to increase the quality of

our assets. 

Let me explain this further, using the parent company as an exam-

ple. During the fiscal year ended March 31, 2003, we gained 330,000

new customers and 600,000 former customers, whose loan balances

had dropped to zero, who came back to us for financing. This was a

factor contributing to the rise in the total number of accounts. On the

other hand, factors contributing to a decline were as follows: 800,000

customers fully repaid their loans (their account balances fell to zero),

and loans to 175,000 customers were written off. As a result, at the

end of March 2003, the number of accounts was lower than for a

year earlier. The number of new customers was 17.4% lower than

for the previous fiscal year-end, but this was due to restraint in taking

on borrowings among customers combined with the effects of the
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introduction of more stringent credit standards for new loans in

November 2001. The trends in customers reopening their credit lines

and those completing repayment are virtually the same as in the past.

The number of loans written off was 17.5% higher than at the previ-

ous fiscal year-end and this, together with the decline in the number 

of new customers, resulted in the drop in the number of accounts. 

If the number of new customers and the number of customers

reopening their accounts rise, we will be able to make further

progress toward restructuring our loan portfolio. However, as a

matter of principle, we intend to continue to apply the stringent credit

standards currently in effect. To keep the portfolio restructuring on

track, during the current fiscal year, ending March 31, 2004, we in-

tend to actively expand our marketing channels and step up our ad-

vertising campaigns. Along with this, in our office network strategy,

we intend to increase efficiency by closing more than 80 branches

that are substandard in terms of profitability. We will also install

loan processing machines similar to those adopted by MOBIT in 200

locations, mainly around large urban areas. These loan processing

machines feature lower initial investment and running costs in

comparison with previous automated contract machines. By imple-

menting these measures, we intend to expand access channels for

customers and increase the number of loan applications, with the

objective of gaining more new customers, even as we apply strict

credit criteria. In addition to these activities, we will strengthen our

advertising in various media, including the Internet, conclude alliances

with other companies and groups, and promote alliances with banks

to provide loan guarantees. 

Another development has been the introduction of a “navigation

system” that enables us to view a full list of transactions of individual

customers. This new system allows us to manage customer relations

from an integrated perspective. Moreover, this system accumulates

information on responses given to individual customers and permits

us to detect any change in their transactions behavior quickly. 

In addition to the activities of the parent company, all the other

members of the Promise Group are also implementing measures suited

to their activities, and, for the foreseeable future, enhancing asset

quality will continue to have high priority. To achieve these qualitative

improvements, we will restrain growth in consumer loans outstanding. 

Now Is the Time to Prepare for the Next Steps 

in Our Development. The Course Is Clear.

All management and staff of the Promise Group understand the risks

in today’s business environment. For all of us to be aware of these

risks is extremely important for implementing corporate reforms.

Having an accurate awareness of the risks we face enables us to take

quantum leaps in our ability to find solutions to problems, and all per-

sonnel will get ready to deal with all changes in the business environ-

ment that may come our way. We believe current circumstances offer

us a good opportunity, and we are making major reforms in our inter-

nal systems. For example, we are reforming our cost structure based

on detailed reviews of various expenses and stepping up our efforts

to monitor the cost performance of these activities periodically. In

addition, in corporate governance, we have reduced the number 

of directors and introduced an Executive Officer System to speed up

decision making. In compliance, we have formed a department to pro-

mote compliance-related activities and are conducting periodic training

programs. Along with these measures, we have made it compulsory

for personnel in managerial or higher positions to obtain the official

qualifications appropriate to their activities. Moreover, we have con-

ducted a thorough review of our personnel systems, and, to encour-

age everyone to use their capabilities to the fullest, we are introducing

a compensation system based on ability. 

At the present time, it is essential for us to strike a good balance

among various courses of action we have available. We might summa-

rize this by saying we have to maintain a balance between “offense”

and “defense.” We must keep our eyes on the operating environment,

customers, and internal matters. We must not hesitate in strengthening

the quality of our management, and, if we implement appropriate cus-

tomer strategies, we will achieve major gains without fail. It might

seem that, in terms of performance, we are in a defensive mode. 

However, we would like you to understand that we are in a period 

of reforms and changes aimed at future growth. 

To use a metaphor, we are on a voyage facing heavy winds, but

we have not lost sight of our goals, despite the rough seas. We have

a clear course before us. To overcome the storm, we are keeping

a close eye on all details of our operations. 

I believe an excellent future awaits us after our voyage. I believe

there is no doubt about that.


