
33Annual Report 2005

Management’s Discussion and Analysis



34 Promise Co., Ltd.

Overview

+1.9%
During the fiscal year ended March 31, 2005, Japan’s gross
domestic product (GDP) rose 1.9% in real terms (preliminary fig-
ures). This was lower than the 2.0% growth posted in the previ-
ous year and fell below the government’s projection of 2.1%
growth. Although overall corporate performance swung upward
during the fiscal year under review, there was a lull in the surge in
exports and a slowdown in the digital electronics market, which
had been driving economic recovery. Moreover, personal con-
sumption showed no signs of a full-scale recovery due to a con-
tinuing high unemployment rate and a lack of real growth in
wage levels. In short, the Japanese economy leveled off in the fis-
cal year under review.

–16.1%
Over the past few years, the increase in the number of applica-
tions for personal bankruptcy has cast a shadow over the con-
sumer finance industry. However, the number of applications for
personal bankruptcy in the period from April 2004 to March
2005 dropped 16.1%, to 200,931—the first decline in 10 years.
On the other hand, competition in the consumer finance market
across industries or business categories steadily intensified during
the fiscal year due to continued market entry by banks, non-
banks, and IT-related companies through merger and acquisition
strategies.

In this tough operating environment, Promise Co., Ltd., and
its consolidated subsidiaries (the “Promise Group”) again worked
to achieve continued growth. In addition, through the business
alliance with Sumitomo Mitsui Financial Group, Inc. (SMFG), the
Promise Group targeted a further strengthening of its earnings
base.

Results of Operations

–5.4%
Consolidated total operating income in the fiscal year under
review declined 5.4%, to ¥369.9 billion. As in the previous fiscal
year, the reason behind the second consecutive year-on-year
decrease in total operating income was the fall in consumer loans
outstanding. Although consumer loans outstanding increased
4.6%, to ¥1,599.6 billion, this growth was the result of the inclu-
sion of the balance sheet of At-Loan Co., Ltd., which became a
consolidated subsidiary at the end of the fiscal year under review.
If At-Loan’s consumer loans are excluded, consumer loans out-
standing decreased 2.1%.

The Promise Group is striving to achieve growth in consumer
loans outstanding by meeting the needs of a broad base of con-
sumers through its full-line interest rate strategy. Promise offers
loans within an interest rate band of 17.8% to 25.55%, while
subsidiaries Plat Corporation (currently, QUOQLOAN INC.) and
Sun Life Co., Ltd., supply loans with interest rates up to the legal
ceiling of 29.2%. Furthermore, MOBIT CO., LTD., which is
accounted for by the equity method, provides loans at 15.0%
and 18.0%. Consequently, the Promise Group offers interest
rates over the wide range of 15.0% to 29.2%.

The Company sees the decrease in consumer loans outstand-
ing—despite its full lineup of interest rate products—as a combi-
nation of the previously mentioned fierce competition in the
industry, a decline in the borrowing sentiment of consumers due
to the continued weak economy, and the impact of the Promise
Group’s stricter credit scoring in light of mounting nonperforming
loans. Amid these conditions, a 5.8% increase in the number of
new customers, to 317 thousand—the first rebound in 4 years—
recorded by Promise was a promising sign of better things to
come.
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6.83%
Loan loss write-offs of the Promise Group totaled ¥109.3 billion in
the fiscal year under review, amounting to 6.83% of its consumer
loans outstanding. Although this figure represented a decrease 
of 0.99 percentage points from 7.82% recorded in the previous 
fiscal year, it still remained at a high level and contributed to the
contraction in consumer loans outstanding. 

Operating Expenses

–20.3%
Consolidated total operating expenses dropped 20.3%, to
¥241.6 billion. Among the major components of operating
expenses, financial expenses were down 16.9%, to ¥17.8 billion.

As a proportion of total operating expenses, financial expens-
es edged up to 7.4%, from 7.1% in the previous fiscal year.
Another major expense, personnel expenses, decreased 15.1%,
to ¥35.7 billion. As a proportion of total operating expenses,
however, personnel expenses rose to 14.8%, from 13.9% in the
previous fiscal year. The increases in financial expenses and per-
sonnel expenses as a proportion of total operating expenses com-
pared with the previous fiscal year was due to a substantial
decline in the proportion of credit losses including provision for
uncollectible loans in total operating expenses.

–33.4%
Accounting for the highest proportion of total operating expens-
es, credit losses including provision for uncollectible loans fell
33.4% year on year, to ¥97.5 billion. As a proportion of total
operating expenses, credit losses including provision for uncol-
lectible loans decreased to 40.4%, from 48.3% in the previous
fiscal year. The drop in credit losses including provision for uncol-

lectible loans signifies lower loan loss write-offs. Behind those
lower loan loss write-offs was the first decline in the number of
applications for personal bankruptcies in 10 years. However, since
the methods of debt restructuring have greatly diversified, it is
not possible to predict whether the decline will continue. The
Promise Group will continue to curtail growth in loan loss write-
offs by conducting appropriate credit scoring and careful loan
management.

Profit

+81.3%
As a result of the above factors, operating profit was up 46.0%,
to ¥128.3 billion, while recurring profit grew 45.6%, to ¥130.8
billion. This performance represented the first increase in profits
in 4 years. As usual, there was no large gap between operating
profit and recurring profit. However, equity in net gain of affiliat-
ed company MOBIT amounted to ¥400 million, rising approxi-
mately ¥300 million year on year and indicating that the affiliate
has returned to stable profitability.

Net income amounted to ¥75.4 billion, up a sharp 81.3%
from the previous fiscal year. This jump primarily reflected the
large extraordinary losses recorded in the previous fiscal year,
when net extraordinary losses related to special retirement pay-
ment accompanying the voluntary retirement plan and other
expenses amounted to ¥10.7 billion. In the fiscal year under
review, however, net extraordinary losses were held to ¥3.6 bil-
lion. These extraordinary losses included a ¥1.3 billion impairment
loss and a ¥1.4 billion net loss on sales or disposal of property
and equipment. The improvement in net extraordinary losses was
the main reason for the substantially larger percentage increase in
net income compared with the percentage increases in operating
and recurring profit.

Fixed assets
Current assets
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Financial Condition

44.5%
Total assets of the Promise Group expanded 3.9% from the previ-
ous fiscal year-end, to ¥1,785.1 billion. The principal factor in this
growth was the previously mentioned increase in consumer loans
outstanding, which accounted for 89.6% of total assets. Notes
and accounts receivable decreased to ¥1.0 billion, from ¥7.4 bil-
lion at the end of the previous fiscal year. This decrease chiefly
resulted from the sell-off of most of the receivables of consolidat-
ed subsidiary Liang Jing Co., Ltd., after it terminated its automo-
bile installment sales business in Taiwan. As a result, current
assets rose 4.5%, to ¥1,643.6 billion. On the other hand, fixed
assets declined 2.5%, to ¥141.5 billion. Decreases in the value of
land due to the application of asset impairment accounting and
in investments in securities due to the redemption of preference
shares were the main factors behind the decline in fixed assets.

Current liabilities increased 13.7%, to ¥367.6 billion. Within
that amount, short-term borrowings soared to ¥82.7 billion, from
¥17.4 billion at the previous fiscal year-end. This substantial
increase resulted from the inclusion of the short-term borrowings
of At-Loan—its primary source of funding—in the consolidated
balance sheet. However, total interest-bearing debt—short-term
borrowings, current portion of long-term debt, and long-term
debt—decreased to ¥916.3 billion, from ¥1,004.0 billion at the
end of the previous fiscal year. The improvement in interest-bear-
ing debt can be attributed to ¥94.2 billion raised through a third-
party allocation made to SMFG and the sale of treasury stock
during the fiscal year under review. Therefore, even though cur-
rent liabilities continued to rise, long-term liabilities fell 19.3%, to
¥612.7 billion. Reflecting higher retained earnings and share
issuance, shareholders’ equity climbed 24.7%, to ¥794.0 billion.
The shareholders’ equity ratio reached 44.5%, indicating the
soundness of the Promise Group’s capital structure.

Fund Raising

85.0%
Of the Promise Group’s ¥916.3 billion in interest-bearing debt at
fiscal year-end, short-term and long-term borrowings accounted
for ¥651.3 billion, or 71.1%, with the remaining ¥265.0 billion
taken up by corporate bonds. Short-term funding amounted to
¥82.7 billion, or 9.0% of total interest-bearing debt; the remain-
ing 91.0% was long-term funding. Due to the inclusion of At-
Loan’s short-term borrowings in the consolidated balance sheet,
the proportion of short-term funding increased significantly from
the 1.7% recorded at the end of the previous fiscal year.
However, there has been no change in the Promise Group’s basic
policy of raising funds on a long-term and stable basis.

The Promise Group minimizes the interest rate risk on funds
by increasing the proportion of fixed interest rate funds within its
total financing. This goal is being achieved through the aggressive
use of fixed interest rates on loan agreements, derivatives, and
fixed rate coupons on its corporate bonds. Nevertheless, in the fis-
cal year under review the ratio of fixed interest rates in total
financing declined to 85.0%, from 96.7% in the previous year,
because of the inclusion of At-Loan’s short-term borrowings. The
average funding rate declined to 1.76%, versus 1.80% in the pre-
vious year, contributing to reduced financial expenses.

Cash Flows

+¥9.4 billion
At the end of the fiscal year under review, cash and cash equiva-
lents amounted to ¥110.9 billion, up ¥9.7 billion from the begin-
ning of the fiscal year. Net cash inflow from operating, investing,
and financing activities totaled ¥9.4 billion. However, due to the
effect of an increase in the scope of consolidated subsidiaries,
actual net cash inflow was ¥9.7 billion. Despite an outflow relat-
ed to acquisition of shares of subsidiaries resulted in the change
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in scope of consolidation in cash flows from investing activities,
higher income before income taxes in cash flow from operating
activities and proceeds from issuance of common stock in cash
flows from financing activities resulted in overall net cash inflow.

Net cash provided by operating activities totaled ¥107.7 bil-
lion in the fiscal year under review, compared with ¥94.0 billion
in the previous fiscal year, up ¥13.8 billion. This increase can
mainly be attributed to the ¥48.0 billion increase in income
before income taxes, to ¥127.2 billion, while a ¥25.5 billion
decline in income taxes paid also contributed to the improvement
in cash. Although there was a ¥38.6 billion decrease from the
previous fiscal year in allowance for credit losses and an ¥18.7 bil-
lion payment of special retirement allowance, these cash outflows
were offset by the substantial cash inflows, resulting in net cash
provided by operating activities.

Net cash used in investing activities amounted to ¥14.4 bil-
lion, compared with net cash provided by investing activities of
¥29.0 billion in the previous year, representing a ¥43.3 billion
decline in cash. Net cash outflow partially reflected the previous
year’s sales of the stocks of GC Co., Ltd., and MITSUWAKAI Co.,
Ltd., and the recovery of loans to these companies, which con-
tributed substantially to cash inflow in the previous fiscal year. An
outlay of ¥19.5 billion for the purchase of a controlling interest of
At-Loan was another reason for the overall net cash outflow from
investing activities in the fiscal year under review.

Net cash used in financing activities totaled ¥83.9 billion,
declining ¥44.1 billion from the ¥128.0 billion used in the previ-
ous fiscal year. Because consumer loans outstanding on a real
basis—excluding At-Loan in the balance sheet—continued to
decrease, repayment of short-term borrowings and long-term
debt exceeded proceeds from short-term borrowings and long-
term debt. Cash outlays were somewhat reduced by proceeds
from issuance of common stock of ¥63.1 billion and decrease in
treasury stock of ¥32.5 billion, but overall there was a net 
cash outflow. The issuance of shares occurred in a third-party
allocation to SMFG.

Business Outlook

+3.4%
In the fiscal year ending March 31, 2006, the Group forecasts a
3.4% expansion in consumer loans outstanding, to ¥1,654.1 billion.
In the fiscal year under review, consumer loans outstanding did
return to growth after a two-year lull, but that increase arose
from the inclusion of At-Loan in the consolidated balance sheet.
On a real basis, consumer loans outstanding declined for the sec-
ond consecutive year. In the fiscal year ending March 31, 2006,
however, the Promise Group does anticipate expansion in con-
sumer loans outstanding on a real basis for the first time in three
years. The driver of that growth will be the joint consumer
finance business of Sumitomo Mitsui Banking Corporation, At-
Loan, and Promise. During the fiscal year ending March 31, 2006,
the Promise Group intends to achieve concrete results from its
business alliance with SMFG.

–16.4%
The Promise Group expects that total operating income will
increase 4.6%, to ¥386.9 billion in the fiscal year ending March 31,
2006. This figure includes the operating income of At-Loan as both
its income statement and its balance sheet will be included in con-
solidation in the fiscal year ending March 31, 2006. Excluding At-
Loan’s contribution, total operating income will be flat. Looking at
cost forecasts, the Promise Group anticipates that operating
expenses will rise due to investments in the start-up of the new
joint consumer finance business. Higher expenditures are expected
for advertising and sales promotion, rental of the call center, and
investments in computer systems for new credit scoring.
Consequently, operating profit is expected to decrease 20.2%, to
¥102.4 billion; recurring profit to decline 21.3%, to ¥103.0 billion;
and net income to decrease 16.4%, to ¥63.0 billion.

These forecasts are judgments prepared by the Promise Group
based on information available at the time these estimates were
made and are subject to latent risks and uncertainties. Accordingly,
if the various factors that are the basis for these forecasts differ
from the assumptions made by the Promise Group, actual perfor-
mance may differ substantially from these predictions.
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The following is a description of the major risk factors
that the Promise Group is exposed to regarding its 
business, performance, and financial position. 

Regulatory Risk regarding Restrictions on
Interest Rates on Loans

The maximum interest rate under the Law Concerning Control on
Acceptance of Capital Contributions, Deposits and Interest (the
Capital Subscription Law) is 29.2%. All of the Promise Group’s
consumer finance companies in Japan lend money at interest
rates at or below this ceiling. However, the Money Lending and
Capital Subscription Partial Revision Law that was announced in
August 2003, states that the ceiling on interest rates shall be
reviewed as necessary about three years after the enforcement of
the Money Lending and Capital Subscription Partial Revision Law.
If the maximum interest rate is revised to a figure lower than the
current rate, this may have a negative impact on the business and
performance of the Promise Group.

Regulatory Risk regarding Business
Restrictions under the Regulatory Law

The consumer finance companies of the Promise Group are gov-
erned by the various business regulations (prohibition of excessive
lending, disclosure of loan conditions, prohibition of exaggerated
advertising, exchange of written contract, exchange of receipts,
and so on) under the Money Lending Business Control and
Regulation Law (the Regulatory Law). The companies of the
Promise Group comply with these rules; however, in the event
that some violation triggered administrative measures by the reg-
ulator, the Financial Services Agency, or business became more
restricted as a result of a change due to a revision of laws, the
performance of the Promise Group or future business develop-
ment could be affected.

Fund Raising and Interest Rates on Financing

The Promise Group does not anticipate any difficulties in raising
funds under current conditions and seeks to reduce its exposure
to risk by increasing the proportion of fixed interest rate long-
term funds, diversifying its sources of financing, and procuring
funds at low interest rates. However, should interest rates rise or
should the financing environment deteriorate markedly beyond
currently foreseen levels, flexible fund raising might become diffi-
cult and adversely influence the Promise Group’s performance.

Business and Capital Alliance with SMFG

The Company has formed a business and capital alliance with
Sumitomo Mitsui Financial Group, Inc. (SMFG), and at March 31,
2005, SMFG held 16.05% of the voting shares in Promise. If
there were changes in the Banking Law or other related laws or if
SMFG were to acquire more than a certain proportion of the out-
standing shares of Promise, it is possible that the scope of the
businesses of the Company or its subsidiaries may become
restricted.

Other Risks

Among the other risks the Promise Group is exposed to are the
increasing multiple indebtedness and the default of loans made
to consumers, the handling of Personal Information and the
Information Privacy Law, increased market entry due to deregula-
tion or mergers and acquisitions, and computer system failure. 

Risk Factors




