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Overview

+3.2% 
During the fiscal year ended March 31, 2006, Japan’s gross

domestic product (GDP) grew 3.2% in real terms. Reflecting

the rebound in corporate performances and such positive

signs as growth in capital investment and improvement in the

labor environment, the domestic economy mounted an over-

all mild recovery. However, there were differences in the

impact of the recovery among companies depending on cor-

porate scale, industry, and region of operations. In addition,

the sharp rise in crude oil prices and movements in exchange

rates created uncertainty and remain issues for the future. 

181,860 applications 
for bankruptcy
The number of applications for personal bankruptcy in the

period from April 2005 to March 2006 fell 9.5%, to 181,860,

marking the second year of consecutive decline. However, the

number of legal proceedings initiated for loan restructuring by

lawyers and judicial scriveners on behalf of debtors increased

during the year.  

Competition in the consumer finance market continued

to intensify during the fiscal year due to business alliances

that cross industries or business categories and to new market

entries. In addition, the continued high level of unemploy-

ment amount young people, Promise’s core customer base,

makes it difficult to predict the direction of the market. 

In this tough operating environment, Promise Co., Ltd.,

and its consolidated subsidiaries (the “Promise Group”)

endeavored to achieve early realization of the benefits of the

business alliance with Sumitomo Mitsui Financial Group, Inc.

(SMFG), and to strengthen the Group’s earnings base by rein-

forcing sales capabilities and raising business efficiency. 

Results of Operations

+3.1%
Consolidated total operating income in the fiscal year ended

March 2006 increased 3.1%, to ¥381.3 billion. Growth can

mainly be attributed to the operating income of At-Loan Co.,

Ltd., which was included in the scope of consolidation in the

fiscal year under review. At-Loan became a consolidated sub-

sidiary at the end of the previous fiscal year, at which time its

balance sheet was included in consolidation. Consumer loans

outstanding decreased 1.2% year on year, to ¥1,581.0 bil-

lion. This decline primarily resulted from stricter credit scoring

implemented by the Company in view of the rising trend in

nonperforming loans, which caused Promise’s consumer loans

outstanding to decrease 2.4%. On the other hand, At-Loan’s

consumer loans outstanding increased 15.6%, reducing the

decline in consolidated consumer loans outstanding.    

The Promise Group is striving to achieve growth in con-

sumer loans outstanding by meeting the needs of a broad

base of consumers through its full-line interest rate strategy.

Promise, offers loans within an interest rate band of 17.8% to

25.55%, while subsidiaries QUOQLOAN INC. and Sun Life

Co., Ltd., supply loans with interest rates up to the legal ceil-

ing of 29.2%. Furthermore, At-Loan and MOBIT CO., LTD.,

which is accounted for by the equity method, provide loans at

either 15.0% or 18.0%. Consequently, the Promise Group

offers interest rates over a wide range—15.0% to 29.2%.  

During the fiscal year, Promise began a new joint con-

sumer finance business with Sumitomo Mitsui Banking

Corporation and At-Loan. The new business is the reason

behind the large increase in the consumer loans outstanding

of At-Loan. 

Management’s Discussion and Analysis
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7.00%
In contrast to the decline in applications for bankruptcy, the

number of legal proceedings for loan restructuring initiated by

lawyers and judicial scriveners increased during the fiscal year,

and the loan loss ratio remained at a high level. Loan losses of

Promise totaled ¥90.7 billion, amounting to 7.00% of its con-

sumer loans outstanding. This represents an increase of 0.32

percentage points from 6.68% recorded in the previous fiscal

year. 

Operating Expenses

+30.0%
Total operating expenses grew 30.0%, to ¥313.9 billion, with

financial expenses and personnel costs being two major

expense components. Financial expenses fell 12.8%, to ¥15.5

billion. As a proportion of total operating expenses, financial

expenses declined to 4.9%, from 7.4% in the previous fiscal

year. Personnel costs decreased 15.0%, to ¥30.4 billion. As a

proportion of total operating expenses, personnel costs

declined to 9.7%, from 14.8% in the previous fiscal year. The

decline in financial expenses and personnel expenses as a pro-

portion of total expenses compared with the previous fiscal

year was due to the sharp rise in the proportion of interest

repayment expenses in total operating expenses.

52.3%
Accounting for the highest proportion of operating expenses,

credit losses increased 29.0% year on year, to ¥125.8 billion.

As a proportion of total operating expenses, credit losses

decreased to 40.1%, from 40.4% in the previous fiscal year.

However, interest repayment expenses, including allowance

for losses on interest repayments, soared 544.0%, to ¥38.4

billion. As a proportion of total operating expenses, interest

repayment expenses increased to 12.2%, from 2.5% in the

previous fiscal year. As a proportion of total operating expens-

es, credit losses and interest repayment expenses rose to

52.3%, from 42.8% in the previous fiscal year. In considera-

tion of the increase in interest repayment claims through legal

proceedings for loan restructuring, individual consumer

finance companies began to make an allowance for losses on

interest repayments in the fiscal year under review. The sharp

increase in interest repayments expenses can be attributed to

the setting up of this reserve.

Profit

–44.2%
As a result of the above factors, operating profit contracted

47.5%, to ¥67.4 billion. 

Net income amounted to ¥42.0 billion, dropping 44.2%

from the previous fiscal year. In the previous year, net extraor-

dinary losses amounted to ¥3.6 billion, comprised of ¥1.3 bil-

lion in impairment loss and ¥1.3 billion in loss on valuation of

investments in subsidiaries. During the fiscal year under

review, the Company posted net extraordinary income of

¥1.3 billion due to gains of ¥7.8 billion income on return of

substitutional portion of the Welfare Pension Fund Plan. As a

result, the drop in net income was approximately the same as

the declines in operating profit. 
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Financial Condition

44.1%
Total assets of the Promise Group edged down 1.4% from

the previous fiscal year-end, to ¥1,760.2 billion. The principal

factor in this contraction was the previously mentioned

decrease in consumer loans outstanding, which accounted for

89.8% of total assets. Short-term loans declined to ¥10.5 bil-

lion, from ¥44.4 billion at the end of the previous fiscal year.

As a result, current assets dropped 2.7%, to ¥1,598.5 billion.

On the other hand, investments and advance increased

45.3%, to ¥74.8 billion, chiefly because of the higher market

value of the Company’s investment in securities due to the

upswing in the stock market. 

In line with the decline in consumer loans outstanding,

Promise applied available surplus funds to the repayment of

loans. As a result, total interest-bearing debt—short-term 

borrowings, current portion of long-term debt, and long-term

debt—decreased to ¥884.8 billion, from ¥916.3 billion at the

previous fiscal year-end. However, the Company also booked

a ¥24.0 billion allowance for losses on interest repayments.

Current liabilities, therefore, increased 11.4% year on year, to

¥409.7 billion. Long-term liabilities fell 8.3%, to ¥562.1 bil-

lion. Retained earnings and net unrealized gain on securities

rose during the fiscal year, but the Company’s acquisition of

¥54.7 billion of treasury stock forced shareholders’ equity

down 2.2%, to ¥776.4 billion. The shareholders’ equity ratio

declined 0.4 percentage points, to 44.1%, remaining at a

high level. 

Fund Procurement

77.1%
Of the Promise Group’s ¥884.8 billion in interest-bearing debt

at fiscal year-end, short-term and long-term debt accounted

for ¥629.8 billion, or 71.2%, with the remaining ¥255.0 bil-

lion taken up by bonds. Looking at maturities, short-term

fund procurement amounted to ¥137.7 billion. The ratio of

short-term fund procurement to interest-bearing debt rose

6.6 percentage points, from 9.0% to 15.6%, because At-

Loan increased its short-term borrowings, at a low interest

rate, to expand its consumer loans outstanding. The remaining

84.4% was accounted for by long-term fund procurement.

The Promise Group minimizes the market 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 fiscal year under review

the ratio of fixed interest rates in total financing declined to

77.1% from 85.0% in the previous fiscal year because of the

rise in the proportion of short-term borrowings. The average

interest rate on fund procurement declined to 1.53%, from

1.76% at the end of the previous year, contributing to

reduced financial expenses.
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Cash Flows

–47.0 billion
Cash and cash equivalents at end of the year amounted to

¥63.9 billion, down ¥47.0 billion from the beginning of the

fiscal year. The decline in cash and cash equivalents can be

mainly attributed to lower net cash inflow from operating

activities, acquisition of investments in securities in investing

activities, and reduction in interest-bearing debt in financing

activities.

Net cash provided by operating activities totaled ¥74.6

billion, compared with ¥107.7 billion in the previous fiscal

year, down ¥33.2 billion. The major reason for this fall was a

¥55.8 billion drop in income before income taxes and minori-

ty interests from the previous fiscal year, to ¥71.3 billion.

Because the factors behind the decline in profits, such as the

increase in allowance for credit losses and the establishment

of allowance for losses on interest repayments, were non-cash

expenses, the decrease in cash flow was smaller than the

decline in profits.   

Net cash used in investing activities amounted to ¥25.8

billion, compared with ¥14.4 billion in the previous year, rep-

resenting an ¥11.4 billion increase in net cash used. Net cash

outflow can largely be attributed to ¥6.3 billion in payment

for purchase of property and equipment, ¥5.1 billion in pay-

ment for purchase of intangible fixed assets, and ¥15.2 billion

in payment for purchase of investments in securities.  

Net cash used in financing activities totaled ¥95.7 billion,

increasing ¥11.8 billion from ¥83.9 billion used in the previ-

ous fiscal year. Continuing from the previous fiscal year,

repayments of short-term borrowings and long-term debt

exceeded proceeds from short-term borrowings and long-

term debt because consumer loans outstanding decreased. In

addition, cash outflow increased due to a ¥54.7 billion

increase in treasury stock. 

Business Outlook

+22.7%
The Promise Group expects that consolidated consumer loans

outstanding will expand 4.4%, to ¥1,650.0 billion in the fiscal

year ending March 31, 2007. The Group plans to attain the

maximum benefits from the business alliance with SMFG,

aiming to increase consumer loans outstanding. Along with

the growth in loans, the Group anticipates that total operat-

ing income will increase 1.4%, to ¥386.8 billion. Looking at

cost forecasts, the Group expects that total operating expenses

will decline due to an end to investments in the start-up of

the new joint consumer finance business and to a decrease in

interest repayment expenses. Consequently, operating profit

is forecast to grow 26.5%, to ¥85.2 billion. Net income is

projected to expand 22.7%, to ¥51.6 billion.

These forecasts are judgments prepared by the Promise

Group based on information available at the time these esti-

mates were made and are subject to latent risks and uncer-

tainties. Accordingly, if the various factors that are the basis

for these forecasts differ from the assumptions made by the

Group, actual performance may differ substantially from these

predictions.
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Regulatory Risk regarding Restrictions on
Interest Rates on Loans
1. Risk of reduction in interest rates allowed under the

Capital Subscription Law
Negative impact on the Group’s performance:
• If the maximum interest rate is revised to a figure lower than the

current 29.2%
The maximum interest rate under 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, which 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.
2. Risk of Interest in Excess of the Interest Rate

Restriction Law
Negative impact on the Group’s performance:
• If the interest repayment amount exceeds the expected amount
• If the ongoing revision of related laws should not be in the Group’s

favor
A portion of the maximum interest rate for the consumer finance compa-
nies of the Promise Group is in excess of the maximum interest rate stipu-
lated in the Interest Rate Restriction Law (allowed annual rates on loans
with principal of 15% to 20%). The transaction will be deemed a valid
repayment of interest under the following conditions: if the debtor com-
plies with requirements of voluntarily paying the excessive portion as inter-
est; and if the moneylender delivers the written documents at the time of
concluding the loan agreement and issues the receipt immediately on pay-
ment. However, the recent Supreme Court decision has caused changes in
the interpretation of law, which have had a significant impact on the per-
formance of consumer finance companies. Furthermore, along with the
increase in legal processes for loan restructuring by lawyers and judicial
scriveners, there has been a steady increase in interest repayment claims
as a portion of interest paid in excess of the interest rate stipulated in
the Interest Rate Restriction Law. The Company set up an allowance for
losses on interest repayments in the fiscal year under review.

Regulatory Risk regarding Business
Restrictions under the Regulatory Law
Negative impact on the Group’s performance:
• If some violation triggered administrative measures by the Financial

Services Agency
• If business became more restricted as a result of a change due to a

revision of laws
The consumer finance companies of the Promise Group are governed 
by the various business regulations (prohibition of excessive lending, 

disclosure of loan conditions, prohibition of exaggerated advertising,
exchange of written documentation, exchange of receipts, restrictions on
loan collection activities, and so on) under the Regulatory Law. 

The moneylenders associations of each prefecture and the
Federation of Moneylenders Association of Japan also have self-regula-
tory rules to ensure sound lending, loan collection, and advertising. The
companies of the Promise Group comply with these rules.

Fund Raising and Interest Rates on Financing
Negative impact on the Group’s performance:
• If interest rates rise or the financing environment deteriorates

markedly beyond currently foreseen levels (Systematic fund raising
might become difficult.)

The Group has actively issued bonds and has sought to diversify its fund-
ing sources with borrowings from financial institutions, fixed interest rate
long-term bonds, and syndicated loans. To minimize interest rate risk,
the Group hedges its exposure using interest rate caps and uses interest
rate swaps while also obtaining commitment line agreements to secure
alternate sources of funds in preparation for sudden changes in the
financing environment. Through these and other measures, the Group
aims to achieve stable fund procurement at low cost.

Business and Capital Alliance with Sumitomo
Mitsui Financial Group, Inc. (SMFG)
Negative impact on the Group’s performance:
• If performance does not proceed as planned due to a sudden

change in the business climate or other factors
• If there were a change in the Banking Law or other related laws
• If SMFG were to acquire more than a certain proportion of the out-

standing shares of the Company
The Company has formed a business and capital alliance with SMFG,
and at March 31, 2006, SMFG held 21.5% of the voting shares in
Promise.

Other Risks
Among the other risks the Promise Group is exposed to are the increas-
ing multiple indebtedness and the default of loans made to consumers,
the handling of Personal Information and the Information Privacy Law, the
liberalization of regulations, computer system failure, and country risk.

Risk Factors

The following is a description of the major risk factors that the Promise Group is exposed to regarding its
business, performance, and financial position.

Cognizant of the potential risks described below, the Promise Group takes steps to prevent these risks
from materializing and to respond promptly when problems arise. However, it should be noted that the
risks described below may not represent a complete coverage of the risks faced by the Group.


