
Management’s Discussion and Analysis

Overview
During the fiscal year ended March 31, 2003, there were some signs of
improvement in the Japanese economy, but employment conditions
remained difficult as evidenced by continuing high rates of unemploy-
ment. Similarly, the Nikkei Stock Average fell to its lowest level since the
end of Japan’s bubble economy, and uncertainty surrounded the future
course of the world economy. These and other factors led to an increas-
ingly severe operating environment. On the other hand, certain develop-
ments suggested major upcoming changes in conventional customer
transactions. These included the rapid movement toward a ubiquitous IT
environment, including expanding availability of Internet broadband and
wireless access services and the commencement of trials of IC card
based electronic money by convenience stores and railway companies.

In the consumer finance industry, trends included concern regarding
a faster-than-anticipated rise in nonperforming loans along with the 
rise in the number of personal bankruptcies, the deterioration in the
employment environment, and stagnation in personal incomes. In tan-
dem with these developments, competition in the retail finance industry
became increasingly intense, as new entrants from other industries and
types of businesses sought to gain market share. 

Promise and its consolidated subsidiaries concentrated their attention
on further strengthening its management position to be able to
respond flexibly to major ongoing changes in the business environment.
This included promoting the pooling and joint use of the Group’s man-
agement resources. As a consequence, total operating income expand-
ed 4.1% over the previous fiscal year, to ¥410.6 billion. Operating
profit, however, decreased 6.6%, to ¥107.0 billion, and net income
amounted to ¥60.7 billion, down 3.5% from the previous fiscal year. 

Results of Operations
Consolidated total operating income during the fiscal year under review
increased 4.1%, or ¥16.1 billion, to ¥410.6 billion. This expansion in
income was due to an increase in interest on consumer loans of 5.1%,
or ¥18.4 billion, to ¥381.1 billion, which accompanied a 4.6% rise in
consumer loans receivable, to ¥1,614.5 billion at fiscal year-end. The
increase in consumer loans receivable was primarily a result of a 3.9%
increase in consumer loans outstanding at the parent company, Promise
Co., Ltd., and a 17.6% gain in loans outstanding from Plat Corporation,
a wholly owned subsidiary. Another factor contributing to performance

was the rise in interest on consumer loans accompanying the consolida-
tion of consumer finance subsidiary Sun Life Co., Ltd. Sun Life was first
consolidated in the fourth quarter of the fiscal year ended March 31,
2002, and thus made its first full year of contribution to overall perform-
ance during the year under review. The average contractual interest
rate for the Promise Group during the fiscal year was 24.91%. This was
0.44 percentage point lower than in the previous fiscal year, owing to
the increase in the number of loans within the category of consumer
loans receivable (99.5% of which are unsecured) to preferred customers
who are eligible for lower rates.

Other operating income, which consists primarily of collected
amounts of loans previously written off and related interest, increased
0.9%, or ¥170 million, to ¥19.6 billion. Sales were down 19.7%, or
¥2.4 billion, to ¥9.9 billion, because of a drop in automobiles sales of
an overseas subsidiary. The portion of consolidated total operating
income accounted for by financing activities rose 0.8 percentage point,
to 96.4%. 

Consolidated total operating expenses rose 8.5%, or ¥23.7 billion, to
¥303.7 billion. The rate of increase in these expenses exceeded the rate
of growth in total operating income. The principal factor accounting for
higher expenses was the increase in credit losses, including provision for
uncollectible loans, which rose 28.7%, or ¥27.8 billion from the previ-
ous year. Personnel costs—which also include employees’ salaries and
bonuses, welfare expenses, retirement benefits, and other related
expenses—increased 7.3%, to ¥3.3 billion. To counteract these increas-
es, the Promise Group reduced its advertising expenses, and the parent
company, in particular, reviewed its costs to lower expenses wherever
possible. Please note that one-time costs associated with the merger to
form consolidated subsidiary Plat comprised ¥2.2 billion in advertising
expenses and ¥0.9 billion for other related costs. As a result of the larg-
er increase in expenses than in income, operating profit declined 6.6%,
to ¥107.0 billion. The ratio of operating profit to total operating income
was down 3.0 percentage points for the fiscal year, to 26.0%, com-
pared with 29.0% in the previous fiscal year. 

Financial expenses, which are largely accounted for by interest
expense, dropped 0.3%, or ¥66 million, to ¥24.8 billion. This was due
to a slight decline in the average interest rate on interest-bearing debt,
which also offset the effect of a slightly higher average balance of
funds raised.
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The average interest rate paid on long-term debt (including long-term
debt due within one year), which represents 97.7% of the Company’s
total borrowings including bonds, was 2.0%, a decline of 0.1 percent-
age point from 2.1% in the previous fiscal year. This decline was due to
a fall in market rates, including the long-term prime rate. As of March
31, 2003, debt with fixed interest rates accounted for 90.5% of interest-
bearing debt, compared with 88.7% at the end of the previous fiscal
year. Considering current market interest rates in Japan, increasing
the percentage of fixed rate borrowings will reduce the future interest
burden as market rates rise. 

Total other expenses, net, on a consolidated basis showed an
improvement from minus ¥2.2 billion in the previous fiscal year to
minus ¥1.2 billion in the fiscal year under review. This was mainly
because MOBIT, a joint venture with UFJ Bank Limited and one other
company accounted for by the equity method (with 45% ownership by
Promise), posted its first full year of net income since its establishment.
This led to a reduction in equity in net loss of affiliated companies from
¥3.2 billion in the previous fiscal year to ¥37 million for the year under
review. In addition, the net gains on sales of investment in securities of
¥1.8 billion reported in the previous fiscal year declined to a net loss of
¥5 million. As a result, income before income taxes declined 5.8%, to
¥105.8 billion. Reflecting recognition during the fiscal year under
review of losses associated with the reserve for possible loan losses and
other items that had contributed to the Company’s tax burden in the
previous fiscal year, the legal effective tax rates for computing deferred
tax assets and deferred tax liabilities declined to 42.6% for the fiscal
year under review compared with 44.0% for the previous fiscal year.
As a consequence, net income amounted to ¥60.7 billion, a decline
of 3.5% from the previous fiscal year. 

The ratio of net income to total operating income edged downward
1.2 percentage points, to 14.8%, compared with 16.0% in the previ-
ous fiscal year. Return on equity (ROE) declined 1.3 percentage points,
to 10.2%, versus 11.5% for the previous fiscal year. Net income per share
amounted to ¥483.62, representing a decrease of ¥21.16 per share.

Financial Condition
Total assets of the Promise Group rose 1.2%, or ¥21.6 billion, from the
previous fiscal year-end, to ¥1,855.4 billion. The principal factor account-
ing for this increase was the increase in consumer loans receivable of
4.6%, or ¥71.2 billion, to ¥1,614.5 billion. On the other hand, the

Company made substantial additions to its allowance for credit losses
to ensure the soundness of its asset portfolio. At fiscal year-end, the
allowance stood at ¥114.6 billion, representing an increase of 32.2%,
or ¥27.9 billion from the end of the previous fiscal year. 

Cash and cash equivalents were down 15.0%, or ¥18.6 billion, to
¥105.8 billion. This decline was due to the Company’s decision to fund
the increase in consumer loans receivable from available cash and mini-
mize additional fund raising. The reasons for this decision included the
Company’s policy of actively seeking commitment lines for financing
from financial institutions, which give the Company access to liquidity
and allow it to manage its cash resources flexibly and efficiently. 

As a result of the above, current assets rose 2.0%, or ¥34.3 billion,
to ¥1,737.5 billion. Fixed assets decreased 9.8%, or ¥12.8 billion,
to ¥117.8 billion. 

On the other hand, total liabilities were down 1.7%, or ¥21.7 billion,
to ¥1,237.2 billion. Of this total, interest-bearing liabilities, including
long- and short-term debt as well as bonds declined 0.9%, or ¥10.8 bil-
lion, to ¥1,154.1 billion, primarily because of reductions in long-term
borrowings.

Shareholders’ equity rose 7.5%, or ¥43.2 billion, to ¥618.1 billion.
This was due principally to the net effect of an increase in retained
earnings of ¥48.0 billion and a rise in treasury stock, which is a
deductible item, of ¥2.9 billion. As a consequence, the shareholders’
equity ratio rose 2.0 percentage points, to 33.3%, versus 31.3% at the
end of the previous fiscal year. In addition, the debt-to-equity ratio
declined 15.9 percentage points, to 186.7%. As these figures suggest,
the Company is continuing to maintain asset liquidity and a sound
capital structure. 

Loan Losses
Loan losses for the fiscal year were up 33.6%, or ¥24.3 billion, to 
¥96.6 billion. The ratio of these losses to the balance of consumer loans
receivable rose 1.3 percentage points, to 6.0%, versus 4.7% at the
previous fiscal year-end. This increase was primarily due to the increase
in the number of personal bankruptcies. However, despite an overall
increase in the number of such bankruptcies of 30.4% during the fiscal
year under review, Promise continued its policy of strict credit evalua-
tion and management of its asset portfolio and restrained the increase
in credit losses to a minimum. 
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Fund-Raising
The Promise Group has three policies to guide its fund-raising activities.
These are the “use the bond market flexibly taking due account of
financial market conditions”, “give preference to long-term, fixed rate
funding”, and “secure liquidity through the use of commitment lines”.
During the fiscal year under review, the Company experienced no prob-
lems in its fund-raising activities. As of March 31, 2003, the Company’s
interest-bearing debt stood at ¥1,154.1 billion, 0.9% lower than at the
previous fiscal year-end. Direct capital market funding accounted for
28.1% of this total, 0.9 percentage point higher than the 27.2% figure
at the previous fiscal year-end. The ratio of fixed rate funding was
90.5%, or 1.8 percentage points higher than the 88.7% reported at
the previous fiscal year-end. The Company increased the upper limit of
its commitment lines from ¥145.7 billion to ¥232.1 billion. In addition,
the average funding rate declined to 2.01%, versus 2.09% for the pre-
vious year. At present, market interest rates in Japan are at the lowest
level ever recorded, but even if rates begin to rise, since 90% of the
Company’s borrowings are at fixed rates, the impact is expected to be
marginal. Especially, among funds raised at floating rates, to avoid the
impact of future increases in the interest burden owing to higher mar-
ket interest rates, the Company has arranged for interest rate caps to
place an upper limit on a portion of the funds bearing floating interest
rates. Also, the Company arranges for interest rate swaps to fix the cost
of a portion of its funds raised at floating rates. As of March 31, 2003,
the Promise Group’s total contractual balance of funds with interest
rate caps and interest rate swaps was ¥161.4 billion.

Cash Flows
At the end of the fiscal year under review, cash and cash equivalents
(hereinafter, “cash”) amounted to ¥105.8 billion, 15.0%, or ¥18.6 bil-
lion lower than at the beginning of the fiscal year. This decline was pri-
marily due to the repayment of borrowings amounting to ¥17.6 billion.
Net cash provided by operating activities improved substantially from
the previous fiscal year, and the Company restrained the amount of net
cash used in investing activities. This policy of restraint was based on a
financial policy aimed at securing sufficient liquidity and allowing for
flexible and efficient cash management. Accordingly, management
believed that the level of cash represents sufficient liquidity for the
conduct of the Company’s operations. 

Net cash provided by operating activities moved from a net outflow
of ¥7.1 billion in the previous fiscal year to a net inflow of ¥9.2 billion
for the fiscal year under review, an improvement of ¥16.3 billion. This

improvement in cash flows from operating activities was due mainly
to a decline of ¥31.2 billion in cash used to increase consumer loans
receivable and an increase in the provision for credit losses of ¥3.7 bil-
lion. The positive effect of these two items more than offset the decline
of ¥6.5 billion in income before income taxes, to ¥105.8 billion, and the
increase in income taxes paid of ¥20.8 billion.

Net cash used in investing activities amounted to a net outflow of
¥818 million, a ¥12.2 billion lower outflow than in the previous year.
This was the result of efforts to make more efficient use of resources
within the Promise Group and restrain new purchases of property and
equipment, which declined from ¥6.6 billion in the previous year to
¥1.9 billion in the fiscal year under review. Another factor accounting
for the lower cash used in investing activities was the reduction in pay-
ment for purchases of investments in securities from ¥19.2 billion in the
prior year to ¥30 million in the year under review. On the other hand,
the increase in loans after subtracting recoveries moved from an out-
flow of ¥520 million in the previous year to an outflow of ¥2.8 billion
in the fiscal year under review. 

Net cash used in financing activities amounted to a net outflow of
¥26.9 billion as cash inflows from financing activities declined ¥66.8 bil-
lion for the previous fiscal year. This was primarily due to a decline of
¥44.8 billion in proceeds from issuance of bonds, an excess of loan
repayments over increases in borrowings of ¥17.6 billion, and payment
of ¥2.9 billion for the purchase of treasury stock. Cash dividends paid
amounted to ¥12.6 billion. 

Capital Expenditures
Capital expenditures during the year under review amounted to ¥1.8
billion, compared with ¥6.6 billion for the previous year, a decline of
¥4.8 billion. The principal expenditures included those for newly estab-
lishing or relocating offices and automated contract machines as well
as IT investments. The Company financed these expenditures from its
own cash. Also, as a result of the merger or closure of certain branches
to improve the efficiency of service delivery channels, the number of
branches declined to 1,711, compared with 1,785 during the previous
fiscal year. Of this total, the number of conventional staffed branches
dropped to 570, from 630 in the prior year. 

Dividend Policy
The Company believes that returning a portion of profits to sharehold-
ers is an issue of the highest priority. The Company has received a high
appraisal from the Tokyo Stock Exchange for its record of dividends
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and, as a member of the consumer finance industry, has received a
number of awards for its policy. In line with this dividend policy, a cash
dividend of ¥100 per share was paid for the fiscal year under review,
the same as for the previous fiscal year. As a consequence, the
Company’s dividend payout ratio rose 0.1 percentage point from the
previous fiscal year, to 20.5%, and the ratio of dividends to sharehold-
ers’ equity declined 0.2 percentage point, to 2.1%.

Business Outlook
The business environment for the activities of the Promise Group will
continue to be challenging, as the employment and income environ-
ments remain severe, with the unemployment rate remaining high, at
more than 5%. The number of customers who have lost the where-
withal to repay their loans because of unemployment or reductions in
income is growing, and there is concern in the consumer finance indus-
try about delayed repayments and loan losses. Moreover, although
there have been some signs of improvement in the domestic economy,
which triggered a temporary “proclamation” that the economy was
bottoming out, uncertainties have risen because of continuing defla-
tionary pressures, the persistence of nonperforming loan issues in the
financial sector, the slump in Nikkei Stock Average to new post-bubble
lows, and the adverse impact of rising international tensions. All of
these developments suggest that conditions will remain severe and that
conditions must still be monitored carefully. 

Even amid this environment, the Company is placing strong emphasis
on the issues of reducing nonperforming loans and retaining its cus-
tomers to secure a stable flow of earnings and achieve corporate growth.

To this end, the Promise Group is implementing an original business
model for the in-depth development of the consumer finance market
as a whole by nurturing three brands, namely “Promise,” “MOBIT,”
and “Plat.” While emphasizing increasing the soundness of assets, the
Promise Group is working to create a new platform for growth and is
taking initiatives to enhance the efficiency of Group management and
increase profitability through the continued sharing of Group resources
and activities to build a more diverse and stabler funding base. 

Promise is endeavoring to optimize its service delivery channels and
its organization through achieving the best allocation of conventional
and automated outlets as well as the expansion of Internet services. As
part of these activities, Promise is upgrading its CD and ATM network
for joint use and working to create an effective and efficient channel

network that will strengthen its interface with customers and make it
possible to respond to customer needs “anytime, anywhere, and imme-
diately.” In addition, to retain customers, Promise is working to make
the transition to “navigation marketing”—which uses a customer
information system that lists all of customers’ transactions and permits
integrated customer relations management—and offer each customer
the products and services that are best for them. 

In addition to these initiatives, Promise is promoting structural
reforms in three areas: namely, its management structure, its business
structure, and its personnel/organizational structure. Along with these
reforms, Promise is carefully examining its cost structure in all aspects
of its operational flow and is working to implement reforms to create
a lean and strong corporate structure that will generate a continuing,
stable flow of earnings. 

Moreover, the Promise Group is continuing its efforts to establish
new business models through strategic alliances with different indus-
tries and different types of entities that will enable it to offer services
to a broader range of customers and in new markets. Along with these
activities, the Group is aggressively conducting surveys and research
to develop futuristic models for the financial services industry that will
make use of advanced technologies, including e-commerce, and work
to establish systems that can incorporate IC card and other systems. 

Another important development during the year was the entry of
Promise into the Japan Keidanren in November 2002. To respond to the
expectations of society at large and win strong trust and confidence,
the Promise Group is placing priority on strengthening its compliance
systems and on establishing risk management systems that can respond
immediately to contingencies. 

For the fiscal year ending March 31, 2004, the Company is forecast-
ing total operating income of ¥410.5 billion, approximately the same as
in the fiscal year under review. Operating profit is expected to decline
12.2%, to ¥93.9 billion, and net income is also forecast to decrease
12.2%, to ¥53.3 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 Group, actual performance
may differ substantially from these forecasts. 
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