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>>Management’s Discussion and Analysis

Overview

+3.2% 
During the fiscal year ended March 31, 2004, Japan’s gross
domestic product (GDP) grew 3.2% in real terms, exceeding gov-
ernment projections. The economy—mired in prolonged stagnation
because of the bad debt problem in the financial sector, the
extended period of deflation, and the lack of direction in the U.S.
economy—began to show signs of recovery. The driving forces
behind the recovery were steadily rising private-sector capital
investment and a robust export market. The economic improve-
ment had little impact on employment conditions or personal
incomes. However, among other indicators, personal consumption
started to increase, as the base of the recovery broadened through-
out the economy. 

239,451 applications for bankruptcy
Although the Japanese economy began to regain some of its
strength, conditions remained difficult in the consumer finance
industry. Against a backdrop of poor employment conditions and
stagnant personal income, the number of applications for personal
bankruptcy in the period from April 2003 to March 2004 rose to a
record high of 239,451. One of the reasons behind this high figure
was a growing awareness of personal bankruptcy among debtors
due to a lifting of the ban on advertising by lawyers. 

Promise Co., Ltd., and its consolidated subsidiaries (the
“Promise Group”) worked to bolster their operations under these
difficult conditions to achieve continued growth. However, total
operating income declined 4.8% from the previous fiscal year, to
¥391.0 billion, and net income fell 31.5%, to ¥41.6 billion.

Results of Operations

-4.8%
Consolidated total operating income in the fiscal year under review
decreased 4.8%, to ¥391.0 billion. One of the main factors con-
tributing to this decrease was the Company’s August 2003 sale of
two consolidated subsidiaries, GC Co., Ltd., and MITSUWAKAI
Co., Ltd., and their subsequent removal from the scope of consoli-
dation. Nevertheless, even ignoring this factor, the Promise Group
recorded its first decline in total operating income since going 
public in 1993. 

Consumer loans outstanding at fiscal year-end decreased 5.3%,
to ¥1,529.1 billion. As with total operating income, even after elimi-
nating the effect of the removal of the two previously mentioned
companies from the scope of consolidation, consumer loans out-
standing were still down slightly from the previous fiscal year-end.
The Promise Group will continue 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
25.5%, while subsidiaries Plat Corporation and Sun Life Co., Ltd.,
supply loans with interest rates up to the legal ceiling of 29.2%. On the
other hand, MOBIT CO., LTD., which is accounted for by the equity
method, provides loans at 15.0% and 18.0%. Consequently, the
Group can offer 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 correc-
tion in demand brought about by the previously mentioned
economic conditions. 

0

500

400

300

200

100

00 01 02 03 04

(¥ billion)

Total Operating Income 
(Years ended March 31)

0

50

60

70

40

30

20

10

00 01 02 03 04

(¥ billion)

Net Income 
(Years ended March 31)

2,000

0

1,500

1,000

500

00 01 02 03 04

(¥ billion)

Consumer Loans Outstanding 
(Years ended March 31)



Annual Report 2004    25

6.95%
More specifically, the decline in consumer loans outstanding during
the fiscal year under review can be attributed to an increase in the
loan loss ratio and a decrease in the number of new customers.
The Company wrote off ¥94.0 billion in loan losses in the fiscal 
year under review, amounting to 6.95% of its consumer loans out-
standing. This represents an increase of 1.83 percentage points
from 5.12% recorded in the previous fiscal year. The number of
new customers was down 39 thousand, or 11.5% year on year, 
to 300 thousand customers.

Operating Expenses

-0.2%
Consolidated total operating expenses edged down 0.2%, to
¥303.1 billion. Among the major components of operating expens-
es, financial expenses dropped 13.7% year on year, to ¥21.4 billion.
As a proportion of total operating expenses, financial expenses
declined to 7.1%, from 8.2% in the previous fiscal year. Another
major expense, personnel costs, fell 11.9% year on year, to ¥42.1
billion. As a proportion of total operating expenses, personnel costs
decreased to 13.9%, from 15.7%. 

48.3%
Accounting for the highest proportion of operating expenses, credit
losses including provision for uncollectible loans rose 17.3% year
on year, to ¥146.4 billion. As a proportion of total operating expens-
es, credit losses grew to 48.3%, from 41.1% in the previous fiscal
year. The increase in credit losses means an increase in loan loss
write-offs. Behind those higher write-offs lies the higher number 
of personal bankruptcies. Over the past few years, the number of
applications for personal bankruptcy has risen to new record levels
annually, climbing 24.1% in the fiscal year ended March 2002,
30.4% in the fiscal year ended March 2003, and 5.7% in the 
fiscal year ended March 2004. Increasing numbers of personal

bankruptcies have been triggered not only by the impact of Japan’s
economic stagnation on consumers’ job opportunities and personal
income but also by greater awareness of the possibility of personal
bankruptcy among debtors.

734 employees
Promise was the first company in the consumer finance industry 
to introduce a comprehensive voluntary retirement plan. During 
the first half of the 1980s, the Company rapidly expanded its sales 
networks and hired many people. Because of this expansion, a 
significant proportion of the Company’s workforce is now 40 years
old or over. Promise implemented its voluntary retirement plan with
the aim of changing the age distribution of its workforce. A total of
734 employees applied for the plan, which targeted employees
aged 36 or over with at least 10 years’ work experience with
Promise. All applicants retired at the end of the fiscal year under
review. As a result, total personnel costs approximately fell ¥3.0 
billion due to a ¥700 million decrease in the provision for bonuses
and a ¥2.3 billion decline in severance indemnities. In addition, the
burden of the salaries of these 734 employees has been eliminated
for the fiscal year ending March 2005. 

Profit

-31.5%
As a result of the previously mentioned factors, operating profit was
down 17.8% year on year, to ¥87.9 billion. As in past years, recur-
ring profit was about level with operating profit, falling 16.8% year
on year, to ¥89.9 billion. Due to equity in net gain of affiliated com-
pany MOBIT, which moved into the black in the fiscal year ended
March 2003, a ¥37 million loss on investment recorded in the previ-
ous fiscal year became a ¥95 million gain on investment in the fiscal
year under review. 

Net income amounted to ¥41.6 billion, down 31.5% from the
previous fiscal year. The Company recorded an extraordinary
income of ¥13.4 billion on the sale of GC and MITSUWAKAI.
Extraordinary losses climbed to ¥24.1 billion, primarily because of
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special retirement payments related to the voluntary retirement
plan. Overall, there was a net extraordinary loss of approximately
¥10.0 billion. This amount was the principle reason for the substan-
tially larger percentage decrease in net income compared with the
percentage declines in operating and recurring profit. 

Financial Condition

37.0%
Total assets of the Promise Group contracted 7.4% from the previ-
ous fiscal year-end, to ¥1,718.7 billion. The principal factor in this
contraction was the previously mentioned decrease in consumer
loans outstanding, which accounted for 89.0% of total assets.
Notably, notes and accounts receivable dropped ¥53.6 billion, 
to ¥7.4 billion. However, this decrease resulted from the removal of
GC and MITSUWAKAI from the scope of consolidation. As a result,
current assets declined 9.4%, to ¥1,573.6 billion. Fixed assets
increased 23.2%, to ¥145.2 billion. Land rose ¥39.0 billion, to
¥52.1 billion, because of the purchase of Promise’s head office.
The head office building, which is used as offices by the Promise
Group, was securitized three years ago, and Promise has been
making lease payments to a special purpose company. On
redemption of its investment, the Company determined that it
would be advantageous to purchase the building. 

Along with the decline in consumer loans outstanding, short-term
borrowings and long-term debt decreased. Current liabilities fell
11.8%, to ¥323.2 million, and long-term liabilities dropped 12.9%, to
¥758.8 million. On the other hand, shareholders’ equity rose 3.0%, to
¥636.7 billion, thanks to continued growth in retained earnings. The
shareholders’ equity ratio improved to 37.0%, indicating that the
Group is continuing to maintain a sound capital structure.

Fund Raising

96.7%
Accompanying the contraction in consumer loans outstanding, 
interest-bearing debt at fiscal year-end declined 13.0%, to ¥1,004.0
billion. At ¥697.1 billion, short-term and long-term debt accounted 
for 69.4% of this amount, with the remaining ¥307.0 billion taken up 
by bonds and commercial paper. Looking at maturities, short-term
funding amounted to ¥17.4 billion, or 1.7% of total interest-bearing
debt. The remaining 98.3% was long-term funding. The Promise
Group’s basic policy is to raise funds on a long-term and stable basis. 

The Promise Group intends to minimize the market interest rate
risk on funds by increasing the proportion of fixed interest rate
funds within its total financing. Through the aggressive use of fixed
interest rates on loan agreements, derivatives, and fixed rate
coupons on its corporate bonds, the Group has achieved fixed
interest rates on 96.7% of its financing. This places the Group in a
strong position in the event of movement in market interest rates.
The average funding rate declined to 1.80%, versus 2.01% for the
previous year, contributing to reduced financial expenses.

Cash Flows

-¥5.1 billion
At the end of the fiscal year under review, cash and cash equiva-
lents amounted to ¥101.1 billion, ¥4.7 billion lower than at the
beginning of the fiscal year. Net cash outflow from operating,
investing, and financing activities totaled ¥5.1 billion. However, 
due to the effect of an increase in the scope of consolidated 
subsidiaries, actual net cash outflow was ¥4.7 billion. The decline 
in consumer loans outstanding and sales of the stocks of two con-
solidated companies resulted in large changes in cash flows from
operating and investing activities. However, these changes were
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covered by planned and systematic funding through financing 
activities. As a result, the Group held the net decrease in cash and
cash equivalents to a small amount. 

Net cash provided by operating activities totaled ¥94.0 billion in
the fiscal year under review, compared with ¥9.2 billion in the previ-
ous fiscal year, up by a factor of 10. This jump can be attributed to
a ¥101.4 billion difference between the ¥71.8 billion increase in
consumer loans outstanding booked in the previous fiscal year and
the ¥29.6 billion decrease booked in the fiscal year under review—
representing an improvement in cash. In addition, the booking of
special retirement payments and decreases in sales receivables and
other accounts due to the removal of GC and MITSUWAKAI from
the scope of consolidation also contributed to the improvement in
cash. 

Net cash provided by investing activities amounted to ¥29.0 bil-
lion, compared with net cash used of ¥818 million in the previous
year, representing a ¥29.8 billion improvement in cash. The main
factors contributing to this improvement were ¥25.2 billion in pro-
ceeds from sales of the stocks of GC and MITSUWAKAI and the
recovery of ¥41.8 billion in loans to these companies. On the other
hand, there was a ¥44.4 billion payment for purchase of property
and equipment related to the previously mentioned purchase of the
Company’s head office. 

Net cash used in financing activities totaled ¥128.0 billion,
approximately ¥100.0 billion more than the ¥26.9 billion used in the
previous fiscal year. Cash outlay increased due to ¥255.1 billion in
repayments of long-term debt and ¥32.0 billion in redemption 
of bonds. Proceeds from short-term borrowings, long-term debt,
and issuance of bonds were held to a minimum due to the drop in
consumer loans outstanding, resulting in the net cash outflow. 
An active ¥14.3 billion increase in treasury stock also contributed 
to growth in net cash used. 

Business Outlook

-1.2%
In the fiscal year ending March 2005, the Company forecasts a
1.2% decline in consumer loans outstanding, to ¥1,511.4 billion.
There is no doubt that the business environment for the Promise
Group is improving; the Japanese economy is on the rebound 
and the rate of increase in the number of applications for personal
bankruptcy has leveled off. Nevertheless, the Company believes
that demand will remain in a correction phase during the fiscal year
ending March 31, 2005, and intends to be careful in its extension 
of credit provision and to work on controlling its loan losses.

+44.3%
Based on the projected small decrease in consumer loans out-
standing, the Company expects that total operating income will
decline 5.5%, to ¥369.3 billion. The reasons for total operating
income falling at a higher rate than the rate of decrease in con-
sumer loans outstanding are that the Company expects the yield on
loans to edge down slightly and that GC and MITSUWAKAI will not
be contributing revenues in the fiscal year ending March 31, 2005.
Regarding costs, the Company anticipates that operating expenses
will decrease due to the fall in credit losses predicted in accordance
with a drop in the loan loss ratio and to the lower personnel costs
resulting from the elimination of the salaries of employees who vol-
untarily retired. Consequently, operating profit is expected to
increase 16.7%, to ¥102.5 billion, and recurring profit to rise 15.5%,
to ¥103.8 billion. Net income is projected to surge 44.3%, to ¥60.0
billion, thanks to the absence of special retirement payments. 

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 predictions.


