
Promise Annual Report 2006    5 •

What Is Going On in the Consumer
Finance Industry?

During the fiscal year ended March 31, 2006, there was a major change in the
business climate of Japan’s consumer finance industry. The sharp increase in
interest repayment claims through lawyers and judicial scriveners had a substan-
tial impact on the performances of consumer finance companies. The following
is a report on the current status of the consumer finance industry.  

Three Laws Governing 
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Three Laws Governing the Loan
Business

When conducting consumer finance operations, the basic laws reg-
ulating the business are the Regulatory Law and the Capital
Subscription Law. In combination with the Interest Rate Restriction
Law, these are the three laws that govern the loan business.

Article 5, Paragraph 2, of the Capital Subscription Law stipu-
lates that the maximum interest rate that moneylenders can charge
is 29.2% per annum. Businesses in violation of this regulation are
disciplined under the law. Similarly, the Interest Rate Restriction
Law, which was enforced in 1954 with the Capital Subscription
Law, provides that, depending on the amount of principal, the
maximum interest rate shall be between 15% and 20%. At the
same time, however, the law states that if a debtor pays amounts
in excess of the maximum rate voluntarily, repayment cannot be
claimed. 

The following are the main points of the Regulatory Law.
• Loan businesses must register before commencing operations

and periodically renew that registration. 
• As moneylenders, loan businesses must observe strict business

regulations.
• Loan businesses must set up moneylenders associations.
• Authorities have the right to supervise the operations of loan

businesses.
• Interest rates are regulated. 

The Regulatory Law was enacted to eliminate unfair and
inappropriate operators and to ensure that moneylenders carry out
their businesses in accordance with rules stipulated under the law.
In particular, the business regulations that moneylenders must
obey are extremely specific, covering the issuance of contracts and
receipts, the prohibition of excessive loans to individuals, advertis-
ing, debt collection practices, and the signing of loan guarantee
contracts for loans that require guarantors. 

The connection between the Regulatory Law and the Capital
Subscription and Interest Rate Restriction laws regarding interest
rates is an extremely important aspect of this law. Article 43 of the
law sets out the conditions under which a borrower that has paid
interest in excess of the maximum stipulated under the Interest
Rate Restriction Law (15% to 20%) is deemed to have done so
voluntarily and therefore has no recourse to repayment claims. The
two conditions that must be fulfilled are (1) the details of the con-
tract, such as interest rate, and the debt incurred must be submit-
ted to the borrower clearly in writing and (2) whenever a repay-
ment is received from the borrower, a receipt must be issued to the
borrower clearly indicating the received amount and its application
to principal and interest owed.

Consumer Finance Business Flow

The business flow of Promise and other consumer finance compa-
nies that comply with laws and regulations depends on the regula-
tions of the Regulatory Law. When consumer finance companies
receive a loan application, they must carefully make a credit
assessment to ensure that the loan will not be excessive (Article
13). The details of the loan contract must be submitted to the cus-
tomer in writing (Article 17). When the customer makes a repay-
ment based on the contract, a receipt must be issued (Article 18).
Also, the loan business must follow regulations for loan collection
practices, such as the private life of the customer or proper busi-
ness conduct must not be disrupted even when collecting loans in
arrears (Article 21). 

Changes in the Interpretation 
of the Law and Increased Interest
Repayment Claims

Bankruptcy applications reached a peak in 2003 and have steadily
declined since then. In their place, however, legal debt restructuring
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* With revolving contracts, consumer finance companies are required to submit the above written documentation and issue a receipt to 
customers for each loan and repayment.
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by lawyers and judicial scriveners has been on the rise. Taking
Promise as an example, a breakdown of loan losses by cause
shows that in the fiscal year ended March 2002, legal proceedings
by lawyers or courts accounted for only 22.4% of loan losses. By
the fiscal year ended March 2006, this proportion had jumped to
45.7%. Over the same period, the proportion of loan losses caused
by personal bankruptcy had fallen from 40.1% to 19.1%. 

As a backdrop to the increase in legal debt restructuring, the
lifting of the prohibition on advertising by lawyers in October 2000
and subsequent start of legal advertising resulted in a heightened
awareness among the public of legal debt restructuring methods.
In addition, the rise in individual legal suits regarding debt restruc-
turing is thought to have contributed to the decision by the courts
that consumer finance companies were not meeting the previously
mentioned conditions required by Article 43 of the Regulatory Law.
For example, because of the special flexible nature of the revolving
contracts offered by many consumer finance companies, the repay-
ment period, the number of payments, and the repayment amount
were omitted from contracts. However, in December 2005, a deci-
sion by the Supreme Court of Japan stated that if these items are
not included in written contracts, the requirement of submitting
the contract in writing to the customer stipulated in Article 17 of
the Regulatory Law has not been met. Previous to that legal deci-
sion, in February 2004, the courts had handed down a strict inter-
pretation of the items to be included in the receipt as required by
Article 18 of the same law. And in July 2005, the Supreme Court
decided that a consumer finance company must disclose its full
record of transactions with a customer based on its actual ledgers.
All of these court decisions have had a significant impact on the
consumer finance business. The latter decision in particular has led
to a ballooning of interest repayment claim amounts per debt
restructuring made possible by the consumer finance company
being obliged in practical terms to disclose all prior transaction

records. It has also prompted heightened intervention activities by
lawyers and judicial scriveners due to easy access to records. 

The Controversy over Lowering 
the Interest Rate Ceiling

In June 2000, the maximum interest rate allowed under the Capital
Subscription Law was lowered from 40.004% to 29.2%. This inter-
est rate was reaffirmed in the 2003 revision of the law and stands
to this day. At the time of the 2003 revision, however, a supple-
mentary provision was added to the law to the effect that a revi-
sion of regulated interest rates would be made in about three
years. In line with that provision, the legal and administrative lev-
els of the Japanese government are now preparing to revise relat-
ed laws and regulations. Within that movement, controversy is
arising over how to handle the situation of interest rates being
governed by two different laws, the Capital Subscription Law and
Interest Rate Restriction Law. 

Matters other than the maximum interest rate are also caus-
ing controversy. To make the business entrance regulations more
appropriate, the regulatory authorities are moving in the direction
of raising the net asset requirement for registering as a money
lending business, requiring that a person is certified in charge of
the lending business, and implementing other measures to prevent
inappropriate companies from entering the business. For reinforc-
ing regulations for advertising and sales practices, the debate is
covering such issues as requiring more appropriate content for
advertising, improving the process of explanation to the customer
when signing the contract, and prohibiting inappropriate debt col-
lection practices. Among measures for preventing excessive multi-
ple indebtedness, expanding and upgrading credit information
institutions and expanding and improving counseling structures are
being suggested as possible solutions.
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