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The Promise Group’s Course of Action 

The changes in the business environment of the consumer finance industry have
had a large impact on Promise. We have no way of telling how the industry-
related laws will be revised, but they could have a significant impact on our
future performance. In response to these circumstances, the Promise Group
intends to continue its collaboration with Sumitomo Mitsui Financial Group
(SMFG) and pursue business development. 

Changes in 

Maximum Interest Rate
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Large Decline in Profits in Fiscal Year
Ended March 2006

In the fiscal year under review, total operating income increased
3.1%, to ¥381.3 billion. Operating profit decreased 47.5%, to
¥67.4 billion, and net income was down 44.2%, to ¥42.0 billion.
The primary cause of this rise in operating income but decline in
earnings was the sharp increase in interest repayment expenses. 

In lawsuits for debt restructuring, when the court decides
that the consumer finance company has not met the conditions 
set out in Article 43 of the Regulatory Law, the customer’s prior 

Simulation of Interest Repayment Claim The graph shown on the left depicts the decline in the
balance of a ¥500,000 consumer loan with fixed
monthly payments. The black line indicates the declin-
ing loan balance at an interest rate of 25.55%
(Promise’s maximum interest rate), while the white line
shows the declining loan balance at an interest rate of
18% (maximum rate under the Interest Rate Restriction
Law). In the event that a claim for interest repayment
arises, the amount paid in interest monthly in excess of
the amount allowable under the Interest Rate
Restriction Law becomes a repayment of principal. The
white line, therefore, shows the new balance remaining
after each payment. In terms of accounting treatment,
if an interest repayment claim arises at point (1), a
write-off and interest repayment occur since the loan
still remains on the books. If the claim emerges at point
(2), no loan remains on the books, therefore only an
interest repayment occurs. If the claim is made at point
(3), the difference between the black and white lines
results in a write-off, but the white line loan balance
remains on the books. 

transactions with the consumer finance company are recalculated
using the maximum interest rate allowed under the Interest Rate
Restriction Law. The consumer finance company is obliged to repay
all payments made by the customer in excess of full repayment of
loan principal under the new calculation system. Based on this
legal precedent, there was a great increase in the number of inter-
est repayment claims made through lawyers and judicial scriveners,
resulting in growth in interest repayment expenses. Such condi-
tions prevailed throughout the consumer finance industry and were
reflected in a marked rise in the number of interest repayment
cases and in Promise’s accounts from about October 2005. 
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Establishment of an Allowance for
Losses on Interest Repayments

In the fiscal year ended March 31, 2005, total interest repayments
amounted to ¥6.0 billion. This amount jumped to ¥14.4 billion in
the fiscal year under review. Furthermore, the Company set up an
allowance for losses on interest repayments in the fiscal year.
Combining the ¥24.0 billion provision for this reserve with interest
repayments, total interest repayment expenses amounted to ¥38.4
billion, compared with ¥6.0 billion in the previous fiscal year. This
increase of ¥32.4 billion accounted for about 53% of the ¥61.0
billion decline in operating profit. In view of the decisions handed
down by the Supreme Court of Japan, consumer finance compa-
nies have set up similar reserves. 

The increase in legal processes for debt restructuring has
also led to greater loan losses. Because the Company uses a con-
servative reserve standard of the loan loss ratio for the previous
year to determine the level of the allowance for credit losses, credit
losses totaled ¥125.8 billion in the fiscal year, rising ¥28.3 billion
year on year. These expenses accounted for about 46% of the
¥61.0 billion decline in operating profit. Therefore, the fall in oper-
ating profit in the fiscal year under review can be explained by the
increase in interest repayment expenses and higher credit losses
due to the change in the business environment. 

Impact of the Revision of the Legal
Interest Rate Ceiling

As mentioned, full-scale debate is under way on the revision of the
three laws governing the loan business. One of the focuses of this
debate is what level of legal interest rates will best serve the sound

development of the money lending industry. If the current maxi-
mum interest rate of the Interest Rate Restriction Law was used to
unify legal interest rate structures, the decision would have a major
impact not only on the consumer finance industry but also on the
credit card and sales finance industries. 

Since 1995, Promise has been using a maximum interest
rate of 25.55%, the lowest in the industry. From early on, we have
also endeavored to further reduce our actual interest rates by offer-
ing our customers preferential rates depending on their transac-
tions and relationship with us. 

On an industry basis, we participate in measures to protect
against excessive multiple indebtedness, another area of contro-
versy. Commencing in June 2006, seven major consumer finance
companies began the Excessive Loan Prevention Campaign.
Specifically, in the five regions of Tokyo, Osaka, Nagoya, Fukuoka,
and Hokkaido, the group of seven companies began a joint educa-
tional TV commercial campaign linked to similar advertising in
newspapers and magazines and with major public transportation
companies. Among other voluntary actions the industry is taking to
prevent excessive multiple indebtedness are the production and
distribution of flyers and the development and introduction of
household management diagnostic services. The industry as a
whole is committed to promoting a sounder consumer finance
market. 

If the revision of the legal interest rate ceiling results in a
significant drop in maximum interest rates, it will have a tremen-
dous impact on the industry. However, it can also be seen as a
potential turning point in the fortunes of companies willing to
revise their strategies to target new growth based on the anticipat-
ed reorganization of the industry. 

The Promise Group’s Course of Action 
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Outline of Promise’s Growth Strategies

Since its founding, the Promise Group has pursued growth as a
specialist in consumer finance services. In terms of meeting the
cash needs of consumers, the growth strategies the Group adopted
then are no different to those it implements now. However, the
vehicle that enables the Group to respond to the diversifying needs
of today’s consumers is its full-line interest rate strategy. 

Even before the alliance with SMFG, the Promise Group had
assembled a product lineup that encompassed its full-line interest
rate strategy within its scope as a non-bank company. The alliance
with SMFG is an extension of that initiative with the goal of com-
pleting the strategy. The joint consumer finance business combin-
ing the product lineups of Sumitomo Mitsui Banking Corporation
(SMBC), At-Loan Co., Ltd., and Promise allows the Promise Group
to realize a full lineup of interest rates and is expected to be a
future driver of growth. 
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The Promise Group’s Course of Action 
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Progress Report on the Full-Line
Interest Rate Strategy

The one constant strategy that the Promise Group has pursued
over the years has been the full-line interest rate strategy. The goal
of this strategy is to enable the Promise Group to build a broader
customer base by offering loan products with different interest
rates that match the credit risk of different categories of customers.
The central role in the strategy is taken by Promise itself, which
offers loan products with interest rates ranging from 17.8% to
25.55% and has a total of 2.31 million customers and consumer
loans outstanding of ¥1,295.3 billion. (These figures and those
hereinafter are for the fiscal year ended March 2006.) Moreover,
Promise boasts an impressive sales network that enables cus-
tomers to make and repay loans anytime, anywhere. The Company
has a nationwide network of 1,474 branches, of which 415
branches are staffed and 1,059 branches are unstaffed. In addi-
tion, there are tie-up channels a total of 108,762 cash dispensers
(CDs) and automated teller machines (ATMs) from which 

customers can access their loans and a total of 75,153 channels
for making payments on loans, including 59,492 ATMs and 15,661
convenience store outlets. 

The Promise Group began implementing its full-line interest
rate strategy in earnest in April 2000 with the acquisition of four
medium-sized consumer finance companies, Shinkou Co., Ltd.,
Rich Co., Ltd., TOWA Co., Ltd., and Sun Life Co., Ltd. Of these
companies, Shinkou, Rich, and TOWA were later merged into Plat
Corporation, currently QUOQLOAN INC. Together QUOQLOAN and
Sun Life offer loans with interest rates of 29.2% to customers with
credit risk levels that cannot be serviced by Promise. The combined
consumer loans outstanding of these two companies total about
¥145.0 billion. The operations of the two subsidiaries differ in that
QUOQLOAN is pursuing a nationwide network development strate-
gy while Sun Life is employing an area dominance strategy. 

In 2000, Promise formed the consumer finance joint venture
MOBIT CO., LTD., with The Sanwa Bank, Ltd., currently The Bank
of Tokyo-Mitsubishi UFJ, Ltd. MOBIT, of which Promise holds 50%
of voting rights, began operations in September 2000, offering
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consumer finance loans in the 15% to 18% range, which was an
under-serviced market at the time. Utilizing the brand name power
of the underlying bank and the consumer finance know-how of
Promise, MOBIT sought to develop a new market. MOBIT’s con-
sumer loans outstanding stand at ¥224.5 billion, and efforts to
create a new market have been a success. While Promise depends
on sales channels for its sales base, MOBIT uses the Internet, call
centers, and the postal service to receive loan applications and
takes advantage of a tie-up network of ATMs to provide withdraw-
al and payment services while minimizing network costs. Also, by
installing its loan processing machine “SUGUMOBI” in the branch-
es of the former UFJ Bank, Ltd., MOBIT achieves cost savings while
improving customer convenience. 

Alliance Business with SMFG

Promise entered into a strategic business alliance with SMFG with
an eye to completing the full-line interest rate strategy that it had
been pursuing since 2000. As a result of the alliance, Promise and
SMFG launched a joint consumer finance business in April 2005. 
Through automatic contract machines (ACMs) installed in SMBC’s
branches, SMBC offers consumer loans at 8% to 12%, while At-
Loan, which became a subsidiary of Promise in January 2005, pro-
vides consumer loans at 15% to 18%. Promise supplies consumer
loans at 18% to 25.55%. Applications for all consumer loans are

collected at the Shiodome call center in Tokyo, while each partner
carries out its own credit evaluations at the SMBC Loan Plaza, the
At-Loan Center, and the Promise Loan Center. In addition, Promise
does necessary credit assessments of SMBC and At-Loan loans for
which it provides loan guarantee services. With the addition of 8%
to 12% loans made possible by SMBC, the Promise Group has
finally realized a full lineup of interest rates.

The consumer loans outstanding of the joint consumer
finance business have risen sharply, from ¥43.0 billion at the end
of September 2005 to ¥106.4 billion at the end of March 2006. Of
that amount, SMBC accounted for ¥64.0 billion; At-Loan, ¥36.9
billion; and Promise, ¥5.5 billion. The ballooning of the consumer
loans outstanding of SMBC has also pushed up the guaranteed
loans outstanding of Promise. At March 31, 2006, excluding the
guaranteed loans of At-Loan, Promise’s guaranteed loans out-
standing hit ¥77.5 billion, soaring 16 times from the previous fiscal
year-end. Even excluding the loan guarantees of SMBC, the busi-
ness expanded due to business tie-ups with other banks providing
a new source of earnings for the Promise Group. Among other new
businesses, SMFG’s subsidiary QUOQ Inc. and Promise’s subsidiary
QUOQLOAN have begun a joint loan business and Promise is pro-
viding loan guarantee services to The Japan Net Bank, Limited. The
Promise Group intends to continue to strengthen its cooperative
ties with SMFG to achieve further business expansion. 

The Promise Group’s Course of Action 

Promise Loan Center
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Strengthening International 
and Internet-Related Businesses

The Promise Group is conducting consumer finance and loan guar-
antee businesses in Hong Kong and Taiwan. Established in 1992,
PROMISE (HONG KONG) CO., LTD., operates a consumer finance
business similar to operations in Japan. At December 31, 2005, the
subsidiary’s consumer loans outstanding totaled ¥22.2 billion. In
Taiwan, where only banks are permitted to provide consumer
finance, Promise established PROMISE (TAIWAN) CO., LTD., with
an eye to possible deregulation of the consumer finance market in
the future. The subsidiary currently provides loan guarantee servic-
es, which it began in December 2002 through a joint venture with
Ta Chong Bank, a medium-sized local bank. At December 31,
2005, PROMISE TAIWAN’s guaranteed loans outstanding amount-
ed to ¥44.1 billion. In October 2005, Promise established
PROMISE (THAILAND) CO., LTD., in Bangkok to enter Thailand’s
consumer finance market.

In addition to the previously mentioned business alliance
with The Japan Net Bank, Promise has taken steps to further
strengthen its Internet-related business, concluding a capital and
business alliance with Index Corporation, which provides content
and business solution services, principally for mobile phone sys-
tems. Mobile phones are playing an increasingly important role as
a sales channel in the consumer finance business. By collaborating
with Index, Promise plans to stay ahead of competitors by
strengthening its mobile services, which should lead to greater
competitiveness in the medium-to-long term.

The Promise Group’s Course of Action 

Loan application is available also from
the Internet

Loan application page on the Internet

PROMISE (HONG KONG) CO., LTD.

PROMISE (THAILAND) CO., LTD.

PROMISE (TAIWAN) CO., LTD.


