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Path5 Reinforced
Risk Management

Preventing a decline in its corporate value by complying with appli-
cable laws and regulations as well as social norms and protecting
personal and other information is a minimum responsibility that every
company must fulfill towards its stakeholders. In addition to fully
observing such adherence, Sumitomo Trust is reinforcing its risk man-
agement through a corporate governance framework and internal
control system that addresses the various business risks arising
from the increasingly diverse and complex nature of its business.
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Comment from the Officer in Charge of Promotion

Sumitomo Trust’s Social Activity Charter describes our basic stance towards CSR as
follows: “Demonstrating our role as a good corporate citizen, we shall adhere strictly to
all laws, regulations and social rules so that we can fulfill our responsibility as an impor-
tant member of society.” This stance is based on the idea that compliance provides a
foundation on which we can proceed with CSR activities.

Building on this idea, Sumitomo Trust is currently working to strengthen its compliance
system. It is essential to make the philosophy of compliance known to our employees at
all levels. In order to achieve this aim, for example, in addition to deciding on specific poli-
cy concerning solicitation and sales of financial products and providing guidance for staff
in the workplace so that customer solicitation is always performed in an appropriate
manner, we have constructed a system under which checking is performed by man-
agers. Furthermore, we work to reinforce awareness to each of our employees through
e-learning featuring a variety of training measures accompanied by confirmation tests.

Comment
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Progress and Results for Fiscal Year 2006
Ever since its establishment, Sumitomo Trust has practiced

and sought to improve its corporate governance under a manage-
ment philosophy that emphasizes “Confidence and Integrity” (the
essence of the trust business) and “Placing Prime Importance on
Credibility and Sound Management” (Sumitomo’s basic business
principle). In fiscal year 2006, we further strengthened the compa-
ny-wide governance system including risk management and compli-
ance, by means of the following undertakings.

1. Establishing the “Basic Policy of Internal Control
System Structure” and Various Other Policies

Sumitomo Trust has determined the scope of internal control as
to encompass the five areas of (1) compliance, (2) thorough
enhancement of customer protection and convenience, (3) devel-
opment and establishment of appropriate management systems for
various risks, (4) capital management, and (5) internal auditing.

In March 2007, we set out our Basic Policy of Internal Control
System Structure, and also established respective management poli-
cies on items (1) through (5) above, to ensure sound and suitable
operation under appropriate management control. We are working
to develop and establish management frameworks based on each of
these policies, and working toward their continuous reinforcement. 

2. Measures for Implementation of Basel II Framework
In preparation for the implementation of the Basel II frame-

work (new framework that revises the original Basel Capital
Accord, which is a set of rules to review the capital adequacy of

internationally active banks), which came into effect at the end of
March 2007, Sumitomo Trust established the Steering Committee
for Basel II Implementation. We have been working to sophisticate
our risk measurement methods in order to more accurately evaluate
the risks we face as a financial institution and to strengthen our
management framework. 

3. Strengthening Compliance Structures 
In order to ensure the continuation of appropriate business

operations in compliance with the laws and regulations that have
been recently introduced concerning our main banking and trust
businesses, such as the revised Trust Law and Trust Business Law
and new Financial Instruments and Exchange Law, as well as com-
pliance with actions such as the establishment and revision of
Financial Services Agency Inspection Manuals, Sumitomo Trust
established the Steering Committee for Regulation Compliance.
We are promoting the further sophistication of our compliance
and risk management framework on a group-wide basis, including at
our subsidiaries and affiliates. 

By incorporating a new compliance promotion structure,
which we have developed in the course of our risk management
strengthening activities, into the foundations of our own growth
model, we are aiming to improve our long-term corporate value,
while also making use of this attitude as a source of additional
value in realizing sustainable growth.

Iwao Kaji
General Manager, Legal and
Compliance Department
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The evolution of financial products and services and
the accompanying changes in the business environment
have led to the risks managed by financial institutions
becoming increasingly complicated and diverse, pressing
for a further sophistication of risk management, as seen in
the shift of capital adequacy regulations to the Basel II
framework as from the end of March 2007. 

At Sumitomo Trust, we have placed the highest priority
on improving the sophistication of our risk management
framework which meets the characteristics of our busi-
ness operations. In this context, we are enhancing our
risk management by clarifying the undertaking policy,
authority and its delegation, organizational structure, and
processes and procedures to enable appropriate man-
agement of each risk category.

Types of Risk and Their Management

Our “Risk Management Policy” classifies risk categories, by the
cause of potential loss, into credit risk, market/liquidity risk, and
operational risk. Risk management is implemented according to
the specific characteristic of each risk category.

Incidentally, under Basel II, which is the new framework for
regulatory capital management, there are requirements to make
credit risk measurement even more elaborate and to sophisticate
management. In response to these requirements, we are making
efforts to further sophistication of the internal risk management
framework that we have constructed up to now.

Credit Risk
Credit risk is the risk of incurring losses due to the value of an

asset decreasing or impairing, owing to reasons such as deterioration
in the financial condition of an obligor. In credit risk management,
we accept risks that are within limits appropriate to our manage-
ment strength, while paying attention to accurately assessing the
amount and variation of risk, and to return appropriate to the risk. 

Market Risk and Liquidity Risk
Market risk is the risk of incurring losses caused by a change in

the value of assets/liabilities as a result of fluctuations in market factors
such as interest rates, stock prices, and exchange rates, in addition to
problems that may arise in fund-raising. In market risk manage-
ment, we try to keep the risk to within a certain level by calculating
the estimated maximum loss amount by extrapolating from past
market fluctuation records and performing simulations, etc. 

Operational Risk
Operational risk is the risk of incurring losses resulting from

inadequate or failed internal processes, activities of officers and
employees, personnel deployment assignment and system which in
our case, includes business processing risk, information security risk,
compliance risk, human resource risk, event risk and reputational
risk. Operational risk management involves keeping the risk of such
damage to a minimum through a combination of preventive meas-
ures and speedy countermeasures in the event of an occurrence.

Risk Categories

Risk Category Risk Management related Department Risk Description
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Credit Risk

Market Risk

Operational Risk

Business 
Processing Risk

Information 
Security Risk

Compliance 
Risk

Human 
Resource Risk

Event Risk

Reputational 
Risk

Liquidity Risk

Corporate Risk Management Department

Corporate Risk Management Department

Corporate Risk Management Department

IT & Business Process Planning Department 
(or Personnel Department for Internal Fraud)

IT & Business Process Planning Department

Legal and Compliance Department

Personnel Department

Corporate Administration Department

Corporate Risk Management Department

Corporate Risk Management Department

Risk of incurring losses due to the value of an asset (including off-balance sheet assets) decreasing or impairing, owing
to reasons such as deterioration in the financial condition of a obligor.

Risk of incurring losses due to fluctuations in the value of assets/liabilities or revenues thereof, either due to fluctuations
of items such as interest rates, stocks and foreign exchange rates, or owing to fluctuations in the value of other assets.

Risk of incurring loss resulting from inadequate or failed internal processes, people and systems or from external events
(including the following risks).

Risk of incurring losses arising from executives or employees neglecting to engage in proper business activities, or
other incidents such as accident or fraud.

Risk of incurring losses for reasons such as loss of confidentiality, integrity or availability of information or information
systems belonging to Sumitomo Trust, owing to factors such as information management, system failure or improper
management of system development projects.

Risk of incurring losses for reasons such as penalties, claims or lawsuits arising from a lack of compliance with laws,
regulations or social standards in Japan and abroad, or an inability to complete transactions due to contractual impedi-
ments including the lack of necessary provisions or lack of legal capacity by the transaction counterparty.

Risk of incurring losses due to issues such as unequal or unfair management of personnel, including issues related 
to compensation, benefits, release from employment and harassment.

Risk of incurring losses arising from extraordinary situations such as natural disasters, war and criminal offenses.

Risk of incurring losses due to a (possible) major impact on business as a result of deterioration in reputation for
Sumitomo Trust or its subsidiaries, owing to reasons such as mass media reports, rumors or speculation.

Risk of difficulties in securing necessary funds, due to reasons such as mismatches in the timing of management 
and procurement, or unforeseen outflow of funds.

Further details of risk management are available in the 2007 Annual Report.

Major Risks and Handling Policies
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Sumitomo Trust positioned corporate governance as a
mechanism that concerns the decision making, execution
and supervision that Sumitomo Trust carries out in the
interests of achieving sustainable growth and develop-
ment through more efficient and transparent
management, and as such we make constant efforts to
refine our governance.

Moreover, by incorporating an internal control system
that includes risk management into the governance struc-
ture, we are promoting a reduction in management-related
risks and the implementation of prompt and appropriate
measures when such risks occur.

Corporate Governance System

At Sumitomo Trust, we have adopted an executive officer sys-
tem as well as a business group management system in an attempt to
speed up decision making and business execution. The Board of
Directors, which meets at least once a month, makes decisions on
important business matters, including basic management policies,
and also supervises the business execution performance of the
directors and executive officers. In addition, concerning overall risk
management the Board of Directors draws up various policies and
formulates and publicizes plans, constructs a management and
reporting framework, authorizes initiatives, etc. 

In order to ensure prompt decision making, under the Board of
Directors we have established the Executive Committee, which meets
every week, as well as a number of other committees* meeting on a
weekly to monthly basis. The Executive Committee discusses and
decides about items concerning management policy and about indi-

vidually important items, in addition to authorizing regulations concerning
risks and implementing framework development in conformance
with the policy laid down by the Board of Directors. On the other
hand, the other committees discuss and make decisions on important
matters such as those related to business strategy and risk management.

In addition, we have formed the Risk Management related
Departments as independent departments that perform accurate
recognition and continuous assessment, appropriate risk manage-
ment and administration of risks, as well as maintain the integrity of
compliance system frameworks.
* The ALM Committee, the Credit Risk Committee, Fiduciary Asset Management

Committee, etc.

Auditing System

Sumitomo Trust has adopted a corporate auditor system. We
employ a three-tier auditing system combining the Statutory Auditors
with internal auditing and CPA accounting auditing, and we are
working to strengthen mutual cooperation among these groups.

Of the five Statutory Auditors, over half (three) are outside
auditors. These outside auditors perform their duties from an expert
and multilateral viewpoint as two are attorneys who are knowledge-
able about Corporate Law as well as the management and operation
of financial institutions, while the third is from a different industry.

In addition, we are strengthening our internal auditing. The
Internal Audit Department reports on the status of various activities
and on the results of audits to the Board of Directors in a timely and
appropriate manner from a position independent of the depart-
ments involved in the execution of operations as an organization
under the direct control of the President.  
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Front Office Departments

Market
Risk

Liquidity
Risk

Credit
Risk

General Meeting of Shareholders

Board of Directors

Product Screening Committee Corporate Risk Management Department

Executive Committee

Board of Statutory Auditors

Statutory Auditors Statutory Auditors Office

Corporate Risk Management Department
Overall Coordination of Risk Administration and 
Management Across the Entire Company

Compliance
Risk

Information
Security Risk

Human
Resource

Risk

Event
Risk

Business Processing
Risk Internal Fraud

Reputational
Risk

Legal and
Compliance
Department

IT & Business Process
Planning Department

Personnel 
Department

Corporate
Administration
Department

Departments Responsible for Supervising Each Business Group, Business Planning and Promotion Departments,
Global Credit Supervision Department, Supervisory Departments of Group Companies

Credit Risk 
Committee

ALM
Committee

Operational Risk
Management Committee

Compliance
Committee

Risk Management Structure

Corporate Governance 
and Risk Management



Report of an Incident

In December 2006, after the revelation of the
following incident, Sumitomo Trust responded
with the utmost seriousness, worked to develop
and reinforce its internal risk management frame-
work, and took measures to prevent a recurrence.

1. Outline of the Incident
An employee (at that time) of Sumitomo Trust,

ordered a total of approximately 137 million yen worth
of JR train tickets and airline tickets under false pre-
tenses between October 2005 and November 2006,
obtained refunds for these tickets, and embezzled the
refunded money. 

2. Handling of the Matter
For the employee in question, Sumitomo Trust

imposed disciplinary dismissal. Also, in acceptance
of the gravity of this incident, we severely punished a
total of nine personnel including the responsible
managers. In addition, in order to clarify the general
management responsibility in this matter, all directors
returned a portion of their monthly compensation. 

3. Prevention of Reoccurrence
Moreover, we have reviewed and drastically

revised our handling of expense requests and
implanted compliance training for new employees
and case study training for managers to raise
awareness and prevent reoccurrence. Going for-
ward, we are placing all efforts into ensuring that
misdoings do not occur a second time.

46

Compliance is observed by all officers and employees
of the Sumitomo Trust Group. As is stated in the Ethics
Charter, we vow to “strictly adhere to all laws, rules and
social regulations,” “respect human rights and not tres-
pass against moral law” and “behave with honesty and
fairness.” In order to improve individual compliance
awareness within the Sumitomo Trust Group, we have
developed a compliance structure that encompasses
compliance standards, a compliance manual, checks and
promotion measures. 

Promoting Compliance at the Front Line

In order to promote the steady practice of compliance in the
workplace, we have established a system under which Compliance
Officers are appointed at our head office and at all branches and
departments in Japan and overseas. These Compliance Officers
carry out monitoring on a daily basis as a primary check.

In addition to the group training and e-learning programs
hosted by the head office, we also hold voluntary compliance
training for employees in our various branches and departments as
necessary. At these training sessions, we work to ensure the thorough
observance of the basic items of our Compliance Standards, which
stipulates the Code of Conduct, and ensure improved compliance
consciousness as well as awareness of the specific items that should
be followed in the course of
business. In fiscal year 2006,
we integrated the departments
that supervise compliance at
the branches into the Legal
and Compliance Department
in the interests of conducting
measures such as reinforcing
detailed guidance to branches.

Overall Compliance Structure
Our Compliance Structure forms the core around which

Sumitomo Trust’s internal control system is constructed.  
The Legal and Compliance Department is in charge of and

centrally manages compliance-related annual practice plans
such as the development of the system for Sumitomo Trust.
The department handles promotional activities and measures
such as the development of related regulations and training.
Moreover, in order to develop the compliance structure and
carry out thorough practice throughout the Sumitomo Trust
Group, this department is developing a structure (including
organizations, regulations and systems) in cooperation with the

Training at Branches and Departments

Sumitomo Trust Group’s subsidiaries and affiliates.
The Compliance Committee, which is chaired by the director in

charge of the Legal and Compliance Department, investigates and
resolves problems concerning compliance, and when necessary,
makes reports and gives advice to the Board of Directors regarding
how to deal with these problems. Moreover, the Internal Audit
Department also reports on the results of internal audits to the
Board of Directors, which in turn reflects the contents of these
reports in its management policies.

In addition, we have set up a Compliance Hotline through which
employees can make direct reports to management. In the event of
circumstances arising, we have a system in place to allow us to deal
promptly and appropriately with any compliance-related problems.

Compliance
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Mounting an Appropriate Customer Response

Today, financial products such as mutual funds and annuities
that have more complicated mechanisms and features than those
that have traditionally been handled by banks, have increased in
number. For this reason, there is a strong requirement for financial
institutions to properly and fully explain to their customers about
the mechanisms, risks, etc., of these products, and to ensure that cus-
tomers understand them prior to purchase. Accordingly, Sumitomo
Trust published the “Promise to Customers,” which spells out our
policy concerning solicitation and sales of financial products at our
branches and on our website. Through this policy and through
means such as the development of company rules and enhanced
training, we conduct thorough and adequate solicitation and sales of
financial products from the customer’s standpoint.

Moreover, we have completed a system for accepting and
responding appropriately to the “Voice of Customers,” including
complaints and consultations, and we have built a system for studying
responses in an organized fashion concerning the results of gathering
a wide range of customer opinions, ideas for improving services,
preventive measures based on analyses of the causes of operational
mistakes, and service improvement. On top of this, each half-year we
submit a report on customer opinions and the details of the
improvement activities we have engaged to the Board of Directors
and make related information available to customers via our website.

Customer Information (Personal Information) Protection

Regulations for the protection of personal information are stipulated
in the “Information Security Management Rules,” our basic informa-
tion management policy. In addition, since the announcement of the
“Declaration for the Protection of Personal Information” in April
2005, we have further reinforced the existing information manage-
ment framework within the company with the aim of ensuring ade-
quate protection and appropriate utilization of personal information.

Also, in keeping with the Customer Protection Management
policy, as a corporate group we are expanding our customer infor-
mation protection efforts, which have already proceeded further
than ever before. In particular, with respect to the handling of  per-
sonal information by outsourced operations and subsidiaries, we
conduct customer information guidance appropriately according to
the scale and characteristics of the consigned work. 

Furthermore, in order to protect personal information within
the information network from danger, we monitor outside attacks
such as unauthorized access on a 24-hour-a-day basis and we have
strict anti-leakage policies in place for in-house PCs. In these ways
we are working continuously to improve the system.

4. When we wish to make a solicitation to customers via telephone or
by visiting them in person, we try to do so without imposing on cus-
tomers’ schedules.

5. We work to learn correct knowledge and easy-to-understand expla-
nation methods so that we can provide products and services that
suit the needs of our customers.

In addition to problems arising with customer information (personal information) management, if we are
unable to appropriately address issues regarding customer solicitations and sales of financial products,
complaints, and requests, we might lose the trust of our customers. Accordingly, we regard improved
customer response (“Customer Protection”) along side compliance as our most important management task.
In March 2007, we established the Customer Protection Management Policy to enhance customer protection
and convenience, and we are also strengthening our efforts in this area.
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Customer Protection

Promise to Customers

At Sumitomo Trust, as an asset management financial institution
that works to achieve “optimal management and prudent adminis-
tration,” we follow all applicable laws and regulations and we
promise our customers that we will recommend products and serv-
ices based on the following solicitation policy in order that they can
make appropriate judgments for themselves.

1. We ask customers about their experience and knowledge of financial
products and services, their asset situation, and the purpose of their
transactions. According to their responses, we provide products
and services that are suitable.

2. We ensure that the products and services we provide are accompanied
by appropriate and easy-to-understand explanations so that
customers will be able to fully understand not only their details and
advantages but also their risks and handling charges.

3. We do not conduct explanations or solicitations that are likely to
mislead customers, such as, for example, providing information that is
contrary to fact, or explaining uncertain things in an assertive manner.

Introducing IC Cards with
Biometric Recognition Functions

On January 4, 2007, Sumitomo Trust began oper-
ating an IC cash card service that utilizes biometric
functions to recognize vein pat-
tern information. As of the end
of July 2007, already approxi-
mately 1,000 of the new IC
cards have been issued, and
the service is obtaining a
favorable customer response.




