
20092008

Achievements
■  Strengthened credit risk management framework
   • Strengthened credit supervision and research functions
   • Established the “Credit Investment Committee”
   • More advanced credit rating process

■  Set up a “System Related Comprehensive Inspection Project Team”

Plans
■  To adopt a more advanced system for 
   managing risks related to overseas credit investments

■  To reinforce system risk management

Plans
■  To reduce financial risks

■  To create a more advanced credit 
   assessment/management process

■  To strengthen our management system 
   for conflict of interests*

* Conflict of interest signifies cases in which Sumitomo Trust’s interests conflict
   with those of our customers, or for cases when interests between our 
   customers conflict.
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The current financial crisis and worldwide
recession clearly demonstrate the dramat-
ic effects that can be brought about by
the failure of financial institutions to prop-
erly manage financial risk. In other words,
thorough risk management and ensuring
the soundness of its core businesses can
be considered a financial institution’s most
important social responsibility.

We, founded on the basic business principle of “Placing
Prime Importance on Credibility and Sound Management,”
are upgrading our risk management based on lessons
that we have learned from the present financial crisis.
Accordingly, we are working to build an agile risk man-
agement framework through upgrading our management
to address issues such as market liquidity risk and price
fluctuation risk inherent in credit risk, in order to flexibly
adjust to a changing environment.

■ Comment from the Officer in Charge of Promoting Path 5

“We believe the development of an effective
internal auditing system is indispensable
for achieving our management goals.”

——————SHOUICHI KINOSHITA
General Manager, Internal Audit Department

The development of an effective auditing system is indis-
pensable for achieving our management goals. Thus, the
Internal Audit Department was set up under the direct control
of the President and CEO, and is independent of departments
involved in the execution of operations.

Internal audits are performed in accordance with related
laws and regulations in order to verify that internal manage-
ment methods are being performed in an appropriate man-
ner. The Internal Audit Department then submits reports
based on the results of these verifications with the goal of
contributing to a stronger internal management system.

In addition to all Sumitomo Trust departments, subsidiaries
and affiliates are also subject to internal audits. The results of
these audits are reported to the President and CEO and
Statutory Auditors on a monthly basis, and reported to the
Board of Directors in a timely manner.

The Internal Audit Department then ensures the effective-
ness of these internal audits by managing the corrective measures
taken for any issues that had been identified by internal audits.
.

■ More Detailed Information is Provided in the
“2009 Annual Report”

The content of Path 5 is given in greater depth in “2009

Annual Report,” which provides details regarding the man-

agement of our company.

For example, this report contains sections that outline our

basic philosophy in regard to Sumitomo Trust’s management

structure, such as “Corporate Governance,” “Internal

Control,” “Compliance Structure,” and “Risk Management”

and describes concrete policies that are intended to put

these precepts into practice.

Furthermore, a section titled “Risk Management,” located

at the latter-half of the report, gives a detailed description of

our basic philosophy on risk management, and specifically

explains Internal Risk

Management Framework

to control various major

risks. Furthermore, this

section discloses detailed

data related to credit risk

and market risk.

To gain a more in-depth

understanding of our activi-

ties, please read the report.

Web site:
http://www.sumitomotrust.co.jp/
IR/company/en/annual_html/
annual_index.html

2009 A N N U A L  R E P O R T
Year Ended March 31, 2009
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Major Risks and 
Risk Management Policy
We will actively reinforce each business strategy and enhance our management
infrastructure by striking a balance between offense and defense as we further
improve on our strengths as a trust bank with the business model of combined
banking, trust, and real estate operations. We acknowledge the importance of risk
management from the perspective of “defense” within our pursuit of active business
strategy, and we deem it to be a management issue with the highest priority.

(1) Types of Risk and Management

We classify business risks based on the cause of losses, and

manage them in a manner suited to their respective characteristics.

Regarding major categories of risk, such as credit risk, market

risk, and operational risk, we strive to ensure accurate measure-

ment of the risk quantity in light of their characteristics. At the

same time, we try to get a comprehensive understanding by inte-

grating them, and manage risks by comparing them with our

overall financial strength.

Credit Risk
In the trust business, credit risk is a risk that occurs from the

act of lending that is based on a client company’s creditworthiness,

and it is the most cardinal risk as it relates to the fundamental

financial function of credit creation. For the management of

credit risk, we take care to ensure “a diversified credit portfolio” and

“strict credit management for individual credits,” which we under-

take on a scope that is appropriate to our overall financial strength.

Market Risk and Liquidity Risk
Market risk and liquidity risk are the risks where the value of

assets and liabilities will vary and where problems will arise in

fundraising due to fluctuations in market factors such as interest

rates, stock prices, and foreign exchange rates. With regard to

market risk involving profit sources, we strive to manage our

risk-taking proactively and within allowable limits in order to

maximize our profits.

Operational Risk
Business processing risk, information security risk, compliance

risk, human resource risk, event risk, and reputational risk corre-

spond to the risk of losses arising from inadequate internal business

processes, conduct by officers and employees, the deployment of

human resources, and systems. 

For the management of operational risk, we strive to prevent

the occurrence of accidents and, at the same time, make efforts to

reinforce the Internal Risk Management Framework so as to

ensure that appropriate measures are taken quickly should any

accident occur.

> Measures against New Influenza

In the wake of the new influenza in 2009, we have established

the Department of Emergency Countermeasures, and have

explored many different countermeasures. We will continue to

take measures that pay thorough attention to the situation at hand.

(2) Enterprise Risk Management and
Integrated Risk Management

The Basel II framework, which examines the capital adequacy

of banks based on international standards, is intended to more

precisely assess risks faced by financial institutions than the pre-

vious BIS regulation, and to promote the improvement of their

risk management capabilities.

It is our policy to comprehensively measure the various risks

we face, including risks not included in the regulatory calcula-

tion of the capital adequacy ratio, based on the assessment of

individual categories of risk, and to manage these risks by com-

paring them from the perspective of capital adequacy and effi-

ciency with our overall financial strength (Enterprise Risk

Management). Of the risks held by the Sumitomo Trust Group,

the quantifiable risks (credit risk, market risk and operational

risk) are measured in terms of the integrated VaR based on the

Internal Ratings-Based  Approach, which manages each risk

quantifiably (Integrated Risk Management).

(3) Reinforcement of Credit Risk Management

After the fall in fiscal year 2008, the turmoil in the global

financial markets turned graver. The chaos was triggered by the
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bankruptcy of a major U.S. securities firm, Lehman Brothers,

that stemmed from the U.S. subprime mortgage problems.

Concurrently, the value of overseas securitized products plum-

meted substantially and domestic corporate performance also

deteriorated. Sumitomo Trust is making efforts to reinforce

credit risk management in order to respond to the heightened

credit risk of such an environment.

Reinforcement of Credit Supervision and
Research Functions

In January 2009, the Global Credit Supervision Department

of Sumitomo Trust was separated from the Wholesale and Retail

Client Services Group, and the new Credit Risk Management

Group was created. Additionally, we established a two-department

framework from what was in the past a single-department

framework, creating Global Credit Supervision Department I

and Global Credit Supervision Department II. We also

increased the manpower in the Business Research Department,

and reinforced the credit supervision and research functions.

Creation of the Credit Investment Committee
In order to strengthen the analysis of credit investment which

is central to overseas credit investment assets, as well as to

strengthen risk control, the Credit Investment Committee was

newly formed under the Credit Risk Committee. Additionally,

we are strengthening the overall risk management framework

relating to credit investments. We will achieve this by utilizing

the know-how of external expert organizations, introducing cutting-

edge credit investment analysis techniques, and by rebuilding

our framework of capital adequacy verification.

More Advanced Credit Rating Process
Credit rating is the graded representation of a client compa-

ny’s credit status and the likelihood of default (non-performance

of obligation), and it is the fundamental data in the investigation

of individual initiatives and credit portfolio management. In

credit rating, all client companies, including banks as well as

project finance (loans for which the capital source of repayment

is limited to a project’s cash flow) clients, are universally subject

to credit rating, and are ranked from 1 to 10. We have rein-

forced our credit rating process, including the review of the use

of our internal rating system. We have also adopted evaluation

elements which act as advance indicators and which are more

multi-faceted than before.

Risk Management Structure
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Risk
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Compliance

Compliance is the most fundamental responsibility that a company must fulfill
toward the society. Sumitomo Trust deems compliance to be the minimum
amount of responsibility taken toward the society, and it takes precedence over any
CSR-related activities. Accordingly, we prepared manuals and systems, and also
offered repeated training with the goal of raising all of our employees’ awareness.

(1) Major Compliance Policies and Rules

Sumitomo Trust deems compliance to be one of the most

important management issues, and has established various com-

pliance-related rules.

Compliance Policies
Compliance Policies, which are the fundamental tenets of

compliance, were formulated based on Management Policies,

and Basic Policies for Building Internal Control System. These

are the core policies that determine the Compliance Definition,

Management Responsibilities and Roles, Organizational

Structure, and Management Framework.

Compliance Rules
Compliance Rules are rules that were formulated based on the

basic points of our compliance policies. These rules form the

basic points of the organizational structure of compliance and

management framework.

The Basic Items of Our Compliance Standards
The basic items of our Compliance Standards act as the basic

guide that outlines how to achieve compliance and customer

protection, etc. It explains the codes of conduct that all our offi-

cers and regular employees are expected to follow as well as the

main organizational structures and actual rules that are necessary

to achieve this. At Sumitomo Trust, this guide is called the

Compliance Manual.

(2) Overview of the Compliance Structure

Our Compliance Structure forms the core of our internal

control system.

The Legal and Compliance Department centrally manages

the implementation of compliance-related annual practice plans,

the establishment of relevant rules, and the provision of training.

Also, it is improving arrangements and procedures for legal

checks and enhancing its function of supporting branches and

departments. Moreover, in order to improve the compliance

structure of the Sumitomo Trust Group and to ensure thorough

group-wide compliance, this department provides subsidiaries

and affiliates with guidance on how to improve their compliance

structure (including the organization structure and rules).

The Compliance Committee, which is chaired by the director

in charge of the Legal and Compliance Department, instructs

this department and other relevant organizations to implement

necessary deliberations and measures. This committee investigates

and examines problems concerning the compliance structure and

the status of compliance, and when necessary, submits reports

and makes recommendations to the Board of Directors regarding

how to deal with these problems.

The Internal Audit Department also reports the results of the

internal audits to the Board of Directors, which in turn reflects

Compliance Structure

Board of Directors

Executive Committee

Compliance Committee

Legal and Compliance Department

Domestic Branches and Departments
Compliance Officers

Overseas Locations
Compliance Officers



55Sumitomo Trust and Banking   2009 Corporate Social Responsibility Report

Top
M
essage/

SpecialFeature
Path1

Path2
Path3

Path4
P
ath5

Sum
itom

o
Trust ’s

C
SR
and

M
ore

the contents of these reports in its management policies.

Compliance Officers are required to immediately submit a

report to the Legal and Compliance Department in cases when

compliance infractions have occurred, or may have occurred.

Furthermore, a system has been set up where it enables officers

and employees to report directly to senior management if this

situation were to arise (The compliance hotline system:

described later in this report).

(3) Promoting Compliance at the Front Line

In order to ensure the practice of compliance in the work-

place, 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 a primary check through daily monitoring and guidance,

while the Internal Audit Department conducts auditing as a sec-

ondary check.

Sumitomo Trust is enhancing its training courses in order to

foster company-wide compliance awareness. For example,

employees working at all of our branches are required to take

“Thorough Implementation of the Basic Items of Our

Compliance Standards,” “Information Security Training,” and

“Money Laundering Prevention Countermeasures Training” at

least semiannually as internal training e-learning courses that are

designated by our headquarters. In addition, the Legal and

Compliance Department has the primary responsibility for pro-

viding various types of training related to company-wide com-

pliance themes. Compliance Officers assigned to branches and

departments are responsible for providing training that are spe-

cific to the characteristics of their operations and the products

and attributes of their customers.

Insider-Trading Prevention Training and Conflict
of Interest Management Training

Insider trading prevention training has been enhanced in light

of the occurrence of such incidents which have taken place at

other financial institutions in 2008. This program is intended to

ensure that all Sumitomo Trust employees understand our insid-

er trading prevention measures, and have complete knowledge of

company rules relating to issues such as trading on our own

account and information management. In addition, all

Sumitomo Trust officers and employees have submitted a pledge

swearing that they will obey all company rules and not partici-

pate in unfair trading such as insider trading.

Our conflict of interest management system was implemented

in response to the amendments made to the Financial

Instruments and Exchange Law and the Banking Act in June

2009. All managers and supervisors as well as PD career employ-

ees assigned to related branches and departments have under-

gone training to ensure that conflict of interest management is

fully understood.

Compliance Hotline System
A compliance hotline system has been set up to enable our

officers and employees to directly notify the senior management

of any compliance infractions that may have occurred for

prompt, fair and proper handling, without having to go through

regular reporting channels.

Thorough information management and privacy protection is

practiced to protect informants. Further, as long as the informa-

tion that they have reported is legitimate, it is strictly prohibited

to treat them unfairly as a result of their actions. This system

accepts anonymous reports as well.

Observing Environmental Regulations
Sumitomo Trust checks whether the environmental regula-

tions and other such regulations are followed, through the use of

its environmental management structure (see page 48).

“The Basic Items of Our Compliance Standards
(Codes of Conduct)”
This pamphlet contains explanations for approxi-
mately 40 items listed in this code of conduct. It is
distributed to all employees.
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Corporate Governance

Sumitomo Trust has positioned corporate governance as a mechanism that concerns the
decision-making, execution, and supervision that we implement in order to achieve sus-
tainable growth and development through more efficient and transparent management,
and we make constant efforts to enhance our governance. In addition, we are striving to
reduce risks and take swift and appropriate action if any risk materializes, by integrating the
internal control system, including risk management, into the corporate governance system.

(1) Corporate Governance

Sumitomo Trust has adopted an executive officer system in

an effort to speed up management 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 supervises the status of business

execution by the directors and executive officers. Concerning

overall risk management, the Board of Directors draws up poli-

cies and plans, and ensures company-wide awareness thereof,

and also establishes the framework for management and report-

ing, and delegates authority.

In order to ensure prompt decision-making, we have estab-

lished, under the Board of Directors, the Executive Committee,

which meets every week, as well as a number of other committees*

that meet on a weekly to monthly basis. The Executive Committee

discusses and makes decisions on matters concerning management

policy and other important items, in addition to authorizing regu-

lations concerning risks and establishing a framework for enforcing

them in accordance with policies decided by the Board of

Directors. Meanwhile, the various committees established at the

Board of Directors discuss and make decisions on important mat-

ters concerning business strategies and risk management.

In addition, within business management departments, we

have formed the Risk Management-related departments as inde-

pendent departments that accurately recognize and continuously

assess and appropriately manage risks, and maintain the integrity

of the compliance system (see page 54).
* There are committees regarding ALM, credit risk, fiduciary asset management, etc.

(ALM, or Asset Liability Management, refers to the method of managing market and
liquidity risks through integrated management of assets and liabilities).

(2) 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 cooperation among these groups.

Of the five Statutory Auditors, three are external auditors who

perform audits from diverse viewpoints based on expert knowledge.

In addition, we are strengthening our internal auditing sys-

tem. The Internal Audit Department, which has been set up

under the direct control of the President and CEO, is independ-

ent of the departments that are involved in the execution of

operations. It reports its verification results regarding whether or

not risk management, etc. is being performed properly to the

Board of Directors in a timely and appropriate manner.

(3) Information Disclosure

In addition to disclosing detailed information through our web-

site and Disclosure Magazine, we have an established system for dis-

closing information in a proper manner. In April 2008, we defined

our “disclosure policy” to clarify our principles on disclosure both

internally and externally. Moreover, we have established the Internal

Control System for proper disclosure such as the formulation of

internal rules, the founding of the Disclosure Committee, etc. 

Chairman of the Board

The Internal Control System Including Business Execution 
and Supervision

General Meeting of Shareholders

Board of Directors

President and CEO

Executive Committee
Internal Audit Department

Board of Statutory Auditors

Statutory Auditors

Business management departments

Retail Financial Services Business

Wholesale and Retail
Client Services Group

Wholesale Financial Services Business

Fiduciary Services Group

Credit Risk Management Group

Global Markets Business

Real Estate Business

ALM Committee

Credit Risk Committee

Fiduciary Asset
Management Committee

Specialized Departments and Units
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System Failure and Response

While Sumitomo Trust is aware that our banking online system plays an important
role in Japan’s financial infrastructure and strives to ensure that it is operating stably,
this system failed twice in May 2008. We have taken these system failures very
seriously, and are doing our best to learn from them by strengthening our system
failure prevention methodologies and undergoing training to minimize the effects of a
system failure.

Computer systems are indispensable for today’s financial

institutions. For not only does a computer system failure bring a

financial institution’s core business to a stop, it also causes major

inconveniences for many of our customers. Sumitomo Trust rec-

ognizes that maintaining the stable operation of our banking

online system is a major social responsibility, and we are striving

to ensure that another system failure does not occur.

(1) System Failure Occurrence

Shared infrastructure maintenance work performed on our

banking online system on May 18, 2008, was the cause of the

system failures that occurred on May 19 and May 21. As a

result, some of the ATM machines set up at our branches,

affiliated ATMs, Data Telecommunication System of All

Banks, and Internet banking transaction systems were tem-

porarily out of order.

(2) Sumitomo Trust’s Response

These system failures led to an inability to perform approxi-

mately 3,000 transactions at ATMs located at our branches and

at other partner locations, and we responded by placing notices

stating that our banking online system was currently out of serv-

ice on the ATMs in question and at store fronts. In addition, an

extra employee was placed at ATMs and branches to provide an

explanation for the situation to customers. These employees pro-

vided customers with assistance at our branch and ATM loca-

tions, and instructed customers on how to make use of ATMs

located at Japan Post Bank and at Seven Bank locations.

In the case of Internet banking, approximately 1,000 transac-

tions were affected by these system failures and we responded by

posting apologies on our website.

For the delay in urgent cases of outgoing remittance* normal-

ly performed through the Data Telecommunication System of

All Banks, they were dealt with by using the Bank of Japan

Financial Network System. For money that could not be paid

into customers’ accounts on the day when the system failed was

processed the next morning under the previous business day’s

date. Customers were contacted by telephone or by other means

when the deposit was completed. 

In cases where an incoming remittance* was the source of

funds for a money transfer, and the receipt of money could not

be confirmed, these were processed as advanced payments.
* Outgoing and incoming remittance: In this case, outgoing remittance is the outgoing

transfer of money from the party that is sending money, while incoming remittance is
the incoming transfer of money from the party that is receiving the money.

(3) System Failure Prevention

These system failures led to the creation of the “System

Related Comprehensive Inspection Project Team” on May 21,

which is under the direct control of the President and CEO, in

order to prevent another system failure from occurring. The

project team performed various inspections with the intention of

correcting the problems that led to the system failures and

devised and implemented system upgrades. The project team

identified the changeover operations as the main problem.

Consequently, we drew up the entire flow process as a list, and

introduced a process to confirm the risks inherent in the

changeover process and the level of appropriateness in the opera-

tions. As a result, for operations that could affect customers, we

constructed a framework that thoroughly verifies the scope of

impact given to the related systems, the operational flow based

on sound judgment of the scope of impact, and the content of

operations, including testing. We also plan to continue improv-

ing the performance of this system in the future. Furthermore,

in order to minimize the effects of a potential system failure, we

will continue to perform large-scale system failure drills on a

company-wide scale on a regular basis.


