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Financial Review

Operating Environment
In fiscal 2004—the consolidated fiscal year ended March
31, 2005—in Japan and overseas, the generally positive
economic and financial mood that characterized the pre-
vious fiscal year continued to permeate the operating
environment for Mitsui Trust Financial Group.

Overseas, expansion still made the headlines,
although at a slower pace than in the previous period. In
Europe, an atmosphere of gradual recovery prevailed, but
in the United States rising oil prices cast clouds on the
business horizon. In the People’s Republic of China,
tighter financial conditions slowed growth.

In Japan, an undercurrent of changeability ran
through fiscal 2004. The term started off well, spurred by
rising imports and better corporate performances. But
toward the autumn, several factors, including the impact
of a decelerating U.S. economy, prompted production
adjustments in several domestic industries. In the second
half of the fiscal year, consumer spending slowed,
affected by typhoons, earthquakes and other natural
disasters, as well as a warmer-than-usual winter, which
limited the appeal of typical winter items and services.
Signs of a slowdown in capital spending also emerged.

In the domestic finance industry, short-term interest
rates shifted further downward, reflecting the Bank of
Japan’s ongoing efforts to quantitatively relax financial
restrictions. Long-term interest rates moved into the
1.9% range, albeit temporarily, paralleling a rally in busi-
ness conditions in June 2004. Soon after, however, con-
cerns over decelerating economic growth in Japan and
the United States fostered a bearish perspective that
pushed long-term rates into the 1.3% range as of March
31, 2005. The Nikkei Stock Average climbed into the
12,000 range in April 2004, but with trading conditions
at an impasse, the average settled into the 11,600 range
as of March 31, 2005. In the foreign exchange market, a
high yen/low dollar situation persisted from May 2004 to
January 2005, when the yen peaked in the 102 range and
a sense that interest rates would rise in the United States
caused currency positions to reverse. Fiscal 2004 ended
with the U.S. dollar hovering around ¥106.

In this operating environment, the Mitsui Trust Finan-
cial Group prioritized efforts to enhance profitability and
directed all its energy toward achieving this goal.

Chuo Mitsui endeavored to build a highly profitable
loan portfolio by reinforcing loans to individuals, par-
ticularly housing loans, and was rewarded with expanded
profits from fund application operations. Chuo Mitsui
also promoted sales of investment trusts and annuity
insurance and put extra effort into real estate services.
Meanwhile, Mitsui Asset concentrated on raising com-
mission fee income from its pension and securities trust
businesses, as well as aggressively pursuing new profit
opportunities.

To establish and keep a low-cost operating structure,
the Group reviewed business processes and implemented
various measures aimed at boosting efficiency. For
example, routine operations, such as administrative
tasks, were consolidated and assigned to specialized
in-house units or outsourced to dedicated providers.

The Group’s profit-oriented perspective was also
directed toward financial status. To elicit a higher level of
confidence from clients and the market as a whole, we
worked assiduously to process non-performing assets
and streamline our stock portfolio.

Consolidated Fiscal 2004 Performance
As of March 31, 2005, the balance of deposits amounted
to ¥8,937.5 billion, down 2.0%, and loans and bills
discounted was ¥7,144.5 billion, down 0.6%, while
securities increased 11.7%, to ¥4,006.2 billion.

Total assets stood at ¥13.4 trillion, up 5.3%. Total
shareholders’ equity jumped 30.9%, to ¥606.6 billion,
primarily owing to higher retained earnings and net
unrealized gains on available-for-sale securities.

On the profit-and-loss front, total income fell 7.2%, to
¥513.8 billion, and total expenses declined 14.8%, to
¥363.6 billion. Consequently, Mitsui Trust Holdings and
its consolidated subsidiaries established an upward trend
in profits, with income before income taxes and minority
interests increasing 18.1%, to ¥150.1 billion, net income
surging 85.2%, to ¥94.0 billion, and net income per share
reaching ¥107.85, up from ¥55.54 a year earlier.

The consolidated capital adequacy ratio, calculated
according to domestic criteria, continued to improve,
inching up to 10.34% from 10.14% in fiscal 2003.



39

Segment Information
The trust and banking business produced total ordinary
income of ¥468.1 billion and ordinary expenses of
¥310.0 billion, leading to ordinary profit of ¥158.1 bil-
lion. Other finance-related operations generated total
ordinary income of ¥105.2 billion and ordinary expenses
of ¥62.6 billion, for ordinary profit of ¥42.6 billion.

Cash Flows
Net cash provided by operating activities reached ¥310.0
billion, a turnaround from ¥103.7 billion used in operat-
ing activities in fiscal 2003. This reflected a net increase
in payables under securities lending transactions.

Net cash used in investing activities was ¥231.7 bil-
lion, down ¥22.2 billion from fiscal 2003. This reduction
was largely attributable to a decrease in purchases of
securities.

Net cash used in financing activities came to ¥88.0
billion, or ¥71.1 billion more than in fiscal 2003, prima-
rily from the use of funds for payment of subordinated
borrowings.

Cash and cash equivalents at the end of the year
settled at ¥448.0 billion, down ¥9.5 billion from a year
earlier.

Non-Consolidated Fiscal 2004 Performance
Total assets of Mitsui Trust Holdings stood at ¥658.1 bil-
lion, after accounting for investment in the equity and
corporate debentures of subsidiaries and loans to affili-
ates. Net assets per share came to ¥140.53, on total
shareholders’ equity of ¥553.1 billion.

Income before income taxes and minority interests
amounted to ¥37.9 billion, largely due to fees and com-
missions from subsidiaries and interest income on loans
to subsidiaries. Net income was also ¥37.9 billion, a year-
on-year improvement of more than seven times that
generated in fiscal 2003, amounting to ¥39.69 in basic
net income per share of common stock, compared with
¥0.07 in fiscal 2003.

Dividends
Reflecting its public duty as a financial institution, Mitsui
Trust Holdings’ basic policy on dividends is underscored
by an unwavering perspective on sound management.
Therefore, the Company strives to expand retained earn-
ings to a suitable level while paying stable dividends to
shareholders.

The Company maintained payment of dividends on
common stock at ¥2.50 per share in fiscal 2004. Divi-
dends on preferred stock were as follows: ¥40.00 per
share for class I preferred; ¥14.40 for class II preferred;
and ¥20.00 per share for class III preferred.
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　Outline of Mitsui Trust Holdings’ Risk Management and Compliance Structure
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Basic Risk Management Policies
Progress in financial liberalization and internationaliza-
tion, as well as advances in information technology, has
accorded financial institutions greater opportunities for
business expansion. These opportunities, however, have
been tempered by risks that are more diverse and more
complex than ever before.

Fully aware of the social responsibility and public
mission that is incumbent upon a financial institution,
Mitsui Trust Financial Group has established basic risk
management policies that allow the Group to assume risk
only within its strategic objectives and risk-hedging capa-
bilities, based on suitable risk management, and that lead
to higher profits.

Function of Mitsui Trust Holdings
One of the most vital functions carried out by Mitsui
Trust Holdings, in its capacity as a holding company, is
its supervision of risk management and internal control
for Mitsui Trust Financial Group. The Board of Directors
at Mitsui Trust Holdings formulated Rules for Risk

Management and established the basic agenda for risk
management activities within the Group.

As described in the following sections, the subsidiary
trust banks under the holding company umbrella each
undertake appropriate risk management geared to their
respective risk conditions, while Mitsui Trust Holdings
monitors risk management efforts within the Group and
guides subsidiary trust banks in, for example, deriving
suitable returns and revising risk management systems.
The Company also formulates compliance policy for the
Group, establishes, revises or abolishes basic rules for
each subsidiary trust bank, instructs the banks to imple-
ment necessary compliance-related changes and tracks
the status of compliance management and execution.

In regard to internal audits, Mitsui Trust Holdings
initiates this process in each division. The Company also
oversees the internal auditing function at subsidiary
banks and has a system in place for issuing essential
instructions, based on reports from the banks regarding
the results of audits executed at the banks, the status of
improvements and other data. When necessary, the Com-
pany will act directly or in cooperation with the banks to
conduct audits on matters that have an impact on the
operations of the Group as a whole.

Chuo Mitsui Risk Management System

Risk Management Structure
The Board of Directors at Chuo Mitsui drafted Rules for
Risk Management, based on the risk management direc-
tion outlined by Mitsui Trust Holdings. These rules set
out the Bank’s fundamental policy on risk management,

including the types of risk requiring attention, the
techniques applied to hedge risk, and the structure and
authority for risk control. They also detail the content of
specific standards and regulations in each area.

Chuo Mitsui has identified four primary risk catego-
ries: credit risk, market risk, liquidity risk and opera-
tional risks, which include system risk and legal risk as
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well as procedural risk. The Corporate Risk Management
Department supervises all risk management efforts, but
individual departments are assigned to each risk category
for strict control of the risks specific to each area. The
Bank also seeks to effectively contain other risks, such as
reputational risk.

On the organizational front, the Internal Control
Executive Committee, which falls under the authority of
the Board of Directors, undertakes a variety of activities,
including discussions about risk management policies
prior to implementation and the determination of risk sta-
tus. The Business Administration Executive Committee,
also responsible to the Board of Directors, works toward a
healthier business foundation by identifying bankwide
risk and considering overall business administration.

In addition, the Corporate Risk Management Depart-
ment, which monitors all risk at the Bank, supervises
internal controls and risk management activities and
serves as the secretariat for the Board of Directors and the
Internal Control Executive Committee. This department
also engages in controls and analysis related to asset–
liability management (ALM).

Credit Risk Management
Credit risk is the potential for the value of assets, includ-
ing off-balance-sheet assets, to shrink or disappear
altogether in the event a borrower’s financial conditions
deteriorate and thereby burden a financial institution
with losses. Chuo Mitsui strives to maintain asset quality
and avert the unpredictable development of non-
performing assets by strengthening its credit risk man-
agement capabilities. The Bank utilizes the following
systems and processes.

Basic Policy
Chuo Mitsui drafted Rules for Credit Risk Management
for blanket control of the credit risk that influences
several credit-related business, including loans, market
transactions and off-balance-sheet trading. The Bank also
designated the Loan Planning Department as the supervi-
sory unit for all credit risk, including that shouldered by
consolidated subsidiaries. This department keeps close
contact with credit-related departments and consistently
works to sustain and further reinforce credit risk
capabilities.

Management Techniques
Chuo Mitsui performs a review of all corporate
borrowers using a 13-level credit rating system pegged to
self-assessments. The credit ratings thus determined are
used to quantify credit risk in internal credit-risk models
and evaluations of corporate borrowers.

The Corporate Risk Management Department moni-
tors risk status on a monthly basis to ensure that the
Bank is within the capital allocation amount set by
Mitsui Trust Holdings as the upper limit of credit risk
assumed by the credit risk-related departments at Chuo
Mitsui. In addition, rules are applied to eliminate credit
concentration, thereby removing any excess concentra-
tion of credit extended to borrowers in specific industries
or corporate groups. Credit status is checked each month
by the Loan Planning Department.

The Loan Planning Department also tracks credit risk
amounts and credit balances by industry and credit
rating, and provides upper management with regular
updates on portfolio status.

From the standpoint of securing an appropriate level
of return on investments, Chuo Mitsui strives to generate
higher profits on its lending activities. To this end, the
Bank established an index spread, which corresponds to
the respective degree of risk inherent in each transaction,
including the duration of credit and the level of borrower
integrity, based on the credit rating assigned to each
borrower.

Strict Transaction Control
Credit Supervision departments I and II, which function
independently from business promotion departments,
carefully monitor and control the credit risk on each
transaction under respective departmental authority. A
multifaceted perspective is applied, one that stresses fund
application, repayment capability and cash flow, as well
as collateral status and corporate client profitability. For
major loan assessments, the advisability of lending
arrangements is presented to the Credit Appraisal Com-
mittee, where each transaction and the primary objec-
tives of the loan are discussed at the executive level.

Mid-Level Controls through Self-Assessment
With regard to securing quality assets, Chuo Mitsui
performs a two-stage self-assessment based on Rules for
Self-Assessment. In the first stage, staffed branches, for
example, conduct their own evaluations, and in the
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second stage credit supervision departments execute
inspections. Self-assessment not only forms the
foundation of accurate financial statements but also func-
tions as a mid-level management tool to swiftly pinpoint
borrower-specific problems. When a borrower’s credit is
in question, the Bank implements strict controls under
the guidance of the Credit Management Department,
based on Rules for Non-Performing Assets.

Independent Unit Facilitates Double-Check System
The Internal Audit Department is separate from business
and accounting departments and independently confirms
the status of credit controls, asset assessments, and write-
offs and related reserves. This department checks that
credit risk management is being properly executed by
auditing credit risk management conditions, including
the credit rating system, and by verifying the appropriate-
ness of write-offs and reserves as well as the accuracy of
credit risk management activities through, for example,
an examination of the process and the results of self-
assessments. The department submits reports on the
results of its audits to the Board of Directors.

Improving Basic Supervisory Capabilities
The processes outlined above allow Chuo Mitsui to take
credit risk management to a higher level. To raise the pre-
cision of first-stage assessments, which are undertaken
on a daily basis, the Bank regularly puts loan officers
from staffed branches through graded training. The Bank
also organizes analytical seminars for credit-related
departments to foster insight into the causes of bankrupt-
cies and delayed payments that turn loans into non-
performing assets. The results of analyses are applied to
lending operations.

Market Risk Management
Market risk is the possibility that the value of assets and
liabilities will fluctuate with changing interest rates, for-
eign exchange rates, the price of marketable securities,
and other market factors, and thereby cause losses.

Market Risk Management Structure
Front offices execute market-related transactions, while
back offices confirm the content of these transactions,
and middle offices control market risk. Each office
category is independent of the others, creating a cross-
check structure. At Chuo Mitsui, the Corporate Risk

Management Department functions as a bankwide
middle office, monitoring all market risks and providing
daily reports to management. This department is also
responsible for preparing proposals and supervising
market analysis operations that improve market risk
management skills at the Bank.

Management Techniques
The method used by Chuo Mitsui to measure market risk
utilizes Value at Risk (VaR), which assumes the maxi-
mum amount exposed to potential loss is 1% of the total.
VaR is calculated using the Monte Carlo simulation tech-
nique, which is based on an analysis of major historical
market data.

Market risk at Chuo Mitsui is contained through the
efforts of the Corporate Risk Management Department,
which monitors the Bank’s risk status and ensures
compliance to the capital allocation amount set by
Mitsui Trust Holdings as the upper limit of market risk
assumed. Reports are sent to the assigned director on a
daily basis.

The measure of market risk is comprehensive, cover-
ing foreign exchange, interest rates and other trading
business transactions as well as the market risks that
impact on crossholdings, bond portfolios and other
banking business investments.

The Bank maintains a structure that averts potential
risk before it becomes obvious. Alarm points and loss
limits have been set to prevent the expansion of losses
following a bad turn in market trading, and the Corporate
Risk Management Department tracks profits and losses.

Cementing its position on strict risk-controlling prac-
tices, Chuo Mitsui also executes stress tests, which
assume radical price swings that have actually occurred
in the market over the past 15 years, and uses the results
as a guideline for establishing risk limits. As a supple-
mentary measure, the Bank performs back tests, which
compare VaR against actual losses, to ascertain the
validity of VaR-based risk measurements.

An example of back testing on trading transactions
follows.

VaR trading transactions in fiscal 2004 moved within a
range of roughly ¥30 million to ¥400 million, and out of
245 business days, daily losses exceeded the VaR on two
occasions. The Bank’s VaR assumes a loss of 1%, and the
results for fiscal 2004 show that the Bank’s VaR calculation
model is sufficiently accurate to predict market risk.
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VaR calculation
  assumptions: Duration: 1 day

Assumed rate of loss: 1%
Measurement technique: Monte Carlo simulation

Time frame: April 2004–March 2005 (245 business days)

Comparison of VaR and Actual Profit/Loss
(Millions of yen)

Actual
Profit/
Loss

VaR

Liquidity Risk Management
Liquidity risk is twofold. In a cash flow sense, liquidity
risk bears the potential for losses when a financial insti-
tution is unable to secure necessary funds, due to a poor
financial position, or when a financial institution is
forced to acquire funds at blatantly higher interest rates
than usual. In a market sense, liquidity risk may precipi-
tate losses when market turmoil impedes a financial
institution’s ability to complete transactions, or compels
a  financial institution to fulfill transactions at prices
noticeably more disadvantageous than usual.

On the cash flow front, Chuo Mitsui establishes
guidelines, particularly for cash gaps, and monitors
adherence to these standards to control liquidity risk.
The Bank also facilitates flexible, bankwide responses
through the preparation of contingency plans, which
orchestrate measures to be invoked in times of emer-
gency. The Bank makes accurate identification of cash
flow risk extra sure by entrusting cash flow risk manage-
ment to the Corporate Risk Management Department
and cash flow control to the Treasury Department.

On the market front, trading limits are set for each
type of transaction, based on such factors as market scale

and the Bank’s strategic objectives. The Corporate Risk
Management Department monitors compliance condi-
tions to keep amounts within the assigned limits.

ALM Structure and Administration
Diversification and further sophistication of financial
products, mirrored by financial liberalization and inter-
nationalization, have prompted greater complexity in the
balance-sheet composition of financial institutions year
after year. The introduction of current-value accounting
has heightened the already complicated impact of fluctu-
ating interest rates, foreign exchange rates, stock prices
and other influences on profitability and other perfor-
mance indicators. The new accounting standard under-
lines the vital importance of ensuring steadily higher
returns while controlling risks through appropriate ALM
administration.

Chuo Mitsui works to pinpoint and analyze risks
through VaR, basis point value and other ALM tech-
niques for both on-balance-sheet and off-balance-sheet
transactions, including bankwide deposits, derivatives
and marketable securities. This effort contributes to more
efficient management of balance-sheet risks.

The Business Administration Executive Committee
meets regularly to discuss risk management policy for
market transactions, especially bonds, based on analyti-
cal results of the application and procurement of deposits
and loans, and of risk conditions. The committee strives
to promote flexible management geared to market trends.

Operational Risk Management
Operational risk is the danger of losses arising from inad-
equate or failed internal processes, inappropriate actions
by staff, and unacceptable use or malfunction of in-house
systems, as well as external incidents that adversely
impact operations. This risk category includes procedural
risk, system risk and legal risk, which are explained in
subsections below.

Chuo Mitsui applies two methods to restrict opera-
tional risk. First, the Bank formulates suitable rules to
preclude potential risks and ensures compliance of these
rules. Second, the Bank clarifies ways to tackle risk—
should it emerge—and maintains a system for monitor-
ing and reporting the appearance of risk. The Corporate
Risk Management Department establishes bankwide
rules and ensures suitable risk management activities.

The Basel Committee on Banking Supervision, at the
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Bank for International Settlements, is refining rules for
implementation in March 2007 that will include a capital
requirement for operational risk. Focusing on a response
to this anticipated requirement, Chuo Mitsui is building
a framework for evaluating and analyzing the status of
risk management efforts, based on operational risk con-
ditions in each area of business, and is preparing a more
effective risk management structure through such means
as the collection and storage of loss data.

Procedural Risk
Procedural risk is the danger of losses arising from an
accident, management error or dishonest actions by
executives or staff. The scope of Chuo Mitsui’s operations
goes beyond regular banking operations and encom-
passes a range of businesses that includes real estate busi-
ness and stock transfer agency services. Consequently,
the Operations Administration Department and each
operating department are required to ascertain, control
and terminate operational risks in each business area.

Chuo Mitsui conducts training programs and study
courses and offers guidance to employees to raise the
standard of procedures performed in-house. In addition,
the Bank strives to reduce procedural risk with preemp-
tive measures that avert accidents and thwart dishonest
activities.

The Bank maintains a procedural risk structure that
prevents the use of its accounts for the purpose of money
laundering and facilitates timely and suitable responses
to any dishonest application of its accounts. The Bank
also undertakes proper control measures, including
periodic verification of business execution capabilities
and the risk management structure.

System Risk
System risk carries the potential for losses caused by a
system failure, such as a computer crash or incorrect
operation of electronic equipment, by illegal access to the
Bank’s computers, and by the destruction or unautho-
rized disclosure of privileged information. Advances in
information technology have made computer systems
increasingly indispensable in the provision of high-level
services, but this progress has heightened the importance
of appropriately controlling such risk.

Chuo Mitsui has established rules and structures in
various regulations, including Rules for Protecting Infor-
mation Assets, which outline measures for properly

handling and protecting systems and information.
The Bank maintains a backup center and has formu-

lated various methods to safeguard its systems against
breakdowns and interruptions caused by natural disas-
ters. Efforts include storing important data at a secondary
location, installing duplicate communication lines, and
ensuring a constant flow of electricity to the computer
center with an on-site power facility. Contingency plans
and other precautionary measures are also in place to
facilitate swift and accurate responses in the event of a
catastrophe. Drills are run on a regular basis.

Chuo Mitsui makes some of its financial services
available through the Internet and therefore utilizes
firewalls and other high-level network technologies, such
as encryption, to block unauthorized access to in-house
systems from outside.

Legal Risk
Legal risk can precipitate losses if the legal aspects of
transactions cannot be settled or if legal compliance is
insufficient. At Chuo Mitsui, the Legal Department is
designated as the supervisory unit for managing legal
risk. This department checks to ensure that operations
conform to prevailing laws and other mandatory con-
trols. The Bank is also establishing a structure for collect-
ing information concerning lawsuits and other litigation.

Chuo Mitsui relies on the Legal Department to clarify
reporting and processing rules for dealing with complaints
and incidents, and utilizes the department’s inspections to
eliminate legal risk. The Bank also strives to foster a cor-
porate atmosphere conducive to compliance and under-
takes various measures to this end, including distribution
of a compliance manual to directors and regular staff.

Other Risks
Reputational risk is the possibility that unfavorable
evaluations will contribute to losses. To mitigate such
risk, Chuo Mitsui is reinforcing the transparency of its
operations with better investor relations activities,
including information meetings and aggressive disclosure
through the production and distribution of various
documents that update investors with pertinent news.

The Bank has also established conduits for two-way
communication, at branch counters and through the Cus-
tomer Service Office, that enable clients to voice griev-
ances and obtain suitable responses. These efforts lead to
enhanced services and greater confidence in the Bank.
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Internal Auditing
The Internal Audit Department, which is independent of
actual operating departments, undertakes internal audits
to verify the suitability and effectiveness of risk manage-
ment activities at all relevant head office departments,
staffed branches and subsidiaries.

The results of internal audits are reported to the Board
of Directors and the Internal Control Executive Council
on a regular basis. In addition, a system is in place for
instructing an operating unit to implement corrective
measures, should problems appear in the internal control
structure of that unit.

Mitsui Asset Risk Management System

Risk Management Structure
As a trust bank specializing in pension and securities trust
businesses, Mitsui Asset follows a basic policy that
emphasizes appropriate control of risk and suitable returns
commensurate with inherent risk, based on the risk man-
agement direction outlined by Mitsui Trust Holdings.

Mitsui Asset’s operations center on trust asset manage-
ment and administration and pension and securities trust
businesses. The Bank is duly aware of its obligations and
responsibilities as a trustee and executes risk manage-
ment reflecting the size and characteristics of each risk.

Rules for Risk Management, drafted by the Board of
Directors, establishes the Bank’s fundamental policy on
risk management, including the types of risk requiring
attention, the techniques applied to hedge risk, and

control and administration structures, and details the
content of specific standards and regulations in each area.

On the organizational front, the Executive Council,
which falls under the authority of the Board of Directors,
discusses risk management policies prior to implementa-
tion, determines the status of all risks and works toward
a healthier business foundation.

The Business Administration Department supervises
all risk management efforts, but individual departments
are assigned to each risk category for strict control of the
risks specific to each area.

Risk Management Status
Mitsui Asset is working to establish and perfect a risk
management structure that conforms to the risk
management structure of Chuo Mitsui while reflecting
the characteristics of the Bank’s own operations. This
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structure also highlights operational risks, including sys-
tem risk, legal risk and procedural risk.

In regard to credit risk, market risk and liquidity risk,
the Bank’s policy is, in principle, to refrain from lending
and other related operations and thereby keep risk
contained. The extent of risk management activities
therefore mirrors this limited exposure.

Mitsui Asset seeks to effectively contain other risks,
such as reputational risk.

The burden of credit risk, market risk and liquidity
risk management for the Bank’s core trust businesses
essentially lies with the beneficiaries. The Bank, however,
takes the view that a trustee should accept a certain
degree of responsibility and therefore carries out
adequate risk management.

Trust operations are divided broadly into two catego-
ries: designated trusts, which are trusts for which the
Bank, in its capacity as trustee, holds discretionary rights
for the management of assets, and specified trusts, for
which the Bank does not hold such rights. Risk manage-
ment is conducted for each category.

For designated trusts, Mitsui Asset manages entrusted
funds in accordance with contract conditions, such as des-
ignated investment targets and preferred asset composi-
tion. The Bank also sets clear internal standards for
exercising discretionary rights granted by clients and man-
ages respective assets within these established parameters.

For specified trusts, the Bank conducts a trustee
examination, similar to that for designated trusts, at the

time a new contract is formed. The compatibility of the
request to the Bank’s capabilities is confirmed and
procedural strategy is checked.

Auditing and Inspection
At Mitsui Asset, the Internal Audit Department, which is
independent of actual operating departments, undertakes
internal audits of all relevant head office and main
branch departments as well as staffed branches, and veri-
fies the suitability and effectiveness of such aspects as the
internal control structure.

The results of internal audits are reported to the Board
of Directors and the Executive Council. In addition, a
system is in place for instructing a relevant operating
unit to implement corrective measures, should problems
appear in the internal control structure or other pertinent
system of that unit.

Mitsui Asset executes accounting audits based on the
Commercial Code through auditing corporations. The
Bank also undergoes external audits to validate the effec-
tiveness of its internal control structure, along with state-
ment audits on pension operations according to the
Japanese version of the Statement on Auditing Standards
and inspections on the status of conformity to the invest-
ment performance standard of the Security Analysts
Association of Japan.

These efforts substantiate the Bank’s commitment to
making internal controls more sophisticated and earning
greater client confidence.
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Compliance

Mitsui Trust Financial Group Perspective

Trust banks accept funds from people and organizations
and in turn facilitate a steady flow of funds for various
financial purposes that ultimately benefit the economy.
Striving to demonstrate their trust function in satisfying
the diverse needs of the people, trust banks assume a
public mission and a social responsibility to contribute to
the development of the national economy.

Unfolding liberalization, deregulation and other
finance-related developments, however, require all
financial institutions to uphold the principle of self-
responsibility in conducting business. Consequently,
efforts to comply with prevailing laws and ordinances
and establish a structure that ensures compliance have
assumed paramount importance.

Against this backdrop, financial institutions are
expected to operate as private corporations, with their
social obligations and public missions evolving onto a
higher plane. Fulfillment of this dual designation is a
vital prerequisite in securing the unwavering trust of
clients and society as a whole.

Sound and appropriate management is indispensable
in the effort to sustain and further elevate the level of
trust accorded to us by the market. Such management
status is grounded in the principle of self-responsibility,
which demands rigorous self-discipline. From this per-
spective, compliance is one of the most important man-
agement issues at Mitsui Trust Financial Group and one
that the Group will continue to uphold.

Strictly speaking, compliance means rigid observance
of laws and ordinances, but a broader perspective
embraces social criteria as well. For the Group, trust is
its biggest asset. Therefore, achieving compliance is a
foregone conclusion, and executives and employees alike
must conscientiously incorporate compliance into their
daily routines.

Compliance at Mitsui Trust Holdings

The Internal Risk Control Department is the supervisory
unit for compliance at Mitsui Trust Holdings. The depart-
ment promotes various measures to ascertain compliance

status for Mitsui Trust Financial Group. These measures
include the establishment of a reporting structure and the
preparation of Rules of Compliance, which set forth a
basic policy on business ethics and provides guidelines
governing the conduct of employees, Rules for Compli-
ance Management, which set criteria related to compli-
ance conditions at the Bank, and the Compliance
Manual, a detailed handbook.

Compliance at Chuo Mitsui

Supervision of compliance status at Chuo Mitsui is the
responsibility of the Corporate Risk Management Depart-
ment, which promotes measures to reinforce the compli-
ance structure based on Group policy. For example, the
Bank encourages employees to read and fully understand
the Rules of Compliance and the Compliance Manual,
which is updated as necessary.

The Bank also formulated the Compliance Program, a
concrete action agenda for compliance, and promotes a
variety of measures, such as the development of a com-
pliance structure and the implementation of training
courses.

In addition, the Bank checks the status of compliance
at staffed branches and head office departments through
self-implemented inspections in each location as well as
internal audits conducted by the Internal Audit
Department.

Compliance at Mitsui Asset

The Business Administration Department has been desig-
nated as the supervisory unit for compliance at Mitsui
Asset. In line with Group policy, compliance methods
mirror those described above for Chuo Mitsui but the
measures used to improve compliance status are fine
tuned to the characteristics of the Bank’s own focus on
pension and securities trust businesses.
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How to Read the Financial Statements of Trust Banks

To adjust for this difference and more accurately
reflect the profitability of core operations, trust banks
calculate net operating profit before trust account write-
offs. This allows a comparison with other banks accord-
ing to net operating profit.

Pre-provision profit is calculated by adding back the
transfer to general reserve for possible loan losses from
net operating profit before trust account write-offs. The
purpose of this calculation is to show the trend of a
bank’s earning power by eliminating all credit costs
including transfers to general reserves.

Trust Account and Banking Account
Trust banks keep two types of account: the banking
account, which is the institution’s own; and the trust
account, which is the account of beneficiaries. Trust
banks have a number of trust accounts, reflecting the fact
that they must separately administer the assets of each
trust contract. In principle, details of individual accounts
are disclosed only to trustors or beneficiaries. Neverthe-
less, the total balances of money and pension trusts are
recorded in the trust account’s aggregate balance sheet.
The main assets and liabilities of the trust account with
principal guarantee agreement are also disclosed.

Although trust assets nominally belong to trust
banks, in fact they belong to the beneficiaries. The insti-
tutions therefore receive trust fees for managing these
accounts. After deductions for fees and expenses, the
profits generated with these accounts all become trust
assets.

Trust fees represent one source of income in the bank-
ing account. In other words, the banking account income
statement reflects both earnings from banking operations
and from trust operations.

The Concept of Net Operating Profit (Gyomu Juneki)
To calculate core profits—excluding items outside core
operations, such as stock earnings and losses and write-
offs of non-performing assets—we calculate the net oper-
ating profit by selecting only those items that express the
earnings from core operations from within the income
statement.

Net operating profit is calculated by subtracting the
general and administrative expenses and the transfer to
the general reserve for possible loan losses from gross
operating profit. Gross operating profit comprises:
• Net interest income (such as from deposits, loans and

marketable securities);
• Net fees and commissions (trust fees, and fees and

commissions);
• Net trading gains (earnings from trading purpose

transactions); and
• Net other operating income (such as earnings from

foreign exchange and bond trading).

Net Operating Profit at Trust Banks
In addition to net operating profit, trust banks disclose
net operating profit before trust account write-offs. With
trust banks, the net operating profit calculated according
to the formula mentioned above does not adequately
reflect the profitability of core operations. Trust fees,
which are part of business profit, are calculated after sub-
tracting loan write-offs in the trust account. Therefore,
net operating profit is smaller than a trust bank’s actual
profitability in core operations.

• The Relationship between Ordinary Income and
Net Operating Profit

Trust fees

Interest income

Fees and commissions

Trading gains

Other operating income

Other income

Ordinary expenses (B)Gross ordinary income (A)

Interest expense

Fees and commissions

Trading losses

Other operating expenses

General and administrative
  expenses
Other expenses

1 2

• Sample Calculation of Net Operating Profit before 
Trust Account Write-Offs

Net operating profit before trust account write-offs (a+b+c)

250

Net operating profit (a+b)

220

Net operating profit other than for trust fees (a)

150

Net operating profit other than for trust fees Trust fees before loan write-offs

Trust fees (b)
Loan write-offs
in the trust
account (c)

70 30

Ordinary income
This is calculated by deducting ordinary expenses (B) from gross ordinary
income (A).
Gross operating profit
The amount remaining after subtracting the highlighted areas in box  2  from
those in box  1  is nearly equal to gross operating profit.
Net operating profit
This results from subtracting general and administrative expenses and the
transfer to general reserve for possible loan losses from gross operating profit.
The transfer to the general reserve for possible loan losses is part of other
expenses.




