
Established in 1925, Sumitomo Trust's history as one of Japan's leading trust banks

extends back to the pre-war period.  A new era opened for the Bank in 1952, when

it took advantage of the enactment of the Loan Trust Act to launch a trust product

with long-term deposit features that matched the needs of Japan's growing middle

class. Utilizing the capital it accumulated through the popular Loan Trust, it played

an important role in providing the long-term financing that fueled the development of

major industries during Japan's period of high economic growth.  In today's era of

the New Economy, Sumitomo Trust is poised to play yet another new role, respond-

ing to the rapidly growing investment needs of Japan's maturing society by offering

sophisticated asset management services and trust and custody services.   

Overview

Although IT-related capital investment by corporations became active in some sectors,

on an overall basis, the Japanese economy continued to suffer from deep-rooted prob-

lems of excess debt, production capacity and workforce in fiscal 1999.  With individual

consumption stagnant and corporate restructuring still underway, no clear signs of sus-

tainable economic recovery were evident.

Turning to the banking sector, the injection of public funds in March 1999 helped

enable major banks to overcome the threat of systemic risk.  Meanwhile, in order to

boost their competitiveness under the new financial deregulation namely, Japan's so-

called Big Bang, city banks moved to restructure themselves seeking greater scale in

order to increase profitability, and the birth of four Japanese megabanks was

announced.

We at Sumitomo Trust have always paid close attention to the major trends and cur-

rents in the industry. However, we have also consistently given priority to concentrating

our available resources on strengthening our core competencies-application of expert-

ise and utilization of IT system in trust business-and on improving the competitiveness

of our various areas of operation.  

Thanks to our carefully planned work-out efforts, we believe our non-performing loan

problem began to peak out in fiscal 1999, and we are in the final stage of tackling the

problem.  We are ready to resume our traditional proactive stance as an industry

leader.  The Big Bang has brought about an era of specialization in the financial indus-

try.  We are confident that our expertise and competence in trust business will enable

us to cope with the rapidly growing needs for investment opportunities in Japan's

maturing society.  Most probably, Japanese banking industry will be drastically reconsti-

tuted, centering on the two major functions-settlement services and investment servic-

es. We are firmly committed to maintaining our leading position among financial institu-

tions focused on investment services.
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Financial Results Highlights

- Return to profitability and growth of trust business -

In fiscal 1999, as the result of continued aggressive efforts to resolve the non-perform-

ing loan problem through write-offs and loan loss reserves, Sumitomo Trust was able to

regain profitability with net income of 33.0 billion yen on a non-consolidated basis and

32.2 billion yen on a consolidated basis, following net losses in the two previous years.

Adjusted gross business profit on a non-consolidated basis was down 95.6 billion yen

from the previous year to 275.8 billion yen, while adjusted net business profit also

decreased by 83.4 billion yen to 144.7 billion yen.  

Net operating profit, however, came to 76.7 billion yen, a significant recovery from the

loss of 187.4 billion yen in fiscal 1998. This improvement can be attributed to the sharp

decrease of credit costs to 150.0 billion yen, as against 415.6 billion yen in fiscal 1998,

as well as 75.1 billion yen capital gains on stock investments (which is included in net

other non-recurring items) under the favorable market conditions in Japan.

Net income after taxes on a non-consolidated basis was 33.0 billion yen.  Tax item was

increased by 11.2 billion yen as a result of accounting changes caused by the revi-

sions in Tokyo Metropolitan Enterprise Tax.  We expect that this tax reform will increase

our annual tax expenditures by approximately 3 billion yen on average over the next five

years.

Our financial results during this period are substantially consistent with the goals stipu-

lated in the Plan for Restoring Sound Management submitted to the Financial

Reconstruction Commission in March 1999, when Sumitomo Trust received a 200 bil-

lion yen injection of public funds, 100 billion yen in the form of preferred stock and 100

billion yen in the form of subordinated loan.  As of the end of this period, unrealized

gains of listed and unlisted securities increased considerably to 337.8 billion yen from

last year's 135.7 billion yen.
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Gross Business Profit by Category

Gross business profit in treasury operations declined to 41.8 billion yen from 147.4 bil-

lion yen due to a drop in capital gains under the Bank of Japan's zero-interest policy.

Gross business profit in commercial banking was 161.2 billion yen, a slight increase

from the previous year, reflecting an improvement in the loan-deposit spread from

1.21% to 1.29% for banking, loan trust, and jointly-operated money trust.

Gross business profit in the trust business increased to 72.8 billion yen from 66.1 bil-

lion yen, a solid 10% increase from the previous period.  Moreover, the share of trust

business in total gross business profit increased from 18% to 26%.  This increase was

partly due to a drop in overall gross business profit, but it also represents the fruits of

our continued efforts to strengthen and expand our trust business.  Rather than relying

on volatile income in treasury operations, we believe that the best route to increasing

our corporate value is to steadily expand trust business profits.

Credit Costs

Credit costs of non-performing loans dropped substantially to 150.0 billion yen from

415.6 billion yen in the previous period.  This amount exceeded the original projection

at the start of fiscal 1999, mainly due to deterioration of certain classified debtors and a

decline in real estate collateral value within the context of the delayed recovery of the

stagnant Japanese economy, as well as our efforts to finalize work-out of certain

debtors. However, this is substantially smaller than credit costs for the past several

periods, and we believe the costs have peaked out. The total balance of classified loan

assets at the end of fiscal 1999 was 770 billion yen, a decrease of 180 billion yen from

the previous year. In addition, 79% of the unsecured portion of classified loans was

covered with loan loss reserves, and 91% of all classified loans, including secured por-

tion, is protected by reserves, collateral, and guarantees. These coverage ratios are

one of the highest among major financial institutions in Japan.  In spite of remaining

concerns about a further decline in real estate collateral values, we hope that, with a

moderate recovery of the Japanese economy, overall credit costs will be further

reduced in fiscal 2000.

Review of Performance by Business Areas

New business opportunities have emerged in various fields where we can make the

most of our specialty and expertise.  For example, investment services have been

becoming increasingly complex and sophisticated with the introduction of a Japanese

version of the 401(k) plan for retail markets and the forthcoming Japanese master trust

services for institutional investors, as well as alternative investments.  Moreover, the

development of various financial instruments and secondary markets are creating

opportunities in corporate finance services as well as the credit investment business. 
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FY 1999 (a) FY 1998 (b) Change (a)-(b)

Trust Business
Asset Management
Retail Investment Management
Trust & Custody Services
Stock Transfer Agency
Real Estate Services

Domestic Corporate Lending
Overseas Corporate Lending
Treasury Operations
Total Gross/Net Business Profit

Reference (Consolidated)

FY1999
Net profit

Net
profit

Gross
profit

Net
profit

Gross
profit

Net
profit

Gross
profit

Billions of Yen

31.9
22.0

4.0
4.3
3.3

75.0
3.0

34.8
144.7

72.8
39.6
0.8
9.3

10.7
12.5

152.8
8.4

41.8
275.8

66.1
38.2

0.2
10.0

9.5
8.2

151.0
6.9

147.4
371.4

19.6
18.1

4.2
1.1

69.6

139.1
228.1

6.7
1.4
0.6

1.2
4.3
1.8
1.5

12.3
3.9
1.0

3.2
4.6
5.4
3.2

34.7
22.0

6.1
4.3
3.8

77.1
3.0

34.8
149.6

(1.5) (2.5)

(1.3)

(0.2)

(0.7)

(105.6)
(95.6)

(0.2)

(104.3)
(83.4)

(1.5)

Breakdown of Adjusted Gross/Net Business Profit (Non-consolidated)

Mar. 2000 Mar.1999

Bankrupt/Practically bankrupt
Doubtful
Substandard
Total
* Reserve Ratio of Unsecured Portion

Coverage ratioNonconsolidated Coverage ratioNonconsolidated

Billions of Yen, except for percentages

¥  96.2
593.4

80.4
¥770.0

100%
90%
84%

91%(79%*)

¥360.8
556.9

32.6
¥950.3

100%
84%
39%

88%(76%*)

Coverage for Classified Assets under Financial Reconstruction Law

Banking and Trust Accounts (After Partial Direct Write-Off)
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Asset Management

The total balance of corporate pension and public institutional assets under our man-

agement stood at 13 trillion yen at the end of fiscal 1999, representing an increase of

7.8% over fiscal 1998.  We have pursued the steady growth of our asset management

business by establishing "strategic partnerships" with clients, providing them with com-

prehensive quality services that encompass asset management, consulting, reporting

and custody.  Our total service capabilities are being deployed to the fullest today on

behalf of clients facing the introduction of such new systems and standards as market-

value accounting of pension liabilities. The success of our strategic partnership

approach is evidenced by the increase of balance in our asset management services in

this period.  At the same time, we have further enhanced our capabilities by establish-

ing one of the largest and most sophisticated investment team in the industry and by

forging alliances with overseas asset management firms.

Trust and Custody Services

"Pension Tokkin" which is trust and custody services for independent asset managers

showed a dramatic growth of 90% in fiscal 1999 thrusting us one of three top players in

this business with almost same asset balance of 3.8 trillion yen each.  This achieve-

ment bodes well for our future success in the master trust business.

Against the backdrop of the Bank of Japan's zero-interest policy, the large outflow of

matured funds from Postal Savings accounts has triggered the expansion of the invest-
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ment trust market. Our investment trust custodial balance jumped to 10.8 trillion yen at

the end of fiscal 1999, a 38% increase from the previous year, surpassing the average

increase of 28% among Japan's six major trust banks.

As we look forward to the establishment of a new joint venture bank specializing in

securities investment services together with Daiwa Bank in October, 2000, the achieve-

ments during fiscal 1999 make us all the more confident of the success of the new

venture.

Real estate securitization

Real estate securitization is one of the fastest growing and most promising business

areas.  Real Estate Management Trusts, which have become a standard method of real

estate securitization, grew rapidly during this period to a market of over 1 trillion yen.

We are proud of being a market leader, with an entrusted asset balance of 566 billion

yen at the end of the period.  Among the 22 projects in our portfolio are many pace-

setting real estate securitization programs that show why we occupy a leading position

in this business in Japan.

Looking ahead, as the securitization trend expands and the Japanese REIT will start to

develop soon, we can expect real estate backed securities to become an increasingly

important alternative investment vehicle, for example, for pensions.  Our know-how in

both real estate management and securities asset management services put us in a

strong position to take advantage of the significant business opportunities in this field.



Banking

As stated above, we believe that the non-performing loan problem has peaked out and

is approaching its conclusion.  Compared to other Japanese banks, Sumitomo Trust

has a relatively small exposure in industries such as construction and retailing, where

the work-out process is lagging.  As a result of our efforts to apply appropriate loan

spreads according to the respective risk, our loan-deposit spreads in corporate lending

are gradually improving.  Moreover, we have expanded our retail customer base and

lowered funding costs by utilizing new marketing strategies, such as opening Sumishin

i-Stations-small specialty branches targeting affluent individuals in suburban areas of

Tokyo and Osaka-and developing telephone and internet banking.

In April 2000, we established Structured Finance Department to expand our corporate

finance services in the securitization business within our Corporate Financial Group. In

addition, we organized the Global Credit Investment Group to better catch credit invest-

ment opportunities both in Japan and overseas. These are both forward-looking new

business areas, which fit current trends in financial instruments and the growth of sec-

ondary markets, and areas where we can bring to bear our accumulated buy-side

expertise.
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The banking business plays an important strategic role for Sumitomo Trust. The cus-

tomer base created by our corporate lending business is critical for cross-selling of the

trust business. Our individual depositor base is increasing its importance as a driver for

promoting our retail investment management business.

Organizational and Personnel System Reform

We are proud of Sumitomo Trust's tradition which respects and draws out the abilities

of each individual employee. To make the most of this tradition for further growth, we

are determined to emphasize the principle of competition and incentives in our corpo-

rate management structure.  In order to strengthen motivation, ensure profitability and

move the company at the speed of today's highly competitive market, we introduced

various forward-looking reorganization measures and changes in human resource policy.

Specifically, we reorganized our business in five groups: Consumer and Corporate

Finance Group, Global Credit Investment Group, Treasury and Financial Products

Group, Fiduciary Services Group, and Real Estate Group.  Each group is operated

more independently than before and takes more responsibility for its profitability.  It

establishes its own human resource management policies, including a remuneration

structure based on competitive standards, so as to promote improved performance.  

In addition, we recently upgraded the stock option program which was first introduced

in fiscal 1999.  Now 331 directors and officers are eligible for stock options-an increase

from the 124 eligible in the last year-and the maximum number of shares available to a

participant has been increased from 10,000 to 150,000.

Strategic Alliances

The Sumitomo Group plays an important role in ensuring the stability of our business

base.  In turn, Sumitomo Trust contributes to the business optimization of the Group as

its core entity in regard to trust business.  In this context, trust banking subsidiaries of

Daiwa Securities Group and Sumitomo Bank, respectively, were merged to Sumitomo

Trust, and the business of our subsidiary, Sumitomo Trust Securities was assigned to

Daiwa SBCM. To satisfy customer needs for sophisticated services, the Group mem-

bers believe it is important for each entity to concentrate on its core competence and

maintain close cooperation with other Group members.   

City banks have sought to expand and lock in their customer base by forming mega-

banks.  This strategy is aiming to solve the problem of profitability by pursuing the size

of the balance sheet.  On the other hand, from the viewpoint of maximizing corporate

value, we believe what Sumitomo Trust needs at this moment is not M&A in pursuit of

balance sheet size but rather strategic alliances that will help to further strengthen our

core trust business.
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Our alliance with Daiwa Bank is an excellent example of what we mean.  In November

1999, we reached an agreement with Daiwa Bank to form a joint venture trust bank

specializing in securities investment services, with operations to commence in October

2000.  Securities investment servicing exemplifies a field where economies of scale

work and critical mass is required.  We are inviting a wide range of financial institutions

to participate in the new bank which, we hope, will quickly grow into the market leader

in the security servicing area including the master trust business.  

Our Mission 

The mission of Sumitomo Trust is to provide added-value management services and

quality infrastructure for investments, as well as offer a wide variety of investment prod-

ucts to our valued customer base of corporate clients and affluent individuals. Our

unmatched expertise in the trust business and our cross-selling ability constitute a

competitive edge that, we believe, will allow us to accomplish this mission.  Moreover,

we are convinced that in pursuit of this mission we will be able to establish one of the

most successful and realistic business models in the Japanese financial industry-one

which results in income growth without expanding asset base or, in other words,

improved ROE.  Our goal is nothing less than making Sumitomo Trust a leader in creat-

ing value in today's fast-changing financial industry.  We will make our utmost effort to

be able to meet the expectations and all the support which we get from our sharehold-

ers, employees and customers.

June 2000

Hitoshi Murakami, Chairman

Atsushi Takahashi, President




