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To Our Shareholders, Customers and Employees

Atsushi Takahashi   President and CEO

In the middle of an extremely difficult time for

Japan’s banking industry, those of us at Sumitomo

Trust are working to maintain a healthy balance

sheet and strengthen our earnings base through inte-

grated banking and trust services. 
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Overview of fiscal year 2002 (April 2002- March 2003)   

During fiscal year 2002 deflationary pressure continued to increase. Although the Japanese

economy turned around in the first half, it contracted rapidly in the second half, mainly due

to the slump in exports caused by the uncertain outlook for the global economy because of

the approaching war in Iraq. The Japanese stock market tumbled sharply in March 2003 and

on March 11 the Nikkei 225 Stock Average fell to 7,862.43, its lowest since 1983. 

All the large banking groups and major banks reported huge losses because of the impact of this

decline on the value of their stock portfolios. Unfortunately, Sumitomo Trust was no excep-

tion. We recorded a net loss for the second consecutive year. An unexpectedly large amount of

devaluation as well as realized losses incurred by aggressive sales of stocks generated a ¥127.9

billion loss, resulting in a net operating loss of ¥66.1 billion. Further, as an extraordinary loss,

we had to record a ¥57.4 billion loss on the securities we had contributed to our employee

retirement benefit trust, by compensating for the shortfall caused by the new accounting prin-

cipal applied since fiscal year 2000. As a result, we posted a net loss of ¥72.9 billion.

However, our business is exceptionally sound within the Japanese banking industry. First,

amidst a more competitive market environment, our operating profitability remained high,

with net business profits (before credit costs) of ¥156.1 billion, which is almost the same level

as the year before. Second, and more notably, we have consistently lowered credit costs, which

further improved to ¥87.8 billion from ¥110.0 billion the year before. Sumitomo Trust is the

only major Japanese bank whose credit costs have not exceeded its net business profits (before

credit costs) for two consecutive years. 

Our financial soundness was also demonstrated by our BIS Capital Adequacy Ratio of

10.48%, along with a Tier-1 Ratio of 6.09%, which were one of the highest among the major

Japanese banks. Moreover, in terms of the focal point of the major banks’ capital structures,

Sumitomo Trust maintained one of the highest-quality capital bases among its peers. Our cap-

ital was less reliant on deferred tax assets than most major Japanese banks; the ratio of deferred

tax assets to Tier-1 capital was 39.5%, while the sector average was 57.9%. The amount of

government funds in Tier-1 capital was ¥100 billion, the lowest in the sector apart from

Mitsubishi Tokyo Financial Group (MTFG).
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Ensuring stability in our bottom line

To survive this period of deflation and to become a

winner in the fast-changing financial sector, it is

imperative that we ensure growth and profitability

by controlling the downside risks to profits. 

In today’s stagnant stock market, the risk of apprais-

al losses on our portfolio of cross-shareholdings

poses the biggest threat to our profitability. We have

aggressively unwound our cross-shareholdings. In

fiscal year 2002 we sold ¥325.3 billion worth of

cross-shareholdings (on a cost basis), resulting in

cross-shareholdings of ¥588.7 billion (on a cost

basis), or of ¥525.1 billion (on a mark-to-market basis) as of the end of March 2003, 25.6%

below our Tier-1 capital of ¥706.1 billion. Our proactive efforts were in response to the

Japanese government’s guideline that cross-shareholdings should be kept below Tier-1 capital.

Sumitomo Trust was the first bank to satisfy this guideline in September 2002.

Problem loans are another big issue that affect profits. Assets classified under the Financial

Reconstruction Law stood at ¥402.2 billion as of March 2003, dramatically reduced from

¥689.0 billion a year ago. Accordingly, the ratio of problem loans to total loans fell from 6.1%

to 3.6%, the lowest of all the major Japanese banks. The average ratio was 7.2% among the

seven major Japanese banks and banking groups. (All numbers in this paragraph are on a non-

consolidated basis.)

Improving operating efficiency is crucial during a period of deflation when we cannot expect

significant revenue growth. Our efficiency ratio improved to 45.6%, a 3.4 percentage point

improvement on a year-on-year, and better than the average at the other major Japanese

banks. We have successfully reduced general and administrative expenses by ¥5.1 billion to

¥116.3 billion, improving operating efficiency by outsourcing back office functions  and

through the use of cost-effective direct delivery channels such as online and telephone bank-

ing. The number of employees was reduced by 163 to 4,991 as of March 2003. All of these

figures come in ahead of the targets in the “Plan for Restoring Sound Management.” (All

numbers in this paragraph are on a non-consolidated basis.)
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Sumitomo Trust Way – Initiatives to grow our top line

Putting priority on minimizing downside risks does not mean we will cease efforts to increase

gross profit. Rather, we will make every effort to ensure stable profit growth, even during this

unfavorable market situation. We do not believe that a sales strategy, leveraged by the size of

loans provided and customer relationship with cross-shareholdings, is effective in a highly

competitive environment. Strategic differentiation is key. We will continue to focus on build-

ing our unique market position as a financial institution that is strong at asset management

and information processing. We are sure that our strategy diversifies our revenue sources and

stabilize the profitability.

As such, our first initiative is Relationship Management (RM), a strategy that effectively inte-

grates banking and trust-related services, re-bundling our products and capitalizing on our

exceptional consulting capabilities to provide solutions-oriented, value-added services. To sup-

plement this strategy, we have reorganized our organization into wholesale and retail groups to

provide more customized services. 

In the wholesale field, thanks to the efforts of RM managers to realize the synergy between the

banking and trust-related businesses, we not only increased the revenue from both businesses,

but also managed to expand the scope of our trust business. In the retail field, our primary

focus is on private banking services. We have started the Sumishin Private Trust Club, which

offers valuable consulting and investment information that capitalizes on our specialist capa-

bilities accumulated as a top-tier institutional investor.

Our second initiative is to pursue cost competitiveness in securities processing. For example,

Japan Trustee Services Bank, Ltd. (JTSB), our principal vehicle for custody services, has

recorded a critical mass of ¥86.3 trillion in entrusted assets as of March 2003, a 14.0%

increase from last year. As such, it enjoys economies of scale and allows us to provide highly

cost-competitive services. In addition, in October 2002 we commenced operations of Japan

TA Solution, Ltd. (JTAS), jointly established with Japan Securities Agents, Ltd. to pursue cost

competitiveness in the stock transfer agency business. The new company specializes in system

management and data processing.

Finally, we plan to optimize our loan portfolio in terms of risk-adjusted returns and diversifi-

cation of borrowers by actively utilizing market-type credit products, such as syndicated loans

and asset-backed securities, and the secondary loan market. In fiscal year 2002 our balance of

market-type credit products increased to ¥2.1 trillion from ¥1.5 trillion last year, including

¥314 billion in secondary claims made through OTC transactions and market participation.

These market-type credit products represent 20.7% of our total loan balance. The loan-
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deposit margin of our three major domestic accounts (banking account, loan trusts, and joint-

ly operated money trusts (JOMT)) was 1.24% in fiscal year 2002, improving 4 basis points

from the previous fiscal year. 

Staying independent to maximize shareholders’ value

Our management goal is to maximize shareholders’ value. This has led us to two distinct rules:

to enhance our competitiveness in the trust business, and to maintain speedy managerial judg-

ment. I am convinced that our independent management style effectively bolsters these rules.

At the same time, to maintain our independence we must show adequate earning power, and

leverage our comparative advantages in financial strength and integrated RM strategy. 

We strongly believe that independence will benefit our shareholders and customers. An inde-

pendent management style helps us to focus on our core competencies and to provide cus-

tomers with truly integrated financial services. On the other hand, we are flexible in consider-

ing the opportunities presented by mergers and acquisitions, and alliances as long as they help

to strengthen our business. I have specifically set four criteria in the “Takahashi M&A

Doctrine” to gauge properly the potential of mergers and alliances.

Takahashi M&A Doctrine

A successful M&A will:

1) Improve profitability;

2) Boost market share of trust business

(Asset management and information processing services);

3) Evolve our business model;

4) Obtain support from the capital market and customers

To maximize shareholders’ value, the last criterion is the most important. In this regard, our

recent alliances, such as the JTSB and JTAS joint ventures, have been successful. In May

2002, we formed another alliance based on these conditions. We established a joint venture,

which undertakes payroll and human resources services, jointly with Matsushita Electric

Industrial Co., Ltd., and Kao Corporation. The company will not only contribute to cost

reductions but also to our future business expansion. 
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Repaying public funds

In order to maintain autonomy, we believe that repaying public funds is another important

goal that we must achieve. In March 2003 we repaid a perpetual subordinated bond worth

¥100 billion. As a result, the amount of public funds outstanding was ¥200 billion, including

term subordinated debt, the lowest level of the major Japanese banks apart from MTFG,

which has already repaid all the public funds it had received. We plan to repay the remaining

¥200 billion in public funds, which are in the forms of preferred stock and subordinated

bonds, by March 2005. 

Corporate governance

Since our foundation in 1925, we have maintained the core business principle of “trust and

integrity.” Like any other big businesses, we cannot expect sustainable growth without build-

ing a long-term relationship with our stakeholders. This is even more important for those of

us engaged in the trust business. We aim to create a virtuous “win-win” cycle among major

stakeholders, including shareholders, customers and employees. We are committed to maxi-

mizing the value to each of these stakeholders and maintaining fairness and transparency.

Our executive officer system and business group system ensure that the board of directors

concentrates on decision-making related to corporate strategy and operational oversight, while

facilitating speedy decision-making both at the corporate and business group levels. Statutory

auditors, operation auditors and accounting auditors independently monitor management.

We will further promote the transparency of management through proactive disclosure.    

On June 1, 2003 we established a Social Responsibility Office, ahead of our competitors. The

Office focuses on promoting Corporate Social Responsibility (CSR). Today, CSR activities are

indispensable for a corporation in enhancing its competitiveness and ensuring its sustainable

growth. CSR, which started in U.S., is now spreading worldwide, including in Japan. We

will promote our own business model, fulfilling our social responsibilities and contributing

to social and economic prosperity in response to the growing demands of society and stake-

holders for CSR.

I would like to thank you for the faith that you put in Sumitomo Trust. We will do our best to

reward that faith.

Atsushi Takahashi
President and CEO




