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To Our Shareholders, Customers and Employees

Atsushi Takahashi   President and CEO

With rapidly implemented management reforms

restoring both our credibility and our earnings

base, and unburdened by our debt of public funds,

we embrace the improving business environment

with confident expectations of new growth.
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A Look Back at Fiscal Year 2003
I. The Macroeconomic Environment—Renewed Confidence in Japan’s Economy 

In fiscal year 2002 the Japanese economy showed signs of a fragile recovery, and in fiscal year

2003 ended March 31, 2004 this upturn gained momentum and the recovery became more

pronounced. This recovery differs from those of previous economic cycles in a number of

ways. One is that exports have not stalled, despite the strength of the yen. This is attributable

to two main factors. First, China has become the world’s largest consumer market, correcting

a danger heretofore inherent in Japanese exports (a high reliance on the United States).

Second, the digital consumer electronics industry—the first new industry in a long time in

which corporate Japan can fully demonstrate its originality and competitiveness—has grown

rapidly. The present recovery in the Japanese economy is characterized by the renewed

strength of not only exports, but also private-sector capital investment. Financial restructuring

efforts have largely wound down, particularly at large corporations, and a steep increase in

corporate profits has restored companies’ spare capital. This, coupled with the aforementioned

growth of demand in China and the rapid growth of the digital consumer electronics industry,

has given companies the confidence to make forward investments. In the fourth quarter of fis-

cal year 2003, we saw signs of a bottoming of consumer confidence and employment. Under

these conditions, the Nikkei Average rose roughly 47% over the course of fiscal year 2003.

There were also signs that real estate prices have stopped falling in the Tokyo metropolitan area.

II. The Sumitomo Trust Group’s Earnings

—Consolidated Net Income Reached a Record-High

Consolidated net operating profit totaled ¥135.7 billion in fiscal year 2003, a vast improve-

ment over the ¥66.2 billion net operating loss recorded in fiscal year 2002 and close to the

highest level in our history. Net income totaled ¥79.6 billion, a record high ¥152.6 billion

improvement over the ¥73.0 billion net loss recorded in fiscal year 2002. Gross business profit

rose ¥8.9 billion year-on-year, thanks primarily to increases in trust fees and commissions,

while general and administrative expenses decreased ¥2.4 billion. In addition, credit costs

decreased ¥65.1 billion year-on-year, to ¥22.8 billion, and net gains on stocks increased

¥153.7 billion, to ¥25.7 billion. 

By business group, consolidated net business profit improved in the Wholesale Financial

Services Group, the Retail Financial Services Group, and the Real Estate Group by ¥2.9 bil-
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lion, ¥6.2 billion, and ¥3.5 billion, respectively. The drivers of growth in consolidated net

business profit were (1) in wholesale operations, asset securitization, syndicated loans, and

non-recourse loans; (2) in retail operations, sales fees from investment trusts and individual

annuities; and (3) in real estate operations, large brokerage transactions. The environment

surrounding the Treasury and Financial Products Group became even more challenging in

fiscal year 2003, and the group’s consolidated net business profit decreased ¥17.0 billion.

However, this was in line with the initial estimate for the group, and net unrealized gains on

the securities portfolio improved to ¥160.5 billion, deepening our confidence in our risk

control capabilities.

Assets classified as problem loans under the Financial Reconstruction Law on a non-con-

solidated basis totaled ¥288.9 billion at the end of fiscal year 2003, down a sharp ¥113.3 bil-

lion year-on-year. Accordingly, the problem loan ratio decreased from 3.6% at the end of fis-

cal year 2002 to 2.8%. 

As a result, our consolidated BIS capital adequacy ratio rose from 10.48% at the end of

fiscal year 2002 to 12.45% at the end of fiscal year 2003, and Tier 1 ratio increased from

6.09% to 7.07%. ROE on a common-share basis improved substantially, from negative

13.6% in the previous fiscal year to positive 12.6% in the year under review.

Our Business Strategy
—Verifying Past Results and Charting Future Developments
I. Results of Strategies to Date

1. Minimizing Downside Risk

Given that the function of a financial institution is to accept its customers’ deposits and then

invest them in assets and provide precise services, a financial institution must have credibility

above all else, backed by a strong financial

base. With this awareness, we at the Sumitomo

Trust Group have worked to bolster our finan-

cial position and risk-management capabilities,

and to minimize downside risk.

Minimizing downside risk is not just a defensive

strategy. Having a strong financial base and risk-

management capabilities engenders credibility,

which is indispensable to the growth of a financial

institution. 
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Our record shows that we place a high priority on non-performing loan disposal. From

¥689.0 billion at the end of fiscal year 2001, we reduced assets classified as problem loans

under the Financial Reconstruction Law to ¥288.9 billion by the end of fiscal year 2003. 

As a result, our problem loan ratio decreased from 6.1% to 2.8% over the same time period.

Our coverage ratio (total reserves and collateral divided by total problem loans in the

banking account) rose from 81.8% to 84.8% over the same time period. As a result of our

non-performing loan disposals and devaluation losses on cross-shareholdings, our capital ade-

quacy ratio fell to 10.48% (6.09% Tier 1 ratio) as of the end of fiscal year 2002, but recovered

to 12.45% (7.07%) by term-end. The ratio of deferred tax assets to Tier 1 capital improved to

18.9%. In addition to strengthening ourselves financially, we made upgrading our risk man-

agement system a top priority. In fiscal year 2003 we bolstered our ability to deal with a vari-

ety of risks, including credit risk, market risk, liquidity risk, and operational risk. More specif-

ically, using the concept of value at risk (VaR), we measure risk levels in a unified manner, and

constantly confirm and manage the relationship between aggregate risk and capital adequacy.

At the same time, we strive to create added value by emphasizing the concept of net business

profit shareholder value added (SVA) (net business profit minus capital costs). We believe the

aggressive steps we have taken thus far to minimize downside risk place the Sumitomo Trust

Group among the top Japanese financial institutions in terms of credibility.

Capital (Consolidated)

Tier 1 as of March 2004Tier 1 as of March 2003

Tier 1 ratio   6.09%
BIS capital ratio   10.48%

Tier 1 ratio   7.07%
BIS capital ratio   12.45%

Public 
fund
14.2%

Deferred 
tax assets
39.6%

Deferred 
tax assets
18.9%

706.1 billion yen 789.9 billion yen

Non-performing Loans (Non-Consolidated)

( Billions of Yen ) ( % )

2002/9 2003/3 2003/9

100 1

1,300 13

400 4

500 5

600 6

700 7

800 8

900 9

1,000 10

1,100 11

1,200 12

300 3

200 2

Note: Amounts in the chart are for both banking and principal guaranteed trust account

2002/3 2004/3

Ratio to total loan balance (right)
Doubtful (left)
Bankrupt / practically bankrupt (left)

Special mention (excluding  substandard) (left)Substandard (left)

2.8%

3.4%3.6%

5.1%

6.1%

1,225.6

915.1

716.3

602.5

501.9

0 0
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2. Meeting Diverse and Sophisticated Needs

We have done more than reduce downside risk. We have also worked aggressively to augment

our products and services, as well as our channels for providing them, so that we can precisely

meet the increasingly diverse and sophisticated needs of our customers. One example of how

we have augmented our products and services is our extensive lineup of asset securitization

products in our wholesale business. We were among the first of the Japanese banks to engage

in asset securitization, beginning with securitized receivables in 1991, and since then we have

created an array of securitization products and services. Today, the Sumitomo Trust Group has

a track record in securitization that ranks among the best in the industry, in terms of both

quality and quantity. Examples of measures we have taken to strengthen our channels include,

in retail operations, forming an ATM alliance with the postal savings system ahead of other

financial institutions, launching services through ATMs located in convenience stores, and

launching and quickly expanding direct channels. In addition, in products and services, as

well as in related channels, we have worked aggressively to enhance the intellectual capital that

forms the basis of our marketing strategy.

This is reflected in the way we have leveraged

our information processing capabilities and

asset management expertise (which are among

its core competencies) to strengthen various

consulting operations.

3. Our Strategy Steadily Yielding Results

The various measures we have taken to reduce downside risk and better meet our customers’

needs are yielding visible results in our core businesses of trust banking and real estate.

Specifically, entrusted assets increased from ¥31.0 trillion at the end of fiscal year 1999 to ¥42.9

trillion at the end of fiscal year 2003, while real estate-related earnings surged from ¥17.2 billion

to ¥24.8 billion over the same time period, approaching the record high set in fiscal year 1991. 

While reducing downside risk, the Sumitomo

Trust Group has worked aggressively to enhance

and strengthen its operating base, which encom-

passes its products and services, related channels,

and intellectual capital.

The steady growth of entrusted assets and real

estate-related earnings proves that our strategy is

sound.
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4. Public Funds Fully Repaid; Stage Set for Next Growth Phase

The Sumitomo Trust Group completely repaid its public funds in fiscal year 2003, one year

ahead of schedule. This fast repayment means three things. First, it means management now

has a number of options. Customer needs are changing constantly and at an increasingly rapid

pace. We have always worked to meet these needs, but now that we are shifting from a restruc-

turing plan that entails repayment of public funds to more customer-oriented strategies, we can

meet needs in a more agile and aggressive manner. Second, it means we no longer have to emu-

late the management and the business results of others. Japan’s financial system and financial

administration have historically operated under the so-called convoy system, and public fund

injections and the Revitalization Plan have made differentiation difficult. Repaying public

funds quickly now puts us in a position to differentiate ourselves. Third, it means we have suc-

cessfully completed our plan to restore sound management. The various reforms we have

undertaken have of course been for the sake of growth, but the restrictions imposed on us as a

result of accepting public funds prevented us

from moving into our next growth phase,

although we achieved a certain measure of

success. Now that we have repaid the public

funds, preparations for the Sumitomo Trust

Group’s next stage of growth are complete. 

II. Our Strategy Going Forward 

The Breakthrough Plan 2004—Aiming for Steady, Sustained Growth

We have formulated a three-year medium-term management plan, called the Breakthrough

Plan 2004, that will run through fiscal year 2006. The Sumitomo Trust Group endured a pro-

tracted slump as a result of the collapse of the economic bubble and the infusion of public

funds. Under the new plan, we will continue to make structural reforms while at the same

time reallocating the capital freed up by the aforementioned reduction of downside risk to

growth fields. These strategies will put the Sumitomo Trust Group on a sustained growth tra-

jectory and give it a societal influence that sets it apart from the mega-banks. We have three

main financial targets. First, we aim for consolidated ROE of at least 10% on a consistent

basis. We intend to minimize earnings fluctuations and achieve sustainable growth—in other

Fully repaying public funds (1) enables us to more

quickly meet customers’ needs, (2) increases our

potential to profit through differentiation, and (3)

signals the successful completion of our plan to

restore sound management.
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words, we aim for high capital efficiency. Second, we want fee income to account for at least

50% of gross business profit by fiscal year 2006. Third, we aim for a credit rating of A or bet-

ter. We have two major strategies for achiev-

ing these goals. The first is strategic and agile

capital allocation, and the second is corporate

social responsibility (CSR).

1) Strategic and Agile Capital Allocation

Sustainable Growth Through a Twofold Strategy Addressing Both Components of ROE

We will allocate our freed-up capital to strategic investment and to various shareholder

rewards. Strategic investments center on enhancing the trust business, our core competence.

In the area of shareholder rewards, we have a number of options, including dividends and

share buybacks. To date, our policy has emphasized stable dividends, but our policy now is to

set dividends in line with the amount of earnings we have available for payout. In the area of

share buybacks, we revised our corporate charter (with the approval of our shareholders at the

general meeting in June) to allow us to conduct share repurchases in an agile manner.

Through these measures, we intend to regulate the allocation of capital to achieve sustainable

increases in ROE and EPS. 

Measures to Increase Numerator of ROE, i.e. Income: Capital Reallocation

We are also taking full advantage of the tailwind generated by the turnaround in the macroeconom-

ic environment to reallocate our risk capital. Specifically, we will reduce the percentage of capital

allocated to stocks (cross-shareholdings) and bonds and instead increase the amount of capital allo-

cated to (1) real estate related business, which is one of our core competencies and a market that we

think is on the verge of a full-scale recovery; and (2) the overseas credit market, where we think

there is a more rational relationship between risk and reward than in the domestic market, and

which is highly attractive in terms of relative value. Our business model can be described as invest-

ment banking business based on trust business, which generates fee revenues by sourcing, arrang-

ing, and managing assets with our own brand of expertise and selling related products. 

At the same time, we generate profit by investing for our proprietary account within

certain limits. 

Growth means little if it is not rooted in pro-

fitability and stability.
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2) Corporate Social Responsibility (CSR) 

Under our medium-term management plan, one of the foundations upon which we will achieve sus-

tainable growth is CSR management. CSR means more than the ethics and morals of our directors

and employees. It means not just reducing downside economic risk, but also aggressively boosting

corporate value and bringing out latent corporate value. Put another way, we aim to grow by incor-

porating tangible assets such as stakeholder capital, strategic corporate governance, the environment,

and human capital into our corporate value. One example of this is our asset management business

SRI fund, which is a full-fledged socially responsible investment fund that bases its evaluation of

companies on their legal, social, environmental, and economic responsibility. The Sumitomo Trust

Group is a pioneer in such funds, and the group intends to increase its corporate value by leveraging

its competence in this area. 

In Conclusion
In summary, the purpose of our business

model is to achieve growth in our areas of

competence by fully utilizing our differentiated

management resources (including our financial

base and our expertise), based on efficient management and CSR. This will enable us to quickly

provide our customers with high value-added products and services that our competitors cannot.

In turn, this will yield strong yet stable growth and high profitability, with which we will reward

our shareholders and other investors. We learned much during the 10 years lost to the aftermath

of the economic bubble. In that sense, it may not have been a lost decade, but rather a decade of

preparation for our next phase. We intend to maximize our corporate value by optimally balanc-

ing profitability, growth, and stability. 

We thank you for your continued support and encouragement.

August 2004

Atsushi Takahashi
President and CEO

We intend to increase corporate value in a sustain-

able manner by leveraging our differentiated man-

agement resources and managing them in an effi-

cient and reliable manner.




