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Special Feature: New Medium-Term Management Plan 

—Breakthrough Plan 2004 

I. Definition of the New Management Plan and Its

Background

The Sumitomo Trust Group has formulated the Breakthrough

Plan 2004, a three-year medium-term management plan cover-

ing the period from fiscal year 2004 to fiscal year 2006.

Through fiscal year 2003, we carried out financial reforms (pri-

marily non-performing loan disposal) and strengthened its risk

management. As a result, we are now among the most credible

institutions in Japan’s banking industry. Moreover, in fiscal year

2003 we repaid all public funds, increasing management’s

autonomy and giving us a variety of strategic options for achiev-

ing further growth. Given these conditions, the significance of

the new medium-term management plan is that it calls on the

Sumitomo Trust Group to achieve sustainable growth by (1)

reallocating capital freed up by the reduction of downside risk,

and (2) implementing various structural reforms that only the

select few banks that have completely repaid their public funds

are capable of undertaking. Through these measures, the

Sumitomo Trust Group intends to achieve a societal influence

that sets it apart from the mega-banks.

Outline of New Medium-Term Management Plan

II. Qualitative Aims and Financial Targets

Based on the attributes through which we differentiate ourselves

from the competition (sophisticated investment management

and precise operation) and by leveraging our favorable position

(namely, the fact that we simultaneously conduct banking,

trust, and real estate operations), we intend to create Japan’s

strongest financial institution providing asset management and

information processing services.

Under the new plan, we consider ROE our most impor-

tant performance indicator. We aim to achieve a consolidat-

ed ROE of over 10% in consistent manner. We emphasize

ROE rather than volume of net business profit because our

top priority is to achieve high capital efficiency and consis-

tent, sustainable growth with minimum downside risk. In

addition to ROE, our main targets include (1) a fee income

percentage of over 50% by fiscal year 2006 (against 35% in

fiscal year 2003), and (2) a credit rating of above A (against

BBB+ at present).
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I. Strategic Investment

To achieve these goals, we are reallocating our freed-up capital

in an agile and bold manner. Our two main allocation targets

are (1) strategic investment aimed at achieving sustainable top-

line growth in a more secure manner, and (2) a variety of share-

holder rewards, such as dividend increases and share buybacks.

To maintain the balance between them intend to allocate capi-

tal rapidly and appropriately in accordance with the amount of

funds available for dividends and specific strategic investment

plans in place at the time. 

Specific Strategies for Achieving Breakthrough Plan’s Goals

II. Growth Strategies for Existing Businesses

The Breakthrough Plan does not aim solely for growth through

mergers and alliances. With the economy on a recovery track,

we will harness the resulting tailwind to fuel the steady growth

of its existing operations, and to that end, we will quickly and

boldly reallocate capital. The bulk of this capital will be allocat-

ed to real estate-related business, real estate-related assets

(including those categorized in Wholesale Financial Services

Group operations), and the overseas credit and domestic mar-

ket-based credit fields within Wholesale Financial Services

Group operations.

1. Increased New Investments in the Real Estate Field

Why We Are Increasing New Investments

We will increase new investments in the real estate field (including

non-recourse loans and privately placed funds). We are doing so for

two main reasons. First, the Sumitomo Trust Group can exercise

good judgment in this field thanks to the experience and expertise it

has accumulated over many years. Second, we believe the real estate

market has greater upside than the equities and other markets. Land

prices have declined steadily in the 10 years since the collapse of the

economic bubble, and there are signs that this decline is ending

(prices have even started to rise in some urban areas). Moreover,

with REITs prospering and real estate securitization growing, a para-

digm shift is occurring in the market itself, which we view as a major

business opportunity.

The Sumitomo Trust Group’s Operations and Results

In the field of real estate, the Sumitomo Trust Group is working

to develop its operations and generate synergies over a broad

range of businesses, including non-recourse loans, securitizations,

real estate distribution services, basic real estate services (real estate

brokerage, real estate trusts, appraisals, and counseling), real estate

investment operations using its proprietary account (such as the

formation of real estate funds for private placement), and real

estate investment services (providing various products for

investors). The Sumitomo Trust Group’s real estate-related fee
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income has recovered rapidly since bottoming in fiscal year 1998

(preceding the recovery of the overall economy), reaching roughly

¥25 billion in fiscal year 2003, or close to the record high of ¥27

billion earned in fiscal year 1991.

2. Growth Strategy for the Wholesale Financial Services

Group

Basic Strategy

With the broader expanding economy, the propensity among

businesses to make forward capital investments is finally starting

to recover, and funding methods are becoming extremely

diverse and sophisticated. For that reason, we are not bullish

about demand for conventional types of loans among major

corporations. Under our new medium-term management plan,

we project a decline in so-called relationship-type loans.

However, the diversification of fundraising methods used by

large corporations is a source of new businesses (such as securiti-

zation of various forms of assets using special purpose vehicle),

making a substantial contribution to the growth of asset man-

agement commission income, and is playing a role in the cre-

ation of new investment markets. An important point to note is

that we have made maximizing risk-adjusted returns the goal of

our credit portfolio management. To achieve this, we have

introduced more sophisticated methods, including credit man-

agement through credit VaR, and are trying to optimize our

credit portfolio.

Specific Portfolio Strategies

We are allocating our risk assets preferentially toward promising

asset classes. This includes overseas credit fields such as asset-

backed securities (ABS) and collateralized loan obligations

(CLO), areas where we see there is a more rational relationship

between risk and return than in the domestic market, and

which are highly promising in terms of growth and profit

potential. Also, as discussed earlier, with customer needs becom-

ing ever more diverse, we expect demand for conventional rela-

tionship-type loans to decline, to be replaced by demand for

market-based loans, which we think will increase fee income.

Among core earning assets, the balance of market-based loans

(in other words, the balance of assets we hold in our own

account after sales to investors) was ¥1.9 trillion at the end of

fiscal year 2003, an amount that we plan to increase to ¥3.4 tril-

lion by the end of fiscal year 2006, with the portfolio compris-

ing ¥1.1 trillion in overseas loans and ¥2.3 trillion in domestic

loans (¥1.4 trillion in domestic syndicated loans and ¥900 bil-

lion in non-recourse loans). In real estate-related assets, we plan

to increase the volume of new investments, but we expect to

lower the overall real estate-related risk volume from the present

level through a reduction of the balance of loans to “special

mention” debtors.

Wholesale Financial Services, Plan for Market-Based Loans
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3. Growth Strategy for the Asset Management Business

Basic strategy

The basic strategy for the asset management business is to maxi-

mize profits through a strategy of increasing both market share

and returns. Consulting capability is the key to increasing mar-

ket share, and in this respect we are in a favorable position. We

will increase our market share by making our position even

stronger. As of the end of fiscal year 2003, our balance of corpo-

rate pensions in trust was ¥6.7 trillion, second highest in the

industry. The ¥390 billion increase recorded in the second half

was the highest in the industry. We plan to increase our returns

by maintaining and increasing the active management ratio at

the current high level, and simultaneously raising the ratio of

alternative investments. Alternative investments is an area in

which we are already the industry leader, but in which we think

there is still significant growth potential. This is because alterna-

tive investments still account for a much lower percentage of

asset allocation in Japan than in Europe or the United States.

For example, real estate related accounts for only 0.1% of the

Pension Fund Association’s asset allocation, but 4.6% of asset

allocation among U.S. corporate pensions.

III. Medium-Term Profit Targets

We believe that the impact of the measures described above on

non-consolidated earnings will be as follows. We project that

gross profit will increase from ¥257.0 billion in fiscal year 2003

to ¥273.5-288.5 billion in fiscal year 2006. Meanwhile, we

project that expenses will increase only moderately over the

same period, from ¥111.9 billion in fiscal year 2003 to ¥118.5

billion in fiscal year 2006. We aim to continue operating very

efficiently. As a result, we expect net business profit before cred-

it costs to rise from ¥145.1 billion in fiscal year 2003 to ¥155.0-

170.0 billion in fiscal year 2006. Note that the range of forecast

values for fiscal year 2006 reflects the use of different assump-

tions regarding the business environment. These assumptions

are outlined in the table below. 

< Non-Consolidated > (Billions of Yen)

Gross business profit
   Wholesale Financial Services
   Retail Financial Services
   Treasury and Financial Products
   Fiduciary Services
   Real Estate
Expenses
Net business profit before credit costs
Credit costs
Net operating profit
Net income

257.0
83.6
59.9
56.5
38.9
18.1

111.9
145.1
21.8

122.1
73.9

FY2003 (Actual)

262.5
83.5
64.1
55.0
41.8
18.0

117.5
145.0
30.0

110.0
66.0

FY2004

263.5
83.5
64.3
55.0
41.7
19.0

145.0
30.0

115.0
69.0

118.5 118.5

273.5
88.0
69.5
50.0
46.0
20.0

155.0
20.0

135.0
81.0

FY2005

273.5
88.0
69.5
50.0
46.0
20.0

155.0
30.0

125.0
75.0

288.5
90.4
85.4
40.0
51.4
21.3

170.0
20.0

150.0
90.0

FY2006

< Interest rate/stock price assumption 1 >
6-month Yen LIBOR
5-year Yen SWAP
Nikkei 225 (Yen)

0.06%
0.56%
11,000

0.10%
0.65%
11,500

0.18%
0.75%
12,000

3/05 3/06 3/07 < Interest rate/stock price assumption 2 >
6-month Yen LIBOR
5-year Yen SWAP
Nikkei 225 (Yen)

0.06%
0.56%
11,000

0.18%
0.75%
12,000

0.39%
0.95%
13,000

3/05 3/06 3/07

Mid Term Projection

Japan: Asset allocation of public pension for 2002
U.S.: Asset allocation of corporate pension for

2002




