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Overview of Operations —

Treasury and Financial Products Group

Focal Strategy: Pursuing Profitability and Stability
through Sophisticated Asset and Liability Management

Business Lineup and Our Strengths
The Treasury and Financial Products Group is responsible for
stabilizing bottom-line profit through company-wide asset and
liability management (ALM), and for most financial market
management activities related to our banking business. As a
market maker, we also offer financial products to customers that
utilize derivatives and foreign exchange.

The importance of asset and liability management has been
increasing as uncertainties regarding the world economy grow.
Mark-to-market valuation is being applied to a wider range of
assets and liabilities, as dictated by international accounting
standards. Furthermore, both financial institutions and corpora-
tions in general are required to manage market risk in a more
sophisticated manner. We are fully aware of our increasing
responsibility and importance as an asset manager, and are
therefore striving to enhance our capabilities.   

Yukio Aoyama Group President

1. Trading and Market-Making Activities
We manage a wide range of financial products, including
swaps, options, forward contracts and futures, in both interest
rate and foreign exchange fields. Leveraging our worldwide
network, we trade and make markets for these products 24
hours a day in New York, London and Tokyo. While we con-
sistently generate profits from trading activities by utilizing
sophisticated risk-management systems, we also develop mar-
ket-making initiatives to stabilize these profits. Going forward,
we intend to further expand our customer base of institutional
investors.

2. ALM Planning and Operations
Our banking account administers the approximately ¥15 tril-
lion in assets on the consolidated balance sheet and manages
the risks this entails, including share price risk, interest rate
risk, foreign exchange risk, and liquidity risk. 
The role of ALM operations is to comprehensively manage
risks associated with the heightened volatility resulting from
the introduction of mark-to-market accounting, optimize
returns through the use of cash bonds and derivatives, and
contribute to the stability of overall profits and the strength of
financial fundamentals. 

In fiscal year 2002, amid a deflationary environment in
which stock prices and the value of loan credits declined, we
focused on bond prices (which have a strong inverse relation-
ship to stock prices) and structured a portfolio primarily com-
posed of U.S. Treasury bonds. This provided strong support
to earnings as interest rates declined. In fiscal year 2003, we
projected that stock prices would rise and that the value of
loan credits would stop declining, and accordingly we shifted
to conservative management of interest rate risk. As a result,
we were able to achieve profits even amid a rise in interest
rates, and unrealized gains on both stocks and bonds rose
substantially.

We manage liquidity (which is extremely important to a
financial institution) in a steady and efficient manner, helping
to support the profit opportunities of other divisions.



The Sumitomo Trust & Banking Co., Ltd. 2004 Annual Report — Overview of Operations-Treasury and Financial Products Group 23

3. Product Development
In recent years, both corporate and individual customers have
become more familiar with interest rate and foreign exchange
derivatives. Responding to the growing need for product
diversification, we have developed and promoted new on-bal-
ance products packaged with derivatives, which give small
and medium-size corporations access to sophisticated instru-
ments. Our new derivative-containing deposits have also
proven quite popular because they offer higher returns to
individual customers who want more than the extremely low
interest rates offered by ordinary financial products. 

Fiscal Year 2003 Results Review and Strategies
In fiscal year 2003, even amid the challenges posed by higher
interest rates and the yen’s appreciation, we achieved a consoli-
dated net business profit of ¥47.0 billion, down ¥17.0 billion
year-on-year. Net unrealized gains on the securities portfolio
increased to ¥160.5 billion, up ¥86.3 billion compared to
September 2003. This attests to our risk-management skills. 

We expect the relatively tough business environment to
continue for the time being. Under these circumstances, we will
continue to pursue profitability and stable earnings through
sophisticated asset and liability management. 

Net Unrealized Gains/Losses on Securities (for Securities with Available Market Prices) (Consolidated/after devaluation)

Stocks

Bonds (JGB)

Foreign bonds and others

Total

487.0
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1,803.9

3,494.9

450.8

1,165.2

1,501.3

3,117.4

88.4 

4.0 
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(377.4)

Billions of Yen
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