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To Our Shareholders, Customers, and Employees

I.  A Look Back at Fiscal Year 2004

1. Operating Environment—

Expansion of Business Opportunities 

The Japanese economy recorded stagnant growth in fiscal

year 2004 (April 2004-March 2005) due to the yen’s appreci-

ation and inventory adjustments primarily in high-tech

industries. Nonetheless, the economy avoided entering a

major recession during the fiscal year and even showed some

underlying strength. 

The stock market in fiscal year 2004 was stable, enabling

individual’s risk tolerance to improve steadily. This also led

to a more pronounced shift from savings to investment and

from indirect financing to direct financing. As a result, our

Retail Financial Services Group’s sales of mutual funds and

individual annuities dramatically increased in fiscal year

2004. Furthermore, with balance sheet streamlining through

asset securitization continuing in the private sector, the mar-

ket for real estate securitization through real estate investment

trusts (REIT) and private real estate funds experienced partic-

Through a rapid disposal of non-performing loans and an early repayment of

public funds, Sumitomo Trust has solidified its financial position ahead of the

competition. Our focus is now on pursuing an offensive growth strategy to

take full advantage of emerging opportunities, particularly in the real estate

and retail markets. 

I am committed to furthering the lead built up by my predecessor,

Atsushi Takahashi. I will proactively implement growth strategies that will

ensure our position as a quality trust bank group and make every effort to

maximize our corporate value for all of our stakeholders.

ularly strong growth. The inflow of funds through this

process resulted in structural changes in the real estate market

itself, primarily in metropolitan areas. Land prices of the cen-

tral Tokyo area, for example, increased for the first time in 15

years. Moreover, the revision to the Trust Business Law in

December led to the creation of a new sector of trusts, with

procurement and management methods utilizing trusts for a

wide range of assets including intellectual property becoming

available. Against this backdrop, the mega-banks’ new growth

strategy of financial conglomeratization strengthened while

the unique role of trust banks possessing advanced expertise

and offering combined commercial banking, trust services,

and real estate business services came into new focus.

2. Review of Performance—

Record High Profits through Enhanced Fee Income

Consolidated net business profit (before credit costs) was

¥161.1 billion in fiscal year 2004, a year-on-year increase

of ¥7.5 billion (+4.9%). As a result, consolidated net

income vastly improved to ¥96.8 billion, a year-on-year

increase of ¥17.2 billion (+21.6%) and profits reached a
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record high. At the same time, consolidated net income

per share grew from a level of ¥53.99 in fiscal year 2003 to

¥59.86 in fiscal year 2004.

The most outstanding feature of our fiscal year 2004 per-

formance was an increase in fee income (consolidated gross

business profit basis), which grew to ¥116.6 billion from

¥100.1 billion in fiscal year 2003. The Retail Financial

Services Group made the largest contribution to this growth

by increased sales of performance-based products such as

mutual funds and individual annuities, while the Real Estate

Group also increased the net fees and commissions from bro-

kerage and securitization-related services. Further, in the

Wholesale Financial Services Group, growth in stock transfer

agency services as well as our focus on market-based loans like

real estate non-recourse loans and syndicated loans resulted in

an increase of fee income.

With respect to the credit cost, we recorded a net gain of

¥0.7 billion as transfers from the reserve for possible loan

losses exceeded the amount of newly generated non-perform-

ing loans. The expense ratio on a non-consolidated basis was

43.5%, a year-on-year improvement of 0.1 percentage points. 

Another feature of our performance in fiscal year 2004

was an enhancement of our financial content. On a consoli-

dated basis, our Tier1 ratio at the close of fiscal year 2004

was 7.2%, a year-on-year improvement of 0.16 percentage

points, and the BIS capital adequacy ratio was 12.5%, a

year-on-year improvement of 0.05 percentage points. Both

figures are much higher than that of Sumitomo Trust’s

peers. The balance of non-performing loans on a non-con-

solidated basis at the close of fiscal year 2004 was ¥184.2 bil-

lion, a year-on-year decrease of ¥104.7 billion, and the non-

performing loan ratio improved to 1.8% from 2.8% at the

close of fiscal year 2003.

Breakthrough Plan 2004, our three-year medium-term

management plan, has established three targets for

Sumitomo Trust to achieve by fiscal year 2006: 1) an

ROE of over 10%; 2) a fee income percentage of over

50%; and 3) a credit rating of A or better. Looking back at

the progress of the plan over its first year, steady progress

has already been made with ROE at 11.8% and a fee

income percentage of 39.7% (a 4.5 percentage point

increase). Moreover, our Moody’s credit rating improved

The most outstanding feature of our fiscal year 2004 performance was

an increase in fee income, which grew to ¥116.6 billion from ¥100.1

billion in fiscal year 2003.
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in fiscal year 2004 from Baa1 to A2. Overall, Sumitomo

Trust’s past fiscal year performance indicates a positive

start toward a successful achievement of our fiscal year

2006 targets.

II. Core Management Principle—Aiming for Well-

Balanced Quality Growth

To make ourselves ready for the future growth opportunities,

we have proactively implemented measures to reduce our

downside risks. In particular, we have been successful in resolv-

ing non-performing loans problem ahead of our competition.

Through our actions, Sumitomo Trust has put together the

highest quality financial fundamentals among Japanese banks,

fully repaid public funds, and gained the flexibility to utilize

improvements in the market environment to the greatest pos-

sible extent. In the market today, we see emerging opportuni-

ties for earnings growth particularly in the real estate-related

and retail markets. We will make the most of these growth

opportunities to improve our earnings structure by boosting

fee income. We will thereby achieve our goal—quality growth

with high profitability and stability.

1. Management Concept: 

Quality Is Key to Becoming the Top Trust Bank. 

In Breakthrough Plan 2004, Sumitomo Trust outlined its

vision for becoming the top trust bank group. Being the top

trust bank group is not dependent on the size of our business;

instead, this status is achieved by possessing a business of an

appropriate size and utilizing trust know-how to generate high-

quality profit (high-level, highly efficient, and sustained prof-

its). Trusts are a source of differentiation requiring advanced

expertise, and they are also our best weapon to increase profit

without irresponsibly expanding the balance sheet or, in other

words, to aim for higher capital efficiency. Therefore, actions

for the benefit of stakeholders, including M&As and alliances,

must above all strengthen or maximize the benefits that our

competence as a trust bank brings. In that sense, there is a dan-

Actions for the benefit of stakeholders must above all strengthen or

maximize the benefits that our competence as a trust bank brings.

Steady progress has already been made with ROE at 11.8% and a

fee income percentage of 39.7%. Moreover, our Moody’s credit rat-

ing improved in fiscal year 2004 from Baa1 to A2.
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ger that becoming overly consumed in city bank-led conglom-

eratization may weaken our competence. Instead, we will con-

tinue to pursue value enhancement as a top quality trust bank

group, recognizing Sumitomo Trust’s inherent role as an inde-

pendent financial institution with outstanding capital, assets,

and profit. As a top quality trust bank group, we shall also pos-

sess a high-quality customer base as well as strength in our

management of capital efficiency, and manage both commer-

cial banking and trusts. I believe that faithfully advancing this

vision is the only sure way for Sumitomo Trust to obtain the

support of customers and the market in the medium and long-

term and position ourselves as the top trust bank group.

2. Management Strategy: 

Aiming for High Capital Efficiency

Sumitomo Trust has successfully increased both the quality

and quantity of its capital. As we aim for quality growth, our

next challenge is the effective utilization of freed-up capital.

In doing so, we will make timely and appropriate decisions,

taking into account both our strategic investments and share-

holder rewards.

(1) Strategic Investments—

Expanding Our Customer Base and Trust Assets

It is essential that we greatly expand our customer base and

trust assets. We must make efforts to communicate to people

the value of using Sumitomo Trust’s outstanding trust know-

how. To that end, in addition to our standard marketing

efforts to expand our overall customer base, we are also

endeavoring to expand our high-quality customer base by uti-

lizing the strength of external forces through M&As and

strategic alliances. A representative example of this approach

is our acquisition of a 66% stake in Matsushita Leasing &

Credit Co., Ltd. Through this acquisition, we obtained access

channels to two million individual customers, 500,000 cor-

porate clients, and 86,000 employees of Matsushita Electric

Group companies. Moreover, we have concluded trust

agency contracts with Daiwa Securities Group Inc. and

regional banks.

Meanwhile, in our loan business, we have focused intent-

ly on increasing our risk-adjusted return while maintaining

the size of our balance sheet, which we aim to achieve by con-

tinuing our shift of assets from conventional loans to market-

In addition to our standard marketing efforts to expand our overall

customer base, we are also endeavoring to expand our high-quality

customer base by utilizing the strength of external forces through

M&As and strategic alliances.
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based loans. In respect to market-based loans, we are able to

make an investment decision leveraging our risk-return

assessment capability. In particular, real estate non-recourse

loans and syndicated loans are sectors in which we can apply

our real estate know-how and our expertise cultivated as a

leading institutional investor in Japan, giving us a competi-

tive edge in these sectors.

In addition, we have developed our original business

model, “investment banking leveraging our trust func-

tions,” by combining our expertise in market-based loans

with our strong financial base. By taking acceptable risks

for assets in which we hold expertise, we are promoting a

new profit model under which Sumitomo Trust actively

forms investment projects and achieves both fee income

and investment returns concurrently.

(2) Shareholder Rewards

Under our new dividends policy, Sumitomo Trust’s dividends

per share improved from ¥6 in fiscal year 2003 to ¥12 in fiscal

year 2004, and our consolidated dividend payout ratio

increased from 12% to 21%. We have diversified our options

in respect to shareholder rewards, shifting from the former pol-

icy of stable dividends to a method of overall return combining

dividends and share buybacks. In this respect, we newly decid-

ed to aim for a consolidated dividend payout ratio of 20% or

more as a numerical standard. We have already adapted this

standard from the fiscal year 2004 settlement of accounts, and

doubled ordinary stock dividends from ¥6 to ¥12.

(3) Capital Allocation Committee

In addition to the inherent importance of the above two points,

Sumitomo Trust is strongly aware that shareholders’ capital is

the most valuable procurement. Consequently, we established

the Capital Allocation Committee to put in place a system

that can consistently meet the expectations of our sharehold-

ers. Through this committee, we are systematically and regu-

larly reviewing capital allocations to our various businesses

based on the standard of SVA (Shareholder Value Added).

3. Corporate Social Responsibility (CSR) Management 

Sumitomo Trust seeks as a trustee to obtain the uncondition-

al confidence of our customers to take custody of their

We are promoting a new profit model under which Sumitomo Trust

actively forms investment projects and achieves both fee income and

investment returns concurrently.

We newly decided to aim for a consolidated dividend payout ratio of

20% or more as a numerical standard.
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Application of CSR management strengthens our brand power as an

asset management and information processing service financial

institution.

important assets by transferring ownership rights. Sumitomo

Trust is also an essential component of advanced social infra-

structure by its precise fiduciary operations. In that sense, we

have a stronger sense of social responsibility than all other

financial institutions and can proudly claim to be ahead of

the others in respect to practices of CSR management.

Sumitomo Trust is actively applying the concept of CSR

management in all our businesses. Consequently, we are

advancing specialized mortgage loans for environmentally

friendly houses and project finance for environmental proj-

ects. And also, our socially responsible investment (SRI)

funds are playing a pioneering role in Japan. Application of

CSR management strengthens our brand power as an asset

management and information processing (custodial) service

financial institution that possesses the strength of sophisticat-

ed investment management and precise operation, and it has

a natural role in the realization of quality growth.

III. In Conclusion

Sumitomo Trust’s business model is to increase high-level,

highly efficient, and sustained profits centering on fee

income, taking full advantage of trusts, our main area of

competence, and backed by strong financial fundamentals.

Individual and corporate needs for asset management and

asset servicing are rapidly increasing. I intend to ensure that

consumers make our Bank their No. 1 choice among finan-

cial institutions by utilizing the outstanding know-how that

we have acquired through our combined management of

commercial banking, trust, and real estate services. We will

continue to dedicate ourselves to high added value and

highly efficient management befitting a trust bank repre-

senting Japan. In that, I respectfully ask for your under-

standing and support.

Yutaka Morita   President and CEO




