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BASIS OF PRESENTATION

The accompanying consolidated financial statements of The

Sumitomo Trust and Banking Company, Limited (“the Bank”

hereafter) are compiled as required by the Banking Law and in con-

formity with accounting principles and practices generally accepted

in Japan. Certain modifications have been made in the financial

statements to facilitate understanding by reasons outside Japan.

As permitted by the Securities and Exchange Law of Japan,

amounts less than one million yen have been rounded off. The U.S.

dollar amounts presented on the financial statements have been

translated from Japanese Yen, solely for convenience, at 113.22 per

one U.S. Dollar, the exchange rate prevailing on the Tokyo foreign

exchange market on September 30th, 2005.

Certain amounts in prior years have been reclassified to conform

to the current presentation.

BALANCE SHEETS

1. Trading Assets and Liabilities

Transactions for “Trading Purposes” (purposes for seeking to cap-

ture gains arising from short-term changes in interest rates, currency

exchange rates, commodity prices in markets or securities prices in

markets and other market-related indices or from differences between

markets) are included in “Trading Assets” and “Trading Liabilities”

on a trade date basis. 

Trading account securities and monetary claims are stated at mar-

ket value on the end of the fiscal period and financial derivatives for

trading purposes, such as swaps, futures or options, are valued on

the assumption that they are settled at the end of the fiscal period.

2. Investment Securities

Held-to-maturity debt securities are carried at amortized cost,

using the moving average method. Equity securities issued by subsidiaries

and affiliated companies those are not consolidated or accounted for

using the equity method are stated at moving average cost. 

Japanese stocks classified as available-for-sale securities with fair

market value are revalued at the average fair market value of the

final month in the fiscal period. Securities other than Japanese

stocks classified as available-for-sale securities with fair market value

are revalued at the fair market value on the end of the fiscal period.

Available-for-sale securities without fair market value are carried

at cost or amortized cost using moving average method.

Net unrealized gains (losses) on available-for-sale securities, net of

tax are recorded as a separate component of stockholders’ equity
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and its amount is reported on the consolidated balance sheets.

3. Issuance Costs of Bonds and Discounts of Bonds

Issuance costs of bonds are charged to expenses when incurred.

Discount of bonds are deferred and amortized using the straight-

line method over the lives of the bonds.

4. Reserve for Possible Loan Losses

For the Bank, reserve for possible loan losses is provided as

detailed below, pursuant to the internal rules for self-assessment of asset

quality and internal rules regarding reserve for possible credit losses.

For claims to debtors who are legally bankrupt (due to bankrupt-

cy, subject to the Japanese Civil Rehabilitation Law, suspension of

transactions with banks by the rules of clearinghouses, etc.) or vir-

tually bankrupt, the specific reserve is provided based on the

amount of claims, after direct deduction described below, net of the

amount expected to be collected through the disposal of collateral

or execution of guarantees.

For claims to debtors who are likely to become bankrupt, a specif-

ic reserve is provided based on the amount considered to be

necessary by on an overall solvency assessment, on net amounts

expected to be collected through the disposal of collateral or execu-

tion of guarantees.

Among claims to debtors with more than a certain amount of the

Bank’s claims to debtors, 1) who are likely to become bankrupt, 2)

to whom the Bank has Restructured Loans (see definition (4) on

page 14), or 3) whom the Bank classifies as “Special Mention

Debtors” other than substandard ones meeting certain credit crite-

ria, where future cash flows from capital collection and interest

receipt could be reasonably estimated, a reserve is provided for the

difference between the present value of expected future cash flows

discounted at the original contracted interest rate before relaxing to

support and the current book value of the claims.

For claims that are classified to the categories other than above, the

general reserve is provided based on the historical loan-loss-ratio. 

The reserve for loans to borrowers in specific foreign countries is

provided based on expected losses due to the political and econom-

ic situation of these countries.

All claims are assessed by the responsible branches and credit

supervision division based on the internal rules for self-assessment

of asset quality. The Corporate Risk Management Department,

which is independent from branches and credit supervision divi-

sion, subsequently conducts the audits of their assessments, and the

reserve is adjusted to reflect the audit results.
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And for claims to debtors who are legally bankrupt or virtually

bankrupt with collateral or guarantees, the expected uncollectible

amount, net of amounts expected to be collected through the dis-

posal of collateral or through execution of guarantees, are deducted

directly out of the original amount of claims. The deducted

amount is 92,365 millions of yen.

For the consolidated subsidiaries, the reserve for possible loan

losses is provided based on the historical loan-loss-ratio for ordinary

claims, and based on the amount expected to be uncollectible for

each specific claim, respectively.

5. Reserve for Employee Retirement Benefits

Reserve for employee retirement benefits is provided based on the

projected benefit obligation and the fair value of the plan assets at

each year-end.

Prior service cost is recognized in expenses using the straight-line

method over the average of the estimated remaining service lives

(10 years). Actuarial gains and losses are recognized in expenses

using the straight-line method over the average expected remaining

service lives (mainly 10 years).

6. Hedge Accounting

(Interest Related Transactions)

The Bank manages interest rate risk arising from various assets

and liabilities, such as loans, bills discounted, deposits, etc., by

using financial derivative transactions and applies deferred hedge

accounting regulated by “Treatment for Accounting and Auditing

of Application of Accounting Standard for Financial Instruments in

Banking Industry” (JICPA Industry Auditing Committee Report

No.24, hereafter “Report No. 24”). In hedging activities to offset

change in the fair value of deposits, loans, etc., as hedged items, the

Bank designates hedged items and interest rate swaps etc. as hedg-

ing transactions by grouping them by their maturities. As for

cash-flow-hedge, the effectiveness of the hedge is assessed by con-

firming the correlation between the fluctuational factor of interest

rate for hedged items and for hedging transactions. 

Deferred hedge income and losses resulted from “Macro Hedge

Accounting”, which are included in “Other Assets” and “Other Lia-

bilities” in the consolidated balance sheets, are amortized over the

remaining period for each hedging transaction. As of September

30,2005, deferred hedge losses and income resulted from “Macro

Hedge Accounting” are 111,323 millions of yen and 106,063 mil-

lions of yen, respectively. “Macro Hedge Accounting” had been the

former hedge accounting method, which was stated in the “Tem-

porary Treatment for Accounting and Auditing of Application of

Accounting Standard for Financial Instruments in Banking Indus-

try” (JICPA Industry Auditing Committee Report No.15), under

which the Bank managed the total interest rate risk arising from

various financial assets and liabilities, such as loans, bills discounted,

deposits etc., as a whole by using financial derivative transactions.

(Currency Related Transactions)

The Bank manages foreign exchange risk arising from various assets

and liabilities denominated in foreign currencies by using financial

derivative transactions and applies deferred hedge accounting regulat-

ed by “Treatment for Accounting and Auditing of Application of

Accounting Standard for Foreign Currency Transactions in the

Banking Industry” (JICPA Industry Auditing Committee Report

No. 25, hereafter “Report No. 25”). 

The Bank designates specific currency swaps and foreign exchange

swaps made to mitigate the foreign exchange risks arising from

monetary claims and debts denominated in foreign currencies as

hedging transactions. The effectiveness of the hedge is assessed by

confirming that the monetary claims and debts denominated in for-

eign currency as hedged items exceed the position of those hedging

transactions. The Bank also applies fair value hedge to mitigate for-

eign currency exchange rate exposure in available-for-sale securities

denominated in foreign currencies except for bonds as “Portfolio

Hedges” when hedged foreign currency securities are specified in

advance to the inception of the transactions and spot forward liabil-

ities exist on a foreign currency basis that exceed acquisition costs of

the foreign currency securities designated as hedged items.

(Internal Hedge Transactions)

The Bank strictly applies Report No.24 and 25 to such internal

hedging transactions, such as interest rate swaps and currency

swaps, etc., made between the consolidated companies or between

banking and trading account. The Bank assesses the effectiveness of

internal hedging transactions as it does for external ones without arbi-

trary choices. On the basis described above, income and losses from

these transactions are recognized or deferred without netting off.

(Others)

As for specific assets and liabilities, the Bank also applies the indi-

vidual deferred hedge accounting or the accrual-basis calculation on

interest rate swaps.

7. Other Assets

“Other Assets” in the consolidated balance sheets includes the

amount of 6,316 millions yen of provisional payment of the with-

holding tax. For this issue, the Bank received reassessment notice
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from the tax office claiming the Bank’s responsibility for collecting

withholding tax on some of its repurchase agreement transactions.

The Bank filed a petition with the National Tax Tribunal objecting

to such tax imposition, whereby the Bank’s petition was dismissed

on February 22, 2005. However, the Bank disputed the alleged legal

basis for this imposition, and then filed a lawsuit in the Tokyo District

Court on March 31, 2005 and the claim is currently in litigation.

8. Consolidated Subsidiary

The Bank and Lone Star Funds’ affiliate companies, First Credit

Investments SCA and FC Manager, LLC, agreed that the Bank

acquiring all stocks of First Credit Corporation (FC) by 130 billion

yen to enhance its sustainable growth in consolidated profits, on

October 14, 2005. The Bank will possess 100% of issued shares of

First Credit Corporation and First Credit Corporation will become

a consolidated subsidiary on November 30, 2005.  

(Outline of First Credit Corporation as of end of March 2005)

Company name First Credit Corporation

Representative Chairman and CEO: Wilfred Y. Horie

Main area of business Real estate secured finance

Capital 13.5 billion Japanese yen

Total assets 120.5 billion Japanese yen

9. Issuance of Preferred Shares

The Bank held a meeting of its Board of Directors on November

21, 2005 and resolved to establish a wholly owned subsidiary in the

Cayman Islands named “STB Preferred Capital 2 (Cayman) Limited”

for issuance of preferred shares (“Non-dilutive Preferred Securities”) of

50 billion Japanese yen (plan). The issuance of the “Non-dilutive

Preferred Securities”is expected to increase our Tier 1 capital under

BIS capital adequacy requirements.

STATEMENTS OF OPERATIONS

1. Trading Profits and Losses

Profits and losses on trading transactions are shown as “Trading

Revenue” or “Trading Expenses” on a trade date basis.

2. Other Ordinary Income

“Other Ordinary Income” includes 1) 25,603 millions yen of

gains on derivative transaction for stock, 2) 7,991 millions yen of

gains on sale of shares and other securities, and 3) 4,038 millions

yen of net transfer from reserve for possible loan losses.

3. Other Ordinary Expenses

“Other Ordinary Expenses” includes 30,466 millions yen of losses

on derivative transaction for stock and 6,176 millions yen of losses

on devaluation of shares and other securities. 

STATEMENTS OF CASH FLOWS

1. Definition of Cash and Cash Equivalents

In preparing the consolidated statements of cash flows, cash and

due from Bank of Japan (“BOJ”) in the case of the Bank, and cash

and due from banks in the case of the consolidated subsidiaries, all

are considered to be “Cash and Cash Equivalents.”

2. Reconciliation between Cash and Cash Equivalents

The reconciliation between “Cash and Cash Equivalents” in the

consolidated statements of cash flows, and “Cash and Due from

Banks” in the consolidated balance sheets is shown as below:

(Millions of Yen)

Cash and Due from Banks 418,948 

Due from Banks (excluding due from BOJ) (198,169)

Cash and Cash Equivalents 220,778 




