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Looking Back at Fiscal Year 2006

Consolidated Net Income 
at its Highest Ever Level

Results for fiscal year 2006 showed a rise in non-con-

solidated net business profit before credit costs of 6.9%

over the previous fiscal year to 175.9 billion yen. This can

be attributed mainly to expansion of total depositary and

entrusted assets in both the Retail Financial Services
Division and the Fiduciary Services Group, as well as
favorable trend in sales fee revenue for performance-based
products and fiduciary fees for products such as pension
trusts. In addition, the contribution of First Credit
Corporation and other consolidated subsidiaries grew,
with the result that consolidated net business profit before
credit costs increased 9.8% over the previous fiscal year to
215.4 billion yen, and consolidated net income increased
3.7% to its highest-ever level of 103.8 billion yen. 

At the same time, reclassification of debtors was carried
out during the fiscal year for some categories of business,
such as the industry segments affected by the so-called grey
zone interest rates and demands for return of past interest
rate over-payments, from a perspective of prudent assess-
ment of business performance trends. This caused the
balance of loans to debtors on special mention category to
increase by approximately 280 billion yen. As a result, total

credit costs increased 30.7 billion yen, causing non-consoli-

dated net income to decrease 7.6% over the previous fiscal
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year to 81.8 billion yen. These businesses continue to have a

suitable capital buffer, and they have received a certain level

of evaluation from credit agencies and the bond market, but

Sumitomo Trust took conservative measures from the point

of view of ensuring financial soundness. 

The Basel II requirements related to the consolidated

BIS capital adequacy ratio were introduced at the end of

the fiscal year under review, and with an increase in risk-

weighted assets the consolidated BIS capital adequacy ratio
reached 11.36%, which remains at a satisfactory level.

Business Development that Leverages
Trust Functions is the Key to Growth

Quality of Service Counts
As the fruits of our business expansion with a focus on

leveraging trust functions are starting to be seen, I believe
the strategy of Sumitomo Trust is steadily producing results. 

In response to the gradual growth of the Japanese
economy, the retail financial services market is experienc-
ing increased migration from savings to investment, and
in the wholesale financial services market there are
increased corporate activities in capital investment and
M&A against a backdrop of favorable business perform-
ance. Competition continues to be fierce, but some
markets are booming. Furthermore, with large banks and

other financial institutions finally shifting to a full-fledged
offensive strategy, competition is growing fiercer. 

This competition revolves around the criteria on

which the customer chooses a financial institution with
which to do business. These criteria are increasingly shift-

ing away from financial soundness and corporate scale to

the quality of service with which the company is capable

of providing the customer – in other words, the degree of

customer satisfaction. Our aim is to be a top quality trust
bank group that puts the customer first, and I believe the

time has come when we can demonstrate the true worth

of the Sumitomo Trust business model, which places the
emphasis firmly on leveraging trust functions.

Enhanced Assets through 
a Retail Financial Services that Leverages 
Trust Functions

In the Retail Financial Services Division, sales of mutu-

al funds have seen a sharp increase, reflecting the wave of

prosperity and a shift from savings to investment. However,

it is not possible to obtain true customer satisfaction simply

through selling such products. It is necessary to put forward

the optimal combination of asset management plans and
products that take into account the life stage and level of
risk tolerance of each retail customer, and also provide a
wealth of products to meet his or her needs. This is precise-
ly the strong point of Sumitomo Trust, which advocates
retail financial services that leverage trust functions.

In fact, as a result of demonstrating our strength in this
area, the volume of depositary asset together with deposit
products and mutual funds has shown favorable growth, in all
increasing 8.8% over the previous fiscal year to 9.9 trillion yen.

Promoting a Strategy of Creating Corporate
Value in the Wholesale Financial Services
Division

In the Wholesale Financial Services Division, as the
means available to companies for funding diversify, compe-
tition for loan provision is growing fiercer and profit
margins smaller. The key to breaking free of this war of

attrition is the provision of added value, which is where our
business model that leverages trust functions – the corpo-

rate value creation strategy that contributes to heightened

corporate value for the customer through the provision of
high value-added financial solutions – can be our strength.

For example, when working with a client company

aiming to strengthen its financial structure, rather than

simply proposing a reduction of liabilities, with coopera-

tion from the Real Estate Division we offer proposals that
will strengthen the client company’s finances through

effective use of the assets, chiefly real estate, in its posses-

sion (off balance transactions such as securitization). This
is the sort of solution that a trust bank can provide. We

also provide takeover protection consulting and other

services to help client companies resolve their issues.
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Promoting Diversification in the Real Estate Division
Sumitomo Trust’s Real Estate Division is centered on

brokering property for commercial use, in addition to

which we are placing a focus on securitization and broker-

ing property for residential use. As securitization becomes

more common as a means for promoting restructuring of

corporate finances and second-generation baby-boomers

are increasingly looking to acquire residential property,

these businesses are making a strong showing.
In addition to these businesses, we have started invest-

ment advisory services for private funds through STB Real
Estate Investment Management Co., Ltd., which was
established in November 2005, and we are also involved
in the J-REIT (Japanese real estate investment trust) busi-
ness through Top REIT Asset Management Co., Ltd.,
established jointly with Nippon Steel City Produce, Inc.
and Oji Real Estate Co., Ltd. We are promoting the diver-
sification of our sources of revenue in this way in order to
further strengthen the foundations of our real estate busi-
ness, which is one of the strengths of Sumitomo Trust.

Growth of Fiduciary Services through Expansion
of Entrusted Assets

Fiduciary services, one of the core businesses of Sumitomo
Trust, have achieved steady growth in each of the areas of cor-
porate pensions, investment management and securities
processing. In corporate pensions and investment manage-

ment we were able to demonstrate our strength particularly in

the provision of alternative investments, and volume of

entrusted assets under management increased 26.3% over the

previous fiscal year to 914.8 billion yen. In addition, the secu-
rities processing business showed good results with volume of

entrusted stock investment trusts increasing 57.4% over the

previous fiscal year to 15.5 trillion yen.

Promoting Diversification 
of the Revenue Base and Stability of the
Management Base

Fee Revenue up 7.5% over the Previous Fiscal Year
The development of businesses that leverage trust func-

tions also contributes to the establishment of a revenue base

that is resistant to fluctuations in interest rates and credit

spreads. In the consolidated results for fiscal year 2006,

other trust fees (which include pension trust fees and mutu-

al fund fees) and net fees and commissions (which include

mutual fund related commissions) increased against a back-

drop of strong performance in the Retail Financial Services

Division and Fiduciary Services Group, which led to an

7.5% increase in fee revenue over the previous fiscal year.
Sumitomo Trust intends to continue to increase its busi-

ness of sales of mutual funds, corporate pensions, real estate,
and stock transfer services so that fee revenue accounts for
50% or more of gross profit (42% in fiscal year 2006).

Diversification of the Revenue Base through
Enhancement of the Group’s Business

Loans to major businesses account for the bulk of
Sumitomo Trust’s wholesale credit, and this sector cur-

rently faces an environment of extremely fierce

competition. Given this situation, we plan to increase the

relatively high-margin, low-risk (such as loans with real

estate collateral) financing of domestic small and medi-
um-sized companies through First Credit, which is already

a subsidiary, as well as Sumishin Matsushita Financial

Services Co., Ltd., and Life Housing Loan, Ltd., which
was acquired in May 2007. Also, STB Real Estate

Investment Management, established in November 2005,

is showing favorable performance through an increase in
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demand for real estate investment advisory services. 

By promoting this sort of consolidated management,

Sumitomo Trust is aiming for further diversification of its

revenue base in the future.  

Strengthened Compliance and Risk Management
As well as working to improve the quality of our

products and services and reinforce our revenue base, we

are also making even greater efforts toward compliance,
risk management and customer protection. 

As we aim to be a top quality trust bank group that
puts the customer first, we need to retain and further
heighten the trust of our customers. While maintaining a
sound financial base that is among the top class in Japan,
we are focusing on reinforcing our management and busi-
ness infrastructure through thorough efforts in compliance

and risk management, and we are accelerating our self-

transformation aimed at bringing about sustainable growth.

Mid-Term Revenue Plan and Return to
Shareholders

Mid-Term Revenue Plan
The performance of Sumitomo Trust is expected to

further improve through the promotion of the growth
strategies already outlined. Even supposing only organic
growth, consolidated net income will show a compound
annual growth rate of between 8.6% and 11.8% over
three years, and net income in fiscal year 2009 will be in
the region of 133.0 billion to 145.0 billion yen.

A breakdown shows that while expenses at the non-consoli-
dated level are forecasted to increase in the order of

To Our Shareholders, Customers and Employees

• Mid-Term Target through FY2009 (announced in May 2007)
Billions of Yen

Consolidated
Net Business Profit before Credit Costs ......................
Net Operating Profit ...................................................
Net Income..................................................................

Consolidated/Non-consolidated Difference
Net Business Profit before Credit Costs ......................
Net Income..................................................................

Non-consolidated
Gross Profit before Credit Costs ..................................

Retail Financial Services ..........................................
Wholesale Financial Services ...................................

(Fees Paid for Outsourcing) ..................................
Global Markets .......................................................
Fiduciary Services ....................................................

(Fees Paid for Outsourcing) ..................................
Real Estate ..............................................................

Expenses .....................................................................
Net Business Profit before Credit Costs ......................
Credit Costs.................................................................
Net Operating Profit ...................................................
Net Income..................................................................

FY2009FY2007

¥ 215.4 
170.1 
103.8 

39.5 
22.0 

297.7 
84.2 

105.3 
(13.0)
48.7 
55.9 

(14.3)
30.0 

121.8 
175.9 

40.5 
134.5 

81.8 

¥ 220.0 
185.0 
120.0 

40.0 
20.0 

312.0 
96.0 

103.0 
(13.2)
45.0 
57.0 

(15.0)
35.0 

132.0 
180.0 
25.0 

155.0 
100.0 

FY2006 (Actual) FY2008

¥ 228.0 
201.0 
121.0 

41.0 
15.0 

322.0 
101.0 
106.0 
(11.1)
43.0 
58.0 

(12.5)
35.0 

187.0 

172.0 
106.0 

<=>
<=>
<=>

<=>
<=>

<=>
<=>
<=>
<=>
<=>
<=>
<=>
<=>

135.0
<=>

025.0
<=>
<=>

¥ 240.0 
213.0 
127.0 

46.0 
18.0 

329.0 
106.0 
110.0 
(11.2)
39.0 
59.0 

(12.5)
36.0 

194.0 

179.0 
109.0 

¥ 248.0 
221.0 
133.0 

44.0 
17.0 

340.0 
111.0 
108.0 

(5.9)
43.0 
60.0 

(11.8)
36.0 

204.0 

189.0 
116.0 

<=>
<=>
<=>

<=>
<=>

<=>
<=>
<=>
<=>
<=>
<=>
<=>
<=>

136.0 
<=>

025.0 
<=>
<=>

¥ 267.0 
240.0 
145.0 

49.0 
20.0 

354.0 
121.0 
112.0 

(6.0)
39.0 
61.0 

(11.8)
38.0 

218.0 

203.0 
125.0 

Interest Rate/Stock Price Assumption (Base-Case Scenario)
1-month Yen LIBOR ..................................................
10-year JGB ................................................................
Nikkei 225 (Yen) ........................................................

Interest Rate/Stock Price Assumption (Upside Scenario)
1-month Yen LIBOR ..................................................
10-year JGB ................................................................
Nikkei 225 (Yen) ........................................................

3/103/08

0.67%
1.66%
17,287

0.67%
1.66%
17,287

0.96%
1.80%
17,500

1.23%
2.51%
20,000

1.26%
1.96%
17,500

1.68%
3.10%
21,500

1.51%
2.08%
17,500

1.96%
3.49%
23,000

3/07 (Actual) 3/09
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approximately 10 billion yen, this is expected to be covered by

increases in gross profit. The wholesale business is expected to see

reduced loan spreads, and a decrease in profits over the previous

fiscal year. However, profits will recover from fiscal year 2008.
Regarding our financial and capital policy, as always we

aim for both greater capital efficiency and strengthening of

capital. For consolidated return on equity (ROE), which is a

measure of profitability, we are aiming to maintain our tra-

ditional target of about 12%*. Furthermore, we have revised
classifications for the consolidated Tier I ratio, an indicator
of financial soundness, on the basis of the introduction of
Basel II standards. We have set a goal of managing capital to
a Tier I ratio of 7-8% in fiscal year 2009.
* Almost equals to Sumitomo Trust’s historical 10% ROE target on “Total Equity.”

Dividend Policy and Return to Shareholders
Along with these efforts toward sustainable growth,

we place great importance on dividend policy as part of
our capital policy. In this regard, we have specified fiscal
year 2008 as the period for achieving the mid-term goal of
a consolidated dividend payout ratio of 30%. Our non-
consolidated annual dividend per common share was 17
yen (an increase of 5 yen per share), in line with the plan
released last November, and the consolidated dividend
payout ratio was 27.4%.

Sumitomo Trust is working to achieve a positive eval-

uation from our shareholders over the long term in both

capacity for sustainable growth and returns through divi-
dends. 

In Conclusion
Sumitomo Trust continues to pursue sustainable

growth and higher corporate value through a management

model of simultaneous operation of banking, trust and

real estate businesses. In order to make this a reality, we

are aiming to put the customer first and aim for top quali-

ty in all areas from products and services to the customer

base, finances such as assets, revenue and capital, and

human resources, compliance and risk management.
Through these efforts, we aim to be a trust bank group
recognized by retail customers as the main bank for asset
management and servicing, and by corporate customers
and institutional investors as a strategic partner that pro-
vides value. 
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• Dividend per Share

FY2004 FY2005 FY2006

20 (Yen)

15

5

10

0

Yutaka Morita President and CEO




