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Risk Management

1. Basic Philosophy on Risk Management

Financial products and services are evolving day by day in
response to a wide array of customer needs and business opportu-
nities for financial institutions are expanding dramatically due to
the deregulation and globalization of financial markets as well as to
the sophistication of financial technologies. On the other hand,
risks financial institutions must manage are becoming increasingly
complicated and diverse, pressing for a further sophistication of
risk management, as seen in the shift of capital adequacy regula-
tions to the Basel II framework as from the end of March 2007.

In this environment, as the “main bank for asset investment
and servicing” for retail customers, and as the “strategic partner”
for corporate customers and institutional investors to provide
value-added services in response to their needs, we will strive to
enhance their confidence in us and further boost our corporate
value in a wide range of operations from banking to trust services.
In order to realize this vision, we have given the top priority to the
sophistication of our risk management framework which meets the
characteristics of our business operations.

In Sumitomo Trust’s risk management framework, under the
“Risk Management Policy” set by the Board of Directors, authority
and its delegation, organizational structure, and processes and pro-
cedures are clarified, and PDCA cycles are established for each risk
category, including identification, assessment, monitoring, control
and mitigation of risk assets across Sumitomo Trust.

Along with the sophistication and elaboration of these risk
management frameworks, we will take risks in an appropriate man-
ner to pursue the increased efficiency of capital use. We do not
consider risk management simply as a way of “self-protection” but
rather a vital means of realizing our corporate philosophy of “put-
ting the customer first.” In order to establish a firm management
foundation to support expanding business operations and sustained
growth of the Sumitomo Trust Group, we will continue to make
efforts toward the enhancement and sophistication of risk manage-
ment.

(1) Types and Characteristics of Risks
Our “Risk Management Policy” classifies risk categories, by

the cause of potential loss, into credit risk, market risk/liquidity
risk, and operational risk.

Credit risk is the risk of reduction or impairment of the value
of assets (including off-balance sheet assets and securitization trans-
actions) that causes us to incur loss.

Market risk is the risk of loss caused by changes in the value of
assets or liabilities we hold due to fluctuations of market factors
such as interest rates, stock prices and exchange rates. Another
market-related risk is liquidity risk, the risk that raising of neces-
sary funds becomes difficult.

Operational risk is the risk of loss resulting from inadequate
or failed internal processes, people and systems or from external
events, which in our case, includes business processing risk, infor-

• Risk Categories

Risk Category Risk Management 
related Department Risk Description

Enterprise Risk M
anagem

ent
(Risk M

anagem
ent through Com

prehensive Assessm
ent of All Risk Categories)

Integrated Risk M
anagem

ent
(Quantitative Risk M

anagem
ent using VaR as an Integrated M

easurem
ent)

Corporate Risk
Management Department

Corporate Risk
Management Department

Corporate Risk
Management Department
IT & Business Process
Planning Department (or
Personnel Department
for Internal Fraud)

IT & Business Process
Planning Department

Legal and Compliance
Department

Personnel Department

Corporate Administration
Department

Corporate Risk
Management Department

Corporate Risk
Management Department

Credit Risk

Market Risk

Operational Risk

Business
Processing Risk

Information
Security Risk

Compliance Risk

Human
Resource Risk

Event Risk

Reputational Risk

Liquidity Risk

Risk of incurring losses due to the value of an asset (including off-balance sheet assets) decreasing or impairing, owing to reasons
such as deterioration in the financial condition of a obligor.

Risk of incurring losses due to fluctuations in the value of assets/liabilities or revenues thereof, either due to fluctuations of items
such as interest rates, stocks and foreign exchange rates, or owing to fluctuations in the value of other assets.

Risk of incurring loss resulting from inadequate or failed internal processes, people and systems or from external events (including the
following risks).

Risk of incurring losses arising from executives or employees neglecting to engage in proper business activities, or other incidents
such as accident or fraud.

Risk of incurring losses for reasons such as loss of confidentiality, integrity or availability of information or information systems
belonging to Sumitomo Trust, owing to factors such as information management, system failure or improper management of system
development projects.

Risk of incurring losses for reasons such as penalties, claims or lawsuits arising from a lack of compliance with laws, regulations or
social standards in Japan and abroad, or an inability to complete transactions due to contractual impediments including the lack of
necessary provisions or lack of legal capacity by the transaction counterparty.

Risk of incurring losses due to issues such as unequal or unfair management of personnel, including issues related to compensation,
benefits, release from employment and harassment.

Risk of incurring losses arising from extraordinary situations such as natural disasters, war and criminal offenses.

Risk of incurring losses due to a (possible) major impact on business as a result of deterioration in reputation for Sumitomo Trust or
its subsidiaries, owing to reasons such as mass media reports, rumors or speculation.

Risk of difficulties in securing necessary funds, due to reasons such as mismatches in the timing of management and procurement,
or unforeseen outflow of funds.
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mation security risk, compliance and legal risk, human resource
risk, event risk and reputational risk.

(2) Organizational Structure for Risk Management
In accordance with the “Risk Management Policy,” we set

down the roles and responsibilities of operational organizations and
departments related to risk management as follows:

1) Board of Directors
Formulates policies and plans concerning the management of

overall risks that are faced by Sumitomo Trust, and disseminates
the policies and plans throughout the company. It also builds man-
agement and reporting structures, and vests relevant organizations
including the Executive Committee and other committees and/or
executives with authority.

2) Executive Committee
Sets rules and provisions regarding the identification, assess-

ment, monitoring, control and mitigation of risks in line with the
policies set out by the Board of Directors, and develops frame-
works to put them into practice.

3) Risk Management related Departments
Responsible for accurate recognition and continuous assess-

ment, appropriate management and administration of risks, as well
as integrity of the compliance (observance of relevant laws and regu-

lations) frameworks, as independent departments. 
Among them, the Corporate Risk Management Department

has the company-wide coordination function for risk management
for comprehensive management of various risks. Each risk category
has a risk management related department in charge, which under-
takes the monitoring and analysis of risks and the planning and
promotion of appropriate risk management frameworks.

4) Front Office Departments
Execute transactions and operations with the purpose of maxi-

mizing revenues, while also supervising the accompanying planning
and review functions and engaging in administrative management.
In accordance with the policies and plans set out by the Board of
Directors, Front Office Departments engage in operational admin-
istration aimed at ensuring the effectiveness of risk management,
such as implementing appropriate controls that reflect the scale and
characteristics of risks.

5) Internal Audit Department
Involved in preparing the necessary framework to implement

effective internal auditing. Reporting directly to the President and
CEO, the Internal Audit Department assesses and verifies the sta-
tus of all activities as an independent department.

General Meeting of Shareholders

Credit Risk 
Committee

ALM
Committee

Operational Risk
Management Committee

Compliance
Committee

Board of Directors Board of Statutory Auditors

Statutory Auditors

Product Screening Committee Corporate Risk Management Department

Statutory Auditors Office

Executive Committee

Risk
Category

Credit
Risk

Market
Risk

Liquidity
Risk

Operational
Risk

Reputational
Risk

Information
Security Risk

IT & Business Process
Planning Department

Personnel 
Department

Legal and
Compliance
Department

Corporate
Administration
Department

Business Processing
Risk Internal Fraud

Compliance
Risk

Event
Risk

Risk
Management
related
Departments

Corporate Risk Management Department
Overall Coordination of Risk Administration and 
Management Across the Entire Company

Departments Responsible for Supervising Each Business Group, Business Planning and Promotion Departments,
Global Credit Supervision Department, Supervisory Departments of Group Companies

A
ud

it D
ep

artm
ent

(Internal A
ud

it D
ep

artm
ent)

Front Office Departments

Human
Resource

Risk

• Risk Management Structure



Ratio by Risk Category1,500 (Billions of yen)

1,000

500

0 Risk Capital

Tier Ⅰ

Unrealized
Gains

Integrated Risk Amount

Risk Amount Equivalent to
Unrealized Gains on
Cross-Held Stocks

Credit Risk

40%

 Equity Risk

45%

Interest Rate Risk

12%

Operational Risk

3%
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(3) Enterprise Risk Management and Integrated Risk
Management (Economic Capital Management)
It is our policy to identify various risks we face, including risk

categories not included in the calculation of the capital adequacy
ratio, comprehensively measure them after individually assessing
respective risk categories, and manage these risks by comparing
them with our overall financial strength (Enterprise Risk
Management).

In addition, among risk categories, quantifiable risks (credit
risk, market risk and operational risk) held by our corporate group
are measured quantitatively by the integrated VaR*, the combina-
tion of various risks measured by the unified criteria (the one-
tailed confidence interval of 99.9%, the one-year time horizon)
(Integrated Risk Management). 

* Value at Risk (VaR): A common risk management. The maximum amount of loss
anticipated within a certain period (the time horizon) within the range of certain
probability (the confidence interval). The larger the percentile of confidence interval,
the greater the VaR, which means Sumitomo Trust applies conservative economic
capital measurement.

Aiming to achieve simultaneously both of the management
goals of “securing of financial soundness” and “maximization of
shareholders’ value,” the Integrated Risk Management seeks to
control the total risk amount for the group as a whole within a cer-

tain target level, and allocates capital to various risk categories and
business divisions according to business plans, and pursues the effi-
ciency of capital use through risk-return as an indicator.

From the depositors’ point of view, financial soundness
should be strictly evaluated by comparing the “integrated risk
amount (under stress scenarios)” that does not have the diversifica-
tion effect assumed between various risk categories with the “risk
buffer (capacity to absorb risks),” which is “Tier I” capital plus
unrealized gains on securities and perpetual subordinated notes.
The risk amount at the end of March 2007 was less than the
amount of the risk buffer, which shows Sumitomo Trust’s financial
soundness. Further, we compare the “integrated risk amount” that
takes account of the diversification effect among various risk cate-
gories, with the “risk capital,” which is the sum of “Tier I capital”
(the core of capital), and unrealized gains on securities. At the end
of March 2007, the “integrated risk amount” was within “Tier I
capital” (capital adequacy). 

Regarding the “maximization of shareholders’ value,” “Risk
capital” is allocated to business groups and divisions capital effi-
ciency for each business group or division is assessed in terms of
SVA (shareholder value added) and ROE (return on equity), using
risk-adjusted return as an indicator (capital efficiency).

• Check of Capital Adequacy (1 Year Time Horizon, One-tailed 99.9% Confidence Interval) (As of the end of March 2007, Billions of yen)

Tier I

Risk Capital
(Tier I + 60% of unrealized gains on securities) 

Integrated Risk Amount
(excluding risk amount equivalent to unrealized gains on stocks)

Integrated Risk Amount

762.8

976.5

1,026.1

1,322.5
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(4) Coping with Basel II
As of the end of March 2007, the capital adequacy regula-

tion shifted to the Basel II framework. The Basel II framework,
designed to assure the capital adequacy by international standards,
consists of the following three pillars.

Sumitomo Trust has built and is still improving the internal
management framework for economic capital, which enables
Sumitomo Trust to meet the requirements of Basel II.

1) “The First Pillar”
The first pillar is designed to manage the minimum

required capital calculated under the regulation-prescribed
methods. As an internationally active bank, we have been
required under the BIS regulation to have total capital of at least
8% of the aggregate of credit risk and market risk. The Basel II
framework requires the banks to have total capital of at least 8%
of a more elaborately measured credit risk and market risk com-
bined with operational risk.

Under Basel II, banks are allowed to choose risk measurement
methods according to their internal risk management frameworks,
and we have adopted the following approaches.

Perspective of Shareholders’ Equity

Pursuit of Capital Efficiency

Allocated Capital
(Upper Limit of Risk)

Enterprise Risk Management

The Second Pillar of Basel II
Review Capital Adequacy and Efficiency under Internal Risk Management System of Sumitomo Trust (Internal Risk Management Framework)

The First Pillar of Basel II
Management of Minimum Required Capital

The Third Pillar of Basel II: Market Discipline

Integrated Risk Management
(Integrated Risk Amount)

Perspective of Economic Capital

Review Capital Adequacy

Diversification Effect

Check Usage Rate

Capital Regulations Perspective

Secure Capital and
Regulatory Compliance

Check for Minimum Capital 
Adequacy Ratio of at Least 8% Top-Down Allocation by Management

Risk Amount by Category
(Credit, Market and Operational)

Minimum Required Capital
(Credit, Market and Operational)

C
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y
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ro
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p
 L

e
ve

l

Confirm Adequacy Monitoring

Bottom-Up from
Business Groups
and Divisions

2) “The Second Pillar”
The second pillar is designed for promoting banks’ initiative

in risk management as well as for covering “interest rate risk in the
banking account” and “credit concentration risk,” which are par-
ticularly important among risks not covered by the first pillar. We
are managing these risks within the internal risk management
framework.

3) “The Third Pillar”
The third pillar is designed to help maintain and improve the

soundness of bank management through market discipline or
external assessment by enhancing disclosure on capital, the risk
management framework and other matters. 

• Framework for Risk Management at Sumitomo Trust

Credit Risk

Market Risk

Operational Risk

Foundation Internal Ratings-Based (IRB) Approach
(see page 120)

Internal Models Approach (see page 127)

Standardized Approach 
(see page 130)

Risk Management
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2. Credit Risk

(I) Internal Risk Management Framework

Credit risk is the risk that arises mainly from credit businesses
including loans, and the most fundamental risk concerning the
“credit creating function,” which is one of the basic functions of
financial institutions. Increasing the accuracy of measurement of
credit risk is one of the features of the revised framework for bank
capital adequacy, Basel II. To further improve our financial
strength, we are striving toward the sophistication of our credit risk
management framework and our credit risk measurement methods.

(1) Risk Management Policy
The basic policy of our credit risk management calls for “a diversi-

fied credit portfolio” and “strict credit management for individual cred-
its.” While mitigating credit concentration risk by the diversification of
the overall credit portfolio by industry sector and country, we are man-
aging individual credits in a more elaborate manner through credit
screening, self-assessment and internal credit ratings. Furthermore, we
measure profitability by taking into account expense rate and expected
loss ratios for each credit rating, and reflect the results of this measure-
ment in terms and conditions of each transaction in a bid to secure
profit margins (spreads) commensurate with their risk amount for
ensuring appropriate risk-return. Our credit risk management covers
not only credit transactions in the banking account but also transac-
tions in the trust account with contracts for replacement of losses
(Money Trusts and Loan Trusts). 

(2) Organizational Structure for Credit Risk Management
We have established a credit risk management framework

under which various organizations and departments are closely
organized for mutual support and effective checks and balances.

Relevant organizations and departments assume their respec-
tive roles based on the credit strategies and credit risk management
plans formulated by the Board of Directors:

1) Board of Directors
Decides on important matters related to credit risk manage-

ment when establishing semiannual management plans. Based on
reports on credit risk management (including the results of asset
assessment), the Board of Directors decides on the credit strategy
and economic capital plan, and approves standards for self-assess-
ment, and for write-offs and reserves, strengthen and improve the
fund management base, as well as securing the effective use of
funds and the soundness of assets, including assets in trust.

2) Executive Committee
Based on the reports of credit risk management (including the

results of asset assessment), the Executive Committee deliberates
on the credit strategy and economic capital plan, and develops the
framework to carry out self-assessment and the calculation of write-
offs and reserves in an appropriate manner.

3) Credit Risk Committee
Deliberates and decides on investment and loan transactions,

and secures the strengthening and improvement of the fund man-
agement base, the effective use of funds and the soundness of
assets, including assets in trust.

4) Corporate Risk Management Department
Undertakes credit risk management through the measuring of

credit risk amounts, monitoring credit portfolios and validation of
the appropriateness of self-assessment, write-offs and reserves.

5) Research Department 
Assigns credit ratings by using expertise in industry research,

credit investigations and quantitative analysis conducted from an
objective standpoint independent from business units and the
Credit Supervision Department.

6) Credit Supervision Department 
Screens credit transactions strictly, provides appropriate guid-

ance to business units, and conducts self-assessment (secondary
assessment).

7) Business Units
Manage credit transactions appropriately and conduct self-

assessment (initial assessment).

8) Internal Audit Department
Conducts the internal audit of internal risk management

frameworks for various processes.

(3) Credit Concentration Risk Management
We consider keeping close tabs on credit exposure to each obligor

as the basics of credit risk management. Therefore, we manage loans,
stocks, off-balance sheet and other transactions in a comprehensive and
integrated manner. Off-balance sheet transactions are managed on a
current exposure basis (i.e., the reproduction cost of the transaction
concerned). We place limits on credit exposures, and also look into the
impact of credit risk realization of large obligors and particular degree of
concentration on industry sectors with large credit exposures, reporting
to the Credit Risk Committee on a quarterly basis. 

To cope with country risk (the risk of investments or lending
becoming irrecoverable due to political, economic or social condi-
tions of that country), we control exposures by country (the total
sum of exposures obligor in a given country) in addition to control
of exposure to each obligor. 



Credit Ratings

1

2

3

4

5

6

7

8

9

10 Legally bankrupt and virtually bankrupt

At risk of bankruptcy

Requiring careful monitoring

3-month delinquent/restructured

Sound Not categorized
(not Ⅱ, Ⅲ or Ⅳ)

Classification of obligors Categories

Self-Assessment

Ⅱ 

Ⅲ 

Ⅳ 

(Note) Individual credit ratings can be further adjusted, where necessary, 
through the addition of  [+] or [-] symbols.

 

D
efault

Freq
uency

Small ← Estimated bad loan loss → Large 

Risk amount

Average value

Maximum value of losses 
anticipated within the range 
of certain probabilities
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(4) Credit Ratings and Self-assessment
“Credit ratings”* that indicate the credit status of obligors and

the possibility of defaults provide the basis for credit screening of
individual transactions and credit portfolio management.

* Please refer to “3. Internal Ratings System,” page 123, for details of our credit rating systems.

Our credit ratings use a method that combines a statistical
quantitative model and qualitative assessment ascertaining charac-
teristics of individual obligors, and they also serve as the basis for
the risk asset calculation using the “IRB Approach” of the Basel II
framework. Our credit rating systems assigns ratings from 1
through 10 to a wide range of obligors, from all corporate cus-
tomers, including banks, to project finance and other structured
finance transactions.

In principle, we conduct the self-assessment for all assets in the
banking account on a constant basis, and determine the “obligor cat-
egory” by assessing customers’ repayment capacity by their financial
standing, cash positions, profit-earning capacity, etc., as well as the
“asset classification” according to the risk of assets becoming irrecov-
erable and the risk of the value of assets being impaired. We manage
credit risk through self-assessment, and also write off bad loans and
set aside loan loss reserves in an appropriate manner.

The credit rating systems and the self-assessment system share
basic financial data of customers and are administered in a mutual-
ly consistent manner to enable Sumitomo Trust to evaluate the
soundness of credit portfolios by property reflecting the creditwor-
thiness of customers.

(5) Credit Risk Quantification
The measurement of credit risk amount we conduct is

designed to quantitatively grasp the extent to which the company’s
assets are likely to incur losses from credit events over the coming
year. Based on estimates of default rates in each grade of credit rat-
ing and recovery rates, we measure the difference between the max-
imum value of loan losses anticipated within the range of certain
probabilities and the expected loan loss, which is the average value
of anticipated loan losses, as the credit risk amount. The measure-
ment results are reported regularly to the Board of Directors and
the Credit Risk Committee.

As our risk measurement method, we have adopted Monte
Carlo simulation, which generates a variety of scenarios (100,000 in
our case) to plot a distribution of losses from which the maximum
value of losses is estimated (See the chart below).

As our method is designed to factor in the correlation between
individual assets, the risk amount reflects not only the quality of
assets but also the degree of diversification of credit portfolios.
Therefore, by regularly monitoring the risk amount, we can ascertain
the status of our Credit Risk Management policy, i.e., “a diversified
credit portfolio” and “strict credit management for individual credits,”
and also can check the appropriateness of capital allocation and the
soundness of business operations. In managing the credit portfolio
by making use of the results of this monitoring, we seek to maximize
returns on the overall portfolio while maintaining the risk amount
within a certain range through diversification by individual customer
and industry sector, and other measures.

The estimates of default rates and other factors used in the
measurement and grasping of the risk amount are also used in
measuring required capital under Basel II. Going forward, we will
develop more precise methods of credit risk measurements by
expanding and improving internal data on the recovery rates and
other factors. 

• Comparative Table of Credit Ratings and Self-
assessment

• Risk Amount

Risk Management
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Usually, the measurement of risk amount is conducted using
the above-mentioned estimates based on data on actual results. On
the other hand, it is important to estimate maximum possible loss-
es in situations far removed from actual results to supplement risk
measurement efforts. This estimation is called stress testing. We set
out multiple stress scenarios and conduct simulations to see how
the risk amount changes in each of these scenarios. The results of
these tests are reported to the Board of Directors.

(II) Coping with Basel II

(1) Measurement of Required Capital by the IRB
Approach
The new Basel II framework calls for a further sophistica-

tion of credit risk measurement methods than the preceding BIS
regulation.

Credit risk measurement methods are broadly divided into
the “Standardized Approach,” which is an improved version of the
risk measurement method adopted under the preceding BIS regu-
lation, and the “IRB Approach,” newly adopted under Basel II.
The “IRB Approach” is designed to make use of the results of
banks’ internal risk management for regulatory purposes by utiliz-
ing credit ratings that banks assign to their customer for credit
risk management as well, one of the major points that characterize
Basel II.

We have adopted the “IRB Approach” to calculate required
capital under Basel II.

(a) Basic Process of the IRB Approach
Under the IRB Approach, the amount of regulatory required

capital is calculated by the following three stages:

1) Assignment of Credit Ratings
A bank develops its own ratings system (Internal Ratings

System)* in accordance with its risk profiles, and based on this sys-
tem, the bank assigns ratings to obligors. Credit ratings ensure the
consistency with the results of self-assessment, and the accuracy of
credit ratings is secured with credit risk management related
departments validating internal rating system and rating grades
assigned to individual obligors.

* For details of our credit ratings system, please refer to “3. Internal Ratings System,”
page 123.

2) Estimation of Parameters
Estimation of some parameters (input variables) necessary for

risk measurement is implemented by collecting the actual results
(performance data) of credit extended to individual credit transac-
tions on the basis of ratings assigned under 1).

3) Calculation of Minimum Required Capital
The minimum required capital is calculated by applying the

result of 2) above to the calculating formula based on the notifica-
tion by the Financial Services Agency.

The First Pillar of Basel II 

Calculation of
regulatory minimum

required capital

Accumulation of financial data
on obligors

Credit ratings processSelf-assessment process

Monitoring and validation by credit risk management departments

Securing of
consistency

Assessment
by front
office

departments

Assignment of
obligor

classification/asset
categorization

Estimation of

parameters

Assignment of

credit ratings

• Basic Process of the IRB Approach
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(b) Approaches Applicable to Respective Exposures
Under Basel II, methods of calculating risk weights and credit

ratings used are varied depending on asset classes. Please refer to

the table below for the breakdown of calculation methods and
credit ratings we apply to respective exposures:

(c) Estimated Parameters
As described below, there are three parameters necessary for

the measurement of risk amount. Exposures with higher levels of
parameters need higher required capital. In order to ensure the
objectivity and accuracy, we use, in principle, the same parameters
used for internal risk management purposes for Basel II as well.

1) Probability of Default (PD)
The prior probability that a single obligor or a single transaction

is likely to default during a specified period

2) Loss Given Default (LGD)
The prior estimate of the ratio of a loss likely to be incurred in

the event of a default by a certain obligor or a certain transaction to
the exposure at default

• Calculation Methods and Ratings Applied to Respective Exposures

* Regulatory Formula & PD/LGD Approach: Formulas prescribed in the Notification (by the Financial Services Agency) are used.
Slotting Criteria Approach: An approach to calculate credit risk by mapping internal credit ratings to the five regulatory categories, each of which is associated with a specific risk weight. 
Simplified Approach: An approach that uses predetermined risk weights.
External Ratings-Based Approach: An approach that uses risk weights mapped to external ratings.
Top-Down Approach: An approach that uses formulas prescribed in the Notification (by the Financial Services Agency), with assets purchased regarded as an aggregate.

Notes: 
1. We use the external ratings-based approach and the formulas for “securitization exposures.” For details, please refer to page 131, “(I) Securitization Exposures.”
2. For “funds,” we apply calculation methods depending on respective underlying assets.

Approach Asset Classification Sub-category
Applicable

Calculation Approaches* Applicable Ratings

Internal 
Ratings-Based
Approach 

Standardized
Approach

Corporate
Exposure

Retail
Exposure

Corporate
Exposure

Specialized
Lending

Purchased
Receivables

Sovereign
Exposure

Bank Exposure

Equities, etc.

Retail Exposure

Large enterprises

Small and medium-sized enterprises

Loans for commercial real estate (with high volatility)

Project Finance, Commodity Finance, 
Object Finance

Regulatory formula for underlying assets

Slotting criteria approach for underlying assets

Cases where classification is not possible due 
to multiple underlying assets

Domestic listed equities (including OTC equities),
equities of domestic unlisted obligors

Equities of domestic unlisted firms with 
no credit exposure, foreign equities

Residential mortgage exposures

Qualifying revolving retail credit exposures

Other retail exposures

Regulatory
Formula
Regulatory
Formula
Slotting Criteria
Approach
Slotting Criteria
Approach
Regulatory
Formula
Slotting Criteria
Approach
Top-down
Approach
Regulatory
Formula
Regulatory
Formula

PD/LGD Approach

Simplified Approach

—

—

—

Obligor Ratings

Obligor Ratings

Structured Ratings

Structured Ratings

Obligor Ratings

Structured Ratings

—

Obligor Ratings

Obligor Ratings

Obligor Ratings

—

—

—

—
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3) Exposure at Default (EAD)
The likely exposure amount at the time of occurrence of

events of default, including additional credit that may be drawn
from lines of credit or other financing, before a customer defaults
on obligations.

Under the Basel II framework, there are two kinds of the IRB
Approach: the “Advanced IRB Approach,” where banks estimate
all three kinds of the parameters on their own, and the
“Foundation IRB Approach,” under which banks provide their
own estimates of PD and rely on regulatory estimates for LGD and
EAD. We have adopted the “Foundation IRB Approach.” 

(d) PD Estimation Method
In our internal risk management, we estimate PD, LGD and

EAD, and of them, we use estimates of PD as parameters for the
IRB Approach under Basel II.

For domestic credit ratings, we estimate PD in line with the

definition of default, which equates with Basel II definition, on the
basis of our performance data (“the internal historical data
method”). For overseas credit ratings, we estimate PD on the basis
of the mapping with default data provided by Moody’s Investors
Service, Inc. (“the mapping method”).

In principle, we estimate PD for credit ratings on the basis of
the cumulative default rate from the internal historical data for the
latest 10 years and by taking into account applicable external data.
For transactions subject to credit pool management that do not
have the transition in ratings, we estimate PD, in principle, by
using the average of the actual default rates for the latest 10 years.
Where the period of accumulation of performance data has yet to
reach 10 years, we estimate PD on the basis of the actual default
rates of the years for which the performance data is available.

Credit costs for fiscal year 2006 by exposure can be divided as
shown in the table below. Actual losses are far smaller than the
expected loss (EL), which is a long-term estimated figure, thus pre-
cluding a situation going beyond our assumption.

(e) Usage of Various Estimates for Purposes other than
Calculation of Capital Adequacy Ratio

Our estimates used for the calculation of the capital adequacy
ratio of Basel II are applied for the following items.

1) Use of estimated PD
Measurement of credit risk amount, management of regulato-

ry required capital, controls of credit limits, etc.

2) Use of Credit Ratings
Authority for originating transactions, criteria for self-assess-

ment, standards for credit pricing, etc.

(2) Exposures where the Standardized Approach is
Applied
The Standardized Approach calculates risk assets by using

external ratings provided by qualified rating agencies, instead of
our own credit ratings. We have adopted the IRB Approach. We,
however, partially use the Standardized Approach for exposures
subject to the transitional phase to the IRB Approach (“the phased
rollout of IRB Approach”) because of not adequate accumulation
of internal data, and for insignificant exposures carved out from
the application of the IRB Approach.

We use ratings provided by the following qualified rating
agencies for the Standardized Approach: Rating and Investment
Information, Inc. (R&I); Japan Credit Rating Agency, Ltd. (JCR);
Moody’s Investors Service, Inc.; Standard & Poors Rating Services
(S&P); and Fitch Ratings Ltd.

Notes:
1. Of credit costs for FY2006, only those that can be identified as the specified asset classes are shown in the table.
2. For EL at the end of March 2007, only the portion that corresponds to credit costs was utilized.
3. No calculation was made for the actual performance for FY2005 and earlier, because it was before the introduction of Basel II.

(Billions of yen)

Corporate Exposures

Sovereign Exposures

Bank Exposures

36.6

0.0

—

(26.8)

(0.4)

—

114.8

0.6

0.1

At March 31, 2007FY2006

Credit Costs
Writebacks

EL
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(a) The “Phased Roll-out” Exposures
We apply the Standardized Approach to our subsidiaries

(business units) and transactions (asset classes) that are in the mid-
dle of preparatory work toward the application of the IRB
Approach.

Subject to our “phased roll-out” exposures are, among retail
exposures (including retail business-related affiliates Sumishin
Card Co. Ltd., and Sumishin Guaranty Company Limited) and
subsidiaries undertaking lending operations*, those exposures
that require a certain period for developing systems to estimate
parameters applied for their credit pools or credit ratings. For
these exposures, we plan to shift to the IRB Approach in
sequence by the end of March 2010.

* First Credit Corporation, STB Leasing Co., Ltd. Group, Life Housing Loan, Ltd.,
and Sumishin Matsushita Financial Services Co., Ltd. 

(b) The “Carved Out” Exposures
We apply the Standardized Approach to subsidiaries that

undertake little credit businesses if any as well as certain transac-
tions that are not significant in terms of credit risk management,
carving them out from the IRB Approach.

Decisions on whether to carve out business units or transac-
tions from the IRB Approach are made after fully considering their
importance with respect to the following points:
1) The size and frequency of the credit loss
2) Rank under the credit portfolio plan or the credit risk manage-

ment policy
3) The ratio to overall credit risk-weighted assets

3. Internal Ratings System

(1) Outline of the Internal Ratings System
The internal ratings system ranks the probability of default

(PD) of obligors and assigns the “typical PD” for each credit rating
grade. The typical PD is a single-year PD that typically represents
the level of creditworthiness conservatively estimated to obtain the
long-term and stable level by excluding the impact of economic
cycles.

Our internal credit ratings system is broadly divided into the
domestic ratings system (hereinafter referred to as “domestic rat-
ings”) and the overseas ratings system (hereinafter referred to as
“overseas ratings”). Each system includes credit ratings assigned to
corporations as well as structured ratings assigned to project
finance transactions and securitized products, etc.

(2) Administration of the Internal Ratings System
The process related to credit rating assignment comprises the

“Planning Process” for defining ratings and setting procedures and
criteria (“Policy on Credit Ratings”), the “Implementation

Process” for appropriately applying the ratings assignment criteria
and methods, and the “Validation Process” for ensuring the effec-
tiveness and objectivity of ratings.

(a) Planning Process
The planning process is the procedure to establish credit rat-

ing criteria and the credit rating model* to secure the objectivity of
the internal rating system, for which credit risk management relat-
ed departments are responsible.

* Our credit rating model is the tool we have developed on our own to allocate the rat-
ing grade that corresponds statistically to the probability of default (PD) by using
financial data of obligors.

(b) Implementation Process
In the implementation process, the credit rating assignment

procedure is undertaken in accordance with the criteria prescribed
in the planning process. 

The procedure of rating assignment consists of a new assign-
ment, regular review and monthly review, and the rating system is
run in a way where credit ratings are reviewed in a timely manner
in response to changes in the creditworthiness of obligors.

Furthermore, we assign credit ratings to customers in a com-
bination of “quantitative assessment” and “qualitative assess-
ment.” “Quantitative assessment” is an assessment based on our
credit rating model and mapping with external ratings, while
“qualitative assessment” is an assessment based on human judg-
ments by trained bankers (hereinafter referred to as “expert judg-
ment”). As we take the approach to determine credit ratings ulti-
mately by combining “quantitative assessment” and “qualitative
assessment,” the monitoring of the objectivity of “qualitative
assessment” made by expert judgment becomes important in
ensuring the effectiveness of ratings.

Throughout the implementation process, credit risk management
related departments are monitoring the proper implementation of
credit ratings in accordance with criteria. Through the moni-
toring function of the implementation process, credit risk manage-
ment related departments ensure the objectivity of expert judgment.

• Administration Process of Credit Ratings

Appropriately applies the ratings
assignment criteria and methods

Defines ratings and
sets procedures and criteria

Ensures the effectiveness and objectivity of ratings

Planning
Process

Implementation
Process

Validation
Process

Risk Management
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(c) Validation Process
Credit risk management related departments, as “Validation

Departments,” carry out validation work once a year in order to
ensure the accuracy and adequacy of results of the credit ratings
model.

In the validation process, Implementation Departments pro-
vide data for validation, while validation departments undertake
the validation of the following items:

• Validation of the rate of concentration for each rating grade
• Validation of the adequacy (back testing) for each rating

grade by using actual default data
• Validation of the adequacy of the following items with

respect to the rating model:
1) Time-series changes in financial indicators as explanatory

variables
2) Time-series changes in the model factor
3) The rate of modification of ratings by the qualitative

assessment
4) Validation of discriminating power using the order of rat-

ings and ex post facto default data
5) Benchmarking using external ratings

(3) Procedures for Ratings Assignment under the
Internal Ratings Systems

(a) Procedure for Assigning Domestic Credit Ratings
(Obligor Ratings)

1) Subjects to be Rated
We assign credit ratings to all domestic corporate obligors

(residents and nonresident Japanese).

2) Quantitative Assessment
In domestic ratings, we use the credit rating model under

which obligors’ financial indicators are explanatory variables and the
typical PD is the explained variable. In building the credit ratings
model, we have classified our obligors into five industry categories
of manufacturing, wholesale/retail, services (including nonbanks),
transportation/communications and construction/real estate in
order to reflect financial characteristics of each industry sector in the
assessment, and adopt statistical methods to choose financial indica-
tors with a high correlation to the PD for each industry. Also,
financial data employed for the building of the model and the
assessment of individual obligors by the model is used with infor-
mation additional to public financial statements, such as unrealized
losses, obtained by front office staff, thus enabling the quantitative
assessment that reflects the actual condition of obligors.

3) Qualitative Assessment
The staff of Implementation Departments responsible for

assigning sector-by-sector credit ratings assess “keiretsu” corporate
groupings, industry circumstance, external ratings and share price
and other information that are not reflected in financial indicators
as expert judgment.

For expert judgment, the margin of modification is limited in
order to contain the arbitrariness of those staff responsible for the
assignment of credit ratings and the monitoring procedure is in
place to ensure the objectivity of modifications.

(b) Procedure for Assigning Overseas Credit Ratings
(Obligor Ratings)

1) Subjects to be Rated
We assign credit ratings to all overseas obligors (nonresidents

and non-Japanese).

2) Quantitative Assessment
Given the limited availability of data compared to domestic

ratings, overseas ratings look to external ratings (Moody’s, S&P
and Fitch) as main judgment factors (for standard ratings and
quantitative assessment ratings), and in principle, ratings on unse-
cured senior bonds are regarded as “standard ratings.” When there
are multiple external ratings, whichever is lower is used as the stan-
dard rating, in principle.

When there are no external ratings, we compare other compa-
nies in the same industry sector (in principle, multiple companies
are selected from the same industry in the same country) against
the credit statistics by rating grade as made available by rating
agencies. By determining the quantitative assessment ratings,
which are equivalent to “standard ratings,” through this procedure,
we secure the consistency of credit assessment criteria between
obligors with external ratings and obligors without external ratings.

3) Qualitative Assessment
The qualitative assessment ratings by expert judgment are

determined on the basis of qualitative assessment criteria for
domestic credit ratings and also by incorporating assessment fac-
tors not used in Japan, and limits are imposed on the margin of
modification for each item of assessment.

(c) Procedure for Assigning Structured Ratings
1) Subjects to be Rated

Structured ratings are assigned to loans and bonds backed by a
project, an asset or asset pool of finance are paid (structured deals)
under which interest and principal by income and proceeds from the
sale of financed assets. Structured ratings correspond to each PD
level. Even when a single obligor or issuer is involved legally, in cases
where the probability of default differs for each tranche due to differ-
ent financial conditions, different ratings may be assigned to differ-
ent tranche.

• Implementation Process of Credit Ratings

Credit ratings

Quantitative
assessment Qualitative

assessment
＋ 
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2) Quantitative Assessment
Two indicators are used for the quantitative assessment of

structured ratings: 1) the loan to value (LTV), which is the ratio of
the amount of loans taken out or bonds issued to the appraised
value of the subject asset; and 2) the debt service coverage ratio
(DSCR), which is the ratio of net cash flow to the amount of inter-
est on loans or bonds plus contracted principal payments. In the
quantitative assessment, we assess default risk during a given period
and the certainty of redemptions by the sale of subject property at
maturity and/or refinancing by combining the two indicators
above.

In addition, we assess the DSCR conservatively in anticipation
of changes in the environment during a given period. 

3) Qualitative Assessment
In a real estate non-recourse loan, for example, when a highly

creditworthy tenant has undertaken a long-term lease contract, or
when credit enhancement by a sponsor(s) and arranger(s) can be
expected, the assessment by expert judgment, in some cases, adjusts
the rating level by taking these factors into consideration.

Since structured ratings are strongly individualized depending
on specific transactions, we are ensuring the objectivity of ratings
assigned by always undertaking the consensus decision-making at
credit risk management related departments concerned on the ade-
quacy of qualitative assessment.

4. Market Risk and Liquidity Risk

(I) Internal Risk Management Framework

Market risk is the “risk of incurring losses due to fluctuations in
the value of assets/liabilities or revenues thereof, either due to fluctu-
ations of items such as interest rates, stocks and foreign exchange
rates, or owing to fluctuations in the value of other assets.”

Liquidity risk is the “risk of loss caused in a situation where it
becomes difficult to secure necessary funds or becomes obligatory
to raise funds at interest rates significantly higher than usual due to
maturity mismatches between investment and funding and/or an
unexpected outflow of funds (funding risk)” and the “risk of loss
caused in a situation where it becomes impossible to conduct trans-
actions on the market or becomes obligatory to trade at prices sig-
nificantly disadvantageous than usual due to market volatility
(market liquidity risk).”

(1) Risk Management Policy
We recognize market risk as the source of profits, and make it

our basic management policy to proactively take risks within the
allowable range and appropriately manage them in a manner that
will maximize returns. With respect to liquidity risk (funding risk),
we recognize this should be appropriately managed, and manage it

by setting an appropriate limit to avoid this risk by taking our own
fund-raising capabilities into account. Liquidity risk (market liq-
uidity risk) inevitably arises in the wake of the taking of market
risk, and we determine the market risk amount that we can take in
consideration of the market size and other matters.

(2) Risk Management Framework
1) Board of Directors

Decides on important matters related to market risk and liq-
uidity risk under management plans on a semiannual basis. We
also have established the ALM Committee for flexible and prompt
decision-making in response to the market environment, with
members of the Board of Directors well-versed in market opera-
tions sitting on the Committee.

2) Executive Committee
Based on reports on the status of market risk management, the

Executive Committee implements measures to separate front office
departments, business processing offices and risk management
related departments, thereby developing and improving the frame-
work for facilitating control functions.

3) ALM Committee*
Decides on a basic policy on the management of market and

liquidity risks, controls these risks on a consolidated basis, and
strives to ensure the soundness of the composition of assets and lia-
bilities as well as stability of earnings.

* ALM: Asset-liability management, designed to manage cash flows, liquidity, foreign
exchange risk, interest rate risk, etc. by grasping the attributes of maturities and inter-
est rates from assets and liabilities.

4) Corporate Risk Management Department
As a middle office independent from departments responsible

for business processing (back offices) and departments responsible
for market trading (front offices), the Corporate Risk Management
Department is in the position to ensure proper control functions
among the front, middle, and back offices. The role of this depart-
ment includes the monitoring of conditions of market and liquidi-
ty risks managed under the basic policy, measuring of risk amount
and profits/losses, and planning and promoting risk management
measures. It also reports directly to the ALM Committee and the
Board of Directors on the status of observance of risk limits and
loss limits.

5) Internal Audit Department
Conducts internal auditing of the adequacy and effectiveness

of the risk management framework.

6) External Audit
We regularly have external audit conducted related to Basel II

(market risk) in an effort to further upgrade the adequacy of risk
management processes and procedures.

Risk Management
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(3) Market Risk Management Approach
(a) Quantification of Market Risk

We employ Value at Risk (VaR) as a measure of market risk.
VaR uses historical actual market fluctuation performance to statis-
tically predict the maximum expected losses under specific condi-
tions. 

Based on the internal model developed on our own, we meas-
ure VaR and also manage risk by calculating various risk manage-
ment indicators and carrying out simulations.

Our measurement of VaR using the internal model basically
employs the variance-covariance method, and at the same time also
partly uses the historical simulation method for calculating the
nonlinear risk associated with options transactions. By category,
market risk can be classified into interest rate fluctuation risk, stock
price fluctuation risk, foreign exchange rate fluctuation risk, etc.
We calculate market risk by simply adding up all risk categories
without considering the correlation between these categories.

In order to enhance the effectiveness of market risk manage-
ment described above, we carry out back testing and stress testing
to validate the reliability and effectiveness of the internal model we
are using.

(b) Back Testing
To validate the reliability of our internal model, we carry out

back testing by comparing daily-calculated VaR with actual daily
profit and loss. The middle office monitors the results of compar-
ison between actual profit and loss and VaR on a daily basis, and,
in the event of actual loss exceeding VaR, conducts a factor
analysis and reports the results to top management. The results of
back testing for fiscal year 2006, as indicated below, show that

there was no instance of actual profit and loss in excess of VaR,
an indication that our internal model is measuring market risk
with sufficient accuracy.

(c) Stress Testing
In addition to the management of market risk through the inter-

nal model, we regularly conduct stress tests that simulate the extent of
potential losses under a situation with changes going beyond statisti-
cally expected levels (an overrun of the holding period, etc.). The
middle office carries out appropriate stress tests on the basis of multi-
ple stress scenarios that are reviewed regularly in response to changes
in the market environment as well as in our portfolios. Scenarios used
for stress tests are prepared with the authorization of a director over-
seeing the middle office. Stress testing is conducted on a daily basis,
and testing results are reported to members of the ALM Committee,
while the test results are also confirmed in a monthly report of the
ALM Committee. The results of stress testing are also reported to the
Board of Directors on a quarterly basis.

(d) Status of Market Risk
With respect to the monitoring of market risk amount in the

banking account, VaR is calculated on a daily basis following the
measurement criteria below:

VaR measurement standards
• Confidence interval One-tailed 99%
• Time Horizon 21 business days
• Observation period 260 business days
The expiry of transactions is in accordance with contract terms.

• Market Risk/Liquidity Risk Management Framework

• Status of Back Testing in the Trading Account
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With respect to the monitoring of market risk amount in the
trading account, VaR is calculated on a daily basis following the
measurement criteria below:

VaR measurement standards
• Confidence interval One-tailed 99%
• Time Horizon 1 business day
• Observation period 260 business days

ed with repetitive market trades with specific counterparties within
a certain range, we are managing such risks by establishing credit
lines for respective counterparties. While in principle we treat prin-
cipal or notional principal in contracted market trades as credit
equivalents, we calculate credit equivalents in some off-balance
sheet transactions by applying the current exposure method.
Regarding these market trades, the middle office controls credit
limits integrally for both on-balance sheet and off-balance sheet
transactions on a monthly basis, and manage credit lines in an
appropriate manner.

(II) Coping with Basel II

(1) Measurement of Market Risk Equivalent
Under the Basel II framework, market risk is subject to regula-

tory supervision as was under the preceding BIS regulation. The
market risk equivalent refers to the sum of market risk in the trad-
ing account and foreign exchange risk and commodities risk in
accounts other than the trading account, which is a factor used to
calculate the capital adequacy ratio. We calculate the market risk
equivalent mainly by applying the internal models approach*.

* We apply the Standardized Approach concerning individual risks at the parent com-
pany and exchange rate risks at consolidated subsidiaries.

The internal model used in measuring the market risk equiva-
lent is the same as the internal model for internal management, but
the time horizon for the trading account, which is just one day for
internal management purposes, is set at 10 business days in con-
formity with Basel II. With respect to the validation and assess-
ment of the effectiveness of the internal model, we validate the reli-
ability and effectiveness of the internal model by conducting back
testing and stress testing.

(2) Outlier Ratio
Regarding the amount of interest rate risk for the banking

account under Basel II, when economic value calculated*1 under a
certain interest rate fluctuation scenario*2 declines by more than
20% of the sum of Tier I (core capital) and Tier II capital (comple-
mentary capital), a bank falls under the category of “outlier banks,”
and remedial actions to improve its stability will be made. The out-
lier ratio is obtained by dividing the overall amount of interest rate
risk by the broadly defined capital (Tier I + Tier II). As indicated
by the table on the next page, our outlier ratio (on a consolidated
basis) was 6.3% at the end of March 2007, keeping us out of the
category of outlier banks. With respect to the amount of interest
rate risk in the banking account, the amount of interest rate risk
for internal management purposes and the overall amount of inter-
est rate risk used for calculating the outlier ratio are not necessarily
the same because of differences in the measurement method, calcu-
lation conditions and other matters.

The market risk amount (VaR) described above are managed
to fall within the amount of capital allocated to market risks. In the
assessment of the adequacy of capital, the integrated risk amount
(overall VaR), which also includes risk amount of other risk cate-
gories than market risk, is compared with capital.

(4) Liquidity Risk Management Approach
We manage liquidity risk (funding risk) on a daily basis by

setting an upper limit on the daily financing gap (the amount of
funds required) and conduct monitoring to ensure future funding
operations may be conducted in an appropriate manner by setting
forth a guideline after grasping the amount of funds to be invested
and the amount of funds that can be procured. Also, we are
expending all possible means to manage liquidity risk, including
the development of liquidity contingency plans both for times
when liquidity is a concern and for times when the liquidity situa-
tion is at a danger point. We have also developed a guideline for
market liquidity risk and are conducting monitoring to keep that
risk within a certain range. We are also moving to mitigate set-
tlement risk through the participation in Continuous Linked
Settlement Bank (CLS Bank), which specializes in multi-currency
payment clearing and settlement services. The middle office moni-
tors these liquidity risks and makes regular reports to the Board of
Directors.

(5) Approach to Manage Credit Risk in Market Trading
When conducting market trading with financial institutions

as counterparties, credit risk as well as market risk arises, making it
necessary to conduct appropriate risk management in accordance
with types of transactions. In order to contain credit risks associat-

• Status of Market Risk for FY2006

FY2006 consolidated basis (including the annual average interest rate risk of ¥1.8 bil-
lion at consolidated subsidiaries) 

At March 31, 2007

Maximum

Minimum

Mean

¥ 81.8 billion

¥111.6 billion

¥ 75.5 billion

¥ 94.9 billion

¥0.4 billion

¥1.6 billion

¥0.3 billion

¥1.1 billion

Banking Account Trading Account

Risk Management
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5. Operational Risk

(I) Internal Risk Management Framework

Operational risk is defined as the “risk of incurring loss result-
ing from inadequate or failed internal processes, people and sys-
tems or from external events,” and includes business processing
risk, information security risk, compliance and legal risk, human
resource risk, event risk and reputational risk.

(1) Risk Management Policy
The primary objective in operational risk management is to

prevent such risk from occurring. We continuously carry out activ-
ities to enhance our staff’s administrative capabilities and the quali-
ty of our services, in addition to the development of various rules
and regulations and their strict implementation, and the enhance-
ment of awareness of risk prevention through education and
enlightenment. It is our basic policy to build the internal manage-
ment system and strengthen its operation so that we can respond
promptly and contain damage to a minimum if by any chance an
accident does occur. Further, we control the amount of operational
risk as part of integrated risk management by quantifying it, except
for reputational risk.

From the viewpoint of building an effective risk management
framework, we have developed framework for management of risks
in six subcategories that constitute operational risk as well as the
comprehensive framework for managing operational risk that inte-
grate the subcategory structures.

1) Business Processing Risk
Risk of incurring losses arising from executives or employees

neglecting to engage in proper business activities, or other inci-
dents such as accident or fraud.

2) Information Security Risk
Risk of incurring losses, owing to factors such as improper

management of information of the company and our customers,

system failure or improper management of system development
projects, etc. (including so-called system risk).

3) Compliance Risk
Risk of incurring losses for reasons such as penalties, claims or

lawsuits arising from a lack of compliance with laws, regulations or
social standards in Japan and abroad, or an inability to complete
transactions due to contractual impediments including the lack of
necessary provisions or lack of legal capacity by the transaction
counterparty.

4) Human Resource Risk
Risk of incurring losses due to issues such as unequal or unfair

management of personnel, including issues related to compensa-
tion, benefits, release from employment and harassment.

5) Event Risk
Risk of incurring losses arising from extraordinary situations

such as natural disasters, war and criminal offenses.

6) Reputational Risk
Risk of incurring losses due to a (possible) major impact on

business as a result of deterioration in reputation for Sumitomo
Trust or its subsidiaries, owing to reasons such as mass media
reports, rumors or speculation.

(2) Risk Management Framework
1) Board of Directors

Puts the structure in place to develop and improve the risk
management system, risk processes and various rules and regula-
tions on the basis of the Risk Management Policy laid down by the
Board of Directors. The Board of Directors decides on important
matters related to operational risk management activities in man-
agement plans adopted on a semiannual basis.

The Board of Directors receives regular reports on the opera-
tional risk situation, including the occurrence of accidents and the
amount of operational risk, and issues appropriate instructions
after assessing the effectiveness of operational risk management.

2) Executive Committee
On the basis of reports on the operational risk management

situation, establishes committee(s) concerning operational risk
management, units responsible for the management of respective
risk subcategories and unit(s) responsible for comprehensive man-
agement of operational risk. 

3) Risk Management related Departments 
In addition to the Corporate Risk Management Department

that comprehensively manages operational risk as a risk manage-
ment related department independent from other business-related
departments, we established risk management related departments

*1 Our risk measurement method uses the interest rate sensitivity approach. Core
deposits are defined as the lowest of the following three, as an upper limit, for the
five-year maturity (the average term of 2.5 years): 1) the lowest balance of deposits
in the past five years; 2) the balance left after deducting the maximum annual out-
flow of deposits in the past five years from the current balance of deposits; or 3) the
amount equivalent to 50% of the current balance of deposits.

*2 Our interest rate fluctuation scenario assumes an interest rate shock consisting of the
1st and 99th percentile of the fluctuation of interest rate measured for the one year
time horizon and the minimum observation period of five years.

Overall Amount of
Interest Rate Risk

Outlier Ratio

¥120.9 billion

6.3%

¥108.6 billion

6.6%

At March 31, 2007
(For reference) 

At March 31, 2006

• Outlier Ratio
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for each of the risk subcategories to manage and operate the opera-
tional risk management framework in an appropriate manner.

Risk management related departments collect and assess vari-
ous data related to risk management for the monitoring of risk pro-
files, and are also responsible for providing necessary information
to the Board of Directors.

(4) Business Processing Risk Management Activities
On top of banking businesses at domestic and overseas, we are

engaging in a broad range of trust and asset management businesses,
including pension, investment management, real estate and stock
agency. As these businesses require a high level of expertise and high-
quality clerical work, we have established a division to oversee and
provide guidance to business processing operations at each group and
division to facilitate business processing administration to better
respond to customer needs. Each group and division is also undertak-
ing business processing risk management activities on their own,
based on the Business Management Policy, which provides for basic
matters concerning business processing risk management, and the
Business Risk Management Plan, drawn up semiannually by the
Board of Directors.

In addition, with the aim of strengthening our business process-
ing abilities, we have addressed the stricter assignment of authority and
rules regarding business processing procedures, concentration of com-
puter systems and business processing, enhancement of the level of our
clerical staff through training, enhancement and strengthening of the
checks and balances through an internal audit and other measures.

Moreover, in cases where we contract our business operations to
outside entities, we select them from a comprehensive viewpoint by con-
sidering their 1) reliability; 2) internal management framework; 3) quali-
ty and technological abilities; 4) status of information security manage-
ment measures; and 5) measures to respond to system trouble and/or
natural disasters. Even after we start outsourcing the work to selected
entities, we strive to maintain and improve the quality of business pro-
cessing operations and prevent the leakage of customers’ personal infor-
mation through measures such as periodic reviews of the operational sit-
uation at outsourcees to confirm the absence of any problems. 

We also have in place a variety of check-and-balance structures
from the standpoint of preventing internal fraud and provide a range of
training programs to make each officer and employee fully aware of the
high degree of the public nature of services provided by a trust bank.

4) The Internal Audit Department 
The Internal Audit Department conducts an internal audit of

the adequacy and effectiveness of the risk management framework.

(3) Quantification of Operational Risk in the Internal Risk
Management Framework
We have in place a framework to collect and analyze reports

on operational accidents for our group as a whole and imple-
ment measures to prevent the recurrence of similar accidents,
with the Corporate Risk Management Department, which is
responsible for comprehensive management of operational risk,
coordinating activities of other risk management related depart-
ments. We also regularly conduct risk assessment, a form of self-
evaluation of our risk management framework, and prepare risk
management plans on the basis of the self-assessment results.

On the basis of internal loss data collected through opera-
tional accident reports and self-assessment results, we have
developed an in-house model to statistically measure the amount
of operational risk. The amount of operational risk is calculated
by the Monte Carlo simulation method, which estimates the
maximum value of losses arising during a given period through
the loss distribution and the event probability distribution.

The amount of operational risk is measured on a semiannu-
al basis and reported to the Board of Directors. It is also used for
in-house management of economic capital, earnings goals, etc. 

Internal aud
it activities

Reports to
top

management

Required
Capital

under Basel II

Risk Management Activities for Operational Risk
Q
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Risk assessment

Risk management policy

Risk management activities
by subcategory

Operational risk
VaR calculation model

Required Capital
  SVA, etc.

Operational
accident
reports

Internal loss
database

Major risk
indicators

External loss
database
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• Risk Management related Departments

Operational Risk

Business Processing Risk

Information Security Risk
(system risk, information management)

Compliance Risk
(including legal risk)

Human Resource Risk

Event Risk

Reputational Risk

Corporate Risk Management
Department

IT & Business Process Planning
Department 
(Personnel Department for internal fraud)

IT & Business Process Planning
Department

Legal and Compliance Department 

Personnel Department  

Corporate Administration
Department 

Corporate Risk Management
Department 

Risk Category Risk Management related Department

Risk Management

• Risk Management Activities for Operational Risk
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(5) Information Security Risk Management Activities
In order to maintain and enhance the safety and reliability of

our computer systems, we have adopted the “Information Security
Management Rules” (“Information Security Policy”), our basic
policy on information security management, as well as specific
observance standards, and are working to improve our computer
system risk management system.

Computer systems have become indispensable as a result of the
rapid development of information technology (IT), and there is the
concern that if our computer system breaks down or an unforeseen
disaster occurs, the situation will be severe with far-reaching damage
done, including a disruption in services to customers. Thus, in
addition to conducting sufficient testing in the development of
computer systems and working to prevent the occurrence of break-
downs, we regularly check on the progress in the development of
important computer systems. Furthermore, in order to minimize
the impact in the event of a system breakdown, we have prepared a
double system infrastructure, built a backup system, and designed a
plan for dealing with emergencies (i.e., a contingency plan). 

We have established the risk management framework under
which we monitor the risk situation and, when problems are discov-
ered, follow procedures and deal with the problems promptly.
While the spread of the Internet has helped enhance customer con-
veniences, new risks have emerged such as threats to customers’ per-
sonal information as well as our sensitive internal information as a
result of illegal access from the outside. We are working to ensure
security by vigilantly watching around the clock for any such attacks
and through constant improvements to our computer systems. 

Our “Information Security Policy” has provided for the protec-
tion of personal information since before the enforcement of the
Personal Information Protection Law, and we have designated infor-
mation management officers responsible for the protection of cus-
tomers’ personal information, and also set forth criteria that must be

observed regarding the collection, utilization, safekeeping/storing
and disposal of personal information. In addition, since the
announcement in April 2005 of the “Declaration for the
Protection of Personal Information” we have redoubled our efforts
to protect personal information by further reinforcing the existing
information management system and improving various other regu-
lations and systems from the viewpoint of the adequate protection
and utilization of personal information. Furthermore, we are contin-
uously providing education and information to all of our officers and
employees in order to make them act with the a greater awareness of
the necessity of managing information security on a company-wide
basis. 

(6) Activities to Manage other Operational Risks
In the management of event risk, we have built a system that

enables us to continue business operations with the guidance from
an emergency headquarters so that we can execute business opera-
tions in an appropriate manner even in the event of natural disas-
ters and other unexpected accidents. We also have in place a busi-
ness continuity plan and conduct regular training in order to
secure the effectiveness of the plan. In addition, we have built a
human resource risk management framework from the viewpoint
of appropriately managing and preventing such problems as the
inequality and unfairness in personnel management (problems
related to remuneration, allowances, dismissals, etc.) and harass-
ment. Furthermore, for the management of reputational risk, we
have built a system to collect information on media reports and
rumors about us and promptly and appropriately respond to them
through public relations and investor relations activities from the
viewpoint of preventing such reports and rumors from making a
significant impact on our business management.

* For compliance risk, please refer to page 128.

Retail Banking

Commercial Banking

Settlement

Retail Brokerage

Trading & Sales

Corporate Finance

Agency Operations

Asset Management   

Deposit-taking and lending operations in the retail market 
(small and medium businesses and individuals)

Deposit-taking and lending operations outside the retail market

Settlement-related operations

Securities business operations mainly targeting small-lot customers

Operations related to trading transactions; securities, foreign exchange rate and inter-
est rate business operations mainly for large-lot customers
Intermediation of corporate M&A; underwriting, sale and acceptance of subscriptions
for securities and other operations related to customers’ fund raising (excluding oper-
ations subject to retail banking and commercial banking) 

Business operations undertaken as agents for customers

Asset management operations for customers

12%

15%

18%

12%

18%

18%

15%

12%

Business Category Remarks Assumed Margin

• Standardized Approach
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(II) Coping with Basel II

Method used for the Calculation of Operational Risk
Amount 

Since the end of March 2007, we have been managing opera-
tional risk as part of required capital under Basel II. We use the
Standardized Approach for the calculation of the operational risk
amount under Basel II. Under this method, we measure the
amount of operational risk by first classifying our business opera-
tions into eight categories and then multiplying gross income for
each category by different percentages commensurate with risk.

We will continue to consider the shift to an Advanced Risk
Measurement Approach with the hope of further sophisticating the
management of operational risk.

6. Other Matters Related to Risk Management

(I) Securitization Exposures

Securitization is a transaction where credit risks of multiple
underlying assets are divided into two or more different classes
forming a senior and subordinated structure and then transferred
partially or wholly to third parities. Well-known such assets, by
type of underlying assets, include residential mortgage-backed
securities (RMBS), commercial mortgage-backed securities
(CMBS) and collateralized loan obligations (CLO). In a securitiza-
tion transaction, risk measurements differ between an originator,
who brings securitized products to the market, and an investor,
who purchases securitization exposures. The originator does not
bear any credit risk if such risk is completely transferred in a securi-
tization transaction, but is left with some credit risk if it undertook
liquidity facilities or accepted a subordinated portion in designing
securitized products. The investor who purchased securitized prod-
ucts naturally bears credit risk inherent in such products.

We participate in the securitization market principally as an
investor, but also have a track record, albeit limited, of designing
securitized products as an originator. We are also in the business of
appropriately managing underlying assets for investors as a trustee,
though we do not bear credit risk in doing so.

(1) Risk Management Policy in 
the Internal Risk Management Framework

(a) Investor
In principle, we invest in securitization products assigned with

high external ratings, and during investment periods, try to secure
stable earnings opportunities by regularly monitoring not only exter-
nal ratings but also the status and performance of underlying assets.

(b) Originator
We will consider the possibility of making more active use of

securitization transactions, undertaken as an originator, going for-

ward as a means of controlling our portfolio of loans. In doing so,
we plan to design transactions that would effectively realize the
intended transfer of credit risks and also calculate credit risk-weight-
ed assets we bear after securitization in an appropriate manner.

In implementing securitization transactions, we have adopted
a method of sale that recognizes the extinguishment of financial
assets with the transfer to others of control of contractual rights
over financial assets, in line with accounting standards for financial
products. In the case of loans, for example, we recognize the extin-
guishment of assets, in principle, when the transfer of assets is
legally completed and the payment for the transfer is received. In
the case where we hold retained equity after the execution of a
securitization transaction, we do not recognize the sale of assets for
a portion related to the retained equity concerned and include it in
credit risk-weighted assets.

(2) Quantification of Securitization Exposures
In calculating the risk amount for securitization exposures, we

use specific individual credit ratings assigned to securitization
exposures and measure the risk amount in much the same way as
with ordinary corporate exposures. Interest rate risk associated with
securitization exposures is subject to the calculation of market
VaR.

(3) Coping with Basel II
We prioritize calculation methods for credit risk-weighted

assets in securitization exposures and choose applicable calculation
methods with the highest priority. For securitization exposures
assigned with qualifying external ratings, we use an “external rat-
ings-based approach” to calculate risk weights. For securitization
exposures without qualifying external ratings, we apply the
“Supervisory Formula” commensurate with the characteristics of
underlying assets to the calculation of risk weights. Securitization
exposures to which neither of the above-mentioned approaches can
be applied are deducted from total capital. The total of capital
charges against securitization exposures held is not to exceed the
amount of required capital in the case where the IRB Approach is
applied to underlying assets.

Qualifying rating agencies we use when we calculate credit
risk-weighted assets with the “external ratings-based approach” are
Rating and Investment Information, Inc. (R&I); Japan Credit
Rating Agency, Ltd. (JCR); Moody’s Investors Service, Inc.;
Standards & Poors Rating Services (S&P); and Fitch Ratings Ltd.

(II) Capital Contribution and Equity Exposures in the
Banking Account

We purchase equities through the banking account as part of
investment operations, and also make capital participation in
organizations that can be expected to bring benefit to us and
acquire equities in our customers to help strengthen business rela-
tions with them.

Risk Management
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(1) Risk Management Policy in the Internal Risk
Management Framework

While some of the equities we hold are intended to gain short-
term investment returns or returns pertaining to long-term business
relations, listed stocks are marked to market and as such exposed to
the risk of market price fluctuations.

We measure the risk of equity exposures by broadly classifying
them into those listed and unlisted. For listed equity exposures with
market prices, we recognize the volatility of market prices as risk, and
measure equity VaR with the estimated holding period (time hori-
zon) of two months, inferred from a period when they are tradable
on the market and the one-tailed 99% confidence interval.

Regarding unlisted equities, for which market price fluctuations
cannot be observed directly, the amount of risk with a one-year time
horizon is measured by the method of indirectly estimating the
volatility of an appropriate alternative indicator or by invoking the
PD/LGD approach prescribed under Basel II.

As stocks of consolidated subsidiaries are canceled out with capi-
tal accounts of such subsidiaries on the consolidated balance sheet,
capital on the consolidated balance sheet is affected not by price fluc-
tuations of equities of subsidiaries but by fluctuations of prices of
assets held by subsidiaries. Thus, the risk to be measured is not the
risk of the value of stocks held declining but the credit risk and mar-
ket risk directly borne by subsidiaries. In contrast, the risk to be
measured for affiliated companies under the equity method is the risk
of the value of stocks held declining.

(2) Coping with Basel II
As the risk calculation approach under Basel II, we apply differ-

ent methods for domestic and overseas equity exposures.
As for domestic equities, equity exposures to obligors and listed

companies are calculated with the Regulatory Formula using credit
ratings assigned. We apply the simplified approach to exposures to
domestic stocks without credit ratings and overseas stocks and calcu-
late risk assets by multiplying those exposures by risk weights set sep-
arately for listed and unlisted equities.

However, for equities acquired before the end of September
2004 and held continuously since then, risk weights under the previ-
ous BIS regulation are applicable pending the calculation of credit
risk-weighted assets as of June 30, 2014 (the grandfathering rule).

(III) Credit Risk Mitigation Measures

(1) Risk Management Policy in the Internal Risk
Management Framework

While we manage exposures and try to build a well-diversified
credit portfolio in order to control credit risk, controls of credit
exposures can be achieved not simply by reducing the balance of out-
standing credit but also by seeking to protect loans with collateral
and guarantees. These protection measures are collectively called
“credit risk mitigating measures.”

While we measure the creditworthiness of customers compre-
hensively by looking at their business status and technological capa-
bilities as well as their future potential, we also employ the credit risk
mitigating measures in order to cover the deficiency in creditworthi-
ness or enhance the quality of loans.

What is necessary in doing so is that the credit risk mitigating
measures are “valid” both legally and practically. In order to ensure
that validity, we set internal standards for sound and reliable protec-
tion and management. In recent years, we have witnessed the emer-
gence of a new strain of collateral including “intellectual property
rights.” We intend to respond to the demands of the times, and are
striving to build up our capabilities to accurately assess new kinds of
assets.

(a) Netting of Loans against Deposits
We net loans owned against deposits from the same counterpar-

ty, in principle, on the basis of Japanese laws and only with cus-
tomers who have concluded agreements on bank transactions con-
taining clauses for timely netting.

(b) Legally Valid Bilateral Netting Agreements
When we conduct derivatives transactions and repo-type trans-

actions, we conclude, in principle, legally valid bilateral netting
agreements (ISDA master agreements, etc.) with counterparties.
When there emerge reasons for early termination, we mitigate credit
risk by invoking bilateral netting agreements for the close-out netting
of multiple derivatives transactions and repo-type transactions con-
cluded with counterparties concerned. We are also pushing for the
conclusion of the Credit Support Annex (“CSA”) as associated agree-
ments to ISDA master agreements in order to minimize credit risk in
derivatives transactions. CSAs are bilateral agreements for credit
enhancement, under which we and CSA counterparties calculate the
present value of a derivatives transaction and the party with revalua-
tion loss provides the other party with revaluation gain via collateral
with the value equivalent to the revaluation loss.

Collateral is offered and received on a continuing basis between
us and the CSA counterparty to make the revaluation gain/loss neu-
tral. When the creditworthiness of one party deteriorates and is
downgraded, however, the need arises to offer additional collateral*
to account for the impact of the downgrade.

* The value of additional collateral varies depending on individual agreements with CSA
counterparties.
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(c) Outline of Assessment, Management Policies and
Procedures Regarding Collateral

While collateral cannot be determined uniformly due to varying spe-
cific circumstances of obligors, we accept collateral that is most suitable
for the use and character of loans and has good security qualifications.

We investigate and assess collateral in a prudent manner bearing
in mind the degree of difficulty in actual disposal and realization of
collateral as well as legal limitations and economic constraints.

Principal collateral we accept includes the following:
• Commercial bills before maturity that fully meet statutory

requirements with settlement certainty
• Yen-denominated time deposits and call deposits 
• Beneficiary rights of principal of designated money in money

trusts or beneficiary rights of principal and income of such
trusts

• Beneficiary certificates of loan trust with us (both registered
and bearer form)

• Public and corporate bonds, listed stocks and securities invest-
ment trusts (bearer form)

• Land or land and buildings located in Japan for manageability,
easy to dispose of and with certain collateral quality

• Ships with certain collateral quality
• Foundations having good-quality, well-managed properties

with settlement certainty in terms earning capacity
• Claims payable to specific persons that meet certain require-

ments

The assessment of collateral is conducted once a year, in princi-
ple, for real estate and ships, while equities and other collateral with
market prices are assessed by current prices.

(d) Guarantees
Guarantees are classified into several types, including specific

debt guarantees covering only specific debts and revolving guaran-
tees. In any event, we recognize guarantees that are consistent with
our validity criteria for the effects of credit risk mitigation, including
those with confirmed guarantee capacity and guarantee intentions,
and also recognize guaranteed transactions in the process of screening
credit applications. While we broadly recognize the validity of guar-
antees not only with formal guarantee agreements but also under
signed memorandums and commitments to guarantee depending on
accompanying terms and conditions, we set requirements for docu-
ments and other materials used to confirm potential guarantors’ abil-
ities and intentions of providing guarantees and give importance to
the substantive effectiveness of guarantees instead of simply relying
on written guarantee agreements.

Guarantors tend to be parent companies of obligors, and we are
not relying on any particular guarantors. Since there are usually close
relations between obligors and guarantors, the effect of diversification
due to guarantees cannot be expected to any large extent. But we at
least recognize the enhancement of obligors’ creditworthiness to that
of parent companies.

(2) Coping with Basel II
The Basel II framework narrowly defines types and requirements

of credit risk mitigation measures that can be used to mitigate risk
assets in the calculation of credit risk-weighted assets. As described
above, we make use of credit risk mitigation measures as much as pos-
sible, but limit the scope of the credit risk mitigation measures appli-
cable to the calculation of our capital adequacy ratio at the end of
March 2007 as follows because our criteria are not necessarily always
consistent with applicability requirements under Basel II:

• Netting loans against deposits 
(limited to jurisdictions where netting is authorized in a stable
manner and also based on judicial precedents, etc., with bal-
ancing-out agreements in place)

• Legally valid bilateral netting agreements for derivatives trans-
actions and repo-type transactions

• Credit derivatives
(we deal with credit concentration risk by establishing and
managing upper limits on credit exposures to protection
providers (currently limited to AA-rated or higher entities)

• Settlement accounts receivable for simultaneous execution
• Multipurpose bank accounts and structured deposits designed

to generate no net exposures

We will consider an expansion of the coverage of credit risk mit-
igation measures after elaborately validating their eligibility against
the requirements under the Financial Services Agency notification.

Risk Management
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Tier I
Capital ................................................................................................................................................................................................................

Noncumulative Perpetual Preferred Stock .....................................................................................................................................................
New Stock Subscription Rights ..........................................................................................................................................................................
Capital Surplus ...................................................................................................................................................................................................
Retained Earnings ...............................................................................................................................................................................................
Treasury Stock (Deduction) ...............................................................................................................................................................................
Treasury Stock Subscription Rights ....................................................................................................................................................................
Expected Distributed Amount (Deduction) ........................................................................................................................................................
Unrealized Loss on Securities Available for Sale (Deduction) ..............................................................................................................................
Foreign Currency Translation Adjustments ........................................................................................................................................................
Share Warrants ...................................................................................................................................................................................................
Minority Interest ................................................................................................................................................................................................

Noncumulative Preferred Securities Issued by Overseas Special Purpose Companies .....................................................................................
Business Rights Equivalents (Deduction) ............................................................................................................................................................
Goodwill Equivalents (Deduction) .....................................................................................................................................................................
Equivalent to Intangible Fixed Assets Recorded through Business Combination (Deduction) ............................................................................
Equivalent to Consolidation Adjustments (Deduction) ......................................................................................................................................
Equivalent to the Increase in the Capital Associated with Securitization Transactions (Deduction) ....................................................................
Equivalent to 50% of the Excess of Expected Loss over Qualifying Reserves (Deduction) ...................................................................................
Total Tier I before Deduction of Deferred Tax Assets (Aggregate Sum of Items Above) .....................................................................................
Deducted Amounts of Deferred Tax Assets (Deduction) *1 .................................................................................................................................
Total (A) ............................................................................................................................................................................................................

Noncumulative Preferred Securities Attached with Step-up Interest Rate Clause*2 (a) ...................................................................................
Tier II

45% of Unrealized Gain on Securities Available for Sale .....................................................................................................................................
45% of Revaluation Reserve for Land .................................................................................................................................................................
General Reserves .................................................................................................................................................................................................
Excess of Qualifying Reserves over Expected Loss ...............................................................................................................................................
Debt Capital .......................................................................................................................................................................................................

Perpetual Subordinated Debt *3 .....................................................................................................................................................................
Subordinated Term Debt and Fixed-term Preferred Stock *4 .........................................................................................................................

Total 
Included in Capital (B) .......................................................................................................................................................................................

Tier III
Subordinated Short-term Debt ...........................................................................................................................................................................
Included in Capital (C) ......................................................................................................................................................................................

Items for Deduction
Items for Deduction*5 (D) ..................................................................................................................................................................................

Total Capital
(A)+(B)+(C)-(D) (E) ...........................................................................................................................................................................................

Risk-Weighted Assets
Asset (On-balance Sheet) Items ..........................................................................................................................................................................
Off-balance Sheet Transaction Items ..................................................................................................................................................................
Amount of Credit Risk-Weighted Assets (F) .......................................................................................................................................................
Amount of Market Risk Equivalents  ((H)/8%) (G) ...........................................................................................................................................
(Reference) Market Risk Equivalents (H) ...........................................................................................................................................................
Amount of Operational Risk Equivalents ((J)/8%) (I) ........................................................................................................................................
(Reference) Operational Risk Equivalents (J) ......................................................................................................................................................
Amount Obtained by Multiplying by 12.5 the Excess of the Amount Obtained by Multiplying the Old Required 

Capital by the Rate Prescribed by the Notification over the New Required Capital (K) .................................................................................
Total ((F)+(G)+(I)+(K)) (L) ................................................................................................................................................................................

Capital Adequacy Ratio = E/L x 100 (%) ...............................................................................................................................................................
Tier I Ratio = A/L x 100 (%) ..................................................................................................................................................................................
Ratio of Noncumulative Preferred Securities with Step-up Interest Rate Clauses to Tier I Capital = a/A x 100 (%) ............................................

2006

¥ 287,283
—
—

240,703
339,645

251
— 

— 
—

(3,871)
—— 

159,032
133,000

—
— 

—
113,165

— 
— 

909,376
—

909,376
50,000

187,684
1,201

58,209
— 

514,100
169,100
345,000
761,195
761,195

—
—

74,680

1,595,890

13,352,420
1,114,278

14,466,698
174,009
13,920

— 
— 

— 
¥ 14,640,708

10.90
6.21
5.49

¥ 287,517
—
—

242,538
429,674

389
—

14,319
—

(3,517)
—

210,641
183,000

—
104,877

—
—

—
21,068

1,026,199
—

1,026,199
100,000

223,049
875

5,626
—

675,105
305,015
370,090
904,656
904,656

—
—

120,995

1,809,860

12,750,781
2,349,861

15,100,642
158,957
12,716

665,388
53,231

—
¥ 15,924,988

11.36
6.44
9.74

2007

Millions of Yen

*1 Deferred tax assets and deferred tax liabilities are in deficit in net terms. The upper limit on the inclusion of deferred tax assets in capital is ¥307,859 million.
*2 Listed in the Notification Article 5, Paragraph 2 (the Old Notification Article 4, Paragraph 2), i.e. stocks and other securities with high probability of redemptions through such measures

as attachment of step-up interest rate clauses (including noncumulative preferred securities issued by overseas special purpose companies).
*3 Debt capital listed in the Notification Article 6, Paragraph 1, 4 (the Old Notification Article 5, Paragraph 1, 4) that have all of the characteristics listed below:

(1) Paid-up debts unsecured and subordinate to other debts
(2) Not redeemable, except for certain cases
(3) Used for compensation of loss while continuing business
(4) Allowed to defer interest payment obligations

*4 Listed in the Notification Article 6, Paragraph 1, 5 and 6 (the Old Notification Article 5, Paragraph 1, 5 and 6). However, subordinated term debts are limited to those with an original
maturity of over five years.

*5 Listed in the Notification Article 8, Paragraph 1, 1 through 6 (the Old Notification Article 7, Paragraph 1), and include the amounts equivalent to intentional holdings of other financial
institutions’ capital funding means and the amounts equivalent to investments in those provided for under the Notification Article 8, Paragraph 1, 2 (the Old Notification Article 7,
Paragraph 1, 2).

*6 We received an external audit by KPMG AZSA & Co. on the calculation of the consolidated capital adequacy ratio in line with “Treatment for the Time Being in Case of the
Implementation of the External Audit Concerning the Calculation of the Capital Adequacy Ratio on the Basis of ‘Practical Guidelines Concerning the External Audit of the Internal
Control System of Financial Institutions’” (The Japanese Institute of Certified Public Accountants, Bank Auditing Committee , April 15, 2003).

The external audit is not part of the accounting audit of the consolidated financial statements but was conducted on internal control concerning the calculation of the consolidated cap-
ital adequacy ratio under agreed-upon examination procedures, and thus does not represent the opinion of the external auditor regarding the consolidated capital adequacy ratio itself.

As from March 31, 2007, we calculate the capital adequacy ratio on both a consolidated and non-consolidated basis in line with provisions of Article 14-2 of
the Banking Law and on the basis of calculation formulae prescribed under the criteria for judging whether a bank’s capital adequacy ratio is appropriate in light of
assets held (the Financial Services Agency 2006 Notification No.19, hereinafter referred to as the “Notification”). Further, as of March 31, 2006, we calculated the
capital adequacy ratio on both the consolidated and non-consolidated basis in line with provisions of Article 14-2 of the Banking Law and on the basis of calculation
formulae prescribed under the notice concerning the determination of criteria for the capital adequacy ratio (the Ministry of Finance 1993 Notification No.55, here-
inafter referred to as the “Old Notification”). Applying uniform international standards, we have adopted the Foundation Internal Ratings-Based (IRB) Approach for
the calculation of credit risk-weighted assets and the Standardized Approach for the calculation of operational risk, and also introduced market risk regulations.

Capital Adequacy Ratio Consolidated

Capital Adequacy Ratio

At March 31
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Outline of Capital Funding Means

Shareholders’ equity listed by the Notification Article 5, Paragraph 1 (the
Old Notification Article 4, Paragraph 1), and our standard stock with no
limitations on holders’ rights
Preferred securities in the Notification Article 5, Paragraph 3 (the Old
Notification Article 4, Paragraph 3), which meet all of the conditions below:
•Noncumulative preferred capital
•Paid-up securities that are unsecured and subordinate to other debts
•Used for compensation of loss within the Bank while continuing business
Instrument included as the debt capital listed in the Notification Article 6,
Paragraph 1, 4 (the Old Notification Article 5, Paragraph 1, 4) that have
all of the characteristics below:
•Paid-up securities that are unsecured and subordinate to other debts
•Not redeemable except for some cases 
•Used for compensation of loss while continuing business 
•Allowed to defer interest payment obligations

Instrument included as the debt capital listed in the Notification Article 6,
Paragraph 1, 5 and 6 (the Old Notification Article 5, Paragraph 1, 5 and
6), but subordinated debts are limited to those with five-year minimum
maturity.

Capital Funding Means OutlineCapital

Tier I

Tier II

Common Stock Full Voting Stock

Preferred Securities See Table below for Details

Perpetual Subordinated Bonds

Perpetual Subordinated Loans

Subordinated Bonds

Subordinated Loans

•Date of Redemption not Provided
•Step-up of Interest Rate
(Prepayments will be allowed after 5 years
subject to approval by the regulatory
authorities)

Maturities of 10 years and 20 years
(Bullet payment)

•Date of Redemption Provided
•Step-up of Interest Rate
(Prepayments will be allowed after 5 years
subject to approval by the regulatory
authorities)

STB Preferred Capital 3 (Cayman) Limited1. Issuer STB Preferred Capital (Cayman) Limited STB Preferred Capital 2 (Cayman) Limited

Same as on the left2. Description
of Securities

3. Maturity

Noncumulative Preferred Securities Same as on the left

Perpetual (the Securities may be redeemed in
whole or in part on any dividend payment
date on or after ten years from the issuance at
the option of the Issuer subject to the prior
approval of the holders of the ordinary shares
and applicable regulatory requirements).

Perpetual (the Securities may be redeemed in
whole or in part on any dividend payment
date on or after ten years from the issuance at
the option of the Issuer subject to the prior
approval of the holders of the ordinary shares
and applicable regulatory requirements).

Perpetual (the Securities may be redeemed in
whole or in part on any dividend payment
date on or after seven years from the issuance
at the option of the Issuer subject to the prior
approval of the holders of the ordinary shares
and applicable regulatory requirements).

4. Dividend
Rate

<1st year - 10th year >
Fixed Rate

<Thereafter>
Step-up Floating Rate

Floating Rate 
(Non Step-up)

<1st year - 10th year >
Fixed Rate

<Thereafter>
Step-up Floating Rate

5. Issue
Amount ¥50 billion¥83 billion ¥50 billion

6. Issue Date March 2, 2007March 26, 1999 December 7, 2005

7. Outline of
Dividend
Payment

Same as on the left

Dividends are payable by the Issuer in the
presence of distributable amount of the Bank
in conformity with the calculation of preferred
shares of the bank.
If the Bank pays any dividends on any of its
common stock with respect to any financial
year of the Bank, then the Issuer will be
required to pay full dividends on the Securities
for the applicable year.

Same as on the left

8. Dividend
Limitation Same as on the left

Dividends will not be paid if any of certain crite-
ria have met. The criteria include the following:
When the Bank did not pay dividend on any
class of preferred shares, if any.
When the Bank’s BIS capital adequacy ratio or
Tier I capital adequacy ratio were to decline
below the minimum percentages required by
Japanese banking regulations.

Same as on the left

9. Liquidation
Preference Same as on the left

The Securities are intended to provide holders,
through the perpetual subordinated loan to the
Bank, with rights to liquidation preferences
that are the same as those to which holders
would be entitled if they had purchased non-
cumulative nonvoting perpetual preferred
stock issued directly by the Bank. 

Same as on the left

An outline of capital funding means for the capital adequacy ratio is as follows:

The main characteristics of “Preferred Securities” as a capital funding means are as follows:

Risk Management
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STB Leasing Co., Ltd.
Sumishin Matsushita Financial Services Co., Ltd.
First Credit Corporation
Sumishin Realty Company, Limited
STB Asset Management Co., Ltd.
Sumitomo Trust and Banking Co. (U.S.A.)

Leasing
Leasing, Installment Finance, Credit Card Service
Money Lending
Real Estate Brokerage
Mutual Fund Management, Investment Advisory Services
Financial and Trust Services

Principal Business OperationsName

Japan Pension Operation Service, Ltd.
Japan Trustee Services Bank, Ltd.

Pension benefit computing and clerical agent services
Trust and banking services

Principal Business OperationsName

(3) There are two affiliated companies that undertake financial services subject to the Notification, Article 9.

Hummingbird Co., Ltd. Rental Business through an Anonymous Partnership

Principal Business OperationsName

(4) There are a total of 43 companies that are subject to deduction items listed in the Notification, Article 8, Paragraph 1,

2 (a) through (c). None of these companies failed to meet the regulatory required capital.

Principal company

(5) Of Companies Listed in the Banking Law, Article 16-2, Paragraph 1, 11, those Dedicated to Auxiliary Businesses, and

Companies Listed in the Banking Law, Article 16-2, Paragraph 1, 12, all belong to the Consolidated Group.

(6) There are no particular restrictions on the transfer of funds and capital within the Consolidated Group.

Scope of Consolidation Consolidated

(1) The Difference between Companies Belonging to the Group of Companies Subject to the Capital Adequacy Ratio as

Prescribed by the Notification Article 3 (hereinafter referred to as the “Consolidated Group”) and Companies Included

in the Scope of Consolidation in line with the Consolidated Financial Statements Rule is as follows:

Subsidiaries under the Banking Law that are not included in the scope of consolidation by applying provisions of the Consolidated Financial

Statements Rule, Article 5, Paragraph 2, are included in the Consolidated Group subject to the calculation of the capital adequacy ratio.

(2) The number of consolidated subsidiaries that belong to the Consolidated Group is 34.

Principal companies 

Items in the scope of consolidation regarding Basel II represent conditions at the end of March, 2007.
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Portfolios to which the Standardized Approach is Applied ...............................................................................................................................

Retail Exposures ..........................................................................................................................................................................................

Exposures to Business Units Set for Phased Roll-Out Application ...............................................................................................................

Exposures Excluded from Application .........................................................................................................................................................

Portfolios to which the IRB Approach is Applied and the Breakdown by Portfolio ...........................................................................................

Corporate Exposures ...................................................................................................................................................................................

Sovereign Exposures ....................................................................................................................................................................................

Bank Exposures ...........................................................................................................................................................................................

Purchased Receivables .................................................................................................................................................................................

Other Assets ................................................................................................................................................................................................

Securitization Exposures ..................................................................................................................................................................................

Exposures to which the Standardized Approach is Applied ..........................................................................................................................

Exposures to which the IRB Approach is applied .........................................................................................................................................

(1) Amount of Required Capital against Credit Risk (excluding equity exposures to which the IRB Approach is applied

and exposures held in funds)

¥ 216,549
83,567
97,435
35,546

875,527
737,987
24,449
24,295
77,524
11,270
89,425
24,713
64,711

2007

Millions of Yen

Market Risk ....................................................................................................................................................................................................

Amount of Required Capital by Category under the Standardized Approach ...............................................................................................

Interest Rate Risk ...................................................................................................................................................................................

Equity Risk .............................................................................................................................................................................................

Foreign Exchange Risk ...........................................................................................................................................................................

Commodities Risk ..................................................................................................................................................................................

Options Transactions .............................................................................................................................................................................

Internal Models Approach ..........................................................................................................................................................................

(4) Amount of Required Capital against Market Risk

¥ 12,716
1,512
1,352

—
160

—
—

11,204

2007

Millions of Yen

(3) Amount of Required Capital against Credit Risk Concerning Exposures Held in Funds

¥ 120,840

2007

Millions of Yen

Standardized Approach ...................................................................................................................................................................................

(5) Amount of Required Capital against Operational Risk

¥ 53,231

2007

Millions of Yen

Total Required Capital ....................................................................................................................................................................................

(6) Total Required Capital

¥ 1,273,999

2007

Millions of Yen

Equity Exposures .............................................................................................................................................................................................

PD/LGD Approach ....................................................................................................................................................................................

Simplified Method of the Market-Based Approach ......................................................................................................................................

Internal Models Method of the Market-Based Approach .............................................................................................................................

Transitional Measures .................................................................................................................................................................................

(2) Amount of Required Capital against Credit Risk concerning Equity Exposures to which the IRB Approach is Applied

¥ 107,182
18,533
11,796

—
76,852

2007

Millions of Yen

Capital Adequacy Consolidated

Risk Management

At March 31

At March 31

At March 31

At March 31

At March 31

At March 31
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Japan ............................................................................................................................................................................................
Outside Japan ...............................................................................................................................................................................
Total for Regions ..........................................................................................................................................................................

Manufacturing ..............................................................................................................................................................................
Agriculture ....................................................................................................................................................................................
Forestry .........................................................................................................................................................................................
Fishing ..........................................................................................................................................................................................
Mining .........................................................................................................................................................................................
Construction .................................................................................................................................................................................
Energy and Utilities ......................................................................................................................................................................
Communication ...........................................................................................................................................................................
Transportation ..............................................................................................................................................................................
Wholesale and Retail .....................................................................................................................................................................
Finance and Insurance ..................................................................................................................................................................
Real Estate ....................................................................................................................................................................................
Various Services ............................................................................................................................................................................
Local Public Bodies .......................................................................................................................................................................
Individuals ....................................................................................................................................................................................
Others ..........................................................................................................................................................................................
Total for Industry Sectors .............................................................................................................................................................

(2) Amount of Specific Loan-Loss Reserves (breakdown by region, industry sector)

¥ 29,568
—

¥ 29,568

761
—
—
—
—

304
81
62

13,787
626

4
2,662
2,387
3,262
2,525
3,102

¥ 29,568

2007

Balance

Millions of Yen

(1) Balance of Exposures Related to Credit Risk (excluding exposures held in funds and securitization exposures)

Credit Risk Exposures

Millions of Yen

Over-The-Counter
DerivativesSecurities

Loans, Commitments
and Other 

Off-balance Sheet
Exposures other than

Derivatives

Exposures 3 Months
or Longer Overdue

or Exposures in
Default

Japan ......................................................................
Outside Japan ........................................................
Total for Regions ...................................................

Manufacturing .......................................................
Agriculture .............................................................
Forestry ..................................................................
Fishing ...................................................................
Mining ...................................................................
Construction ..........................................................
Energy and Utilities ...............................................
Communication .....................................................
Transportation .......................................................
Wholesale and Retail ..............................................
Finance and Insurance ............................................
Real Estate .............................................................
Various Services .....................................................
Local Public Bodies ................................................
Individuals .............................................................
Others ....................................................................
Total for Industry Sectors .......................................

One Year or Shorter ...............................................
Over One Year to less than Five Years ....................
Five Years or Longer ...............................................
Total for All Durations ..........................................

¥ 2,942,858
920,251

¥ 3,863,109

650,972
900

—
474

—
21,331
67,902
26,290

146,121
137,832
186,782
161,694
30,094
61,884

—
2,370,829

¥ 3,863,109

532,126 
1,283,559
2,047,423

¥ 3,863,109

¥ 139,281
—

¥ 139,281

5,298
—
—
—
—

1,915
—

4,240
48,784
37,515

—
22,090

8,107
—

2,844
8,484

¥ 139,281

¥ 262,569
1,174,735

¥ 1,437,305

13,520
15
—
10

103
442

1,382
97

7,957
9,646

211,217
5,489
6,193

—
—

1,181,227
¥ 1,437,305

116,488
571,229
749,587

¥ 1,437,305

¥ 14,316,799
1,668,131

¥ 15,984,930

2,140,037
2,755

295
6,456

19,651
227,778
198,904
210,748
758,542

1,362,348
2,288,759
1,761,115
1,399,393

147,310
1,849,586
3,611,246

¥ 15,984,930

5,584,790 
5,449,062
4,951,077

¥ 15,984,930

¥ 17,522,227
3,763,118

¥ 21,285,345

2,804,531
3,671

295
6,941

19,755
249,552
268,188
237,135
912,621

1,509,827
2,686,759
1,928,299
1,435,682

209,194
1,849,586
7,163,302

¥ 21,285,345

6,233,405 
7,303,851
7,748,087

¥ 21,285,345

2007

*1 Exposures subject to the calculation of credit risk-weighted assets excluding those subject to funds, securitization, other assets and those excluded from the application.
*2 “Others” in the industry sectors include overseas and state public services. Exposures for the duration of over five years include those with no fixed maturities.

Credit Risk Consolidated

At March 31

At March 31
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Manufacturing ..............................................................................................................................................................................
Agriculture ....................................................................................................................................................................................
Forestry .........................................................................................................................................................................................
Fishing ..........................................................................................................................................................................................
Mining .........................................................................................................................................................................................
Construction .................................................................................................................................................................................
Energy and Utilities ......................................................................................................................................................................
Communication ...........................................................................................................................................................................
Transportation ..............................................................................................................................................................................
Wholesale and Retail .....................................................................................................................................................................
Finance and Insurance ..................................................................................................................................................................
Real Estate ....................................................................................................................................................................................
Various Services ............................................................................................................................................................................
Local Public Bodies .......................................................................................................................................................................
Individuals ....................................................................................................................................................................................
Others ..........................................................................................................................................................................................
Total for Industry Sectors .............................................................................................................................................................

(4) Amount of Write-Offs of Loans (breakdown by industry sector)

¥ 23
—
—
—
—
49
—

4,141
79

320
—

(1,038)
2,528

—
366

(9)
¥ 6,462

2007

Millions of Yen

Manufacturing ...............................................................................................................................................
Agriculture .....................................................................................................................................................
Forestry ..........................................................................................................................................................
Fishing ...........................................................................................................................................................
Mining ...........................................................................................................................................................
Construction ..................................................................................................................................................
Energy and Utilities .......................................................................................................................................
Communication .............................................................................................................................................
Transportation ...............................................................................................................................................
Wholesale and Retail ......................................................................................................................................
Finance and Insurance ....................................................................................................................................
Real Estate .....................................................................................................................................................
Various Services .............................................................................................................................................
Local Public Bodies ........................................................................................................................................
Individuals .....................................................................................................................................................
Others ............................................................................................................................................................
Total for Industry Sectors ...............................................................................................................................

(3) Amount of Reserves for Loans to Borrowers in Specific Foreign Countries (breakdown by industry sector)

¥ (27)
—
—
—
42
—
0

—
—
10

145
—
—
—
—
0

¥ 169

¥ 64
—
—
—

106
—
0

—
—
17

513
—
—
—
—
17

¥ 720

2007

ChangeBalance

Millions of Yen

Risk Management

At March 31

Year Ended March 31
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Balance of Exposures to which the Standardized Approach is Applied after Allowing for 

the Credit Risk Mitigation Effect by Risk-Weight Category .......................................................................................................

0% ....................................................................................................................................................

10% ....................................................................................................................................................

20% ....................................................................................................................................................

35% ....................................................................................................................................................

50% ....................................................................................................................................................

100% ....................................................................................................................................................

150% ....................................................................................................................................................

Amounts Deducted from Capital under Provisions of Article 8, Paragraph 1, 3 and 6 ....................................................................

Balance by Risk-Weight Category of Specialized Lending under the Slotting Criteria 

(other than those in the Category of High-Volatility Commercial Real Estate Lending) .............................................................

Strong ..................... 70% ....................................................................................................................................................

Good ....................... 90% ....................................................................................................................................................

Satisfactory ............ 115% ....................................................................................................................................................

Weak ..................... 250% ....................................................................................................................................................

Default ...................... 0% ....................................................................................................................................................

Balance by Risk-Weight Category of Specialized Lending under the Slotting Criteria  (other than those with the Duration 

of less than Two and a Half Years and those in the Category of High-Volatility Commercial Real Estate Lending) ....................

Strong ..................... 50% ....................................................................................................................................................

Good ....................... 70% ....................................................................................................................................................

Satisfactory ............ 115% ....................................................................................................................................................

Weak ..................... 250% ....................................................................................................................................................

Default ...................... 0% ....................................................................................................................................................

Balance by Risk-Weight Category of Specialized Lending under the Slotting Criteria 

(those in the Category of High-Volatility Commercial Real Estate Lending) ..............................................................................

Strong ..................... 95% ....................................................................................................................................................

Good ..................... 120% ....................................................................................................................................................

Satisfactory ............ 140% ....................................................................................................................................................

Weak ..................... 250% ....................................................................................................................................................

Default ...................... 0% ....................................................................................................................................................

Balance by Risk-Weight Category of Specialized Lending under the Slotting Criteria (those with the Duration of less than 

Two and a Half Years and in the Category of High-Volatility Commercial Real Estate Lending) ...............................................

Strong ..................... 70% ....................................................................................................................................................

Good ....................... 95% ....................................................................................................................................................

Satisfactory ............ 140% ....................................................................................................................................................

Weak ..................... 250% ....................................................................................................................................................

Default ...................... 0% ....................................................................................................................................................

Equity Exposures to which the Simplified Method of the Market-Based Approach is Applied ........................................................

Listed Stocks ......... 300% ....................................................................................................................................................

Unlisted Stocks ...... 400% ....................................................................................................................................................

(5) Amount of Exposures by Risk-Weight Category

¥ 4,177,181
345,124

809
480,432

1,091,411
51,730

2,198,157
9,515

—

¥ 647,589
280,545
212,866
140,385

1,139
12,651

¥ 342,638
140,816
146,824

54,739
—

258

¥ 63,243
16,386
24,873
21,983

—
—

¥ 68,582
34,705
26,386

7,490
—
—

¥ 42,133
29,423
12,709

2007

Millions of Yen

At March 31
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Ratings 1 – 4 ...........................................................

Ratings 5 – 6 ...........................................................

Ratings 7 – 8 ...........................................................

Ratings 8- – 10 ........................................................

Total ........................................................................

(1) The Probability of Default (PD), weighted average of Risk Weights (RW), Exposure At Default (EAD) of On-balance sheet

asset items (On_EAD), and EAD of Off-balance sheet asset items (Off_EAD) by debtor category for corporate exposures

¥ 791,661
1,040,969

92,974
16,536

¥ 1,942,141

Off_EAD

¥ 1,766,587
4,612,853

666,751
111,967

¥ 7,158,159

On_EAD

24.80%
76.51%

197.58%
—

71.02%

RW

46.15%
45.05%
45.00%
45.00%
45.36%

LGD

0.06%
1.00%

11.46%
100.00%

3.01%

PD

2007

Millions of Yen

Ratings 1 – 4 ...........................................................

Ratings 5 – 6 ...........................................................

Ratings 7 – 8 ...........................................................

Ratings 8- – 10 ........................................................

Total ........................................................................

(2) The Probability of Default (PD), weighted average of Risk Weights (RW), Exposure At Default (EAD) of On-balance sheet

asset items (On_EAD), and EAD of Off-balance sheet asset items (Off_EAD) by debtor category for sovereign exposures

¥ 55,146
1,743

1
—

¥ 56,891

Off_EAD

¥ 2,588,471
30,224
7,453

—
¥ 2,626,149

On_EAD

9.42%
90.29%

233.17%
—

11.00%

RW

45.00%
45.00%
45.00%

—
45.00%

LGD

0.01%
1.14%

15.15%
—

0.07%

PD

2007

Millions of Yen

Ratings 1 – 4 ...........................................................

Ratings 5 – 6 ...........................................................

Ratings 7 – 8 ...........................................................

Ratings 8- – 10 ........................................................

Total ........................................................................

(3) The Probability of Default (PD), weighted average of Risk Weights (RW), Exposure At Default (EAD) of On-balance sheet

asset items (On_EAD), and EAD of Off-balance sheet asset items (Off_EAD) by debtor category for bank exposures

¥ 657,150
31,010

—
—

¥ 688,160

Off_EAD

¥ 833,621
51,851

—
—

¥ 885,473

On_EAD

16.98%
53.44%

—
—

18.90%

RW

45.49%
47.14%

— 
— 

45.58%

LGD

0.04%
0.58%

— 
— 

0.07%

PD

2007

Millions of Yen

Ratings 1 – 4 ......................................................................................................................

Ratings 5 – 6 ......................................................................................................................

Ratings 7 – 8 ......................................................................................................................

Ratings 8- – 10 ...................................................................................................................

Total ..................................................................................................................................

(4) The Probability of Default (PD), weighted average of Risk Weights (RW) and balance of equity exposures to which the

PD/LGD approach is applied by obligor category

¥ 35,696
93,003

77
99

¥ 128,876

Balance

109.13%
197.63%
524.97%

—
173.16%

RW

0.06%
0.67%

14.68%
100.00%

0.59%

PD

2007

Millions of Yen

* Specialized lending and purchased receivables are excluded.

* Specialized lending and purchased receivables are excluded.

* Specialized lending and purchased receivables are excluded.

Application of the IRB Approach

Risk Management

At March 31

At March 31

At March 31

At March 31
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Portfolios to which the Standardized Approach is Applied ................................................................................

Portfolios to which the IRB Approach is Applied .............................................................................................

Corporate Exposures ....................................................................................................................................

Sovereign Exposures .....................................................................................................................................

Bank Exposures ...........................................................................................................................................

¥ —
40,000
40,000

—
—

Credit Derivatives

¥ 57,046
998,123
175,684
32,889

789,549

Qualifying Financial
Assets Collateral

2007

Millions of Yen

Aggregate Sum of Amounts of Gross Reconstruction Costs (limited only to those not below zero) .................................................

Aggregate Sum of Gross Add-On Amounts ...................................................................................................................................

Credit Equivalents (Gross) ............................................................................................................................................................

¥ 647,698
789,606

¥ 1,437,305

2007

Millions of Yen

* Credit equivalents are calculated with the current exposure formula.

Foreign Exchange Related .................................................................................................................................................................

Interest Rate Related .....................................................................................................................................................................

Gold Related .................................................................................................................................................................................

Equity Related ..............................................................................................................................................................................

Precious Metals (Excluding Gold) Related .....................................................................................................................................

Other Commodities Related ..........................................................................................................................................................

Credit Derivatives .........................................................................................................................................................................

Total .............................................................................................................................................................................................

Effect of Mitigating Credit Equivalents due to Close-out Netting Contracts (Deduction) ..............................................................

Total .............................................................................................................................................................................................

Effect of Mitigation by Collateral under the Credit Risk Mitigation Measures (Deduction) ...........................................................

Total .............................................................................................................................................................................................

¥ 238,448
1,198,748

—
—
—
—

108
¥ 1,437,305

(680,134)
¥ 757,170

—
¥ 757,170

2007

Millions of Yen

Notional Principal Amounts of Credit Derivatives Subject to the Calculation of Credit Equivalents

Credit Default Swaps ...................................................................................................................................

Total Return Swaps .....................................................................................................................................

First-to-Default Credit Derivatives ...............................................................................................................

Second-to-Default Credit Derivatives ...........................................................................................................

¥ 40,000
—
—
—

¥ 81,000
—
—
—

2007

Purchase of
Protection

Provision of
Protection

Millions of Yen

Notional Principal Amounts used to Allow for the Effect of Credit Risk Mitigation Measures ....................................................... ¥ 40,000

2007

Millions of Yen

Exposures to which Credit Risk Mitigation Measures are Applied 

Credit Risk Mitigation Consolidated

Derivative Products

Derivative Products Consolidated

At March 31

At March 31

At March 31

At March 31

At March 31
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(1) Outline of Securitizations during fiscal year 2006, Type and Status of Underlying Assets

We conducted the following single securitization transaction as an originator during fiscal year 2006.

Date of Securitization: December 2006

Type of Underlying Assets: Commercial real estate-secured loan (real estate non-recourse loan)

Aggregate Sum of Underlying Assets: ¥20,000 million (at the time of securitization), ¥17,221 million (as of the end of March 2007)

Type of Transaction: Asset transfer-type securitization transaction

Rating Agency: Moody’s Investors Service, Inc.

Initial Issue Amount: Class A ¥11,900 million (Aaa), Class B ¥5,000 million (Aa2)

Class C ¥2,600 million (A2), Class D ¥500 million (A3)

Date of Redemption: October 2013

We hold part of the exposures related to this securitization transaction, and quantitative data in (2)~(9) below include data related to

this securitization transaction.

(3) Cumulative Total for Fiscal Year 2006 of Underlying Assets Overdue for Three Months or Longer or in Default Related

to Securitization Exposures Held, Cumulative Total of Losses for Fiscal Year 2006, and their Breakdowns by Type of

Underlying Assets.

Not applicable

(2) Amounts of Securitization Exposures Held and Breakdown of Underlying Assets by Type

Exposure Amount
Aggregate Sum of Underlying Assets

Millions of Yen

Synthetic
Securitization

Asset Transfer-Type
Securitization

Housing Loans ....................................................................................

Credit Card Loans, Consumer Loans ...................................................

Auto Loans, Other Loans to Individuals ..............................................

Commercial Real Estate-Secured Loans ...............................................

Loans and Bonds to Corporates ...........................................................

Claims on Lease Payments ...................................................................

Accounts Receivable, Other Claims on Corporates ..............................

Total ...................................................................................................

¥ —
—
—

29,041
—
—
—

¥ 29,041

¥ —
—
—
—
—
—
—

¥ —

¥ —
—
—

29,041
—
—
—

¥ 29,041

¥ —
—
—

10,201
—
—
—

¥ 10,201

2007

Risk Management

At March 31

Securitization Exposures (Originator) Consolidated
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Risk-Weight Category (IRB Approach) ............................................................................................................

20% or less ..................................................................................................................................................

over 20% and 100% or less ..........................................................................................................................

over 100% and less than 1250% ..................................................................................................................

Capital Deduction .......................................................................................................................................

Risk-Weight Category (Standardized Approach) ..............................................................................................

20% or less ..................................................................................................................................................

over 20% and 100% or less ..........................................................................................................................

over 100% and less than 1250% ..................................................................................................................

Capital Deduction .......................................................................................................................................

Total ................................................................................................................................................................

(4) Balance and Amounts of Required Capital of Securitization Exposures Held by Risk-Weight Category

¥ 810
22
—

788
—
—
—
—
—
—

¥ 810

Required Capital

¥ 10,201
1,335

—
8,866

—
—
—
—
—
—

¥ 10,201

Balance

2007

Millions of Yen

(5) Amount Equivalent to the Increase in Capital Following Securitization and Breakdown by Type of Underlying Assets

Not applicable

(6) Amount of Securitization Exposures by Type of Underlying Assets Deducted from Capital under Provisions of the

Notification on Capital Adequacy Ratio, Article 247

Not applicable

(7) Items by Type of Underlying Assets of Securitization Exposures with Early Redemption Clauses

Not applicable

(8) Amounts of Losses/Gains on Sale in Association with Securitization Transactions Recognized during fiscal year 2006

and Breakdown by Type of Principal Underlying Assets

Not applicable

(9) Amounts of Credit Risk-Weighted Assets Calculated with the Application of Transitional Measures with respect to

Securitization Exposures

Not applicable

At March 31
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(4) Amounts of Credit Risk-Weighted Assets Calculated with the Application of Transitional Measures with respect to

Securitization Exposures 

Not applicable

Securitization Exposures (Investor) Consolidated

Housing Loans ..............................................................................................................................................................................

Credit Card Loans, Consumer Loans ............................................................................................................................................

Auto Loans, Other Loans to Individuals ........................................................................................................................................

Commercial Real Estate-Secured Loans .........................................................................................................................................

Loans and Bonds to Corporates .....................................................................................................................................................

Claims on Lease Payments .............................................................................................................................................................

Accounts Receivable, Other Claims on Corporates ........................................................................................................................

Total .............................................................................................................................................................................................

(1) Amount of Securitization Exposures Held and Breakdown by Type of Principal Underlying Assets

¥ 609,005
276,624

44,875
109,384
543,016
162,799

6,205
¥ 1,751,911

2007

Exposure

Millions of Yen

Risk-Weight Category (IRB Approach) ............................................................................................................

20% or less ..................................................................................................................................................

over 20% and 100% or less ..........................................................................................................................

over 100% and less than 1250% ..................................................................................................................

Capital Deduction .......................................................................................................................................

Risk-Weight Category (Standardized Approach) ..............................................................................................

20% or less ..................................................................................................................................................

over 20% and 100% or less ..........................................................................................................................

over 100% and less than 1250% ..................................................................................................................

Capital Deduction .......................................................................................................................................

Total ................................................................................................................................................................

(2) Balance and Amounts of Required Capital of Securitization Exposures Held by Risk-Weight Category

¥ 63,900
5,441
5,527

11,698
41,233
24,713
11,789
12,924

—
—

¥ 88,614

Required Capital

¥ 821,406
650,917
105,025
24,230
41,233

930,505
736,829
193,675

—
—

¥ 1,751,911

Balance

2007

Millions of Yen

Housing Loans ..............................................................................................................................................................................

Credit Card Loans, Consumer Loans ............................................................................................................................................

Auto Loans, Other Loans to Individuals ........................................................................................................................................

Commercial Real Estate-Secured Loans .........................................................................................................................................

Loans and Bonds to Corporates .....................................................................................................................................................

Claims on Lease Payments .............................................................................................................................................................

Accounts Receivable, Other Claims on Corporates ........................................................................................................................

Total .............................................................................................................................................................................................

(3) Amount of Securitization Exposures by Type of Underlying Assets Deducted from Capital under Provisions of the

Notification on Capital Adequacy Ratio, Article 247

¥ —
—
—
—

41,233
—
—

¥ 41,233

2007

Millions of Yen

Risk Management

At March 31

At March 31

At March 31
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Book Values and Market Values with respect to Items Listed Below

Listed Equity Exposures ...............................................................................................................................

Unlisted Equity Exposures ...........................................................................................................................

Stocks Held in Subsidiaries and Affiliated Companies ..................................................................................

Amounts of Losses/Gains on Sale and Write-Offs of Capital Subscriptions or Equity Exposures .......................

Amounts of Unrealized Losses/Gains Recognized in 

the Balance Sheet and not Recognized in the Income Statement ...............................................................

Amounts by Portfolio Category ........................................................................................................................

Outstanding Shares Held .............................................................................................................................

Portfolios Adopting the Market-Based Approach ..........................................................................................

Portfolios Adopting the PD/LGD Approach ................................................................................................

¥ 989,188
83,483
27,763

4,814

507,273
1,077,285

906,275
42,133

128,876

¥ 989,188
83,483
27,763

2007

Market ValueBook Value

Millions of Yen

* Amounts by portfolio category show exposures subject to the calculation of credit risk-weighted assets.

Aggregate Sum of Exposures Held in Funds ..................................................................................................................................

Look-through Formula ..............................................................................................................................................................

Simple Majority Formula ..........................................................................................................................................................

Investment Criteria Formula .....................................................................................................................................................

Internal Models Approach .........................................................................................................................................................

Probability Approach ................................................................................................................................................................

Others .......................................................................................................................................................................................

¥ 503,842
242,418

66,780
103,826

0
78,152
12,665

2007

Millions of Yen

* Exposures subject to the calculation of credit risk-weighted assets are shown.

Capital Subscriptions or Equity Exposures in the Banking Account Consolidated

Amounts Held in Funds Consolidated

At March 31

At March 31
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Capital Adequacy Ratio Non-consolidated

Capital Adequacy Ratio

Tier I
Capital ..........................................................................................................................................................................................

Noncumulative Perpetual Preferred Stock ................................................................................................................................
New Stock Subscription Rights ....................................................................................................................................................
Capital Reserve .............................................................................................................................................................................
Other Capital Surplus ...................................................................................................................................................................
Earned Surplus Reserve .................................................................................................................................................................
Voluntary Reserves .......................................................................................................................................................................
Retained Earnings Carried Forward ..............................................................................................................................................
Other Earned Surplus ...................................................................................................................................................................
Others ..........................................................................................................................................................................................
Treasury Stock ..............................................................................................................................................................................
Treasury Stock Subscription Rights ..............................................................................................................................................
Expected Distributed Amount (Deduction) ..................................................................................................................................
Unrealized Loss on Securities Available for Sale (Deduction) ........................................................................................................
Share Warrants .............................................................................................................................................................................
Business Rights Equivalents (Deduction) ......................................................................................................................................
Goodwill Equivalents (Deduction) ...............................................................................................................................................
Equivalent to Intangible Fixed Assets Recorded through Business Combination (Deduction) ......................................................
Equivalent to the Increase in the Capital Associated with Securitization Transactions (Deduction) ..............................................
Equivalent to 50% of the Excess of Expected Loss over Qualifying Reserves (Deduction) ............................................................
Total Tier I before Deduction of Deferred Tax Assets (Aggregate Sum of Items Above) ...............................................................
Deducted Amount of Deferred Tax Assets (Deduction)*1 .............................................................................................................
Total (A) ......................................................................................................................................................................................

Noncumulative Preferred Securities Attached with Step-up Interest Rate Clause*1 (a) .............................................................
Tier II

45% of Unrealized Gain on Securities Available for Sale ...............................................................................................................
45% of Revaluation Reserve for Land ...........................................................................................................................................
General Reserves ...........................................................................................................................................................................
Excess of Qualifying Reserves over Expected Loss .........................................................................................................................
Debt Capital .................................................................................................................................................................................

Perpetual Subordinated Debt*2 ................................................................................................................................................
Subordinated Term Debt and Fixed-term Preferred Stock .......................................................................................................

Total ...........................................................................................................................................................................................
Included in Capital (B) .................................................................................................................................................................

Tier III
Subordinated Short-term Debt ................................................................................................................................................
Included in Capital (C) ............................................................................................................................................................

Items for Deduction
Items for Deduction*4 (D) ............................................................................................................................................................

Total Capital
((A) + (B) + (C) - (D)) (E) ............................................................................................................................................................

Risk-Weighted Assets
Asset (On-balance Sheet) Items ....................................................................................................................................................
Off-balance Sheet Transaction Items ............................................................................................................................................
Amount of Credit Risk-Weighted Assets (F) .................................................................................................................................
Amount of Market Risk Equivalents  ((H)/8%) (G) .....................................................................................................................
(Reference) Market Risk Equivalents (H) .....................................................................................................................................
Amount of Operational Risk Equivalents ((J)/8%) (I) ..................................................................................................................
(Reference) Operational Risk Equivalents (J) ................................................................................................................................
Amount Obtained by Multiplying by 12.5 the Excess of the Amount Obtained by Multiplying the Old Required

Capital by the Rate Prescribed by the Notification over the New Required Capital (K) .............................................................
Total ((F)+(G)+(I)+(K)) (L) ..........................................................................................................................................................

Capital Adequacy Ratio = E/L x 100 (%) .........................................................................................................................................
Tier I Ratio = A/L x 100 (%) ............................................................................................................................................................
Ratio of Noncumulative Preferred Securities with Step-up Interest Rate Clauses to Tier I Capital= a/A x 100 (%) .......................

2006

¥ 287,283
— 
— 

240,703
— 

46,580
251,870
18,823

— 
133,143

251
— 

— 
— 

— 
— 

— 
— 

— 
— 

978,153
— 

978,153
50,000

185,390
1,201

53,882
— 

514,100
169,100
345,000
754,574
754,574

— 
— 

61,526

1,671,201

13,147,151
1,062,132

14,209,284
172,595
13,807

— 
— 

— 
¥ 14,381,879

11.62
6.80
5.11

¥ 287,517
—
—

242,536
2

46,580
— 
— 

339,220
182,999

389
—

14,319
—
—
—
—
—
—

20,949
1,063,198

—
1,063,198

100,000

222,403
875

2,004
—

675,105
305,015
370,090
900,387
900,387

—
—

91,179

1,872,406

12,247,083
2,329,227

14,576,310
156,954
12,556

546,154
43,692

—
¥ 15,279,419

12.25
6.95
9.40

2007

Millions of Yen

*1 Deferred tax assets and deferred tax liabilities are in deficit in net terms. The upper limit on the inclusion of deferred tax assets in capital is ¥318,959 million.
*2 Listed in the Notification Article 17, Paragraph 2 (the Old Notification Article 14, Paragraph 2), i.e. stocks and other securities with high probability of redemptions through such

measures as attachment of step-up interest rate clauses (including Noncumulative preferred securities issued by overseas special purpose companies).
*3 Debt capital listed in the Notification Article 18, Paragraph 1, 4 (the Old Notification Article 15, Paragraph 1, 4) that have all of the characteristics listed below:

(1) Paid-up debts unsecured and subordinate to other debts
(2) Not redeemable except for certain cases
(3) Used for compensation of loss while continuing business
(4) Allowed to defer interest payment obligations

*4 Listed in the Notification Article 18, Paragraph 1, 5 and 6 (the Old Notification Article 15, Paragraph 1, 5 and 6). However, subordinated term debts are limited to those with an
original maturity of over five years.

*5 Listed in the Notification Article 20, Paragraph 1, 1 through 5 (the Old Notification Article 17, Paragraph 1), and include the amounts equivalent to intentional holdings of other
financial institutions’ capital funding means.

*6 We received an external audit by KPMG AZSA & Co. of the calculation of the non-consolidated capital adequacy ratio in line with “Treatment for the Time Being in Case of the
Implementation of the External Audit Concerning the Calculation of the Capital Adequacy Ratio on the Basis of ‘Practical Guidelines Concerning the External Audit of the Internal
Control System of Financial Institutions’” (the Japanese Institute of Certified Public Accountants, Bank Auditing Committee , April 15, 2003).

The external audit is not part of the accounting audit of the financial statements but was conducted on internal control concerning the calculation of the non-consolidated capital
adequacy ratio under agreed-upon examination procedures, and thus does not represent the opinion of the external auditor regarding the non-consolidated capital adequacy ratio itself.

Risk Management

At March 31
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Capital Funding Means OutlineCapital

Shareholders’ equity listed by the Notification Article 17, Paragraph 1
(the Old Notification Article 14, Paragraph 1), and our standard stock
with no limitations on holders’ rights
Preferred securities in the Notification Article 17, Paragraph 4 (the Old
Notification Article 14, Paragraph 4), which meet all of the conditions below:
•Noncumulative preferred capital
•Paid-up securities that are unsecured and subordinate to other debts
•Issuance proceeds are made available to the Bank immediately with no
limitations and can be used for compensation of loss within the Bank
while continuing business

Instrument included as the debt capital listed in the Notification Article
18, Paragraph 1, 4 (the Old Notification Article 15, Paragraph 1, 4) that
have all of the characteristics below:
•Paid-up securities that are unsecured and subordinate to other debts
•Not redeemable except for some cases 
•Used for compensation of loss while continuing business 
•Allowed to defer interest payment obligations

Instrument included as the debt capital listed in the Notification Article
18, Paragraph 1, 5 and 6 (the Old Notification Article 15, Paragraph 1, 5
and 6), but subordinated debts are limited to those with five-year mini-
mum maturity.

Tier I

Tier II

Common Stock Full Voting Stock

Preferred Securities See Table below for Details

Perpetual Subordinated Bonds

Perpetual Subordinated Loans

Subordinated Bonds

Subordinated Loans

•Date of Redemption not Provided
•Step-up of Interest Rate
(Prepayments will be allowed after 5 years
subject to approval by the regulatory
authorities)

Maturities of 10 years and 20 years
(Bullet payment)

•Date of Redemption Provided
•Step-up of Interest Rate
(Prepayments will be allowed after 5 years
subject to approval by the regulatory
authorities)

Outline of Capital Funding Means

An outline of capital funding means for the capital adequacy ratio is as follows:

STB Preferred Capital 3 (Cayman) Limited1. Issuer STB Preferred Capital (Cayman) Limited STB Preferred Capital 2 (Cayman) Limited

Same as on the left2. Description
of Securities

3. Maturity

Noncumulative Preferred Securities Same as on the left

Perpetual (the Securities may be redeemed in
whole or in part on any dividend payment
date on or after ten years from the issuance at
the option of the Issuer subject to the prior
approval of the holders of the ordinary shares
and applicable regulatory requirements).

Perpetual (the Securities may be redeemed in
whole or in part on any dividend payment
date on or after ten years from the issuance at
the option of the Issuer subject to the prior
approval of the holders of the ordinary shares
and applicable regulatory requirements).

Perpetual (the Securities may be redeemed in
whole or in part on any dividend payment
date on or after seven years from the issuance
at the option of the Issuer subject to the prior
approval of the holders of the ordinary shares
and applicable regulatory requirements).

4. Dividend
Rate

<1st year - 10th year >
Fixed Rate

<Thereafter>
Step-up Floating Rate

Floating Rate 
(Non Step-up)

<1st year - 10th year >
Fixed Rate

<Thereafter>
Step-up Floating Rate

5. Issue
Amount ¥50 billion¥83 billion ¥50 billion

6. Issue Date March 2, 2007March 26, 1999 December 7, 2005

7. Outline of
Dividend
Payment

Same as on the left

Dividends are payable by the Issuer in the
presence of distributable amount of the Bank
in conformity with the calculation of preferred
shares of the bank.
If the Bank pays any dividends on any of its
common stock with respect to any financial
year of the Bank, then the Issuer will be
required to pay full dividends on the Securities
for the applicable year.

Same as on the left

8. Dividend
Limitation Same as on the left

Dividends will not be paid if any of certain crite-
ria have met. The criteria include the following:
When the Bank did not pay dividend on any
class of preferred shares, if any.
When the Bank’s BIS capital adequacy ratio or
Tier I capital adequacy ratio were to decline
below the minimum percentages required by
Japanese banking regulations.

Same as on the left

9. Liquidation
Preference Same as on the left

The Securities are intended to provide holders,
through the perpetual subordinated loan to the
Bank, with rights to liquidation preferences
that are the same as those to which holders
would be entitled if they had purchased non-
cumulative nonvoting perpetual preferred
stock issued directly by the Bank. 

Same as on the left

The main characteristics of “Preferred Securities” as a capital funding means are as follows:
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Capital Adequacy Non-consolidated

Portfolios to which the Standardized Approach is Applied ...............................................................................................................................

Retail Exposures ..........................................................................................................................................................................................

Exposures to Business Units Set for Phased Roll-Out Application ...............................................................................................................

Exposures Excluded from Application .........................................................................................................................................................

Portfolios to which the IRB Approach is Applied and the Breakdown by Portfolio ...........................................................................................

Corporate Exposures ...................................................................................................................................................................................

Sovereign Exposures ....................................................................................................................................................................................

Bank Exposures ...........................................................................................................................................................................................

Purchased Receivables .................................................................................................................................................................................

Other Assets ................................................................................................................................................................................................

Securitization Exposures ..................................................................................................................................................................................

Exposures to which the Standardized Approach is Applied ..........................................................................................................................

Exposures to which the IRB Approach is Applied ........................................................................................................................................

(1) Amount of Required Capital against Credit Risk (excluding equity exposures to which the IRB Approach is applied

and exposures held in funds) 

¥ 101,014
83,567

—
17,446

773,030
639,708
23,617
25,792
71,186
12,725
70,429
26,149
44,279

2007

Millions of Yen

Equity Exposures .............................................................................................................................................................................................

PD/LGD Approach ....................................................................................................................................................................................

Simplified Method of the Market-Based Approach ......................................................................................................................................

Transitional Measures .................................................................................................................................................................................

(2) Amount of Required Capital against Credit Risk Concerning Equity Exposures to which the IRB Approach is Applied

¥ 130,814
18,533
11,796

100,484

2007

Millions of Yen

(3) Amount of Required Capital against Credit Risk Concerning Exposures Held in Funds

¥ 120,840

2007

Millions of Yen

Market Risks ...................................................................................................................................................................................................

Amount of Required Capital by Category under the Standardized Approach ...............................................................................................

Interest Rate Risk ...................................................................................................................................................................................

Equity Risk .............................................................................................................................................................................................

Foreign Exchange Risk ...........................................................................................................................................................................

Commodities Risk ..................................................................................................................................................................................

Options Transactions .............................................................................................................................................................................

Internal Models Approach ..........................................................................................................................................................................

(4) Amount of Required Capital against Market Risk

¥ 12,556
1,352
1,352

—
0

—
—

11,204

2007

Millions of Yen

Standardized Approach ...................................................................................................................................................................................

(5) Amount of Required Capital against Operational Risk

¥ 43,692

2007

Millions of Yen

Total Required Capital ....................................................................................................................................................................................

(6) Total Required Capital

¥ 1,222,353

2007

Millions of Yen

Risk Management

At March 31

At March 31

At March 31

At March 31

At March 31

At March 31
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Japan ............................................................................................................................................................................................
Outside Japan ...............................................................................................................................................................................
Total for Regions ..........................................................................................................................................................................

Manufacturing ..............................................................................................................................................................................
Agriculture ....................................................................................................................................................................................
Forestry .........................................................................................................................................................................................
Fishing ..........................................................................................................................................................................................
Mining .........................................................................................................................................................................................
Construction .................................................................................................................................................................................
Energy and Utilities ......................................................................................................................................................................
Communication ...........................................................................................................................................................................
Transportation ..............................................................................................................................................................................
Wholesale and Retail .....................................................................................................................................................................
Finance and Insurance ..................................................................................................................................................................
Real Estate ....................................................................................................................................................................................
Various Services ............................................................................................................................................................................
Local Public Bodies .......................................................................................................................................................................
Individuals ....................................................................................................................................................................................
Others ..........................................................................................................................................................................................
Total for Industry Sectors .............................................................................................................................................................

(2)  Amount of Specific Loan-Loss Reserves (breakdown by region, industry sector)

¥ 24,398
—

¥ 24,398

526
—
—
—
—

136
—
60

13,728
485

—
1,343
1,516
3,262
1,122
2,214

¥ 24,398

2007

Balance

Millions of Yen

(1) Balance of Exposures Related to Credit Risk (excluding exposures held in funds and securitization exposures)

Credit Risk Exposures

Millions of Yen

Over-The-Counter
DerivativesSecurities

Loans, Commitments
and Other 

Off-balance Sheet
Exposures other than

Derivatives

Exposures 3 Months
or Longer Overdue

or Exposures in
Default

Japan ......................................................................
Outside Japan ........................................................
Total for Regions ...................................................

Manufacturing .......................................................
Agriculture .............................................................
Forestry ..................................................................
Fishing ...................................................................
Mining ...................................................................
Construction ..........................................................
Energy and Utilities ...............................................
Communication .....................................................
Transportation .......................................................
Wholesale and Retail ..............................................
Finance and Insurance ............................................
Real Estate .............................................................
Various Services .....................................................
Local Public Bodies ................................................
Individuals .............................................................
Others ....................................................................
Total for Industry Sectors .......................................

One Year or Shorter ...............................................
Over One Year to less than Five Years ....................
Five Years or Longer ...............................................
Total for All Durations ..........................................

¥ 3,258,704
920,303

¥ 4,179,008

650,972
900

—
474

—
21,331
67,902
26,654

146,121
137,832
363,808
161,755
171,325
61,884

—
2,368,045

¥ 4,179,008

532,126 
1,320,775
2,326,105

¥ 4,179,008

¥ 132,608
—

¥ 132,608

5,298
—
—
—
—

1,915
—

4,240
48,784
37,515

—
22,090

8,107
—

2,844
1,811

¥ 132,608

¥ 262,329
1,174,676

¥ 1,437,005

13,520
15
—
10

103
442

1,382
97

7,957
9,646

210,918
5,489
6,193

—
—

1,181,227
¥ 1,437,005

116,463
570,969
749,573

¥ 1,437,005

¥ 13,530,342
1,645,324

¥ 15,175,667

2,205,606
2,755

295
6,456

19,651
226,332
198,798
209,475
735,052

1,358,550
2,463,904
1,673,136
1,619,418

147,307
1,849,586
2,459,340

¥ 15,175,667

5,858,726
5,494,973
3,821,966

¥ 15,175,667

¥ 17,051,376
3,740,304

¥ 20,791,681

2,870,099
3,671

295
6,941

19,755
248,105
268,082
236,227
889,132

1,506,028
3,038,631
1,840,381
1,796,937

209,191
1,849,586
6,008,613

¥ 20,791,681

6,507,316 
7,386,718
6,897,646

¥ 20,791,681

2007

*1 Exposures subject to the calculation of credit risk-weighted assets excluding those subject to funds, securitization, other assets and those excluded from the application.
*2 “Others” in the industry sectors include overseas and state public services. Exposures for the duration of over five years include those with no fixed maturities.

Credit Risk Non-consolidated

At March 31

At March 31
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Manufacturing ...............................................................................................................................................
Agriculture .....................................................................................................................................................
Forestry ..........................................................................................................................................................
Fishing ...........................................................................................................................................................
Mining ...........................................................................................................................................................
Construction ..................................................................................................................................................
Energy and Utilities .......................................................................................................................................
Communication .............................................................................................................................................
Transportation ...............................................................................................................................................
Wholesale and Retail ......................................................................................................................................
Finance and Insurance ....................................................................................................................................
Real Estate .....................................................................................................................................................
Various Services .............................................................................................................................................
Local Public Bodies ........................................................................................................................................
Individuals .....................................................................................................................................................
Others ............................................................................................................................................................
Total for Industry Sectors ...............................................................................................................................

(3) Amount of Reserves for Loans to Borrowers in Specific Foreign Countries (breakdown by industry sector)

¥ (27)
—
—
—
42
—
0

—
—
10

145
—
—
—
—
0

¥ 169

¥ 64
—
—
—

106
—
0

—
—
17

513
—
—
—
—
17

¥ 720

2007

ChangeBalance

Millions of Yen

Manufacturing ..............................................................................................................................................................................
Agriculture ....................................................................................................................................................................................
Forestry .........................................................................................................................................................................................
Fishing ..........................................................................................................................................................................................
Mining .........................................................................................................................................................................................
Construction .................................................................................................................................................................................
Energy and Utilities ......................................................................................................................................................................
Communication ...........................................................................................................................................................................
Transportation ..............................................................................................................................................................................
Wholesale and Retail .....................................................................................................................................................................
Finance and Insurance ..................................................................................................................................................................
Real Estate ....................................................................................................................................................................................
Various Services ............................................................................................................................................................................
Local Public Bodies .......................................................................................................................................................................
Individuals ....................................................................................................................................................................................
Others ..........................................................................................................................................................................................
Total for Industry Sectors .............................................................................................................................................................

(4) Amount of Write-Offs of Loans (breakdown by industry sector)

¥ —
—
—
—
—
—
—

4,141
41

466
—

(2,612)
2,258

—
525

—
¥ 4,820

2007

Millions of Yen

Risk Management

At March 31

Year Ended March 31
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Balance of Exposures to which the Standardized Approach is Applied after Allowing for 

the Credit Risk Mitigation Effect by Risk-Weight Category .......................................................................................................

0% ....................................................................................................................................................

10% ....................................................................................................................................................

20% ....................................................................................................................................................

35% ....................................................................................................................................................

50% ....................................................................................................................................................

100% ....................................................................................................................................................

150% ....................................................................................................................................................

Amounts Deducted from Capital under Provisions of Article 8, Paragraph 1, 3 and 6 ....................................................................

Balance by Risk-Weight Category of Specialized Lending under the Slotting Criteria 

(other than those in the Category of High-Volatility Commercial Real Estate Lending) .............................................................

Strong ..................... 70% ....................................................................................................................................................

Good ....................... 90% ....................................................................................................................................................

Satisfactory ............ 115% ....................................................................................................................................................

Weak ..................... 250% ....................................................................................................................................................

Default ...................... 0% ....................................................................................................................................................

Balance by Risk-Weight Category of Specialized Lending under the Slotting Criteria  (other than those with the Duration 

of less than Two and a Half Years and those in the Category of High-Volatility Commercial Real Estate Lending) ....................

Strong ..................... 50% ....................................................................................................................................................

Good ....................... 70% ....................................................................................................................................................

Satisfactory ............ 115% ....................................................................................................................................................

Weak ..................... 250% ....................................................................................................................................................

Default ...................... 0% ....................................................................................................................................................

Balance by Risk-Weight Category of Specialized Lending under the Slotting Criteria 

(those in the Category of High-Volatility Commercial Real Estate Lending) ..............................................................................

Strong ..................... 95% ....................................................................................................................................................

Good ..................... 120% ....................................................................................................................................................

Satisfactory ............ 140% ....................................................................................................................................................

Weak ..................... 250% ....................................................................................................................................................

Default ...................... 0% ....................................................................................................................................................

Balance by Risk-Weight Category of Specialized Lending under the Slotting Criteria (those with the Duration of less than 

Two and a Half Years and in the Category of High-Volatility Commercial Real Estate Lending) ...............................................

Strong ..................... 70% ....................................................................................................................................................

Good ....................... 95% ....................................................................................................................................................

Satisfactory ............ 140% ....................................................................................................................................................

Weak ..................... 250% ....................................................................................................................................................

Default ...................... 0% ....................................................................................................................................................

Equity Exposures to which the Simplified Method of the Market-Based Approach is Applied ........................................................

Listed Stocks ......... 300% ....................................................................................................................................................

Unlisted Stocks ...... 400% ....................................................................................................................................................

(5) Amount of Exposures by Risk-Weight Category

¥ 2,148,850
156,542

—
27,044

1,091,411
—

871,008
2,842

—

¥ 647,589
280,545
212,866
140,385

1,139
12,651

¥ 342,638
140,816
146,824

54,739
—

258

¥ 63,243
16,386
24,873
21,983

—
—

¥ 68,582
34,705
26,386

7,490
—
—

¥ 42,133
29,423
12,709

2007

Millions of Yen

At March 31



Sumitomo Trust and Banking   2007 Annual Report

To
O

ur
S

harehold
ers,

C
ustom

ers
and

E
m

p
loyees

G
overnance

R
ep

ort
B

usiness
R

ep
ort

A
R

ep
ort

from
the

Front
Lines

S
TB

B
asic

Inform
ation

153

Financial
S

ection
R

isk
M

anagem
ent

Application of the IRB Approach

Ratings 1 – 4 ...........................................................

Ratings 5 – 6 ...........................................................

Ratings 7 – 8 ...........................................................

Ratings 8- – 10 ........................................................

Total ........................................................................

(1) The Probability of Default (PD), weighted average of Risk Weights (RW), Exposure At Default (EAD) of On-balance sheet

asset items (On_EAD), and EAD of Off-balance sheet asset items (Off_EAD) by debtor category for corporate exposures

¥ 55,146
1,743

1
—

¥ 56,891

Off_EAD

¥ 2,588,471
30,224
7,453

—
¥ 2,626,149

On_EAD

9.42%
90.29%

233.17%
—

11.00%

RW

45.00%
45.00%
45.00%

—
45.00%

LGD

0.01%
1.14%

15.15%
—

0.07%

PD

2007

Millions of Yen

Ratings 1 – 4 ...........................................................

Ratings 5 – 6 ...........................................................

Ratings 7 – 8 ...........................................................

Ratings 8- – 10 ........................................................

Others .....................................................................

Total ........................................................................

(2) The Probability of Default (PD), weighted average of Risk Weights (RW), Exposure At Default (EAD) of On-balance sheet

asset items (On_EAD), and EAD of Off-balance sheet asset items (Off_EAD) by debtor category for sovereign exposures

¥ 791,661
1,040,969

92,974
16,536
38,939

¥ 1,981,080

Off_EAD

¥ 1,766,587
4,612,853

666,751
111,967
463,883

¥ 7,622,043

On_EAD

24.80%
76.51%

197.58%
—

106.00%
72.83%

RW

46.15%
45.05%
45.00%
45.00%

—
42.98%

LGD

0.06%
1.00%

11.46%
100.00%

— 
2.85%

PD

2007

Millions of Yen

(3) The Probability of Default (PD), weighted average of Risk Weights (RW), Exposure At Default (EAD) of On-balance sheet

asset items (On_EAD), and EAD of Off-balance sheet asset items (Off_EAD) by debtor category for bank exposures

Ratings 1 – 4 ......................................................................................................................

Ratings 5 – 6 ......................................................................................................................

Ratings 7 – 8 ......................................................................................................................

Ratings 8- – 10 ...................................................................................................................

Total ..................................................................................................................................

(4) The Probability of Default (PD), weighted average of Risk Weights (RW) and balance of equity exposures to which the

PD/LGD approach is applied by obligor category

¥ 35,696
93,003

77
99

¥ 128,876

Balance

109.13%
197.63%
524.97%

—
173.16%

RW

0.06%
0.67%

14.68%
100.00%

0.59%

PD

2007

Millions of Yen

* Specialized lending and purchased receivables are excluded. 

* Specialized lending and purchased receivables are excluded. Others are credits provided to affiliated companies.

Ratings 1 – 4 ...........................................................

Ratings 5 – 6 ...........................................................

Ratings 7 – 8 ...........................................................

Ratings 8- – 10 ........................................................

Others ....................................................................

Total ........................................................................

¥ 657,150
31,010

—
—

1,803
¥ 689,964

Off_EAD

¥ 833,621
51,851

—
—

21,705
¥ 907,178

On_EAD

16.98%
53.44%

—
—

106.00%
20.18%

RW

45.49%
47.14%

—
—
—

44.91%

LGD

0.04%
0.58%

—
—
—

0.07%

PD

2007

Millions of Yen

* Specialized lending and purchased receivables are excluded. Others are credits provided to affiliated companies.

Risk Management

At March 31

At March 31

At March 31

At March 31
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Portfolios to which the Standardized Approach is Applied ................................................................................

Portfolios to which the IRB Approach is Applied .............................................................................................

Corporate Exposures ....................................................................................................................................

Sovereign Exposures .....................................................................................................................................

Bank Exposures ...........................................................................................................................................

Exposures to which Credit Risk Mitigation Measures are Applied

¥ —
40,000
40,000

—
—

Credit Derivatives

¥ 5,171
998,123
175,684
32,889

789,549

Qualifying Financial
Asset Collateral

2007

Millions of Yen

Credit Risk Mitigation Non-consolidated

Derivative Products Non-consolidated

Aggregate Sum of Amounts of Gross Reconstruction Costs (limited only to those not below zero) .................................................

Aggregate Sum of Gross Add-On Amounts ...................................................................................................................................

Credit Equivalents (Gross) ............................................................................................................................................................

Derivative Products

¥ 647,400
789,606

¥ 1,437,006

2007

Millions of Yen

* Credit equivalents are calculated with the current exposure formula.

Foreign Exchange Related .............................................................................................................................................................

Interest Rate Related .....................................................................................................................................................................

Gold Related .................................................................................................................................................................................

Equity Related ..............................................................................................................................................................................

Precious Metals (Excluding Gold) Related .....................................................................................................................................

Other Commodities Related ..........................................................................................................................................................

Credit Derivatives .........................................................................................................................................................................

Total .............................................................................................................................................................................................

Effect of Mitigating Credit Equivalents due to Close-out Netting Contracts (Deduction) ..............................................................

Total .............................................................................................................................................................................................

Effect of Mitigation by Collateral under the Credit Risk Mitigation Measures (Deduction) ...........................................................

Total .............................................................................................................................................................................................

¥ 238,448
1,198,449

—
—
—
—

108
¥ 1,437,006

(680,134)
¥ 756,871

—
¥ 756,871

2007

Millions of Yen

Notional Principal Amounts of Credit Derivatives Subject to the Calculation of Credit Equivalents

Credit Default Swaps ...................................................................................................................................

Total Return Swaps .....................................................................................................................................

First-to-Default Credit Derivatives ...............................................................................................................

Second-to-Default Credit Derivatives ...........................................................................................................

¥ 40,000
—
—
—

¥ 81,000
—
—
—

2007

Purchase of
Protection

Provision of
Protection

Millions of Yen

Notional Principal Amounts used to Allow for the Effect of Credit Risk Mitigation Measures ....................................................... ¥ 40,000

2007

Millions of Yen

At March 31

At March 31

At March 31

At March 31

At March 31



Sumitomo Trust and Banking   2007 Annual Report

To
O

ur
S

harehold
ers,

C
ustom

ers
and

E
m

p
loyees

G
overnance

R
ep

ort
B

usiness
R

ep
ort

A
R

ep
ort

from
the

Front
Lines

S
TB

B
asic

Inform
ation

155

Financial
S

ection
R

isk
M

anagem
ent

(1)  Outline of Securitization during fiscal year 2006, Type and Status of Underlying Assets

We conducted the following single securitization transaction as an originator during fiscal year 2006.

Date of Securitization: December 2006

Type of Underlying Assets: Commercial real estate-secured loan (real estate non-recourse loan)

Aggregate Sum of Underlying Assets: ¥20,000 million (at the time of securitization), ¥17,221 million (as of the end of March 2007)

Type of Transaction: Asset transfer-type securitization transaction

Rating Agency: Moody’s Investors Service, Inc.

Initial Issue Amount: Class A ¥11,900 million (Aaa), Class B ¥5,000 million (Aa2)

Class C ¥2,600 million (A2), Class D ¥500 million (A3)

Date of Redemption: October 2013

We hold part of the exposures related to this securitization transaction, and quantitative data in (2)-(9) below include data related to

this securitization transaction.

(3) Cumulative Total for Fiscal Year 2006 of Underlying Assets Overdue for Three Months or Longer or in Default Related

to Securitization Exposures Held, Cumulative Total of Losses for Fiscal Year 2006, and their Breakdowns by Type of

Underlying Assets.

Not applicable

(2)  Amounts of Securitization Exposures Held and Breakdown of Underlying Assets by Type

Exposure Amounts
Aggregate Sum of Underlying Assets

Millions of Yen

Synthetic
Securitization

Asset Transfer-Type
Securitization

Housing Loans ....................................................................................

Credit Card Loans, Consumer Loans ...................................................

Auto Loans, Other Loans to Individuals ..............................................

Commercial Real Estate-Secured Loans ...............................................

Loans and Bonds to Corporates ...........................................................

Claims on Lease Payments ...................................................................

Accounts Receivable, Other Claims on Corporates ..............................

Total ...................................................................................................

¥ —
—
—

29,041
—
—
—

¥ 29,041

¥ —
—
—
—
—
—
—

¥ —

¥ —
—
—

29,041
—
—
—

¥ 29,041

¥ —
—
—

10,201
—
—
—

¥ 10,201

2007

Risk Management

At March 31

Securitization Exposures (Originator) Non-consolidated
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Risk-Weight Category (IRB Approach) ............................................................................................................

20% or less ..................................................................................................................................................

over 20% and 100% or less ..........................................................................................................................

over 100% and less than 1250% ..................................................................................................................

Capital Deduction .......................................................................................................................................

Risk-Weight Category (Standardized Approach) ..............................................................................................

20% or less ..................................................................................................................................................

over 20% and 100% or less ..........................................................................................................................

over 100% and less than 1250% ..................................................................................................................

Capital Deduction .......................................................................................................................................

Total ................................................................................................................................................................

(4) Balance and Amounts of Required Capital of Securitization Exposures Held by Risk-Weight Category

¥ 811
22
—

788
—
—
—
—
—
—

¥ 810

Required Capital

¥ 10,201
1,335

—
8,866

—
—
—
—
—
—

¥ 10,201

Balance

2007

Millions of Yen

(5) Amount Equivalent to the Increase in Capital Following Securitization and Breakdown by Type of Underlying Assets

Not applicable

(6) Amounts of Securitization Exposures by Type of Underlying Assets Deducted from Capital under Provisions of the

Notification on Capital Adequacy Ratio, Article 247

Not applicable

(7) Items by Type of Underlying Assets of Securitization Exposures with Early Redemption Clauses

Not applicable

(8) Amounts of Losses/Gains on Sale in Association with Securitization Transactions Recognized during fiscal year 2006

and Breakdown by Type of Principal Underlying Assets

Not applicable

(9) Amounts of Credit Risk-Weighted Assets Calculated with the Application of Transitional Measures with respect to

Securitization Exposures

Not applicable

At March 31
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(4) Amounts of Credit Risk-Weighted Assets Calculated with the Application of Transitional Measures with respect to

Securitization Exposures

Not applicable

Securitization Exposures (Investor) Non-consolidated

Housing Loans .................................................................................................................................................................................

Credit Card Loans, Consumer Loans ...............................................................................................................................................

Auto Loans, Other Loans to Individuals ...........................................................................................................................................

Commercial Real Estate-Secured Loans ............................................................................................................................................

Loans and Bonds to Corporates ........................................................................................................................................................

Claims on Lease Payments ................................................................................................................................................................

Accounts Receivable, Other Claims on Corporates ........................................................................................................................

Total .............................................................................................................................................................................................

(1) Amounts of Securitization Exposures Held and Breakdown by Type of Principal Underlying Assets

¥ 609,005
276,624

44,884
109,384
522,215
162,801

6,205
¥ 1,731,122

2007

Exposure

Millions of Yen

Risk-Weight Category (IRB Approach) ............................................................................................................

20% or less ..................................................................................................................................................

over 20% and 100% or less ..........................................................................................................................

over 100% and less than 1250% ..................................................................................................................

Capital Deduction .......................................................................................................................................

Risk-Weight Category (Standardized Approach) ..............................................................................................

20% or less ..................................................................................................................................................

over 20% and 100% or less ..........................................................................................................................

over 100% and less than 1250% ..................................................................................................................

Capital Deduction .......................................................................................................................................

Total ................................................................................................................................................................

(2) Balance and Amounts of Required Capital of Securitization Exposures Held by Risk-Weight Category

¥ 43,468
5,413
5,924

11,698
20,431
26,149
11,430
14,719

—
—

¥ 69,618

Required Capital

¥ 800,608
646,245
109,700
24,230
20,431

930,514
714,400
216,114

—
—

¥ 1,731,122

Balance

2007

Millions of Yen

Housing Loans .................................................................................................................................................................................

Credit Card Loans, Consumer Loans ...............................................................................................................................................

Auto Loans, Other Loans to Individuals ...........................................................................................................................................

Commercial Real Estate-Secured Loans ............................................................................................................................................

Loans and Bonds to Corporates ........................................................................................................................................................

Claims on Lease Payments ................................................................................................................................................................

Accounts Receivable, Other Claims on Corporates ........................................................................................................................

Total .............................................................................................................................................................................................

(3) Amount of Securitization Exposures by Type of Underlying Assets Deducted from Capital under Provisions of the

Notification on Capital Adequacy Ratio, Article 247

¥ —
—
—
—

20,431
—
—

¥ 20,431

2007

Millions of Yen

Risk Management

At March 31

At March 31

At March 31
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Book Values and Market Values with respect to Items Listed Below

Listed Equity Exposures ...............................................................................................................................

Unlisted Equity Exposures ...........................................................................................................................

Stocks Held in Subsidiaries and Affiliate Companies ....................................................................................

Amounts of Losses/Gains on Sale and Write-Offs of Capital Subscriptions or Equity Exposures .......................

Amounts of Unrealized Losses/Gains Recognized in 

the Balance Sheet and not Recognized in the Income Statement ...................................................................

Amounts by Portfolio Category ........................................................................................................................

Outstanding Shares Held .............................................................................................................................

Portfolios Adopting the Market-Based Approach ..........................................................................................

Portfolios Adopting the PD/LGD Approach ................................................................................................

¥ 988,215
82,843

293,044
5,088

506,509
1,355,968
1,184,958

42,133
128,876

¥ 988,215
82,843

293,044

2007

Market ValueBook Value

Millions of Yen

* Amounts by portfolio category show exposures subject to the calculation of credit risk-weighted assets.

Aggregate Sum of Exposures Held in Funds ..................................................................................................................................

Look-through Formula .................................................................................................................................................................

Simple Majority Formula .............................................................................................................................................................

Investment Criteria Formula ........................................................................................................................................................

Internal Models Approach ............................................................................................................................................................

Probability Approach ....................................................................................................................................................................

Others .......................................................................................................................................................................................

¥ 503,841
242,418

66,780
103,825

—
78,152
12,665

2007

Millions of Yen

* Exposures subject to the calculation of credit risk-weighted assets are shown.

Capital Subscriptions or Equity Exposures in the Banking Account Non-consolidated

Amounts Held in Funds Non-consolidated

Various figures related to Basel II were calculated from the period starting end of March 2007, therefore, we disclose

only those figures relevant to fiscal year 2006. 

Risk Management

At March 31

At March 31




