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Hitoshi Tsunekage President and CEO

Tailwind Suddenly Turned 
into Headwind in Fiscal Year 2007

After maintaining a strong performance until the first half
of fiscal year 2007, our retail financial services and real estate
businesses slowed down in the second half of the year. Retail
customers’ investment appetites were severely blunted by the
financial market turmoil, leading to a decrease in mutual funds
sales. In the real estate business, a real estate market slump
caused by the outflow of foreign funds undermined the perform-
ance of the real estate brokerage business in particular. As a
result, the consolidated net business profit before credit costs of
the retail financial services and real estate businesses remained
essentially flat compared with the previous year. The consolidat-
ed net business profit before credit costs of the wholesale finan-
cial services business declined 3% year-on-year, mainly because
of lower spreads on domestic loans.

Meanwhile, despite such a severe business environment,
the fiduciary services business (including pension and securi-
ties processing services), which is a growth area for Sumitomo
Trust, continued to generate fee revenue steadily. This, cou-
pled with market-related income produced by our successful
efforts to take advantage of a decline in the interest rate in the
second half, enabled us to increase our consolidated net busi-
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ness profit before credit costs slightly, by 1.4 billion yen, from
the previous year to 216.8 billion yen in fiscal year 2007.

However, our consolidated net income dropped 21%
year-on-year to 82.3 billion yen, mainly due to losses of 79.3
billion yen related to overseas credit investments.

Dividend Payout Remains Unchanged

We have been striving to satisfy our shareholders in terms
of both our potential for sustainable growth and a return of
profits through dividends, with the goal of maintaining a con-

Fiscal Year 2007 was a year when financial insti-
tutions in major countries around the world suffered
from the U.S. subprime mortgage problems, the
worst financial crisis in decades. Sumitomo Trust was
no exception to this plight, as it posted a decline in
consolidated net income in fiscal year 2007 despite
showing an increase in net business profit before
credit costs, mainly due to losses related to overseas
credit investments amid the financial market turmoil
triggered by the U.S. subprime mortgage problems. 

However, our subprime-related losses were lim-
ited thanks to our prudent credit portfolio manage-
ment. In order to put ourselves back on the path of
stable growth in fiscal year 2008 and beyond, we will
keep our focus firmly on our characteristics as a
trustee (“Trustee-ness”) and the specific merits of
Sumitomo Trust (“STB-ness”). We aim to become an
“essential partner” with our customers and society,
as an independent and unique “asset management-
oriented financial intermediary services group.”
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Commitment to Risk Management

In business management, it is essential to strike the right
balance between “offense” and “defense,” and we believe that
the key to “defense” is enhancing our risk management.

The ongoing financial market turmoil has forced financial
institutions in major countries to review their frameworks for
risk management and internal control. Sumitomo Trust also
suffered an unexpected drop in the value of its credit invest-
ment assets, which underscored the need to enhance our risk
management.

We will enhance our framework for controlling domestic
and overseas credit investments and introduce a “hybrid” risk
management system, which will combine market and credit
risk management systems.

Fresh Start with a New Vision 

The immediate challenge I have been tackling since I
became President and CEO of Sumitomo Trust in January 2008
is dealing with the U.S. subprime mortgage problems. However,
Sumitomo Trust has not engaged only in defensive manage-
ment. While consolidating the foundation of our defense, we
have been steadily preparing to implement an offensive strategy
to put ourselves back on the path of stable growth.

New Vision with Sharp Focus on Our Strength
As Sumitomo Trust faced a sudden gust of headwind after

coasting along smoothly following the repayment of public
funds, my first task was to set forth a vision of what Sumitomo
Trust should be like in the future. Our strength lies in a busi-
ness model that combines the banking business, including retail
and wholesale financial services, with the trust and real estate
businesses, which involve pension and real estate services requir-
ing highly advanced expertise. Believing that the key to achiev-
ing growth is to exploit the strength of Sumitomo Trust fully as
a “hybrid” financial institution, I have concluded that the com-
pany should become an “essential partner” of customers and
society, serving as an independent and unique “asset manage-
ment-oriented financial intermediary services group.”

The “asset management-oriented financial intermediary
services group” represents the business model of offering the
best mix of products and services based on the Sumitomo
Trust Group’s broad range of on-balance and off-balance
functions (indirect finance, arranging, asset management and
asset servicing) so as to satisfy the diverse needs of customers,
and providing financial solutions in a meticulous manner. We

solidated payout ratio of approximately 30%.
In fiscal year 2007, we decided to leave the annual divi-

dend unchanged from the previous year at 17 yen per share
despite the net income decline caused by losses related to over-
seas credit investments, taking into consideration the one-time
nature of those losses as well as our future growth strategy. The
consolidated payout ratio for fiscal year 2007 stands at 34.6%,
a figure partly reflecting the effects of the net income decline.

Subprime-Related Losses are Limited

Since completing the repayment of public funds in January
2004, Sumitomo Trust has been promoting loans to individuals
and investment in domestic and foreign market-based assets in
order to pursue diversification of its credit portfolio and
increase the ROA from the viewpoint of making effective use of
its capital and ensuring the efficient management of deposits
placed by individual and corporate customers, totaling 13 tril-
lion yen. As for overseas assets, we expanded investment in
bonds with high credit ratings and securitized products.

Although most of these investment assets carried high
credit ratings and had little in common with subprime mort-
gages, the U.S. subprime mortgage problems affected such
products, too, causing them to be downgraded, sapping their
liquidity and reducing their prices sharply.

Confronted with this situation, we wrote off additional
losses in the second half of fiscal year 2007, going beyond the
requirement of the existing standard for the recognition of
impairment losses, so as to avoid carrying over losses to fiscal
year 2008 and later. As a result, we booked losses of 50.8 bil-
lion yen related to the write-down of overseas asset-backed
securities (including additional losses of 46.8 billion yen). If
losses from the sale of such securities and loan loss provisions
for corporate loans are included, the total losses related to
overseas credit investments amounted to 79.3 billion yen.
However, we have sharply reduced the amount of our hold-
ings of equity-related securitized products and have almost
eliminated valuation losses.

Most of the remaining holdings of overseas assets are
plain vanilla asset-backed-securities, and we expect that any
additional loss that may arise in the future will be limited. 

Meanwhile, our consolidated BIS capital adequacy ratio
and Tier I capital ratio at the end of fiscal year 2007 stood at
11.84% and 7.33%, respectively, with both figures improving
compared with the end of the previous year. Thus, we have
avoided an erosion of capital by the U.S. subprime mortgage
problems and maintained our financial soundness.
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management plan aims to promote the evolution of the existing
business model — a multi-function trust banking model based
on the structure of five business divisions and affiliated companies
— toward our envisioned “asset management-oriented financial
intermediary model” by achieving synergy between the various
businesses. Under the new three-year management plan, we will
establish Sumitomo Trust as “the number one brand of choice in
terms of client satisfaction” by pursuing a business expansion
based on “Trustee-ness” and “STB-ness” and consolidate our
position as an “essential partner” of our customers and society.

Under the new management plan, we also aim to achieve
a consolidated net business profit before credit costs of 250
billion yen, a consolidated net income of 125 billion yen, an
ROE of around 11% and a Tier I capital ratio of around 8%
on a consolidated basis.

will serve retail customers as a reliable “main bank for asset
management and asset servicing” while catering to corporate
customers and institutional investors as an “essential strategic
partner” capable of providing value tailored to their particular
needs. In this way, we hope to contribute to promoting the
shift of funds from savings to investments.

In order to realize this corporate vision, we have set forth
the following four basic policies for business management.

(1) Strong Commitment to 
“Trustee-ness” and “STB-ness”
“Trustee-ness” refers to the concept of providing the best

solutions from the standpoint of customers in a conscientious
manner in the spirit of trusteeship on a group-wide basis.
“STB-ness” means the company’s ability to create new value
by combining the advanced and diverse expertise of its various
business divisions and provide solutions speedily. In short,
“STB-ness” can be represented by the three key words “diver-
sity,” “creativity” and “speed.”

(2) Quest to Become Number One for 
Client Satisfaction, and Creation of 
Value through the Fulfillment of CSR 
Aiming to become the leading company in terms of client

satisfaction, we will make constant efforts to improve the
quality of our services from the standpoint of clients. Also, we
will create new value through the fulfillment of corporate
social responsibility.

(3) Best Balance between “Offense” and “Defense”
In order to respond flexibly to changes in the business envi-

ronment, we will establish the best balance between “offense”
and “defense” while maintaining proper corporate governance.

(4) Global Business Expansion
We will expand our business operations, including not

only the loan and credit investment businesses but also the
trust and asset custody businesses, on a global scale and pro-
vide high-quality services competitive in the global markets.

Evolution and Synergy toward New Vision 
— New Midterm Management Plan —

Under the management policies described above, we
launched a new midterm management plan (fiscal year 2008-
2010 “Evolution and Synergy”) in fiscal year 2008. The new

In order to meet these numerical targets, we will devote
particular efforts to the “enhancement and innovation of the
investor marketing strategy” so that we can expand our cus-
tomer base to support the “asset management-oriented finan-
cial intermediary model.” In doing so, we will place priority
on the following points.

(1) Enhancement of Investment Marketing
We will expand the investor base, including both individ-

ual and corporate investors, for the entire Sumitomo Trust
Group by making full use of the asset management consulting
capability developed through our business with institutional
investors and the know-how regarding the development of
investment products accumulated through our market finance
business in order to promote the retail and wholesale financial
services businesses. In particular, there is much room for us to
obtain new customers through marketing targeted at non-prof-
it corporations, financial corporations and industrial compa-
nies, so we will place priority on this in our marketing activity.

Midterm Financial Plan (Billions of Yen)

• Net Business Profit before Credit Costs 250.0

• Net Income 125.0

• Return on Shareholders’ Equity Approx. 11%

• Tier I Capital Ratio Approx.   8%
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to be equivalent to only 0.2% of the total credit balance as the
downside risk stemming from the U.S. subprime mortgage
problems, which was the main cause of our profit decline in
fiscal year 2007, has been removed. We plan to pay an annual
dividend of 17 yen per share, which translates into a consoli-
dated payout ratio of 30%.

“Essential Partner” with Unmatched Strength

Customers expect Sumitomo Trust to provide compre-
hensive solutions through services with high value added on
the basis of its diverse functions, and the ability to satisfy this
expectation is the source of our strength.

The most important objective of the new midterm man-
agement plan is to enhance our strength further, to a level
unmatched by other financial institutions amid the increasing-
ly tough business environment and establish an unparalleled
new business model and develop it to the full.

The key to achieving this objective is the “evolution and
synergy” of the diverse functions of the entire Sumitomo
Trust Group.

The Sumitomo Trust Group will seek to achieve growth
amid this tough business environment by pursuing the “Three
Bests” — “the best solution” in consulting, “the best perform-
ance” in products and services such as loans and asset manage-
ment and the “best balance” between “offense” and “defense”
in business operation and management. Through “evolution
and synergy,” we will transform ourselves into an “asset man-
agement-oriented financial intermediary services group” with
a focus on the needs of investors so that we can become an
“essential partner” of our customers and society.

I should like to ask all of you to give us your kind support.

To Our Shareholders, Customers and Employees

(2) Increased Efforts for 
Wealth Management Business
We will devote increased efforts to the provision of asset-

related comprehensive solutions to private-banking customers
and other wealthy customers. We will improve our framework
for providing meticulous services based on “STB-ness.” We also
plan to introduce a new SMA (separately managed account)
product “Sumishin Fund Wrap” with a minimum investment
of 10 million yen in the second half of fiscal year 2008.

(3) Promotion of Comprehensive Real Estate Business 
Sumitomo Trust will seize various income earning oppor-

tunities that arise during the real estate transaction process on
a group-wide basis. This is a task carried over from the previ-
ous midterm management plan, and we will further strength-
en our real estate investment management and real estate
administration services under the new midterm management
plan in order to enhance our product supply capacity.

(4) Improvement of Profitability of Credit Portfolio
This is also a task carried over from the previous midterm

management plan. While recognizing the bitter lesson of the
U.S. subprime mortgage problems, we intend to build a
dynamic credit portfolio designed to boost the ROA through
the reallocation of assets with a focus on market-based loans.

Through the implementation of the above priority meas-
ures, we plan to increase sales and trust management fee
income by 18 billion yen over the three years to fiscal year
2010, the last year of the new midterm management plan. We
expect that our investor marketing strategy will bring particu-
larly generous benefits in the retail investor market, which
covers private-banking customers and other wealthy cus-
tomers, and the corporate investor market, where there is
much room for obtaining new customers. Specifically, we plan
to raise income by 7 billion yen in the retail investor market,
by 8 billion yen in the corporate investor market and by 3 bil-
lion yen in the institutional investor market.

20% Net Income Growth Projected for 
Fiscal Year 2008

For fiscal year 2008, the first year of the new midterm
management plan, we project a consolidated net income of
100 billion yen, up some 20% from the previous year. Total
substantial credit costs (non-consolidated basis) are estimated

Hitoshi Tsunekage President and CEO




