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Drastic change in the cor porate environment

Wor sening of ——  of
investment
conditions caused
by worldwide
recession in 2000-
2001
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Negative return of
investment of the
pension assets

Downside risk

Influence on ratings and stock price

by excessive pension liability..

Interest rate
Volatility fluctuation
required cash
contribution

International accounting
standards
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High volatility of pension asset and liability | “PBQO” Issue
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Counseling of problematic corporate pension plan

Utilizing our high-quality counseling capability

.

M anagement

Liability

Downside risk PBO issue

stirement pension pla

M ulti-products | nvestment counseling Plan counseling Multi-plans

The Sumitomo Trust and Banking Co., Ltd. |

Our strength Differentiation from competitors
Our strength lies not only in indicating the right direction through We have established the superiority to support our
our consulting <plan> but also in providing optimal products and/or clients through the consultation service in both

plans to <do> and <see> the final outcome. investing and planning ahead of our competitors.




High-quality counseling from in investment and plan

| nvestment
Focus on individual products

e Accounts of multi-assets — shift to accounts of
single asset
In accordance with inclination toward specialization, shift
to specified investment style such as that by investment
advisory companiesis rapidly in progress.
e Emphasison policy asset mix
Asset allocation strategy— Individual assets strategy

With accelerating prevalence of policy asset mix, the weight
of asset allocation effect tends to decline and that of
individual assets effect tends to increase.

e Changein thedecison factor of entrusted share
Selection of investment managers dramatically shifts from
focusing on relationships with plan sponsor companies or
on magjor trustee functions to the quality of individual
products of pension investment.

How to present a solution through high-
level counseling capability with high-
guality productsto advanced clientswho
emphasize on high-quality individual

et

Product oriented

Plan

Diver sification of customer needs

e Changein corporate strategies
Corporate realignment is rapidly in progress under the
concept of selection and concentration. Accordingly
review of retirement pension becomes necessary.
e Changein concern
~ change in concern among both management and
employees ~
Japanese companies will gradually free themselves of the
traditional Japanese culture such as life-time employment
and seniority rule.
e Diversification of plan choices

Through the introduction of defined contribution plan and
renewed defined benefit plan, the pattern of retirement
pension plansis significantly diversified.

How to present the solution plan
through high-quality counsdling
from an unbiased standpoint

Plan oriented



Construction of strategic partnership

~ Aiming the" Strategic Partnership” ~
Multi-products
&
Multi-plans

Counseling I Provide the optimal multi-

Curfteganser products and multi-plans

Strategic
partnership

Optimal Customers

solution
—

The Sumitomo | dentify customer needs

Trusgo%, Eﬁg_king Including potential ones




Plan counseling

Thearrival of anew pension era To be abolished

Ll Fund-type pension plan ._Tax Qualified pension plan ir'f_'_'_':_'_'__:f__:l/,:»
n Contract-type pension plan [N = 14111100 S0
S lan Defined contribution plan |

Return a part of
the plan to the
nation’ s plan

Interest rate
fluctuation

Reconstruction of total retirement pension plan

nation's plan
Volatile Cash balance Plan counseling
investment Han

performance PBO issye "I—III

ty.of PBO?

Future portion
t of PBO

Return to the

{

Pension

Provide the optimal set of plans




Our business model in designing retirement pension plans

Reconstruction of retirement pension plans

Optimal _
P . Customer needs I dentify problemsincluding Plan counsellng
solution potential ones

Key points of retirement pension plan

Suppor_t the chaice Financial conditions ~ Organization structure  Future perspective  Industrial
of optimal plans characteristics  Business characteristics  Regional characteristics Employees
needs Change of society etc.

Multi-plans Various components of retirement pension plans  prepaym

lan : i
P on plan Cash balance plan " €tirement
jon act

Contract-type pension plan ed contribution plan
\C%gat jon act 7 atc
\ /)

of

Fund-typ

Retir ¢

Professional of pension plan The opinion leader in the new pension era
’ We arethg EICIEEE e Gl PETE CAE E B Iiirs » We are planning to engage in defined contribution plans
industry pioneer. .
. . . . and hybrid plans such as cash balance plans.
» We can also provide advice on the new defined benefit ) S o -
lans including transition from the old-type in atimely ez EctNsiRe TN S A WA L M e
pmanner leader remains stable in the new pension era.

Capability to cope with any plans. mmmp Capability to conduct unbiased plan counseling.



Examples of plan counseling

(double pension plan structure

Division of retirement pension plan in accordance with purposes

Ve

Changein corporate needs

-To reflect corporate earnings

-To reflect performance of individual employee

-To ensure the plan to be fair to
those who are hired midway

Changein employees needs

-To have aplan to correspond with the change of public pension system

-To have a plan flexible enough for each individua life style.
-To ensure not to be in disadvantage
in terms of benefit when changing job

Confirmation of thefunction

of retirement pension plan

e Old-age securing function
aver age-life securing function
Through change of retirement fund into pension
plan

e Social security function
Minimumtlevel securing function

Through the nation’ s pension plan

Division of retirement pension plan

| Stabilizing old age | | Deferred payment |

!

Stable benefit
decided by working age

length of service

Reflection of contribution
in working age
performance or ability

—— ——

Defined benefit | Retirement fund
Qualified - abolished L
Fund-typed plan
Contract-typed plan Prepayment
Employees’ plan Defined Contribution

Ensure the right

corresponding with previous

working period

Previous plan

Plan commoninall
employees

Plan common in all enployees

An example of counseling menu

Corporate strategy

Confronted with such problems as....

Merger or spin-off ‘

~

Multiple plans

I Introduction of business units I

Strategy of
affiliated companies

integration/segregation of
plans

plans by business unit
Design of essential benefit
Joint design

Point basis design

Post basis design
profession basis design

Introduction of performance
based evaluation

Deficit of reserve ‘

employment style basis

design

Change of scheduled rate

Setting rate according to
annuity term (past & future)

Depreciation of debt

Retirement pension trust

. Accounting basis

Review on interest rate
Review on lifelong annuity
Prepayment of retirement

fund
Introduction of DC plan
Introduction of hybrid plan

BECTET
1 Public pension plai

Prolongation of employment Ga_p br_idgi_ng Rian
“Distribution to oneself”

Thesumof and

ensures the vested rights

before the change of plan.

\_ /

Began providing charged counseling
services from June 2000.

Both profitability and counseling level
arerapidly improving

E/

The number of counseling
is steadily increasing.
=




Examples of plan counseling

An electric appliance company

A chemical company

A food company

A telecommunication company

A telecommunication company

A ceramic company

A transportation vehicle company

A trading company

A publishing company

A broadcasting company

An electric appliance company

A financial company

Provided couseling on reconstruction of the entire pension plan to correspond with the introduction of the retirement pension
accounting system. Switch from the present pension plan to the cash balance plan.

Provided counseling on designing the competency based plan aswell as support upon the enactment and/or amendment of
the Defined Benefit Pension Act, the Defined Contribution Pension Act and Employees Pension Fund Act. Simplified the
complicated pension plan.

Provided counseling on designing a plan to correspond with the amendment of Employees Pension Fund Act (benefit payment
from the age of 65) and the introduction of the retirement pension accounting system. Altered the benefit payment methodol ogy
and introduced the prepayment of retirement allowance.

Provided counsdgling todesign the strategic and comprehensive retirement allowance system suited for itsrapidly
increasing subsidiaries and affiliated companies.

Provided counseling on the integration of the retirement allowance systems due to the integration of the plan sponsor companies.
Designed the appropriate system for the integrated company including the protection of the employees' rights on the past service
obligation.

Providing counseling on the amendment of the retirement allowance reflecting the performance of individual employees, and the
introduction of anew pension plan, the perfor mance based point system. Developed active discussions on atering the plan in
view of the amendment of the Defined Benefit Pension Act.

Providing counseling on designing the performance based plan as well as support upon the enactment and/or amendment of the
Defined Benefit Pension Act, the Defined Contribution Pension Act and Employees Pension Fund Act. Developed active
discussions on the introduction of the defined contribution pension plan.

Providing counseling on the amendment of the retirement allowance and the tax qualified pension plan introducing the
performance based point system. Developed active discussions on the amendment of the systemsin view of the revision of the
Defined Benefit Pension Act.

Providing counseling in view of the enactment and/or amendment of the Defined Benefit Pension Act, the Defined Contribution
Pension Act and Employees Pension Fund Act. Developed discussions onthe amendment of the tax qualified pension plan
incor por ating the performance based point system.

Providing counseling on the amendment of the retirement allowance and the tax qualified pension plan incorporating the
performance based point system. Devel oped active discussion on the amendment of the systemsin view of the revision of the
Defined Benefit Pension Act.

Providing counseling on the replacement of the pension systems due to the establishment of ajoint ventures with the business and
employees transferred from the parent companies. Developed discussions on designing the integrated pension system
with the succession of the rights and obligations from the present systems avoiding the benefits received from
multiple pension systems.

Providing counseling on the amendment of the retirement allowance system, the integration of the Employees Pension Funds ang
the establishment of the tax qualified pension plan. Developed discussions on amendment of the retirement allowance system
shifting from a system strongly reflecting the seniority rule to one reflecting the duties, responsibilities and per for mance of
the individual employees.

The number of our full counseling counts 56 from June 1, 2000 to the end of February 2002(1 yvear and 9 months).

Average number of membersin pension plan on which the counseling was conducted is appr oximately 8,800.




| nvestment counseling

Negative market return

in the past two years
Beizl Alpha a
£ P Total return
Return on market risk Return on active manager risk
Controlling market risk Controlling active Interest rate
manager risk fluctuation
-

Efficient accumulation of pension asset

How to improve investment efficiency Manageme

whil sk? issue
Volatile

investment
per formance

-' Downside risk

Provide a mixture of products based on
the “ open-platform”

~ ’ -
Multi-products



Business model for pension investment

“3functions for providing multi-products’

Optimal Counseling function

Advice on strategies of asset allocation and individual assets,
risk management service on investment, etc.

solution

. .. . Require high-quality products
|dentify existing and potential issues suitable for constructing

Providing mixed products on the“ platform” Feed back solution portfolio

A mixture of multi-products on the “open-platform”

Careful selection of high-quality products including out-sourced ones
based on customer-oriented spirits and through high-level consulting.

QOPO® s 999999
/

Manufacturing function

Feed back Distributing function

We have manufactured high-quality products which are
worthy of the“style-pickup. * ”

style-pickup_ hireiaproduct with'the style specification Share know-how of
product quality check
Manufactured products / ’
Core-products Sub-products products

ut-sour ced

We pick up the products which passed our strict due-
diligence and are superior to our own products.




The multi-product manager

Requisite for a multi-product manager Ability of providing best productsin the optimal combination.

: In-house products Out-sourced products
Al | I n_hOU% prOdUCtS Keep the quality level of Selecting such high-quality products
consultants’ recommendation as recommended by consultants.)

We also function as a provider of excellent
products of overseas managers without

offices in Japan.

-

Coeri-glaiifor ) By g
Global multi-product manager pulil-graeiict mzizi)er

American-type manager ; .
_ yP _ X Manufacturing Distributing
in the new paradigm) Produce Provide other
in-house products manufacturers’ products

Consulting
I dentify customer needs for products

Pension customers Pension customers "




The product line-up

Core- g : :
Domeﬂlc fixed Domestic equiity Intern.atlonal fixed International equity
income income

Fundamental value : Global active Global active

Fundamental growth -
Top-down growth mar kets

Diversified

Asia emerging

Index type All asset classes with/without securitieslending

Sub-

products

Domestic
corporate bond

Domestic Domestic Enhanced index Intqnatmnal .f:qxed Real estate Long/short
large-cap value large-cap growth of domestic equity e it securitization strategy of

currency hedged domestic equity

Out-sour ced

products i Alliance Bernstein Alliance Bernstein curren —
Growth Value overl| a;,:y JP-Morgan Fleming

Out of index type of Hedge M anaged - Private
domestic equity funds futures SC Capital equity

Blue arrow representsthe standard candidate productsin the open-platfor m-type product selection.




Significance of the open-platform type

| nvestment style of phase 3
New trend of recurring to the multi-asset type which isseen in
the USwher e the specified-asset/style type is highly developed.

Up to the first half of the 90's : From the latter half of the 90's : Open-platform type
So called “discretionary multi- Development of “specified
assets mandate type’ asset/style type’

optimization

otal pension portfolio by
g the mixture of products

| ocal optimization B e o e,

Optimize total pension portfolio by a

mixture of accounts of a single product
What isthe significancein
the manager structure? 13

Global opti

Optimize total pension
optimizing asset allocatio
at the individual mane




Significance in manager structure

First stage

Discretionary multi-assets type

L]

Domectic Domestic International International
fixed income equit fixed income equi

1
L 1]

L0

— Remarks
Passive
Vdue
Growth

Typical structureat the time of
oligopoly by trust banks and life
Insurance companies.

Second stage Third stage
' ' ' , .-.-.-.....‘. ]
Core multi-assets + satellite active type Cor, ve + satellite we
| | | | [ [ [ RN
aoomectie | [ Cometc | [imemationat| | inrnadonl podineome | |_omgne | |ises smoomal | sty

Core multi-assets

Core passive

Satellite

Satellite |:||:| |:||:| | Satellite || Satellite |

N

Core and satellite funds are moder ately

Segregated.

(Investment advisory companies are

partially adopted.)

1o oo
00

Qatellite

Satellit;/I

Open-platform type

Construct the third stage structure
with our product mixture.

l

Provided each product in the mixture is worthy
of hiring as a specified investment style.

Domectic Domestic International International
fixed income equity fixed income equity
Index type |

Diversified

Corporate
fixed income

E=S

FRM

Fundamental

value

Fundamental

growth

Enhanced
index

Global active

Alliance
Bernstein
arowth

Alliance

Bernstein
value

ch m_qgggesﬂély

defined asfar asinvestment styles.

\

\-.‘"

J

14



Provide products in accordance with customer needs

Clarification of each manager’'srole

Customer needs

XIW 19NPOo id

Passive?

Quasi-specified?

M ulti-assets?

snpo.d enpiAIpu |

[

A

Domestic

fixed income

Domestic
equity

Internationa
fixed income)

Internationa

equity

Core active

Domestic
fixed income

Domestic
equity

Internationa

fixed income)

Internationa
equity

Core passive
ll HE-EH HN

Open-platform type product mix

Domectic
fixed income

Domestic
equity

International
fixed income

International

equity

asi—i

Spec 15




Key points of fund quality

Key word in strategic pension management

I mprove investment efficiency (Net IR)

Net IR IR after costs Activereturn Costs + Standard deviation of active return TE

Tracking error

Information ratio
High-quality 48 L ow correlation/¢
original sources £ with other N&?Y‘Or?;"'zfr:OW
T correation witn otner
of exeessreturn Ay products e ot on/ D

mm ent efﬂ C| dividing investment

universeintovalue and
* Improve N ﬂN

Reproduction
& growth styles but also by

securing original sources
of excessreturn.

| s excess return obtainable from
the amed sources?

estment It is of importance to keep monitoring

the style consistency of a manager (or
Three factors which consstency betwe):an mana er;:)y which cus?omfars
obstruct investment efficiency . 9
expec

Misfit risk Closet index Styledrift

Unintended stylerisk Index by over-diversifying investment style Changing style abandon style consistency




High-quality return sources

The quality of our analyst t
which isthe basisof our origin
sour ces of excessreturn

Concepts of domestic egL

Excellent stock selection ability based on bottom-up research

| Diversification of excess return sources |

Stock valuation

A

Integration of mid-
term forecasting and
valuation

Fundamental value

Obtain additional value based on accurate

Fundamental growth

Vlue style based forecasting and valuation.
I bli :
1 n?;,?];lijonlc Fund managers select stocks making use of FCF

model which quantify

nings forecasts.

Analysts select those companies tha
will grow further than market

consensus through forecasting futurg
value based on thorough corporate

Short-term 1-2 earningsforecast Mid-term 5 earnings forecast

Realized earnings

A
Common platform : analyst team I

The Backbone of Product Quality lmprovement

Infrastructurefor domestic equities

22 In-house
fundamental reseaircn

analysts

Considerable resources
allocated aiming a distinctive
featurein security selection.

No.1 JP Morgan Invest Management
No.2 Fidelity Asset Management
No.3 Nomura Asset Management

No.4 Sumitomo Trust

No.5 Nissay Asset Management

No.1 Nomura Asset Management
No.3 Fidelity Asset Management
No.4 Nikko Asset Management
No.5 Chuo-Mitsui Trust

The Tempest Survey (Tempest Japan)

Fuji Research Ingtitute Corporation Survey

Droveme of se election ab
elolo gpo ar € assesse eabove sl e
Knowledge on industries Quality of questions Frequency of Useful information
and_companies to companies company visit provided for company IR

Evaluation by the consulting firmsimproved in recent years

7

High-quality -

original sources
of excessreturn

hivestment m

consistency

ent efficiency

Improve

Lowf correlation
with other
products

whol e asset class of domestic equity.

» Each active style depends on the fundamental information supplied by the analyst team.

» With “style diversification” and “style consistency,” we pursue stable excess return in terms of the

return utilizing our
(Free Cash Flow) model

17



Qualitative evaluation of investment manager

New businesstrend of pension investing companies

Capability requirements
for investment managers
in the future

T doon e dwmn O™ oamen OO 0T e =
Large Large Large Institute1 ]
value Core Grcthh Domestic X X X X e
ety
Ingtitute2
Intemnational

e x | x [x [ x ] x | nvestment capability which
- E e can satisfy the needs of
/ /

advanced investors who

gl e
specify the risk factors

Value Style Growth

maﬂ

Y

N

abre

i ccess in Investment Management
TranSItlon By Merrill Lynch & BARRA
Phase2 Magnification of business &o's Phase3 Perfect investment institutions From now on H

az15

Iews

4

Evolution in risk recognition Risk budgeting -
nu

Risk factorsof each
investment manager

Sour ces of excessreturn becoming
more strictly identified

<

Advanced investors strictly specify risk factors.
(Risk budgeting)

Key points

Do the intended risk factors correspond

Clarify strength of investment managers and pursue excess return
with the source of excess return?

Excess return from unintended risk
factors = “Pure luck”

Investment managers focus on sources of excess return with
their competitive edge




Rise of customer evaluation

We have significantly changed our policy o our

cor por ate pension business. Survey on evaluation by pension customer
Full-scalereview of the organization and system By R&|  ~Pension Information November 19, 2001 ~
(e-g- mtegr ation of commlnglefunds, review on Result of questionnaire on evaluation about investment institutions
allocation of human and other resour ces) iestrent nsuton |— R e | | e e
Capital 4.15] 4.15] 1) +0.00) E
D:.';a SB 348 3 1% 299 2| 20 21 +0.3 1 +0.49] 1
Chuo-Mitui Trust 3.37| 3|
Chuo Trust 3. % 332 17 7|
i Tru 8 268 24 29]
. ’I;)A:;; I._r\;eS[ 334 225 S.Q 4 5 6| A02: 1 A001 8
The degree of our improvement Eﬁ:‘;ﬂ:ﬁ;m 1 B B B B B |
. | 7N 327 340 327 7' 12 ] AQL 17 +oug| 7
for the previous 2 yearsranked 2. e e e —
Fukoku Life 323 330 3. 00| 10 14 20 A00 9 +0.23 3
a S g A A il h . 11 8 4 0.2 1 019 17
Evaluation by customersissteadily improving. e e | 1 ——a—
STB. 312 3.06 279 13 25 26 +0.0 +0.33 2
310 3‘51 398 14 1 1I Ao‘ﬂ 24 AO‘Q 25
3.10 14|
Survey on evaluation by pension customers e
303 337 321 ]ﬂ 13 12 A03: 2 A016] 15
“ H H H ” 3.05 322 18] AOL 1
3.00 346 3.14 20 10 16 A 0.4 2. A 014 14
2.95 3031 297, 21 26 Zd A 00 i A 002 9
Evaluation on financial advice Evaluation on investment advice L §L§‘ 22 £ 2% i—ZI - 41— =
2.92] 3.16 3.15) 24 ZZl 15} A 0.2 19 A 023 19
Ranking Institution previous Ranking Ingtitution 22 2 % — ] :gfé 21
S ===s===s=
E A A
Mizuho Trust > Sumitomo Trust 273] 347 324 30 9 9 2074 23 2051 e
- 2,65] 259 273 31 30 28] +009 4008 11
DaiwaBank Mizuho Trust 7
Chuo-Mitsui Trust Toyo Trust
NihonLife Daiwa Bank
Mitsubishi Trust Mitsubishi Trust
Toyo Trust Nihon Life
Daiichi Life PRI 0 0 . q .
— Dajich Life Our objectiveisto improve investment
Asahi Life Sumitomo Life f f h d d f
r——. oo T performance of the standard type o
Meiji Life Maiji Life the discretionary multi-assets account,
Nippon Trust Asahi Life which isthe key to evaluation
Mitsui Life Mitsui Life i
by Middle 40 customers.
Result of survey on customers' evaluation extracted from “Pension Information” (2002.2.4)
Asinvestment adviceis afunction not influenced by main or non-main trustee position, non-main trustee 19
institutes are included in this survey. Evaluation of investment advice including non-main trustee is made
public for the first time. /\_/




Rise of customer evaluation

Survey on investment manager evaluation by pension customers

“Total evaluation by customer asset size” / Pension Information. March 18, 2002

Sumitomo Trust gained higher evaluation

Evaluation on top 31 manager s by customer asset size in proportion to asset size of customers.
o Total More than 100 billion 50-100 billion Less than 50 billion Comparison of evaluations by asset size of customers
Rank]  Institution point | # | poine  @revious [ | oo (previous [ o (previous | was conducted. Sumitomo Trust obtained higher
o memaea T a5 o 250 year) ) I year) ) e year) m evaluation among large asset size customers. It ranked
. . . . " o X N o
2 |paiwa sB 348 |[s86| 326(6) (3190 |19 353(3)  (305) [15| 3542 (318 | =2 3 (3.45 poiny) in ultra large size, 6 (3.31 point) in |nthultra large size. 67 (3.31 point) in
3 |chuo-Mitsui Trust 337 | 504 | 3.34(5) - 29| 3.484) . 33| 3.365) - 442 large size. and 16 (3.07) in medium and small size,
4 |paido Life 334 |111] 27524y  (3.00) | 8| 3.25(9) (3.22) | 8| 3.40(3) (3.65) | % seament. This tendency is also found in Nomura Asset
5 |Meiji Life Dresdner 3.30 73| 3.18(8) (3.67) | 11| 3.40(5) (3.73) | 10| 3.31(7) (3.79) 52 Management, Schroders Investment Advisory, and
6 [Toyo Trust 329 |[399] 280(21) (341) |25|32311) (328 |[35| 333(6) (3.63) |339 Merrill Lynch Investment Managers. Nomura Asset
7 |oka 327 |s2)|2m@) @13 | 7| 3250 (356 |8 | 338(4) (332 | a7 Management obtained 3.52 point in ultra large size,
8 [Nomura Asset 325 |[166] 3522 (00) |27| 330(n (378 |[33] 3160100 (3.69) |106 following the t ked Capital Int tional whil
9 [Mizuho Trust 324 |a14] 2020149 (348) |26 31315 @11 |23 3278  (3.31) |365 oflowing the top ranked t.apiat fnternational, wnife
10 |Fukoku Life 323 | 61| 3.00(10) - 7| 3.60 (2 - 5| 322090 (3.44) | 40 obtaining 3.30 point (7*" rank) in large size, 3.16 point
11 |Merrill Lynch 3.22 58 | 3.45 (3) (3.76) | 20| 3.06 (18)  (3.29) | 16| 3.14 (11) (3.38) | 2 (10t rank) in medium and small size.
a2 |schroders a5~ | 62| 320 (343 |20 3231 (282 |13 30706 (326 | 20 . .
} (13 Jsumitomo Trust (312 )|305] 3453 (330) |31] 331(6) (208 |3 | 307(16) (3.05 |332 Contrary to them, Daido Life, Toyo Trust (Now UFJ
T4 [Tokio Marine Asset - 67| 3.16(9 (3.9 lonloace a Trust), Dai-ichi Kangyo Asset Managemnt, SG Yamaichi
) ] ] ] o Asset Management are evaluated higher by smaller-size
customers. In general, the evaluation of these
T 30 investment managers are widely split in accordance with
Total evaluation is steadily improving, op the asset size.
2.79(261 grade) the year before last Middled40 ~ Omission ~

h .
t0 3.06(25" grade) the previousyear. The four managers, Daiwa SB. Sumitomo Trust, Meiji

Life, and Asahi Life raised their evaluation in all size

segments, However, the degree of rise in evaluation

= varies; that of large size segment is indeed prominent.

Key p0| nts On the other hand, 14 managers degraded in all the size
segments.

> Evaluation of STB is steadily improving in every customer
segment.

» STB ranked top-classin the evaluation by T30 customers who
are sensitive to individual product evaluation and various
counseling services. 20

To obtain higher customer evaluation ...




| nvestment philosophy and or ganization

clevaltation sysien

other business units
__—

Organization philosophy;
Functional differentiation + delegation of authority

Business unit system

‘ Functional differentiation within business units I nvestment officer

21



Beta f andalpha a

Alpha a

Return on active manager risk

@

@b

|

AR

Bet

REUIAINEINIIEIKENTS

Total return

INn pension investment

Added value
Value of individual security
not influenced by total market fluctuation
Activeinvestment

Reconstruct the manager structure
and optimizerisk allocation

I I Alpha strategy

Base value
Value of market return
influenced by total market fluctuation
Policy asset mix x Passive investment

Expand investment universe
and control market risk

=) .

™) =
pela



Sluggish Market conditionsand 3 (beta)

Worldwide simultaneous depression

Business cycle and investment performance

1508

Image of small business cycle Production  Inventory

i AT, | . i
1008
sou j\)\-\ ;o . 4 Iy il
00K e e
o uttin A A ""hh._
i LAY o
LA iy Ny A o J {
00w !*I.pﬁ‘ - v
— e
90/01 a1/01 92/01 93/01 94/01 95/01 96/01 97/01 98/01 99/01 00/01 0L/01
Japan I Depression I ‘Recovery. I I Recogry. I Dep l I ‘Recovery. ]Deuﬁ;on " Recovery I Dpression |
us | == [P Remey | bweon | =
Ewope [__om ] [ Do I e e )
A ___Surv Pension Fund Association
708 1 '“"%"'z‘““mmmm"“m'““;“
60% 1 I O T
| — T e— ]
40% 1 e I
30% el —¥
20% — 7
13:: _"__l’rrr"' =1 \l l__“' ) I pm— == | -+
-10%] __l—-
20%
91 92 93 94 95 96 97 98 99 00

Return declined remarkably when 3 main economic cluster s wer e smultaneously in depression.

Increasing correlation amongst world stock markets

- Diminish investment diver sification effect

Correlation with S&P500

Transition of correlation between S&P500 and world stock indices

090
080
070
060
050
040 -\
030
020
010

000
93.03

HK HS
Fra CAC40
Ger DAX

UK FTSE100

JP TOPIX

94.03 95.03 96.03 97.03 98.03 99.03 00.03

01.03

Globalization of economy High correlation amongst
Crossover of each country’s economy | economic cycle of each country

Past cumulative return of the compound benchmark based on average policy asset mix
400%
I Annual return Cumulative_return [Standard deviatio
350% [ —— Domestic ot Ul
fixed income 119.55% 4.73% 10.39%
— Domestic
equi iecti i
300% | Inqtertlgational International  Oblective asset mix
fixed income equity Domestic
—— International 20% f|xed income
250% - equity
e Compound International
benchmark fixed i
Ercna e ;g;ome Minus return in the consecutive 2 years
200% [ Domeste because of bad market conditions
150% [
100% [
50% [
0% [P —a
-7.92% -7.00%
-50%
85/04 86/04 87/04 88/04 89/04 90/04 91/04 92/04 93/04 94/04 95/04 96/04 97/04 98/04 99/04 00/04 01/04

Owing to stagnant market conditions, return on policy asset mix
was significantly negative in the past two years.

Concrete counter measures are 23



B beta strategy in pension investment

Control betarisk

reconstruction of policy asset mix

Pension asset mostly Excess burden of
constructed by contribution on the

contribution plan sponsor company

.- B
Risky investment?

} Most simple solution; investment only in cash

- Increasethe portion of General Account of
thelifeinsurance companies or cash

Realistic solution ?

Concern on downside
risk of investment

B
} Expand investment universe

Enhance the degree of diversfication

P heris e hlekepno e of the portfolio consisting of only two
: reVISIngasse mix

(Transition not from Pto P’ but from P to Q) am CI&%S, f|Xed Income and eqUIty

Exz;a‘;‘t:i:f‘le shift in the upper -
left direction
The present efficient frontier An exam pl e Of escape fr om
(present asset mix = P) runn|ng around |n CII’ClES

Efficient frontier indicates the minimum
risk at a certain level of return or the
maximum return at a certain level of risk.

Alter native investment

>

Standard Deviation

The measure to enhance beta shift efficient frontier in the upper-left direction 24



Alternative products provided by Sumitomo Trust

Traditional assets

<

B bea risk

I nfluenced by market fluctuation

systematic risk
Risk dispersion

Alternative investment, with
different sources of return from
those of traditional assets, has-an

effect of lowering downsiderisk of
the total portfolio.

In alternative investment, itisrequired to
clearly understand risks unique to
alternative investment products and to

maintain high-level accountability from
the governance point of view.

Domestic equity

Alternative investment
Alternative assets
>
Alternative strategies
Natural resources Private equity <
Venture
Real estate

Equit%Debt

Private equity
Buy-out etc.

Managed futures

)
2
B

g
2

=

4

Sources of return are

2

y '

Real estate securitization products

erent and low correlation.

Hedge funds
Sy

i

o alpha risk
I'nfluenced by investment skills
Non-systematic risk

A

Real estate is generally a familiar asset, and
also may become an investment target from
its transparency.

» We provide the products using our know-
how on real estate securitization

» Customers will select equity or debt portion
from risk/return point of view.

* Especially risk diversification effect is aso

* FRM is selected from a large number of

Fund of Funds (FRM)

» FoFsis easy to handle from the viewpoints
of mark-to- market evaluation and liquidity.

prominent in FoFs.

gate keepers after extensive due-diligence.

25



Verification examples of alternative introducing effect Counseling

Decision of investment weights

] 120 Domestic equty As aresult of optimizing
; oo " calculation, the optimal
: weight of hedgefundsis
oo g International ecuity about 65% (at the maximum),

extremely high level.

Efficient frontiers with upper limit
shifting to 5, 10, 15, 20%.

Data'Y en arbitrage fund of FRM

6.0%

Hedge fund
[FRM - Yen Diversified Fund

40% —
Convertible bond & Decision not from asimple
[ ional fixed i PSS
- nternational fixed income optimization process,
4 Domestic fixed income
ORisk free asset . .
T T T T |dea of rearranging portfolio 2 Sample
~ R
sEmssmmEE, NN NN NN NN EEEEEEEEEEEEEEEEEEEESE
Epeeae] oot [ ] povestc [ canetbie [ pamestc Jinterationa [imematona | oo
of retrn teviation  fRisk free: fivedincome | bond equity | fixedincome | equity u
(annual base)
[ Rsieoesa | o0 01 ™
Domesiic fixed income ‘am 34%% 3 100 - - Grasping downside risk Maximum risk
‘Convertible bond ﬁ 75 oG 0210 000 i Middlerisk & return type Vaueat Risk VaR
Domestic equy 1090% 645 000 0007 068 100 Hedge fund
Intenational fixed income IWBh, 932% o7 0072 -0123 -0157 100 dternative of domestic fixed income
International equity 06 9 | 14%% 04 0000 0162 0193 0720 1000 Intefhational egfiit §
FRM fund % awn | 0 | o 0% (£33 018 3 00 apy Confidence
H 20% Dpmestic fixed \icome interval

we used our Iong-terr:tfinancia vafiables between traditional assets, while making use of Yen arbitrage fund 95%-VaR

real performancedata(!ggslkzool/s) about hedge fund (FRM fund) Internagional fixed incojne 30% FRM our partner
= 10%
‘-‘ B 4 n Target return 5-6%
. .
. = S G Standard deviation  Less than 5%
. I 40%
% H Assuming Ex.“VaR= 10.51%at 95%interval " means “loss
“ = introduction of 5% more than 10.51% occurs at 5.0% probability.
.
“" AR EEEEEEE R s R nnnnnnnnnn RN npny
.
. . Ex"ec‘:dra‘em Siandard deviation 959%VaR mmifoom.’ll:.mbase -
. . : v v i (oomilion) '« . Assuming asset sizeto be 200 billion
Alternative investment has : D Pigmm 67 10504 203§ xpecte rate of retumis etimate
e rae o '
. +p*  Complement of totd portfolio 663% 9.95% 9.73% -1945 = using our financial variables.
. . .
an ef feCt Of Shlftl ng H ,o*" ,d % Altemative of domestcfixed income 68% 1044% -1028% 2056 .
L]
E’.‘::-" NN SN NN NN NN NN NN NN NSNS NNASNNESEEESENEEEEEEEEEEEEEEEEEEEEEEd

Complement of total Alternative of

efficient frontier in the
upper-left direction.

Alternative Alternative

portfolio specific asset

Internatjfhal equity

Domestic fixed iNcome omesuczig;;eu indgme

Infernational equf

Expected rate of return slightly
declines, but downside risk is
remarkably Imw by ”g( Inters "an%axed income
diminishing effect of alternative
asset.

Expected rate of return improves
and risk diminishes. So, both
profit making opportunity and
downside risk control are redized.

Interrkational fixed income

Domestic equity
Domestic equity 40%
3%




a alpha strategy in pension investment

Pursue added value (a )

Arrange conditionsin which alphaiseasily captured
through reconstructing the manager structure
in order to select those active manager s who effectively pursue alpha.

Control riskswithin a certain rangein Effectively pursue additional return

consideration of downside risk . utilizing given amount of risk
I mprove quality of return

while keeping risks at a certain level
I“V“II|||"""‘-- Risk level must neither be too high nor too low. ""|“|“““|N

| Efficient frontier of alpha portion Enhance retur n eff|C|ency
Expected rate of retu‘r\"n Expected rate Of act I ve I nvestment
X of return
man agem ent
Y

IR = Excess return / TE

Efficient frontier is a Alpha efficiency is Adopt the stvle-neutral strat
set of points realized by | Efficient frontier of beta portion improved by selecting P y egy

all index investment. IR maximizing point. Wthh maximizes IR

>

B% M % COp Standard deviation

7 27




Style-neutral strategy as a means of |R improvement

ANNUAL RETURN RANKING OF EACH STYLE INDEX OF RUSSELL/NOMURA JAPANESE EQUITY
(INCLUDING DIVIDENDS, 1985-2000)

1989 1990 1991 1992 1993 1994 1997 1998 1999

» Investment style rotation can be
Value Core Small Value Small Value Value Core Value  Value Value Core  Growth Core  Growth  Small s - . . Iy
1 verified, but estimation is difficult.
42.02 5558 4753 3153 26.28 -1014  -2641 720 12.23 -11.78 26.84 -7.34 -0.80 4.69 49.70 -6.17
Core Value Value Small Mkt Core Core Growth  Small Core Core Value Core  Growth Core Value
31.96 48.60 2484 2110 -840 -1022  -2722 294 1153 -14.66 2775 -9.85 -2.40 4.03 41.95 -6.25

» Defining investment style itself is

Mkt Growth Mkt Mkt Value Mkt Growth ~ Value Core Mkt Mkt Growth Mkt Value Mkt Mkt

3026 | 4581 1701 1822 | 1246 -1092 | -2736 251 1064  -1598 2581 | 1114  -716 | 326 | 3419 2171 also difficult.
Small Mkt Core Core Growth  Growth Mkt Mkt Mkt Growth ~ Growth Mkt Value Mkt Small Core ; L.
4 26.10 42.06 6.66 1347 -16.65 -11.10 -2741 112 9.62 -1831 24.12 -13.07 -9.20 3.26 26.80 -29.42 (I nvestment Styl e a Cl ear defl nition Of
v . Growth ~ Small ~ Growth Growth  Core Small  Small  Small = Growth Small Small Small Small Small = Value Growth investment pollcy or phl |OSOphy inthe
2071 1457 168 421 | 22129 | -1255 -2069 -623 | 659 = -2005 2264 -2599 -2187 0.6 | 17.00  -3635 practice of asset management.)

Stylerotation table Nomurafinancial research institute / form web-page of Nomura securities

It isimportant to be aware of the
investment style trend and diver sify
the styles.

Ordinarily, forecasting style rotation is quite difficult.
T.Daniel Coggin “The Handbook of Equity Style Management” 1997

|dea on investment style — Position neutral strategy is essential.
by Callan Associates, Inc, consulting firmin the U.S.

View on position neutral is changing.

_— o

_
Weight nectra -y < Risk netra \>

50:50 on aweight basis Risk budgeting has gained attention D050 0naTE times weight bas iS_/
in pension managemen. o—— —




Products available to implement the style-neutral strategy

Product line-up of STB

Manufacturing function

Provideasstyle e | oo [ [

alue

overlay function e B —

Diversified A Asaemerging

Indextype all assets with/without securitieslending

Controlling market risk

Sub-products On-demand provision corr esponding with sponsors’ neexs
R AR B .  A—
Real edtate  Hedged international Domestic equity
Long/Short

Corporate
- fixedincome  Largecapvalue  Largecap growth  Enhanced index ‘securitization fixedincome

Provide as Toibuting funcion

[ Outsourced products Excellent products from other investment insiitutions |

1 & A F W
com p| Iment pr oducts [ e | e e
—

— — —
Hedge " Frm Managed ¢ capital Others  Japaneseequity  Privateequity

Domestic fixed Domestic equity Internationd m—

income income

Alpha a

Venagement of active s L coepse
ore passive : ;
P Consideration of
. \ - .
Grasping characteristics of each manager w FGIIIIIII . . active management risk
Example of style map based on multi-factor model L A

Alliance Bernstein

Controlling active
management risk
Satellite active Satellite active Satellite active Satellite active \ e

Large

Style-overlay function 7

Domestic equity  International equity

Core-products Out-sour ced products

Alliance Bernstein
growth

Fundamental
growth

Check if each active manager conducts ast-ylédrift corresponding to market conditions  ex. Growth
shift of value fund

' 1T ‘- Make use of STB’svalue funds as complements

Small in order to correct style bias which isapotential factor of terrible loss
1

AllianceBernstein
value

Fundamental
value

Value  —— i i S 550 0 0 0 e o s s e e e-— G owth
Growth of corporate earnings Growth  Corporate valuation relative to stock price Value 7




Verification examples of optimal risk allocation Counseling

Process of rebalance strategy 1 Sample

-
Y ) . . Multi-factor model
i Quar.mty Portfolio characteristics and risk level of each plan
ioofrisk , o _ o
Sizeof ball implies asset size. There is some bias to|the growth side,
Plan A excluding passive | | | but totally balance neutral|seems ta be redlized.
. o Your plan o
Wi Plan C ” .
~ 15 [excluding-passive excluding-passive Plan A Size ot el
§ Plan B factor @d @
E 10 excluding passive o I 1 P o
"'v"‘ 05 Plan-B.

Y o mw am Process of rebalance strategy 2

Number of assetsin portfolio

Risk structure of each adopted manager Set up financial variables for

Optimize portfolio and

C the purpose of constructin Check risk allocation
e et High ot purp ) 9 make rebalance plan
Y AP Y™ NS Y™ M optimal portfolio
o s 0 ™ Y
o ™ Py Y Y™
P pon e . PP I
EL am 028 1 0 Direction in manager structure exa|
P ] ol : —
= & o Py Py Risk and return on the previous rebalancing Result of weight distribution
. pey by : P passive
I 19, o EPY 088 sadlite
u t o H o ez Cordaionain
p - 26 r |m Low lot oo ”’:‘E‘“’ o Coe SHe
1 4 271 313) 32 n Gonnd Mt § Vae §Gown§ Mk § vae
L2 356, 14 - A8 Pasive 0% § 0% 100
T N T - =] LowTE T I Y KN
S e ! S - wnre [ SRR i ] N I Y A
e ERE K
ot 2 m = L = o | 356 | & ] 02 ] 0w 0% § 68 | 9% ] @
‘Satellte § Market Orirted § 3% § 5% § 0.66 § 000 § 087 ] 029 § 08 10
Theg)umeof a(ce&raumof fundisather Vae 33 § % | 056 ) 000 054§ 002§ o 066 | 048 § 100

toure [ICOEBRSSVEN vign

“individual stock selectiorf’ or “riskindex.”

Qualutative
Adjustment

Result of risk distribution

Sadiite Passive Core
value

Risk and return on thisrebalancing

Redize] Comsaionnix
Core Sele

= e sadlite
market
oriented

12%

coun] Mk | vae foomnf me | vae

Paie § 0% | 0% 100
G § 3% | 70 | 050 ] 000 | 100

Sty soctn vapt

g

Ve Orered | 24§ 406 | 050 | 000 | 00
vde |26 | % | 050 | 000 | 030

Goith_§ 506 | 100% | 050 | 0.00 | 080

=
Sl | Mate v § 426 | 70% | 060 | 000 | 020 o | w | w / i 1%
Vae |35 | % | 050 | 000 | 030 EREEER 58 858 8§88 88 58 889 856565
TETckig )

Rebalancing requiresthe adjustment of 3 styles, Style neutral asrisk
passive, value, and growth. allocation basis

8|8|8|8|s
&
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Requirementsfor strategic partnership

Cu%aers
Str ot R <hip

Open-platform
Multi-plans
Thorough knowledge of every plan(system)

High-quality of individual products

31





