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SUMMARY OF CONSOLIDATED FINANCIAL RESULTS 
FOR THE FISCAL YEAR ENDED MARCH 31, 2003 
Net interest income fell ¥30 billion over the previous fiscal year, to ¥124 billion (US$1,031 million), owing

to a decline in interest income more than interest expenditure in conjunction with lower interest rates. Net

income on securities and net income from fees and commissions were flat on a year-on-year basis.

General and administrative expenses rose ¥11 billion on a year-on-year basis, to ¥124 billion (US$1,031

million), due to system-development investment in preparation for the BIS new accord and enhancement of

risk management. Credit costs declined ¥44 billion, to ¥71 billion (US$592 million). In spite of provisions in

line with the strict self-assessment of its assets, the write-off of non-performing loans, and the bulk sale of

loans, credit costs declined because of a reversal to the general reserve for possible loan losses as a result of a

decline in borrowers under requirement of control.

As a result, on a consolidated basis, the Bank’s net income in fiscal 2002 dropped ¥5 billion, to ¥65 billion

(US$544 million).

Principal Statement of Income Items

Millions of Yen

Fiscal years ended March 31 2003 2002 Difference

Net Interest Income ¥124,600 ¥155,185 ¥(30,585)

Net Income on Securities 155,455 154,515 940

Net Income from Fees and Commissions 15,599 15,630 (31)

General and Administrative Expenses 124,216 112,838 11,378

Credit Costs 71,200 115,885 (44,685)

Transfer to Reserve for Possible Loan Losses 64,155 80,003 (15,848)

Write-off of Loans 4,445 34,062 (29,617)

Other 2,598 1,819 779

Other (4,601) (5,826) 1,225

Income before Income Taxes 95,637 90,781 4,856

Income Taxes 29,332 19,702 9,630

Current 26,264 41,353 (15,089)

Deferred 3,068 (21,651) 24,719

Net Income 65,447 70,608 (5,161)

Financial Review
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REVIEW OF BALANCE SHEET ITEMS

Funding

Deposits, excluding negotiable certificates of deposit (NCDs), rose to ¥40,239 billion (US$334 billion), up

¥2,171 billion from the previous fiscal year-end, reflecting an increase in deposits by credit cooperatives.

Two notable points regarding the characteristics of the Bank’s deposits are (1) a high proportion of deposits

are from credit cooperatives and (2) a high proportion consists of time deposits. 

The deposits from cooperatives are allocated in compliance with applicable laws as follows:

•Two-thirds of the funds, after loans are deducted from deposits of JA and Gyokyo, are deposited with

Shinnoren and Shingyoren.

•One-half of the funds, after loans are deducted from deposits at the Shinnoren and Shingyoren levels, are

deposited with the Bank.

This system provides a stable source of funding for the Bank.

Breakdown of Deposits (On a Non-Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

Organizations Which Have Capital Subscription in the Bank ¥35,514 ¥34,244

Financial Institutions and Public Funds 3,549 2,702

Other 1,174 1,121

Total ¥40,239 ¥38,068

Note: The above figures exclude NCDs.

Deposits by Category (On a Non-Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

Time Deposits ¥34,833 ¥33,282

Liquid Deposits 1,816 2,233

Other Deposits 3,589 2,552

Total ¥40,239 ¥38,068

Note: The above figures exclude NCDs.
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Securities

The balance of securities rose ¥5,399 billion over the previous year-end, to ¥28,623 billion (US$238 billion),

reflecting progress in globally diversified investment. Within this amount, foreign securities rose ¥4,655

billion, to ¥16,271 billion (US$135 billion), while Japanese government bonds rose ¥1,080 billion, to ¥9,688

billion (US$80 billion).

Breakdown of Securities by Type (On a Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

Japanese Government Bonds ¥09,688 ¥08,608

Municipal Bonds 413 418

Corporate Bonds 945 1,049

Equities 408 500

Foreign Securities 16,271 11,616

Other 895 1,031

Total ¥28,623 ¥23,224

Loans and Bills Discounted

Loans and bills discounted dropped ¥4,806 billion, to ¥19,179 billion (US$159 billion), owing mainly to a

decline in short-term loans to government and public agencies, which the Bank regards as short-term money

market investments. Risk-managed loans on a consolidated basis declined ¥144 billion, to ¥679 billion

(US$5 billion), from the previous fiscal year-end, as a result of the recovery of portions of some loans, write-

offs, and bulk sales. Consequently, risk-managed loans comprised 3.5% of total loan assets. The reserve for

possible loan losses dropped ¥6 billion, to ¥361 billion (US$3 billion), in conjunction with the decline in

risk-managed loans.

Breakdown of Loans by Industry (On a Consolidated Basis)

Billions of Yen (%)

As of March 31 2003 2002

Foods ¥00,511 (2.7%) ¥00,554 (2.3%)

Pulp and Paper 224 (1.2) 231 (1.0)

Chemicals 383 (2.0) 403 (1.7)

Other Manufacturing 939 (4.9) 971 (4.0)

Agriculture, Forestry and Fisheries 172 (0.9) 184 (0.8)

Construction 212 (1.1) 236 (1.0)

Electricity, Gas and Water 248 (1.3) 270 (1.1)

Transportation and Telecommunications 922 (4.8) 944 (3.9)

Wholesale, Retail and Restaurant 1,994 (10.4) 2,056 (8.6)

Services 1,540 (8.0) 1,579 (6.6)

Finance and Insurance 6,875 (35.8) 9,880 (41.2)

Other Non-Manufacturing 5,153 (26.9) 6,672 (27.8)

Total ¥19,179 (100.0%) ¥23,985 (100.0%)

Note: Due to the revision of the Japanese Industrial Table of Classification (applied October 1, 2002), the classifications for fiscal 2002 and
fiscal 2003 are different. However, the difference is not significant.
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Risk-Managed Loans (On a Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

Loans to Borrowers under Bankruptcy Proceedings ¥018 ¥024

Loans with Principal or Interest Payments More than Six Months in Arrears 406 357

Loans with Principal or Interest Payments More than Three Months in Arrears 1 1

Restructured Loans 252 439

Total ¥679 ¥823

Risk-Managed Loans (On a Non-Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

Loans to Borrowers under Bankruptcy Proceedings ¥018 ¥023

Loans with Principal or Interest Payments More than Six Months in Arrears 396 345

Loans with Principal or Interest Payments More than Three Months in Arrears 0 0

Restructured Loans 240 423

Total ¥655 ¥793

Notes: 1. Loans to Borrowers under Bankruptcy Proceedings are loans for which payment of principal or interest has not been received
for a substantial period and, for this and other reasons, there are no prospects for recovery or repayment of the principal or
interest, and thereby no interest has been accrued (excluding loans written off and hereinafter referred to as non-accrual loans),
which are subject to the Implementation Ordinances for the Corporation Tax Law (Government Ordinance No. 97, 1965), items
(i) through (v) of Article 96, Section 1, Part 3 or Part 4 of the same article. Loans with Principal or Interest Payments More
than Six Months in Arrears are non-accrual loans other than Loans to Borrowers under Bankruptcy Proceedings and other loans
for which interest payments have been rescheduled to assist the borrowers’ restructuring (Restructured Loans).

Notes: 2. Loans with Principal or Interest Payments More than Three Months in Arrears are defined as loans for which principal or
interest has been in arrears for three months or more from the day following the contract payment date. They exclude Loans
to Borrowers under Bankruptcy Proceedings and Loans with Principal or Interest Payments More than Six Months in Arrears.

Notes: 3. Restructured Loans are those for which the terms and conditions of the original loan agreement are redrawn for the favor of the
borrower, including reducing interest rates, rescheduling interest and principal payments or waiving claims on the borrower.
Such loans exclude Loans to Borrowers under Bankruptcy Proceedings, Loans with Principal or Interest Payments More than
Six Months in Arrears and Loans with Principal or Interest Payments More than Three Months in Arrears.
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Disclosed Claims by the Financial Revitalization Law (On a Non-Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

Claims on Obligors under Legal Bankruptcy Proceedings 

and Obligors Substantially in Bankruptcy ¥00,022 ¥00,029

Claims on Obligors with Bankruptcy Imminent 399 339

Claims on Obligors under Close Observation 244 428

Total ¥00,666 ¥00,797

Claims on Ordinary Obligors ¥18,949 ¥23,818

Note: Under Article 6 of the Law Concerning Emergency Measures for Early Stabilization of Financial Functions (Law No. 132, 1998),
banks are required to classify obligors regarding: Securities Lent, Loans and Bills Discounted, Foreign Exchange Assets, Unaccrued
Interest and Suspense Payments of Other Assets and Customers’ Liabilities for Acceptances and Guarantees, according to their
financial conditions and management performance. The definition of the classifications is as follows:

Although the Bank is not subject to the provisions of this law, it classifies its obligors and discloses the value of claims on each
obligor in accordance with the law. 
(1) Claims on Obligors under Legal Bankruptcy Proceedings and Obligors Substantially in Bankruptcy
Claims on obligors who are bankrupt or in the process of bankruptcy, reorganization or similar financial restructuring procedures
as well as those in a similar condition. 
(2) Claims on Obligors with Bankruptcy Imminent
Claims on obligors who are not yet bankrupt but whose financial position and management performance are deteriorating. It is
highly likely that the principal and interest will become uncollectible. 
(3) Claims on Obligors under Close Observation 
Claims in this category basically include Loans with Principal or Interest Payments More than Three Months in Arrears and
Restructured Loans.
(4) Claims on Ordinary Obligors 
Claims on obligors with no particular financial or operating problems and include all claims other than those under (1) through (3)
above.

Reserve for Possible Loan Losses (On a Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

Reserve for Possible Loan Losses ¥361 ¥367

Reserve for Possible Loan Losses (On a Non-Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

General ¥128 ¥174

Specific 224 195

Reserve for Losses on Specified Overseas Debts 2 5

Total ¥355 ¥375
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Shareholders’ Equity

The Bank’s capital adequacy ratio as of March 31, 2003, was 9.87% on a consolidated basis, down 0.15

percentage point, and 9.92% on a non-consolidated basis, down 0.30 percentage point from the previous

fiscal year-end.

In fiscal 2002, the Bank increased its common stock, the most basic component of Tier I capital, by ¥100

billion. In addition, the Bank procured ¥183 billion in new funds in the form of perpetual subordinated

loans, which is classified as Upper Tier II, the highest form of capital within Tier II. Moreover, the Bank

increased its capital by refinancing subordinated loans with maturity received in fiscal 1997 to the value of

¥490 billion, adding ¥31 billion, bringing the total loan amount to ¥521 billion. Despite these measures to

increase capital, the capital adequacy ratio fell because of a rise in risk-adjusted assets that accompanied an

increase in investment assets aimed at procuring stable earnings over the medium term.

The most noteworthy feature of the Bank’s capital structure is a high percentage of Tier I capital—the

most basic component of capital, including paid-in capital and earned surplus—which is made possible

through the strong support of the cooperative membership system. In Tier I capital, the Bank held ¥1,200

billion in common stock from credit cooperatives, of which ¥1,000 billion was in the form of lower dividend

rate stock. Consequently, the Tier I capital ratio was 6.47% on a consolidated basis and 6.45% on a non-

consolidated basis. 

The capital adequacy ratio of the Bank, which has not accepted public funds, as calculated by BIS

standards is as follows:

BIS Capital Adequacy Ratio (On a Consolidated Basis)

Billions of Yen

As of March 31 2003 2002

Shareholders’ Equity:

Tier I ¥01,655 ¥01,691

Tier II 886 771

Amount to be Deducted* 14 1

Total ¥02,527 ¥02,460

Risk-Adjusted Assets:

On-Balance Sheet ¥22,803 ¥22,170

Off-Balance Sheet 742 707

Assets Equivalent to Market Risk 2,045 1,673

Total ¥25,591 ¥24,550

BIS Capital Adequacy Ratio:

Tier I 6.47% 6.88%

Tier I + Tier II 9.87% 10.02%

Note: The capital adequacy ratio of the Bank is based on the computational formula specified in Directive No. 3, Criteria for Judging the
Management Soundness of the Norinchukin Bank, issued in 2003 by the Financial Services Agency and Ministry of Agriculture,
Forestry and Fisheries (hereinafter, the Directive). The Bank observes BIS capital adequacy requirements and has been in
compliance with market risk regulations.

* This amount is equivalent to the investment stipulated in the Directive, Article 7, Clause 1, Section 2.
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BIS Capital Adequacy Ratio (On a Non-Consolidated Basis) 

Billions of Yen

As of March 31 2003 2002

Shareholders’ Equity:

Tier I ¥01,643 ¥01,670

Tier II 885 785

Amount to be Deducted 0 0

Total ¥02,528 ¥02,455

Risk-Adjusted Assets:

On-Balance Sheet ¥22,743 ¥21,770

Off-Balance Sheet 742 607

Assets Equivalent to Market Risk 1,979 1,631

Total ¥25,465 ¥24,009

BIS Capital Adequacy Ratio:

Tier I 6.45% 6.95%

Tier I + Tier II 9.92% 10.22%

Note: The capital adequacy ratio of the Bank is based on the computational formula specified in the Directive. The Bank observes BIS
capital adequacy requirements and has been in compliance with market risk regulations.
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The business environment for financial institutions has changed drastically in recent years. Under this

environment, prompted by the growing diversity of their operations, it is the requirement of such

institutions to establish optimal risk management systems in order to perform their social responsibilities as

they improve the soundness of their operations.

Cognizant of this fact, the Bank has established a Risk Management Basic Policy out of the necessity to

optimize its risk management capabilities. This policy serves as the roadmap for the Bank’s comprehensive

risk management activities and clearly lays out fundamental risk management systems. Regarding the

management of certain risks arising from operations, the Bank pursues individual risk management in

accordance with individual guidelines based on risk type, all in conformance with the Basic Policy.

In addition, the Bank has structured its risk management systems, which are intended to effectively

control credit risk, market risk, and various other risks in management operations focusing on the following

three key objectives. The first is to make accurate decisions through committees comprised of management

and the general managers of various divisions, i.e., the Credit Risk Management Committee, Market Risk

Management Committee, and Credit Committee. The second is to carry out the Bank’s business promptly

and efficiently. The third is to properly and independently monitor front-office execution and provide

feedback on quantitative data for risk volumes so as to reflect these in decision making.

Looking forward, the Bank will place top priority on the sophistication of individual and integrated risk

management, and continue to pursue the policy of substantially enhancing its risk management systems.

Overall risk management activities are verified and evaluated by the Internal Audit Division.

CREDIT RISK MANAGEMENT SYSTEM
The Bank defines credit risk related transactions as an important source of earnings in terms of strategy. For

all credit risk assets, including loans, the Bank conducts credit risk analyses on individual transactions and

manages its portfolio from an overall perspective to secure earnings that counterbalance the credit risk.

Market Risk Management
Committee

Banking Section/Trading Section

Back Office

Management 

Front Office

Back Office

Risk
Management

Monitoring and
Credit Analysis
and Approval

Divisions Responsible for
Credit Analysis and Approval

Risk Monitoring Division

Financial Planning & Control Division
(Administrative Office of Risk Management)

Risk Management System

Cooperative Finance
Committee

Credit Committee

Credit Risk Management
Committee

Risk Management
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Three committees are the center of the Bank’s credit risk management system. The first of these, the

Credit Committee, is a venue for the deliberation of the basic framework of credit risk management. The

basic framework entails the credit ceiling system by country, bank, and individual company, internal rating

system, and self-assessment. The Credit Committee reviews policies on the integrated management of credit

risks in response to the basic framework and measures to be taken in the event of a contingency. The Credit

Risk Management Committee debates specific policies for credit risk related transactions other than those

related to cooperative lending. The Cooperative Finance Committee deliberates specific policies on credit

risk related transactions for cooperative lending in order to fulfill the Bank’s mission of providing effective

and efficient financing.

The specific policies that are discussed by the Credit Risk Management Committee, the Cooperative

Finance Committee, and the Market Risk Management Committee must follow the basic framework of credit

risk management.

The Risk Monitoring Division, independent from the front offices, monitors the credit risk portfolio. 

To conduct credit analyses on private corporations and public corporations, the Bank has established the

Credit Risk Management Division, which is separated from the Corporate Business Management & Strategy

Division. The division conducts industry-based credit analyses, making full use of the expertise the Bank has

cultivated.

Specifically, to realize greater accuracy, each senior credit analyst in charge of a certain industry assesses

each client and business through comparisons with competitors in the same business, a method that makes

active use of industry research functions. With regard to credit for non-resident borrowers, the Bank has

adopted a country ceiling system that takes into account risks that differ from those of domestic loans, such

as analyses of political and social conditions of each country. In addition to a business-type-based credit

analysis, a region-based senior credit analyst evaluates loan applications, thereby carrying out optimal risk

management.

Markets for so-called products involving the securitization of assets, which are backed by account

receivables, real estate, and other assets, have been expanding in recent years. Aside from credit risk analysis

of individual borrowers, senior credit analysts specializing in the structure of investment products have been

assigned and are focusing on a proper understanding of the risks associated with such products.

Under these credit analyses, the Bank conducts optimal credit risk management based on strict screening

standards and its own methods for analyses of financial position and cash flow. By implementing a full

training curriculum, the Bank seeks to better the credit risk management skills of credit analysts, who carry

out primary credit analysis at business offices.

Basic Outline of the Bank’s Credit Risk Management Model

Profitability density
function of losses

Expected losses

Loss amount

Frequency of
occurrence

of losses

Probable maximum losses (credit VaR)

� The Bank’s credit risk management model makes it 
possible to compute the probability density function of losses 
in its credit portfolio (and plot the distribution of such losses). 
Based on this function, the Bank computes risk indicators, 
including average loss and credit value at risk (VaR).
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While strengthening conventional credit analysis methods, the Bank also introduces management methods

that examine the overall portfolio in order to attain an optimal portfolio. Specifically, the Bank sets credit

limits based on its internal credit ratings and controls risk volume by observing corporate ceilings. It also

aims at setting interest rates according to internal credit ratings and the collateralization of loans in order to

counterbalance the credit risk.

As in the case of market risks, the Bank also promotes activities to use statistical methods to calculate the

risk volume of credit risks and further enhances its risk management by using a management method based

on risk-return.

MARKET RISK MANAGEMENT SYSTEM
The Bank defines market risk operations as an important source of income as well as a means to hedge risks.

Interest rate and price fluctuation risks are properly controlled using comprehensive risk management

systems in order to generate profits and stabilize financial positions.

To ensure the implementation of these management strategies, the Bank has created a mutual checking

system where decision-making functions, execution, and monitoring are systematically separated and

organized into independent units. These activities are carried out to realize appropriate risk management.

Looking forward, the Bank will work to further enhance its technical capabilities, including systems and

the quantitative analysis of risk volume, thereby optimizing its risk management.

Asset-Liability Management

The optimal management of risks in banking operations is indispensable for the stability of financial

institutions. The Bank began risk management at an early stage through asset-liability management (ALM)

that places emphasis on a balance of maintaining financial soundness and strengthening profitability. Both

static and dynamic interest rate sensitivities of cash flow are analyzed, and basis point values are calculated.

Based on the analyses conducted from various angles, the Bank makes an effort to build a flexible financial

structure that can respond promptly to changes in financial conditions.

Portfolio Management

In banking operations, the Bank places special emphasis on analyzing and managing market risk in view of

the importance of its market portfolio for securities.

Important decisions on market transactions are made at the managerial level. The Market Risk

Management Committee, composed of members of management as well as the general managers of related

divisions, considers, discusses, and authorizes final decisions concerning specific policies related to market

transactions. At the time of analysis, in addition to the examination of the investment environment,

including market trends and the economic outlook, the Committee makes appropriate decisions taking ALM

and the Bank’s securities portfolio into adequate consideration. The Market Risk Management Committee

meets, in principle, once per month. In addition, meetings are held on an ad-hoc basis when it is necessary

to formulate flexible measures to deal with market trends or other such factors. In addition, management

and general managers hold weekly meetings to share information to enable optimal decisions.

The front offices buy and sell securities and hedge risks based on policies set by the Market Risk

Management Committee. These activities are efficiently executed while monitoring market trends to enable

new proposals for investment strategies.
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The Risk Monitoring Division measures whether the operations conducted by the front offices follow

policies set by the Market Risk Management Committee. In addition to measuring the risk, the division is

also responsible for monitoring transactions. Monitoring results, carried out on a daily basis, are reported to

management.

The Bank has adopted an alarm system, called the “Check Point System,” as a tool for risk management.

This system requires the Market Risk Management Committee, including the management, to discuss

actions when the risk volume in the overall portfolio reaches a certain level stipulated in the Bank’s tolerant

limits. An alarm is activated when the risk volume radically changes in the short term and exceeds a certain

level. In such cases, it is obligatory that the Committee meets and discusses appropriate actions. This system

enables the Bank to quickly and appropriately manage risks, and we are committed to establishing an even

more optimal risk management system in the future.

Trading

Front offices carry out transactions within predetermined positions and loss limits in terms of risk-return to

achieve profit targets in trading activities conducted for the purpose of realizing additional profits from

short-term market fluctuations.

When positions or losses exceed predetermined limits, a warning is issued from the Risk Monitoring

Division to the front offices, and, depending on the level of excess, measures are taken to normalize the

situation, reduce the volume of transactions, or suspend transactions altogether.

METHODS FOR MEASURING RISK

Credit Risk

Credit risk refers to losses incurred by a lender, whose asset values (including off-balance sheet assets) lessen

or disappear as a result of a deterioration in the financial conditions of its borrowers.

For credit risk associated with lending and corporate bond investment, the Bank manages such risk by

examining how its credit exposure is distributed according to the credit standing of its borrowers and

confirms that there are no excessive concentrations of risk in its assets. It is important for the Bank to ensure

a return on its assets that counterbalances the risk and costs involved. With this in mind, the Bank monitors

the overall distribution of its credit exposure and profitability, while setting credit limits based on internal

credit ratings to structure an appropriate asset portfolio.

As with market risk, the Bank also addresses an econometric model of credit risk that incorporates statistical

methods. Based on CreditMetricsTM developed by J.P. Morgan Chase & Co., the Bank has introduced a model

that suits the Japanese economic structure and characteristics of its credit transactions. The Bank has also been

organizing credit-related data, including the historical changes of credit ratings, default ratios, and percentages

of debt collection. The Bank sought the distribution of loss frequency that could be obtained by simulations

related to the current credit risk portfolio and calculated the risk volume of both the expected loss and the

probable maximum loss. As the expected loss corresponds to the loss that can be expected on average each

year, assuming the makeup of the portfolio remains constant, reserve provisions are made in this amount. The

probable maximum loss is the loss that can be expected under the worst case scenario. Making use of these risk

indicators, the Bank conducts integrated management of all its credit risk assets from a portfolio perspective

and aims to enhance its overall performance.

External consultants have given quantitative and qualitative evaluations on these systems for measuring

risk volume and have proven their effectiveness.
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Together with these schemes, the Bank has been building an infrastructure related to credit risk

management using sophisticated system technology, thereby further optimizing risk management.

As for off-balance sheet transactions, the Bank measures the following exposures on a daily basis:

• The current exposure, i.e., the cost to reconstruct the transactions in case the counterparty of the

transaction declares default due to bankruptcy

• The potential exposure, i.e., the deemed additional amount corresponding to the increased risk of the

current exposure in the future

As seen above, the Bank comprehensively manages credit risks for both on-balance and off-balance sheet

transactions.

Banking 

Balancing cash flows in line with interest rate fluctuations is important in banking operations. The Bank

calculates the interest rate sensitivity of its assets and liabilities and measures cash flow fluctuations of assets

and liabilities (as measured by the changes in interest margins or unrealized gains and losses in the case

where the standard interest rate moves by one percentage point). This scheme is combined with scenario-

based simulation methods to measure the impact of interest rate changes on cash flows in overall banking

operations (accounts).

In addition, the Bank regularly carries out the measurement of the risk volume by taking account of price

fluctuation risk involved with bonds, stocks, and foreign currency exchange. Furthermore, simulations

under stress conditions are also performed for the overall banking account. These two processes determine

the impact of market changes on the value of held assets.

Trading

The Bank measures the risk in its trading operations by employing such methods as basis point value (BPV),

slope point value (SPV), option risk parameters, and VaR to monitor compliance with risk limits.

The precision of the internal model for measuring risk volumes is increased through the continual

comparison of fluctuations in actual gains and losses with those projected by the model (back testing). At

the same time, the Bank strives to further increase the sophistication of its measurement methods by

employing new financial and information technologies.

Moreover, the validity of the model developed by the Bank has been proven by objective quantitative and

qualitative audits conducted by an outside audit corporation using market risk volume and required capital

calculations as stipulated by the BIS at the end of March 1998.

OTHER RISK MANAGEMENT SYSTEMS
The Bank’s management of liquidity risk is based on its stable funding capabilities and its holdings of assets

with high liquidity. The Bank implements policies for yen and foreign currencies, respectively, to take all

possible measures depending on financial conditions, in accordance with the procedures stipulated in its

Liquidity Risk Management Guidelines.

Other than the above, there are a number of other inherent risks that may have a major impact on

management, such as settlement risk, legal risk, and operational risks in financial transactions. Necessary

management in line with each type of risk property is based on methods and approaches stipulated in the

Risk Management Basic Policy. The Bank is committed to further explore this area to take further steps to

strengthen risk management systems.
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Internal Audit Systems

The Bank established the Internal Audit Division, which is responsible for verifying and evaluating

management and operations of overall managerial activities in terms of appropriateness and effectiveness of

internal controls. Based on the division’s reports on these verifications and evaluations, the Bank improves

the appropriateness of its business operations.

These internal audits are conducted not only in each one of the Bank’s divisions or branches but also in

consolidated subsidiaries. To implement highly efficient and effective internal audits, the Internal Audit

Division may decide on the frequency and depth of the internal audit depending on the subject and the types

and levels of risk involved.

These internal audits particularly examine compliance with laws, the current status and challenges related

to risk management, the execution system and status of operations, the condition of systems, and the clerical

processing status. Along with these activities, the Internal Audit Division is working to enhance its specialist

capabilities.

Changes of Interest Rate VaR (1 day) of the Trading Division

VaR 
(¥100 Million)

June 28, 2002 ¥0.9

September 30, 2002 1.2

December 30, 2002 0.8

March 31, 2003 1.0

Results of Back Testing (Trading Divisions, Interest Rate VaR (1 day))

From April 1, 2002, to March 31, 2003 (consisting of 246 business days), the negative value of fluctuations in daily profit and loss
exceeded VaR (1-day holding period) three times, as shown in the diagram above. The model has been proven valid within the specified
probability range (one-tailed confidence interval of 99%).
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BASIC POLICIES AND OPERATING PROCEDURES 
FOR COMPLIANCE
To fulfill its fundamental mission and responsibility to society, the Bank makes unremitting efforts to ensure

total compliance with ordinances and maintains a high level of transparency in its operations through

disclosure and accountability. These efforts are based on the principle of self-reliance.

The Bank’s compliance arrangements are mainly managed by the Compliance Committee, the department

in charge of compliance (the Compliance Department of the Legal Division), and personnel in charge of

compliance assigned to each division or branch.

The Compliance Committee (chaired by the Deputy President & Co-CEO) deliberates on basic matters

related to the compliance of the Bank. The matters deliberated at the Compliance Committee are discussed

and approved by the Board of Directors.

The Compliance Department, which was established in October 2000, acts as the secretariat for the

Compliance Committee, contacts and consults with personnel in charge of compliance at each division or

branch, and carries out education and training within the Bank. The Bank formulates the “Compliance

Program,” specific action plans to realize compliance, including promotional and educational activities

through the development of and training for compliance arrangements. The Bank annually reviews the

program to enable more-systematic compliance activities that are an integral part of the Bank’s operations.

To provide a manual for implementing the Ethical Charter and the Code of Conduct in daily business, the

Bank enacted the Code of Conduct for the Bank’s Management and Staff, the contents of which were

disseminated within the Bank. In addition, the Comments on Ordinances to Be Observed by the Bank’s

Management and Staff and the Summary of the Bank’s Compliance Arrangements were organized and included

in the Compliance Manual. This manual was also distributed to all members of the management and staff.

The Bank, as a financial institution always trusted and respected by its members and other users, will

continue to further enhance its compliance activities in the future.


















































































