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To whom it may concern: 

 
 

Aozora Bank, LTD. (Code No. 8304, TSE I) 
Federico J. Sacasa (President and CEO)  
Tomomi Akutagawa, JGM of Financial Management Division  
( T E L :  0 3 - 3 2 3 6 - 1 1 1 1  )  

Aozora Bank Submits Revised Business Revitalization Plan to Japan’s 

Financial Services Agency  

 

TOKYO October 3, 2008 – Aozora Bank, Ltd (“Aozora” or “the Bank”), a leading Japanese 

commercial bank, today announced the submission of its revised Business Revitalization Plan (“BRP”) to 

Japan’s Financial Services Agency (the “FSA”).  Please see the summary attached. 

 

The revised plan sets out Aozora’s primary focus of expanding its client franchise in Japan, especially in 

the area of secured and structured lending, while using its balance sheet and strong Tier 1 Capital 

position to generate predictable, sustainable, client-driven earnings that will increase the valuation of the 

Bank. The Plan was prepared reflecting the Business Improvement Plan submitted to the FSA on August 

25, 2008.  

 

Aozora achieved all the profit targets set out in its applicable BRP every year from its re-privatization in 

FY2000 through to FY2006. During that time, the Bank has successfully strengthened its client franchise 

and developed the skills needed to execute its business model. Most importantly, it has rebuilt its capital 

base through retained earnings and now has one of the highest Tier 1 Capital Ratios among Japanese 

banks. This has allowed Aozora to weather the adverse economic environment all banks faced in 

FY2007 and provides the foundation to successfully achieve its core business plan.  

 

The Bank has already accumulated sufficient retained earings to make full repayment of public funds. 

The early repayment of public funds remains a strategic priority.   
Aozora remains totally committed to the achievement of the BRP and the Bank thanks all of its 

customers and shareholders for their continued support.  
About Aozora Bank  
Aozora Bank, Ltd. is a leading provider of lending, securitization, business and asset revitalization, asset 
management, loan syndication and investment advisory services to financial institutions, corporate and 
retail customers. Originally established in 1957 as the Nippon Fudosan Bank, Ltd., the Bank changed its 
name to Aozora Bank, Ltd. in 2001. In 2003, it become majority owned by Cerberus NCB Acquisition, L.P. 
Aozora is proud of its heritage and the long-term relationships it has developed with corporate, financial 
and individual customers over the years. Building on this heritage, Aozora has created a strong 
customer-oriented and performance-based culture that will contribute to both innovative business 
solutions for customers and sustainable earnings growth for investors and shareholders.  
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1. Strategies for Rationalization of Operations 

 

(1) Business Model, Management Strategies 

 

The main sections of the Plan set out Aozora Bank’s primary focus on 

expanding its client franchise in Japan, especially in the area of secured 

and structured lending, while using its balance sheet more efficiently to 

generate predictable, sustainable, client-driven earnings that will increase 

the valuation of the Bank. In addition to its primary focus on the Japanese 

business, the Plan also describes the international opportunities that are 

available to the Bank.. 

 

The high level strategic steps that will be taken to implement the above 

business model are as follows:   

  (a) Changes to the Governance Structure 

  (b) Reorganization of the Business Division Structure 

  (c) De-Leveraging of the Balance Sheet 

  (d) Moving from an Originate to Hold Model to an Originate to Distribute 

Model 

  (e) Recruitment and Motivation of Staff 

  (f) Disclosure and Transparency 

  (g) Business Alliances 

 

(2) Measures taken in response to the FY2007 Business Improvement Order 

 

(a) Business Improvement Order 

 

On July 25, 2008 Aozora Bank received a Business Improvement Order 

from the Financial Services Agency (FSA), in accordance with Article 20.2 

of the Early Strengthening Law and Article 26.1 of the Banking Law. 

Consequently, the management is reasserting its commitment to the 

further strengthening of the Bank’s business base and the achievement of 

the Business Revitalization Plan targets by establishing a sustainable 

profits base. 

 

 (b) Grounds for the Significant Underachievement in terms of Net Income and 

Return On Equity for FY2007 

 

In 2007, extremely difficult conditions in the financial markets led to the 

recognition of valuation losses on CDOs resulting from the US sub-prime 

loan problem, realized losses on bond investments in the first half of the 

fiscal year, and a provision for an investment loss in FIM LLC (the 51% 

owner of GMAC LLC), representing approximately 26% of the 500 million 

dollar investment amount. Due to these factors, the Bank’s  results fell 

significantly short of the BRP target. 

 

 (c) Measures Taken to Improve Earnings 

 

� Loss on CDO investments 

The Bank has established a task force to analyze the causes of the 

CDO investment losses and to ensure that effective preventive 

measures are implemented to prevent any similar losses in the future.  

 

� Loss on sale of government bonds  

The Securities Investment Division was closed in April 2008, and its 

marketable securities portfolio (ETFs and bonds) was transferred to the 

Treasury Division and the portfolio has now been brought under the 

overall asset and liability management framework. This change was 

made in order to ensure that the portfolio is managed with appropriate 

attention to both realized P/L and unrealized P/L, considering the Bank’s 

total P/L and overall risk appetite as determined by the Asset and 

Liability Committee. 

 

� Loss on GMAC investment 

The Bank recognizes the need to improve the way in which large 
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investments such as GMAC are investigated and analyzed, with special 

attention on the possible downside impact of such investments. 

 

� Control of G&A Expenses 

The Bank will continue to tightly control expenses through 

improvements in operational efficiency and will also review its plans for 

the development and maintenance of the branch network. 

The Bank intends to carefully control the increase in personnel 

expenses and ensure the effective utilization of human resources 

through improvements in business processes and the appropriate 

deployment of employees. 

 

(3) Restructuring Plan 

 

Aozora achieved all P/L targets stipulated in the Business Revitalization 

Plan every year since its re-privatization until FY2006. As a result, the 

bank has successfully rebuilt its capital base through retained earnings, 

and continues to hold very high levels of liquidity. 

Although the financial results for FY2007 fell short of the BRP targets, the 

bank continues to hold sufficient capital to fully redeem and cancel all 

remaining preferred shares.  

The Bank is working on de-risking and de-leveraging its balance sheet and 

is re-orienting its business towards the generation of sustainable, 

predictable revenue growth from the client franchise, especially in the area 

of secured and structured lending. 

While the Bank remains committed to the strict control of G&A expenses, 

slight increases are projected due to necessary investments in personnel 

and IT to support business development. The cost to revenue ratio (OHR) 

is projected to remain around 40%, underpinned by the improvement of 

business efficiency and continuous careful cost management. 

 

 

 

％ FY2007 
Actual 

FY2008 
Plan FY2009 

Plan FY2010 
Plan FY2011 

Plan ＯＨＲ 104.92％ 44.55％ 41.63％ 40.00％ 38.58％   

The OHR is projected to remain around 40%, a relatively high level of 

operating efficiency among Japanese banks. 

 

JPY 100 mil. FY2007 
Actual 

FY2008 
Plan FY2009 

Plan FY2010 
Plan FY2011 

Plan 
Personnel+Non-personnel 
Expenses 

436 446 460 474 489   

The Bank will continue to manage costs effectively through such measures 

as reviewing the size and location of its branches and restructuring of 

subsidiaries; however, total expenses are expected to grow slightly as a 

certain level of investment in facilities and human resources is required in 

order to implement internet banking functions as an important part of the 

Bank’s infrastructure for improving customer convenience and enhancing 

its fund-raising ability, as well as for improving its profitability and risk 

management. 

  ① Personnel Expenses 

JPY 100 mil, 
Headcount 

FY2007 
Actual 

FY2008 
Plan FY2009 

Plan FY2010 
Plan FY2011 

Plan 
Personnel Expenses 191 198 203 206 210 
Staffs 1,517 1,590 1,600 1,610 1,620 

 

The Bank expects to reduce personnel expenses through the efficient use 

of human resources and to achieve its goal by improving the operational 

processes. However, it is necessary to hire more mid-career personnel 

capable of contributing to the business immediately, and to recruit new 

graduates to retain the organization’s dynamism. As a result, the head 

count and total personnel cost is expected to grow. 

The Bank has introduced a job-grading program into both managerial and 
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non-managerial positions and established a remuneration program 

consisting of a salary program in accordance with the roles and 

responsibilities of each job and a bonus program linked to the Bank’s and 

individual business performance. 

 ② Non-Personnel Expenses 

JPY 100 mil. FY2007 
Actual 

FY2008 
Plan FY2009 

Plan FY2010 
Plan FY2011 

Plan 
Non-personnel 
Expenses 

245 248 257 268 279 
System Expenses 
 

90 98 105 110 114 
Excluding 
 System Expenses 

155 150 152 158 165 
 

The Bank is currently developing new strategic systems such as internet 

banking and also plans to renew the current Kanjokei system and is 

preparing for the introduction of a new Core Banking system.  

As a result, it is anticipated that system related expenses will continue to be 

high for the next four years. Investment in technology is a strategic priority 

for the Bank and the Bank will proactively invest in the hiring of excellent 

human resources with high-level expertise etc. as well as working to 

establish a solid basis for the future. 

  ③Affiliates/Related Companies 

 

Since the previously disclosed Business Revitalization Plan, changes in the 

consolidated group include the merger of Aozora Software Corporation into 

Aozora Information Systems, and the establishment of Acorn One and 

Acorn Holdings, which are SPVs designed to reduce credit risk in real 

estate sector. 

 

In addition, Aozora Investment Management Limited, a London-based 

company that has been managing investments in Europe and North 

America, is scheduled to be closed by September 30, 2008. The aim of the 

closure is to enhance both the governance of overseas business and credit 

management, as well as to reduce operating costs. 

 

Future changes will be made dependent on business requirements. 
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2. Summary of Table 1 （JPY 100 mil.） 

 
FY2007 
Actual 

FY2008 
Plan 

FY2009 
Plan 

FY2010 
Plan 

FY2011 
Plan 

Net Revenue 440 1,055 1,165 1,250 1,335 

General and Administrative 

Expenses 
461 470 485 500 515 

Business Profit（*） -22 585 680 750 820 

Credit-related Expenses -74 170 195 210 210 

Gains / Losses on sales of 

stocks and other securities 
-63 -235 0 0 0 

Operating Profits -251 140 425 520 590 

Net income 35 106 186 262 309 

ＯＨＲ 104.92％ 44.55％ 41.63％ 40.00％ 38.58％ （*）Business Profit before General Loan-Loss Reserve 
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3.  Management Systems 

 

<Corporate Governance> 

 

Committee

Product Planning Protection

CommitteeCommittee Committee Steering

Liability Committee Committee Committee

Audit and Compliance

Committee

Management Committee

Asset and Risk Policy Credit Investment New Business/ Strategic Customer

Nomination and

Remuneration Committee

Special Audit Committee Board of Directors

General Meeting of 

Shareholders

Corporate Auditors

Board of Corporate Auditors

 

The Board of Directors determines the basic policies of the Bank and empowers 

the Executive Officers to execute the day-to-day operations of the Bank.  At the 

Board level there are three committees: the Special Audit Committee, the 

Nomination and Remuneration Committee and the Audit and Compliance 

Committee.  The Management Committee is the main executive committee 

within the Bank and is staffed by representative Directors and Executive Officers 

who head businesses or support groups.  The Management Committee 

delegates authority to seven special purpose committees including the Credit 

Committee and the Asset and Liability Committee. 

 

< Compliance Framework > 

 

The Bank is committed to establishing a corporate culture, which places a high 

priority on the implementation of global best practices, to ensure regulatory 

compliance with relevant laws and regulations and appropriate conduct of 

business. 
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4. Strategy for Prevention of Profit Drain through Dividend  

 

(1) Basic Policy  

 

The Bank has already accumulated sufficient retained earnings / distributable 

amount to make full repayment of public funds. The Bank plans to make an 

appropriate level of dividend payment to common stockholders, from the 

perspective of an appropriate return to common stockholders and based on the 

achievement of the PL targets set out in the BRP. 

 

(2) Dividend, Remuneration/Bonuses to Directors and Officers  

 

Since the re-listing of its common stock in November 2006, the Bank has set a 

target level of dividend payment from the perspective of an appropriate return to 

stockholders and the maintenance of a sound financial base. As a result, we aim in 

the medium term to increase the payout ratio to a level that is at least comparable 

to Japanese major banks. 

.  

Common stock dividend stated in this plan is as follows: 

 

 Dividend 
per stock 

(yen) 

Total Common 
Stock Dividend 

Amount 
(100 mil yen) 

Pay-out 
Ratio 1 
(Note) 

FY2008 2.50 41 38.9％ 

FY2009 3.75 62 33.3％ 

FY2010 3.75 62 23.6％ 

FY2011 4.00 66 21.4％ 

(Note) Total dividend amount on common stock divided by net income 

 

The Nomination and Remuneration Committee is comprised of non-executive 

directors with a mandate to determine the remuneration for each director. 

 

Given the underachievement of the BRP target for FY2007, the Bank implemented 

a reduction of directors’ remuneration. Representative directors and the standing 

auditor returned 10% to 40% of their remuneration for a 1 month to 4 months 

period. 

 

While bonus payments for executive officers are not forecast in this plan, the 

resumption of payment may be considered in light of the effect of management 

performance on profit trends, or based on such forecasts. 
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5. Credit Strategy  

 

We aim to be a unique bank whose presence is felt in the market as we proactively 

offer financial services that meet the needs of customers, underpinned by our 

expertise in investment banking. 

 

Regardless of the type and size of our customers’ businesses, our agile and stable 

credit evaluation system allows us to offer a broad array of financial products and 

services in collaboration with other divisions, with a thorough understanding of the 

customer’s financial position and business plan.   

 

Financing for healthy small to medium sized companies contributes significantly to 

the foundation of the Japanese economy and we are actively developing this 

operation in part to demonstrate our strong sense of social responsibility. We can 

provide for the evolving needs of such companies based on our experience of 

overseas markets, transactions with overseas entities, and the need for foreign 

exchange..  

 

With regard to specific measures taken, we will promote business with a broad 

lineup of custom-made products to meet various customer needs, including 

arrangement of syndicated loans, placement of private bonds, establishment of 

commitment line, and various derivatives-embedded loans. 

 

We adopt methods to accurately assess not only physical collateral but also 

uniqueness and competency of technology and business models of customers, 

based on our solid understanding on the nature and structure of business and 

industry. We project future business performance to measure their cash-flow 

generation capacity. Applying this type of credit evaluation, we aim to respond to 

the financial needs of customers in any industry.  

 

In April 2007, we created a division to promote new customer development within 

the Corporate Banking Group, with an aim to further strengthen and expand the 

customer base and services we offer.   

 

We deploy officers in charge of small to medium sized companies in each division 

and branch. In the evaluation of a transaction, we assess the feasibility based on 

the risk/return profile for customers of any size and sector. 

 

 

6 Strategy to Secure Financial Resources from profits for the Cancellation 

and Reimbursement of Public Funds  

 

The Bank achieved the targets stipulated in the BRP every year since 

re-privatization to FY2006 and accumulated retained earnings in order to 

strengthen its financial base and soundness and to secure sufficient funds for the 

repayment of public funds.  In November 2006, when the Bank re-listed its 

common stock, the RCC participated in the offering, and as a result, part of the 

public funds injected upon re-privatization was repaid.  

 

While our earnings results for FY2007 fell short of the BRP targets, we continue to 

maintain sufficient retained earnings / distributable amount for the purpose of full 

redemption and cancellation of all remaining preferred stock. Repayment of public 

funds remains our strategic priority, subject to meeting the pricing terms and the 

approval of the relevant authorities. 

 

Change in Retained Earnings  

(100 mil. Yen) 

March 2008 March 2009 March 2010 March 2011 March 2012 
3,372 3,382 3,498 3,655 3,863 

 

* Summary of the preferred stock 

Total Amount Issued Initially     260.0 Billion Yen  

 (Outstanding Amount       155.3 Billion Yen) 

Mandatory Conversion to Common Stock    October 3, 2012 
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7 Strategies for Sound and Appropriate Finance and Business Operations  

 

(1) Control of various risks 

 

The Bank has established comprehensive risk management policies to properly 

measure and control risks in both individual and integrated way 

 

The Board of Directors approves the business operations plan proposed by the 

Management Committee and determines the risk acceptable to the Group in view 

of the Bank’s capital and earnings projections. The Board of Directors is also 

committed to maintaining high corporate governance standards and appropriate 

business operations by approving material decisions made by the Management 

Committee, the Asset and Liability Committee, the Risk Policy Committee, the 

Credit Committee, the Investment Committee and the New Business/Product 

Committee as well as by receiving detailed risk management reports. 

 

With regard to the implementation of risk management, the basic policy for 

comprehensive risk management specifies the scope of the target risk categories 

such as credit risk, market risk and operational risk and their definitions as well as 

the practical risk management process consisting of the identification, assessment, 

monitoring and control of such target risks. For each risk category, separate risk 

management policies and procedures have been provided for the respective risk 

categories based on the basic policy. The Integrated Risk Management Group is 

also committed to improving the Bank-wide risk management system by laying out 

risk management enhancement plans. 

 

<Measures to Avoid Becoming a Captive Bank> 

 

To maintain sound and proper operations, as required in the provisions of the 

Banking Law and the FSA’s Guidelines for Supervision, the Bank is committed to 

avoiding becoming a captive bank.  In the event that the relevant law and 

ordinances are revised, the Bank will make the appropriate changes. 

 

(2) Final Decision-Making Authority relating to Asset Management 

   To be revised  

  

The approval authority for credit transactions lies with the Credit Committee, in 

which the Head of Integrated Risk Management Group (“Head of IRMG”) serves 

as Chairperson. The Credit Committee partially delegates its approval authority for 

transactions to the Chief Credit Risk Officer (“CCRO”), in addition to the power to 

re-delegate this approval authority.  

  

The approval authority for investment transactions lies with the Investment 

Committee, in which the Head of IRMG serves as Chairperson. The Investment 

Committee partially delegates its authority to the Chief Market Risk Officer 

(“CMRO”) and other Senior Managing Executive Officers. 

 

The Senior Managing Executive Officer (SMEO) in charge of a Business Group 

may delegate his decision-making and approval authority to his General Manager 

or any other appropriate personnel in line with the monthly guidelines decided by 

ALCO, and within the risk limit allocated to ALM operations out of the entire risk 

limit of the Bank, which is determined by the Board of Directors, and within the 

credit line authorized in accordance with the Bank’s regulations. 

 

The SMEO in charge of a Business Group may delegate decision-making and 

approval authority to the trading personnel within the risk limit allocated to the 

trading operations out of the entire risk limit of the Bank, which is determined by the 

Board of Directors, and within the credit line authorized in accordance with the 

Bank’s regulations. 

 

(3) Policy regarding Write-Offs and Reserves  

 

The Bank has formulated standards for self-assessment and write-off/reserves, in 

line with the Financial Services Agency’s Financial Inspection Manual, Corporate 

Accounting Principles and the relevant rules related to Practice Guidance issued by 
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the Japan Institution of Certified Public Accountants. The Bank will ensure the 

integrity of its financial accounting by recording write-offs/reserves in a timely and 

appropriate manner in compliance with these standards as well as its own rigorous 

self-assessment.     

 

<Concept of Debt Forgiveness> 

The decision to write off assets will only be taken after the following items are 

considered. 

 

� There is an economic rational － loan forgiveness would revitalize the 

borrower and as a result, the prospects of recovery of the remaining loans 

would improved etc.  

� There is significant effect on society / community – loan forgiveness would 

prevent the failure of the borrower and thereby prevent a social loss  

� The responsibility of management and shareholders of the borrower has 

been clarified through the formulation/ implementation of a reconstruction 

plan, etc 

 

(4) Holding gains/ losses and our plan for future handling of them 

 

We recorded approximately 30.7 billion yen of unrealized losses on securities as of 

the end of March 2008. Although we do not believe there is any need to record 

impairment losses or reserves on most of the available for sale securities held at 

present, we will do so if necessary in accordance with accounting standards and 

our accounting policy. 
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