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Aozora Bank Submits Revised Business Revitalization Plan 
to Japan’s Financial Services Agency 

 

TOKYO, October 30, 2009 - Aozora Bank, Ltd. (“Aozora” or “the Bank”) today 

announced the submission of its revised Business Revitalization Plan (“BRP”) to 

Japan’s Financial Services Agency (the “FSA”). The BRP has been formulated 

incorporating the Bank’s Business Improvement Plan, submitted to the FSA following 

receipt of a Business Improvement Order on July 28, 2009. Please see the summary 

attached. 

 

Aozora made efforts to achieve all of the profit targets set out in its applicable BRP 

every year from its re-privatization, but In FY2008 the Bank failed to achieve its 

Business Revitalization Plan targets due to the recognition of costs associated with 

decisive actions that were taken in order to significantly address legacy and 

non-core assets, such as overseas investments, and measures that were 

implemented to cover existing credit. Also having an impact were certain 

preventive measures, such as conservatively setting aside additional reserves for 

loan losses in the face of rapidly deteriorating economic conditions, which were 

taken in order to ensure a return to profitability in the next fiscal year. 

 

Aozora intends to grow its domestic loan business, following the domestic-lending 

focused business model under the new management team. The Bank is committed 

to restoring profitability and achieving its management objectives through these 

initiatives, and aims to secure sufficient resources for the repayment of public funds. 

 

Aozora remains totally committed to the achievement of the BRP and the Bank 

thanks all of its customers and shareholders for their continued support. 

 

End 

Attachment: Summary of BRP 



 

 

 

 

 

Summary of “Business Revitalization Plan” 
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Basis of the Plan 
 

On July 1, 2009, the bank announced an alliance agreement for the merger with 
Shinsei Bank. 
The Bank is currently in preparatory stages toward the merger, and its impacts 

on earnings and rationalization will be substantiated in the merger negotiations. 
Since it is not feasible to foresee the impacts at this moment, the Bank has 

drawn out a plan for the period until October 2010 when the merger is expected 
to take place. 

 

1. Strategies for Rationalization of Operations 
 
1.1.  Business Model, Management Strategies 

 
On February 10, 2009, Aozora Bank announced certain initiatives to convert 

the business model to one re-focused on domestic lending, toward our goal of 
returning to sustainable profitability. This strategy involved utilizing the Bank’s 
strong capital position and undergoing a strategic review of operations. The 
Bank will pursue efficiencies in the areas of business and balance sheet 
management, and allocate limited resources (capital, personnel, cost 
allowances) in the most efficient manner in order to improve profitability, and 
create a stable and profitable operating platform.  
Effective and specific measures to establish a sustainable and stable revenue 

base are as follows; 
 ・strengthening risk controls 
 ・strengthening corporate governance 
 ・focusing on a domestic lending business 
 ・stable funding base 
 ・promotion of business alliances with regional financial institutions 
 

On July 1, 2009, the Bank agreed to integrate with Shinsei Bank to fulfill the 

Bank’s management philosophy and intention to continue providing efficient 
and stable financial intermediary services to a broader range of customers.  
The Combined Bank, including its group companies, will strive to be a unique 

and innovative institution, neither mega- nor regional, and will focus on stability 
with its size (the 6th largest bank by assets), strong capital base and funding 
base, based on the following basic strategy. 
 
【Basic strategy of the new bank】 

（1） Reinforce business and financial platform 
（2） Strengthen existing business lines through a focus on domestic 

corporate finance  
（3） Focus on services to individual customers and maintain a high level 

of customer satisfaction 
（4） Position the Combined Bank to respond to strategic alliance 

opportunities by leveraging the Banks’ long-standing regional 
financial institutions networks 

 

The combined bank and combined group companies will promote core 
business as set out in the above basic strategy, with a management structure 
and sound corporate governance that underpin the creation of a financial 
institution that meets the needs of its customers and is truly sought by society. 
 

The Bank continues to strive to strengthen domestic business platform through 
business alliances with regional banks and a focus on domestic corporate 
finance, including SMEs loans for the following two reasons;  
 

・ As part of effective and concrete business improvement actions by the 
Bank on a stand-alone basis to establish sustainable and stable profit 
base in response to the Order before the business integration. 

・ To fulfill the basic strategy of the merged bank 
 
【Status of integration process】 

The two banks jointly established an integration committee (“IC”) to facilitate 
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the prompt and smooth integration of the banks and operations. The IC is 
co-chaired by Brian F. Prince, President and Chief Executive Officer of 
Aozora Bank and Masamoto Yashiro, President and Chief Executive Officer 
of Shinsei Bank. Mr. Norito Ikeda, who will assume the presidency of the 
combined bank, joined the IC as well. Both banks have assigned a number of 
staff to provide support to Senior Advisor Norito Ikeda as integration 
preparations progress. As groups that operate below the IC, sub-committees 
for business / operation areas have been formed to facilitate the integration 
process. 

 

1.2. Measures against the FY2008 Business Improvement Order 
 
1.2.1. Business Improvement Order 

 
On July 28, 2009 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 it's commitment to the further 

strengthening of the Bank’s business base and the achievement of the BRP 
targets by establishing a sustainable profits base. 

 
1.2.2. Reasons for receiving the Order 

 
The bankruptcy of Lehman Brothers in September 2008 triggered a 

deterioration in global as well as Japanese markets. The bond market 
collapsed in Oct. 2008, so that the Bank was required to reduce its balance 
sheet size.  
To deal with such situation, the Bank reshuffled the top management team. 

Under new management, the Bank decided the direction to “clean up 
problem assets as much as possible during this fiscal year”, and “make a 
transition to a business model focused on domestic business finance”. In 
order to return to profitability in the next fiscal year, we took decisive action to 
significantly address our legacy and non-core assets, such as overseas 

investments, and implemented measures to cover existing credit as well as 
preventative measures, including the strengthening of reserves, reflecting 
severe economic conditions during FY2008.  
As a result, we fell far short of the net income target stipulated in the 

Business Revitalization Plan for the year ended March 31, 2009 again. 
Net revenue for FY 2008 stood at 24.6 billion yen (76.7%, or 80.9 billion 

yen below the BRP target), business profit before general loan loss reserve 
was a loss of 19.6 billion yen (78.1 billion yen below the target), and the net 
loss was 245.3 billion yen (255.9 billion yen below the target).  
 

1.2.3. Business integration with Shinsei Bank 
 

On July 1, 2009, the Bank announced an alliance agreement for the merger 
with Shinsei Bank. Based on our management philosophy and current 
environment recognition 

・ To fulfill our philosophy, the Bank believes that scale and greater 
organizational stability supported by a strong capital base and 
customer base are necessary. 

・ Both Banks share corporate culture and history as long-term credit 
bank. 

・ There will be synergy effect and mutual supplementation.  
Such as enhancement of competitiveness in specialty areas that 
required expertness and service expansion for wide range of 
customers. 

・ The Combined Bank will be independent and not belong to any 
particular financial group, neither mega- nor regional. 

The bank reached an alliance agreement with Shinsei bank because of 
these reasons above. 
Expected to be the 6th largest bank in terms of assets size in Japan, the 

Bank anticipates the combined organization will possess a more balanced 
funding profile and a stronger capital position, while being more competitive 
and better positioned to serve as a stable financial intermediary to a broader 
range of customers with better products and services. 
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1.2.4. Fundamental measures to improve the profitability 
 

Fundamental measures to improve the Bank’s profitability are as follows;  
 

1) Revision of management and organizational structure  
 

・Revision of the composition of the Board of Directors 
・Reduction with regard to number of Directors and Executive Officers  

 

2) Restructuring measures  
 

・Reduction of Executive Officers’ remuneration 
・Reduction of retirement benefits for Directors 
・Reduction of bonuses 
・Implementation of a Voluntary Retirement Plan 
・Transfer non-core assets and strengthening risk controls 
・Dissolution of the systems subsidiary company 
・Reduction of overseas network  

 

3) Strengthening Risk Controls  
 

<Loss on CDO investment> 
The Bank has established a task force to confirm the completeness and 

sufficiency of improvement measures, and to ensure that effective 
preventive measures are implemented. Based on such measures, we 
analyzed the causes of CDO investment losses and conduct further 
verification of a variety of measures that have already begun in order to 
strengthen overall risk management system across the Bank.  

 

<Loss on GMAC investment> 
The Bank strengthened the framework where the Middle Office can 

exercise internal checks and balances and investment decisions are made 

with our financial strength taken into consideration.  
 

<Loss on Hedge Funds> 
The Bank made a decision to redeem all hedge funds and after that the 

bank is redeeming the hedge funds one by one. Until completing 
redemption of all funds, strict monitoring shall continue. Progress in hedge 
fund redemption shall be reported to IC monthly.  

 

<Loss on ETF> 
The Bank sold all of its ETFs and discontinued all its hedge operations to 

rearrange all the assets drastically to best position the Bank for a return to 
profitability in FY2009. Loss recognition completed. 

 

<Loss on Loan to Lehman Brothers> 
The Bank has initiated the following measures to enhance the effective 

risk management system. 
・Establish a new credit guideline by DRG category 

  ・Make the discussions at CC more sophisticated 
 

4) Returning to a domestic lending business model  
 

Aozora Bank announced certain initiatives to convert the business model 
to one re-focused on domestic lending, toward our goal of returning to 
sustainable profitability.  
The Bank’s ongoing policy toward overseas investment is to approach it in 

a selective manner, based on appropriate risk management and within the 
scope of reinforcing the Bank’s new business model that focuses on 
domestic corporate finance supported by the establishment of a stable 
funding base and strengthening cooperation with regional financial 
institutions. 
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1.2.5. Control of G&A Expenses 
 

Total expenses for FY2008 stood at 44.2 billion yen, which was 2.8 billion 
yen lower than the planned 47.0 billion yen in the Business Revitalization 
Plan published in October 2008, and 1.9 billion yen lower than the previous 
year.  
From FY2009 onwards, the Bank will maintain its tight cost controls and 

will make efforts to further improve operational efficiency.  
 

1.3. Restructuring Plan 
 

FY2008 was an extremely difficult year for the banking industry and for 
Aozora. The Bank’s management took decisive actions to significantly 
address legacy and non-core assets such as overseas investments, to 
best position the Bank for a return to profitability in FY2009 and thereafter. 
Aozora also implemented a reduction in management remuneration, and 
made the decision to not pay annual bonuses to executive officers this 
year or summer bonuses to management-level employees. The Bank 
proceeded with significant business restructuring, aiming to become more 
sharply focused on the domestic-lending business and a more efficient 
organization. These actions included the implementation of an extensive 
organizational structure reform and a voluntary retirement plan. 
Difficult financial and market conditions are expected to continue in 

FY2009. However, the Bank is committed to restoring profitability and 
achieving its management objectives through these initiatives, and aims 
to secure sufficient resources for the repayment of public funds. 
 

％ FY2008 
Actual 

FY2009
Plan 

FY2010
Plan 

24/3 25/3 

ＯＨＲ 179.77 62.14 60.93
Despite the cost saving initiatives, the OHR was high in FY2009 due to the 

low level of net revenue. It is expected to be improved to approximately 60% 

by FY2011, underpinned by the improvement of business efficiency and 
continuous careful cost management.  
 

JPY 100 mil. FY2008
Actual 

FY2009
Plan 

FY2010
Plan 

24/3 25/3 

Personnel+Non-personnel
Expenses 419 408 436

  

Although the Bank remains committed to making the necessary investments 
in personnel and IT to support business development, we will endeavor to 
maintain positive operating leverage through continued strict cost 
management. 
 

①Personnel Expenses 
JPY 100 mil, 
Headcount 

FY2008
Actual 

FY2009
Plan 

FY2010
Plan 

24/3 25/3 

Personnel Expenses 177 183 199   

Staffs 1,521 1,590 1,610   

The Bank has cut salaries for Executive Officers 20% on average since 
October 2008 and paid no annual bonus to Executive Officers in FY2008, 
except when required by an individual contract. In FY2007, the annual bonus 
for managerial positions was cut 20% versus FY2006. In addition, the Bank 
paid no bonus to managerial positions in June 2009, and cut bonus to Union 
members based on their roles and responsibilities. As a result, FY2008 
personnel expense decreased 1.4 billion yen compared with FY2007, and 
decreased 2.2 billion yen compared with the personnel expenses plan 
announced in October 2008. 
Considering the head count increase due to the transfer of the information 

systems business from a Bank’s subsidiary, for retaining or securing excellent 
talents, personnel expense will increase 0.6 billion yen in FY2009, and 2.2 
billion yen in FY2010, compared with the FY2008 actual. 
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②General and Administrative Expenses 
JPY 100 mil. FY2008 

Actual 
FY2009

Plan 
FY2010

Plan 
24/3 25/3 

Non-personnel 
Expenses 

 
242 225 237

Excluding 
System Expenses 

 
154 149 160

Property and facilities expenses have been under tight control for these 
several years in terms of property-related expenditures. In FY2008, the Bank 
incurred maintenance and repair costs for obsolete facilities. On the other 
hand, the Bank reviewed its internal process for current property 
management in order to reduce costs and implemented a utilization of its 
existing property by letting out to a third party some surplus space in the 
Fuchu annex building, which is used for our computer center. In FY2009, the 
Bank plans to achieve additional cost reductions through the replacement of 
external property managers and by a revision of current rents. 
The Bank has reviewed its overseas representative offices in view of 

necessity and efficiency, and consequently closed the Seoul Representative 
Office in March 2008, the Jakarta Representative Office in June 2008 and, 
more recently, the Singapore Representative Office in June 2009. 
The Bank will control costs for systems and maintain a stable operation of 

current systems, enhance its governance and minimize inherent system risks. 
 

③Affiliates/Related Companies 
 

The Bank has decided that the IT workforce of the Bank and its system 
subsidiary company, AIS, will be halved from 400 people to 200 people. AIS 
was dissolved and necessary human resources were transferred to the Bank 

in order to streamline the IT workforce and consolidate duplicate functions 
(July 2009).  
Concerning overseas subsidiaries, the Bank closed Aozora Investment 

Management Limited (September 2008) and decided to shrink its business of 
Aozora Asia Pacific Finance Limited. 
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2. Summary of Table 1 
(JPY 100 mil.） 

 
FY2008 

Actual 

FY2009 

Plan 

FY2010 

Plan 

24/3 月期 

計画 

25/3 月期 

計画 

Net Revenue 246 692 755   

General and 

Administrative Expenses 
442 430 460   

Business Profit (*) -196 262 295   

Credit-related Expenses 1,288 200 175   

Gains/Losses on sales of 

stocks and other securities 
-783 0 0   

Operating Profits -2,359 25 100   

Net income -2,453 50 140   

ＯＨＲ 179.77％ 62.14％ 60.93％ ％ ％ 
(*) Business Profit before General Loan-Loss Reserve 
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3. Management Systems 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

In order to improve efficiency and transparency through the segregation of 
management and business execution, the Board of Directors is comprised 
mainly of outside Directors.  The Board of Directors determines basic 
operational policy and management strategies and focuses on supervision of 
the execution of the day-to-day operation of the Bank.  Executive Officers 
perform the daily business with authority to execute it delegated by the Board. 
The Board of Directors has established three board level Committees to 

ensure its supervisory function: the Special Audit Committee, the Nomination 
and Remuneration Committee and the Audit & Compliance Committee, as 
described later, with outside Directors serving as the Chairman.  In addition, 
Internal Audit Division and Asset Assessment Division, which report directly to 
the Board of Directors, maintain checks and balances on Representative 
Directors and Executive Officers. 
The Management Committee, which is comprised of the members of the 

Management Committee who are Representative Directors and Executive 
Officers appointed by the Board, determines details of matters resolved by the 
Board of Directors and matters relating to the execution of business affairs other 

than matters previously determined by the Board of Directors.  In principle, the 
Management Committee meets at least weekly to deliberate and determine 
important matters to execute business affairs in accordance with the policies 
established by the Board. General Meeting of

Shareholders

Board of Directors

Management
Committee

Corporate Auditors

Board of
Corporate Auditors

Special Audit
Committee

Nomination and
Remuneration

Committee

Audit and
Compliance
Committee

Integrated Risk
Policy Committee

Credit
Committee

Asset and Liability
Committee

Investment
Committee

New Business/
Product Committee

Strategic Planning
Steering

Committee

Customer
Protection
Committee

General Meeting of
Shareholders

Board of Directors

Management
Committee

Corporate Auditors

Board of
Corporate Auditors

Special Audit
Committee

Nomination and
Remuneration

Committee

Audit and
Compliance
Committee

Integrated Risk
Policy Committee

Credit
Committee

Asset and Liability
Committee

Investment
Committee

New Business/
Product Committee

Strategic Planning
Steering

Committee

Customer
Protection
Committee

The Management Committee has also established seven special purpose 
sub-committees as subordinate organizations: Asset and Liability Committee, 
Integrated Risk Policy Committee, Credit Committee, Investment Committee, 
New Business/Product Committee, Strategic Planning Steering Committee, 
Customer Protection Committee, in order to improve efficiency of business 
execution. 
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4. Strategy for Prevention of Profit Drain through Dividend etc.  
 

4.1. Basic Policy 
 

The Bank accumulated retained earnings since its re-privatization in order to 
strengthen its financial base and soundness. Due to significant addressing of 
non-core, legacy assets the Bank recorded a huge loss In FY2008, however, 
we are committed to restore profitability and to secure sufficient funds for the 
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 achievement of the 
PL targets set out in the BRP.  
 

4.2. Dividend, Remuneration / Bonuses to Directors and Officers 
 

<Common stock dividend>  
Taking into account the Bank’s significant losses in FY2008, the Bank made 

the decision not to pay dividend to common shareholders for FY2008. The 
Bank is committed to restoring dividend payments as early as possible, 
through determined efforts to resume profitability, and in consideration of the 
level of achievement against the BRP targets. 

 
<Compensation for Executive Officer> 

The Nomination and Remuneration Committee is comprised of 
non-executive directors with a mandate to determine the remuneration for 
each director. 
Given underachievement of the BRP target for the second consecutive year, 

from management responsibility perspective, the Bank implemented  30% 
remuneration reduction for the members of Board of Directors (10% voluntary 
return from  the Corporate Auditors). This reduction is retroactively effective 
from October 1, 2008 though April 2009 and thereafter.  

And bonus payments for members of board of directors are not 

incorporated in this plan. 
 

5. Measures for Smooth Operation of Loans and other Credit 
Facilities 

 

5.1. Stance 
 

Our timely provision of advanced business financial services commencing with 
investment banking operation’s know-how for our clients differentiates us from 
other banks.  
What is important in making business with customers is, regardless of types 

and size of business, to have thorough understanding on a customer’s financial 
position and business plan in order to identify most proper risk/return profile. We 
will provide a wide variety of financing in cooperation with departments, building 
and maintaining speedy correspondence by credit management. 
We consider financing for healthy small to medium sized companies 

contributes significantly to the foundation of Japanese economy and we are 
actively developing this operation as we position this as one of the most 
important transactions for a bank from its social responsibility standpoint.  
 

We promote provision of credit facility to small to medium sized companies 
without becoming over-reliant to individual guarantor, but focusing on accurate 
assessment of business model and cash-flow potential of these customers 
along with fair and proper risk/return consideration.  
In the future, we will remain committed to identifying and capturing healthy 

financing needs of our customers by having more detailed and accurate grasp 
on individual needs, and also, we continue to support in this manner growth and 
development of small to medium sized companies. 
 

<Tangible measures to achieve the target of lending for SMEs> 
 

1. Setting of the target for loans per business unit and review of 
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performance valuation system 
We fully recognized the importance of loans to SMEs and reviewed 

performance valuation system toward the achievement of the target. 
 

2. Strengthening of control of business units to achieve the target without 
fail 

In a bid to recognizing the importance of lending to SMEs on a bank-wide 
scale, Small and Medium Enterprise Solutions Division carried out a 
caravan to all business units in April and May 2009. 
To strengthen the control of business units toward the achievement of the 

goal of increasing lending to SMEs on a net basis, Small and Medium 
Enterprise Solutions Division is making efforts to grasp the status of 
transactions by weekly pipeline and the status of estimated lending to 
SMEs twice a month. In addition, the Head of Corporate Business Group 
discusses prospects for future loan transactions with General Managers 
according to the progress of transactions. 

 
3. Increase in the number of personnel of Small and Medium Enterprise 

Solutions Division to strengthen support for business units 
In order to further strengthen the functions of Small and Medium 

Enterprise Solutions Division established in February 2009 and further 
promote transactions with SMEs, we built a system to provide support and 
advice to business units by establishing a group that promotes problem 
solution-based marketing within the division. We placed personnel who 
have knowledge and experience on operations that seem to be needed 
among SME customers such as capital measure, business succession and 
M&A to cooperate with business units and meet the needs of SME 
customers appropriately and speedily. 
 

4. Campaign for “an increase in loans to SMEs” 
The Head of Corporate Banking Group and Small and Medium Enterprise 

Solutions Division explain the status of loans to SMEs, successful example 
of business units and topics at the monthly General Managers Meeting and 

meeting for sales material held on and off, and we attempt to make each 
General Manager and sales reps to recognize the importance of loans to 
SMEs strongly. 

 

5.2. Products that Support Development of Regional Economies 
 
We will promote to effort in a manner that would contribute to the service for 

regional economics, such as giving advice to corporate revitalization projects 
utilizing regional financial institution’s network, provide know-how and 
participate in finance in cooperation, joint support with regional financial 
institutions for companies which have concerns over bank formation due to the 
effect of global financial depression.  
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6. Strategy for Securing Financial Resources from Profits for the 
Cancellation and Reimbursement of Stocks in connection with 
the Issuance of Stocks and Redemption or Repayment of 
Borrowings 

 

The Bank accumulated retained earnings as a strategic priority since its 
re-privatization, in order to strengthen its financial base and soundness and to 
secure sufficient funds for the repayment of public funds. In FY2009 we 
recorded a huge loss due to significant addressing of non-core, legacy assets, 
such as overseas investment, given the Bank’s policy of returning to a domestic 
lending focused business model, which was developed by new management. 
As a result of such losses, it has become difficult to conduct a lump-sum 
repayment of remaining public funds.  
We are committed to improving our performance and achieving management 

objectives in order to acuminate retained earnings for repayment of public 
funds. 
 

Transition in Retained Earnings（JPY 100 mil.） 
 
FY2008 FY2009 FY2010      

824 848 949      

7. Strategies for Sound and Appropriate Finance and Business 
Operations 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
The combined bank’s retained earnings will be incorporated in a new BRP to be 
submitted by the combined bank in the future.  

 

Acknowledging the importance of risk management activities defined as the 
process of controlling risks associated with the Bank’s business operations 
within its financial strength such as capital adequacy determined by the Board 
of Directors, the Bank has established the basic policy on comprehensive risk 
management to properly measure and control risks both in separate and 
integrated ways. 

 

(Note) Summary of the preferred stock 
Total Amount Issued Initially           260.0 Billion Yen 
Mandatory Conversion to Common Stock  October 3, 2012 

 

 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 
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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 Integrated Risk 
Policy Committee, the Credit Committee, the Investment Committee and the 
New Business/Product Committee as well as by receiving close risk 
management reports.          
 

<Measures to Avoid Becoming a Captive Bank> 
To maintain sound and proper operations, as required in the provisions of 

the Banking Law and FSA’s Guidelines for Supervision, the Bank is 
committed to avoiding becoming a captive bank.  In the event that relevant 
law and ordinances are revised, the Bank shall comply by taking proper 
measures. 
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