_ Asset Quality

l. Self-Assessment, Write-Offs, and Provisions
Self-Assessment

SMBC conducts rigorous self-assessment of asset quality
using criteria based on the Financial Inspection Manual of
the Financial Services Agency and the Practical Guidelines
published by the Japanese Institute of Certified Public
Accountants. Self-assessment is the latter stage of the
obligor grading process for determining the borrower’s ability
to fulfill debt obligations, and the obligor grade criteria are
consistent with the categories used in self-assessment.

At the same time, self-assessment is a preparatory task
for ensuring SMBC'’s asset quality and calculating the
appropriate level of write-offs and provisions. Each asset
is assessed individually for its security and collectibility.
Depending on the borrower’s current situation, the borrower
is assigned to one of 5 categories: Normal Borrowers,
Borrowers Requiring Caution, Potentially Bankrupt
Borrowers, Effectively Bankrupt Borrowers, and Bankrupt
Borrowers. Based on the borrower’s category, claims on
the borrower are classified into Classification |, II, Ill, and IV
assets according to their default and impairment risk levels,
taking into account such factors as collateral and guar-
antees. As part of the efforts to bolster risk management
throughout the Group, all consolidated subsidiaries carry out
self-assessment in substantially the same manner.

Borrower Categories, Defined

Normal Borrowers Borrowers with good earnings performances and no significant

financial problems

Borrowers Requiring Caution Borrowers identified for close monitoring

Potentially Bankrupt Borrowers | |Borrowers perceived to have a high risk of falling into
bankruptey

Effectively Bankrupt Borrowers | |Borrowers that may not have legally or formally declared
bankruptey but are essentially bankrupt

Bankrupt Borrowers Borrowers that have been legally or formally declared bankrupt

Asset Classifications, Defined

Classification | Assets not classified under Classifications II, Ill, or IV

Classification 11 Assets perceived to have an above-average risk of

uncollectibility

Classification |11 Assets for which final collection or asset value is very doubtful

and which pose a high risk of incurring a loss

Classification IV Assets assessed as uncollectible or worthless

Asset Write-Offs and Provisions
In cases where claims have been determined or deemed
to be uncollectible, write-offs signify the recognition of
losses on the account books with respect to such claims.
Write-offs can be made either in the form of loss recognition
by offsetting uncollectible amounts against corresponding
balance sheet items, referred to as “direct write-off,” or else
by the recognition of a loan loss provision on a contra-asset
account in the amount deemed uncollectible, referred to
as “indirect write-off.” Recognition of indirect write-offs is
generally known as “provision for reserve for possible loan
losses.”

SMBC'’s write-off and provision standards for each
self-assessment borrower category are shown in the
table below. As part of our overall measures to strengthen
risk management throughout the Group, all consolidated
subsidiaries use substantially the same standards as SMBC
for write-offs and provisions.

Self-Assessment

Borrower Categories Standards for Write-Offs and Provisions

Normal Borrowers The expected loss amount for the next 12 months is calculated
for each grade based on the grade’s historical bankruptcy rate,
and the total amount is recorded as “provision for the general

reserve for possible loan losses.”

Borrowers Requiring Caution These assets are divided into groups according to the level
of default risk. Amounts are recorded as provisions for the
general reserve in proportion to the expected losses based
on the historical bankruptcy rate of each group. The groups
are “claims on Substandard Borrowers™ and “claims on other
Borrowers Requiring Caution.” The latter group is further
subdivided according to the borrower’s financial position,
credit situation, and other factors. Further, when cash flows
can be estimated reasonably accurately, the discounted cash
flow (DCF) method is applied mainly to large claims for
calculating the provision amount.

Potentially Bankrupt Borrowers | |A provision for the specific reserve for possible loan losses is
made for the portion of Classification [Il assets (calculated for
each borrower) not secured by collateral, guarantee, or other
means. Further, when cash flows can be estimated reasonably
accurately, the DCF method is applied mainly to large claims
for calculating the provision amount.

Effectively Bankrupt/Bankrupt Classification Il asset and Classification IV asset amounts
Borrowers for each borrower are calculated, and the full amount of
Classification IV assets (deemed to be uncollectible or of no
value) is written off in principle and provision for the specific
reserve is made for the full amount of Classification Il assets.

Notes :General reserve Provisions made in accordance with general inherent default
risk of loans, unrelated to specific individual loans or other

claims

Specific reserve Provisions made for claims that have been found uncollectible

inpart or in total (individually evaluated claims)
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Discounted Cash Flow Method

SMBC uses the discounted cash flow (DCF) method

to calculate the provision amounts for large claims on
Substandard Borrowers and Potentially Bankrupt Borrowers
when the cash flow from the repayment of principal and
interest received can be reasonably estimated. SMBC then
makes provisions equivalent to the excess of the book value
of the claims over the said cash inflow discounted by the
initial contractual interest rate or the effective interest rate at
the time of origination. One of the major advantages of the

Il. Total Credit Cost
Total credit cost, with respect to provisioning, is the total
amount of provisions newly made, and in the case of write-
offs, it is the amount of provisions already made deducted
from the uncollectible amount.

The total credit cost for the first half of fiscal 2010 for
SMBC was ¥43.3 billion, a year-on-year decrease of ¥113.6

# Total Credit Cost (SMBC Nonconsolidated; six months ended September 30, 2010)

DCF method over conventional methods of calculating the
provision amount is that it enables effective evaluation of
each individual borrower. However, as the provision amount
depends on the future cash flow estimated on the basis of
the borrower’s business reconstruction plan and the DCF
formula input values, such as the discount rate and the prob-
ability of the borrower going into bankruptcy, SMBC uses the
best available data to calculate the estimates.

billion. This improvement was attributable to the partial
reversal of provisions due to repayments, and, in addition,
to the curbing of new costs through in-depth approaches
suited to our client’s conditions.

(Billions of yen)

Total credit cost ¥ 433
Provision for general reserve for possible loan losses (4.9)
Write-off of loans 22.9
Provision for specific reserve for possible loan losses 23.8
Losses on sales of delinquent loans 21
Provision for loan loss reserve for specific overseas countries 0.0
Gains on recoveries of written-off claims (0.6)
g:l%{eserve for possible loan losses ¥747 1
g:ﬁz\mount ofdirectreducton b ¥a770

Note: Bracketed amount indicates gains.

# Total Credit Cost (SMFG Consolidated; six months ended September 30, 2010)

| Total credit cost ¥ 1058 \
E:I::i(:a:serve for possible loan losses ¥1,062.9 i
?Kr-ﬁount of direct reduction o hETTTw ¥ 8586

# Reserve for Possible Loan Losses (September 30, 2010)

(Billions of yen)

‘ "SMBC(Nonconsolidated)H SMFG (Consolidated) ‘

Reserve for possible loan losses ¥747 1 ¥1,062.9
General reserve 490.8 699.9
Specific reserve 256.1 362.4
Loan loss reserve for specific overseas countries 0.2 0.6

g:ﬁz\mount of direct reduction

¥477.0
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lll. Disclosure of Problem Assets and Off-Balancing
Disclosure of Problem Assets
Problem assets are loans and other claims which recovery
of either principal or interest appears doubtful, and are
disclosed in accordance with the Banking Act (in which they
are referred to as “risk-monitored loans”) and the Financial
Reconstruction Law (where they are referred to as “problem
assets”). Problem assets are classified based on the
borrower categories assigned during self-assessment. The
following tables explain the asset classification stipulated
by the Financial Reconstruction Law and the differences
between risk-monitored loans and problem assets.

The disclosure of risk-monitored loans under the Banking
Act corresponds exactly to the disclosure of problem assets

based on the Financial Reconstruction Law, except for such
non-loan assets as those related to securities lending and
foreign exchanges, accrued interest, suspense payments,
customers’ liabilities for acceptances and guarantees, and
bank-guaranteed bonds sold through private placements,
none of which are subject to disclosure.

Since overdue interest from borrowers classified under
self-assessment as Potentially Bankrupt Borrowers,
Effectively Bankrupt Borrowers, and Bankrupt Borrowers is,
as a rule, not recognized as accrued interest, the amount is
not included in the problem assets disclosed on the basis of
the Financial Reconstruction Law.

Classification of Problem Assets
Based on the Financial Reconstruction Law

Bankrupt and
quasi-bankrupt
assets

This category is defined as the sum of claims on Bankrupt
Borrowers and Effectively Bankrupt Borrowers under
self-assessment, excluding Classification IV assets, which are
fully written off. Classification Il assets are fully covered by
reserves, and Classification | and Il assets, the collectible
portion, are secured by collateral, guarantees, or other means.

Doubtful assets

This category is defined as claims on Potentially Bankrupt
Borrowers under self-assessment. Specific reserves are set
aside for Classification Il assets, and Classification I and I1
assets, the collectible portion, are secured by collateral,
guarantees, or other means.

Substandard
loans

This category is defined as claims on Borrowers Requiring
Caution under self-assessment. This category comprises past
due loans (3 months or more) and restructured loans.

Normal assets

This category is defined as the term-end sum of loans,
securities lending, foreign exchanges, accrued interest,
suspense payments, customers’ liabilities for acceptances and
guarantees, and bank-guaranteed bonds sold through private

placements that are not included in the other 3 categories.

Problem Assets Based on the
Financial Reconstruction Law and Risk-Monitored Loans
Category of Problem assets based ol f
borrowers under on the Financial Risk lrggrr:étored
self-assessment Reconstruction Law
Other Other
Total loans assets Total loans assets
Bankrupt
Borrowers Bankrupt and Bankrupt loans
Effectively quaz-skézrt]grupt
Bankrupt (C)
Borrowers Non-accrual
Potentially loans
Bankrupt Doubtful assets
Borrowers
Past due loans
e e (3 months or more)
Borrowers loans Resiiueiueg
Requiring oeme
Caution
(Normal assets)
Normal
Borrowers
) H ® Ho]
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Problem Asset Disclosure Amounts

The amounts of problem assets and risk-monitored loans,
as of September 30, 2010, are shown in the table below.
The balance of problem assets held by SMBC was ¥1,042.6

billion, a decrease of ¥58.1 billion from the previous fiscal
year-end amount of ¥1,100.7 billion.

# Problem Assets Based on the Financial Reconstruction Law (September 30, 2010) (Billions of yen)

‘ ‘ ‘ SMBC (Nonconsolidated) ComparedW|th March312010‘ ‘ SMFG (Consolidated) ‘
Bankrupt and quasi-bankrupt assets ¥ 178.6 : ¥ (45.7) ¥ 3533
Doubtful assets 676.3 (21.4) 871.4
Substandard loans 187.7 : 9.0 383.1

| Subtotal ¥ 1,042.6 ¥ (58.1) || ¥ 1,607.8 |

[ Normal assets 62,899.0 783.0 | | 69,846.4 |

| Total ¥63,941.6 ¥724.9 | | ¥71,454.2 |

i Amount of direct reduction

@ Risk-Monitored Loans (September 30, 2010)

(Billions of yen)

|| SMBG Monconsolideted) gampared win i o1 2070| | SMFG (Consolicated)
Bankrupt loans ¥ 822 ¥(30.7) ¥ 11741
Non-accrual loans 743.9 (32.5) 1,080.4
Past due loans (3 months or more) 11.5 (11.4) 42.0
Restructured loans 176.2 20.4 330.5
| Total | ¥1,013.8 ¥(54.2) | | ¥1,570.0 |
{ Amount of direct reduction PUY 4114 iy 7085
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¢ Classification under Self-Assessment, Disclosure of Problem Assets, and Write-Offs/Reserves (SMBC Nonconsolidated; September 30, 2010)

(Billions of yen)

Notes: 1.

Includes amount of direct reduction totaling ¥477.0 billion.

Category of Classification under self-assessment i
borrowers under the FF;LOa%lSEI %?Ceéig?jgt?ognl_aw — — — — Rese{g:nf%s%?:‘ble Reserve ratio
self-assessment Classification | |Classmcat|on Il |C\assmcat|on III|CIassmcat\0n %
Bankrupt Borrowers Bankrupt and Portion of claims secured by | F
i ully reserved i
quasi-bankrupt assets (1) collateral or guarantees, etc. (5) Wﬁfé?g}fs ¥19.1 100%
Effectively Bankrupt ¥178.6 [ ¥e41 ] (¥145 | (Note 1) (Note 2) (Note 3)
Borrowers Specific
. o Necessary reserve
Potentially Doubtful assets (2) ::\’OtmOT of claims tse(:uretd b(é) amoun}j
Bankrupt collateral or guarantees, etc. reserve ¥019.4 78.14%
Borrowers ¥676.3 [ vaess ] (o808 (Note 2) (Note 3)
Substandard loans (3) i Portion of substandard loans E :'-ééﬁé-réﬁés-ér-\fé-l
¥187.7 ! secured by collateral or i it b d 1| ]58.31%
Borrowers ! guarantees, etc. (7) i 1 forsu standar | [(Note 3)
Requiring (Claims to substandard borrowers) ] ¥57.0 1 | loans  ¥710 ; 18.27%
Caution Claims to borrowers requiring | General 5.01% |(Note 3)
caution, excluding claims to reserve [14.33%]
Normal assets substandard borrowers (Note 4)
¥62,899.0 - s o
Normal Borrowers — Claims to normal (Note 5) uzs%
borrowers (Note 4)
| Loan loss reserve for specific overseas countries | | ¥0.2 |
i
1 | Total reserve for possible loan losses ¥747 1
Total (4) NPL ratio (A) / (4) ! ®) Spech —
o H pecific reserve + General reserve
¥63,941.6 163% | for substandard loans ¥309.5 gesonaliatio
! (B)/(D)
(A)=(1)+(2)+(3) 72.64%
Porti d by collateral U d porti (Qiele)
10426 ortion secured by collateral or nsecured portion
d guarantees, etc. (C)=(5)+(6)+(7) ¥616.6 (D)=(A) - (C) ¥426.0
Coverage ratio { (B) +(C)}/ (A) | | 88.82%

2. Includes reserves for assets that are not subject to disclosure under the Financial Reconstruction Law. (Bankrupt/Effectively Bankrupt Borrowers:
¥4.6 billion; Potentially Bankrupt Borrowers: ¥20.4 billion)
3. Reserve ratios for claims on Bankrupt/Effectively Bankrupt Borrowers, Potentially Bankrupt Borrowers, Substandard Borrowers, and Borrowers
Requiring Caution: The proportion of each category’s total unsecured claims covered by the reserve for possible loan losses.
4. Reserve ratios for claims on Normal Borrowers and Borrowers Requiring Caution (excluding claims to Substandard Borrowers): The proportion of
each category’s total claims covered by reserve for possible loan losses. The reserve ratio for unsecured claims on Borrowers Requiring Caution
(excluding claims to Substandard Borrowers) is shown in brackets.

oo

loans — Portion secured by collateral or guarantees, etc.)

Off-Balancing Problem Assets
The off-balancing (also known as “final disposal”) of problem

assets refers to the removal of such assets from SMBC'’s bal-

ance sheet by way of sale, direct write-offs, or other means.

Includes amount of specific reserve for Borrowers Requiring Caution totaling ¥17.6 billion.
Reserve ratio = (Specific reserve + General reserve for substandard loans) / (Bankrupt and quasi-bankrupt assets + Doubtful assets + Substandard

SMBC off-balanced ¥250.3 billion in problem assets

@ Breakdown of Off-Balancing (SMBC Nonconsolidated; September 30, 2010)

during the period under review.

(Billions of yen)

March 31, 2009 Fiscal 2009 March 31, 2010 First half of fiscal 2010 September 30, 2010
@ New occurrences \ Off-balanced @ New occurrences \ Off-balanced ®
Bankrupt and ¥319.6 ¥ 86.1 ¥(181.4) ¥224.3 ¥ 234 ¥ (69.1) ¥178.6
quasi-bankrupt assets
Doubtful assets 678.3 529.3 (509.9) 697.7 159.8 (181.2) 676.3
Total ¥997.9 ¥615.4 ¥(691.3) ¥922.0 ¥183.2 ¥(250.3) ¥854.9
Increase/Decrease Increase/Decrease
(2-@) (®-0)
Bankrupt and
quasi-bankrupt assets s HEsT)
Doubtful assets 19.4 (21.4)
Total ¥(75.9) ¥(67.1)
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