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Today, the MSI Group is set to make a new start. In consideration of the administrative measures imposed in the
previous fiscal year, we have concentrated on making comprehensive improvements in the business operations with
Group employees and have thoroughly pursued business from the customers’ viewpoint.

During this process, we established a new corporate message—"For all the things you care about”—and in April
2007 we began implementing “New Challenge 10,” a medium-term management plan aimed at achieving growth
and development with corporate quality as a competitive strength.

As we set out on a new stage in our development, the MSI Group is committed to offering the highest-quality
products and services, putting the first priority on the customers’ viewpoint, and bringing security and safety to
people and businesses around the world, thereby contributing to the enrichment of society. In doing so, the MSI
Group will strive to establish a sure path to growth as an insurance and finance group that meets the world’s
highest standards.

MSI Mission Statement

Through our insurance and financial businesses, we commit ourselves to the following:

*Bringing security and safety to people and businesses around the world and making a lasting contribution to the
enrichment of society

*Providing the finest products and services and realizing customer satisfaction

eContinuously improving our business, thereby meeting our shareholders’ expectations and earning their trust
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Cautionary Statement

Any statements about Mitsui Sumitomo Insurance Company, Limited’s future plans, strategies, and performance contained in this report that are not historical facts are
meant as, and should be considered as, forward-looking statements. These forward-looking statements are based on the Company’s assumptions and opinions in light of
the information currently available to it. The Company wishes to caution readers that a number of uncertain factors could cause actual results to differ materially from
those discussed in the forward-looking statements. Such factors include, but are not limited to, (1) general economic conditions in the Company’s markets, (2) competitive
conditions in the insurance business, (3) fluctuations of foreign currency exchange rates, and (4) government regulations, including changes in tax rates.



FINANCIAL HIGHLIGHTS

Mitsui Sumitomo Insurance Company, Limited and subsidiaries

For the years ended March 31, 2005, 2006 and 2007

Yen in millions Dollars in thousands

Ordinary income:
Net premiums written

Ordinary profit

Net income

Net assets

Total assets

Net income per share (in yen and U.S. dollars):
Basic
Diluted

Net assets per share

Equity ratio
Return on equity
Price earnings ratio

2005 2006 2007 2007
¥2,021,917 ¥2,106,874 ¥2,117,072 $17,941,288
1,407,328 1,464,107 1,492,808 12,650,915
87,577 127,710 91,684 776,983
65,725 71,660 60,796 515,220
1,461,575 2,027,469 2,182,877 18,498,958
7,402,311 8,592,873 9,011,652 76,369,932
4551 ¥ 50.27 ¥ 42.82 $ 0.36
45.51 50.27 42.82 0.36
1,021.13 1,427.17  1,536.71 13.02

19.74% 23.60% 24.06% —
4.59% 4.11% 2.90% —
21.60 31.85 34.54 —

Notes: 1. All financial statements in this Annual Report 2007 are prepared in accordance with Japan GAAP. Results under U.S. GAAP will be posted

separately on our website upon completion.

2. U.S. dollar amounts in this table have been translated from yen, for convenience only, at the rate of ¥118=U.5.$1. For details, see Note 1 of

the notes to consolidated financial statements, page 39.

ORDINARY INCOME

(Yen in billions)

2,066 2,021 2106 2117
1,920
‘03 '04 ‘05 ‘06 ‘07
NET INCOME
(Yen in billions)
77
71
65
60
32
‘03 ‘04 ‘05 ‘06 '07

NET PREMIUMS WRITTEN

(Yen in billions)

1,492
1379 1,407 1,464
1,303
‘03 '04 ‘05 ‘06 ‘07
TOTAL ASSETS
(Yen in billions)
9,011
8,592
7126 7,402
6,477
‘03 '04 ‘05 '06 ‘07
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MESSAGE FROM THE PRESIDENT

Looking Back at Fiscal 2006

Fiscal 2006, ended March 31, 2007, was a year in which Mitsui
Sumitomo Insurance Company, Limited (MSI) faced
unprecedented difficulties while also implementing
dramatic reforms for creating a new corporate culture.
On June 21, 2006, the Financial Services Agency (FSA)
of Japan imposed stringent administrative measures
upon MSI for problems involving the failure to properly
pay past claims on insurance contracts. As a result of these
measures, MSI was ordered to suspend business in non-
life insurance relating to the conclusion of insurance

Aiming to become a company
that puts the first priority
on the customers’ viewpoint

contracts and insurance marketing during a two-week
period from July 10 to July 23, 2006. At the same time,
MSI was also ordered to suspend business relating to
the conclusion of insurance contracts and insurance
marketing for whole life medical insurance from July 10,
2006 until the FSA confirmed that MSI improved its man-
agement and administrative systems for third-sector
insurance products.

Taking these measures by the FSA extremely seriously,
on July 21, 2006 MSI submitted a Business Improvement
Plan to the FSA. The underlying concept of this plan is the
execution of a sweeping review of our business operations
and the implementation of measures to become “a com-
pany that puts the first priority on the customers’ view-
point.” In accordance with our improvement plan, we sub-
sequently implemented measures to thoroughly improve
and strengthen our operations, including our corporate
governance and claims payment administration systems.
As a result, on February 23, 2007, the FSA lifted the
suspension on our business for concluding contracts and
solicitation in connection with third-sector insurance
products.

Although | will provide specific details later, the
actual business improvement initiatives that we imple-
mented now serve as our new business model. In this
regard, | believe that MSI has gotten off to a faster start
in improving corporate quality than its competitors.

Turning to business results for fiscal 2006, we posted
declines in revenues and income on a non-consolidated
basis due to the FSA’s administrative measures along with

Tashiaki Egashira "
PréSident and Chief Executive Officer




the impact on performance of placing top priority on
implementing business improvement measures.

On a consolidated basis, we achieved an increase in net
premiums written underpinned by solid results in our over-
seas non-life insurance business, including in our non-life
insurance business in Asia, our Lloyds operation in
Europe, and our overseas re-insurance business. However,
we recorded a decline in consolidated net income.

An Evolving Market Environment
and the Direction of MSI’s
Businesses

Before touching upon New Challenge 10, | would first like
to describe some of the changes unfolding in the market
surrounding the non-life insurance industry as well as the
measures we must take to effectively utilize our com-
petitiveness amid this evolving market. Although the
Japanese economy is currently enjoying a period of
stable growth, Japan’s non-life insurance industry has
entered a stage of maturity, with dim prospects for sharp
growth in the future.

Looking at the insurance industry as a whole, a
number of emerging factors, including the liberalization
of expense loading rates and revisions of mortality
tables for life insurance, are expected to have an impact
on profitability. There will be unprecedented complexity
in terms of competition upon the emergence of massive
sales channels of financial products in the market as a result
of the privatization of postal services in October 2007 and
the lifting of remaining restrictions on over-the-counter
insurance sales at banks in December 2007. Responding
to these developments, in our existing sales network, it
will become essential for us to reform the activities of sales
agents and implement structural reforms aimed at
increasing and strengthening our sales capabilities.
While vigorously promoting these measures, we must also
take a forward-looking strategic approach to respond to
the new sales channels.

What are the key points for maintaining and further
developing our competitiveness and growth capabilities
amid this changing environment? Up until now, each
company in the industry has tended to pursue business
that emphasizes “scale,” which involved competing for
premium income and market share as the end result.
On the occasion of the recent administrative measures,
MSI has made considerations from multiple perspectives
and concluded that “quality” is the key to ensuring
competitiveness and growth.

The insurance industry has now entered a new phase.
As such, developing and supplying products and services

that will be chosen by customers, thus earning true
support from customers, represents a crucial strategy for
helping to restore customer trust that will lead directly
to new growth. This thinking is embodied in the New
Challenge 10 medium-term management plan.

Focus of the New Challenge 10
Medium-Term Management Plan

Launched in April 2007, New Challenge 10 was crafted
through more than 1,500 suggestions received in con-
junction with a reevaluation of MSI’s business operations
undertaken by all employees. Although management plans
are ordinarily formulated from a top-down perspective,
MSI took the bold step of using a bottom-up approach
by consolidating opinions and suggestions from all work
sites and sales agents.

New Challenge 10 coalesces the values important to
all MSI Group employees and encapsulates the strategies
for realizing MSI's desired shape by 2010, namely, “to
become a leading global insurance and financial group
seeking sustainable development with corporate quality
as the main source of competitiveness.”

New Challenge 10 consists of three pillars. The first is
the "Basic Group Strategy,” which focuses on putting top
priority on improving the quality of our products and serv-
ices to secure the trust of customers, which will serve
as a source of competitiveness for driving growth. This
is also our basic strategy for realizing “CSR-Oriented
Management” to appropriately fulfill our responsibilities
to our seven types of stakeholders. As concrete actions,
first we will continually check and execute all improve-
ment measures and new measures based on their contri-
bution to quality and customer satisfaction. By earning
an even higher level of trust from a larger number of
customers, we can raise the rate of customer retention by
gaining greater support from customers while elevating
the level of capabilities of our sales agents to help drive
further growth in business. We plan to allocate financial
and other management resources derived from this
process toward measures that will enable us to achieve
even higher levels of quality. An essential element of our
growth strategy will be to firmly establish a growth
spiral that involves resolutely repeating the virtuous cycle
that starts with “quality” and leads to “trust” and
“growth,"” which, in turn, enables further “improvement
in quality.”

The second pillar of New Challenge 10 is our “Quality
Improvement Strategy.” MSI considers “quality improve-
ment” as consisting of two stages “desirable quality” and
“outstanding quality.” The first stage, “desirable quality,”

Annual Report 2007 Mitsui Sumitomo Insurance Company, Limited 3



MESSAGE FROM THE PRESIDENT

involves resolutely performing tasks that are taken for
granted, with service quality on a level that customers find
satisfactory. The second stage is the pursuit of “outstanding
quality” that exceeds customer expectations. Customer
needs and desires are constantly evolving. With “out-
standing quality,” something considered satisfactory in the
past is no longer a goal. In some instances, “outstanding
quality” today can become “desirable quality” tomorrow.

Basic Group Strategy

Through quality improvement originating
from the customers’ viewpoint, trust and growth
towards CSR-oriented management

For this reason, it is essential that we relentlessly pursue
“outstanding quality.”

The pursuit of improved quality also has three vital
elements forming a common foundation. The first is to
“reflect a wide range of stakeholders’ voices in our oper-
ations.” Under our Business Improvement Plan, just as we
have bolstered organizations and frameworks, we are
working to eliminate the detrimental effects of vertical

Acquire customer’s trust by valuing the voice
of each and every customer to improve
our products/services as the top priority

1 Quality
improvement

2 Trust

3 Invest managerial resources, increased as

Corporate growth through greater and
enhanced customer confidence

Growth a result of corporate growth, in activities
for improving corporate quality

Realize persistent development through this positive growth cycle

New Challenge 10 Framework

== =
l | Basic group strategy | i
| [remommmn oo | |
i_i
. New Challenge 10 |
L )
e ____ -
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Improve quality, putting the first priority on the customers’ viewpoint
Achieve CSR-oriented management through trust and growth

Implement 3 quality improvement strategies
Demonstrate group total power in the 5 business domains

Seek quality improvement and business expansion in each
business domain

Human resources development, job satisfaction, comfortable
workplace, corporate governance, branding strategy, etc.



segmentation and are taking initiatives for utilizing
opinions of third parties, including customers as well as
other experts. The second element is “development of
employees and agents,” and the third is “improvement
of business processes and infrastructure.” Employees
naturally have a keen interest in both of these, and man-
agement certainly shares their views. With these three ele-
ments serving as an important foundation for supporting
MSI's quality, we are actively promoting the creation of
environments for realizing our aims of “cultivating our
human assets,” “raising motivation,” and “creating
employee-friendly workplaces.” Together with these ini-
tiatives, we will allocate management resources for the
education and training of sales agents. By taking these
steps, we aim to raise corporate quality and increase our
competitiveness.

The third pillar of New Challenge 10 is our “Group
Business Strategies.” The MSI Group carries out its oper-
ations in the five business domains of “Domestic Non-Life
Insurance,” “Life Insurance,” "Overseas,” "“Financial
Services,” and “Risk-Related” and strives to provide cus-
tomers with maximum value through the businesses of the
entire MSI Group. With “quality” also underscoring
these domains, each MSI Group company pursues business
strategies focused on raising quality with the aim of
securing the deep trust of our customers.

| pledge to our customers and society that all MSI Group
companies will make their utmost efforts to raise qual-
ity. By repeatedly building on initiatives geared toward
raising quality, | am confident we can establish a brand
that directly makes MSI synonymous with “quality” and
“trustworthiness.”

Priority Business Strategies
in Fiscal 2007

In Domestic Non-Life Insurance, we are undertaking
reviews of a series of business processes, beginning with
product proposals and extending to claims payments.
Specifically, we are carrying out what we call “product

innovation,” “sales innovation,” and “claims handling
innovation.”
First, regarding “product innovation,” we are

streamlining our product lineup and paraphrasing
technical terms of contracts into plain language, thereby
making it significantly easier for customers to understand
our products. In systems as well, we will build a product
control system to monitor our product development
processes to raise the precision of product information
administration across product lines.

Regarding “sales innovation,” we will establish a

system for ensuring that all agents fulfill their responsi-
bility of providing explanations to all customers by
ensuring the proper execution of the “basic cycle of insur-
ance.” Regarding “claims handling innovation,” we will
realize fair, uniform, and speedy claims payment services
by enhancing educational programs, organizations,
and systems.

The top priority is on quality improvement. While
we have set numerical targets, we would not sacrifice
quality in order to achieve such objectives.

In the Life Insurance Business, we will utilize the
respective two business models of Mitsui Sumitomo
Kirameki Life Insurance Company, Limited and Mitsui
Sumitomo MetLife Insurance Co., Ltd. as we further
expand the scale of our life insurance business.

In our Overseas Business, we will maintain a policy
of putting top priority on upgrading and expanding busi-
ness in Asia. Utilizing and expanding our current base,
we are always ready to pursue promising M&As, includ-
ing in the life insurance field.

Raising Corporate Value

During the past year, management and regular employ-
ees worked together to implement the Business
Improvement Plan and devoted our utmost energies to
formulating New Challenge 10. Thereafter, we strived to
execute and promote the cycle of “quality,” “trust,” and
“growth.” | have a strong sense that we are making impor-
tant strides in achieving the goals of New Challenge 10.
| recognize that the most important mission placed on
management is to raise corporate value. | would like to
ensure a stable return to shareholders in line with our
endeavor to realize growth.

| ask shareholders and investors for their understand-
ing of the approach the MSI Group is taking and ask for
their support in the future from the perspective of
achieving stable growth over the long term.

J ﬁ?ﬁ_

Toshiaki Egashira
President and CEO
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Exploit total Group strength and offer service of the utmost value
to customers

Business process product | - Profit increase at the two life insurers
roauct proposa . . . . .y T
and exp‘fané’t.on - Mitsui Sumitomo Kirameki Life Insurance to solidify the
base for growth with a stronger sales force and diversified
distribution channels centered on cross-sales
Matuhty wsa'esry . A - Mitsui Sumitomo MetLife Insurance to bolster
natice 'Y competitiveness in the personal annuity market

Products & Services .- ) ) ) .
| ; - Expansion of overseas life insurance business

\
\. rastructm
Claims pay mtenance

_____________ - Complete the Three Regional Holding Company Framework
in Asia, Europe, and the Americas and strengthen
corporate governance by MSI Head Office

- Products: Products and services for customers that

are easier to understand - Establish a predominant business base in Asia
- Sales: Sales network that is more reliable for - Select and concentrate for strategic investment in regions
customers and a proactive approach toward and fields with potential growth

promising fields

- Claims handling: Strengthen claims handling
system to respond to customers accurately and - Enhance capability of developing attractive financial
respectfully services/products and effectiveness of sales efforts

- Procedures and computer system: Enhance
business process

- Investment: Maintain investment expertise and
manage risk properly

- Identify and develop new business to boost our
competitiveness in the insurance business and contribute
to the Group’s expansion

L] L]
L] L]
. H
4
Implement a well-balanced business portfolio
FY2010 business portfolio outlook FY2010
(Group Core Profit basis) Group Core Profit: ¥100 billion
Financial services and 5% 1
Risk-related businesses o2
. - . FY2010 numerical targets
0,
FY2006 Life insurance business 20% 3
Group Core Profit: ¥64.9 billion o Group Core Profit ¥100 billion ormore 5
L e e n i 3% Growth in each Overseas business 7AIZ888 4 Group ROE 5.0% or more 6
Life insurance business 17% business (Consolidated, Non'life)
Net premiums written ¥1,650 billion or more
Overseas business 18% «Quality improvement . . (Non-consolidated, Non-life)
eBusiness expansion Domestic non-life o Net premiums written ¥1,370 biltion or more
eStrategic investment [RLSICIEELITHTEER 55% ] ]
Combined ratio 95.0% or less 8

62%

1. Core profit of Financial Services business = profit of Financial Services business on a non-consolidated basis + equity in earnings of Financial Services companies of the Group
2. Core profit of Risk-related business = equity in earnings of Risk-related business companies of the Group

3. Core profit of Life insurance business = profit before the provision of additional policy reserve for standard underwriting reserve at Mitsui Sumitomo Kirameki Life + equity in
earnings under U.S. GAAP of Mitsui Sumitomo MetLife

4. Core profit of Overseas business = profit from overseas departments on a non-consolidated basis + equity in earnings of overseas insurance companies of the Group

5. Group Core Profit = consolidated net income
minus capital losses/gains on stocks
minus evaluation losses/gains on credit derivatives
minus other special losses/gains
minus consolidated net income of life insurance subsidiaries
plus  profit before the provision of additional policy reserve for standard underwriting reserve at Mitsui Sumitomo Kirameki Life
plus  equity in earnings under U.S. GAAP of Mitsui Sumitomo MetLife
and certain other items
(All profit figures are on an after-tax basis.)

6. Group ROE = Group Core Profit + consolidated shareholders’ equity (defined as the average of shareholders’ equity at the beginning and at the end of the fiscal year)

7. Excludes refundable premiums under Modo-Rich automobile insurance policies that provide for return of premium on maturity (and takes account of the impact of abolition of the
government reinsurance program of compulsory automobile liability insurance).

8. Combined ratio = net loss ratio + net expense ratio Annual Report 2007 Mitsui Sumitomo Insurance Company, Limited 7.



INTERVIEW WITH THE CHAIRMAN

In the fiscal year ended March 31, 2007, the
Financial Services Agency (FSA) imposed
administrative measures upon more than
10 non-life insurers for past non-payments
of claims. In June 2006, such administrative
measures were also imposed on MSI. Could
you explain the factors leading up to these
measures?

Since our establishment in October 2001, MSI has suc-
cessfully achieved steady growth in business results while
focusing on raising corporate quality as a company
advocating CSR-oriented management. Nonetheless, as
clearly evidenced by the FSA's inspections, there were
numerous instances in which we failed to correctly
pay incidental claims for automobile insurance.
Additionally, it also came to light that MSI did not prop-
erly pay claims for third-sector products such as whole
life medical insurance, and there were also cases of
improper sales and contract procedures at some of our
agents. Although the main factor underlying these
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In this interview, we asked Chairman
Yoshiaki Shin to explain the initiatives
the MSI Group is taking to strengthen
corporate governance and compliance
and realize the “New Challenge 10"
medium-term management plan.

Mr. Shin will fully describe the MSI
Group’s corporate stance that will
serve as the cornerstone for executing
these initiatives.

problems was the growing complexity of insurance
products resulting from intense competition to
develop new products in the wake of liberalization of
insurance products, a more fundamental reason was
our failure to appropriately heed the voices of our cus-
tomers and employees. For example, with regard to
problems involving the failure to properly explain com-
plex products, we should have been able to take proper
steps, such as provide feedback to the product devel-
opment departments and improve the features of these
products. In actuality, however, we failed to properly
respond to signs of problems from our customers, sales
agents, and employees. Simply put, we lacked an ade-
quate framework for reflecting important information
from the perspective of customer protection in our
management strategies and our business operations.

What types of measures have you implemented
to improve this situation?

We have taken a host of measures to improve and
strengthen our operations spanning the broad categories
of “policyholder protection and convenience,” “gover-
nance,” and the “claims handling administration system.”

First, let us look at “policyholder protection and
convenience.” To ensure that complaints we receive



ultimately lead to improvements in our business oper-
ations, we newly established the Customer Service
Department for the integrated management of cus-
tomer complaints and also set up the Claims Handling
Consulting Section to serve as a point of contact for han-
dling complaints related to insurance claims payments.
Moreover, we overhauled our existing compliance pro-
motion organization and set up the new Compliance
Department for unified management of compliance
matters related to insurance soliciting in Japan and
overseas. In parallel, we have placed general managers
overseeing compliance promotion in each regional
division under the direct supervision of the new
Compliance Department.

To further enhance “governance,” we established
the Corporate Quality Control Department for verify-
ing that business processes are undertaken properly in
such areas as product development, sales, and claims
payments, while also increasing and strengthening
staff in the Internal Audit Department. Highlighting
our commitment to enhancing management checking
functions from an external perspective, we estab-
lished the Audit Committee, the majority of which is
comprised of outside directors, to perform checks on
our business operations, internal audits, and compli-
ance. Likewise, the majority of members of our exist-
ing Nomination Committee and Remuneration
Committee are now outside directors, which allows us
to further raise transparency. Additionally, the chair-
persons of the three aforementioned committees are
outside directors.

We also took steps to bolster our claims handling
administration system by strengthening and increasing
staff at the claims handling division while also improv-
ing information systems. We also set up the Claims
Handling Consulting Section and the Claims Payment
Objection System. By making these important organi-
zational moves, we have firmly put into place a struc-
ture for appropriately listening to the voices of our
customers on issues related to claims payments. To
review important cases, MSI also launched the Claims
Payment Examination Council, consisting of such
third parties as lawyers and consumers. As an internal
organization for properly monitoring and verifying
claims payments, we also set up the Claims Handling
Examination Department.

In the course of rebuilding your governance
structure, have you formulated any action plan
for regaining customer trust?

Recently there have been mounting demands on
Japanese companies, particularly financial institu-
tions, for “consumer protection” and “customer pro-
tection.” Although MSI has traditionally advocated
“CSR-oriented management,” in view of these rising
demands, we believe it is imperative to adopt unprece-
dented and comprehensive initiatives for “putting first
priority on the customers’ viewpoint.”

Besides executing our “Business Improvement Plan,”
we launched the “New Vision Promotion Division,” and
initiated the “Create and Change Project,” in order to
firmly establish a new corporate culture involving all
employees. In striving to create a new corporate
culture, this project emphasizes promoting discus-
sions for determining any material issues in our imme-
diate environment that we can address and making
improvement proposals, thus realizing a new vision.
Specific activities include holding "“Workplace
Meetings” at each work site and exchanging opinions
based on such themes as “Values,” “The Customer’s
Viewpoint,” and “Communication.” Concurrently,
President Egashira, executive officers of the Head
Office, and | have engaged in spirited debate at
“"Meet-the-Management Campaign” meetings held on
120 occasions spanning 189 branches. We received a
total of 1,560 suggestions from employees at these
meetings and have incorporated these ideas into New
Challenge 10.

Under the administrative measure imposed by the
FSA, MSI was ordered to partially suspend business oper-
ations during a two-week period in July 2006, which
proved to be a difficult and trying time for all MSI
employees. But now we know the experience yielded
valuable lessons, and has given us an opportunity to
reflect upon various aspects of the ways we have con-
ducted business. All proposals made during discussions
under the “Create and Change Project” are truly valu-
able precisely because they have emerged from the pain
suffered by all employees. | am confident these ideas
will coalesce into an action plan that enables our
corporate culture to become firmly entrenched.
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INTERVIEW WITH THE CHAIRMAN

Could you describe the corporate stance
adopted through the “Create and Change
Project”?

Our corporate stance has been consolidated into our
corporate message, “For all the things you care
about,” which we crafted based on the numerous opin-
ions and proposals received under the “Create and
Change Project.” This message represents our com-
mitment to place great value on everything that
people may care about so that appreciation is felt every-
where. This same message also expresses the spirit of
the existing Mitsui Sumitomo Insurance Group
Charter on Professional Conduct.

We regard “improving corporate quality” as the
main source of MSI's competitiveness. Every MSI
employee remains focused on valuing each customer
and business partner and performing every single task
wholeheartedly, courteously, and considerately.

We believe that these efforts will eventually give rise

to a feeling of appreciation from our customers, facil-
itate communications with sales agents, and create an
abundant sense of mutual appreciation by employees.
Additionally, we believe this will lead to a further
“increase in corporate quality” and “brand formation.”
Our corporate message was created with these
intentions.

With all employees approaching their daily work
activities with such a feeling for valuing individuals,
I am confident that we can attain the Group's basic strat-
egy under New Challenge 10, namely, realizing a
virtuous cycle that generates an upward spiral that
begins with “quality” improvement and leads to
“trust” and “growth.”
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Could you describe the finer attributes of
the MSI Group’s corporate culture and
explain the active initiatives you are
implementing to achieve further growth
and development?

The MSI Group’s corporate culture can be aptly
described as “a learning culture” that is intrinsically
woven into our operations. Utilizing employees’
great “eagerness for learning,” we strive to further
cultivate our human assets and raise employees’
motivation. This passion for learning serves as an
indispensable cornerstone for enhancing quality.

By taking this approach throughout the last year,
we have been striving to firmly nurture three aspects
of corporate culture, specifically, “put the first prior-
ity on the customers’ viewpoint,” which serves as a basic
point, “think and act for oneself” and “thoughtful
communications,” along with approaches developed
through the “Create and Change Project.”

Regarding “put the first priority on
the customers’ viewpoint,” fiscal 2006
was a year of reflection. In fiscal 2007,
we will put this basic idea firmly into
practice. The world around us is always
evolving, and for this reason, our
reform efforts will never end.

| have no doubt that the MSI Group
will achieve remarkable growth in many ways, as each
and every one of us pursues our endeavor of improv-
ing quality with “the first priority on the customers’
viewpoint” and “create and change” always in mind.



CORPORATE GOVERNANCE

Basic Policies on Corporate Governance
MSI has designated “further strengthening of corporate gover-
nance” as one of its most crucial management issues and is actively
promoting a host of related initiatives. Through efficient
utilization of its management resources and appropriate risk
management, MSI is striving to achieve long-term stability and
development by creating a transparent management framework
equipped with thorough checking functions, with the aim of
raising corporate value.

Corporate Governance Structure

MSI has adopted the corporate auditor governance model and
is working to improve corporate governance by strengthening
the functions of its Board of Directors and Board of Corporate
Auditors in addition to emphasizing proactive disclosure. To
ensure quick decision-making and appropriate monitoring of
management activities, MSI adopts an executive officer system.
In doing so, we aim to make a clear distinction between the roles
of the Board of Directors, which decides on important man-
agement matters and oversees operations from an overall
perspective, and the roles of the executive officers, who are
responsible for executing day-to-day business activities. Four of
the 13 members on the Board of Directors are outside directors.

The Audit Committee was established in September 2006 as
an internal committee of the Board of Directors with a view
toward further bolstering compliance, checks on the adequacy
of our business operations, and internal audits and compliance
initiatives carried out at various divisions. Outside directors
comprise the majority in the Audit Committee, as well as in the
existing Nomination and Remuneration committees, to ensure
transparency. The resulting management structure is a functional

equivalent of that under the company with committees gover-
nance model, a statutory alternative of having the three
committees in lieu of a Board of Corporate Auditors, except that
we also have had a statutory Board of Corporate Auditors. The
chairpersons of all three committees are outside directors.

MSI has set up the Management Committee as an organi-
zation responsible for deliberating certain key issues of MSI and
the MSI Group, including management policies and corporate
strategies as well as important issues related to the execution
of business activities. Certain other executive matters are discussed
at Task-specific Committee Meetings that include Disclosure, Risk
Management and CSR committee meetings.

The corporate auditors examine directors’ execution of
their responsibilities and the effectiveness of internal controls;
the means of conducting audit includes attending such impor-
tant meetings as the Board of Directors and the Management
Committee, examination of important records and documents,
on-site examination at the head office and other departments,
branches and offices both inside and outside Japan, and
checking on subsidiaries. MSI retains KPMG AZSA & Co. as an
accounting auditor.

Basic Policy on Compliance

Strict compliance with the law and a high sense of ethics are
prerequisite for any enterprise to achieve sustained development.
As the basis for the fundamental values to be shared by all MSI
Group employees and the execution of appropriate and lawful
corporate activities, MSI formulated the Mitsui Sumitomo
Insurance Group Charter on Professional Conduct, with the aim
of fostering an awareness of compliance among all officers
and employees.

Corporate Governance Framework (As of August 31, 2007)

General Meeting of Shareholders

Appointment l
Management
decision making
and supervision

Board of Directors
Directors: 13
(including four outside directors)

Appointment l Appointment l

Board of Corporate Auditors

I Nomination Committee ‘ Remuneration Committee l Audits

Standing Corporate Auditors: 2
Outside Corporate Auditors: 3

Accounting
Auditor

Reports

I Audit Committee <

AN

Appointment and supervision

Audits

Y

Execution of
operations

Management Committee

Executive Officers

| Reports

|
Head Office, Departments and Branches

Reports

‘Reports

Audits

Appointmentl

Task-specific Committee Meetings
¢ Risk Management Committee Meeting
e Disclosure Committee Meeting
e CSR Committee Meeting, etc.

[Internal Audit Division]

Internal Audit Department
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CORPORATE GOVERNANCE

Compliance Promotion Structure

The Compliance Department, re-established in September 2006
under an organizational reform, is responsible for overseeing all
compliance matters related to insurance solicitation. The
Compliance Department handles the planning and advocacy of
policies for employee and agent compliance as well as rules for
business operations pertaining to insurance solicitation.
Additionally, specialist teams have been set up within the
Compliance Department as shown in the diagram below. The
structure is designed to facilitate the promotion of compliance
and investigation of improprieties throughout the MSI Group.

Specific Compliance Activities
Compliance Program

A compliance program that functions as a Company-wide and
practical compliance plan is formulated each year by the Board
of Directors. The Corporate Quality Control Department and the
Audit Committee verify the appropriateness and effectiveness
of the Compliance Program.

Compliance Manuals

MSI publishes Compliance Manuals that contain the Mitsui
Sumitomo Insurance Group Charter on Professional Conduct and
a summary of relevant laws and ordinances. They are also prac-
tical tools for all recipients in that they introduce a variety of
case studies on compliance-related problems. The manuals are
distributed to all officers and employees who need to familiar-
ize themselves and observe the rules codified.

Business Operation Monitoring Inspection

Autonomous inspections called Business Operation Monitoring
Inspections are carried out monthly with the aims of detecting
possible violations and managing operational risk. The results
of the inspections are electronically reported on the Business
Monitoring Report System. The Compliance Department tracks

the number of inadequacies by category, the details of each inad-
equacy, and the progress on necessary correction through
these reports in an effort to assure proper administration and
prevent recurrence.

Compliance Strengthening Months

In addition to monthly autonomous inspections, we have
established biannual Compliance Strengthening Months for which
we select high-priority inspection categories determined by need
and importance. During Compliance Strengthening Months, we
make complete checks to determine whether there are any defi-
cient categories that were overlooked during day-to-day busi-
ness operations and business monitoring inspection activities.
Corrective measures are then promptly taken with respect to all
deficiencies thus identified. We also hold training sessions to keep
all employees and agents well advised on compliance.

Agent Operation Inspections

We conduct inspections pertaining to our agents and evaluate
the propriety of their solicitation practices and custody of pre-
miums collected, and guide them toward improved operational
quality. We intend these Agent Operation Inspections to serve
as an early detector of and effective education against sub-
standard operation.

Monitoring Activities

Regional Compliance Sections carry out on-site inspections at
selected departments, branches, sections, and service centers.
Direction on improvements is given for any deficiencies that are
uncovered.

Compliance Training
Under the Compliance Program, we formulate and implement

an education and training plan each fiscal year for all employ-
ees and agents.

Compliance Structure

Board of
Directors

Compliance
Department

[
[

Audit Committee

—| Planning Staff

—| Agents Compliance Team

—| Agents Registration Team

—| Investigation Section

Business Operation
—I Regional Compliance Sections Monitoring Groups

(by region)
—| Overseas Compliance Staff | Ul
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DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE AUDITORS

Seated from left: Hiromi Asano, Ken Ebina, Yoshiaki Shin, Toshiaki Egashira, Isamu Endo, Katsuaki Ikeda
Standing from left: Iwao Taka, Eiko Kono, Yasuyoshi Karasawa, Hitoshi Ichihara, Susumu Fujimoto, Kenji Koroyasu, Toshihiko Seki

DIRECTORS

Chairman
Yoshiaki Shin

President
Toshiaki Egashira

Ken Ebina

Isamu Endo

Hiromi Asano
Katsuaki lkeda
Hitoshi Ichihara
Yasuyoshi Karasawa
Susumu Fujimoto

OUTSIDE DIRECTORS

Eiko Kono
Kenji Koroyasu
Iwao Taka
Toshihiko Seki

EXECUTIVE OFFICERS

Chief Executive Officer
Toshiaki Egashira

Vice President
Executive Officers

Ken Ebina
Yoshihiko Mikuni

Senior Executive Officers
Toshihiro Nakagawa
Isamu Endo

Hiromi Asano

Kazuo Kondo

Managing Executive Officers
Kazuo Araya

Koichi Kubota
Katsuaki lkeda
Ichiro lijima
Hideharu Nishida
Hitoshi Ichihara
Yasuyoshi Karasawa
Toshio Irie
Hironobu Namba
Kouji Amano

Executive Officers
Yukihiro Kawazu
Makoto Toyoshima
Shigeru Kondo
Masamichi Irie
Toshio Yagi

Keizou Yamamoto
Junichi Ui

Katsuhiko Kaneyoshi
Yukio Higuchi
Shizuka Sasaki
Susumu Ichihara
Yasuo Kishimoto
Shuhei Horimoto
Hirofusa Matsukuma
Mitsuaki Matsumoto
Jun Utamaru
Masaaki Nishikata
Tetsuro Kihara

CORPORATE AUDITORS

Standing Corporate Auditors
Sanpei Nozaki
Takashi Yamashita

Corporate Auditors
Sosuke Yasuda
Megumi Suto
Kuniaki Nomura

(As of August 31, 2007)
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RISK MANAGEMENT

Basic Policy

MSI aspires to respond accurately to increasingly complex and
diverse risks associated with its business operations, thus
improving the quality of management and fulfilling its respon-
sibilities to customers, shareholders, and all other stakeholders.
To this end, MSI positions risk management as one of its top
management issues and works to precisely recognize and
assess risks before taking appropriate measures in regard to
their management.

Risk Management Framework

The entire MSI Group shares basic ideas on risk management
issues and takes concerted approaches toward relevant risks
under the Basic Policy on Risk Management adopted by MSI’s
Board of Directors. MSI broadly categorizes risk into insur-
ance underwriting risk, investment risk, and operational risk;
MSI’s internal regulations and criteria adopted under this
Policy facilitate management of risks by means fit for the char-
acteristics of each type of risk. Moreover, the Risk
Management Committee Meeting, an advisory body to the
Board of Directors, helps promote thorough, efficient, and
effective risk management activities. Each operational
department manages those risks which are specific to its scope
of responsibilities, while the Risk Management Committee

Meeting coordinates comprehensive management and
monitoring of risks from a cross-sectional, Group-wide
standpoint.

Risk monitoring departments, such as the Corporate Risk
Management Department and the Financial Risk
Management Department, examine the state of risks and their
management as the secretariat for the Risk Management
Committee Meeting, while also checking on each operational
The ALM (Asset Liability Management)

Committee Meeting is in place to evaluate market risks in order

department.

to appropriately conduct the product design process and asset
management. Further, the Internal Audit Department
audits the operations of all organizational units as well as
Group companies. By assigning each of these functions to hor-
izontally separate units, MSI seeks to monitor and check on
risk management efforts in the best way possible, while
at the same time promoting efficiency and ensuring
management is continually advised of the progress.

In addition, MSI is making further improvements in
regard to protection of privacy, especially as related to cus-
tomer information. MSI has established the Information
Security Section and set up the Group-wide Information
Security Policy and Information Management Regulations to
guide day-to-day business operations.

Risk Management Framework

Statement of position

Chief Actuary

Reports/
Recommendations

>
>

Board of
Corporate

Auditors Risk
Management
Committee
Meeting

', (Decisions on risk management policy and framework)
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Executive Officers
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ALM

Committee Internal Audit
Meeting Risk management Operational Department
«—— departments Ch'_ECkS_ departments P
Reports (Secondary risk monitoring)  Monitoring  (primary risk

Internal audit reports

Board of Directors

Management Committee
(Deliberation of key issues)

Instructions Reports Instructions

Executive
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CORPORATE SOCIAL RESPONSIBILITY (CSR)

The MSI Group’s Stance on CSR

Through our insurance and financial services businesses,
we commit ourselves to bringing security and safety to
people and businesses around the world and making
lasting contributions to the enrichment and perpetual
development of society.

Based on the idea that CSR represents the cornerstone
of an enterprise, under our New Challenge 10 medium-
term management plan, MSI considers its stakeholders
to include not only customers, shareholders, agents,
business partners, and employees but also local and
international communities, while also taking the natural
environment into account. We believe that appropriately
fulfilling our responsibilities to all these stakeholders is
the basis of our operations. Below, we introduce exam-
ples of how MSI is making lasting contributions to the
enrichment and perpetual development of society.

Also, in our CSR Report 2007, we provide detailed
explanations of our CSR initiatives that include
“Responsibility to the environment” and “Responsibility
to local and international communities.” MSI plans to
post CSR Report 2007 on its website as soon as the
English-language version is issued, and invites readers to
view this report.

Audio Pamphlets

For our automobile and other insurance product pamphlets,
we have introduced SP Codes, which facilitate the visually
impaired and the elderly in learning about our insurance
products through an audio recording.
!.. re s - = These are the first SL:ICh audio pe-imphlets
in the Japanese insurance industry.
This system utilizes a specialized code-
reading device to activate audio expla-
nations of each insurance product. We
are progressing with the creation of
these audio-version pamphlets
Wil from the perspective of equally
providing a wide range of infor-

mation to all customers.

SP Code is a registered trademark
of Kosaido Co., Ltd.

Insurance Technology Transfer Project

Determined to support the healthy and sustainable devel-
opment of insurance markets in Asia, MSI has provided
insurance technology support training for those engaged in
insurance regulations and those who work for insurers in
various countries in Asia. In March 2007, in cooperation with
Japan International Cooperation Agency (JICA), we provided
training for developing non-life insurance systems for insur-

ance regulators in Cambodia,
Laos, and Myanmar. We will
continue to actively contribute
to the development and
improvement of insurance
markets in Asian countries.

Training session

Environment-friendly “Eco Inspections and Eco
Maintenance” of Vehicles

“Eco Vehicle Inspections” and “Eco Vehicle Maintenance”
refer to our initiatives toward spreading the use of eco-friendly
technologies that help reduce the burden on the natural
environment caused by the operation of vehicles, such as by
reducing the emission of hazardous exhaust and lowering
CO2 emissions through improved
fuel efficiency. We will work
for the spread of “Eco Vehicle
Inspections and Eco Vehicle
Maintenance” through Advance
Club, a nationwide automobile
maintenance organization (an
organization of excellent vehicle
maintenance shop companies
that are MSI agents).

Project for Regenerating a Tropical Forest in the
Republic of Indonesia

MSI sponsors a project for regenerating a tropical forest in
Indonesia that is being undertaken on government land defor-
ested by illegal logging in the Paliyan Wildlife Sanctuary, which
covers approximately 300 hectares. Begun in April 2005, the
six-year project entails the planting of a total of 260,000 trees,
including indigenous trees, trees usable as timber, and fruit
trees. This project strives to
restore forest functions while
also targeting “forest regener-
ation” that emphasizes eco-
nomic support for the local
region. The Indonesian gov-
ernment fully supports these
initiatives by expressly pledging

. Paliyan Wildlife Sanctuar
that any future crops will be for Javay, Republic of |ndones¥a

the local community to harvest.

For persons wishing to receive a copy of CSR Report 2007, please contact us
at the following address.

Mitsui Sumitomo Insurance Company, Limited
Corporate Planning Department, CSR Section
E-mail: aaa703_csr@ms-ins.com
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THE MSI GROUP AT A GLANCE

Business Domain

Mitsui Sumitomo Insurance
Company, Limited

Companies Overview

We offer top-quality products and services through an
extensive domestic network of 710 sales branch offices and
approximately 53,000 agents. At the same time, we operate

American Appraisal Japan Co., Ltd.

Domestic a network of 277 claims handling offices staffed with
Non_Life approximately 7,100 claims handling professionals, whose
Insurance expertise helps to provide customers with a sense of security
and peace of mind.
Mitsui Sumitomo Kirameki Life Mitsui Sumitomo Kirameki Life Insurance offers an extensive
Insurance Company, Limited lineup of highly distinctive life insurance products and
services that address the particular needs of each customer.
Mitsui Sumitomo MetLife Mitsui Sumitomo MetLife Insurance, specializing in
Life Insurance Co., Ltd. individual annuities, provides customers with an array of
Insurance appealing products, making the best of the experience of
the MSI Group and know-how of U.S.-based MetLife, Inc.
62 major cities in 37 countries covered Drawing on over 50 years of experience in international
business, the MSI Group is further solidifying its operations
54 subsidiaries and affiliated companies and network around the world. Our overseas network,
among the largest of Japan-based non-life insurers, consists
of 281 locations spanning 62 major cities in 37 countries.
Overseas Our focus is on Asian countries recording remarkable growth.
Our products and services respond to a diversity of risks
throughout the world.
Financial Services Division MITSUI SUMITOMO INSURANCE Loan Service provides loans to
individuals as well as related loan guarantees. Sumitomo Mitsui
MITSUI SUMITOMO INSURANCE Asset Management is one of the largest asset management
Loan Service Company, Limited companies in Japan, and boasts strength in the pension,
Financial investment trust, and insurance asset fields. MITSUI SUMITOMO
Services Sumitomo Mitsui Asset INSURANCE Venture Capital primarily takes a “hands-on
Management Company, Limited investment approach,” providing both financial support on
one hand and management support following investment on
MITSUI SUMITOMO INSURANCE the other.
Venture Capital Company, Limited
InterRisk Research Institute & The Risk-Related Business is carried out through four companies:
Consulting, Inc. InterRisk Research Institute & Consulting, a risk management
specialist that undertakes risk management-related
MITSUI SUMITOMO INSURANCE consultation; MITSUI SUMITOMO INSURANCE Care Network,
Risk-Related Care Network Company, Limited engaging in the nursing care business; American Appraisal

Japan, involved with comprehensive asset appraisal consulting.
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“NEW CHALLENGE 10"

TARGETS & INITIATIVES

Under New Challenge 10, the MSI Group is undertak-
ing initiatives to “improve quality” and “promote
business” in each of its five business domains of
Domestic Non-Life Insurance, Life Insurance,

Overseas, Financial Services, and Risk-Related, with
the target of realizing ¥100.0 billion or more in Group
Core Profit (GCP)* by fiscal 2010. The current status of
each business and the measures we are implementing
in the run-up to fiscal 2010 are explained herein.

*For the method of calculating Group Core Profit (GCP), please refer to page 7 of this
Annual Report.

Domestic Non-Life Insurance Business

MSI plans to raise core profit in the Domestic Non-Life
Insurance business from ¥40.1 billion in fiscal 2006 (62%
of GCP) to ¥55.0 billionin fiscal 2010 (55% of GCP).

Despite the slow but steady
growth of the Japanese econ-

Core Profit

(Yen in billions)

“Sales innovation” involves building a sales network that
is capable of more appropriately fulfilling our responsibilities
to provide explanations to customers. We seek to regenerate
and improve the quality of our sales network by “consolidat-

"o

ing and/or dismissing agents,” “recruiting promising new
agents,” and “upsizing existing agents.” Steady progress is being
made under our plan to reduce the number of agents to 50,000
by March 31, 2008.

Regarding “claims handling innovation,” to prevent any fur-
ther recurrence of failure to properly pay claims, we are tak-
ing such measures as reinforcing frontline employees, estab-
lishing checking systems, enhancing training programs, and

rebuilding computer systems.

Life Insurance Business

We aim to raise core profit in the Life Insurance
business from ¥11.4 billion in fiscal 2006 (17% of GCP)
to ¥20.0 billion in fiscal 2010 (20% of GCP).

omy, the market environment 80—

for non-life insurers is such that o 64.2
surpassing the growth rate of the
overall Japanese economy is
difficult.

will be intensifying competition

Equally challenging

. 0—
by the end of 2007, along with BTG

FY2006 FY|2007

the launch of privatized postal i)

operations in October and the
lifting of remaining restrictions on over-the-counter sales of
non-life insurance at banks in December.

We believe that “quality” will serve as a competitive
strength in the domestic non-life insurance industry and the
“quality” and consequent trust of stakeholders, once
attained, will inevitably bring about “growth.”

As part of initiatives to improve quality, the Domestic Non-

mou

Life Insurance business will focus on “product innovation,” “sales
innovation,” and “claims handling innovation” while concur-
rently promoting “business process innovation,” which supports
the other three types of innovation.

“Product innovation” entails streamlining our existing
product lineup that has become too complex, and issuing
policy certificates and pamphlets that explain product features

in plain language.

Mitsui Sumitomo Kirameki Life
celebrated its 10th anniversary in

Core Profit

(Yen in billions)

August 2006. Overcoming a '~ 14
slight decline in new policies 0= oc 8.5
written due to the administrative 8-

measures imposed on MSI, 6=

Mitsui Sumitomo Kirameki Life
steadily expanded its business,

and its insurance amount in Y2005 FY2006  FyY2007
an

force surpassed ¥8,000 billion.
Pro forma net income before the
provision for standard underwriting reserve jumped from
¥4.5 billion to ¥6.9 billion. With a business model centered on
cross-sales by non-life insurance agents, Mitsui Sumitomo

NN

Kirameki Life aims to expand the “number of customers,” “insur-

ance in force,”
fiscal 2010.

Mitsui Sumitomo MetLife, a relatively new insurer that

and “annualized net premiums” by 50% in

commenced sales in fiscal 2002, has also steadily expanded its
business operations. Policies written by Mitsui Sumitomo
MetLife demonstrated a significant increase in fiscal 2006.
Despite a net loss under the Japanese GAAP attributable to
recognition of all policy acquisition costs in the year a policy
is written, the growing joint venture recorded net income of
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“NEW CHALLENGE 10"

TARGETS & INITIATIVES

¥8.9 billion (MSI’s equity in earnings: ¥4.4 billion) under US
GAAP, which allows deferred recognition of acquisition costs.
Mitsui Sumitomo MetLife targets a profit on a single-year basis
under Japanese GAAP and net income of ¥20 billion (MSlI's
equity in earnings: ¥10.0 billion) under US GAAP in fiscal 2010.

Overseas Business

MSI will strive to raise core profit in Overseas business
from ¥11.7 billion in fiscal 2006 (18% of GCP) to ¥20.0
billion in fiscal 2010 (20% of GCP).

In fiscal 2006 we recorded a Core Profit

steep increase in net premiums (Yen in billions)

. 15.6
written on the back of robust 16=
results in Asia and in our Lloyds 12— 1.7
operation in Europe. Also, with P

no particularly large natural
disasters or accidents, the loss

ratio in our Overseas Business a4
4— :

remained low for the year. Y2005 FY2006 FY2007
(Plan)

Accordingly, we achieved a solid

recovery in Overseas Business, as

the core profit amounted to ¥11.7 billion, a sharp improvement
compared with a net loss of ¥1.4 billion in the previous
fiscal year.

In the future as well, our efforts to expand revenues and
income will center on the rapidly growing Asian market, Europe,
and the reinsurance business.

With regard to Asia, we will continue to improve corporate
quality and expand the scale of our business to further rein-
force our industry presence as a top-class insurer in principal
Asian countries. In Europe, we are expanding underwriting in
local commercial markets, with these efforts centered on our
Lloyds operation. In the re-insurance business, we will secure
stable and high earnings by utilizing two subsidiaries that have
different business models.
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Financial Services / Risk-Related Businesses

We plan to raise total core profit in Financial Services
and the Risk-Related businesses combined from ¥1.7
billion in fiscal 2006 (3% of GCP) to ¥5.0 billion in fiscal
2010 (5% of GCP).

In Financial Services, we will Core Profit

continue to expand the busi- (Yen in billions)

ness volume by carrying out 37 ¢

wide-ranging businesses related 2o

to financial markets. These 20= 17

include our financial guarantee 1o

and alternative risk transfer 7

(ART) operations handled by 057 0.3
0.0—

MSI’s
Department; diverse business

Financial Solutions FY2005 FY2006 F(Y|2007
P

ElD)

development related to per-

sonal finance handled by the Retail Financial Services
Department; defined contribution pension plan business han-
dled by MSI’s Financial Business Department; investment advi-
sory services and management of investment trusts handled
by Sumitomo Mitsui Asset Management; and equity investment
investment
INSURANCE

"hands-on
SUMITOMO

in venture companies taking a
approach” handled by MITSUI
Venture Capital.

In the Risk-Related Business, we seek expansion by carry-
ing out diverse business related to MSI’s other businesses and
various risks. These include the risk management consulting busi-
ness carried out by InterRisk Research Institute & Consulting;
nursing care business managed by MITSUI SUMITOMO
INSURANCE Care Network; and
appraisal consulting provided by American Appraisal Japan.

comprehensive asset



FOCUS ON VALUE

In accordance with its “Group Business Strategies” under New Challenge 10, the MSI Group is
undertaking initiatives to “improve quality” and “promote business” in each of its five business
domains, while fully utilizing its overall strengths to provide customers with maximum value.
In this section, we will introduce examples of the numerous ways in which the MSI Group
provides value for its customers in the Domestic Non-Life Insurance, Life Insurance, and

Financial Services businesses.

TOPIC 1

Domestic Non-Life Insurance
Business Model for In-House Agents

Our domestic non-life insurance policies are written almost
entirely through agents. Just as with Japan’s other non-life
insurers, MSI concludes an agent contract with numerous
parties. Among these agents are in-house agents, which play
a vital role in the sale of MSI’s non-life insurance products
targeted at large corporate groups. In fiscal 2006, although
MSI’s top-line results were influenced to a certain extent by
administrative measures imposed by the FSA, these measures
had a relatively modest effect on premiums received
through in-house agents.

The term in-house agent refers to specialist companies set
up within corporate groups to operate as non-life insurance

agents. Ordinarily, these agents handle all insurance policies

for their corporate group.

In-house agents mainly offer and sell those types of
insurance which cover risks specifically associated with the
business operations within their corporate groups.
Insurance policies covering the business operations of each
company within a corporate group are called “corporate” poli-
cies. In-house agents are well-versed in risks not only in the
business fields of the parent company but also in related fields,
and accordingly, can offer appropriate products as solutions
to these risks. While utilizing these products and risk-
related knowledge, efforts are also essential for expanding
insurance transactions not only with the parent company but
also with other companies, including affiliated companies,
raw materials suppliers, companies to which products are
delivered, and business partner companies.

As an equally integral part of their business, in-house
agents engage in sales of household-related policies to

employees within their corporate group. Typical products in

Corporate Group

+Parent company

-Subsidiaries and
affiliated companies
(includes in-house agent)

ﬁ

-Subsidiary and affiliated company
employees and their families

-Retired employees and their families

ﬁ

Prospective Clients Associated with a Corporate Group

Employees policies

-Parent company employees
and their families

-Suppliers and vendors

+Business partners
of corporate group

ﬁ

In-house agent
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FOCUS ON VALUE

this context include automobile, fire, personal injury, and med-
ical expense insurance. This type of insurance is called
“"employees” policies. Company employees have shown a pref-
erence for making insurance contracts through in-house
agents within their corporate group. This is because dealing
with an agent within their corporate group for insurance poli-
cies usually gives employees considerable peace of mind and
provides such advantages as the option of automatically
deducting insurance premium installment payments from their
salaries without incurring any extra charge.

"Employees” policies are also eligible for group discounts
under prescribed conditions. The benefits of these group dis-
counts can also be extended, at the option of the employer,
to employees of affiliated companies and even retired
employees.

In this manner, the population making up the “employ-
ees” category is extensive. In terms of premiums derived from
corporate groups, premiums from “employees” policies are
usually larger than the total from “corporate” policies.

As previously explained, in-house agents are not just a
source of premiums of insurance policies that cover the risks
of a company’s business but also provide insurance premi-
ums from employees, retired employees, employees of
affiliated companies, and business partner companies, thus
representing a huge business opportunity. Therefore, the
degree to which MSI can continue expanding the number of
agency contracts with in-house agents will be one significant
key to further developing our Domestic Non-Life Insurance
Business. Ordinarily, in-house agents carry out business with
multiple insurance companies, leading to fierce competition
among such insurance companies. One of MSI's major
strengths historically lies in its superiority in accounts main-
tained with corporate groups, with both the Mitsui Group
and the Sumitomo Group being representative.
Accordingly, MSI will offer quality risk solutions and
pursue increased volume of business through its in-house

agent channel.
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TOPIC 2

Life Insurance
Individual Annuities Market
Specialist

Mitsui Sumitomo MetLife Insurance Co., Ltd. is a joint venture
of MSI and U.S.-based MetLife, Inc. specialized in individual
annuities mainly through agent financial institutions.
Since inaugurating operations in October 2002, Mitsui
Sumitomo MetLife Insurance (formerly Mitsui Sumitomo
Ltd.),

expanded its product lineup, commencing sales of fixed

Citilnsurance Life Insurance, Co., has smoothly

individual annuities in January 2005 and Lifetime
Guaranteed (LG)-type variable individual annuities in
January 2006. These LG-type annuities are the first “early-
benefit lifetime” variable individual annuities developed in
Japan. In an age of ongoing low interest rates, this type of
annuity meets a wide array of customer needs such as the
need for guaranteed minimum benefit, early receipt of annu-
ity benefits, and lifetime annuity benefits, in addition to
addressing the need for countermeasures against inflation.
Supported by these benefits, since its debut this LG-type annu-
ity has been chosen by numerous customers and has
achieved growth to become Mitsui Sumitomo MetLife
Insurance’s mainstay product. Reflecting favorable sales of
this core product, Mitsui Sumitomo MetLife Insurance’s out-
standing balance of life insurance in force at the end of
November 2006 topped ¥2,000 billion.

Mitsui Sumitomo MetLife Insurance has also achieved
steady progress in expanding the size of its distribution
network of associated financial institutions, and in fiscal
2006 formed tie-ups with an additional 31 agent financial
institutions.

Looking ahead, an inflow of retirement funds from
Japan’s baby boomers facing retirement age between 2007
and 2010 is expected to fuel further growth in the individ-
ual annuities market. Meanwhile, providing customers with
proper product explanations will become more important than

ever in conjunction with the growing complexity of products



and an expansion of over-the-counter sales. Mitsui
Sumitomo MetLife Insurance has consistently emphasized the
promotion of compliance, which includes making proper prod-
uct explanations, and has provided guidance to its agents to
ensure they can sell insurance products to customers based
on a sufficient understanding of both compliance and the
purpose and functions of the annuity products. As part of
this commitment to compliance, in April 2007 we opened a
large-scale education and training center in the center of
Tokyo for further upgrading education and training for
agents.

Mitsui Sumitomo MetLife Insurance will continue to
meet customer needs and earn their trust while providing
appealing products and services and contributing to the devel-

opment of a robust individual annuities market.

Mitsui Sumitomo MetLife Insurance’s
Business Operations

(Yen in billions) (Agents)

3,000 120
I | Insurance in force (left scale) r

—@— Number of agents (right scale)

2,500 100
2,000 80
1,500 60
1,000 40
500 20
0 0

2002 2003 2004 2005 2006

Credit Ratings
Long-term creditworthiness is a key criterion in customers’ selection of an
insurance company, especially when considering that an annuity contract rep-
resents a company’s promise to provide the annuitant with payments over a
long term. Reflecting its high creditworthiness, Mitsui Sumitomo MetLife
Insurance has secured an AA rating (for Insurer Financial Strength) from Standard
& Poor’s and an AA rating from Rating and Investment Information, Inc. (for
Insurance Claims Paying Ability).

(As of August 31, 2007)

TOPIC 3

Financial Services
Weather Derivatives Business

With four clearly distinct seasons, Japan has numerous com-
panies operating businesses offering products and services
oriented toward the nation’s seasonality. Accordingly,
these companies are exposed to the risk of decreased earn-
ings caused by irregularities and fluctuations in such
weather elements as temperature and snowfall. Taking the
lead in providing solutions to hedge these risks, in 1999 MSI
concluded a weather derivative contract with a company
involved in the sale of ski-related merchandise, in which MSI
is to provide compensation payments to that company in the
event of a snow shortage. This was the first such weather deriv-
ative to be sold in Japan. Subsequently, MSI steadily devel-
oped derivative products covering an even broader spectrum
of weather elements such as temperature, precipitation, and
wind speed. MSI also developed order-made weather deriv-
ative products that respond to diverse demands of customers.
Such products have been provided to customers as part of
MSI’s Financial Services business.

Because Japan often suffers extensive damage from
typhoons in autumn, MSI received numerous requests from
companies in the tourism and leisure industries for the devel-
opment of products to alleviate the risks from typhoons.
Addressing these requests, in 2005 MSI developed and
released a product to hedge risks of losses arising from
typhoons. This product provides compensation payments
depending on the number of centers of typhoons that pass
through a pre-specified zone, which is a circle with a specific
radius from a designated point.

MSI sells weather derivatives primarily through two
sales channels: direct sales by MSI employees and regional
financial institutions such as banks. Having built close
alliances with regional financial institutions through over-the-
counter sales of various insurance products, we have now
formed tie-ups with over 60 institutions for our weather deriv-
atives as we work to build a strong sales network covering

all areas of Japan.
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FOCUS ON VALUE

In this manner, MSI carries out flexible product develop-
ment that is unique to derivative transactions. On the other
hand, weather derivatives have relatively low liquidity
because the over-the-counter markets are still not fully devel-
oped. To compensate for this drawback, in 2001 MSI and a
U.S.-based energy-related trading company formed an
alliance for mutually exchanging risks held with the aim of
reducing risk exposure and dispersing risk geographically.

In a decisive move to further bolster our weather deriv-
atives business, in April 2007 MSI acquired the entire busi-
ness of its alliance partner, GuaranteedWeather, a U.S.-based
risk management company handling weather derivatives, and
established MSI GuaranteedWeather, LLC (MSI GW) as a wholly

owned subsidiary. MSI GW underwrites weather derivatives

in the North American market and carries out global port-
folio management of derivatives that also encompass the
Japanese, Asian, and European markets with the aim of opti-
mizing risk exposure and risk dispersal.

Through the establishment of this subsidiary, we have
reduced our weather derivative-related risk exposure and
established a structure that allows us to continuously pro-
vide customers with stable and diverse lineup of affordably
priced weather derivative products. On the occasion of our
full-fledged entry into the global market for weather deriv-
atives, MSI will further pursue leading-edge weather deriv-
ative technologies as well as work to expand this business

and raise profitability.

Conceptual diagram of MSI GW
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FIVE-YEAR SUMMARY (UNAUDITED)

MITSUI SUMITOMO INSURANCE CO., LTD. AND SUBSIDIARIES
FOR THE YEARS ENDED MARCH 31,

2003, 2004, 2005, 2006 AND 2007

Yen in millions

Dollars
in thousands

2003 2004 2005 2006 2007 2007
Ordinary iNCOMe: ... ¥1,920,379 ¥2,066,500 ¥2,021,917 ¥2,106,874  ¥2,117,072  $17,941,288
Net premiums written ... 1,303,946 1,379,119 1,407,328 1,464,107 1,492,808 12,650,915
Ordinary profit ..o 49,557 174,943 87,577 127,710 91,684 776,983
Net income ... 32,812 77,787 65,725 71,660 60,796 515,220
Net assets ... 1,041,955 1,401,911 1,461,575 2,027,469 2,182,877 18,498,958
Total @ssets ............ccccoooviiiiiiiii 6,477,614 7,126,961 7,402,311 8,592,873 9,011,652 76,369,932
Yen Dollars

Net income per share
BaSIC oo ¥ 22.46 ¥ 5394 ¥ 45.51 ¥ 50.27 ¥ 42.82 $ 0.36
Diluted oo 21.35 52.78 45.51 50.27 42.82 0.36
Net assets pershare ... 717.74 963.51 1,021.13 1,427.17 1,536.71 13.02
Equity ratio ... 16.08% 19.67% 19.74% 23.60% 24.06% —
Return on equity ...........ccoocooiiiiiii 2.84% 6.37% 4.59% 4.11% 2.90% —
Price earningsratio ... 22.62 20.54 21.60 31.85 34.54 —

Dollars

Cash flows Yen in millions in thousands
Cash flows from operating activities ................ ¥ 75878 ¥ 181,584 ¥ 160,695 ¥ 313,007 ¥ 227,417 $ 1,927,263
Cash flows from investing activities ................. 2,213 (155,321) (222,940) (264,352) (220,522) (1,868,831)
Cash flows from financing activities .................. (78,840) (37,727) 63,622 (33,580) (37,358) (316,593)
Cash and cash equivalents at the end of year .... 370,775 363,011 365,815 386,179 365,350 3,096,186
Number of employees .......................cccocooeen. 16,013 15,980 16,432 18,154 18,882 —

Notes: 1. U.S. dollar amounts in this table have been translated from yen, for convenience only, at the rate of ¥118=U.5.$1. For details, see Note 1 of the notes to con-

solidated financial statements, page 39.

2. Effective from the year ended March 31, 2007, the Company adopted “Accounting Standard for Presentation of Net Assets in the Balance Sheet” (ASBJ
Statement No. 5, issued on December 9, 2005) and “Guidance on Accounting Standard for Presentation of Net Assets in the Balance Sheet” (ASBJ Guidance

No. 8, issued on December 9, 2005).

24 Annual Report 2007 Mitsui Sumitomo Insurance Company, Limited



MANAGEMENT’S DISCUSSION AND ANALYSIS

1. Overview

This Management'’s Discussion and Analysis (MD&A) aims to
provide readers with information concerning matters that could
affect the MSI Group's financial condition and business results.
Specifically, upon describing the MSI Group’s businesses and
explaining points for consideration in the Overview section, the
information provided herein includes: critical accounting policies
and estimates, summary of business results, cash flow analysis
and financial position, issues to be addressed by the Company,
risk analysis, solvency margin ratio, and MSI’s credit rating.

(1) Description of Businesses

The following is a description of the MSI Group's principal
businesses and the positioning of Group companies within
these businesses.

1) Non-Life Insurance Business

MSI and one subsidiary engage in the non-life insurance
business in Japan. Overseas, the non-life insurance business is
undertaken by MSI in addition to a total of 25 group compa-
nies, including Mitsui Sumitomo Insurance USA Inc., Mitsui
Sumitomo Insurance Company of America, Mitsui Sumitomo
Insurance Company (Europe), Limited, and Mitsui Sumitomo
Insurance (Singapore) Pte Ltd.

2) Non-Life Insurance-Related Businesses

In Japan, we carry out non-life insurance-related businesses
through 12 group companies, including Mitsui Sumitomo
Insurance Claims Adjusting Company, Limited, while overseas
we undertake non-life insurance-related business through 37
group companies, including MSIG Holdings (Americas), Inc.

3) Life Insurance Business

The MSI Group’s Life Insurance business in Japan is carried out
by Mitsui Sumitomo Kirameki Life Insurance Company, Limited
and Mitsui Sumitomo MetLife Insurance Co., Ltd.

4) Asset Management-Related Business

Sumitomo Mitsui Asset Management Company, Limited
engages in investment and investment advisory services
businesses in Japan, while the latter business is carried out
overseas by 3 group companies. In Japan, 14 group companies,
including MITSUI SUMITOMO INSURANCE Venture Capital
Company, Limited, are involved in asset management-related
businesses, and overseas this business is undertaken by 4
group companies.

(2) Points to Be Noted Regarding Figures

MSI, the core company of the MSI Group, is a Japanese
corporation and prepares its consolidated financial statements
in accordance with accounting principles generally accepted in
Japan (“Japan GAAP"). In addition, as the MSI Group's sales
(net premiums written) are mainly derived from the Japanese
market, the preparation of various MSI Group plans as well as
the management of monthly business results are essentially
based on Japan GAAP. As such, New Challenge 10, the MSI
Group's long-term vision with a target date in fiscal 2010, has

been prepared based on core profit mainly under Japan GAAP.
Therefore, in principle, this MD&A uses figures based on Japan
GAAP as previously mentioned.

2. Critical Accounting Policies and Estimates

The Company'’s consolidated financial statements are prepared
in accordance with Japan GAAP. The preparation of these
financial statements requires the management of the Company
to select and apply accounting policies as well as to make a
number of estimates and assumptions relating to the reported
amounts of assets and liabilities and the reported amounts of
revenues and expenses. Management bases its estimates on
historical experience and other assumptions that it believes are
reasonable. Nevertheless, these estimates contain inherent
uncertainties and thus actual results could differ.

Significant accounting policies used in the preparation of the
Company's consolidated financial statements are presented in
Note 5, “Accounting Policies” of “Basis of the Preparation of
Consolidated Financial Statements.” Management foresees the
following significant accounting policies and estimates as having
a significant impact on its consolidated financial statements.

1) Method for Determination of Fair Value

A portion of assets and liabilities are recorded on the Balance
Sheets at fair values. Their fair values are determined based on
market prices. For derivatives for which market prices are not
available, the estimate of fair value is based on the present
value of future cash flows, the indication of reference
obligations, the contract periods and other components.

2) Impairment of Marketable Securities

Marketable securities are subject to the risk of price fluctuations
in securities markets. Accordingly, the Company carries out
impairment accounting for securities based on reasonable crite-
ria set by the Company in accordance with relevant accounting
standards and practices. If the securities markets decline, the
Company’s marketable securities could be subject to losses on
their devaluation.

3) Impairment of Long-Lived Assets

The Company carries out impairment accounting to reflect
recoverable amounts under certain conditions for fixed assets
for which investment amounts are unlikely to be recovered due
to a decline in value. The recoverable amount for an asset or
asset group is the higher of the net sales value (the value com-
puted by deducting expected disposal expenses from the fair
value of an asset or asset group) or value in use (the present
value of expected future cash flows resulting from the contin-
ual usage and subsequent disposal an asset or asset group).
Accordingly, the amount of the impairment loss for long-lived
assets depends on estimated future cash flows based on the
assumptions and forecasts which the Company considers rea-
sonable. Consequently, an additional impairment loss could be
incurred in the event of a change in the usage of the long-lived
assets or in the event of changes in real estate or leasing
market prices.
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