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E F F E C T I V E
DistributionDaiwa Securities is actively developing a suitable product range geared to the

needs of customers shifting balances into securities for the first time. Routes
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Mr. Koide has spent 22 years with Daiwa Securities. Prior to taking up his

present position from January 1999, he served as branch manager of the

Himeji branch in the Kansai region of Japan.

Mr. Koide, I think it might be helpful to learn what the recent reorganiza-

tion has meant to people such as you, who serve in the front line of retail

securities operations. Would you start off by describing any major changes

that you believe have occurred in the way you do business?

The main change to have occurred is, I believe, that lines of responsibility have become
clearer. Now I would say that Daiwa Securities, the retail brokerage company, is better
positioned to provide products and services meeting the needs of individual localities. This
also means that the performance of the branch is now much more dependent on the efforts
of the local branch manager, who consequently carries a heavier burden of responsibility.

When you say you have been marketing based on local needs, what do you

mean?

Branches now have much more latitude in planning their response to local needs within the
bounds set by Head Office’s marketing strategy. For example, this branch is located in the
heart of the Shinjuku business district of Tokyo. Recently we set up a storefront demon-
stration to promote the benefits of i-mode communications together with NTT DoCoMo
responding to the local characteristics of the population. This turned out to be extremely
popular. By maintaining an open-door policy during the fair we attracted a large number of
new visitors to the branch.

The Nishi-Shinjuku area is also known for being home to a cluster of successful venture
capital companies. In response to the sharp increase in the number of such venture compa-
nies seeking to go public, we have started what we call Power Lunch Seminars. These con-
sist of study meetings held, in cooperation with an accounting firm, every other month and
targeting potential IPO companies.

As is well known, deregulation has increased the spectrum and sophistica-

tion of financial products. What implications does that have for the skills

and expertise of your marketing staff? What training do you provide for

these staff?

Compliance has become a crucially important topic for the entire securities industry.
Especially in marketing to the general public, rigorous compliance is a must. Daiwa
Securities has increased both the quantity and quality of training available in this area. For
example, Head Office routinely organizes large-scale seminars in which all of the branches
participate. This is supplemented by local initiatives where experts from Head Office are
invited to give instruction at the individual branch level. As products become more and
more sophisticated staff training will become even more important. This is especially so
given the rise seen in recent months in investors investing for the first time in securities
markets. Recently, for example, this branch has opened around 300 new accounts each
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month. Hence, we have also started to provide twice-monthly lectures to familiarize first-
time investors with securities markets and products.

Daiwa Securities has a stated objective of increasing customer assets under

custody and has introduced related results-oriented elements into its staff

evaluation mechanisms. Could you describe how this actually works at the

individual branch level?

As a company, we have targeted a doubling in retail assets under custody in our Medium -
Term Management Plan. This is, as you note, reflected in the performance evaluation for
marketing staff. I myself put great emphasis on attracting assets from a wider range of cus-
tomers in order to increase the balance of assets under custody held by this branch. This
means that we have to ensure that the customer is familiar enough with the characteristics
of a given product to arrive at an informed opinion before engaging in transactions. For
example, in the case of purchases of investment trusts our policy is always to confirm that
the client understands that the investment trust is intended for long-term investment not
short-term speculation. At this branch, every time a customer requests a switch between
investment trusts, that request is referred to the supervisor for authorization. If the supervi-
sor considers that the switch is not in the client’s best interests, the client will be told the
reasoning for this and asked to reconsider the decision.

Needless to say, it is the investor who retains the final say in all investment decisions.
However, we are not at all hesitant about offering contrarian opinions. There are occasional
cases where the investor’s inclinations will remain at odds with our own. Nevertheless,
offering consistent advice as part of our customer service efforts has had the effect of reduc-
ing the frequency of complaints almost to zero.

A T  A N  I N F O R M E D

Customers should be given 
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The securities markets are now very active and the product range available

to individuals has expanded. Yet, Daiwa Securities has kept its headcount

essentially flat. Do you think that you can continue to offer satisfactory

customer service at your current level of staffing?

The Shinjuku Center Building Branch currently employs 76 people. This is the lowest fig-
ure in the last few years. Between late 1998 and early 1999, we handled around 100 visits
to the branch daily. Today, that number is over 400, and on a busy day over 600, if routine
inquiries such as for stock price quotes are included. 

Naturally, our workload per employee has expanded, which does make it difficult to pro-
vide an enthusiastic reception to every client. However, we have installed greater numbers
of information terminals on the premises as well as automated consulting machines
(ACMs). At a higher level, Daiwa Securities has introduced a new automated stock quote
service and has expanded its call center capabilities to enhance the information infrastruc-
ture. I think that we have now done as much as we can to alleviate the staffing shortage.

One topic which has received wide coverage is the flow of maturing postal

savings deposits into securities markets. What has been your experience?

At this particular branch, the major flow seems to have been not so much out of postal sav-
ings, as out of ordinary bank accounts. 

It has been reported in the media that the flow of money out of postal savings has been
slower than previously expected. This is because of the correction in the equity market
driven by gyrations in the United States. Hence, we would describe investors’ attitudes as
being rather “wait-and-see” in nature. On the other hand, the outflow from postal savings
has yet to peak and we are actively developing a suitable product range attuned to the needs
of customers shifting balances into securities markets for the first time.
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Company
R E TA I L Daiwa Securities Co. Ltd. (Daiwa Securities) is the retail securities arm of the Daiwa

Securities Group. The company employs approximately 7,000 staff and operates nation-
wide primarily through a network of 124 branches. In addition, this company ranks among
Japan’s leading online brokerages, having pioneered the industry with the introduction of
Daiwa Direct in 1996.

Japanese retail securities markets have changed dramatically in response to various factors
including the so-called “Big Bang” financial deregulation and advances in information tech-
nology, particularly the advent of the Internet. In turn, these advances have led to a great
increase in the products and methods of distribution available to investors as well as to a
tendency for greater price competition taking into account the services offered, including
information provision and the level of individual service.

FY 1999 was marked by the following events:

1) Deregulation measures continued to advance culminating in a total liberalization of
equity brokerage commissions in October 1999. Securities companies are now free to
decide commissions. This builds on prior rounds of deregulation which had allowed the
introduction of greatly expanded product types to investors. These trends have
increased retail participation in securities products.

2) Japanese households maintain only a little over 10% of their financial assets in securi-
ties. This is far below the 35% levels typical of the US for example. However, a study
by the Daiwa Institute of Research (DIR) projects an 80% rise in securities holdings by
households over the next three years, significantly outpacing the 13% increase expected
in personal financial assets over the same period. During 1999 signs of this shift were in
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evidence as Daiwa Securities and other brokerages saw an increase in securities invest-
ment from first-time investors.

3) Liberalization took place against a buoyant market background. Equity turnover on the
Tokyo Stock Exchange measured in terms of value rose from a daily average of 663.3
billion yen during the April to June quarter of 1999 to 1,350.6 billion yen during the
January to March quarter of 2000, marking a return to volumes last seen ten years ago. 

4) While traditional securities channels including branch offices remained dominated by
the larger traditional brokerage companies including Daiwa Securities, there was an
increase in the brokerage activities of banks and companies from outside of the financial
industry. In particular, there was a significant expansion in the number of securities
companies offering services over the Internet. In April 1999 the number of online bro-
kerages active in Japan numbered 22. By the end of October 1999 (when commissions
were finally liberalized) this number had risen to 47. As of the end of March 2000, it
was 52. Over this period the total number of accounts held with such brokerages has
risen from 55,000 to approximately 775,000.

Against this background Daiwa Securities recorded an increase in revenues which reached
258.2 billion yen to report an ordinary income of 106.8 billion yen. The upward trending
securities market and the expansion of the customer base were the main contributors to this
growth.

Headcount in the retail securities company was kept essentially flat while other rationaliza-
tion measures yielded additional cost savings. Total SG&A costs emerged at 150.5 billion
yen, with income before income taxes at 89.3 billion yen after absorbing extraordinary
losses of 17.4 billion yen, mostly relating to provisions for the multi-employer pension
plan. Net income was 51.3 billion yen, after taking into consideration deferred taxes.
During the year, the retail company’s assets under custody increased to 19.5 trillion yen, of
which 14.7 trillion was for retail customers. This represents an increase in retail customer
assets of 40%, or 4.2 trillion yen. In light of this strong performance and the trend to
greater securities investment in Japan, Daiwa Securities has raised its target relating to retail
customer assets under custody. The target now is to increase retail customer assets, the
main source of stable income, to 28.3 trillion yen over the next three years.

Business Development
Daiwa Securities intends to develop its business over the medium-term in the following
ways:

1) The company will develop a mix of distribution channels designed to offer an appropri-
ate level of service at an appropriate price to each major class of investor. This distribu-
tion mix already includes the established country-wide branch network, Daiwa Direct
one of the nation’s leading online brokerages, the call center, ATMs, and mini-branches
equipped with ACMs (sales offices). In July this was expanded to include 100 post
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office Gyro Terminals allowing purchases of MMF and medium term JGB funds as
well as additional functions for the call center.

On July 3, 2000, Daiwa Securities introduced three service packages consisting of
“Daiwa Consulting (branch account),” “Daiwa Call (call center account),” and “Daiwa
Net (online account)” offering different levels of service at different commission levels.

Daiwa Securities has also taken steps to increase the size of the retail investor base in
Japan. The aim of the “Daiwa One Two Desk”, which had been introduced to all
branch offices by April 2000, is to make Daiwa Securities more accessible to first time
investors. Meanwhile “Daiwa Internet TV”, which was introduced in March 2000, pro-
vides real time market information as well as lectures on investment products over the
Internet.

2) One of the core strategies for Daiwa Securities is developing the Cash Management
Program (CMP). By opening a CMP account a customer gains access to various types
of services which are separated into “A” and “B” courses. Services for customers in
course A include automatic investments into Money Reserve Funds (MRF), settlement
of credit cards, as well as access to bank and post office ATMs. In addition to these serv-
ices, customers in course B receive periodic publications on investment management,
consultancy services on investment and tax matters, as well as a quantitative analysis of
their portfolio. Asset based fee accounts or “Asset Plus” accounts which incur fees vary-
ing with the amount of outstanding assets under custody are scheduled for introduc-
tion. For a fixed fee the customer will be entitled to make a given number of
transactions at no cost. In addition, he or she becomes entitled to receive consultancy
on securities investments.

3) The company will continue to devolve responsibility for day-to-day operations to the
regions and individual branches in order to allow for initiatives geared to the character-
istics and demographics of each locality.

4) In addition to the Cash Management Program (CMP), the company will stress investment
trusts as a core product area with an eye to the substantial increase expected in retail sector
investment in securities.

5) As a member of the Daiwa Securities Group, Daiwa Securities will cooperate with other
Group companies such as Daiwa Securities SB Capital Markets and Daiwa Asset
Management to identify IPO candidates and to develop new products. Daiwa Securities
intends to leverage the Group’s comprehensive capability to establish a strong Daiwa Brand
in the minds of the investing public.

6) The company has reinforced and will continue to strengthen its internal compliance func-
tions.
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Distribution
Daiwa Securities Co. Ltd. has traditionally relied on its national network of branch offices,
which currently number 124, for distribution. In addition, the company ranks as one of
Japan’s largest online brokerages via Daiwa Direct which has operated since 1996. New
innovations Daiwa Securities has brought to its retail distribution activities include the
introduction of a large, technically-superior call center, expanded use of technology
throughout the branch system and the introduction of mini-branches.

Daiwa Securities has been providing full line services via the branch network, and online
services through Daiwa Direct which offers the convenience and low cost made possible by
the Internet. From October 1999 Daiwa Securities offered commission schedules for the
Internet channel approximately 25% below those applying to the full service channel. From
July 3, 2000 a discount of 50% has been introduced for this channel (Daiwa Net).

A further service that was implemented in July 3, 2000 is the introduction of call center
accounts (Daiwa Call) which are priced and offer a degree of service midway between full
service branch accounts and online accounts. They are offered at a discount of approxi-
mately 30% to the full service price.

As of the end of March 2000, Daiwa Securities maintained around 2.4 million customer
accounts of which approximately 2 million were active, having outstanding balances of cash
or securities. Over the next three years the company intends to increase this latter number
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to 4 million, with approximately one half of the increase coming from call center and
online accounts, and the remainder from branch accounts.

In addition to the above, Daiwa Securities needs to take account of the fact that it will, for
the foreseeable future, continue to operate in an environment characterized by cyclical mar-
kets and fierce competition. The company therefore regards it as a priority to maintain as
much flexibility in its cost base as possible in order to minimize earnings fluctuations.
Business process re-engineering, reconfiguration and enhancement of IT systems support,
increased use of part-time personnel and development of lower cost distribution methods in
general are therefore regarded as matters of some urgency.

Branch Network
As noted above Daiwa Securities operates a nationwide network of branches. The number
of customer visits to these branches has returned to levels last seen a decade ago.
Additionally, many Daiwa Direct customers make use of the branches for routine query
servicing adding to the load. This has led to a situation where the capacity of the branch
network to handle increasing volumes needs to be reviewed.

Daiwa is responding to these developments in the following ways:

1) Over the next three years the company is planning to hire approximately 700 new grad-
uates for marketing positions. In addition, part time personnel will be hired for such
tasks as routine inquiry handling and reception and as call center operators. A program
where recently retired Daiwa employees will be actively re-hired on a contract basis has
been introduced. In total around 1,400 such staff are expected to be hired over the next
three years to cope with the increasing work load.

2) Daiwa Securities is also increasing the number of staff holding appropriate external qual-
ifications. Over the last 18 months, 2,400 staff have acquired the AFP (Affiliated
Financial Planner) qualification and can offer advanced advice on securities investment
to individuals.

3) Branches are being equipped with automated stock quote services, automated consulting
machines (ACMs) and other systems designed to allow branch customers access to rou-
tine services (such as stock-price updates) on a self-service basis.

4) In pursuit of increased efficiency it may be necessary for some branches to be relocated,
consolidated or closed. The company will also give consideration to forming suitable
strategic alliances. Regional banks, supermarkets and convenience stores may be candi-
dates owing to their location and customer convenience.

One new distribution channel that warrants special mention is the smaller and more cost-
efficient mini-branch office. These offices differ from the branches typical of the existing
network in that they are smaller in scale, employing only 3 to 5 staff compared with the 30
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to 50 sales representatives characteristic of the mainstream branches. The cost of setting up
such an office is approximately one-tenth of that of establishing a traditional branch.
Smaller scale allows a lot of flexibility in locating such branches in areas where a full scale
branch would be impractical or uneconomic. In fact, experience with the three mini-branch
offices that are already in operation indicates that, on a per-branch basis, such mini-branch
offices are just as effective in generating new customer accounts and growth of asset bal-
ances as traditional branches. Consequently, Daiwa Securities plans to open 25 to 30 such
small and cost-efficient mini-branch offices, mainly in metropolitan areas, over the next 3
years.

Daiwa Direct
Daiwa Direct provides online brokerage services within Daiwa Securities. Daiwa Direct
started operations from April 1996, making Daiwa Securities the first company in Japan to
offer such services. The proportion of transactions conducted through the Internet has dra-
matically increased since October 1999 when equity brokerage was liberalized. In June
2000, about 31% of transactions and about 12% of commissions on unit shares were
derived from the Internet. Daiwa Direct also offers services via the i-mode data communi-
cations capability of cellular telephones offered by NTT DoCoMo. As of March 2000, i-
mode accounted for approximately 11% of transactions conducted over the Internet and
this proportion is continuing to increase. Similar services utilizing other main telecommu-
nications providers commenced in July.

As is common with most online financial services, the current client base for Daiwa Direct con-
sists mainly of young males holding salaried jobs. Men account for 85% of Daiwa Direct cus-
tomers. In addition, investors in their thirties or forties account for 60% of online brokerage



customers. As the market evolves, Daiwa Securities expects greater participation from other
investors, including women. There would thus appear to be significant room for market expan-
sion both from the existing and from new demographic groups. In fact, the Daiwa Institute of
Research estimates that the number of online accounts in Japan will rise from approximately
775,000 as of end-March 2000 to over 2,000,000 by the end of December 2000. Daiwa
Direct’s target is to achieve a total of 500,000 accounts over the same period.

At the time of the final deregulation of brokerage commissions in October 1999 Daiwa Direct
led the industry in terms of client accounts. Since October the company has pursued a policy
of rational pricing and superior service and has offered its customers a 25% discount to com-
missions applied to the face to face channel. However, the online brokerage industry in Japan
has seen the advent of deep discounters, many lacking an existing client base, attempting to
generate market share at the expense of profitability. Daiwa Securities has stayed aloof from
this fray being confident that its own business model, which regards the Internet as an integral
part of its overall distribution strategy, is superior. Consequently, commissions charged by
Daiwa Direct are significantly higher than the average, being up to ten times the lowest avail-
able commissions (approximately seven times after July 3). Nevertheless, the number of online
accounts held with Daiwa Direct rose from 60,000 at end-September 1999 to 155,000 by end-
March 2000 rising further to approximately 231,000 (assets under custody 1.18 trillion yen) as
of end-June 2000.

Much of the success that Daiwa Direct has enjoyed can be ascribed to a high level of client sat-
isfaction and positive brand image in the market. Independent surveys have indicated that trust
in the Daiwa Brand is high and that confidence and after-sales support are major factors in cus-
tomer satisfaction. Daiwa Securities believes that promotion of customer confidence is a crucial
success factor. This will be achieved by maintaining the stability of the online system and by
utilizing the Daiwa Securities branch network for support.
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Call Center
The call center was initially established in April 1999 with 25 seats as a help desk for Daiwa
Direct customers. Due to an unexpected increase in demand, the center was upgraded to
seat 100 by the end of FY 1999. Building on the knowledge and experience acquired, it will
be further upgraded to 200 seats in the early part of FY 2000. Together with this expan-
sion, by commencing “Daiwa Call” call center accounts from July 3, 2000, the call center
has filled the distribution and service gap between the full service branches and online trad-
ing. The call center now provides services to call center accounts as well as maintaining its
function as a help desk for online customers.

To reduce costs and enhance flexibility, Daiwa Securities has taken a decision to staff the
call centers primarily with part-time and contract staff to handle general inquires. In line
with the company’s general emphasis on staff education, training programs will be con-
ducted on a regular basis. Finally, various support systems including automatic referrals and
voice response programs will also be installed to provide low cost but efficient services.

Product Development
As noted above, it seems highly likely that the next several years will be marked by a sub-
stantial flow of retail assets into the securities markets. Core to Daiwa’s efforts to capture a
major portion of these flows are the services offered by its CMP and the diversity of prod-
ucts offered such as investment trusts. Daiwa Asset Management, the Daiwa Securities
Group’s asset management arm, is one of the largest investment trust companies in Japan,
while Daiwa Securities’ CMP leads the industry in terms of its wide range of services.

CMP offers the facility to earn returns provided by MRF on readily-accessible funds. MRF
is a type of investment trust that provides enhanced returns as well as safety, while at the
same time allowing the holder immediate access to cash. For this reason this program is key



to attracting first time investors shifting funds from so-called safe-haven investments such
as bank deposits and postal savings.

During FY 2000 and FY 2001, around 106 trillion yen in postal savings deposits will
mature. These deposits were placed 10 years ago attracting rates of return varying between
5.0% and 6.3%, substantially above the near-zero rates available on such deposits today.
The Ministry of Posts and Telecommunications expects that around half of the maturing
amount will be reinvested in postal savings irrespective of the low interest rate available.
Nevertheless, approximately 50 trillion yen will likely be reinvested in alternative vehicles.
Of this outflow half is expected in FY 2000. Of this latter amount DIR expects that 14 tril-
lion yen should find its way into alternative vehicles such as securities markets.

In addition, the introduction of 401(k) style defined contribution pension plans is expected
in 2001. This should increase familiarity with securities markets among individuals partici-
pating in pension funds and help to increase the total customer base for the securities
industry. 

As mentioned before, DIR estimates that securities holdings in personal financial assets will
rise 80% between April 2000 and April 2003. However, over the same period investment
trust holdings should more than double to 73 trillion yen, while equity investment trusts
will show even greater growth. Daiwa Securities is positioning itself to take maximum
advantage of this trend with a broad range of investment trusts sourced mainly from the
group asset management companies, Daiwa Asset Management and Daiwa SB Investments,
but also from external asset management companies. Daiwa Securities offers an extremely
wide range of fixed income type investment trusts ranging from low-risk MMFs and MRFs,
as well as other products such as equity investment trusts offering the possibility of higher
returns.
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During FY 1998 and FY 1999, Daiwa Securities launched several flagship funds which
were well-received by the market. These include “Musashi” an active Japanese equity fund
and “0101” investing in the IT sector. Both have grown to more that 200 billion yen in
terms of funds under management. In future, alternative asset classes such as REITs (real
estate investment trusts) will be introduced as appropriate.

Compliance and Reputation Risk
Retail securities markets the world over raise substantial compliance issues due to the nature
of the market in dealing with price sensitive products such as stocks, bonds and investment
trusts. These issues are, of course, not specific either to Japan or to Daiwa Securities. In the
past, problems arising between investors were thought to be minimized by legislation
restricting the products that could be handled and by limiting price competition between
securities companies.

Unfortunately, this state of affairs in which competition on the basis of price and product
differentiation was impossible led to the industry competing on the basis of market share
alone. Such a situation was not conducive to the development of an active compliance
function, which remained underdeveloped in Japan compared with other securities mar-
kets.

Over the last several years Daiwa Securities has worked steadily on improving internal com-
pliance. This commitment has been dictated by a number of factors including the need to
deal with multiple new distribution channels and product lines in an age of liberalized secu-
rities markets. The company now has to contend with an increased threat of ethical viola-
tions occurring, a generally tighter legal framework, and the conviction that the greatest
threat to attempts to establish a strong brand image is the risk of damage to the company’s
reputation stemming from real or imagined ethical violations. Promoting an effective com-
pliance framework and high standard of ethical behavior among employees is a vital com-
ponent of competitive advantage in contemporary securities markets. A well established
compliance system will enable the company to differentiate itself from its competitors,
increase its corporate credibility, and help build the Daiwa brand name.

The potential for securities companies to sustain damage to their reputations has been mag-
nified by the advent of such modes of communication as the Internet. In the absence of
methods to control such risk, securities companies such as Daiwa Securities that are
attempting to promote and expand securities investment among the general public would
be hostages to fate. This is another reason why Daiwa Securities believes that establishing
an effective compliance system as well as a strict code of ethical conduct is crucial.

Daiwa Securities believes that compliance-related risks stem from three generic sources. The
first is intentional or unintentional misconduct by its own staff; the second is the potential
for clients to misunderstand the nature of the products sold to them, a problem which in
turn might be the result of insufficient explanation of the nature of the transaction by the
salesperson concerned; and the third is for systemic problems to arise, perhaps where inap-
propriate practices by one securities company tarnishes the reputation of all.



Daiwa Securities has responded to the first two potential threats by bolstering its efforts
geared to monitoring and education of its own staff and to make sure that customers are
provided with sufficient information concerning products to arrive at an informed opinion.
The third threat is inherently uncontrollable at the individual company level. However,
Daiwa Securities welcomes industry or administrative action in this area and, together with
promotion of its internal monitoring system, is committed to working constructively with
the appropriate bodies.

Monitoring and Education
As part of the move to establishing an appropriate compliance system Daiwa Securities
changed the functional reporting line for the general administration department of each
branch office in January 1998. Since then, this department, which has day-to-day responsi-
bility for compliance matters, reports functionally to the Compliance & Internal Audit
Control Department of the Head Office. This change in reporting line has increased the
independence of the compliance functions and also enhanced the monitoring within the
organization.
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In addition, full time compliance officers are now stationed at 23 branches around the
country with responsibility for the 124 branches of Daiwa Securities. These officers are
charged with investigating complaints by clients, resolution of disputes, staff education, and
such preventative functions as internal auditing. The head of the General Administration
Department retains responsibility for day-to-day compliance matters working closely with
the local compliance officer to preempt potential problems.

Daiwa Securities believes that the establishment of preemptive procedures, employee educa-
tion, and provision of adequate information and analysis to customers are the most impor-
tant functions of the Compliance & Internal Audit Control Department.

Compliance issues have been made an integral part of the corporate curriculum at many
levels, wherever possible drawing on internal case studies. A one page “crib-sheet” analyzing
compliance issues reported to the Compliance & Internal Audit Control Department
together with appropriate solutions are included in the Compliance Weekly magazine,
thereby highlighting potential problems and the appropriate countermeasures to all staff in
order to improve services. Regular seminars and study sessions are held at each branch with
support from the Head Office concerning such matters as new product introductions and
related compliance risks. In addition, Daiwa Securities has implemented an internal staff
assessment scheme to insure that only those employees qualified to give appropriate advice
are allowed to conduct sales activities for certain products. Other initiatives are undertaken
at the individual branch level in light of local circumstances.



Fiscal 1999
Millions of yen

Operating revenues 258,286

Commissions 240,898

Net gain on trading securities 13,162

Net gain on other commodities trading 5

Interest and dividend income 4,220

Operating expenses 151,426

Selling, general and administrative expenses 150,594

Commission and other expenses 30,984

Employees’ compensation and benefits 64,623

Real estate expenses 27,179

Data processing and office supplies 22,762

Depreciation expenses 1,720

Taxes other than income taxes 367

Others 2,957

Interest expenses 831

Operating income 106,859

Non-operating income 184

Non-operating expenses 206

Ordinary income 106,837

Extraordinary gains –

Extraordinary losses 17,484

Provision for multiemployers’ pension plan 15,220

Expenses for foundation 1,078

Expenses for reorganization of system 950

Provision for securities transaction liabilities 236

Income before income taxes 89,352

Income taxes 52,200

Income taxes-deferred -14,191

Net income 51,343

Unappropriated retained earnings-carryforward -7

Unappropriated retained earnings 51,336
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D A I W A  S E C U R I T I E S  C O .  L T D .  F I N A N C I A L  S T A T E M E N T S

1). Income Statement (apr 1, 1999 - mar 31, 2000)



2). Statement of appropriation of retained earnings 

Fiscal year 1999
millions of yen

Unappropriated retained earnings 51,336

Reversal of general reserve –

Total 51,336

Appropriations of retained earnings 13,547

Legal reserve 1,210

Cash dividends(*) 12,000

Bonuses to directors 99

Reserve for special depreciation 238

Unappropriated retained earnings carried forward 37,788

page
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(*) Cash dividend: 3,750,000 yen per share.



3). Balance Sheet (Assets)

As of March 31, 2000
Millions of yen

Current assets: 1,017,259

Cash and time deposits 279,799

Cash segregated as deposits related to securities transactions 1,787

Receivables 15,230

Trade date accrual 199

Advance payments on securities subscribed 510

Short-term loans 22,446

Accrued receivables 693

Accrued income 11,699

Trading assets: 9,924

Trading securities and others 9,885

Derivative valuation accounts 39

Receivables related to margin transactions: 308,210

Loans receivable from customers for margin transactions 308,011

Cash deposits as collateral for securities borrowed from

securities finance companies 198

Cash deposits as collateral for securities borrowed 19,703

Securities in custody 331,852

Short-term guarantee money deposited 6,809

Deferred income tax assets-current 7,307

Other current assets 1,653

Less: Allowance for doubtful accounts -568

Non-current assets: 68,955

Tangible fixed assets 4,334

Intangible fixed assets 1,898

Investments and others: 62,721

Long-term loans 5,000

Long-term guarantee deposits 48,954

Deferred income tax assets-non-current 6,884

Other investments 1,893

Less: Allowance for doubtful accounts -10

Total assets 1,086,214
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4). Balance Sheet (Liabilities)

As of March 31, 2000
Millions of yen

Current liabilities: 867,793

Short-term borrowings 268,000

Deposits received 88,258

Advance receipts on securities subscribed 725

Accounts payable 8,212

Trading liabilities: 205

Trading securities and others 0

Derivative valuation accounts 205

Payables related to margin transactions: 29,994

Loans from securities finance companies for margin transactions 24,747

Proceeds from securities sold for margin transactions 5,247

Short-term securities borrowed 32,687

Cash deposits received from customers 70,140

Securities deposited by customers as collateral 299,164

Accrued income taxes 52,073

Accrued bonuses 9,500

Other current liabilities 8,829

Non-current liabilities: 16,838

Accrued retirement benefits 1,618

Multiemployers’ pension plan 15,220

Statutory reserves: 236

Reserve for securities transaction liabilities 236

Total liabilities 884,868

Stockholders’ equity

Common stock 100,000

Legal reserve: 50,010

Additional paid-in capital 50,010

Retained earnings: 51,336

Unappropriated retained earnings 51,336

(Net income for the current year) 51,343

Total stockholders’ equity 201,346

Total liabilities and stockholders’ equity 1,086,214

page
59



Basis of financial statements for the fiscal year 1999

1) Valuation of specified trading account
Securities, assets and derivative transactions in specified transaction account are recorded
on a trade date basis at market value.

2) Valuation of non-trading securities and commodities other than securities
Unlisted securities and commodities other than securities are valued on a settlement date
basis at cost determined by the moving-average method.

3) Depreciation of tangible fixed assets
Depreciation is computed under the declining-balance method in accordance with the
Corporate Tax Law.

4) Accounting for certain lease transactions
Finance leases in which ownership is not transferred to a lessee are accounted for in the
same manner as operating leases.

5) Accounting for consumption taxes
Consumption taxes are separately recorded.

6) Accounting policies for various provisions
a) Provision for doubtful accounts

Allowance is provided, based on the specific assessment and the historical deteriora-
tion rate stipulated by the Corporate Tax Law.

b) Accrued employees’ bonuses
Expected employees’ bonuses are accrued, based on the company regulations.

c) Accrued retirement benefits
Retirement benefits for employees and directors are accrued based on the company
regulations.

d) Multiemployers’ pension plan 
Daiwa Securities is a member of a multiemployers’ pension plan that is an industry-
wide multiemployer contributory welfare pension plan administered by the Securities
Companies’ Welfare Pension Fund. The funded pension plan has faced the problems
arising from the decreasing members and continuing low interest rates.  The com-
pany’s liability is calculated, based on the difference between its projected benefit obli-
gation and the fair value of its plan assets.
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Notes to income statement

1) Commission and other expenses
The Board of Directors of Daiwa Securities approved on January 11, 2000 that the com-
pany came into agreement to pay royalty on “trademark” to Daiwa Securities Group Inc.
Royalty on trademark of 12,914 million yen covering the period from April 26, 1999 to
the end of this fiscal year is recorded in “commission and other expenses”.

2) Expenses for foundation
Expenses for foundation are posted as an extraordinary loss as the company charges
development costs and new share issue costs on its commencing operations in a lump-
sum.

3) Expenses for reorganization of systems
Expenses for reorganization of systems are posted as an extraordinary loss as the costs of
replacing a part of obsolete systems.

Notes to balance sheet

1) Accumulated depreciation of tangible fixed assets 1,263 million yen

2) Intangible fixed assets
Software included in “Other investments” until the previous year is reclassified as
“Intangible fixed assets” in accordance with amendment (Ministry of Finance,
Ministerial Order number 135, 1998) of “Regulation on Terminology, Forms, and
Preparation Methods of Financial Statements”Ministry of Finance, Ministerial Order
No. 59, 1963).


