Results and Issues/Targets

Management

Issues and targets for FY 2003 (the symbol  indicates results for Relative achievement | Page(s)
which neither issues nor targets had been listed) of targets in report

Move to a "committee system." pp.20-21

Perform results evaluation in accordance with new medium-term management plan. O p.18
Corporate Governance

Establish a Corporate Governance Principle (FY 2004 target). — p.21

Prepare Group-wide risk assessment, control and monitoring systems. O p.19

ePerform survey with questionnaire on "Corporate Ethics Hotline." = p-25

Entire Group

Provide systematic compliance training. O p.23
. » Perform internal process-check inspections. O pp.22-23
Daiwa Securities
Prepare compliance manual. O p.23
Establish voluntary action standards. X p.22
Compliance Systemize compliance training. @) p.24
Review examination items and frequency based on periodic self-assessments in each office. @) p.24
Daiwa Securities
SMBC
Establish a Disclosure Policy to provide standards and methods for information disclosure. O p-26
Information Disclosure
Enhance information on and improve user-friendliness of IR website. O p.27
Support economic/financial education for young people (elementary school through high school students). O pp.12-13
Core Business Support socially responsible investing. O pp.08-11
Hold third customer satisfaction survey. O p.31
. . *Give customer questionnaire to approximately 410,000 customers of Daiwa Securities. - p.31
Customer Satisfaction
Consider degree of customer satisfaction in assessments of retail branches and employees. X p.31
Raise average employment rate of persons with disabilities at nine companies to 1.8%. O p.34
Promote women to managerial positions. O p-33
Make 20% of Deputy General Managers graduates of Daiwa Leadership Program. AN p.35
Daiwa People Enrich programs designed for enhancing ability of consulting and asset management. O p.35
Reform personnel compensation ("compensation system based on work classification,"
"more graduated salary levels," "senior work system," etc.), greatly expand intra-Group O pp.32-33
job postings and develop multi-directional evaluation system.
Prepare to move to a "committee system" and study Nominating Committee operations system and director selection standards. A pp.20-21
eCorporate citizen activities with emphasis on ties to community. — p.36
Philanthropy and Community Involvement ~ Support economics/investment education more actively. @) pp.12-15
Provide more volunteer opportunities to interested employees. O p.37
*Begin including "Dr. Sustaina's Environmental Course" (with environmental awareness raising content) in internal publication. - p-39
Establish a basic green purchasing policy and develop green purchasing. X pp.40-41
Working for the Environment Introduce an Environmental Management System, study setting up a department of environmental management. X pp.40-41
FY 2004 greenhouse gas reduction targets: Daiwa Securities Headquarters Building 2.0%; O pp.38-41
Eitai Daiya Building 0.1% and Daiwa Eitai Building 1.9%. ’
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*Dates are provided for items already performed as of August 2004.

Issues and targets for FY 2004 and beyond Learning the issues and setting targets

The Daiwa Securities Group pursues numerous activi-
ties for the sustained development of society and the
Establish a Corporate Governance Principle. Group itself. We also believe that disclosing the
Further enhance internal control system. Group's issues and targets for these activities is an
important part of fulfilling our responsibility to explain
ourselves to stakeholders.

In its core business as a securities firm, the

Establish highly persuasive evaluation standards in keeping with Group strategy.

Raise level of internal understanding of Corporate Ethics Hotline and periodically survey for awareness.
Examine establishment of "voluntary action standards."

"More thorough legal compliance and elimination of improper conduct," "achieve higher level of investor protection." Group has focused its initiatives on creating

Established "Compliance Officers" (April 2004). society-friendly money flows (particularly through SRI)
. . . and on economic and investment education for
Create "Work Manual for Internal Administration Supervisor." .
young people in order to promote the healthy growth
of Japan's economy. Improving customer satisfaction
Strengthen compliance training and online training in departmental units. has become the core of our corporate branding initia-
Revise "Handbook for Legal Compliance." tives and the Group has made greater efforts than ev-
er to use customer input in its products and services.

This input came from comments made to our Cus-
"Strengthen functions of internal administration supervisors and internal administrators," "enhance training," tomer Support Hotline and results of our customer
"enhance intra-departmental inspections" and "prepare environment to assure thorough legal compliance."

Re-examine from perspective of cross-Group voluntary action standards.

Establish an electronic bulletin board for internal administration supervisors.

satisfaction surveys. We have also implemented two
Create a booklet of Compliance Newsletters. reforms in our personnel system, introducing a com-
pensation system based on work classification and
more graduated salary levels.

In FY 2004 it is the Daiwa Securities Group's
goal to create even greater customer satisfaction
Established Daiwa SRI Fund (May 2004) and held Daiwa SRI Investor Seminar (June 2004). through improvements to our management and serv-
ice systems and to enhance management speed,
transparency and accountability by our conversion to

a committee system, thus building trust with not just
"Checking basic actions:" Be thorough in basic actions and fundamental services. customers but with society as a whole. Further, we

Increase percentage of ownership by individual shareholders.

Actively pursue two-way communication with stakeholders.

Partnership with Waseda Graduate School of Finance, Accounting and Law (April 2004).

Continuous effort for "post-sales follow up:" Increase frequency of customer contact, learn customer needs and improve quality of suggestions for customers.

Pursue "understandability as seen from the customer's point of view:" Use simpler language in documents, forms, etc. intended for customers. seek to build an environmental management system
Increase customer satisfaction by improving sales and service systems. such as we were unable to achieve in FY 2003 and
are examining such measures as implementation of
an environmental management system whose signifi-
Improve "evaluator training" to raise persuasiveness of evaluations. cance is more readily understandable to employees.

Aim for 20% enrollment in Daiwa Leadership Program from Group overall.

Aim to stabilize employment of persons with disabilities, review nature of work and make workplace environment improvements.

Enhance personnel system with goal of fostering professional human resources.

Partner with parties subsidized by foundations and perform corporate citizenship activities closely tied to the community through branch offices.

Promote understanding of volunteerism among Group employees with social welfare experiences.

Strengthen environmental communication with goal of raising Group employee environmental awareness.

Study effectiveness of implementing ISO 14001, taking into account characteristics of business area.

Achieve greenhouse gas (CO: equivalent) reduction target (1.9% less than FY 2001) in Daiwa Eitai Building.
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Management

1
Compensation of Outside Di-
rectors is a set amount and not
linked to business performance.

. 1 8 DAIWA SUSTAINABILITY REPORT 2004

Corporate Governance

The Daiwa Securities Group in FY 2003 established performance evaluation standards following its
medium-term management plan, and set up systems to link executive compensation with results meas-
ured in terms of financial results, work processes, business environment and stakeholder concerns. In
June 2004 the Group made the change to a committee system in order to increase management transpar-

ency and mobility.

Preparation of Group company performance evaluation
standards linked to the Group's medium-term management plan

The first and foremost concern of corporate gover-
nance is to create systems where one's words match
one's actions and to achieve highly transparent and
mobile management systems. In FY 2003, the Daiwa
Securities Group prepared performance evaluation
standards in each Group company, as based on the
Group's medium-term management plan (FY 2003 -
FY 2005).

Performance evaluation standards look not only
at financial results but also at work processes, relative
competitiveness of the Group, compliance and the
perspective of an important set of stakeholders, our
customers. For example, evaluations reflect client as-
sets under custody and results of customer satisfac-
tion surveys in order to make an assessment from the

- Stakeholders _ Measuring standard

Financial
perspective Shareholders

Assets received for holding

Investment bank business ranking

Customers
Process
perspective
Employees  Productivity
- Stability
- Compliance system
Relative
evaluation

] Customer satisfaction

customer's point of view.

The Daiwa Securities Group intends to be flexi-
ble in setting highly persuasive evaluation standards
in keeping with Group strategy.

Preparation of executive compensation
framework

The Daiwa Securities Group determines the monthly
salaries and its bonus funds (a combined total for
each Group company) to pay each Group company's
Directors' and Corporate Executive Officers (and Ex-
ecutive Officers) based on performance evaluation
standards of each Group company. Moreover, the
monthly salaries and bonuses that individual Direc-
tors and Corporate Executive Officers actually receive
goes up and down depending on their individual eval-
uations at Group companies.

Ordinary income

ROE (return on equity)

Increase of customer assets held at Daiwa Securities

League table (bonds, equities, new offerings, mergers and acquisitions, etc.)
Individual customer satisfaction survey results, customer retention rate
Securities popularity ranking, corporate brand score

Productivity per employee

Fixed cost cover ratio

Qualitative judgement

Evaluation of aspects of market environment and competitive environment



Abolishment of Retirement Gratuities System
for Retiring Directors (Daiwa Securities Group Inc.)

The Board of Directors in May 2004 resolved to abol-
ish the Retirement Gratuities System for Retiring Di-
rectors at Daiwa Securities Group Inc. Therefore, be-
ginning in July 2004, executive compensation is
adjusted for each year of service based on annual
performance, thus creating an executive compensa-
tion framework that is more transparent and closely
linked to performance.

Requirement to take part of executive compensation
in company shares

Since July 2003, Directors and Corporate Executive
Officers (and Executive Officers) of eight major Group
companies have been required to accept approxi-
mately 10% of their monthly salaries in Daiwa Securi-
ties Group Inc. stock.? This is meant to tie executives'
interests to those of shareholders and increase exec-
utives' long-term incentive to maximize share price as
shareholders. Further, as a way of increasing motiva-
tion for improving consolidated performance, the Ex-
ecutive Committee determined in August 2004 to is-
sue stock options.

Preparing Group-wide risk assessment,
control and monitoring systems

An Internal Audit Department, under the direct super-
vision of the CEO, has been established at Daiwa Se-
curities Group Inc. The Internal Audit Department has
authority over the preparation of Daiwa Securities
Group Inc.'s internal control systems and internal au-
dits. It has the additional objectives of preparing in-
ternal control and improving internal audit systems
Group-wide by working with corporate planning de-
partments and internal audit departments of Group
companies in Japan and abroad.

In April 2003, the Group established the "Internal
Audit Rule" to clarify basic internal auditing matters
and assure that auditing proceeds smoothly and effi-
ciently. Additionally, the Internal Control Committee,
headed up by the CEO, was established in July 2003
as a subcommittee of the Management Committee (it
is currently a subcommittee of the Executive Com-
mittee). The Internal Control Committee deliberates
and makes decisions on matters relating to internal
control and preparation of risk control and internal
auditing systems in the Daiwa Securities Group.
Meeting as a rule every three months, the Internal

Control Committee works to improve internal control
systems.

Through this series of steps, the Daiwa Securi-
ties Group is further enhancing its internal control
systems in terms of work effectiveness and efficiency,
financial reporting reliability and compliance with laws
and regulations.

2

Specifically, a corresponding
portion of monthly salaries is
deposited as company stock
purchasing funds in the Execu-
tive Shareholding Association.

Total compensation paid to Daiwa Securities Group Inc. Directors and Corporate Auditors (FY 2003)

Monthly salaries Bonuses Retirement gratuities
Recipients  Amount paidinyear ~ Recipients ~ Amount paid Recipients Amount paid
Directors 9 245,050,730 yen 0 0yen 2| 41,499,200 yen
Corporate 4 60,000,000 yen ;

*Recipients of monthly salaries include two Directors who retired in midterm.
*For employee-Directors, no salary is paid for the employee portion.

*Bonus payments were based on profit distribution as determined at the ordinary general meeting of
shareholders in June 2003. Bonuses are not paid to Corporate Auditors regardless of results.

E Auditors

T ——

Internal Control Committee

Approval of

Reporting audit plan

:
:
:
! Inspection
:
:
:

' Group company

Internal Audit Department, Daiwa Securities Group Inc.

INSPECtON e e oo e e Inspection
Internal audit system
verification interviews
Group company Internal auditing departments of Group companies Daiwa Securities
(without internal Group Inc.
audit department) Departments

Departments and branches

(with internal audit department)

- 0 0yen E

Audit Committee

Reporting

DAIWA SUSTAINABILITY REPORT 2004 1 9 .



Management

3

A company based on a commit-
tee system:

A company whose articles of in-
corporation, in keeping with the
Audit Special Exceptions Law,
stipulate that the company es-
tablish three committees (Nomi-
nating, Audit and Compensa-
tion) of which a majority of
members are Outside Directors
and also establish Corporate
Executive Officers to perform
company work functions.

Corporate governance organization

Corporate Governance

Transition to a "committee system"

The June 23, 2004 general meeting of shareholders of
Daiwa Securities Group Inc. featured a vote to revise
the articles of incorporation and transition to a com-
pany based on a committee system.?

The Daiwa Securities Group changed to a pure
holding company system in April 1999 and since then
has worked to build a governance system character-
ized by high transparency and mobility. By adopting a
committee system, the Group seeks to separate the
directorship and executive functions, reinforce the di-
rectorship function of the Board of Directors and
speed up the decision-making process for executing
work.

The number of Outside Directors has risen from
two to four, and Nominating, Audit and Compensation
Committees have been established to strengthen the
directorship function. To coincide with these changes,
the Group has eliminated the position of Corporate
Auditor. Further, the Group has transferred broad au-
thorities from the Board of Directors to the Executive
Officers, a change expected to increase mobility dur-
ing decision-making. Also, we are working to make
Group management more thoroughgoing with the ap-
pointment of Corporate Executive Officers who also
serve as top management at Group companies.

Nominating Committee?, five members (including three Outside Directors)

. Proposes selections and dismissals of Directors
General meeting of shareholders P

Audit Committee’, three members (including two Outside Directors)
Audits execution of duties by Directors and Corporate Executive Officers

Board of Directors, 13 members (including four Outside Directors')
Basic management policy

Compensation Committee’, five members (including three Outside Directors)
Sets policies on Director and Corporate Executive Officer compensation, content of individuals' compensation

Internal Control Committee
Performs internal control and prepares risk control and internal audit systems

Executive Committee, 16 members
Group-wide business strategy and management issues,
important financial matters

Disclosure Committee :
Monitors key information and determines what to disclose '

Group IT Strategy Committee

Representative Corporate Executive Officer Writes original IT investment budget, evaluates and monitors IT investment

1 Outside Directors 2 Nominating Committee 3 Audit Committee 4 Compensation Committee

Tetsuro Kawakami Yoshinari Hara (Committee Chair) Kenji Hayashibe (Committee Chair) Yoshinari Hara (Committee Chair)

Counsel of Sumitomo Electric Industries, Ltd.  chairman of the Board and Corporate Executive Officer, Director, Daiwa Securities Group Inc. Shigeharu Suzuki
. Daiwa Securities Group Inc.

Ryuji Yasuda Shigeharu Suzuki

Chaired Visiting Professor, Direct d President (CEQ), Daiwa Securities G |

Hitotsubashi University Graduate School Irector and President (CEQ), Daiwa Securities TOUp I ] )
(internal) (internal) (internal)

Keisuke Kitajima . . - .

Attorney : Tetsuro Kawakami iesienal Keisuke Kitajima ~ (external) Tetsuro Kawakami  (exteral)

Ryuji Yasuda Koichi Uno Ryuji Yasuda
Koichi Uno Keisuke Kitajima Koichi Uno

Certified Public Accountant
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Appointing of Nominating, Audit and
Compensation Committees

As the Group made the change to a committee sys-
tem, in June 2004 it established a Nominating Com-
mittee, Audit Committee and Compensation Commit-
tee as internal organizations of the Board of Directors.
* Nominating Committee

The Nominating Committee mainly determines the
content of proposals to appoint and dismiss Direc-
tors, submitted to the general meeting of sharehold-
ers for their approval.

* Audit Committee

The Audit Committee performs such functions as au-
diting the execution of duties by Directors and Corpo-
rate Executive Officers, determining the content of
proposals to appoint, dismiss, etc. accounting audi-
tors (submitted to the general meeting of sharehold-
ers for their approval), demanding a stop to any im-
proper conduct by Corporate Executive Officers,
auditing accounts and writing accounting reports. Ad-
ditionally, the committee works with internal audit de-
partments and other offices as needed to carry out its
duties.

* Compensation Committee

The Compensation Committee sets policies for deter-
mining the compensation of individual Directors and
Corporate Executive Officers and determines com-
pensation content for each individual.

Transfer of authority from Board of Directors
to Executive Officers

As the Group has changed to a committee system, it
has transferred broad authorities from the Board of

Directors to the Corporate Executive Officers.

* Board of Directors

Chaired by the Chairman of the Board, it consists of
13 Directors. It sets basic management policy, rules
on matters essential to executing the duties of the
Audit Committee and on such matters as the separa-
tion of Corporate Executive Officer duties and com-
mand relationships, and mainly directs management
through three committees.

« Executive Committee

Composed of all 16 Corporate Executive Officers, it
deliberates and rules on cross-Group business strat-
egy and management issues and on important finan-
cial matters. The transfer of authority from the Board
of Directors means that Corporate Executive Officers
make work decisions individually or as a committee,
an arrangement which is expected to accelerate

decision-making. Daiwa Securities Group Inc. seeks
to entrust Corporate Executive Officers with as much
executive decision-making authority as possible.

| Preparation of executive system

Coinciding with the establishment of the Disclosure
Policy* in March 2004, the Daiwa Securities Group
Inc. has appointed a new Disclosure Committee. With
its change to a committee system, the Group has
prepared its executive system by re-organizing the In-
ternal Control Committee, Group IT Strategic Meeting
and Disclosure Committee as subcommittees of the
Executive Committee.

* Internal Control Committee

Deliberates and rules on the arrangement of internal
control and of risk control and internal audit systems
for the work of the Group.

* Disclosure Committee

Monitors important information, determines what in-
formation to disclose and so on to assure disclosure
that is fair, timely and appropriate.

* Group IT Strategy Committee

Proposes the IT investment budget, appoints system
personnel as appropriate, reorganizes Group system
departments, evaluates and monitors IT investment
implementation at Group companies, deliberates is-
sues concerning cross-Group system development,
and so on.

Establishment of Corporate
Governance Principle

The Daiwa Securities Group is working to establish its
Corporate Governance Principle in order to state its
stance on corporate governance to the outside world
and to make this stance better known among its em-
ployees. Preparation continues today with a goal of
establishing the principle in FY 2004.

4
For details, see Information Dis-
closure on page 26.
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Management

Compliance

Daiwa Securities is raising the ratio of internally detected cases of improper conduct in sales and improv-
ing the effectiveness of internal restraints. Daiwa Securities SMBC is systemizing its compliance training.
And the Corporate Ethics Hotline, the cross-Group system for internal reporting, is expected to have a
self-purifying effect and has brought issues to light regarding effective use of such systems.

"Think for yourself, act for yourself"
compliance initiatives

Having enshrined "Total compliance" in its
Corporate Principles', the Daiwa Securities
Group is developing a systematic organiza-
tion that sets internal rules to assure thor-
ough legal compliance, provides awareness-
raising activities and leadership to employees
and monitors employee work. For this organ-
ization to function effectively, the Group
strives to firmly implant a consciousness in
employees that "compliance is the wellspring
of a business's income, and even one legal
violation will damage the corporate brand
and lead directly to a decline in income." For
that reason, we believe it essential to create
a culture of "think for yourself, act for your-
self" compliance, in which each employee
aims for compliance in his or her day to day
work.

1 For details, see CSR-Based Management at the
Daiwa Securities Group on page 05.

Total compliance

No one can deny the possibility that persons
with anti-social intentions could lurk behind
an everyday business transaction. The lesson
learned from a 1997 incident in which the
Daiwa Securities Group made a payment to a
corporate racketeer has not faded, and
therefore the Group is working to stamp out
anti-social influences. This can be difficult,
since such interests usually try to appear as
ordinary business partners. Group depart-
ments and branch offices have a system in
which internal administration supervisors or
internal administrators check the background
of new business partners, and if unable to
make a satisfactory decision, these officers
consult with the Compliance Department.
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In January 2004, the Group declared in
its Daiwa Securities General Business Agree-
ment that it would dissolve any contract
signed with customers found to be involved
with criminal groups, corporate racketeering,
and so on.

| Cross-Group initiatives

The Corporate Ethics Department at Daiwa
Securities Group Inc. holds monthly Corpo-
rate Ethics Promotion Liaison Meetings with
ethics officers from Group companies so that
we can come to a common understanding of
corporate ethics Group-wide, for example re-
garding the effort to eliminate anti-social in-
fluences. During these liaison meetings, par-
ticipants study materials for information
gathering and training and otherwise make a
cross-Group effort to advance ethics.

| Voluntary action standards

The Daiwa Securities Group has "the Code of
Ethics" and "the Code of Conduct and Eth-
ics," both established in 1998. Because both
rules expressly forbid certain actions, the
Group felt it would be better to change to
rules emphasizing voluntary conduct. The
Group has now begun examining whether to
adopt "voluntary action standards," a set of
promises conceived based on an ideal of
conduct. Daiwa Securities had set "Establish
voluntary action standards" as a goal for FY
20083, but it now plans to re-examine the is-
sue with the aim of achieving voluntary ac-
tion standards for the whole Group, not just
individual companies.

Daiwa Securities

Penetration of compliance consciousness

Following the principle of "think for yourself,
act for yourself," Daiwa Securities branch of-
fices hold Compliance Meetings once a
month to discuss specific themes of their
own choosing. Also, the Compliance Depart-
ment continues to issue the "Compliance
Letter" for employees, but in FY 2003 it be-
gan also to publish "Compliance One-Point
Lesson" and "Compliance Weekly." Through
dissemination of information and through
training (described below), Daiwa Securities
has worked continuously to raise compliance
awareness and improve the internal restraint
and monitoring functions. This has resulted,
for example, in more frequent internal detec-
tion of improper conduct? in sales activity. In-
ternal detection, which stood at 26% in FY
2001, rose to 50% in FY 2002 and 73% in FY
2003. For the future, Daiwa Securities hopes
to step up internal restraints to eliminate the
occurrence of improper conduct in the first
place.

Moreover, Daiwa Securities began an-
nouncing to Directors and employees
"Sanction and Penalty Guidelines" and
"Content of Sanctions Imposed" in October
20083.

2 Improper conduct might include making trans-
actions without a customer's consent, failing
to sufficiently confirm the content of transac-
tions, erroneous solicitation, administrative
negligence, or other acts. At Daiwa Securi-
ties, approximately 70% of cases of improper
conduct fell under the categories of "failure to
provide prospectuses" and "sales staff use of
sales materials not internally approved" (FY
2003).



| Thoroughgoing compliance training

| Preparation of manuals

One of Daiwa Securities' chief goals for FY
2003 was to "provide systematic compliance
training." The company had already been of-
fering level-specific group training for staff
members from new hires to Directors as well
as intranet-based online learning and training
by company satellite broadcasts, but in FY
2003 for the first time we also gave
"extended training sessions for internal
administration supervisors" two times,
"compliance inspection training" four times
and "trainings for mid-career sales people"
five times. All together, group trainings took
place 45 times in FY 2003 with about 3,400
trainees participating.

| Stepping up internal administration system

Since FY 2002, in a program known as the
Compliance Caravan, staff members from
the Compliance Department have visited
branch offices and given onsite instruction as
based on the branch office's internal admin-
istration report. In FY 20083, staff members
visited about 40 offices, chiefly focusing on
legal compliance systems and verifying that
the offices were working to build customer
trust. For example, members checked to
make sure offices were providing customers
with prospectuses in proper manner.

As a way of bolstering internal adminis-

Daiwa Securities is preparing the compliance
manuals needed as tools to help knowledge
of laws and rules penetrate the workplace.
An "Advertising Inspection Manual," for ex-
ample, was distributed in June 2003 as a
handbook for internal administration supervi-
sors inspecting advertising and sales promo-
tion materials created by branch offices.
Work has also begun on a "Work Manual for
Internal Administration Supervisors," which is
to be completed during FY 2004.

Daiwa Securities compliance system

Branch offices
Compliance Meetings

Internal administration
SUPErvisors

Leadership, direction

Report (held once a month to discuss themes of their choosing)

Auditing, monitoring

Making rounds,

| FY 2004 goals

In FY 2004, Daiwa Securities seeks to be No.
1 in quality as seen from the customer's
point of view by pursuing these goals: "more
thorough legal compliance and elimination of
improper conduct," "achieve higher level of
investor protection" and "enhance internal
administration system."

Daiwa

Securities

Sales Line
staff manager

Leadership, direction

Sales supervisors
(department and branch managers)

) ) Leadership,
tration systems, five "Deputy Compliance being stationed direction
Supervisors" handling different geographic
areas were appointed in July 2003 to serve Tra"}i(;]rgair:j(ijti?]léppon Gompliance Officers
under the Director for compliance. On top of monitoring’ (Appointed April 1, 2004)
this, in April 2004 Daiwa Securities appointed Leadership, direction
"Compliance Officers" to all 27 branch offi- Affiliation Training and support for

leadership and direction

ces operating as "mother branches" for the (@@mpliance Caravan)

123 branch offices nationwide. Compliance
Officers belong to the Compliance Depart-
ment and provide leadership and direction to
internal administration supervisors and sales
supervisors belonging to each branch office .

Daiwa Securities runs a customer inter-

Leadership and training

Compliance Department Area/Group Sales Department Deputy Officer

view system in which supervisors such as
branch managers interview customers direct-
ly to check up on transactions. In FY 2003,
supervisors interviewed an average of about
2,000 customers every month.

Deputy Legal Compliance Officer Area/Group Department Officer

Partnership

Legal Compliance Officer Sales Department Oversight Officer
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Management

Daiwa Securities SMBG

| Providing systematic compliance training

Training has a critical role to play in helping
compliance awareness penetrate. Through
FY 2002, Daiwa Securities SMBC had given
compliance training to compliance supervi-
sors (internal administration supervisors), line
managers (who supervise individual depart-
ments), and new hires, including those com-
ing in from other Daiwa Securities Group
companies or Sumitomo Mitsui Banking Cor-
poration. In FY 2003, however, the range of
persons subject to compliance training ex-
panded greatly. Group trainings for newly ap-
pointed Directors and general managers and
for persons newly promoted were added,
and Daiwa Securities SMBC also began on-
line trainings for all workers. Starting in
March 2004, all employees are obligated to
take a program of courses on these themes:

Daiwa Securities SMBC compliance system

Legal & Compliance Department

Transaction Inspecting

Section Planning Section

Compliance leadership

Pre-consulting
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Compliance

Daiwa Securities
Board of Directors - Corporate Auditors S M B C
Auditing
Management Committee =~ Legal Auditing Committee ]‘Bfgd':;gﬁesiden‘(Members)
(Chall’) 3E§:§?;anmenrs officers, etc.
’ 5 h
Subcommittee President %A?tg:‘r]\reay‘: et i

Reporting major events
Internal administration/oversight supervisors
Reporting of duty performance
Chief Compliance Officer

General Manager of Legal & Compliance Department

Legal and
Compliance Section and 2

Reporting
Pre-consulting
Department/ Instructions
Branch Sales supervisors, internal administration supervisors
General managers, internal administrators
Intra-departmental inspection  Content check

Performers of sales and work

"Restrictions on insider trading," "Rules on
sale of stock by directors and employees,"
"Responding to complaints" and "Case stud-
ies of administrative disposition (forbidden
conduct)." After each course, participants
must score at least 70% on a test in order to
pass, and must repeat the course until they
get a passing grade.

In addition to these level-specific
trainings, Daiwa Securities SMBC gave
department-specific and theme-specific
trainings tailored to the work performed.
Training for newly appointed Directors is
partially designed for the individual based on
career experience.

Raising of legal compliance awareness and
understanding

The "Compliance Newsletter," which the Le-
gal & Compliance Department began issuing
in 1999, released its 100th edition in June
2004. The newsletter includes case studies,
opinions of the Legal & Compliance Depart-

Legal & Compliance Department

Reporting major events

Overseas Legal and

Auditing Section 1
Compliance Section

Monitoring  Internal auditing

ment and outside attorneys and explanations
of legal changes and new laws, among other
information. The Legal & Compliance Depart-
ment also gets numerous inquiries, and it
provides legal counseling with department
attorneys as needed.

| Stepping up internal control

The affiliation of each office's internal admin-
istration supervisors, who are so pivotal to
internal control, was changed in FY 2003
from that office alone to both the office and
the Legal & Compliance Department, which
reinforces the internal control function. Each
office and the Legal & Compliance Depart-
ment conduct evaluations of internal admin-
istration supervisors with a respective weight
of 6:4.

Once a year, internal administration su-
pervisors identify latent risks in the offices
they supervise, and a self-assessment tool
for evaluating risk mitigation measures has
become part of the routine. Based on these
risk evaluations, intra-departmental check
procedures are improved, such as by estab-
lishing specific inspection items and inspec-
tion frequencies appropriate to risks.

In addition very strict information control
is put into effect, for example by building in-
formation barriers within and between de-
partments. Starting in FY 2004, information
control system operating status is included
among intra-departmental inspection items.
The Legal & Compliance Department per-
forms internal audits to verify the validity of
intra-departmental inspections in each office.

Prevention of unfair trades by Directors
and employees

To assure that Directors and employees do
not make unfair securities transactions, Di-
rectors and employees, their spouses and
dependents are required to report to the
company if they open an account with a se-
curities company, and they are also subject
to requests for information. In the past, when
one of these persons actually made a securi-
ties transaction, the approving party was dif-
ferent for each department, with the rules re-
quiring that the person making the



transaction get the permission of either the
general manager of the Legal & Compliance
Department or the general manager of the
department of affiliation. An internal rule
change of January 2004, however, now
makes the control system stricter, requiring
the approval of the General Manager of the
Legal & Compliance Department in
all cases.?

w

Members of the Investment Banking Division
have all been required to get the approval of the
General Manager of the Legal & Compliance De-
partment since FY 2002.

| FY 2004 goals

In FY 2004 Daiwa Securities SMBC is work-
ing on its goals to "strengthen functions of
internal administration supervisors and inter-
nal administrators," "enhance training,"
"enhance intra-departmental inspections"”
and "prepare environment to assure thor-
ough legal compliance." The company plans
to establish an electronic bulletin board for

internal administration supervisors, strength-
en compliance training and online training in
departmental units, revise the Handbook for
Legal Compliance (a compliance manual)
and put out a booklet of the Compliance
Newsletters issued up to now. The company
considers information leaks to be a serious
issue.

Reports to Corporate Ethics Hotline

The Corporate Ethics Hotline, an internal re-
porting system established in January 2003,

Total reports taken in FY 2003: 9

Report content

Notices were sent from the Personnel Department to
general managers cautioning them to manage over-
time and in particular prohibiting unpaid overtime.

There is too much
unpaid overtime work.

'

'

'

'
' '
' '
' '
' '
' '
' '
' '
' '
' '
' '
' '
] Notices were sent from the Corporate Community !

Affairs Department to line managers stating that

' '
' L;YSrs1tfeO;rcggt}3i5::°rm employees are free to choose whether or not to 1
! participate in volunteer activities on days off and |
' that neither tangible nor intangible force shall be
' '
' '
' '
' '
' '
' '
' '
' '
' '
' '
' '
' '
' '

used to make them participate.

on a day off.

Acertain employee is | The issue was studied, but no case of appropria-
appropriating supplies. | tion was confirmed.

Report was anonymous, so no individual response
I've been subjected to | could be made. A letter in the name of the Corpo-
sexual harassment. rate Ethics Officer encouraging personnel to be
careful of this situation was posted on the intranet.

took nine reports in FY 2003. Among other
topics, the reports concerned service over-
time work, a worker's feelings about volun-
teer activities on days off, and appropriation
of company supplies for personal use. When
reporters provide their names, the Group
contacts the reporter to tell him or her about
the response taken, and cases that are
deemed good candidates for inspiring the
rest of the Group to take more care are post-
ed on the intranet. To make the hotline better
known in the Group, the slogan "Your cour-
age saves the company!" has been printed in
. 1 internal newsletters.
Hereafter, the Group
plans to include exam-
ples of hotline contacts
in our internal newslet-
ters to show employ-
ees how effective the
hotline is for solving
problems.

Internal announcement of
Corporate Ethics Hotline

Corporate Ethics Hotline Employee
Awareness Survey

In February 2004 the Corporate Ethics De-
partment gave a "Corporate Ethics Hotline
Questionnaire" to approximately 12,000 em-
ployees, of whom about 6,000 responded.
The responses indicated that an aware-
ness of the system had begun to penetrate,
with 70% saying that they knew about the in-
ternal reporting system, 76% saying that
they would report conduct that should be re-
ported when they saw it and 80% saying that
the system is effective for making the organi-
zation's self-purifying function work. At the
same time, the responses indicated that sys-

tem operations are still not well understood,
with 79% saying they had never seen the
hotline page, 55% saying that they did not
know that the outside attorneys who take re-
ports that include the reporter's name pro-
tect the anonymity of the reporter and 53%
saying they did not think that the reporter
and his/her anonymity would be protected.
To make the system work more effectively,
the Group will endeavor to increase recogni-
tion of the fact that the system adequately
protects the reporter and his/her anonymity,
and we will strive to respond more immedi-
ately to reports.

Daiwa Securities Group will continue to
perform this survey periodically in the future.

Results of Corporate Ethics Hotline Employee Awareness Survey

1. Did you know about the Daiwa Securities Group internal reporting system?
Yes 70% No

2. Have you ever seen the Corporate Ethics Hotline page?

Yes No 79%

3. If you discovered conduct that should be reported to the hotline, would you report it?
Yes 76% No

4. If you were to file a report, how would you do so?

By email or similar 63% By postal mail or similar
5. If you were to file a report, would you give your name or remain anonymous?

[ROIERATETE W | would remain anonymous. 65%

6. Did you know that even if a reporter gives his/her name with the report to
an attorney, the attorney will not tell the name of the reporter to the
Daiwa Securities Group?

Yes No 55%
7. Do you think this system protects the reporter and his/her anonymity?
Yes No 53%
8. Do you think the system deals with reported incidents appropriately?
Yes 64% No

9. Do you think that this system is effective for helping the organization's
self-purification function to work?

Yes 80% No

My opinion of Daiwa Securities Group initiatives

Deputy General Manager, Head Office Sales Department, Daiwa Securities
Kensuke Yano

Compliance awareness has certainly improved in the compa-
ny these last few years. The rules have gotten stricter and
there is a stronger awareness of legal compliance, but this is
just a matter of course. At the same time, our initiatives have
to be understandable as well as highly convincing to the cus-
tomer. The practice of "think for yourself, act for yourself" is
critical to make sure our compliance rules are meaningful in

more than name only.
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Management

1
Similar regulations, etc. have
been established at major sub-
sidiaries to unify information
disclosure policies for the
Group as a whole.

2

Members of the Disclosure
Committee are the Corporate
Executive Officer overseeing the
IR Office (this officer chairs the
committee), the Chief Financial
Officer, the Corporate Executive
Officer for planning, the Corpo-
rate Executive Officer for legal
affairs, the Corporate Executive
Officer overseeing the Public
Relations Department, and the
Corporate Executive Officer
with jurisdiction over corporate
ethics and CSR Promotion
Department.

3
For details, see Corporate Gov-
ernance, pages 20 - 21.
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Information Disclosure

The Daiwa Securities Group in March 2004 established its Disclosure Policy, laying out its basic position
on information disclosure, and further adopted Disclosure Regulations to heighten the effectiveness of the
policy. It additionally set up the new CSR Website and updated the main Daiwa Securities Group Inc. site

to provide more information and greater convenience.

Disclosure Policy established

To the Daiwa Securities Group, fair, timely and appro-
priate disclosure is fundamental to promoting under-
standing of the Group and realistic expectations of it
among shareholders, investors and other stakehold-
ers. In March 2004 the Daiwa Securities Group estab-
lished and publicized its new Disclosure Policy clari-
fying this stance on information disclosure. Daiwa
Securities Group Inc. simultaneously established Dis-
closure Regulations to enhance policy effectiveness,
thereby specifying categories of management-related
information, disclosure procedures and other
matters.!

As key information relating to the Group's finan-
cial, environmental and social dimensions, the types
of management-related information stipulated in the
regulations include not only law- and rule-related in-
formation but also compliance and corporate gover-
nance information needed to fulfill social responsibili-
ties plus information relevant to local communities
and the environment.

Additionally, Group regulations require that a Dis-
closure Committee? be established as a subcommit-

tee of the Executive Committee®. The Disclosure

Daiwa Securities Group information disclosure framework

Disclosures primarily

through Annual Report, Business activities

Financial information

press releases, securities
reports and financial
summaries

Customer response

human rights

Disclosure Policy

Employment, work environment,

Acting as a corporate citizen

Committee meets periodically between the closing
day of each business quarter until the day quarterly
results are revealed and otherwise convenes whenev-
er the committee chairman thinks it necessary.

Disclosure Policy

* We will observe fair and timely disclosure of important
financial, social and environmental information
("Management-Related Information") regarding the Dai-
wa Securities Group so that our stakeholders (including
shareholders, investors and the communities we oper-
ate in) may understand and maintain realistic expecta-
tions of the Daiwa Securities Group.

We will comply with the Securities Exchange Law and
other laws and ordinances related to securities transac-
tions and the various rules of the stock exchanges
where on which our stock is listed.

of content and timing.

We will utilize various communication channels includ-
ing presentations, telephone conferences, the Internet
and printed materials to disclose information in an easy
to comprehend manner for investors.

We will consciously act as a leader of the securities
markets in terms of disclosure and set the standards for
other listed corporations.

We have established the Daiwa Securities Group Inc.
Disclosure Regulations that define guidelines such as
setting up a disclosure committee and the methods of
disclosing management-related information to fulfill the

|
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
* We will endeavor to achieve fair disclosure both in terms '
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
spirit of this Policy. 1
'

|
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Ongoing shareholder survey

Daiwa Securities Group's ongoing Shareholder Sur-
vey enables the Group to use shareholder input. Re-
sults of a questionnaire given in November 2003 indi-
cate that 52% of shareholders purchase shares in the
Group as long-term holdings and that 74% have held
shares at least three years (39% for at least a dec-
ade). Additionally, 62% of shareholders have ac-
counts with Daiwa Securities. Through active infor-
mation disclosure we are working to promote
understanding of the Group to encourage more
shareholders to do business with Daiwa Securities.

Results suggest a fairly low degree of Internet
use among shareholders, as 70% indicated that they
had not seen the Group's IR site. To provide informa-
tion to such shareholders, the Group must make
more use of the mass media and postal mailings. Of
all shareholders, 54% had exercised their right to
vote at the general meeting of shareholders, but the
Group feels this percentage needs to rise as the per-
centage of ownership by individual shareholders
increases.

End of March 2004 (by number of shares)
Number of shareholders: 114,687

Other Individuals

2.1% r 20.7%

Non-Japanese

31.2%
institutions
.8%
J Banks
Other 6.4%
corporations
6.2% Trust
accounts
25.1%
Other financial institutions

i —— Financial
8.3%

Disclosure through many media

The Daiwa Securities Group provides information to
the mass media and makes active use of its websites
and publications like the Annual Report and Sustaina-
bility Report to make information disclosure as com-
plete as possible.

Among its publications, the 2003 Annual Report
earned an excellence award at the 2003 NIKKEI An-
nual Report Awards. In addition, our 2003 Sustaina-
bility Report placed No. 1 on the "CSR Report Rank-
ings" by Nikkei Business Publications, Inc. in June
2004.

On our main website, the Group's CSR Website*
started up in January 2004 as a way to enrich CSR
and SRI information presentation. Subsequently, the
Daiwa Securities Group Inc. main website and IR site
were updated in June 2004 to help increase knowl-
edge of the information offered there and make it eas-
ier to access the needed information. The Group will
continue to promote two-way communication with
stakeholders by making content more understandable
and disclosures timely, appropriate and fair.
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Annual Report (2004) Sustainability Report (2003)

4
For details, see CSR Website,
page 47.

5

For details on "net gain on trad-
ing securities," see Economic
Relations with Stakeholders,
page 28.

My opinion of Daiwa Securities Group initiatives

Senior Analyst, UBS Securities Japan Ltd.
Ayako Sato

One of the biggest difficulties in analyzing a securities company is
the category "net gain on trading securities®." Because trading is a
major source of income for a securities company, the risks must
be examined. For that reason, securities companies are going to
have to disclose more information than they do now. At the same
time, if information disclosure leaks too much know-how about
putting together products, this could work to the disadvantage of
shareholders, so striking a balance is a concern. The Daiwa
Securities Group discloses a relatively rich amount of information,
and within the industry, they are considered to have excellent IR.
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